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Preface 

Israel has a ramified system of social services that accompanies 

citizens throughout their lives. Systems of schools and other 

education institutions serve nearly two million pupils and, 

effectively, most households countrywide. The four health 

funds, dozens of public hospitals, and other medical centers 

provide all inhabitants with medical care; everyone makes use of 

their services to some extent. Households in functional, 

physical, psychological, or other distress have a range of 

personal social services on which to call. Along with this service 

array, some two million people receive cash allowances from 

the National Insurance Institute as a supplement, or an 

alternative, to income from labor and other sources. 

This variegated system began to operate as soon as the state 

was established (in fact, it predated the state) and has 

experienced various upheavals and metamorphoses since then. 

In the long term, one may characterize it as growing and 

expanding, but it has had “ups,” as in the early 1970s, and 

“downs,” as in the mid-1980s. These up and down periods were 

affected by many factors, but one of them, beyond doubt, was 

the economic situation in the country, which left its mark on the 

system and bears some responsibility for the volatility that has 

characterized the performance of the Israeli welfare state. 

The 1990s aptly illustrate this dynamic. The first half of the 

decade was a time of economic resurgence, in which the state 

could afford to tackle the challenge of immigration on a mass 

scale unmatched since the country’s early years. The public 

service systems also benefited from the economic prosperity and 

expanded steadily. The trend reversed direction in the second 

half of the decade, as an economic slump and a slowdown in 
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activity coincided with a slackening, if not a retreat, in the 

development of the social services. Thus, per-capita social 

service expenditure increased by 25 percent in 1990-1996 and 

has stagnated, relatively speaking, since then. 

It should be stressed that the very fact of the slowdown does 

not necessarily mean that the quality of services has declined. In 

certain cases, the downturn followed a period of vigorous 

efflorescence and stepwise expansion; in these instances, the 

very maintenance of the new rung is a respectable goal. We lack 

the tools to determine an optimal absolute level of service; the 

only method available to us is to compare the situation at each 

point in time with previous points. The first part of the book 

uses this method, presenting a wide array of data and analyses 

that allow readers to draw conclusions about the “state of the 

nation” in the social services. A brief summary of the main 

findings is appended to the end of this chapter. 

In the second part of the book, the CSPS professional teams 

present a series of policy recommendations in various fields. 

First, an alternative economic policy that may lift the economy 

out of its lengthy slump is proposed. The resumption of growth, 

apart from being a goal in itself, creates a basis for the 

resumption of development in the social services. Elsewhere in 

this section, teams of experts in education, health, and personal 

social services propose ways to improve the performance of 

these systems and to make progress toward Israel’s social goals. 

The third part of the book analyzes issues in three specific 

fields. The first study compares economic productivity in Israel 

to that in other developed countries. The analysis is meant to 

focus policymakers’ attention on the importance of factor 

productivity in enhancing growth. The second issue pertains to 

arrangements in assistance for the elderly, as manifested in the 

Long-Term Care Insurance Law. Access to services in this field 

has spread to tens of thousands of seniors, enabling them to 

continue functioning at home and in their communities and 
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obviating the need for institutionalization. This law has been 

implemented for a decade now, long enough to justify an 

examination of its achievements, on the one hand, and the 

problems that require solutions, on the other hand. The third 

issue is the need to expand the incidence of the State Health 

Insurance Law to cover dental care and the advantages of doing 

so. Many experts believe this field requires improvement, 

especially in respect to inequalities in access to service. 

A multitude of experts took part in preparing the various 

chapters of this book: members of the CSPS Council, Area 

coordinators, and members of the Area Teams. The chapters on 

the economy were written by Arnon Gafny, Rafi Melnick, 

Emanuel Sharon, and Yaakov Lifshitz, and were discussed by 

the economics team, which also included David Brodet, David 

Wainshal, Jimmy Weinblatt, Zvi Sussman, and Yossi Tamir. 

The chapter on education was prepared by Chaim Adler in 

conjunction with Nachum Blass and the members of the 

education team: Gila Ben-Har, David Gordon, Yechezkel Dar, 

Tamar Horowitz, Jo-Ann Harrison, Ami Volansky, Gad Yair, 

Avraham Yogev, and Rita Sever. 

The chapter on health services was written by Arie Shirom 

following deliberations by a team composed of Nahum Egoz, 

Leon Epstein, Gabi Bin-Nun, Haim Doron, Michael Harrison, 

David Chinitz, Orit Yaakovson, Dan Michaeli, Jacques Michel, 

Dov Chernichovsky, and Rachelle Kaye. 

The chapter on personal social services was prepared by 

Yosef Katan in conjunction with Uri Aviram, Yitzhak Brick, 

John Gal, Yehoshafat Harel, Yochanan Wozner, Uri Yanay, 

Yossi Korazim, Ariela Lowenstein, Menachem Monnickendam, 

Chaim Pozner, Clara Feldman, Zeev Friedman, and Moshe 

Sherer. 

The proposals concerning inpatient nursing care for the 

elderly were coordinated by Jacob Menczel and David Chinitz, 

following discussions by a team made up of members of the 
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health and personal social services teams, along with Mark 

Clarfield and Arnold Rosin. 

 

The CSPS’s basic research team provided its services for all the 

studies and reports presented here and prepared this book for 

printing. Joel Blankett, coordinator of the basic research team, 

made a major contribution to each stage of the research with his 

painstaking work. He also reviewed the English-language 

edition of this report. Dalit Nachshon-Sharon skillfully edited 

the chapters of this book, turning rough drafts into final articles. 

Yehudit Agassi industriously typed the many drafts and helped 

give the book its final design. Julia Cogan and Marina Kunin 

diligently processed the statistical and other material on which 

the articles and reports were based. Miri Sela provided 

administrative assistance in all phases of the work, and David 

Epstein produced the reportage in the CSPS Bulletin. Grateful 

appreciation is expressed to all. 

Yaakov Kop 

 

Jerusalem, 

April 2000 
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Resource Allocation: Summary of Findings 

The state budget, presented to the Knesset, includes a sizable 

allocation for the social services – education, health, personal 

welfare services, housing, and immigrant absorption. 

Complementary to these, the National Insurance Institute offers 

an array of in-cash services: old-age and survivors’ pensions, 

child allowances, disability benefits, unemployment 

compensation, and miscellaneous payments under the Income 

Maintenance Law, to name only a few. Our analysis of the state 

budget brought the following facts to light: 

State Budget 

1) The state budget, including National Insurance, is NIS 226 

billion – 1.7 percent higher in real terms that the original 1999 

budget. 

2) If the government’s forecast of economic growth proves 

accurate, the proposed budget will be smaller than the 1999 

budget by 1 percent of GDP (Gross Domestic Product), pursuant 

to a long-term downtrend in the share of government 

expenditure in GDP. 

3) Over the past two decades, the share of government spending 

in the Israeli economy has declined significantly. At the 

beginning of the period, the state budget (not including debt 

servicing) consumed about half of GDP; by the end of the 

period, this share had declined steadily to about one-third of 

GDP. 
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Social Expenditure 

4) Government social spending is projected at NIS 88 billion (in 

1998 prices) up by NIS 1 billion or 1.2 percent in real terms. 

5) This growth rate will fall short of the predicted growth rates 

of economic activity, total government spending, and the 

population. Indeed, the per-capita expenditure, NIS 14,056, will 

be 1.2 percent lower than in 1999. 

6) The in-kind services – education, health, personal social 

services, housing, and immigrant absorption – are facing an 

absolute decrease of about NIS 500 million. 

7) The decrease will focus on the investment (development) 

component of social spending, which will decline by about 

NIS 700 million. In contrast, expenditure for in-kind services 

through the current budget will increase by NIS 250 million. 

8) Among the in-kind services, education spending will decline 

by NIS 120 million, health spending will increase by NIS 130 

million, and spending on other components will contract by 

NIS 400 million. 

Long-Term Developments 

9) Israel underwent several far-reaching changes in the first half 

of the 1990s, among them mass immigration from the former 

Soviet Union, the inception of the peace process with the 

Palestinians, and the resumption of economic growth. During 

this time, government social expenditure grew at an average 

annual rate of 8.7 percent, and within this aggregate the in-kind 

services expanded with particular vigor (10.1 percent per year). 

This growth reflected the reprioritization that the government 

proclaimed in 1993. 

10) In the second half of the decade, even though the 

government decided to reduce its deficit by cutting the budget, 

government social spending continued to grow. The main 

contributory factor was demographic change, but the onset of 

the economic slowdown also played a role, for example, by 
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causing an increase in outlays for unemployment compensation 

and income maintenance. 

Income Maintenance 

11) The patterns of income-maintenance expenditure – payment 

of various benefits – are different from those of the in-kind 

services. In most of the 1980s, the share of income maintenance 

in total social expenditure climbed and that of in-kind services 

declined. The trend reversed direction in the early 1990s, but 

since 1993 the share of income-maintenance expenditure has 

again been rising steadily and that of in-kind services has been 

falling. 

12) The largest component of income-maintenance expenditure 

is for old-age and survivors’ benefits. Child allowances are the 

second-largest; their main function is to help improve economic-

income distribution and to correct the income-tax base, in which 

the rates hardly take account of family size. 

13) The increase in allowances, as stated, also reflects the 

lengthy economic slump: unemployment – compensation and 

income-maintenance expenditure climbed from 10 percent of 

National Insurance outlays in 1990 to 16 percent in 1998. In 

absolute real terms, a threefold increase has occurred during the 

current decade, with large sudden increases in years of 

pronounced economic downturn, such as 1992, 1996, 1998, and 

1999. 

In-Kind Services 

14) Education is the largest component of government social 

expenditure and, after defense, the largest item in the state 

budget. National education expenditure (government plus 

private) increased in the past decade from 8.5 percent of GDP to 

10.5 percent. 

15) The share of education in the government’s total social 

expenditure climbed from 23 percent at the beginning of the 
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decade to 30 percent at its end. Health expenditure, in contrast, 

remained stable in absolute terms during the 1990s and eroded 

somewhat in relative and average per-capita terms. 

16) National health expenditure is 8.4 percent of GDP. The 

share of government funding in national health expenditure has 

declined from more than 53 percent in past years to 47 percent 

in the present decade. 

17) The government is a main player in funding social services 

for population groups in distress. In the past half-decade, 

expenditure has increased more rapidly in this field than in 

education and health, but the change has focused on one 

component of these services: long-term care benefits, in which 

the growth trend has been more similar to that observed for 

income-maintenance programs than for other in-kind services. 
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Government Expenditure 
 for Social Services

*
 

1. Introduction 

Social services in Israel, as in all modern western welfare states, 

are provided by several players: central and local government, 

nonprofit organizations, volunteer and philanthropic agencies, 

and private businesses. In the 1970s and 1980s, an ideology 

evolved in the world that advocated a lower level of state 

involvement generally and in social services particularly. In 

many countries, this led to a contraction of the role of 

government in economic activity, in the relative size of 

government budgets, and in government’s share in the funding 

and supply of social services. A similar trend took place in 

Israel. In the 1990s, this ideology became more moderate, 

certain doubts crept in, and the mixed-economy model made a 

comeback of sorts. Governments were again given a more 

meaningful role in various contexts, foremost in social affairs. 

Indications of this approach are evident in Israel’s budgetary and 

social policies, as we shall see. 

In Israel, the government is the main factor in producing 

social services and funding the activities of other operators, and 

it sets aside a large share of its budget for these services. Our 

definition of government social services includes government 

ministries’ activities in social spheres as well as in-cash benefits 

paid by the National Insurance Institute, one of the most 

                                                      
*
 The statistical material underlying the resource-allocation analysis is 

presented in detail in the appendix of sources and tables. The material was 

processed mainly by Yulia Cogan and Marina Kunin. 
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important components of the government social-service system. 

The largest spheres of social-service activity are education and 

health, along with National Insurance Allowances, foremost old-

age pensions and child benefits. Areas of secondary magnitude 

in financial terms are immigrant integration, housing, 

employment, and personal social services. Although this report 

focuses mainly on analyzing government expenditure for social 

services, as a preface we briefly review the economic 

background amidst which the state budget is determined. 

2. Economic Background – State of the 
Economy 
    in 1999 

In most of the main economic parameters, 1999 witnessed the 

continuation of trends that had been evident in the previous 

three years. The annual GDP growth rate continued to decline, 

to under 2 percent, and the growth rate of business-sector 

product is also projected to be low. 

In employment, the situation at the end of 1999 resembled 

that in 1997 and 1998. After seeming to decline in the second 

half of 1998, the unemployment rate rose again in the first half 

of 1999, to 8.8 percent of the labor force. The number of 

unemployed peaked at 208,000 in early 1998, declined to 

184,000 later that year, and rose again to 200,000 or so by the 

middle of 1999. There are various ways to explain this volatility. 

It has been argued that in the course of 1998 the government, by 

means of the Ministry of Labor and Social Affairs, started up a 

large number of vocational-training courses for the unemployed. 

All participants in the courses, by the very fact of their 

participation, were deleted from the official unemployment 

statistics. Be this as it may, it is widely agreed that actual 

joblessness exceeds the official statistics, partly because the 

statistics define unemployment narrowly and partly due to the 
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well-known and extensive phenomenon of despairing workers –    

those who stop looking for employment actively and, in this 

sense, “drop out” of the labor force as the Central Bureau of 

Statistics defines it. In purely numerical terms, Israel’s 

employment problem in the past few years stems from a labor 

force that has been growing by 70,000 each year while the labor 

market has generated only 30,000-40,000 new jobs annually. 

As unemployment rates climbed, inflation rates declined 

from double digits in the early 1990s to 7 percent in 1997 and 

8.6 percent in 1998. In the first half of 1999, prices were 

virtually unchanged (with a tendency toward deflation), and for 

the year all told the inflation rate is projected at about 3 percent. 

Economic policy since 1996 has been composed of a 

restraining monetary policy and a contractionary fiscal policy, a 

combination that has harmed growth and aggravated 

unemployment. The current monetary policy was introduced in 

1995, when real interest rates were raised steeply to the vicinity 

of 12 percent. This policy remains in effect, with slight 

fluctuations in real interest rates; its goal is to lower inflation to 

the 2-3 percent level typical of Western Europe and the United 

States. One of the main problems with this policy is that it has 

created disequilibrium in the capital market. The high domestic 

interest rates and the effective interest gap between Israel and 

other (developed) countries have created a capital inflow (some 

of it speculative). The result is a real appreciation of the 

currency, to the detriment of Israeli manufacturers’ international 

competitiveness, and a worrisome buildup of foreign reserves 

that originates in “hot” (speculative) money. Although this 

policy has had favorable results in terms of disinflation, it 

undoubtedly carries a potential price in respect to economic 

growth, employment, imports and exports, and the trade 

balance. One of the concerns about this policy is the possibility 

that the achievement in bringing down inflation is temporary 

and conditioned on continued high interest rates. In other words, 
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if the policy of monetary restraint is abandoned and interest 

rates are lowered, a capital outflow and a large currency 

depreciation will ensue, causing inflation to rear its head again. 

A contractionary fiscal policy has been applied since 

legislation stipulating a declining budget deficit was passed. The 

second part of this book presents criticism of the Deficit 

Reduction Law. In times of economic upturn, when rising 

central-government revenues cause the government deficit to 

decline naturally, the law allows the government to spend more, 

thereby further stimulating economic activity and demand 

pressure. In times of economic downturn, in contrast – when 

activity contracts, government receipts decline, and the 

government deficit grows – the law forces the government to 

reduce its spending in order to meet the declining-deficit 

requirements. This, of course, aggregates the downturn. These 

trends have been easily identifiable in recent years. In 1996, the 

budget deficit ballooned due to the onset of the economic slump 

that has lasted to the present day. Indeed, the upturn in the 

deficit was occasioned mainly by a steep decline in tax receipts 

relative to the figure on which that year’s state budget was 

based. To reduce the deficit and return to the trajectory 

stipulated in the Deficit Reduction Law, the government under 

Benjamin Netanyahu made budget cuts in its first fiscal year 

(1997). This definitely helped speed up the downturn that, as 

stated, had already become visible in 1996. 

The fiscal policy remained contractionary in 1998 as well, as 

the government continued to trim its budget. However, the 

worsening economic slump caused the government deficit to 

rise anyway. The deficit increased again in the first half of 1999, 

at least partly because government revenues continued to 

decline. The new government under Ehud Barak decided to 

tackle the deficit problem in the 2000 state budget by 

introducing a NIS 6 billion budget cut, thus repeating the action 

taken by the previous government in the 1997 budget. In both 
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cases, the budget cuts were attained by a combination of 

spending reductions and tax increases. As of the present writing, 

the Knesset has not yet passed the 2000 state budget in its final 

form; thus, the structure of revenues and expenditures is not yet 

clear. There are indications that the budget cut will include a 

larger component of tax increases, mainly affecting middle-

income earners, than the 1997 budget did. 

As things stand today, the fiscal policy for 2000 in itself will 

not address the problems of unemployment and economic 

slump. The macro-economic situation is not poised to change 

significantly – unless major exogenous events lead to the 

resumption of large-scale productive foreign investments and 

growth of incoming tourism, which would offset the negative 

effects of the monetary and fiscal policies. 

3. Social Expenditure in the 2000 Budget 

At the time this part of the report was written, only the draft 

version of the 2000 budget, presented by the government to the 

Knesset, was available. Therefore, the budget as finally 

approved by the Knesset may include changes relative to the 

sums on which the remarks below are based. 

The total 2000 budget is NIS 226 billion (current prices), 5.7 

percent larger in nominal terms and 1.7 percent larger in real 

terms than the original 1999 budget. If the government’s 

forecast of 3 percent GDP growth in 2000 comes to pass, the 

proposed budget will be 1 percentage point smaller than the 

1999 budget in terms of share of GDP, pursuant to the 

downtrend in government expenditure in GDP that began in the 

mid-1980s. 

Government social expenditure, measured in constant 1998 

prices, is projected at NIS 88 billion – NIS 1 billion more than 

in 1999, up by 1.2 percent in real terms, i.e., a lower growth rate 

than that predicted for overall economic activity and total 
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government spending. Since the budget increase will not keep 

up with estimated population growth (2.5 percent), per-capita 

social spending, at NIS 14,056, will be 1.2 percent under its 

1999 level. 

Among the components of government social expenditure, 

NIS 33 billion (in 1998 prices) is budgeted for income 

maintenance, 4 percent more than in 1999. This increment 

reflects expectations of an increase in National Insurance 

allowances, either as the result of demographic changes or due 

to the high level of unemployment, which, according to the 

government forecast, will not decrease substantially. 

Programmed expenditure for in-kind services is NIS 55 

billion, representing an absolute decrease of NIS 500 million (in 

1998 prices) from 1999. The decline will focus mainly on the 

investment (development) component of social expenditure (a 

decrease of NIS 700 million); outlays for in-kind services in the 

regular budget will increase by NIS 260 million. 

Among the in-kind services in the total budget, education 

expenditure will decline by NIS 120 million, health expenditure 

will increase by NIS 130 million, and the other components –

foremost housing – will decline by NIS 400 million. 

4. Pre-1999 Developments 

The state budget presented to the Knesset includes the 

expenditure lines of the government ministries. Many of them 

are devoted to social services, including education, health, 

personal social services, housing, and immigrant integration. In 

addition to these services, a large and important aggregate of 

social expenditure is implemented by the National Insurance 

Institute, including an array of social allowances: old-age and 

survivors’ pensions, child allowances, disability benefits, 

unemployment compensation, and payments under the Income 

Maintenance Law, to name only a few. These payments are 
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financed in part by direct collection by the National Insurance 

Institute and in part by the state budget. Thus, government social 

spending is defined as the total of government expenditure for 

in-kind social services plus transfer payments made by the 

National Insurance Institute. 

The absolute and relative levels of government social 

expenditure are affected by several factors, such as the 

socioeconomic ideology of the government in office, previous 

governments’ policies and the rigid arrangements enacted by 

hem, the state of the economy (especially in respect to state 

revenues and expenditures), externalities such as the political 

situation and the state of the world economy, and dynamic 

factors such as demographic trends. Despite this proliferation of 

contributory factors, long-term observation of the share of state 

resources allocated for social services can shed light on trends in 

the government’s social awareness, the importance the 

government ascribes to itself as a factor of influence in attaining 

desired goals of social justice and solidarity, and the 

government’s outlook on the responsibility of the state, as the 

representative of society, for the well-being of all social groups, 

especially the weakest ones. 

Over the past few decades, the share of government spending 

in Israel has been decreasing perceptibly, as shown in Table 1 

and Figure 1. In 1981, total government spending in the current 

budget (excluding debt servicing) was 52 percent of Gross 

Domestic Product. Over the years, this share declined steadily to 

34 percent of GDP in 1993 and has rested in the 35-38 percent 

range since then. 
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Table 1: Government Expenditure and its Components,  

               Current Budget, Percent of GDP 

 

 Government 

expenditure 

Social 

expenditure 

Defense 

expenditure  

Other 

expenditure 

 Total Excl. debt 

servicing 

1980 57 50 15 22 12 
1987 49 39 15 15 9 
1990 46 37 16 13 8 
1994 42 35 18 10 7 
1996 43 36 18 10 8 
1998 42 36 19 10 7 
1999 44 38 20 10 8 
2000 41 35 20 9 7 

 

Figure 1. Components of Government Expenditure 

Excluding debt servicing, percent of GDP
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Notably, Israel has a higher level of government expenditure 

than the average among countries in the World Bank’s high-

income category, in which total government expenditure was 31 

percent of GDP in 1995. Within this group, however, many 

well-developed welfare states, foremost in Western Europe, had 

government expenditure levels of 40–50 percent of GDP that 

year. Sweden, Denmark, France, United Kingdom, the 

Netherlands, Belgium, and several others stand out among them. 

The salient difference between the public-sector trends in Israel 

and in developed countries at large is the direction of the curve: 

the share of government expenditure in GDP is falling in Israel 

and rising in other developed countries. 

Israel’s downtrend in proportional government spending 

corresponds to the prevailing outlook among economists and 

certain social scientists that government spending mitigates 

economic efficiency and the incentive to invest and, for this 

reason, reduces growth rates. This trend of thought points to the 

realization that, in Israel’s first few decades, the government’s 

share in the total national product was too high and caused 

economic inefficiency. A broad consensus is convinced of this. 

In the course of the 1980s, however, government expenditure in 

GDP decreased and its composition changed significantly. By 

comparing two points in time – 1980 and 1999 – we see (in 

Table 1) that despite a large decrease in the share of total 

government expenditure, the share of government social 

expenditure in GDP increased from 15 percent to 20 percent. 

This was facilitated by a steep decline in the share of defense 

spending and other outlays, from 22 percent of GDP and 12 

percent, respectively, in 1980, to 10 percent and 8 percent in 

1999. The change in the share of social expenditure in the 

current budget did not occur smoothly. In 1980-1987, this 

proportion was stable with a gentle downtrend. Since 1988, the 

share of government social expenditure has climbed steadily, 

with steep increases in 1994 and 1996. Several factors 
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contributed to the changes in the makeup of government 

expenditure over the past two decades: 

1) The decrease in the share of government expenditure for 

purposes other than social services, especially defense. This 

became possible due to changes in the Middle East political 

situation – the peace processes that first evolved in the late 

1970s with Egypt, continued in the 1980s with the conclusion 

of the Lebanese War, and was reinvigorated in the 1990s with 

the onset of the Oslo process. The world geopolitical 

situation and the disintegration of the Soviet Union also 

helped ease the military threat and allow Israel to lighten its 

defence-spending burden. The relative decline in other (non-

social) government expenditures reflects the worldview, 

which is on the ascent, that government involvement should 

be reduced and the public sector made more efficient. 

2) The success of the Economic Stabilization Plan, introduced in 

the middle of the 1980s. This allowed the government to 

loosen the budget restraint that the war on hyperinflation 

entailed. 

3) Mass immigration from the former Soviet Union, which 

forced the government to make commitments in immigrant 

integration and housing that it did not have in previous years. 

4) The change in government priorities, which boosted certain 

social services – especially education and the social welfare 

services – to a higher level of importance in the public’s 

priorities. The change began to occur in the late 1980s but 

was energized in the 1990s. The salient results of the 

reprioritization are an increase in government expenditure for 

education and the development of service mechanisms in 

nursing care, personal social services, and income-

maintenance programs (e.g., child allowances). 

5) Demographic changes – Israel’s population is aging and its 

birth rates are declining. Within the existing parameters of 

social policy, these trends are aggravating the burden of 
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social services in certain respects, mainly pension insurance, 

health services, and personal social services. 

6) Since the mid-1990s, macroeconomic and social conditions 

have driven upwards Israel’s frictional and chronic 

unemployment rates. After several years of rising prosperity 

(1992-1996) that brought unemployment rates down, the 

economy toppled into a slump that elevated official 

unemployment rates to nearly 9 percent. This led to a 

significant increase in government social expenditure, chiefly 

for income maintenance. 
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Governmental social expenditure for 1999 was NIS 87 billion 

(in 1998 prices), 23 percent of GDP and 53.5 percent of total 

government spending (excluding debt servicing). The 

apportionment of this sum between in-kind social services and 

National Insurance transfer payments was 63.7 percent and 36.3 

percent, respectively. The average per-capita expenditure was 

NIS 14,200, NIS 5,100 for income maintenance and NIS 9,100 

for in-kind services. In comparison with 1980, in constant 

prices, total governmental social expenditure increased by 143 

percent while the population grew by 57 percent. In other words, 

population increase explains about half of the growth in social 

expenditure but not all of it. The increase in total per-capita 

social expenditure, from NIS 9,200 in 1980 (in 1998 prices) to 

NIS 14,200 in 1999 – a cumulative increase of 54 percent – is 

also explained by rising living standards and real wages, and by 

 Figure 3. Total Social Expenditure
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the willingness of policymakers to allocate larger shares of the 

state budget for social purposes. Another factor in the 

substantial increase in average per-capita social spending in the 

first half of the 1990s, of course, is mass immigration from the 

former Soviet Union, which created especially large needs, 

chiefly in immigrant integration and housing. 

The rate of increase in government social expenditure has not 

been even during the past twenty years. In the first half of the 

1980s, social spending increased negligibly and, in per-capita 

terms, declined by 1.4 percent on annual average. The in-kind 

services were especially affected, falling in per-capita terms by 

3.4 percent per year. The first half of the 1990s was dominated 

by mass immigration from the former Soviet Union, the onset of 

the peace process with the Palestinians, and the resumption of 

economic growth. During that time, government social 

expenditure climbed by 8.7 percent on annual average and the 

in-kind services expanded even more vigorously, at 10.1 percent 

per year. These figures also reflect the change in priorities that 

the government proclaimed in 1993. 

In the second half of the 1990s, the government decided to 

reduce its deficit and cut the budget. However, its social outlays 

continued to increase by 4.6 percent on annual average, and the 

income-maintenance component grew even more rapidly, by 6.6 

percent per year. This reflects not only exogenous demographic 

changes but also, and mainly, the onset of an economic slump 

that led to an increase in unemployment – compensation and 

income-maintenance payments. 

The two components of government social expenditure –

income maintenance and in-kind services – are differentiated 

both in how the expenditure is made and in the social and 

economic role that the services fulfill. 
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Table 2. Government Social Expenditure, by Main 

              Components (NIS millions, 1998 prices) 

 

 Total Income 

maintenance 

In-kind 

services 
Total budget (current and development) 
1980 35,780 9,424 26,356 
1986 37,600 13,667 23,932 
1989 42,607 16,506 26,101 
1990 49,499 16,693 32,806 
1992 66,933 18,606 48,326 
1994 69,084 21,594 47,489 
1997 77,376 27,532 49,844 
1998 79,577 29,827 49,749 
1999 86,817 31,484 55,334 
2000 87,817 32,850 54,967 
Annual average percent change 

1980-85 0.4 5.5 -1.7 
1985-89 4.0 7.6 2.0 
1989-95 8.7 6.3 10.1 
1995-2000 4.6 6.6 3.5 

    
Current budget 

1980 32,101 9,424 22,677 
1986 35,895 13,667 22,228 
1989 41,004 16,506 24,498 
1990 44,137 16,693 27,444 
1992 50,140 18,606 31,533 
1994 58,018 21,594 36,424 
1997 68,433 27,532 40,902 
1998 71,218 29,827 41,391 
1999 76,131 31,484 44,648 
2000 77,761 32,850 44,911 
Annual average percent change 

1980-85 1.4 5.5 -0.5 
1985-89 4.5 7.6 2.6 
1989-95 6.7 6.3 7.0 
1995-2000 5.1 6.6 4.1 
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Table 3. Social-Services Expenditure, by Main Component,  

               Per-Capita Average  

               Current budget, NIS, 1998 prices 

 

 Total Income 

maintenance 

In-kind 

services 
    
1980 9,227 2,430 6,797 
1985 8,610 2,904 5,707 
1989 9,430 3,653 5,777 
1990 10,622 3,582 7,040 
1992 13,064 3,632 9,432 
1994 12,795 3,999 8,795 
1997 13,275 4,723 8,551 
1998 13,332 4,997 8,335 
1999 14,221 5,157 9,064 
2000 14,056 5,258 8,798 
 

Annual average percent change 
1980-85 -1.4 3.6 -3.4 
1985-89 2.3 5.9 0.3 
1989-95 5.0 2.8 6.4 
1995-2000 2.1 4.1 1.0 
 

 

Income maintenance, including most social transfers from the 

government sector, is based on universal criteria of entitlement 

that are usually stipulated in law. Accordingly, the level of 

expenditure in the various budget lines and the size of the 

eligible population are determined on the basis of constant 

parameters set forth in the law. Since the size of these 

population groups is dictated by dynamic and cyclical forces, 

the government can hardly control this component of 

expenditure unless it changes the rules and definitions. Although 

the stipulated parameters may be adjusted from time to time, 

such changes, especially when they result in cutbacks, always 
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elicit fierce objections from some quarter and therefore occur 

infrequently. The first- and second-child allowances were 

abolished in the 1980s but restored in 1993. In the past twenty 

years, there has been a perceptible uptrend in transfer payments. 

The rate of change in income-maintenance services is 

determined mainly by demographic forces, the state of 

employment, and externalities such as the mass immigration of 

the early 1990s. 

The in-kind aggregate, in contrast, includes a large array of 

services provided by the government, either directly or with full 

or partial funding. In contrast to the universal basis of the 

transfer payments, the level of government expenditure for in-

kind services is determined more explicitly, with separate 

reference to each service and its relevant expenditure line. 

Consequently, the level of government expenditure for in-kind 

services largely reflects the current needs and the priorities of 

those who take part in the policy-making process. The 

government also has more flexibility in setting the level of 

expenditure, and broader options of substitution among various 

expenditure lines, in the in-kind services than in income 

maintenance. 

Indeed, as Table 3 shows, rates of change in per-capita 

expenditure are more volatile in the in-kind services than in 

income maintenance. The annual average rate of change in the 

in-kind services, per capita, ranged from -3.4 percent in the early 

1980s to 6.4 percent in the first half of the 1990s. In contrast, the 

rate of change in income maintenance, per capita, ranged from 

5.9 percent in the second half of the 1980s to 2.8 percent in the 

first half of the 1990s. Table 4 illustrates these fluctuations in 

the share of each type of social expenditure over time. 
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Table 4. Distribution of Government Social Expenditure,  

               Total Budget (Current and Development) 

               Percent  

 

 Total Income 

maintenance 

In-kind 

services 

    
1980 100.0 30.7 69.3 
1987 100.0 41.7 58.3 
1992 100.0 28.9 71.1 
1999 100.0 36.3 63.7 
2000 100.0 37.4 62.6 

 

In most of the 1980s, the share of income maintenance rose 

and that of in-kind services declined, mainly because 

government spending for in-kind services eroded and dynamic 

forces continued to prod transfer payments upward. The trend 

reversed direction in 1990-1993, as the share of income 

maintenance fell to 28.9 percent of total social expenditure. As 

we recall, these were the years of mass immigration from the 

former Soviet Union, which entailed especially large budget 

outlays for immigrant integration and housing. Since 1993, the 

trend that characterized most of the 1980s resumed, as 

expenditure for income maintenance climbed and that for in-

kind services diminished. In 1999, income maintenance 

accounted for 36.3 percent of total social expenditure and in-

kind services accounted for 63.7 percent – 8.2 percent of GDP 

and 14.5 percent, respectively. 

5. Income Maintenance 

The income-maintenance component of social expenditure has 

been growing steadily in both absolute terms and relative to 

national product and total government expenditure. State outlays 
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for income maintenance, along with the social attributes of the 

tax system, indicate the state’s involvement in and contribution 

to the attainment of social justice. The progressivity of the tax 

system affects inequality in income distribution. This is also one 

of the most important goals of transfer payments – which, 

according to reports from the National Insurance Institute, do 

have a significant downward effect on income inequality. 

However, transfer payments also have additional functions and 

broader significance. They provide citizens with a social safety 

net and make sure that no one will ever be left without any 

source of income. Some of their additional roles are technical, 

e.g., adjusting the tax base to account for family size and 

correcting market failures in saving and insurance. 

Over the long term, total income-maintenance expenditure 

has almost doubled in the present decade while the population 

grew by 31 percent. On per-capita average, the government 

spent NIS 3,582 (in 1998 prices) for this component at the 

beginning of the decade and NIS 5,157 in 1999 – an increase of 

44 percent. During that time, per-capita GDP climbed by 13 

percent and per-capita private consumption by 30 percent. Do 

these figures mean that the burden of transfer payments has 

become undesirably large? The answer depends largely on the 

respondent’s socioeconomic worldview. However, it should be 

borne in mind that since the total burden of public expenditure 

has decreased in the past two decades, the relatively rapid 

growth of the income-maintenance component reflects a change 

in preferences that modified the makeup of public expenditure 

but did not necessarily increase the burden associated with it.  

In the past few years, there has been criticism among 

economists not only about the magnitude of government 

expenditure and of its derivative, the budget deficit, but also 

about the way government outlays are apportioned among uses. 

One of the allegations is that the government spends too much 

of its resources on goals that do not generate growth and, 
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therefore, have strong inflationary effect. According to the 

critics, inflationary pressures would ease and Israel’s inflation 

rates would draw closer to Western European levels if 

government expenditure were recomposed by reducing transfer 

payments (which, they claim, are more inflationary) and 

increasing other expenditure items such as education or 

infrastructure. 

Inequality in gross income distribution (as measured by the 

Gini inequality coefficient) has been increasing for many years. 

Thus, in an environment of rising privatization, market forces 

are exacerbating inequality. Furthermore, a tax reform that 

would make the tax system less progressive has been in the 

planning pipeline for several years. This reform, if applied, will 

also aggravate inequality in net income. If transfer payments are 

reduced, as has also been proposed, the forces that create 

economic inequality will be augmented by a third factor, 

causing substantial harm to social justice. 

The largest component in income-maintenance expenditure is 

old – age and survivors’ pensions. These benefits, budgeted at 

NIS 12.2 billion in 2000 (in 1998 prices), are emblematic of the 

role of the National Insurance Institute as a pension insurer. The 

size of this expenditure component is a function of the national 

average wage, to which the old-age pension is indexed, and of 

the size of the eligible population, which is a result of 

demographic trends. 

The elderly population is growing by 4 percent annually, 

outpacing the growth rate of the population at large (2.6 

percent). Today, 10 percent of the population is aged 65+. This 

share is expected to increase in view of rising life expectancy 

and falling birth rates. Some 513,000 Israelis receive old-age 

and survivors’ benefits and more are expected to do so in the 

future. Consequently, the share of this line in total public 

expenditure is projected to grow. It is true that the share of old-

age  pensions  in  total  transfer payments has declined in the  
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Table 5. Income-Maintenance Expenditure, Total and  

              Main Components  (NIS millions, 1998 prices) 

 

 Total Old-age 

and 

survivors’ 

pensions 

Child 

allowances 

General 

disability 

1980 9,424 4,236 2,846 1,036 
1986 13,667 6,010 3,625 1,750 
1990 16,693 7,452 3,701 1,884 
1993 20,633 8,457 4,950 2,159 
1998 29,827 11,411 6,079 3,748 
1999 31,484 11,851 6,487 4,066 
2000 32,850 12,227 6,526 4,395 

Figure 4. Change in Income-Maintenance 

Expenditure and Population Size
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past four years, but this is because other programs, including 

unemployment compensation and income maintenance, have 

increased more swiftly – as discussed below – and not because 

pension expenditure has decreased. 

Child allowances are the second largest component of 

income-maintenance expenditure. Their main function is to 

correct the income-tax base, in which the rates hardly take 

account of taxpayers’ family size. Just the same, governments 

have used child allowances as tools for their macroeconomic 

fiscal policies. Thus, the government revoked the first- and 

second-child allowances in the 1980s, as it labored to contain 

inflation and its budget deficits, and restored both allowances in 

1993. The topic of child allowances is almost always on the 

agenda, and various alternatives are examined – partial 

revocation of the allowances, redefining them as taxable 

Figure 5. Old-Age Pensions and Child Allowances
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income, or leaving them intact, as in the current policy – at 

regular intervals, as fiscal needs arise. 

In 2000, NIS 6.5 billion (in 1998 prices) will be spent on 

child allowances. This sum has been increasing by an annual 3.7 

percent in recent years, even though the number of households 

that receive child allowances has been growing by only 2.4 

percent. In 1998, 872,000 households received child allowances; 

a large majority of them (566,000) received them for one or two 

children and 162,000 households obtained the benefit for a third 

child as well. 

The array of transfer payments that appear in the figures and 

tables above includes unemployment compensation, payments 

under the Income Maintenance Law, and a number of other 

benefit categories, such as workers’ injury compensation, 

maternity benefits, and other transfers. The trend in the first two 

categories reflects the size and depth of the unemployment 

problem. While the unemployment-compensation trend reflects 

the intensity of acute and, for the most part, temporary 

unemployment, implementation of the Income Maintenance 

Law expresses the problem of chronic, permanent 

unemployment – the kind that can hardly be influenced by 

macroeconomic or employment policy. 

The data in Table 6 reflect the lengthy economic slump. Total 

unemployment compensation outlays were 16 percent higher in 

1998 than in 1997. The figures for these two years are budget 

performance data; the figure for 1999 is that recorded in the 

budget on the basis of policymakers’ assumptions about the 

unemployment trend during the year. It is 3 percent higher than 

unemployment compensation paid out in 1998. Presumably, the 

actual cost of unemployment compensation in 1999 will exceed 

the NIS 2.8 billion figure that appears in the table, since there 

will have been more jobseekers in 1999 than the authors of the 

budget had expected. According to all indications, the 

unemployment rate will be no lower in 2000 than in 1999. The 
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International Monetary Fund predicts an unemployment rate of 

8.8 percent in 2000, similar to the level at the end of 1999. Since 

the IMF forecast tends to be optimistic, the outlays for 

unemployment compensation may be higher. 

 

Table 6. Unemployment-Compensation and      

               Income-Maintenance Expenditure 

               (NIS millions, 1998 prices) 

 

 Unemployment 

compensation  

Income 

maintenance 

1994 1,362 1,238 
1995 1,589 1,412 
1996 1,772 1,507 
1997 2,370 1,678 
1998 2,741 2,016 
1999 2,814 2,279 
2000 2,854 2,555 

 

Total predicted payments on account of the Income 

Maintenance Law in 2000, according to budget data, will be 

NIS 2.5 billion (in 1998 prices). This figure seems realistic, 

since expenditure for this law has been climbing by an annual 13 

percent in recent years. Although expenditure items of this type, 

based on legislation, have an internal dynamic, the figures 

undoubtedly climb more swiftly during economic hard times 

than in periods of rising prosperity. An indication of this 

dynamic is the fact that the two expenditure items at issue 

(unemployment-compensation and income-maintenance 

payments) climbed from 10.6 percent of total National Insurance 

payments in 1990 to 16 percent in 1998. In real absolute terms, 

the expenditure increased threefold during the current decade, 

with especially steep upturns in years of salient economic 

decline, such as 1992, 1996, 1998, and 1999. 
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6. In-Kind Social Services 

Government expenditure for in-kind social services embraces 

the array of services that the government provides directly or 

funds fully or partly. This rubric includes education, health, 

personal welfare services, housing, immigrant integration, and 

employment services. Some of these services correspond to the 

economic definition of “public goods,” products or services that, 

when consumed, have auspicious externalities, i.e., utility not 

only for consumers but also for all or much of society at large. 

According to the conventional wisdom, public goods suffer from 

market failure and, in order to produce them in sufficient 

quantities, the government must intervene either by providing a 

subsidy or in other ways. Education and various components of 

health, housing, and employment definitely have the attributes 

of public goods. 

 

Figure 6. In-Kind Serv ices, Per-Capita Average
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Other government-provided social services, such as personal 

welfare services and some elements of health and housing, have 

additional social roles such as creating a safety net and social 

insurance. In part, they also help redistribute income by 

providing specific state-financed services, and not by means of 

transfer payments. 

We did not include other public goods in the aggregate of in-

kind social services, even though they are funded by the state. In 

the main, the services excluded pertain to security and police, 

although some police services – especially fighting crime and 

assuring road safety – definitely have significant social 

implications. 

Expenditure for in-kind services accounts for 63.7 percent of 

total government social expenditure – 14.2 percent of GDP. In 

2000, according to the state budget, NIS 55 billion will be spent 

for these services, 34 percent of total government expenditure 

(excluding debt servicing). Of this sum, NIS 10 billion will be 

allocated in the investment budget: NIS 9 billion for housing 

and only about NIS 1 billion for the physical infrastructure of 

the education system. 

Government outlays for in-kind social services are more 

susceptible than income-maintenance services to volatility in 

social spending. The long-term trend in the in-kind services 

makes this clear: in the first half of the 1980s – a time of 

rampant inflation, large budget deficits, and large trade deficits –

 government expenditure for in-kind social services eroded by 

1.7 percent per year or by NIS 2.5 billion between 1980 and 

1986 (in 1998 prices). Most of the erosion occurred in the 

investment component. During that time, the combination of 

population growth and the decline in spending for in-kind social 

services reduced per-capita expenditure from NIS 6,800 in 1980 

to NIS 5,600 in 1986 (in 1998 prices). In the second half of the 

1980s, as inflation was tamed, expenditure for in-kind services 
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began to climb again and surpassed the 1980 level – in absolute 

and average per-capita terms – by 1990. 

This picture, however, is severely misleading. As we recall, 

mass immigration from the Soviet Union began in 1989, 

entailing massive government outlays for immigrant integration 

and housing that inflated the expenditure for in-kind services in 

1990 and 1991. The real level of the two largest components, 

education and health, was no higher in 1990 than in 1980 and 

remained under its 1980 level in per-capita terms. It is true that 

per-capita expenditure for in-kind services climbed to a record 

NIS 9,432 in 1992, but this was a temporary situation reflecting 

the very large outlays associated with the housing and 

integration of the former Soviet immigrants. 

 

Figure 7. Expenditure for In-Kind Serv ices
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Table 7. Government Expenditure for In-Kind Services,   

               Per-Capita Average (NIS, 1998 prices) 

 

 
                Total    Education    Health   Personal  Employ-   Immigrant   Housing  

                                                                  Services       ment     integration 

Total budget 

829 61 55 383 2,223 3,246 6,797 1980 
437 63 48 307 1,986 2,865 5,707 1985 
342 126 66 401 1,944 2,899 5,777 1989 

1,110 500 63 414 1,962 2,991 7,040 1990 
3,188 526 60 433 1,955 3,271 9,432 1992 
1,788 343 90 459 2,331 3,783 8,795 1994 
1,316 258 77 520 2,292 4,087 8,551 1997 
1,243 256 76 542 2,239 3,980 8,335 1998 
1,530 297 91 615 2,237 4,294 9,064 1999 
1,442 285 79 609 2,207 4,176 8,798 2000 

Current budget 

38 61 55 377 2,165 3,152 5,848 1980 
30 63 48 303 1,951 2821 5,216 1985 
52 126 66 398 1,920 2,861 5,422 1989 

41 500 63 411 1,936 2,939 5,889 1990 
58 526 60 429 1,950 3,132 6,155 1992 
50 343 90 454 2,204 3,605 7,746 1994 
44 258 77 516 2,219 3,903 7,017 1997 
40 256 76 538 2,198 3,827 6,935 1998 
46 297 91 602 2,192 3,086 7,313 1999 
40 285 79 605 2,157 4,022 7,188 2000 
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Nevertheless, changes have occurred in expenditure for in-

kind services during the 1990s. At the beginning of the decade, 

education spending began to increase in both absolute and per-

capita average terms. This category of expenditure returned to 

an approximation of its 1980 level in 1992 and has increased 

since then by 3-4 percent on annual average. The share of 

education in total social expenditure rose from 23 percent in 

1991 to 30 percent in 1999. 

The second-largest component of this expenditure aggregate, 

health, has remained very stable in absolute terms in the 1990s 

and has eroded in relative and per-capita average terms. For 

example, the share of health in overall social expenditure 

decreased steadily from 21 percent in 1980 to 13 percent in 1992 

but recovered afterwards, with various fluctuations, to 16 

percent in 1999. The structure of government expenditure for in-

kind services has definitely changed over the past decade. The 

Figure 8. Per-Capita Expenditure for Education 

and Health
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share of education has been climbing, returning to the level of 

the early 1980s, and the share of health has seriously declined 

relative to the situation twenty years ago. These changes in the 

structure of expenditure reflect changes in governmental 

priorities and the attitude of the state toward these two 

expenditure categories. While in education the state has made 

itself the dominant player in funding and provision of services, 

in health the state is trying to reduce its role steadily. The 

political philosophy and the economic motives that underlie 

these trends are not clear and may deserve further discussion. 

7. Government Expenditure for Education 

Education is the largest item in government social expenditure 

and the second-largest, after defense, in the state budget. In 

1999, the government spent NIS 26.2 billion (in 1998 prices) for 

education, 16.2 percent of the total budget (excluding debt 

servicing) and 6.8 percent of GDP. The sum allocated for 2000 

is NIS 26 billion, 16.8 percent of the total budget (excluding 

debt servicing). Education also claims substantial resources in 

terms of national education expenditure, as distinct from 

government expenditure. Israel’s national expenditure for 

education, in terms of percent of GDP, is considered high by 

Western standards. Some of this is explained by the fact that 

Israel has a higher proportion of children than most Western 

countries. 

Since 1980, government expenditure for education has had 

ups and downs similar to those of total government expenditure 

for social services. In 1980, the government spent NIS 12.5 

billion (in 1998 prices) for an education system that was 

attended by 1.1 million pupils, i.e., NIS 10,800 on per-pupil 

average. In 1986, after several years of erosion, government 

education spending declined to NIS 11.7 billion (again in 1998 

prices) for 1.3 million pupils – lowering the per-pupil 
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expenditure to NIS 8,800. Although education spending then 

began to rise again, it took until 1992 for the per-pupil average 

to recover the 1980 level. Expenditure has continued to climb in 

the 1990s and reaehad NIS 14,700 on per-pupil average in 1999. 

 

Table 8. Education Expenditure, Per-Pupil Average  

              (NIS thousands, 1998 prices) 

1999 1998 1996 1992 1990 1988 1986 1984 1982 1980 

14.7 13.7 13.9 10.8 10.0 9.3 8.8 9.9 11.2 10.8 

 

Figure 9. Gov ernment Education Expenditure 

and Pupil Enrollment
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Most national education expenditure is covered by the central 

government; other sources of funding are local authorities, 

households, and, to a negligible extent, nonprofit organizations. 

The importance of NPOs in funding is evident only in 

investment, in which they have accounted for 10–12 percent of 

activity in recent years. National education spending in the past 

decade has ranged from 8.5 percent of GDP to 10.5 percent. 

 

Table 9. National Education Spending as Percent of GDP  

               and Share of Government Funding Therein  

               (Percent) 

 
 1985 1987 1990 1993 1994 1995 1996 1997 

National 

spending as 

percent of GDP 

 

8.2 

 

8.4 

 

8.6 

 

9.0 

 

9.5 

 

10.1 

 

10.3 

 

10.4 
Percent of 

government 

funding 

 

68 

 

66 

 

68 

 

71 

 

78 

 

68 

 

.. 

 

.. 
 

There is no doubt that the public perceives the government as 

the main funder and (in conjunction with local authorities) the 

main producer of education as a public good. In the past decade, 

policymakers have indeed lavished abundant resources and 

special treatment on education. Thus even in the past few years, 

as the government acted to reduce its deficit, education spending 

not only avoided cutbacks but actually expanded significantly 

each year. 

The Composition of Education Spending 

In 1999, preschools were allotted NIS 1,360 million (in 1998 

prices) from the current budget, similar to real actual 

expenditure in 1998. The following growth rates are expected: 

5.2 percent at the primary education level, 5.1 percent at the 

post-primary level, nearly 20 percent in higher education, and 
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6.1 percent in yeshiva education. In 1995-1999, real expenditure 

at all levels of education increased by 6 percent on annual 

average. 

The distribution of expenditure by levels of education 

indicates that post-primary education receives the largest 

budgets – not necessarily because it is the largest subsystem but 

because studies cost more at this level, mainly due to teachers’ 

salaries and working conditions. In 1999, NIS 8.7 billion was 

allocated for this level of schooling, about NIS 500 million more 

than in 1998. Notably, most of the increase in the cost of post-

primary education took place between 1992 and 1994, as 

expenditure increased from NIS 5.3 billion to NIS 7 billion (in 

1998 prices) – a 32 percent leap within two years. 

Primary schooling, the second-largest subsystem in 

expenditure terms and the largest in enrollment, was budgeted at 

NIS 6.5 billion (in 1998 prices) in 1999, NIS 0.3 more than in 

1998. The long-term trend in primary-education expenditure has 

followed a stepwise pattern: one step up between 1992 and 

1994, another in the following two years, and a third leap 

forward in the past three years. Also, preschools have been 

protected against budget erosion. Preschool expenditure escaped 

the early 1980s slippage and actually increased steadily in both 

absolute and per-pupil average terms. 

 

Table 10. Education Expenditure in the Current Budget, by  

                 Main Components (NIS millions, 1998 prices) 

 
 Total General Pre- 

school 

Primary Post- 

primary 

Higher Voca- 

tional 

Yeshivot 

         

1989 12,925 977 653 3,402 4,532 2,344 399 619 

1995 19,644 1,395 905 5,605 6,791 3,406 596 936 

1998 22,842 1,553 1,322 6,207 8,304 3,828 619 1,009 

1999 24,946 1,846 1,360 6,527 8,731 4,577 834 1,071 

2000 25,127 1,892 1,443 6,736 8,837 4,556 711 952 
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NIS 4.6 billion was spent on higher education in 1999. 

Although there was a significant increase of NIS 1.1 billion 

between 1992 and 1996, this merely compensated for a lag that 

had built up previously. Since the tremendous increase in 

university enrollment has not resulted in a commensurate 

increase in expenditure, the average per-student expenditure has 

been eroding for quite some time.
1
 

 

Table 11. Education Expenditure in the Current Budget,  

                 Per-Pupil Average, by Level of Education 

                 (NIS, 1998 prices) 

 

 
 Preschool Primary Post-primary Higher 

     

1980 1,795 6,227 14,262 50,296 
1985 2,116 4,920 11,699 39,139 
1990 2,265 5,967 11,969 33,796 
1996 3,862 8,569 16,470 37,147 
1997 4,103 8,752 16,391 35,098 
1998 3,954 8,941 16,137 32,251 
1999 3,997 9,233 16,599 37,155 

8. Government Health Expenditure 

In the past few years, Israel’s health services have been in a state 

of transition as a result of several concurrent changes. Parallel to 

the government’s efforts to downscale its involvement in 

funding health services, the State Health Insurance Law was 

enacted, a statute with far-reaching implications – that are not 

yet fully visible – for the functions, size, composition, and level 

                                                      
1
 This computation pertains to higher-education institutions that receive 

funding from the Council for Higher Education, and does not include the 

Open University of Israel. 
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of activity of the health funds. During this period, attempts have 

been made to reorganize the nature of the hospitals’ activity by 

introducing elements of decentralization in the making of 

planning and economic decisions. The purpose of these attempts 

is to introduce greater privatization, create changes in 

ownership, and make the system more responsive to signals 

from the market – all of which strive to make the health system 

economically sounder. As stated, there is much uncertainty 

about the future structure of this sector, the share of business 

activity in it, the degree of universality in the provision of 

services, the degree of equity in obtaining services, and the 

government’s roles in providing and paying for the services. 

National health expenditure, as a distinct from government 

expenditure, is continuing to rise steadily in Israel, as in other 

Western countries, in both absolute and relative terms. 

Concurrently, the government in Israel has decided to downscale 

its funding of health outlays. Although this is evident in its 

resource allocation policy in respect to health, the pace of these 

changes has been very slow due to complexity of the problem. 

Nevertheless, although the short-term trends are uneven, the 

long-term trend is rather clear. (See also chapter on the Health 

System below.) 

The differences in the government’s attitude toward resource 

allocations for education and for health are discernible. In 

education, although there was a temporary decrease in 

government expenditure in 1983–1986, the past eight years have 

witnessed a steady uptrend. In health, in contrast, the trend in 

government expenditure has followed an unstable trajectory 

with highly volatile rates of year-on-year change in expenditure. 

This points to the government’s inability to implement a 

program that would reduce its share in funding these services. 

After any year in which the government lowers its health 

expenditure in real or relative terms, its outlays increase 

considerably the next year. One may interpret this pattern by 
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stating that whenever the government reduces its participation in 

national health outlays, these services are engulfed in a crisis 

that forces the government to intervene and spend much more 

money the next year. In other words, for two decades no 

mechanism has been found that would allow the government to 

lower its share in health services without bumping into social 

and ideological constraints that guide it. 

National health expenditure was 8.4 percent of GDP in 1997 

(the most recent year for which data are available.) In the past, 

the government (central and local combined) customarily funded 

50 percent or more of national health outlays. Since the mid-

1980s, however, the government’s share in funding these 

services has been declining. 

 

Figure 10. Gov ernment Health Expenditure 

and Population Size
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Current government expenditure, on per-capita average, was 

NIS 2,165 in 1980 (1998 prices), when total government 

expenditure for health accounted for 3.7 percent of GDP. In 

1993, a nadir year in these variables, current per-capita health 

expenditure declined to NIS 1,873 and the share of total health 

spending in GDP fell to 3.1 percent. In 1994, the health services 

and the health funds tumbled into a financial crisis. That year, 

new labor accords in this sector pushed wages and costs sharply 

up, forcing the government to intervene in order to keep the 

health system from collapsing. The result was a 21 percent leap 

in government outlays for health services, which elevated the 

these expenditures to 3.8 percent of GDP and NIS 2,200 in 

average per-capita terms. Since then, government spending has 

slipped again, to 3.6 percent of GDP. 

As stated, current government expenditure for health in 1999 

is projected at NIS 13.4 billion (in 1998 prices) – 2 percent 

higher than in 1998 in real terms. 
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Table 12. Average Per-Capita Health Expenditure, by Main  
                Components Regular budget, (NIS, 1998 prices) 
 

 
 Total  Participation in health 

insurance 
Expenditure for in-kind services 

  Total Parallel- 
 tax 

Under- 
insur-
ance- 
supple
ment 

Other 
trans- 
fers 

General 
hospital-
ization 

Psychi-
atric- 
care 

Long- 
term- 
care 

Public 
health 

Misc. 

1980 2,165 1,228 880 0 348 246 170 93 132 297 

1985 1,951 1,329 1,061 34 233 92 110 79 97 244 

1990 1,936 1,379 1,135 144 100 56 122 95 78 206 

1993 1,873 1,372 1,183 139 50 3 113 97 99 189 

1994 2,204 1,560 1,182 218 160 25 163 117 140 199 

1998 2,198 1,563 8 1,324 231 14 151 129 135 206 

1999 2,192 1,538 – 1,361 177 14 150 146 132 211 

2000 2,157 1,497 – 1,400 97 14 148 151 132 216 
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Table 13. Total Expenditure for Health, by Main 

Components 
Regular budget, NIS millions, 1998 prices 

 
 
 
 

 Total Participation in health insurance Expenditure for in-kind services 
  Total Parallel 

tax 

Under- 

insur-

ance 

supple-

ment 

Other 

trans-

fers 

General 

hospital-

ization 

Psychi-

atric 

care 

Long- 

term 

care 

Public 

health 

and 

other 

Misc. 

1980 8,395 4,764 3,413  1,351 952 659 359 511 1,151 

1985 8,260 5,626 4,493 146 987 390 467 333 412 1,033 

1990 9,020 6,425 5,289 671 465 259 567 444 364 961 

1993 9,854 7,218 6,224 730 264 17 595 508 521 994 

1994 11,901 8,424 6,383 1,180 862 134 879 634 754 1,076 

1998 13,120 9,327 50 7,901 1,376 86 900 771 804 1,232 

1999 13,380 9,389 – 8,310 1,079 88 916 891 807 1,289 

2000 13,477 9,352 – 8,747 606 89 923 942 823 1,347 
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9. Government Expenditure for Personal 
Social Services 
 
The government is a major factor in funding personal social 

services. Thus, the patterns of government expenditure have a 

decisive effect on service provision in this field. Budgets for 

personal social services in the 1990s are very different from 

those of the 1980s. The change precipitated by the introduction 

of long-term care benefits for eligibles under the 1988 Long-

Term Care Insurance Law had a crucial effect on this 

transformation. The activation of this statute set in motion a 

steep uptrend in government spending for personal social 

services that has lasted to the present day. However, this 

development has focused mainly on benefits; in-kind services 

provided by the government have expanded more slowly. 

 

Table 14. Personal Social Services: Total and Per-Capita  

                 Expenditure (Constant 1998 prices) 

 
 1990 1992 1995 1997 1998 1999 

Total expenditure (NIS millions)      

Total 1,928 2,216 2,723 3,034 3,233 3,757 

Excl. long-term care benefits 1,450 1,614 1,915 2,015 2,096 2,462 

Per-capita expenditure (NIS) 
      

Total 414 433 491 520 542 615 

Excl. long-term care benefits 311 315 345 346 375 403 

       

INDEX: 1990=100       

       

Total expenditure (NIS millions)      

Total 100 115 141 157 168 195 

Excl. long-term care benefits 100 111 132 139 144 170 

Per-capita expenditure (NIS)       
Total 100 105 118 127 138 144 

Excl. long-term care benefits 100 101 111 111 113 130 
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The overall increase in outlays for the personal services is 

also reflected in the share of this expenditure in overall current 

social spending. Personal social services are the third-largest 

field among the in-kind services, after education and health. The 

proportion of personal services in total social expenditure 

climbed to 4.3 percent by the late 1990s. In the past half-decade, 

expenditure for this purpose has been increasing by 7 percent on 

annual average, as against increases of 5.0 percent and 2.2 

percent in education and health, respectively. Again, most of the 

change has occurred in long-term care benefits, in which the 

trend resembles that characteristic of income-maintenance 

programs more than that of in-kind services. The chapter on 

personal social services, below, discusses these developments at 

greater length. 
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Education System 

Development of the education system is reflected in enrollment 

and school size. The first part of this section presents the main 

characteristics of enrollment and calls attention to major 

processes and trends. Afterwards, the discussion focuses on the 

system’s two main organizational settings: the class and the 

school. 

The growth and development of these two settings have 

important budgetary implications. The class is the decisive unit 

in budgeting of the education system; the number of classes is 

the factor that determines the cost of the system. 

The second part of this section discusses class size in its 

educational, organizational, and economic aspects. This part 

presents the distribution of classes by size and various 

characteristics of the population and uses this context to focus 

on the implications of reducing class size. 

The third part of the section discusses school size in several 

respects. Various factors affect the size of schools and they 

rarely lend themselves to rapid change. The figures and 

discussions presented below shed light on various aspects of the 

issue. 

1. Enrollment in the Education System 

The education system consists of various levels in which pupils 

are enrolled on the basis of their age; it is composed of 

subsystems and sectors that benefit from various degrees of 

special treatment or even autonomy. Under these circumstances, 

developments in many social processes – alongside 
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demographic trends and rising enrollment rates – affect the 

growth, segmentation, and structure of the education system. 

The survey below explores this issue by examining it at each 

level of education. 

a. Preschools 

Israel is one of the world’s most advanced countries in terms of 

preschool enrollment. In 1999, some 311,000 Jewish youngsters 

and 30,000 Arab children aged 2-5 attended preschools. In the 

Jewish sector, this enrollment figure pertains to all urban 

preschools (including day-care centers), public and private, 

including kindergartens (for age 5) and prekindergartens (ages 

2-4). The figure for enrollment in the Arab sector pertains to 

kindergarten only. Kindergarten enrollment is nearly total in the 

Jewish sector; by the 1993/94 school year, the participation rate 

came to more than 95 percent in the 3-5 age cohort and 69 

percent in the age 2 group.
1
 

 

Table 1. Preschool Enrollment Rates, 3–5 Age Cohort 

 

 Jews Arabs 

 1983 1989 1993 1983 1989 1993 

Age 3 94 96 95 15 25 44 

Age 4 99 99 99 25 53 71 

Age 5 100 100 100 95 95 90 

 

The low participation rates in Arab-sector preschools reflect, 

inter alia, the paucity of job opportunities for women and, 

evidently, less availability of suitable preschools. The changes 

that have been sweeping the Arab sector at large and, in 

particular, changes in the percent of women who accept work 

outside the home may have boosted both the numbers of 

                                                      
1
  Based on official reports from the Central Bureau of Statistics on preschool 

enrollment. These publications do not allow us to itemize preschool 

enrollment rates by age after 1994. 
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children who attend preschools and the enrollment rates in 

recent years. In any case, the data for the 5-4 age group point to 

an uptrend in the Arab sector that has lifted enrollment in this 

sector to nearly 100 percent, as in the Jewish sector. 

Until recently – before the Knesset extended the incidence of 

the Compulsory Education Law to the 3-4 age group – some 

citizens (residents of  “Class A” National Priority Areas) were 

totally exempt from tuition payments for these age groups and 

others (participants in Project Renewal) received a 90 percent 

exemption. All other parents were liable to standard tuition for 

their children’s prekindergartens. The tuition fee was staggered 

on the basis of income; low – and middle-low- income 

households received discounts of up to 90 percent. The share of 

fully exempt households has climbed steeply in the past three 

years, for reasons including the inclusion of localities over the 

Green Line in “Class A” National Priority Areas. Concurrently, 

the number of children who received a maximum exemption in 

Project Renewal localities and neighborhoods has declined. 

Table 2. Children Exempt from Prekindergarten Tuition  

                Fees, by Types, 1992-1998 

 
 Children in 

localities in 

which 

staggered 

tuition applied 

Full exemption: 

new and Class A 

National Priority 

localities* 

90 percent 

exemption 

in Project 

Renewal 

localities 

Average 

rate of 

parent 

payment 

1992 86,467 26,259 7,107 68 
1993 91,007 27,866 8,250 66 
1994 100,784 32,318 9,582 66 
1995 98,427 27,843 8,511 70 
1996 92,530 30,043 9,311 66 
1997 98,495 41,729 8,831 67 
1998 99,537 36,846 7,434 60 

* Until 1995 – new localities; since 1995 – Class A National  Priority Areas. 
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Implications of Expanding Compulsory Education to 

Ages 3-4 

In 1999, the Knesset expanded the incidence of the Compulsory 

Education Law to the 3-4 age cohort. This decision should be 

examined in the overall context of its effect on the education 

system and on narrowing educational and social disparities, in 

view of the preschool enrollment figures in different sectors. 

The focal point of the Knesset’s action was the wish to expand 

the state’s commitment to compulsory free education to younger 

age groups, thus including a large population of children – Arab 

children in particular-who had not received systematic, state-

supervised preschool education until this action was taken. 

The expansion has two main implications: 1) absolving some 

parents of preschoolers from having to pay tuition; and 2) 

boosting enrollment rates of the 3-4 age group in the Arab 

sector. It also stands to reason that, in view of the expected 

effect of increased preschool enrollment rates in the Arab sector, 

the scholastic and educational gaps between the Arab and 

Jewish sectors will narrow. Finally-if the new legislation will 

prompt a transition from private to public preschools-the quality 

of pre-primary education may improve somewhat. This 

conjecture stems from the assumption that the public prefers 

preschools that are under public inspection because they offer 

superior and, in most cases, less expensive education. This 

effect is relevant mainly for the age 3 group, since the 

overwhelming majority of four-year-olds already attend public 

preschools. 

Importantly, a large financial outlay will be needed to 

accommodate the relatively small increase in preschool 

enrollment as a result of the new law. In 1998, parents paid 60 

percent of tuition cost. Since the government participated in 

tuition in the sum of NIS 390 million, parents paid NIS 585 

million. This sum, therefore, represents the minimum direct cost 

of the law. Additionally, it will be necessary to build at least 

1,000 preschool classrooms to receive the newly enrolled Arab 

children, as well as a sizable number of new preschools to 
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replace the private ones. Moreover, additional preschool 

teachers will have to be trained. Apart from this, since there is 

no reason to assume that the law will result in changes in 

educational praxis in preschools, the law will have a marginal 

educational effect on children in the Jewish sector. 

 

b. Primary Education 

Enrollment in the primary education system climbed from 

612,000 in the beginning of the decade to 694,000 in 1999.
2
 

Although the primary education population increased by 15 

percent, enrollment has been stable in the past three years, with 

virtual stagnation in the Jewish sector and an increase in the 

Arab sector. Since the primary enrollment rate has long been 

close to 100 percent in both sectors, both trends reflect 

demographic developments. 

This is especially noticeable in respect to the number of 

pupils who attend educational and organizational settings 

defined as primary schools. Although most schools in this rubric 

offer grades 1-6, a diminishing number of schools run for eight 

years. In 1999, the proportion of seventh- and eighth – graders 

in primary schools did not exceed 20 percent of total enrollment 

in these grades. If we relate to all schools organizationally 

affiliated with the primary level in the Jewish sector, we see that 

the system is contracting due to demographic trends and an 

acceleration in the process of completing the education-system 

reform – the transfer of grades seven and eight from the primary 

to the junior-high level. This process stands in sharp contrast to 

the protracted growth trend in the Arab sector. Thus, despite 

mass immigration (mainly Jewish) from the former Soviet 

Union in the past decade, the proportion of the Arab system at 

the primary level climbed to 24 percent in 1998. This figure 

pertains to pupils in grades 1-6 only; we present these figures to 

                                                      
2
 As the administrative framework is defined, i.e., grades 1-6 or 1-8, 

depending on the type of school, and not in terms of pupils who attend 

grades 1-6 only. 
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“cleanse” the data of the effect of inter-sectorial differences that 

originate in different paces of changeover of grades 7-8 to 

junior-high (see below). 

 

Table 3. Enrollment in Grades 1-6, by sector 

 

 Total Total Thereof:  

   Jews Arabs 

  Thousands  Percent 

1990 531 100 77 23 
1995 615 100 78 22 
1998 640 100 76 24 

 

 

 

 

Figure 1. Primary School Enrollment

  by Sub-system in Jewish Sector, percent
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Examination of the growth of primary schooling by its 

constituent subsystems illuminates further differences in Israel’s 

demographic development. A salient finding is the set of 

changes that occurred in the share of religious education – 

especially, haredi (“ultra-Orthodox”) education – in the 

education system at large (see Figure 1). The share of the State-

Religious system in primary education has remained more-or-

less stable since 1980, but that of haredi education has more 

than doubled. Corresponding data on distribution of first graders 

by school systems points to similar trends. 

c. Post-Primary Education 

In 1999, some 535,000 pupils attended post-primary schools, 

including 238,000 in junior-high schools. After the pace of 

action to complete the school-system reform was hastened, the 

share of junior high in the post-primary system climbed steadily 

and comes today to 44.5 percent. Three factors affect post-

primary enrollment: the demographic factor – growth of the 

relevant age group; the educational factor – rising post-primary 

enrollment rates; and the organizational-structural factor – e.g.  

the transfer of seventh- and eight-graders from the primary to 

the junior-high level. 

In the most recent half-decade (since 1995), the main 

increase at the post-primary level has been associated with the 

acceleration in completing the education-system reform and an 

increase in enrollment rates, whereas the contribution of 

demographic growth to the increase has been relatively small. In 

a lengthier retrospect embracing two decades, post-primary 

enrollment rates have risen significantly. The improvement 

during this period occurred at different rates in different levels 

of education and different sectors. In the past decade, junior-

high enrollment and the proportion of seventh- and eighth-

graders who attend these schools has been steadily increasing. 

The school-system reform is being carried out more quickly in 

the Arab sector than in the Jewish sector; the proportion of 

seventh-  and  eighth-graders  in  junior high in the  
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Table 4. Post-Primary Enrollment, by Sectors and Levels  

               of Education, 1990-1999 

 
 Enrollment 

(Thousands) 
Avg. annual 

percent change 

 1990 1995 1999 1990-95 1995-99 

Total 394 467 535 3.5 3.5 
Junior high 149 182 238 4.0 6.9 
Senior high 245 284 297 3.0 1.1 

Jews 326 384 437 3.3 3.3 
Junior high 205 242 252 3.4 1.0 
Senior high 121 143 185 3.4 6.6 

Arabs 69 82 98 3.5 4.5 
Junior high 40 43 45 1.5 1.1 
Senior high 29 40 53 6.6 7.3 
 

Figure 2. Seventh- and Eighth-Grade Enrollment 

in Junior High Schools

As percent of total 7th- and 8th-grade enrollment
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Jewish sector climbed from 58 percent in 1990 to 71 percent in 

1999; corresponding figures for the Arab sector are 57 percent 

and 79 percent, respectively. 

As for the distribution of post-primary pupils by subsystems, 

in senior high, the State-Religious system has contracted 

significantly and the share of the Independent (haredi) system 

has been growing at a rate similar to its expansion at the primary 

level. Evidently the change in the share of the religious sector is 

not fully manifested in the rate of increase at the junior-high 

level because of differences in carrying out the school-system 

reform, but it becomes visible at the senior-high level. 

 

Table 5. Post-Primary Education, By Subsystems  (Percent) 

 Total State State- 
Religious 

Haredi 

Junior-high     
1980 100.0 75.6 23.1 1.4 
1990 100.0 83.3 16.1 0.6 
1998 100.0 82.7 17.0 0.3 

Senior-high     
1980 100.0 73.8 22.2 4.0 
1990 100.0 75.9 18.4 5.7 
1998 100.0 72.1 18.1 9.8 

 
Another interesting phenomenon in post-primary schooling is 

the proportional decline of technological education, coupled 

with a gentle but steady increase in technological curricular 

programs leading to matriculation. More than 60 percent of 

pupils in technological education participate in these programs. 

The proportional decline in technological education is evidently 

progressing in the Jewish sector only; in the Arab sector, the 

opposite trend is evident – a steady increase in the share of 

technological education in the post-primary system at large. In 

view of the Jewish sector’s growing tendency to downscale 

technological studies, a question worth asking is whether the 

uptrend of technological schooling in the Arab sector is 

favorable. It is immensely important to assure that the 
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technological schooling offered by the system will enable pupils 

to obtain a matriculation certificate that will meet the admission 

requirements of higher-education institutions. 

Table 6. Post-Primary Schooling, by Sectors (Percent) 

 

Jewish sector Arab sector 

 Academic 

(incl. 

continuing 

classes) 

Technological 

 and 

agricultural 

Academic 

(incl. 

continuing 

classes) 

Technological 

 and 

agricultural 

1980 47.2 52.8 84.8 15.2 
1990 50.3 49.7 78.6 21.7 
1999 58.7 41.3 70.8 29.2 

 

Figure 3. Post-Primary Enrollment, by Curricular 

Programs, Percent
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d. Higher Education 

The higher-education system is comprised of post-secondary 

education institutions, colleges, and universities. Higher-

education enrollment has been rising steadily and verged on 

205,000 in 1999: 90,000 in colleges and various post-secondary 

institutions and 115,000 in universities
3
. 

The rubric of colleges and post-secondary education 

institutions includes teachers’ training colleges; institutions for 

technological sciences, practical engineering, training of 

technicians and the like, and paramedical occupations (including 

nursing), colleges of administration, economics, and law; and 

institutions for the arts, design, and architecture. 

Enrollment in these institutions has burgeoned since 1990: 

from 30,000 to 90,000, i.e., 200 percent in nine years. This 

unprecedented growth included the establishment of new 

institutions and increases in enrollment in existing ones. 

Enrollment in accredited academic-degree-awarding institutions 

other than universities climbed from 8,286 in 1990 to 41,198 in 

1998 and increased by 30 percent between 1997 and 1998 alone. 

The number of degrees awarded by these institutions increased 

by 20 percent during those years. These developments are 

dramatic by any measure. 

The largest increases in non-university higher-education 

enrollment during this time occurred in practical engineering, 

clerical occupations and administration, and the arts – at 80 

percent, 305 percent, and 333 percent, respectively. As for the 

increase in degree recipients, the largest contribution was made 

by teachers’ colleges training which underwent rapid 

academization. 

Enrollment in universities has also increased very rapidly in 

recent years (from 67,000 in 1990 to 115,000 in 1999). The 

change originates in the growth of the relevant age group among 

nonimmigrants and the rising propensity of this population 

                                                      
3
 The university enrollment figure does not include the Open University of 

Israel, which more than 30,000 students attended in 1999. 
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group to apply for higher studies. A secondary contribution was 

made by immigration from the former Soviet Union over the 

past decade. The Arab sector has not been a main participant in 

the increase in university enrollment. In this sector, the share of 

the 20-29 age cohort that attended universities was lower in 

1996 than in 1985, and the rate of increase between 1990 and 

1996 was negligible relative to that of the other groups. 

 

Table 7. University Enrollment Rates, 20-29 Age Cohort      

               (Percent) 

 1975 1985 1990 1993 1996 

Jews      

 Men 7.2 7.6 8.0 8.9 9.8 

 Women 8.0 7.5 7.3 7.8 8.1 

      Israel-born, by origin 6.3 7.6 8.7 10.1 11.5 
     Israel 10.0 13.4 14.0 15.3 14.8 
     Asia-Africa 3.0 3.7 3.9 4.7 5.8 
     Europe-America 14.0 14.9 14.2 14.8 15.1 

Arabs .. 2.1 1.7 1.6 2.0 

 

2. The Class-Size Issue 

a. Average Class Size 

The previous section related to enrollment trends at various 

levels of education. However, since the most important unit in 

organizational, educational, and budgetary terms is, for the most 

part, not the individual pupil or student but the class, it is no less 

important to assess developments in the number of classes, 

average class size, and average tuition hours per class and per 

pupil. (The concept of “class” has two meanings. The more 

conventional meaning is the educational setting, usually in the 

sense of a homeroom class; the other meaning is the classroom, 

chiefly in its physical respect. This discussion refers mainly to 

the educational sense.) It is worth recalling that an increase in 

enrollment does not, in itself, make the education system more 
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expensive; it alone does not entail more teachers, rooms, and 

teaching hours. Only an increase in the number of classes, 

almost always accompanied by an increased allocation of 

teaching hours and, usually, by additional building, makes the 

education system more costly. 

Between 1985 and 1999, the number of classes in the 

education system increased by 30 percent (from 34,506 to 

44,800) and enrollment increased by 29 percent. This would 

indicate that the average class size did not change significantly 

during these fifteen years. However, this finding pertains to the 

system at large and does not distinguish among sectors and 

subsystems. 

 

Table 8. Average Class Size, 1990 and 1997 

 
 Total Jewish sector Arab 

sector 
  Total State State- 

Religious 

Indepen- 

dent 

 

Primary       
1990 26.9 26.1 27.2 24.4 22.7 30.1 
1997 27.3 26.5 27.6 25.1 23.9 30.5 

Junior-high       
1990 30.6 30.0 31.2 24.7 23.6 33.1 
1997 30.4 30.3 31.5 25.7 26.2 33.9 

Senior-high       
1990 28.7 28.1 29.3 24.1 24.6 32.4 
1997 28.2 27.4 28.4 24.3 26.1 31.0 

 
The data show that the average class size increased 

throughout the entire education system. The trend stands out 

more in the State-Religious and haredi (ultra-Orthodox) 

subsystems and evidently reflects the expansion of these two 

systems in enrollment as against the contraction of enrollment in 

the State (non-religious) subsystem. Generally speaking, the 
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addition of classes has followed the direction of demographic 

developments over the past decade. 

b. Educational Aspects of the Issue 

Inputs that one may use to discuss the issue of class size come 

from various sources. Most people involved directly in the 

educational process – principals, teachers, pupils, and parents –

agree that smaller classes cannot but result in a large and 

significant improvement in education. This consensus is based 

on an accumulation of experience that points to the preferability 

of small classes over congested ones. According to this 

approach, small classes are better in terms of pupils’ scholastic 

achievements, the educational and scholastic climate in class, 

and teachers’ ability to pledge a maximum of effort to 

educational work instead of maintenance of discipline. Reducing 

class size facilitates teachers’ work, diminishes their tendency to 

“burn out”, helps create a more comfortable climate in class, 

reduces noise and violence, and, generally speaking, enhances 

the quality of the educational and scholastic environment for 

pupils and teachers alike. Recent research and empirical findings 

given this approach a certain amount of backing. 

The tension between the reality of large, crowded classes, 

usually resulting from economic constraints and a shortage of 

professional manpower, and the educational approach has led to 

a large number of studies concerning the utility that might be 

gained by reducing class size. Some of the research was 

performed in evaluation studies that addressed themselves to 

controlled experiments in this field; another portion was done in 

conjunction with comprehensive and far-reaching actions to 

reduce class size. Two of the most salient attempts in this 

direction were a pilot project in Tennessee and, in its wake, a 

comprehensive effort to reduce class size in California. The 

Tennessee project was a large, controlled pilot venture, in which 

the number of pupils in classes in grades 1-3 was set at 

maximum of seventeen per pilot class and twenty-three per 

control class. Some of the classes had one teacher; others were 
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given a teaching aide as well. The California project was not an 

experiment but an overall policy meant to lower class size from 

kindergarten through third grade from twenty-nine on average to 

twenty at the most. The California project was accompanied 

with evaluation. 

Most educational studies in this field share several salient 

conclusions: 

1. Reducing class size is most effective in the early primary 

grades. 

2. Reducing class size is especially effective in schools that 

serve “disadvantaged” pupils. 

3. In cost-benefit terms, reducing class size is more effective in 

enhancing scholastic achievements than extending the school 

day but less effective than using tutors. 

4. The effect of class size on scholastic achievements depends 

largely on other factors, such as teaching methods, curricula, 

and quality of the teaching staff. 

5. Exogenous factors that affect the ability of the education 

system to work under conditions of congested classes (as has 

occurred successfully in Asian countries such as Japan and 

South Korea): the conventional educational and social 

tradition, prevailing values and patterns – mostly concerning 

relations between supervisors and subordinates and, in 

particular, between pupils and teachers – and the level of 

economic and educational development. 

6. Most educational studies on the topic of class size were 

performed in countries where class size is much smaller than 

in Israel. The average in these countries, at the primary level, 

ranged from twenty-three to twenty-six, and the frequency of 

classes larger than thirty was extremely low. Therefore, the 

finding that only when the number of pupils in the downsized 

class is under twenty does the reduction affect education and 

pupils’ scholastic achievements should be treated with the 

utmost caution. 
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c. Distribution of Classes by Size 

In 1999, Israel had 44,000 primary and post-primary classes, or 

about 50,000 if kindergarten classes are included. The average 

class size in 1998 was twenty-eight – twenty-seven in the Jewish 

sector and thirty-one in the Arab sector. In 1996, average class 

size was thirty in the State system and only twenty-six in the 

State-Religious system. 

The table below shows the distribution of classes at the 

primary level by size.       

 

Table 9. Primary Classes by Class Size and Grade, 1998 

 
 Total Class size 

  Up to 14  15-19 20-24 25-29 30-34 35+ 

Total 18,480 167 404 3,081 5,422 5,995 3,411 

1
st
 grade 3,188 32 57 510 928 1,042 621 

2
nd 

grade  3,073 25 76 555 901 945 571 

3
rd 

grade  3,072 28 69 535 963 973 504 

4
th 

grade  3,124 20 65 525 925 980 609 

5
th 

grade  3,030 28 79 459 889 1,050 525 

6
th 

grade  2,993 34 58 497 816 1,007 581 

 

Figure 4. Primary School Classes by Size, 1998
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The distribution shown above illuminates the extent of the 

problem in Israel’s primary-school system. The data on the 

distribution of classes by size indicate that more than 50 percent 

of classes have thirty pupils or more, 46 percent have 20-29, and 

the rest have fewer than 20 pupils on average. Action to reduce 

class size to a maximum of thirty-five would seem to be relevant 

for 3,411 classes in grades 1-6. Since most large schools have 

two or more classes per grade, they could reduce class size 

without having to increase the number of classes by the full 

extent that would be needed if every class that exceeded the 

maximum were split. In other words, the splitting would be 

distributed across the entire grade. 

Another relevant inquiry in the matter of class size pertains to 

the distribution of pupils in the school by deciles on the index of 

level of disadvantage. It turns out that 22 percent of classes in 

the three least disadvantaged deciles have thirty-five pupils or 

more, as against 18 percent in the population at large. In 

contrast, in the three weakest deciles only 12 percent of classes 

have more than thirty-five pupils. Thus, much caution is needed 

in taking action to reduce class size, since a sweeping and 

indiscriminate policy in this matter would actually give schools 

with a less disadvantaged pupil population a significant 

advantage. 

 

Table 10. Primary Classes by Class Size and Pupils’ Social  

                Characteristics, 1998 (Percent) 

 
Total Class size 

 Up to 14  15-19 20-24 25-29 30-34 35+ 

Total population 100.0 0.9 2.2 16.7 29.3 32.4 18.5 
Uppermost decile 100.0 0.5 1.3 13.1 27.7 35.7 21.7 
3 highest deciles 100.0 0.6 1.4 8.6 27.8 39.9 21.7 
3 lowest deciles 100.0 2.0 4.4 26.0 30.4 24.7 12.5 
Lowest decile 100.0 1.9 5.8 29.1 30.0 23.1 10.2 
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To set a process of reducing class size in motion, attention 

must be paid to several additional basic indicators of the Israeli 

system that affect the organization of the system and the costs 

involved: 

1. The average number of full-time teaching positions per class 

is 1.9 in the Jewish sector: 1.6 at the primary level and 2.4 at 

the post-primary level. In the Arab sector, the figures are 1.4 

and 2.3, respectively. 

2. The average annual cost of a teaching position is around 

NIS 100,000. 

3. The extent of a teacher’s position ranges, on average, from 

two-thirds to three-fourths of full-time. 

4. A classroom costs NIS 500,000 to build (1998 prices). 

5. It costs about NIS 250,000 to train a student 

in a teachers’ college (assuming that only half 

the students who complete the program go 

into teaching). 

 

For the primary education system at large, we calculated the 

number of classes that would be needed under various 

alternatives of reduced maximum class size. The following table 

shows the number of additional classes that would be needed to 

reduce congestion by 1-5 pupils per class: 

 

Table 11. Extra Classes Needed for Primary Education  

                (Grades 1-6), under Various Assumptions of  

                Maximum Class Size 

 
Maximum class size 

 39 38 37 36 35 

Total 326 612 941 1,280 1,700 

1
st
 grade 40 94 150 210 293 

2
nd 

grade  54 110 164 221 293 

3
rd 

grade  40 87 134 189 256 

4
th 

grade  45 96 159 218 291 

5
th 

grade  60 92 141 193 274 

6
th 

grade  48 95 156 213 293 
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To reduce class size throughout the system to a maximum of 

thirty-five pupils per class in grades 1–6, over a period of, say, 

five years, 1,700 additional classes would be needed under the 

foregoing assumptions. This means 2,700 extra full-time 

teachers’ positions, i.e., 4,100 teachers or 450 full-time positions 

per year. 

Thus, the cost of the annual added increment in teachers’ 

positions is NIS 45 million per year. Several other costs should 

be added to this figure: 10 percent for administration and 

inspection; additional expense for various auxiliary services; and 

the cost, nonrecurrent and spread over five years, of building the 

classrooms. In this case, the total annual cost would be NIS 220 

million (NIS 50 million for extra teachers, inspection, and other 

services; and NIS 170 million for construction). 

It is also possible, on the basis of the studies and pilot 

projects mentioned above, to begin reducing class size at the 

lower grades only (1-3, for instance) and to focus, among these 

classes, on schools in the three most disadvantaged deciles. In 

this case, no more than 179 additional classes would be needed, 

or 337 if the change is applied to all classes in grades 1-6. The 

resulting budget expenditure would decrease commensurably 

and would come to 10-20 percent of the figure cited above. 

 

Table 12. Extra Classes Needed for Primary Education 

       (Grades 1-6), Focusing on Disadvantaged Schools Only 

 
Maximum class size 

 39 38 37 36 35 

Total 129 170 223 276 337 
1

st
 grade 39 38 37 36 61 

2
nd 

grade  12 23 33 46 62 
3

rd 
grade  11 22 37 49 56 

4
th 

grade  7 17 25 42 53 
5

th 
grade  12 16 30 36 49 

6
th 

grade  9 16 24 31 56 
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Two additional socio-educational issues are associated with 

the implementation of programs to reduce class size-a shortage 

of teachers and the expected effect of the change on educational 

disparities. A comprehensive reduction in class size, as stated, 

would eventually result in greater demand for teachers. Thus, 

the pace of training and recruiting new teachers would have to 

be adjusted to the pace of reducing class size. If these processes 

are not kept in alignment, the education system may be forced to 

compromise on the quality of the teachers that it hires. If the 

policy is applied only in schools that serve pupils from weak 

socioeconomic groups, fewer additional teachers will be needed 

and teachers will receive an incentive to work in these schools. 

Importantly, the schools at issue are not only in peripheral areas 

but also in disadvantaged neighborhoods in Israel’s large and 

medium-sized cities. 

Table 13 shows the distribution of classes by size and 

socioeconomic level. 

a. The proportion of classes with fourteen pupils or fewer is 

much higher in the State-Religious system than in the State 

and Arab systems. 

b. The proportion of classes with 15-19 pupils is higher in the 

State-Religious system than in the State and the Arab system 

in advantaged schools only. 

c. The proportion of classes with 20-24 pupils is substantially 

higher in the State-Religious system than in the State and 

Arab systems, in both advantaged and disadvantaged schools. 

d. The proportion of large and very large classes (more than 

thirty pupils) is similar in the State and Arab systems in 

advantaged schools but higher in disadvantaged Arab 

schools. The proportion of large and very large classes is 

much smaller in the religious sector than in the other two 

systems. 
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Table 13. Distribution of Classes by Size, Subsystem,  

                 and Disadvantage-Index Deciles (Percent) 

 
Disadvantage index 

decile and school 

system 

 Class size 

 Total  Up to 14  15-19 20-24 25-29 30-34 35+ 

Deciles 8–10*        

State 100.0 0.2 0.8 9.0 30.6 37.7 21.7 
State-Religious 100.0 5.7 7.3 20.0 28.1 26.3 12.5 
Arab 100.0 0.1 0.3 7.4 26.2 41.8 24.1 
Deciles 1-3*        
State 100.0 0.7 2.8 26.0 36.1 23.5 11.0 
State-Religious 100.0 5.1 0.3 38.0 32.6 17.0 7.0 
Arab 100.0 0.6 1.7 11.6 28.0 33.0 25.1 

* Deciles 8-10 include advantaged schools; deciles 1-3 are comprised of 

those with socioeconomically weak student populations. 

 

Summing up, any policy to reduce class size should be 

applied cautiously and incrementally. The CSPS education team 

made the same recommendation in its action plan for education. 

(See the second part of this book.) Two criteria of importance in 

choosing the order of the reduction of class size also deserve 

reemphasis: 1) prioritizing the schools by their socioeconomic 

characteristics, and 2) giving the highest priority to the early 

grades. 
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3. School Size 

a. Educational and Organizational Implications 

The question of school size is not only an economic and 

organizational issue but also, and primarily, an educational one. 

The issue of school size has remained on the educational agenda 

for decades and is associated with almost all of the most 

important issues in the education system. In the 1950s and 

1960s, the leading trend of thought posited that a small school 

cannot meet basic educational needs. Today, many believe that 

small schools actually have advantages over large schools. 

It is worth stating that educational research has not shown a 

causal relationship between school size and pupils’ scholastic 

achievements at the primary level. Where such a relationship 

was found, it was usually affected by various socioeconomic 

variables. One of the main variables that illustrates the 

advantages of a small school is the social involvement of pupils, 

as reflected in their motivation to participate, and their actual 

participation, in various activities – even though the menu of 

activities may be larger and more diverse in large schools. The 

differences in favor of large schools stand out particularly in 

educational programs that are not directly related to studies, 

such as programs against substance abuse. Another important 

variable that corresponds to school size is the proportion of time 

that teachers devote to teaching (as against, say, administrative 

duties). It is found that teachers in small schools, where classes 

are also usually smaller, spend a larger proportion of their time 

teaching. 

The issue also ties into one of the main processes in the 

history of education in Israel: the transition to junior-high 

schools, in which a majority of pupils in the relevant age groups 

are enrolled today. Furthermore, it corresponds to additional 

fields, such as the tendency to track pupils by levels in certain 

subjects within large schools, as against the need in small 

schools to cope in integrative ways with different problems and 

different levels of pupils. 
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The issue of school size is often intertwined with the 

additional issue, itself important, of very small schools and 

mini-schools, most of which are located in distant agricultural 

areas, or, alternatively, with the issue of the very large size of 

some high schools in major cities. Thus, the discussion of the 

size issue should address the full range of school sizes. 

It is noteworthy that, notwithstanding the importance of the 

topic, very few studies dealing with Israel have been performed, 

and most of them concern themselves with post-primary 

education. To learn from the global educational discourse, one 

must be cautious in drawing policy conclusions because of the 

vast differences between the organization of Israel’s school 

system and that in other countries. 

It is conventional in Israel to have two or three classes per 

grade at the primary level and four to six in junior high. Relative 

to these accepted sizes, schools with one class or four classes in 

each primary grade, and three classes or seven to eight classes 

per grade in junior high, still belong to categories that are not 

extreme. (See Table 14.) Few schools deviate from these sizes; 

the norm is usually to merge very small schools with nearby 

schools or to split very large ones. In 1999, some 80 percent of 

primary schools and two-thirds of junior-high schools fell within 

the conventional size range. 

Table 14. Schools, Categorized by Size, Pupil Population,  

                   and Number of Classes 

Size 

category 
 

Pupil 

population 

Number of classes 

Very small 0-99 Up to one class per grade, with classes 

that are “undersized”
4
 

Small 100-199 One full class in each grade 

Medium 200-399 1-2 full classes in each grade 

Large 400-699 2-3 full classes in each grade 

Very large 700+  Three or more full classes in each grade 

 

                                                      
4
 An “undersized” class is one with fewer than twenty pupils. 
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Several factors affect the size of schools. Some of them lend 

themselves to change in the immediate or medium range; others 

are unchangeable or changeable in the long term only. Some of 

them are educational; others are organizational, economic, and 

political; and still others are geographical and demographic. 

Several of the most important factors deserve attention: 

1. The educational-organizational structure of the education 

system – horizontal distribution into a larger number of 

schools, based on classification by age, would reduce the 

average school size. This refers to a process of transition to 

separate structures for the early grades, for example, or to the 

changeover to junior-high. 

2. The socio-cultural structure of the education system – 

allowing ideological and social population groups to establish 

separate school systems lowers the average school size. It is 

worth mentioning that, in Israel, the state recognizes the right 

of certain social, religious, and national sectors to maintain 

schools that educate in view of their values and traditions, 

even if this results in especially small schools. 

3. Demographic and geographic structure – the higher the 

overall population density and the larger the proportion of 

school-age groups in the population at large, the larger the 

schools will be. 

4. Transport infrastructure and accessibility of schools. In some 

situations, the cost of transport may exceed any economic 

saving that one may achieve by doing away with small 

schools and makes the educational advantages attributed to 

the large school too expensive. Each country has different 

educational and social standards concerning desired and 

permissible situations (under the law) in respect to the 

proximity of schools; these standards are sometimes based on 

tradition and arbitrary decisions. 

5. As for population groups with special needs – those served 

by various kinds of special education – there are different 

approaches to the desired size of the setting, and decisions in 

this matter also affect school size. Here, too, small schools 
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and small classes in such schools have advantages, but large 

schools have an edge in their ability to provide educational 

counseling, psychologists, truant officers, etc., who may 

belong to the school faculty. 

b. Trends in School Size
5
 

The most conspicuous development in school size, at least since 

the 1960s, is a pair of parallel long-term trends: rising average 

pupil populations in each type of school, at all levels and in all 

sectors, on the one hand, and a declining proportion of very 

small and very large schools, on the other hand. 

 

Table 15. Average School Size, by Enrollment and Sectors 

 
Jewish sector Arab sector 

 Primary Junior- 
high 

Senior- 
high 

Primary Junior- 
high 

Senior- 
high 

1980 327 293 301 421 344 289 
1985 362 376 342 423 390 438 
1990 384 397 381 447 419 4

2
7 

1994 405 412 405 449 415 437 
 

The foregoing table on average school size since 1980 

contains several conspicuous findings. First, the average size of 

schools at all levels of education, in both sectors, has been rising 

over the years. Second, the average school size is rising more 

quickly in the Jewish sector than in the Arab sector. Third, the 

average size of junior-high and senior-high schools closely 

approximates the average size of primary schools. The last-

mentioned finding is startling, of course, since junior – and 

                                                      
5
 The data used in the discussion of the school-size issue, especially in 

sections b, c, and d, are based on several surveys of education and welfare 

services by the Central Bureau of Statistics. (See bibliography.) 
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senior-high schools are three-year institutions and primary 

schools offer six grades. 

The data on average size do not show the whole picture. To 

complete the depiction, one must consider the distribution of 

schools and their pupil populations by various categories of 

school size. 

Primary Education 

The share of very small and very large schools at the primary 

level decreased from nearly 30 percent of primary schools in 

1982 to less than 10 percent in 1999. (See Table 16.) Some 30 

percent of pupils attended such schools in 1982; 15 percent did 

so in 1999. Among them, the share of pupils in very large 

schools (those with enrollments in excess  of 700)  declined with  

Figure 5. Primary Education - Distribution of 

Schools and Pupils by School Size, 1999, Percent
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Table 16. Primary Education, Pupils and Schools by School  

                Size: 1982, 1989, 1999 

 

School size Schools % of all 

schools 

Pupils % of all 

pupils 

 1982     

Total 1,268 100.0 449,119 100.0 

Up to 99 259 20.4 14,900 3.3 
100-199 227 17.8 33,851 7.6 
200-399 307 24.3 91,820 20.4 
400-750 335 28.1 190,620 42.3 
750+ 120 9.4 117,928 26.2 

 1989     

Total     

Up to 99 1,144 100.0 434,754 100.0 

100-199 306 26.7 35,314 8.1 
200-399 348 30.4 104,088 23.9 
400-750 426 37.2 234,780 54.0 
750+ 64 5.6 60,572 13.9 

 1999     

Total 1,516 100.0 603,635 100.0 

Up to 99 40 2.6 2,603 0.4 
100-199 177 11.7 26,961 4.5 
200-399 631 41.6 192,202 31.8 
400-750 558 36.8 292,251 48.4 
750+ 110 7.3 89,618 14.8 
 

* The sources use different criteria for sorting by size in the various years. 
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particular vigor – from 26.5 percent in 1982 to 15 percent in 

1999.
6
    

In 1999, schools belonging to the two categories in the 200–

700 range accounted for a conspicuous majority of the primary 

education system: 80 percent of schools and 80 percent of 

enrollment. Notably, in 1982 only 50 percent of schools and 60 

percent of pupils belonged to this group. 

The share of very small and very large schools at the primary 

level has decreased perceptibly. These findings may indicate 

that the Ministry of Education has succeeded in its policy of 

having schools attain conventional sizes that are appropriate for 

educational activity. Although this policy has caused the average 

class size to increase over the years, the share of pupils who 

attended very small and very large classes has fallen steeply. 

These general findings camouflage vast differences between 

sectors and school systems. Generally speaking, the proportion 

of large primary schools is much greater in the Arab sector than 

in the Jewish sector. Consequently, the proportion of pupils who 

attended large schools in the Arab sector is much greater than in 

the Jewish sector. Thus, 32 percent of Arab pupils at the primary 

level, as against 9 percent in the Jewish sector, attend schools 

that have enrollments of more than 700. 

Within the Jewish sector, the share of large schools is much 

greater in the State system that in the State-Religious system, 

and the proportion of pupils who attended large schools is also 

greater in the State system. The main reason is that the State-

Religious system caters to a population that is usually a minority 

in each neighborhood and locality. Another reason may be the 

tendency to maintain separate schools for boys and girls. The 

proportion of very large schools in the State-Religious system is 

negligible –1.6 percent – and these schools are attended by 

fewer than 5 percent of pupils in this system, in contrast to 9 

percent of pupils in the State primary system. The difference 

                                                      
6
 Importantly, the reportage on schools by size has changed: the “very large” 

category declined from 750 in previous years to 700 in 1999. 
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stands out even more in the tally of small schools (up to 199 

pupils); 34 percent of State-Religious schools belonged to this 

category as against only 9 percent in the State system. These 

size disparities among primary schools are even more 

conspicuous when one recalls that the State-Religious system 

has moved more slowly in applying the changeover to junior-

high schools; therefore, the number of eight-year schools is 

greater in the State-Religious system than in the State system. 

 

Table 17. Large and Small Primary Schools, by Sector and  

                School System, 1999 (Percent) 

 
 Large schools 

(700+ enrolled) 
Small schools (up to 

199 enrolled) 
  Share of 

schools 

Share of 

pupils 

Share of 

schools 

Share of 

pupils 

Arab 19.0 32.2 6.4 1.7 

Jewish 3.8 8.8 16.7 6.2 

 State 4.8 9.1 8.8 3.1 

  State-Religious 1.6 4.6 34.1 15.9 

 
A slightly different perspective, but with a similar result, is 

obtained when primary schools are observed in terms of number 

of classes per school. Table 18 shows the small proportion of 

very small and very large schools at the primary level. 

 

Table 18. Primary Schools, by Number of Classes, 1999 

 

Number of classes Number of 

schools 

% of all 

schools 
Total 1,510 100 
Up to 6 154 10 
7-12 660 44 
13-18 512 34 
19-24 163 11 
25+ 21 1 
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Despite the natural and justified tendency to assume, in view 

of the Ministry of Education regulations concerning budgeting 

of “undersized “classes,
7
 that small schools are at a disadvantage 

vis-à-vis medium and large schools in terms of hours per class 

and per pupil, it is not so. Table 19 shows that small schools (in 

this context, measured in number of classes) do not suffer at all 

in per-class allocations of hours on account of their size. 

Although they receive slightly fewer hours in the basic standard 

allotment, the total per-class allocation is much greater in these 

schools than in large schools. This may have to do with the 

correspondence between school size and socio-economic level. 

In any case, the result is clear, leaving room to wonder about 

these schools’ fate in the transition to the per-pupil allocation 

standard if the standard does not include structural adjustments 

for socio-economic background. 

Table 19. Primary Schools: Average Class Size, Allotment of 

                 Hours, and Average Hours Per Class and Per  

                 Pupil, by Number of Classes in School 

 
Classes in 
School 
(selected 
sizes) 

Avg. 
class 
size 

Basic 
allotment  
per pupil

8
 

Basic 
allotment  
per class 

Avg. 
hours per 

pupil 

Avg. 
hours 

per class 

5-7 24 1.37 33.5 2.3 55.2 
12 28 1.27 36.3 1.8 51.8 
18 32 1.11 35.6 1.4 46.0 

                                                      
7
 An “undersized” class, one with fewer than twenty pupils, is supposed to 

receive half of the basic standard allotment, but, as the data show, there are 

enough compensation mechanisms – especially in the Jewish sector – to 

assure continued regular educational activity even in small schools.  
8
 The term "basic standard allotment" refers to the allocation of hours per 

class in the primary system. This allocation is equal for all classes (although 

there are small differences by grade of class). Schools in locations along the 

Confrontation Line and/or in national priority areas receive a slightly larger 

allotment. 
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The Junior-High Level 

At the junior-high level, the picture in the Jewish and the Arab 

sectors is reversed: the proportion of large schools is higher in 

the Jewish sector. This reflects, in the main, the high proportion 

of large junior high schools in the State Jewish system. Another 

possible reason is the later entry of the Arab sector in the 

education reform. If this is so, junior-high schools in this sector 

may grow rapidly in the next few years. Within the Jewish 

sector, the size disparities between the State and the State-

Religious systems are even more noticeable at the junior-high 

level than at the primary level. Thirty-five percent of junior-high 

pupils in the State system attend large schools; only 5 percent in 

the State-Religious system do so. Additionally, only 3 percent of 

junior-high pupils in the State system attend small schools (up to 

199 enrolled), the share of which in the system all told is about 

11 percent. In the State-Religious system, in contrast, 60 percent 

of junior-high schools belong to this category and are attended 

by 28 percent of pupils in this system. 

 

Table 20. Very Large and Small Junior-High Schools,  

           by Sector and School System, 1999 (Percent) 

 
 Large schools 

(700+ enrolled) 
Small schools (up to 

199 enrolled) 

 Share of 
schools 

Share of 
pupils 

Share of 
schools 

Share of 
pupils 

Arab 7.4 13.1 4.3 1.4 

Jewish 13.9 29.5 23.5 7.7 

 State 20.0 35.0 10.9 3.0 

  State-Religious 1.5 5.3 59.6 28.1 
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Table 21. Post-Primary Schools and Pupils, by School Size, 

                 1996 

 

 Total Jewish Arab 

 Absolute    % Absolute     % Absolute % 
Schools       
Total 585 100 494 100 91 100 
Up to 199 161 27 150 30 11 12 
200-399 166 28 131 26 35 38 
400-599 94 26 75 15 19 21 
600-799 69 12 51 10 18 20 
800+ 95 16 87 18 8 9 
 

Pupils (thousands) 
     

Total 263 100 222 100 41 100 
Up to 199 20 8 19 8 2 4 
200-399 46 17 36 16 10 25 
400-599 46 17 36 16 9 23 
600-799 48 18 36 16 12 29 
800+ 104 39 96 43 8 19 

 

 

The Post-Primary Level 

Turning to the post-primary level (senior-high divisions in six-

year schools and grades 9-12 in four-year schools), we find that 

most schools (56 percent) are small, with enrollments of up to 

400. However, a majority of pupils (58 percent) attend schools 

with enrollments in excess of 600. Another reason for the 

proliferation of small schools in the Jewish sector is that the 

education system recognizes the special status of two sectors: 

the religious and the kibbutzim. Very large schools exist 

because the need to link the location of schools with the pupils’ 

places of residence has been broken, and because it is vastly 

difficult, in social and educational terms, to split up prestigious 

post-primary schools. 
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By sectors, the Jewish sector is more prone to extremes than 

the Arab sector. Thirty percent of Jewish schools have fewer 

than 199 pupils; only 12 percent of Arab schools belong to this 

category. In contrast, 18 percent of Jewish schools have 800 or 

more pupils enrolled, as against only 9 percent in the Arab 

sector. As for the distribution of pupils in schools, 8 percent of 

pupils in the Jewish sector as against only 4 percent of pupils in 

the Arab sector attended small schools (up to 199 pupils). In 

contrast, 43 percent of Jewish pupils attended schools that had 

enrollments of 800 or more, as against less than half that share –

19 percent-in the Arab sector. 

 



93 

Health System 

1. National Expenditure and the Health 
Status 

National health expenditure reflects total expenditure for health 

services by residents and by the government – outlays for health 

services in general clinics, hospitals, and private medical and 

dental clinics. National health expenditure also includes total 

outlays by residents for medicines and medical instruments, 

government spending for health research and development, 

budgeting of the health administration (the Health Ministry 

budget), and investments in buildings and equipment for the 

health system. In 1998, national health expenditure in constant 

prices rose by 2 percent per capita (or 5 percent overall), after 

relative stability in 1997. In 1998, national health expenditure 

came to 8.4 percent of Gross National Product. 

Is Israel’s national health expenditure high by the standards 

of the industrialized countries to which Israel is usually 

compared? To answer this question, it is conventional to 

compare national health expenditure in Israel with data for the 

twenty-nine industrialized countries that belong to the OECD.
1
 

The median for these countries in 1997 was 7.5 percent. Israel’s 

rate of expenditure approximated that of the Netherlands and 

Sweden, was identical to that of Australia, and fell short of that 

in the United States, Canada, Germany, France, and 

Switzerland. Since Israel’s standard of living, in terms of per-

capita national expenditure, is very different from that in the 

                                                      
1
 The most recent OECD data are for 1997. A more recent version of these 

figures, published in 1999 by Anderson and Poullier, was used in the 

course of this work (See Bibliography). 
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OECD countries, it is customary to use an additional criterion 

for comparison: national health expenditure per capita, in 

dollars, weighted country-by-country by an index that takes 

account of differences in the purchasing power of different 

currencies. The result is the PPP (Purchasing Power Parity) 

index, which creates a common denominator for the dollar 

values. In PPP terms, Israel’s national health expenditure per 

capita in 1997 was $1,511, as against a median of $1,728 in the 

reference countries. According to this criterion, Israel’s national 

health expenditure per capita is relatively low; sixteen of the 

twenty-nine OECD countries spend more. However, it is worth 

bearing in mind that this computation, while making reference 

to the purchasing power of the domestic currency and to per-

capita expenditure, overlooks population characteristics such as 

age composition and rates of morbidity from serious and chronic 

illnesses. 

What major outputs, in terms of residents’ health, does Israel 

gain from its investment in health services? The level of health 

of the inhabitants of any country is determined by a vast number 

of variables, some of which have nothing to do with health 

services and the health system. They include the genetic 

structure of the population and morbidity risk factors that 

originate in climate and culture (such as exposure to insolation), 

level of education and schooling, and health habits, to name 

only a few. Obviously, however, the health of any country’s 

population is also affected by the country’s health system. 
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Data on Israelis’ health usually point to handsome 

achievements by international standards. In 1996, life 

expectancy at birth in Israel was 76.3 years for men and 79.9 for 

women,
2
 as against a median life expectancy of 74.0 and 80.3 

years for men and women, respectively, in the OECD countries 

that year. The gender gap in life expectancy is smaller in Israel 

than in the European countries. Salient disparities exist between 

Jews and Arabs in Israel in terms of life expectancy at birth and 

in respect to other health indicators. In infant mortality, Israel’s 

1997 rate of 6.4 per thousand live births approximates the 

median for OECD countries that year (5.8). In respect to this 

indicator, too, Israel still evinces a disparity, albeit one that has 

been narrowing over the past twenty years, between the average 

                                                      
2
 The data concerning the Israeli health system were culled from Health in 

Israel, 1998, State of Israel: Ministry of Health, 1998, unless otherwise 

stated. 

Figure 1. National Health Expenditure as Percent 

of GDP, 1997
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infant mortality rates of the Jewish population and the Arab 

population. The main causes of death in Israel – heart diseases, 

cancer, and cerebrovascular diseases – resemble those in the 

developed Western world. 

 

 

 

Figure 2. Infant Mortality, 1997
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2. Changes in Patterns of Health System 
Funding 

The funding patterns in the public health system since January 

1995, when the State Health Insurance Law went into effect, are 

reviewed in previous CSPS reports, especially in Resource 

Allocation for the Social Services – 1998. The discussion below 

focuses on major changes in the patterns of health-system 

funding in 1998–1999. 

There were three main sources of funding for national health 

expenditure in 1998. The first two are public: the state budget 

and the health tax paid by residents to the National Insurance 

Institute. Together, they covered 69 percent of national health 

expenditure (43 percent and 26 percent, respectively). The third 

source is direct payments by residents for medicines and 

miscellaneous medical services, such as dental care and visits to 

private physicians (29 percent). This source – money paid 

directly by individuals to service providers – is considered 

regressive and detrimental to equity in funding the health system 

and to the level of national health expenditure. The remaining 3 

percent of expenditure reflects the health funds’ deficits in 1998 

and was financed mainly by special allocations from the state 

budget. The most important change relative to previous years is 

reflected in an increase in the share of funding from the source 

that is least equitable – direct payments by residents for health 

services that they received – from 27 percent in 1995-1997 to 29 

percent in 1998. In comparison, it was reported in 1994 that an 

average of 76 percent of national health expenditure in the 

OECD countries
3
 came from public funding, as did 52 percent in 

the developing countries of Asia.
4
 

Our discussion will first address the share of national health 

expenditure that is funded from the government budget. The 

government determines its funding of the package of insured 

                                                      
 
3
A definition that excludes Hungary, Mexico, and Turkey. 

4
 Schieber and Maeda, 1999. 
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health services (the “health basket”) each year as it deliberates 

the budget and sets national priorities. The State Health 

Insurance Law stipulates a method of adjusting the cost of the 

“basket” to price changes. The indicators to be used in making 

these adjustments each year are listed in Appendix V of the law, 

as set forth by a professional committee in which the Finance 

Ministry had a decisive influence. Paragraph 9 of the State 

Health Insurance Law imparts the authority to adjust the cost of 

the “basket” to reflect demographic changes. 

In the first year of National Health Insurance, 1995, the 

health funds’ financing mechanisms almost broke even. In the 

following years, the funds ran up annual deficits. The funds’ 

total current deficit in 1997, for example, was about NIS 1.5 

billion or 9 percent of their outlays. The figures for 1998 were 

440 million, and 4.5 percent, respectively. In 1999, the funds are 

expected to show a current deficit of the same magnitude as in 

1998.
5
 These deficits, which are also reflected in the National 

Accounts, are the result of structural failures in the process of 

determining the cost of the insured services - the computation 

that the government uses each year to determine the budget 

allocation meant to cover the cost of providing these services 

through the health funds. 

The first failure stems from the items that make up the Health 

Services Price Index, as set forth in the State Health Insurance 

Law. The index does not reflect the realities of rising costs in the 

health funds’ services. It is adjusted in view of the increase in 

the wages of public-service employees and not according to the 

cost of labor in the health industry. Therefore, for example, it 

did not reflect the steep annual increases in physicians’ wages in 

1994-1997. In another conspicuous example, the index 

disregards the increase in the per-day cost of inpatient care, an 

item that accounts for half of the health funds’ expenditures. The 

second failure is that the process of adjusting the “basket” for 

the increase in the proportion of seniors does not reflect the real 

                                                      
5
 Projection based on mid-1999 reports submitted to the Ministry of Health. 
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cost to the health funds of care for the added increment of 

elderly and very elderly members. Furthermore, the adjustment 

for the introduction of new medical technologies, including new 

medicines, lags behind the funds’ real needs, as indicated by 

technological developments worldwide. One of the result is that 

Israel’s list of insured medicines is about five years behind 

pharmaceutical developments, and some patients are unable to 

receive modern medicines for their illnesses as part of their 

health insurance. 

The result of these failures is that, in constant 1998 prices, the 

health funds received NIS 2,815 per insured member in 1995, 

the first year that the law was in effect, and only NIS 2,716 in 

1999. In terms of an overall view for all health funds, this real 

decrease in expenditure per insured translates into the current 

deficits mentioned above. In 1998 and 1999, the government 

decided on a 2 percent real budget increase for the cost of 

insured services, in order to compensate the health funds for 

population growth and the increase in the proportion of seniors. 

This rate does compensate for the population increase but, as 

stated, does not reflect the increase in the proportion of the 

elderly. For the first time since the State Health Insurance Law 

went into effect in 1995, a budget increase of NIS 150 million 

per year in each of the aforementioned years was given in order 

to finance the inclusion of new technologies and medicines in 

the service “basket.” The government’s decisions for the 2000 

budget included increments of a similar magnitude. Since it was 

clear to the government that this rate of adjustment would cause 

the funds to build up financial deficits and would destabilize the 

financial structure of the entire public-health system, a “safety 

net” for the health funds was introduced in 1998 – a set of 

budget increases built into the state budget and given to the 

health funds only if they sign special agreements stipulating 

efficiency measures. The money is given to each fund 

commensurate with its population of insured. In 1998 and 1999, 

the “safety net” was NIS 430 million and NIS 410 million, 

respectively, and for 2000 the government resolution set the sum 
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at NIS 225 million. As stated, these are special allocations 

meant to prevent financial deterioration; they are apportioned to 

the health funds in view of efficiency tests stipulated in 

agreements that each fund signs separately each year. The 

figures concerning the health funds’ deficits, presented above, 

were computed after the funds received the “safety net” money. 

Apparently, the purpose of compelling the health funds to 

accumulate deficits was to force them to streamline themselves. 

This method, which actually creates a constant state of budget 

strangulation and a tendency toward negative cash flows at the 

funds that serve the greatest concentration of weaker and more 

vulnerable members, Clalit and Leumit, has not changed since 

1998. The funding method has engulfed the health funds in a 

chronic financial crisis that hinders current management, creates 

uncertainty about the funds’ ability to meet their liabilities, 

forces the funds to incur large interest expenses, and, at day’s 

end, results in no greater efficiency than the extent that could be 

achieved by concluding an agreement at the beginning of each 

budget year. For example, the Witkowski report for 1998 found 

that the health funds’ efficiency measures that year were a 

combination of a reduction in expenses for advertising, 

marketing, construction, and development, and a reduction in 

expenditure brought about by Health Ministry regulations that 

had nothing to do with the problematic funding method that has 

been applied to the funds. The steep costs of this funding 

method may exceed by far any saving that the state treasury 

achieves by forcing the funds to become more “efficient.” 

Notably, in 1997 the Health Council recommended a revision 

of the indices used to adjust the “basket” of insured health 

services, as set forth in Appendix 5 of the State Health Insurance 

Law. The recommendation was to create an automatic 

adjustment mechanism for the cost of the services and, 

concurrently, to insert components reflecting population growth, 

the proportional increase in the elderly population, and 

technological improvements. The government did not apply this 

recommendation. Three health funds – Maccabi, Clalit, and 
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Meuhedet – have petitioned the High Court of Justice in this 

matter; the case is pending. 

3. Medicines and Technologies in the Package of  
    Insured Health Services 

The share of medicines in national health expenditure has been 

declining since the early 1990s, from 16 percent in 1991 to 13 

percent in 1998. In pharmaceutical services, unlike nearly all 

areas of the public-health system, per-capita expenditure as a 

share of national expenditure is strongly similar among OECD 

countries, at a median of $234 in 1996. This similarity is 

evidently due to the international nature of the pharmaceuticals 

market and a reasonable extent of competition among massive 

multinational firms. The lower the level of national per-capita 

income, the higher the share of expenditure for medicines in 

national health outlays. This finding traces directly to the 

phenomenon previously described. In 1998, the share of 

medicines in national health expenditure was 32 percent in 

Turkey; 27 percent in Greece, Portugal, Hungary, and the Czech 

Republic; and 9 percent in the United States, Norway, and 

Denmark. 

In health services, a technological adjustment is defined as an 

added increment to the package of health services on account of 

medicines, medical instruments, therapeutic processes, and 

support systems for these increments. In the first three years of 

National Health Insurance, the law stipulated a permanent 

package (“basket”) of health services that all residents were 

entitled to receive from their health funds. The law defined this 

“basket” in very great detail, based on the menu of services that 

Clalit (General) Health Fund offered its members shortly before 

the law went into effect. (The fact that the “basket” remained 

unadjusted for new medicines until 1998 is mentioned above.) 

In 1997, only one medicine was added – a cancer drug – and 

even this occurred only after strong public pressure. In 1998 and 

1999, the state-budget allocation for health services was 
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increased by a fixed sum. A special committee that advises the 

Director-General of the Health Ministry allocates this fixed sum 

in order to update the “basket.” The committee makes its 

decisions on the basis of recommendations presented to it by 

various entities in the health system. In 1998, for example, the 

committee approved only forty-four of some 150 reasoned 

proposals to include new drugs and treatments in the package of 

insured services. 

This process of adjusting the health services “basket,” as 

described above, brings basic issues of social policy to the fore, 

in respect to the most appropriate, transparent, and responsible 

way to adjust the package of legally stipulated services. For 

reasons of cost containment, as stated, no money was allocated 

for technological adjustments in the first few years of National 

Health Insurance, and the allocations in subsequent years for 

needs estimated by the Health Ministry were relatively small. 

This state of affairs has a considerable effect on the treatment of 

various illnesses. Insured medications for an entire series of 

ailments have known and documented negative side-effects of 

various kinds that newly developed alternative medicines avoid. 

If these modern alternatives were covered by National Health 

Insurance, patients could be spared the suffering caused by the 

negative side-effects of the medicines available through their 

health funds. In 1998, the Ministry of Finance, in its proposals 

for that year’s Economic Arrangements Bill, suggested that each 

health fund be allowed to offer a flexible menu of services and 

that a mechanism for Health Ministry approval of these 

“baskets” be created. The government did not adopt the 

proposal. 
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4. The Health Ministry and Its Ministerial  
     Performance 

The ministerial performance of the Health Ministry was given 

significant and extensive attention in the report of the State 

Judicial Commission on the Health System that in 1988-1990 

examined the function and efficiency of Israel’s health system. 

One of the commission’s main recommendations was that the 

ministry be restructured and tasked mainly with initiating 

legislation, controlling and supervising the activities of health-

service providers, planning health services, and keeping the 

population apprised of the existence, quality, and level of health 

services. According to the recommendation, the Health Ministry 

would no longer engage in the delivery of in-kind health 

services for consumers, except in the sphere of public health. 

 Health Ministry regulation of health services is a crucial 

issue in the implementation of any health-system reform. The 

effectiveness of any reform is determined, to a large extent, by 

the quality and level of regulation. The term “regulation” 

pertains to a set of activities that create operating rules for health 

funds and hospitals by means of secondary legislation, 

ministerial directives, working procedures, etc. The issue is dealt 

with in a CSPS study, currently under way, on the Health 

Ministry’s main areas of activity and its effectiveness as a 

regulator. The study has found certain fields of activity, 

especially those related to supervision of the health funds’ 

budgets and expenditures, in which the Ministry played an 

active and successful role in influencing sound financial 

management at the funds. In several other fields, however, the 

Ministry took partial and ineffective initiatives or no initiatives 

at all. In 1997, for example, the Ministry introduced directives 

that created a supervision mechanism for the health funds’ 

supplemental-insurance plans. In 1998, new directives 

empowered the Ministry to approve the funds’ statutes and even 

stipulated main clauses that must be included in them. In both 

cases, however, the directives were not implemented for various 
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reasons. In several additional matters, the Ministry took no 

regulatory action whatsoever. They include re-licensing of 

health professionals, limiting the form and way in which private 

medical service is made available in government and health-

fund hospitals, and quality assurance in the health system. The 

last-mentioned issue, especially in the context of inpatient 

services, was also analyzed at length in the most recent report of 

the State Comptroller. The Comptroller ruled that the agreement 

concluded between the Health Ministry and the Israel Medical 

Association in early 1997, meant to sort out disagreements 

between these agencies in respect to supervision of the quality 

of care, actually created a problematic situation. It placed the 

Health Ministry in a position of inferiority and deprived it of the 

autonomy and sole discretion that it was supposed to invoke in 

managing and performing quality surveys in the health system. 

5. Community-Based Health Services 

Israel residents obtain health services in the community by 

joining one of four health funds that operate under the State 

Health Insurance Law. As of early 1999, Clalit Health Services 

(the General Health Fund) insured 58 percent of residents, 

Maccabi 22 percent, and Meuhedet and Leumit 10 percent each. 

The funds maintain networks of clinics, including those of self-

employed physicians who are affiliated with them and those of 

specialists in the community. Specialized medical services are 

available at hospital outpatient clinics as well. Two funds, Clalit 

and Maccabi, also own general, long-term-care, and psychiatric 

hospitals. Maccabi has only general hospitals. 

The membership of the health funds varies widely and 

significantly in socio-demographic terms. According to the 

Health Services Use Survey, 63 percent of Israel residents were 

insured with Clalit, only 20 percent with Maccabi, and 9 percent 

with Meuhedet as of the time of the survey. The distribution of 

elderly insured (aged 65+) is different: Clalit 80 percent, 

Maccabi 11 percent, and Meuhedet 4 percent. Residents who no 
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longer belong to the labor force and those whose occupation is 

unknown also tend to be insured by Clalit – 72 percent and 74 

percent, respectively – as against much lower rates at Maccabi 

and Meuhedet. 
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In 1999, all four health funds, by force of the Economic 

Arrangements Law for that year (formally known as the Growth 

Enhancement and Economic Stabilization Law), began to charge 

members for visiting specialist physicians. This refers to 

secondary care physicians in fields such as ophthalmology; 

gynecology; ear, nose, and throat; dermatology and venereal 

disease; orthopedics; and specializations in internal medicine 

such as hematology, cardiology, and endocrinology. With the 

exception of Maccabi, the funds do not charge members for 

visits to primary care physicians in the community, even though 

many community-based primary care physicians are also 

specialists in fields of family, internal, and pediatric medicine. 

In the past, only Maccabi charged members for visiting any 

doctor, primary or secondary. Such a charge is a tax imposed 

upon the ill; as such, it violates the principle of social justice and 

the aim to assure equity in service. 

The rationale cited for charging Israelis for visits to 

secondary care physicians was that Israelis make an 

exceptionally large number of such visits by world standards. 

Health surveys show, however, that Israelis’ visits to all doctors, 

measured in per-capita terms, have been declining since the 

1970s. The findings of the Health Service Use Survey confirm 

this trend: in the first half of 1996, per-capita visitation to family 

physicians and specialists in the community was 3.4 for the 

population at large and especially high, predictably, among the 

elderly at 7.4. During that time, women visited specialists 

almost twice as frequently as men. On the basis of these figures, 

the rate of per-capita visits to primary and community-specialist 

physicians was 6.8 in 1996. The corresponding figure for 

international comparison – the median in the OECD countries – 

was 5.9 percent. Thus, Israelis do not stand out particularly as 

people who visit their doctors frequently. 

Another important aspect of community-based health 

services is the quality of medical personnel and services at the 

health funds’ community clinics and the clinics of self-

employed community-based physicians who are affiliated with 



Health System                                                                               107 

the funds.
6
 This aspect of community health service has no 

direct connection with the issue discussed above, that of 

charging for visits to the doctor. The research findings portray 

the quality of service in community clinics, especially those of 

Clalit Health Fund, in problematic hues. They show that the 

percent of general physicians (i.e., those who do not specialize 

in family medicine and, therefore, have less training in family 

medicine) is higher at Clalit, at 41 percent, than at Maccabi at 27 

percent. Furthermore, 65 percent of physicians at Clalit, as 

against only 37 percent at Maccabi, reported that they see more 

than thirty-five patients per day. Some 20 percent of doctors at 

Clalit reported seeing more than fifty patients in an average 

day’s work. 

6. Inpatient Services 

Hospitals are among the most complex and complicated types of 

organizations that exist. They are intensive in technology and 

academic human resources, require a very high level of 

specialization, and provide the population with a crucial service. 

Data on the distribution of hospitals and hospital beds are 

categorized by types of hospitals (general or acute, long-term or 

geriatric, psychiatric, and rehabilitation) and by ownership 

(government, health fund, other public nonprofit organization, 

or for-profit organization). The data according to this taxonomy 

are shown in Table 1. 

                                                      
6
 A survey in this matter was performed in 1998 by the Brookdale Institute; 

see Gross et al. in the bibliography. 
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Table 1. Hospitals and Beds, by Types and by Ownership,        

               1997 

Ownership Total Type of hospital 

  General Psychiatric Long-term (incl. 

Rehabilitation) 

Total     

Hospitals 303 47 27 229 

Beds 35,241 13,478 6,306 15,457 

     

Government     

Hospitals 30 11 12 7 

Beds 11,819 6,125 3,772 1,922 

     

Health funds     

Hospitals 24 8 3 13 

Beds 5,852 4,037 369 1,446 

     

NPOs     

Hospitals 133 15 1 117 

Beds 8,731 2,721 153 5,857 

     

Private     

Hospitals 116 13 11 92 

Beds 8,839 595 2,012 6,232 

 

Over the past two decades, the number of hospitals for long-

term care has grown 6.3 times over and the number of 

psychiatric hospitals has fallen by one-third. In terms of beds, by 

the end of 1997 the proportion of beds for long-term care had 

climbed to 2.5 per thousand of the population and the share of 

psychiatric beds had declined to 1.07 – a 35 percent decrease in 

a ten-year period. The proportion of beds for general inpatient 

care has been declining since the late 1970s and came to 2.3 per 

thousand in late 1997, down 15 percent in the previous ten 

years. These developments correspond to global trends: as the 

population ages, it requires more beds for long-term care, 
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whereas the need to hospitalize psychiatric patients has been 

diminishing because of changes in the technology of treatment 

in this field. 

National expenditure for inpatient services in 1995-1996, 

including research, came to 42 percent of national health 

expenditure – higher than the 1993-1994 level but unchanged 

from that of the early 1990s. In the OECD countries, the median 

expenditure for inpatient care was 43 percent of national health 

expenditure in 1996. Importantly, however, the Central Bureau 

of Statistics categorizes hospital outpatient clinics among the 

community services even though they are integral parts of 

hospitals in administrative and financial terms. 

The Health Service Use Survey shows that in the half-year 

preceding the interview – the first half of 1996 in most cases – 

6.1 percent of Israel inhabitants had been hospitalized 

(corresponding to 13 percent for the entire year). The 

corresponding figure for the OECD countries that year (the 

median share of the population that had been hospitalized) was 

16 percent. It should be emphasized that these figures are not 

standardized for age, i.e., they do not take account of the 

different age distributions in each country. We know that the 

hospitalization rate is at least six times higher among the elderly 

than in the 5-24 cohort. (In Israel, the rates were 19 percent and 

2–3 percent, respectively, in 1996.) The OECD median, 

according to which one inhabitant in six in these countries, on 

average, was hospitalized in 1996, hides a very large degree of 

variance. In Austria, Finland, France, and Germany, for 

example, more than one of every five residents were 

hospitalized that year, as against one in eight in the United 

States, Canada, and the Netherlands, and one in ten in Japan. 

An important aspect of efficiency in the performance of 

hospitals is the average length of hospital stay. In 1996, the 

average stay in hospitals of all types was 10.1 days in Israel and 

10.6 in the OECD countries. Thus, the average hospital stay in 

Israel approximates the average in the industrialized countries. 

The same may be said about the intensity of use of human 
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resources in the inpatient system, following the conventional 

yardstick of full-time employees per hospital bed. In 1996, Israel 

had 2.1 employees on average for each hospital bed, slightly 

higher than the OECD median of 2.0.  

The similarity recurs in respect to the intensity of use of state-

of-the-art diagnostic and therapeutic technologies. In the OECD 

countries, it is conventional to measure intensity of use by the 

number of sophisticated and expensive diagnostic and 

therapeutic instruments per million of population. In 1996, for 

example, Israel had 7.4 CT scanners per million of population, 

as against an OECD median of 11.6, and 1.6 MRI systems per 

million as against 2.8 in the OECD countries. By inference, 

there are no clear and unequivocal indications that the Israeli 

inpatient system suffers from excessive intensity in use of 

advanced technologies and human resources, or in inpatient beds 

relative to population size. 

The health funds usually do their financial reckonings with 

hospitals by multiplying the number of inpatient-days by the 

average per-day price of inpatient care, which is set annually by 

the ministries of Health and Finance for each type of hospital 

separately. A small portion of the reckoning is based on a Health 

Ministry rate schedule for several dozen types of treatments, 

such as knee replacement, angioplasty, and bypass surgery. For 

some treatments, such as knee replacement, the stipulated rate is 

not economically viable for the hospitals; there are still queues 

for these types of treatment. In contrast, the rates for angioplasty 

and bypass surgery, for example, compensate the hospitals fully 

and reasonably. One of the results of this reckoning method is 

that, since the new rate schedule was introduced in 1991, the 

rate of angioplasty procedures per 100,000 of population has 

doubled and the rate of bypass surgeries has grown 1.5 times 

over. This increase cannot be explained by alleging an upturn in 

risk factors for health disease or some exogenous event that 

made Israelis more susceptible to health disease. Both rate 

schedules – per inpatient-day and by type of treatment – are set 
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in centralized fashion by the ministries of Health and Finance 

and apply to all hospitals. 

In 1997, to limit the health funds’ outlays for inpatient care, 

an arrangement that created an expenditure cap for each health 

fund at each hospital was introduced. At first it applied only to 

government-owned general hospitals; in 1998, it was extended 

to public hospitals. The spending cap pertains to the assortment 

of services that the health fund received from the hospital in the 

previous year, including inpatient-days, activities charged at 

different inpatient rate schedules, and visits to outpatient clinics 

and emergency rooms. Each year since 1997, the government 

has raised the cap by a few percent for each hospital included in 

the arrangement. In 1998, it was decided that for inpatient 

services beyond the cap, procured from the hospital by the 

health fund in 1999, the health fund would pay half the rate 

applying to the relevant activity. Generally speaking, the sale of 

services beyond the cap set forth for that year is extra revenue 

for the hospital that provides the service. Government hospitals 

are allowed to add about half of this extra revenue to their 

current-purchases budgets and to use the remainder for 

procurements of various types. 

One of the most significant developments in formalizing the 

rules of contracting among health funds and hospitals was the 

government’s decision in September 1999 to allow each health 

fund to sign inpatient-service agreements with each hospital 

separately. In early 1999, Clalit concluded the first agreement of 

this kind – a three-year arrangement with Sheba Hospital. The 

accord stipulated that Clalit would make an annual up-front 

payment of NIS 410 million on account of the hospitalization of 

its members at Sheba. Even though it was not approved by the 

Ministry of Health, this agreement, in which the sides divided 

their risks, was a breakthrough. The aforementioned government 

decision, allowing health funds and hospitals to conclude similar 

agreements in the future on the basis of rules to be set forth by 

the Health Ministry, represents a significant change in the 

contracting rules that Israel’s health funds and hospitals had 
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used for many years. If a set of agreements embracing all health 

funds and all hospitals comes into being, the hospitals may 

acquire an incentive to economize on expensive inpatient-days 

and to strengthen the relationship between their inputs and their 

outputs. The relationship between inpatient and community-

health services is a complex relationship, affected by 

characteristics of the region (center vs. periphery, for example) 

and the insured population (e.g., a relatively aged population 

such as that of Tel Aviv). Agreements between a hospital and 

health fund may obviate redundancies resulting from parallel 

provision of specialist medical services at the hospitals’ 

outpatient clinics and at the community-based clinics of the 

health specialists. 

7. Supply of Physicians in Israel’s Health 
System 

The problem of training or intake of the appropriate number of 

new physicians is a major public-policy issue in most 

industrialized countries. Every additional doctor in the health 

system corresponds to extra expenses that are estimated – in 

England, for example – at half a million pounds sterling (NIS 3 

million), not including the doctor’s wage. Hence, most countries 

place certain limitations on the training and intake of doctors. In 

Israel, no public-policy process has been invoked in this matter. 

The problem is the total number of doctors in the system and 

their distribution regionally and by medical disciplines. For 

example, Israel has one of the world’s highest ratios of 

cardiologists and surgeons to population; this probably has 

something to do with the aforementioned increase in dozens of 

percent in the rates of cardiosurgery and angioplasty procedures 

starting in 1991. 
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In Israel, the number of physicians per thousand of 

population has been rising since the early 1980s: from 2.5 in 

1980 to 2.9 in 1989, 3.4 in 1985, and 3.6 in 1996. By 

comparison, the median rate in the OECD countries in 1996 was 

2.8. Several countries, such as Greece, Hungary, Spain, and 

Italy, had higher ratios than Israel’s that year. Other countries, 

e.g., the United Kingdom, Japan, Canada, and the United States, 

had lower ratios. 

 

Figure 4. Physicians per Thousand of 

Population, 1996

5.5

4.2

4.2

3.9

3.6

2.6

2.1

1.8

1.6U.K. 

Japan

Canada

U.S.

Israel

Greece

Spain

Hungary

Italy



 

115 

Personal Social Services 

1. General 

This section discusses one of the most crucial components of the 

social services – the personal social services. These services are 

meant to aid society’s weakest and most vulnerable segments: 

children at risk, families in severe distress, street people, 

battered women, the disabled, lonely and disabled elderly, 

neglected youth, recent immigrants who falter in their social 

integration; and drug addicts. These services are delivered by a 

wide variety of organizations: central-government offices, 

municipal welfare departments, local nonprofit associations, and 

private businesses. As the personal services, like the social 

services at large, are undergoing partial privatization, the 

number of organizations involved in delivering them has been 

increasing. Today they provide their client population groups 

with a broad spectrum of community-based and institutional 

services. 

The discussion in this chapter focuses on expenditure by the 

Ministry of Labor and Social Affairs and, in part, by the 

National Insurance Institute. The total expenditure does not 

reflect the full extent of resources pledged to the personal social 

services; these services have access to additional resources from 

central government (such as the budget-balancing grants that the 

Interior Ministry gives to municipal authorities), municipal 

authorities, nonprofit organizations (many of which receive 

government aid), and private entities. However, the central-

government allocation is an important component in the 

resources available to the personal social services. 
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The 2000 budget reserves 4.8 percent of total government 

social expenditure for the personal services. This proportion has 

fluctuated over the years: from 4.5 percent in the early 1980s to 

3.6 percent by 1985, during the period of large cutbacks, with a 

gradual recovery to the current level since then. 

Government expenditure for the personal services, shown in 

Table 1, is made up of nine main components (listed in order of 

size): services for the elderly (including long-term care 

benefits), services for children and youth, services for the 

retarded, rehabilitative services for the disabled, correctional 

services (including teenagers in distress), welfare services for 

families, community work, payroll and administrative expenses 

of municipal welfare departments, and expenditure for head 

office services. Notably, government expenditure for many 

services, such as those for children and youth and for the 

mentally retarded, is made up of two components: funding of 

specific community and institutional services (such as upkeep of 

children in institutions and the retarded in care centers, activities 

of NPOs, and various community programs), and funding of the 

payroll and administrative expenses of the main offices of 

various services. The wages of municipal welfare employees 

who work with children, the mentally retarded, and other 

population groups are covered by the municipal payroll 

allocation. Thus, government expenditure for these and other 

services do not elicit a full picture of the services provided to 

certain population groups, since it does not include the wages of 

the employees who assist this population group – a component 

that, to a large extent, determines the extent of services 

provided. 

The data elucidate several main trends. First, total 

expenditure for personal social services doubled in the 1990s, as 

against a 31 percent increase in the previous decade. Most of the 

surge in the 1990s traces to extra spending resulting from the 

activation of the Long-Term Care Insurance Law. Excluding this 
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component, expenditure for personal social services increased 

by 61 percent. Thus, government expenditure for personal social 

services increased significantly in the 1990s by all accounts. 

Second, the largest share of expenditure is earmarked for the 

elderly, and its proportion in total expenditure has climbed from 

year to year. Before the Long-Term Care Insurance Law went 

into effect, expenditure for the elderly did not exceed 10 percent 

of total expenditure for personal services; after the law was 

implemented, it climbed swiftly within several years and comes 

to 45 percent in the 2000 budget. It is true that long-term care 

insurance services are funded by National Insurance but, unlike 

other NII expenditure, these outlays are included in the personal 

social services category because the service rendered is in-kind, 

as opposed to in-cash. 

Table 1. Government Expenditure for Personal Social  

               Services, 1980–2000 (NIS millions, 1998 prices) 

 1980 1985 1990 1995 1998 1999 2000 

        

Total 1,462 1,282 1,914 2,699 3,213 3,673 3,782 

Long-term care 

benefits 

 
0 

 
0 

 
478 

 
809 

 
1,140 

 
1,295 

 
1,472 

Elderly (including 

transfers) 

 
86 

 
95 

 
154 

 
219 

 
229 

 
311 

 
248 

Children and youth 452 374 355 397 472 518 509 

Correctional services 89 64 70 94 113 172 153 

Welfare services for 

households 

 
120 

 
53 

 
42 

 
42 

 
51 

 
68 

 
53 

Community work 34 44 45 52 56 57 50 

Rehabilitative 

services 

 
97 

 
104 

 
121 

 
233 

 
226 

 
241 

 
249 

Services for the 

retarded 

 
236 

 
207 

 
289 

 
372 

 
427 

 
475 

 
508 

Welfare department 

personnel 

 
142 

 
152 

 
162 

 
254 

 
257 

 
280 

 
286 

Head office services 207 189 199 227 240 256 254 
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Third, the uptrend in expenditure has not been for services for 

the elderly only; outlays for all personal social services have 

been rising in the 1990s. Comparison of the trends in the 1980s 

with those in the 1990s (Table 2) shows that while in the 1980s 

expenditure on account of most services increased only slightly 

and outlays for some actually retreated (this retreat is explained 

later in this chapter), the typical trend in the 1990s has been a 

significant increase in expenditure for most services. As stated, 

the upturn focuses mainly on services for the elderly, the 

disabled, the mentally retarded, and correctional services, and 

has been milder in services for children, welfare services for 

households, and community work. 

The original 2000 budget, as approved by the Knesset on its 

first reading, proposes to reduce spending on some of these 

items relative to 1999 (see discussion below). This, however, 

does not modify the decade-long uptrend with respect to the 

main expenditure items in the personal social services. 

Figure 1. Gov ernment Expenditure for Personal 

Social Serv ices

NIS mil lions, 1998 prices
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Table 2. Personal Social Services  (Periodic Percent Change) 

Service 1980-89 1990-99 

Services for the elderly (including 

long-term care benefits) 

– +154 

Long-term care benefits* – +170 

Services for the elderly only +21 +56   

Services for children and youth -13 +46 

Services for the retarded +18 +64 

Rehabilitation of the disabled +18 +99 

Correctional services -25 +146 

Welfare services for households -43 +62 

Community work +23 +27 

Department personnel +16 +73 

Head office services – +29 

* Payment for long-term care benefits began in 1988. 

 

The following sections discuss the various categories of the 

personal social services. 

2. Services for the Elderly 

Government expenditure for the elderly has two main goals. The 

first is to help develop institutions for the elderly and to 

participate in funding the upkeep of elderly in them. The second 

is to develop, operate, and fund a wide variety of community 

services that assist seniors who live in the community. These 

services include, but are not limited to, day centers, social clubs, 

the “neighborhood support” program, assistance for special 

needs (such as purchase of medical instruments and basic home 

appliances, home management assistance, transport to medical 

centers, and home heating), delivery of hot meals, assistance in 

receiving specific kinds of medical care in the community (such 

as dental care), home renovations, and social and cultural 
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activities. Many of these services are provided by NPOs and 

private businesses. 

When the Long-Term Care Insurance Law was activated in 

1988, long-term care benefits became available mainly for 

elderly who lived at home. The benefits make it possible to offer 

eligibles a “basket” of services including personal care, home 

assistance, supervision, transport and care in day centers, and 

absorbent products. Since 1986, the law has also made it 

possible – by transferring funds from the Long-Term Care 

Branch of the National Insurance Institute to the ministries of 

Labor and Social Affairs and Health – to develop and expand 

the service infrastructure needed for personal care and home 

assistance in the community, and to increase the number of 

elderly who receive institutional care. Thus, in the past few 

years there have been three sources of central-government 

money for the development of personal social services for the 

elderly: the current budget of the Ministry of Labor and Social 

Affairs, transfers from National Insurance to the Ministry for the 

development of the infrastructure of services for the elderly, and 

long-term care benefits funded by National Insurance. 

Total expenditure for personal social services for the elderly, 

from all three sources, increased by 154 percent in the 1990s. 

Most of the total – 75 percent in 1990 and 80 percent in 1999 –

was expended on long-term care benefits. Expenditure by the 

Service for the Elderly at the Ministry of Labor and Social 

Affairs increased by 56 percent during the 1990s. This increase, 

although significant, falls far short of the growth rate of long-

term care benefits. The share of the service component in total 

expenditure for the elderly declined from 17 percent in 1990 to 

only 10 percent in 1999. The proportion of expenditure from 

long-term care insurance money for the development of 

infrastructure ranged from 8 percent in the early 1990s to 10 

percent in 1999. 
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Consequently, the Long-Term Care Insurance Law has 

wrought an upheaval, unprecedented in scope and components 

of expenditure, in personal social services for the elderly. In 

mid-1999, some 88,000 seniors received long-term care services 

under the provisions of this law. Additional outlays prescribed 

by this law were earmarked for the development of the 

infrastructure of community and institutional services for the 

elderly, thus contributing to the development of a range of 

services that benefit not only eligibles for long-term care 

insurance but also other elderly who live in the community and 

in institutions. Importantly, however, the activation of this law 

has also resulted in a significant uptrend in the number of 

elderly who apply for services to the National Insurance Institute 

(under the Long-Term Care Insurance Law) and to welfare 

departments and other organizations. Since during the 1990s the 

budget of the Service for the Elderly at the Ministry of Labor 

and Social Affairs has grown sluggishly, and since the 

municipal authorities are beset by budget problems, it has been 

difficult to respond to these applications adequately. 

By differentiating between expenditure for institutional and 

community services for the elderly, we find that outlays for 

community services declined until the mid – 1990s and have 

been rising gradually since 1995. Since an overwhelming share 

of expenditure under the Long-Term Care Insurance Law is 

earmarked for elderly who live in the community, we find that 

the bulk of government expenditure for services for the elderly 

is being routed to the community. 

3. Services for Children and Youth 

Government expenditure for the well-being of children and 

youth is earmarked for three main uses. The first is away-from-

home (institutional) care, including upkeep of children in 

residential settings and with foster families (the budget also 
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covers supervision, counseling in residential settings, and the 

selection, training, and supervision of foster families). The 

second is at-home (community) care, including a wide variety of 

services such as day centers, among them multipurpose centers, 

club and family settings, afternoon centers (that host children in 

mid-day and afternoon hours), day fostering, implementation of 

laws concerning children and youth at risk, care of children at 

risk, psychological counseling for children, guidance for 

parents, therapeutic work with children and their parents, 

operation of emergency centers for children, and operation of 

play centers. The third use covers child adoption. 

The trend in government expenditure for children and youth 

has been volatile in the past decade. Expenditure increased by 

15 percent between 1990 and 1992, declined moderately in 1993 

and 1994, and began a gradual upturn in 1995. On the whole, 

expenditure in this rubric increased by 45 percent during the 

1990s after declining by 13 percent in the 1980s. One of the 

main reasons for the decrease in the 1980s was a deliberate 

reduction (by nearly 20 percent) in the number of children 

placed in residential institutions by the Ministry of Labor and 

Social Affairs, from 10,760 in 1980 to 8,685 in 1990. Although 

this process was halted in the 1990s, there still were fewer 

children in residential institutions in 1997 (9,462) than in the 

early 1980s. The fluctuations in the number of institutionalized 

children also affected the division between institutional and 

community-based services and the increase in the share of 

expenditure devoted to the latter. This change points to a partial 

realization of the intention to allocate more resources for the 

development of community services, foremost for children at 

risk. 
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4. Correctional Services for Youth and Adults 

The correctional services deal with youth, young people, and 

adults who have broken the law or are at high risk of downslide. 

The outlays are earmarked for three main agencies. The first is 

the Youth Protection Authority of the Ministry of Labor and 

Social Affairs, tasked with the care of youth referred to 

institutions and other residential settings by the courts or at the 

recommendation of welfare officers and caregivers. The second 

is an array of community-based services, run mainly by 

municipal welfare departments, in connection with the Service 

for Youth and Young People, the Service for Girls in Distress, 

and the staff unit for drugs at the Ministry of Labor and Social 

Affairs. These services treat and counsel teenagers in individual 

and group settings, operate Miftanim and social clubs, work with 

street gangs, conduct workshops on searching for jobs and 

preparing for military induction, offer sports and various 

educational activities (including basic schooling and vocational 

training), operate shelters for girls in distress, assist victims of 

rape, and develop drug detoxification programs. The third 

setting is the probation service for youth and adults, 

administered by probation officers. 

Expenditure for these services has been rising gradually in 

the 1990s, although the rate of increase has varied from year to 

year. The growth rate for the decade has been 146 percent, 

including an unprecedented 60 percent increase in 1998-1999. 

The 2000 budget augurs a significant decrease relative to 1999, 

in both institutional care (-13 percent) and community-based 

services (-10 percent). Even so, however, the uptrend in respect 

to the entire decade has been preserved. This increase focused 

on several areas of activity: care for haredi (ultra-Orthodox) 

youth and drug addicts was given greater resources, and the 

number of probation officers climbed steeply in 1999. The 2000 

budget maintains the 1999 allocation for probation services. In 
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contrast, expenditure for girls in distress – an area of activity 

that has expanded in recent years – faces a decrease similar to 

that of total expenditure for community services in the 2000 

budget (-10 percent). Notably, expenditure for Miftanim hardly 

changed during the 1990s. (Most of this expenditure is covered 

by the municipal authorities.) 

5. Welfare Services for Families 

The Family Welfare Service finances services that municipal 

welfare departments provide for individuals and households in 

distress: families in economic distress, large families, street 

people, single-parent families, immigrant households, and 

households beset by violence). The service includes family 

counseling and therapy, special services for households in need 

(basic home appliances, clothing and footwear, rent for a limited 

period of time, transport to medical care, dental care, and so on); 

dispatching of paraprofessional tutors to provide counseling for 

families, funding for summer camps that serve mothers in large 

families; assistance for families that have multiple births; 

assistance in establishing and maintaining centers and club 

settings for single-parent families; assistance for battered 

women’s shelters and violence treatment centers; mediation, 

support, and referral of families to welfare services, and specific 

programs for families in distress, such as Yahdav and Dror. 

Although expenditure for these services climbed by 62 percent 

in the 1990s, the absolute sum came to only NIS 68 million in 

1999 and will retreat to NIS 53 million in the 2000 budget. 

Thus, these services will remain limited in their ability to assist 

large numbers of households. The allocation will not allow these 

services, aimed specifically at families in distress, to develop 

adequately. 
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6. Community Work 

Government expenditure in this rubric is meant to help develop 

various community programs run by municipal authorities, such 

as Project Renewal, community work for recent immigrants, 

community-leadership development in special activists’ schools, 

encouragement of volunteer activity and implementation of 

various programs (mainly in disadvantaged urban 

neighborhoods and development towns), community television, 

and development of local business entrepreneurship. It also 

includes miscellaneous activities such as the Citizens’ Advisory 

Service, which runs information centers in various localities; 

and National Service that religious girls perform in lieu of 

military service. Expenditure for community work climbed by 

26 percent during the 1990s but at a much slower rate – only 10 

percent – between 1995 and 1999. At the end of the decade, the 

total Ministry of Labor and Social Affairs budget for community 

activity is NIS 57 million. 

7. Rehabilitation Services for the Disabled 

In this field, government expenditure is apportioned among a 

wide variety of at-home (community) and institutional services. 

The community services include professional diagnosis, 

rehabilitation centers, and support of rehabilitation and 

vocational-training agencies, special settings for treatment and 

rehabilitation of disabled children (such as child-development 

centers and day centers), assistance in rehabilitating the disabled 

by helping them set up their own businesses, transport 

assistance, physiotherapy, and personal counseling. The special 

expenditure line for rehabilitation for and care of the blind 

includes, but is not limited to, assistance in rehabilitation and 

vocational training, employment centers and clubs, housing 

assistance, employment subsidies, care for blind children, and 
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special services such as assistance in purchasing seeing-eye 

dogs, participation in purchase of special equipment, assistance 

in training the blind and their families, and upkeep of blind 

children in residential settings. Government expenditure for 

away-from-home services includes support for upkeep of the 

disabled with foster families and in institutions. 

Personal social services for the disabled are provided mainly 

by the Ministry of Labor and Social Affairs and the National 

Insurance Institute. The ministry, directly and via municipal 

authorities and other agencies, serves people of different ages 

whose disabilities are the result of health impairments (cerebral 

palsy, polio, and the like), sensory disabilities (deafness and 

blindness), and functional difficulties originating in organic 

defects. Other disabled population groups, such as casualties of 

work accidents (the disabled or their survivors) and of 

hostilities, are cared for by the Rehabilitation Division of the 

National Insurance Institute. Disabled veterans (or their 

survivors) are served by the Rehabilitation Division of the 

Defense Ministry. 

Expenditure of the Ministry of Labor and Social Affairs 

reflects only part of total government outlays for rehabilitation 

of the disabled in Israel – a rubric in which expenditure has 

doubled during the 1990s. This increase is evident in all 

expenditure items (rehabilitation centers, services for the blind, 

participation in telephone expenses of the disabled, and 

institutional care for the disabled) and stands out particularly in 

expenditure for rehabilitation centers and institutional services. 

By comparison, expenditure for the disabled increased by 18 

percent during the 1980s. 
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Figure 2. Expenditure for Rehabilitation of the 

Disabled, by Type of Serv ice, percent
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One of the most interesting developments in this field is the 

relative increase in expenditure for institutional services. In 

contrast to services for other population groups (children and 

youth, the elderly, the mentally retarded), for whom expenditure 

for institutional services has accounted for the bulk of outlays 

throughout the years, expenditure for institutional services for 

the disabled did not exceed 20 percent in the 1980s and most of 

the 1990s. However, this limit was exceeded late in the current 

decade; about one-fourth of expenditure for the disabled was 

earmarked for this purpose in 1999 and, according to the state 

budget, in 2000 as well. Furthermore, expenditure for 

institutional services for the disabled climbed by 195 percent in 

the 1990s, as against 85 percent in expenditure for community 

services for the same population group. 

8. Services for the Retarded 

Services for the retarded include centers and professional 

committees for diagnosis and classification of the retarded; 

away-from-home (institutional) care settings including upkeep 

of the retarded in centers and other away-from-home settings 

such as hostels, apartments, and foster families; and support for 

the development of these settings. At-home (community) care 

services include upkeep of the retarded in therapeutic day 

centers, counseling and information, at-home care and training 

for parents of retarded children; assistance in purchase of special 

medical instruments and equipment, transport and escort of the 

retarded, rehabilitative occupational projects, preventive care to 

minimize retardation, and vacation settings. Most community 

services are provided by municipal welfare departments and 

volunteer organizations, foremost AKIM. 

Total government expenditure for the retarded has grown by 

75 percent in the 1990s, as reflected in expenditure for both 

community services (up 126 percent) and institutional services 
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(up 70 percent). Nevertheless, the bulk of expenditure at the end 

of the 1990s (88 percent) is still earmarked for institutional 

services. The most salient phenomenon in the past few years is 

the increase in the proportion of care in nongovernmental public 

and private institutions as against care in government 

institutions. (See Figure 3.) The strong emphasis on institutional 

services is also reflected in an upturn in the number of retarded 

who reside in care centers – up 20 percent between 1980 and 

1990 (from 4,462 to 5,378) and another 33 percent by 1997 (to 

7,138). Institutional services include both care centers and 

community housing such as hostels. 

 

Figure 3. Gov ernment Expenditure for 

Institutional Care of the Retarded
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9. Municipal Welfare Departments 

This expenditure reflects government participation in the payroll 

and organizational expenditures of municipal welfare 

departments. The welfare departments employ social workers, 

administrative workers, and nonprofessionals such as 

neighborhood workers, aides for the elderly, etc. The 

government also participates in the wages of employees of 

services related to the departments but situated outside of them, 

such as Miftanim and rehabilitative occupational projects. 

Expenditure for these items increased by 77 percent during the 

decade, mostly in the first half of the decade along with a 

slowdown of growth in the second half. Most of the increase in 

spending traces to wage increases stipulated in new labor 

accords. 

10. Main Trends and Lessons 

The data bring two especially noteworthy trends to the fore. The 

first underscores the expenditure ratio between services for the 

elderly and services for other population groups; the second 

focuses on the share of the budget reserved for population 

groups in severe economic distress. 

a. The Special Status of Services for the Elderly 

Review of the data on overall expenditure for personal social 

services points to the special status of services for the elderly in 

this rubric – as reflected in the level of expenditure for these 

services, the share of this expenditure in total outlays for 

personal social services, and in the annual growth rate of this 

expenditure. 
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The increase in expenditure for services for the elderly is also 

reflected in the rapid development of these services during the 

past decade: some 90,000 seniors received long-term care 

benefits under the relevant law at the end of the decade, as 

against 28,000 at the beginning of the decade. The number of 

day centers for the elderly has risen from 100 just a few years 

ago to 150 in the late 1990s. Similar developments have 

occurred in neighborhood-support and sheltered-housing 

programs. 

Figure 4. Recipients of Long-Term Care Benefits
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Due to these developments, the elderly today, both in central 

Israel and in peripheral areas, are offered a very wide variety of 

personal social services. Equally, more alternatives and 

resources are available to the welfare workers who serve this 

population group, allowing them to respond appropriately to 

many of the seniors’ needs. This is not to say that all aspects of 

social services for the elderly are rosy. Various kinds of distress 

still demand attention, such as long-term hospital care for the 

indigent elderly and the income level of about one-third of 

seniors, who live on the National Insurance old-age pension and 

income maintenance only. 

Notwithstanding these unsolved problems, this field has 

undergone sweeping developments that are not typical of any 

other field of personal social services. The main developments 

that make services for the elderly unique originate in two major 

factors: 1) application of the Long-Term Care Insurance Law, 

which enshrined a “basket” of services for disabled elderly in 

legislation and earmarked substantial resources for the 

development and expansion of the infrastructure of community 

and institutional services for the elderly population at large; and 

2) the activity of Eshel (the Association for Planning and 

Development of Services for the Elderly) and the nonprofit 

organizations that were established at Eshel’s initiative in most 

Israeli localities. Eshel’s organizational deployment has 

facilitated the marshaling of national and local resources for 

extensive development of services for the elderly. In addition to 

public investment in developing services for this population, 

businesses have been active in this field, developing services 

such as sheltered housing and community settings that provide 

solutions chiefly for the affluent elderly. 

This combination of enshrining a “basket” of services in law 

and effecting an appropriate organizational national and local 

deployment, which has proven itself in respect to services for 

the elderly, may serve as a formula for use in developing 
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services for other population groups as well. (See 

recommendations in the second part of this book.) 

b. Inadequate Budgeting for Population Groups in 

Distress 

All personal social services cater to weak and vulnerable 

population groups. Some, however, focus especially on the 

personal, family, and social needs of individuals and households 

in profound economic distress. These services neither purport 

nor have the tools to tackle the economic problems of these 

population groups, but they attempt to cope with grave forms of 

distress such as neglect of children and youth, family crises, 

violence against children and women, addictions, homelessness, 

and insufficient takeup of entitlements. The services dealing 

with these issues are, in the main, the Family Welfare Service, 

Community Work, the Service for Children and Youth, and the 

Service for Girls in Distress. 

Examination of government expenditure for the personal 

social services shows that the aforementioned services receive a 

very small share of the budget. Welfare services for families 

were budgeted at NIS 68 million in 1999, only 2 percent of the 

total budget for personal social services, and the 2000 budget 

augurs a retreat to the 1998 budget in real terms. Expenditure for 

community work is only 10 percent higher in 1999 (NIS 57 

million) than five years previously. The 2000 budget portends a 

drastic retreat from the uptrend in the past half-decade and a 

return to the expenditure level of the early 1990s. 

It is true that expenditure for community services for children 

has doubled during the decade (mostly in the past two years, 

1998-1999), but this expenditure item was small to begin with, 

and the improvement in the past few years does not suffice to 

achieve a meaningful and sizable breakthrough in the 

development of community services for children. Expenditure 

for teenagers in distress also remains low despite improvements 
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in recent years, and this item is facing a spending cut in the 2000 

budget. 

 

Table 3. Expenditure for Community-Based Personal Social  

              Services (NIS millions, 1998 prices) 
 
 1990 1995 1999 2000 
     
Long-term care benefits 478 809 1,295 1,475 
Children 65 78 132 129 
Elderly 51 62 81 79 
Retarded 22 41 53 59 
Welfare services for family 42 42 68 53 
Community work 45 52 57 50 
Girls in distress 4 12 20 18 
Teenagers in distress 1 3 8 3 

 

* For data on expenditure for youth and girls in distress, see Table 3 above. 

Figure 5. Community-Based Serv ices*
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The negligible share of expenditure for population groups in 

distress is reflected in the limited extent of services and in the 

inability to establish meaningful connections with anything but a 

very small fraction of this population group. For example, 

various recently developed programs that have demonstrated 

their ability to help distressed populations meaningfully – such 

as Yahdav, Dror, paraprofessional tutors and neighborhood 

workers, emergency centers for children, the “Nest” program, 

and miscellaneous programs for teenagers in distress – have 

been implemented in a partial fashion only and have not been 

able to fulfill their potential. 

A policy that wishes to cope more adequately with the needs 

of population groups in distress requires a larger allocation of 

resources. The provision of meaningful services that can 

improve the lot of distressed population groups is a challenge 

that the personal social services are confronting only in part. The 

contribution of legislation and organizational deployment to the 

development of personal social services for the elderly indicates 

possible ways to “turn a new leaf” in services for population 

groups in distress. 
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Over the past year, teams of experts at the CSPS have elaborated 

a plan and a set of recommendations meant to lift Israel out of 

its economic slump, to resume growth, and to improve its social 

services. The expert teams formulated practical programs in the 

fields of economics, education, health, personal social services, 

and geriatric care. 

Israel’s goals as a welfare state are to assure all residents 

decent living conditions, to enable them to lead creative lives, to 

guarantee them an appropriate standard of health, to provide 

them with the means necessary for meaningful self-fulfillment 

by ensuring proper education, and to assist people who find 

themselves in functional distress. For this purpose, the state has 

established and developed a comprehensive service 

infrastructure in the fields of education, health, personal social 

services, and income maintenance, to name only a few. 

However, we must always ask ourselves how fully these 

instruments are moving us toward the desired goals and how we 

should revise them so as to ensure that they discharge their 

duties appropriately. The plan for socioeconomic growth, 

presented below, tackles this question. 

The activity and extent of social services are determined 

largely in interrelationship with economic development. 

Accordingly, to assess developments in the social sphere, one 

must examine economic policy in depth, since this policy 

dictates main elements in the welfare of the population. By 

examining changes in income distribution in society, for 

example, we find that the main cause of inequality is related to 

disparities in wages and income. 

 

One reason for the existence of these disparities is a slack 

economy, marked by recession, high unemployment, and slow 

growth – or lack of growth. These are precisely the phenomena 
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that economic policy wishes to prevent, and the way to reverse 

the trend is shown in the document presented here. The 

implementation of the various social plans proposed – in 

education, health, and personal social services – will also make 

it possible to channel economic prosperity, once it develops, in a 

socially appropriate way. Importantly, economic growth alone 

does not assure a narrowing of disparities. A socioeconomic 

policy such as that proposed here will place the economy and 

society on firm foundations and help Israel create the sound 

society that it deserves. 

The proposals to follow reflect the discussions held by the 

various teams but do not necessarily represent each member’s 

views on each specific recommendation. 
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Proposal for an Alternative 
 Economic Policy

*
 

 

For the past three years – since 1996 – Israel has been mired in 

an economic downturn that has progressively worsened. The 

slump, more intensive and prolonged than any the country has 

known in its fifty-year history, is a major factor in most of the 

negative socioeconomic phenomena that the country has 

experienced during these three years. 

The main characteristic of the economic policy adopted in 

recent years is severe fiscal and monetary restraint. The restraint 

policy, meant to lower inflation, has been pursued too long and 

too vehemently. The monetary policy has actually strengthened 

the sheqel against the dollar artificially, thereby slowing export 

growth and increasing the volume of imports. For most of this 

time and in most respects, the Bank of Israel has applied 

monetary policy and the Finance Ministry has invoked fiscal 

policy without coordinating their actions and without consensus. 

These policies have had one favorable effect – they helped 

lower the annual inflation rate from 11 percent in 1992-1996 to 

5 percent in 1998-1999. Nearly all the other effects have been 

negative, and one may relate to them as the steep price that 

Israeli society has paid: economic growth has stopped, per-

capita Gross Domestic Product has not increased since 1997, the 

                                                      
*
 This chapter was prepared by the CSPS economic team, chaired by Arnon 

Gafny, on the basis of papers presented to the team by Rafi Melnick, 

Emanuel Sharon, David Brodet, and Yaakov Lifshitz. Rafi Melnick’s work 

is based on a macroeconomic model that he developed at the Center for the 

preparation of the team’s economic program. Julia Cogan helped process 

the data and prepare the material. 
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unemployment rate peaked at 9 percent in 1999, domestic 

demand – private consumption, public consumption, and 

investments – has decreased steeply, and the growth rate of 

exports has declined significantly. 

The alternative economic policy proposed here is designed to 

extricate the economy from its lethargy, reignite growth, and 

boost employment on the basis of vigorous growth of exports, 

by revising the underlying strategy of the country’s fiscal and 

monetary policies. This section of the book also discusses 

needed reforms in taxation, the capital market, major economic 

infrastructure projects, and defense spending, which carries a 

major macroeconomic impact. The resumption of growth should 

be accompanied by a reduction in income-distribution inequality 

and the attainment of additional social goals. 

The plan is based on the view that the current policies, if 

allowed to continue, will not lead to the desired turning point in 

the next few years. According to historical experience, the 

Israeli economy was lifted out of downturns by a combination of 

policy measures and exogenous shocks (the Six-Day War, mass 

immigration in the 1990s, etc.). As 1999 drew to a close, 

economic activity began to recover to some extent, but not 

energetically enough to induce the economy to utilize all of its 

production and growth potential. 

The downturn has claimed a price in lost product and a 

decline in per-capita GDP, as reflected in a decrease in living 

standards, vitiation of Israel’s strength (including defense 

strength, because of the contraction of its edge over the Arab 

countries), idling of production factors, and growth in 

unemployment. Apart from the considerable economic price that 

is paid, social and personal prices are paid as well, mainly in the 

form of unemployed households, greater inequality in income 

distribution, and more poverty. 
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1. Economic Trends – Situation Assessment 

Rapid growth was the hallmark of the first half of the 1990s. 

Gross Domestic Product (GDP) increased swiftly – amidst the 

integration of mass immigration – at a rate that outpaced 

population growth. Thus, per-capita GDP also increased. 

Concurrently, the economy became more open, exports 

(especially in high-tech industries) and imports increased, and 

important economic reforms were carried out. 

 

Table 1. GDP and GDP of the Business Sector, 1990-1999 

               (Quantity percent change) 

 

1999 1998 1997 1996 1990-95*  

2.0 2.2 2.9 4.6 5.8 GDP 

-0.3 -0.2 0.4 2.0 2.3 Per-capita GDP 

1.6 2.2 2.9 5.3 7.0 Business-sector GDP 

 
-0.7 

 
-0.2 

 
0.4 

 
2.7 

 
3.4 

Per-capita business-

sector GDP 

 

* Annual average percent change. 

 

The main engine of growth in the early 1990s was mass 

immigration and its integration. The major features of the 

growth process provide a natural point of departure for the 

requisite emphases in a long-term growth policy for the years to 

come: (a) rapid technological development, particularly in 

computers and communications; (b) integration into the world 

economy – “globalization” – both in expansion of foreign trade 

and in greater integration into and use of international capital 

markets; (c) important economic liberalization reforms, 

including an easing of the tax burden accompanied by 

improvement in income distribution, greater latitude and 

flexibility in the capital market, far-reaching liberalization of the 

foreign-currency market and more vigorous action by the 
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authorities to maintain competitiveness; and (d) enhancing and 

making better use of human capital by fully integrating 

immigrants into the labor market, among other actions. 

The 1996-1999 Economic Slump and Its Causes 

The process described above reversed direction abruptly in 

1996; the growth trend stopped and was replaced by a protracted 

economic slump. The slump worsened in 1999: GDP expanded 

by only 2 percent and that of the business sector by even less, 

1.6 percent. Per-capita GDP and per-capita GDP of the business 

sector contracted by 0.3 percent and 0.7 percent, respectively. 

The unemployment rate climbed to 9 percent and the deficit on 

balance-of-payments current account ballooned to $2 billion. 

The inflation rate between September 1998 and September 1999 

slowed to 5.3 percent. 

The main problem of the Israeli economy in 1999 was a 

paucity of demand. Private consumption increased by 2.7 

percent and public consumption, excluding defense imports, by 

3 percent. Investments worsened: investments in fixed assets 

grew by 2.9 percent, but most of this increase was devoted to 

imports of machinery and equipment; construction and housing 

investments continued to contract. 

After three years of economic slowdown and underutilization 

of domestic production capacity, one may estimate product in 

1999 at 7 percent under the economy’s production potential. The 

unutilized production capacity is reflected, above all, in the 

growth of unemployment, which also, in all likelihood, reflects 

unused capital stock in buildings, which has led to a protracted 

decline in investments in this field. The surplus production 

capacity did help moderate price increases in the course of the 

year. 

The economic downturn was caused by a combination of 

externalities and economic policies. The externalities are the 

downturn in immigration, a decline in the security situation, and 

the moratorium in peacemaking. These three factors totally 
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transformed the atmosphere in the business sector, depressed 

domestic demand, and, in particular, caused investments to 

decline. In the past two years, there has been an additional 

externality: the crisis in international financial markets that 

began in Asia and spread to other locations. This crisis raised 

the level of uncertainty in the capital and currency markets and 

resulted in severe volatility in exchange rates and prices of 

assets. Although (as stated) some of the slowdown was 

inevitable, appropriate policies could have limited its extent. 

Notably, the very fact of the halting of growth and, especially, 

the expectations of continued slump set in motion a mechanism 

that depresses investments, since firms adjust the level of actual 

capital to that desired, which corresponds to the expected 

growth rate. If the expected level is lower, investments will 

decline in order to attain the desired level of capital – a 

development that, in itself, lowers GDP. 

The expansionary fiscal policy in effect until 1996 gave way, 

starting in 1997, to a policy of restraint that operated in tandem 

with a severely tight monetary policy. The combination of fiscal 

restraint, which was necessary to return the economy to a more 

balanced long-term trajectory – and the toughening of monetary 

restraint turned the slowdown, which had been predicted, into a 

severe slump. Although it is difficult to quantify and isolate, 

with precision, the separate effects of the externalities and the 

policy factors, one can definitely question the logic of 

toughening the policy restraint in view of externalities that were 

restraining economic activity to begin with. 

The decline in 1999 was affected by the ongoing combination 

of a further increase in monetary restraint, meant to attain the 

inflation target, and a fiscal policy based on the Budget Deficit 

Reduction Law. Monetary restraint was tightened in late 1998 in 

response to a steep currency depreciation that jeopardized the 

inflation targets. By raising the key lending rate by 4 percentage 

points, the Bank of Israel halted the depreciation and actually 

caused the sheqel to appreciate relative to its October 1998 
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level. The severe increase in interest and its result, the currency 

appreciation, halted an upturn in domestic prices. In fact, the 

price level in August 1999 was similar to that of December 

1998, meaning that price stability had been attained. 

These developments were reflected in a severe increase in 

real interest rates – from 5.5 percent on average in 1998 to 6.8 

percent in the first half of 1999 – that helped extend and 

exacerbate the downturn in activity during the first half of the 

year. In the fiscal domain, the government deficit widened, 

mainly because the economic slump depressed tax collections, 

while the spending limits were not overrun. In the composition 

of expenditure, nonproductive spending continued to increase 

and infrastructure investments continued to decline. 

Economic activity in 1999 was affected by early elections for 

the Knesset and the premiership. The relatively lengthy election 

campaign aggravated economic uncertainty and, evidently, 

suspended some economic activity and prolonged the slump. 

Global economic events – foremost the leveling off of world 

trade – were detrimental to Israeli exports and created 

opportunities that made imports more profitable. Thus, imports 

climbed steeply, especially to replenish stocks and replace 

imported capital goods, and the balance of payments worsened. 

The current-account deficit climbed by $1.6 billion and came to 

$1.9 billion. 

Developments during the year were uneven. In the first half, 

the slump continued and worsened to some degree; in the 

second half – for which final data were not available at the 

present writing – some recovery in activity was observed. The 

salient indicators of the recovery, as stated, are increases in 

investments in machinery and equipment investment and in 

stocks. These changes sent initial signals of a gradual emergence 

from the slump. However, the recovery is still hesitant and the 

declared economic policy for 2000 – continued monetary and 

fiscal restraint – is counteracting the pro-recovery forces. 
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Resolute action by the Bank of Israel to attain the inflation target 

in 2000 (3-4 percent) may also impede the recovery trend. 

2. Goals of the Proposed Policy 

The proposed economic plan sets detailed economic and social 

targets for 2000-2003 and indicates the economic policy needed 

to attain them. This policy creates an initial impetus to energize 

economic activity and is based on principles other than those 

that have informed policy in recent years. The principles pertain 

to fiscal policy, monetary policy, exchange-rate policy, and the 

cooperation that must be assured to attain economic goals in 

Israel. The fiscal policy is based on actions that operate in a 

countercyclical way that mitigates the need for current 

decisions, without breaching fiscal discipline. The monetary 

policy aims to keep inflation at its current level (5-6 percent), in 

the belief that this level will not thwart the resumption of 

growth. The monetary policy should not act deliberately to 

reduce the inflation rate further but should exploit 

disinflationary events. This policy should facilitate a gradual 

reduction in interest rates and loosen the monetary restraint that 

is impeding the resumption of economic growth. The plan offers 

a strategy that will help ease exchange-rate volatility and the 

magnitudes of destabilizing capital flows without risking 

financial stability. Finally, the plan is predicated on the intention 

of attaining a broad-based national consensus among the 

government, the Bank of Israel, organized labor, organized 

management, and the public at large – a consensus that should 

include both the policy targets and the means used to attain 

them. 

The plan should have the following main results: 

a. Swift resumption of growth: GDP will grow by 3.7 percent 

in 2000 – allowing per-capita GDP to expand by 1 percent – 

and GDP of the business sector will grow by 4.1 percent. In 

2001, GDP of the business sector will grow by 4.6 percent, 
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approaching its potential growth rate, and will exceed this 

rate in 2002 and 2003, thus closing the gap that has opened 

between the actual and the potential levels of product. 

b. Reversal of the unemployment trend: The unemployment-

rate trend will reverse its direction by the end of 2000 and 

will decline steadily in subsequent years to 5.7 percent in 

2003 – a lower level than that observed in the 1990s and an 

approximation of full employment under Israeli economic 

conditions. 

c. Inflation: The inflation rate will be approximately 6 percent, 

with the possibility of a further decrease if the opportunity 

comes about. 

d. Real currency depreciation relative to the real exchange 

rate trend in recent years: This will help accelerate exports, 

restrain imports, and allow growth to resume. Since exports 

will be the most rapidly expanding use in terms of growth 

rate, they may be seen as the locomotive of economic growth. 

e. Small current-account deficit: The deficit will decrease to 

$500 million in 2001 and will maintain lower levels 

afterwards. 

f. Decrease in the share of government expenditure in GDP: 

This indicator will decline by 4.6 percentage points and the 

fiscal deficit will decline steadily. 

g. Public debt: The share of the public debt in GDP 

will decrease steadily, by 4.5 percent of GDP in 

cumulative terms, to 86 percent in 2003. 



 167                                           Proposal  for an Alternative  Economic Policy 

  

3. Comparison of Current Policy with That  
    Proposed 

Below we compare the focal points of the current policy with 

those of the proposed plan. 

Current Policy 

The economic policy of the past few years – which, as stated, 

has had a pro-cyclical effect that exacerbated the slump
1
 – has 

four major characteristics: 

* Budget Deficit Reduction Law. The fiscal policy forced the 

government deficit to continue declining in accordance with a 

trajectory and definitions that hardly changed over time. The 

law did much to restore fiscal discipline and served the 

Finance Ministry as an important tool in tightening fiscal 

control; in view of the narrow governing coalitions that Israel 

has typically had, this should not be belittled. However, the 

law as applied had negative macroeconomic effects. It 

exacerbated the economic cycle, i.e., it aggravated 

fluctuations in economic activity instead of stabilizing them. 

In times of economic downturn and falling tax collections, 

the law forces the government to reduce its spending, thereby 

worsening the slump. In contrast, at times of economic 

upturn and rising tax revenue, the law allows the government 

to increase spending without breaching its limits, thereby 

enhancing the upturn. Furthermore, since it is easier to 

increase spending than to reduce it, when the upturn petered 

out the government complied with the Deficit Reduction Law 

                                                      
1
  A policy is pro-cyclical when it affects economic activity in a direction that 

corresponds to external shocks or domestic processes. For example, the 

decrease in immigration depressed demand in various ways. Concurrently, 

the government reduced its budget and the Bank of Israel raised the key 

lending rate. This policy is pro-cyclical because it exacerbated the 

depressive effect on demand of the immigration slowdown. 



 Socioeconomic Growth Plan                                                                      168 

 

by raising tax rates instead of cutting expenditure – thus 

obviating the possibility of reducing its share in the economy. 

* Tight monetary policy as part of an inflation-target 

regime. To keep the inflation rate on a downward path, 

monetary policy was implemented by means of severe and 

protracted increases in the key lending rate. This policy 

succeed in respect to disinflation but came at the price of a 

steeper economic downturn. Since it was necessary to lower 

the inflation rate each year and because the inflation targets 

were set irrespective of the state of the economy in other 

respects, the Bank of Israel had to maintain a long-term state 

of restraint that, as stated, was reflected in high nominal and 

real interest rates. The high interest caused major changes in 

asset and credit portfolios: increases in the share of sheqel-

linked assets, in foreign-currency credit – much of it from 

abroad – and in foreign reserves. These realignments do not 

reflect a stable equilibrium, since a decrease in interest in the 

future would have the opposite effect. Therefore, restoring 

monetary equilibrium will be no simple matter; it may require 

a financial shock. 

* Gradual movement toward a mobile exchange-rate 

regime. In the past few years, the diagonal-band regime of 

the exchange rate was eased by widening the limits of the 

band significantly and by ending central-bank intervention in 

the foreign-currency market as long as the exchange rate does 

not cling to the limits of the band. The growing liberalization 

of capital flows – a welcome development that should be 

pursued further – has exposed the economy to large potential 

turbulence from abroad. In view of monetary developments, 

this regime has created a situation in which it takes high 

interest rates to maintain financial stability. Notably, even if 

the inflation targets are met, the Bank of Israel will find it 

difficult to bring down interest rates lest this precipitate a 

financial shock. This situation is perpetuating the monetary 

restraint and impeding the resumption of growth. 
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* Lack of coordination and consensus in economic policy. 

The policy applied in recent years has been typified by lack 

of coordination among economic players in respect to the 

implementation of fiscal and monetary policies because of 

disagreements between the Bank of Israel and the Finance 

Ministry. The lack of coordination aggravated uncertainty 

and lessened the credibility of the policies at issue. Notably, 

Israel’s most impressive economic achievements since the 

1980s – the 1985 Stabilization Program and immigrant 

integration in the early 1990s – were attained by means of 

consensus and cooperation. On both occasions, inflation 

declined and growth accelerated. 

The Proposed Policy Alternative 

The proposed growth-resumption policy rests on four main 

provisions: 

* Government Budget Expenditure Ceiling Law. The new 

law would replace the Deficit Reduction Law and set budget 

expenditure, as a share of GDP, on a declining path. Such a 

policy would reduce the share of government activity in the 

economy. Tax rates would be set so that total tax collection, 

in a state of full employment, would sustain a low deficit that 

would reduce the public debt as a share of GDP. This, in turn, 

would move Israel toward the European Union (Maastricht) 

standard, i.e., a share of public debt not to exceed 60 percent 

of GDP. Reducing the share of government debt in GDP, 

although a worthy goal in itself, may also help Israel join the 

Euro bloc, as discussed below. On the one hand, the new 

statute would have an automatic countercyclical effect
2
 and a 

                                                      
2
 “Autostabilizers” are policy tools that have countercyclical effects in the 

absence of explicit government decisions. For example, if the government 

sets a given level of expenditure and for some reason the economy slows, it 

will lose tax revenues and its deficit will expand for some time. The 

increase in the deficit automatically counteracts the slowdown. 
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stabilizing influence on activity; on the other hand, it would 

give the Finance Ministry a powerful tool with which to 

maintain fiscal discipline. 

* Monetary policy that aims to stabilize the inflation rate. 

The inflation rate attained in recent years is not an 

impediment to the resumption of growth. Therefore, the 

monetary policy should focus on maintaining the current 

inflation rate (a single-digit level), correcting severe 

deviations occasioned by inflationary pressures, and 

deflecting serious risks to financial stability. Actions in all 

these respects should be moderate; to avoid risking the 

resumption of growth, no active attempt should be made to 

continue lowering the inflation rate. This entails an 

asymmetric fiscal policy: when inflationary pressure occurs, 

the Bank of Israel should apply restraint to stem an 

inflationary eruption; when disinflationary pressure is evident 

monetary policy should follow the trend in order to exploit it. 

This policy would create a disinflationary trend without any 

drastic attempt by the central bank to dictate its pace. 

* Efforts to join a currency bloc. A small open economy such 

as Israel’s cannot maintain a mobile exchange-rate regime 

without being exposed to severe shocks or having to apply 

continual monetary restraint. The correct strategy is to join 

one of the currency blocs currently taking shape, euro or 

dollar. This would help bring down inflation quickly and 

would give the economic leadership the credibility it needs to 

prevent or significantly reduce destabilizing capital flows. 

Domestic interest rates would move toward accepted world 

levels. Joining a currency bloc would help open up the 

economy and enhance its growth. The act would also have 

political significance. Therefore, it is assumed here that 

political negotiations will take place as the economic plan is 

carried out. Until a lender-of-last-resort arrangement is 

concluded in the course of these negotiations, a fixed 

exchange-rate regime should be adopted. Until Israel joins a 
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currency bloc, the exchange-rate policy should aim to prevent 

exceptional volatility while keeping the exchange rate on a 

trajectory that will allow real depreciation to occur. The 

central bank should be prepared to intervene in the foreign-

currency market if and when exceptional pressures build up, 

e.g., after the key lending rate is lowered. 

 National consensus. The policy should be based on 

the broadest possible consensus among the 

government, the Bank of Israel, organized labor, 

organized management, and the public at large. The 

consensus should embrace both the policy targets and 

the means used to attain them. 
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4. Practical Measures 

Policy measures should be applied at three main levels: fiscal 

policy, monetary policy, and an aggregate of complementary 

steps. 

 

Table 2. The Proposed Economic Policy Compared with the  

               Continuation of Current Trends 

 
2003 2002 2001 2000 1999  

     Public sector 
(percent of GDP) 

51.4 52.6 53.9 55.3 56.0 Proposed plan  
 

53.7 
 

54.4 
 

55.1 
 

55.7 
 

56.0 
2000 budget and current 

trends 
      
     Taxes and revenues 

(percent of GDP) 
46.3 46.3 46.3 46.5 46.9 Proposed plan 

48.4 48.0 47.7 47.4 46.9 
2000 budget and current 

trends 
      
     Government deficit 

(percent of GDP) 
0.3 1.2 2.1 2.9 2.6 Proposed plan 

 
0.2 

 
1.2 

 
1.9 

 
2.5 

 
2.6 

2000 budget and current 

trends 
      
     Real key lending rate 
     (percent) 

4.2 4.5    4.7 5.0 6.0 Proposed plan 
 

5.5 
 

5.7 
 

6.0 
 

6.2 
 

6.7 
2000 budget and current 

trends 
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Fiscal Policy 

1. Sizable increase in infrastructure investments. To sustain 

balanced economic growth based on rising productivity, 

economic infrastructure and other production factors must 

develop in tandem. Although government investments in 

infrastructure, foremost in roads, have increased in recent 

years, the other production factors (capital and labor) have 

grown more rapidly, resulting in unbalanced growth and 

impeding productivity. Furthermore, the cumulative lag in 

infrastructure development since 1973 has not yet been 

eliminated. Infrastructure bottlenecks – transport, sewage, 

and water systems, to name only three – are still hindering 

productivity and growth. It is important to include R&D in 

the economic infrastructure, since expanding R&D 

investment is an important component in the development of 

growth and productivity. However, care should be taken to 

give the government a partial return on these investments. 

2. Reduction of current government expenditure, in real 

terms, relative to the current national budget, which reflects 

the continuation of past trends. To attain this decrease, 

expenditure must be recomposed by reducing wage outlays 

(the public-service payroll) and increasing government 

procurements. Since these changes have a pro-growth effect, 

they will boost tax revenues; this alone will help pare the 

deficit. Transfer payments to the public should be kept at 

their current share of GDP, but they should be reallocated to 

attain social targets more efficiently. 

3. Easing of the tax burden. Tax rates should be lowered so 

that the tax cut will reduce revenue more than the 

recomposition of budget expenditure will increase it. The 

result will be a favorable fiscal impetus in the first year. 

Afterwards, the tax rates should be stabilized at a level lower 

than the prevailing one. The share of the public debt in GDP 
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should continue to decline and the total deficit will verge on 

zero in 2003. 

Monetary Policy 

1. Real interest rates should be lowered gradually to 4-5 

percent. This rate reflects the trend and not the rate at any 

given point in time, which may vary in response to changes 

in short-term conditions. 

2. The downward interest trajectory will lead to a higher rate of 

exchange-rate depreciation, allowing a real depreciation to 

occur. 

3. Practical measures should be taken to join a currency bloc. 

These steps will lend credence to the monetary policy and 

reduce the risk of an exchange-rate spike when the key 

lending rate is lowered. 

Tax-System and Capital-Market Reforms 

Vigorous implementation of the reforms described in Section 6 

below. 

National Infrastructure Reforms 

Reforms in the field of national infrastructures will enhance 

productivity and, thereby, create an impetus for sustainable 

economic growth. The reforms include the privatization of 

certain activities of public infrastructure companies in order to 

enhance competition. At the same time, extensive construction 

and expansion of infrastructures would help the economy climb 

out of its slump by stimulating domestic demand. 

Additional Measures and Constraints 

1. Maintenance of economic stability is a basic component in 

the resumption of GDP and productivity growth. The 

attributes of stability are: (a) low inflation and movement 

toward the inflation rates in other industrialized countries; 
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(b) passing and implementing the Government Budget 

Expenditure Ceiling Law, so that total government spending 

relative to GDP shall decline by 4.5 percent; and (c) keeping 

the fiscal deficit small and virtually eliminating it by 2003, 

thus assuring the continued decline of public debt as a share 

of GDP. 

2. Reducing the growth rate of government employment. To 

maintain stability while lowering the tax burden and 

investing more in infrastructure, it is necessary to pare 

current government expenditure. 

3. Reprioritization of items in the government budget in favor of 

growth-inducing measures – reducing unproductive outlays 

and providing more funding for productive ones, amidst an 

overall decrease in the share of government expenditure in 

GDP. The government should increase its procurements, i.e., 

obtain more services from the business sector, thereby 

enhancing productivity and attaining targets in these crucial 

fields. 

4. Improving the performance of the business sector. 

The government has an important role to play in this 

respect. The effect – an indirect one – should be 

attained by enhancement of competitiveness in 

various industries through privatization, 

liberalization, and a policy of exposure to overseas 

markets, including capital markets; improvement of 

allocation of human capital by vocational retraining 

and a policy of enhancing human capital and 

adjusting it to the economy’s needs; and increased 

funding for R&D and expansion of basic research. 

 

5. Expected Results and Achievements of the Plan 

The main results of the plan, as shown in Table 3 (see Appendix 

Tables 1-5 for full details), are: 
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1. Rapid recovery of economic activity. The recovery may be 

faster if a favorable turning point in the peace process 

improves the business environment by enhancing the growth 

of exports and investments. GDP of the business sector will 

increase at a rate approximating its potential in 2001 and at a 

faster pace in 2002 and 2003, thus eliminating the cumulative 

lag between actual and potential product. 

2. Decreasing unemployment-the unemployment rate will 

reverse direction in 2000. In subsequent years, the rate will 

decline steadily to 5.7 percent in 2003, lower than the 1990s 

rates and approximating full employment under Israel’s 

economic conditions. If the current trend is allowed to 

continue, the unemployment rate will stay at approximately 

its present level in 2000 and 2001 and will decrease 

afterwards by only one percentage point. 

3. The proposed economic plan will probably result in a 

somewhat higher inflation rate than that expected from the 

continuation of current trends. The proposed 2000 budget, 

which expresses the continuation of these trends, places 

inflation in the 4-5 percent range; the proposed economic 

plan estimates it at 6 percent. This forecast does not take 

account of significant externalities that may create an 

opportunity for further disinflation. 

4. The currency will depreciate in real terms relative to the trend 

in recent years. This will help boost exports and restrain 

imports. In 2000 and subsequent years, exports will grow 

more vigorously than other uses and, therefore, may be 

regarded as the economy’s growth locomotive. 

5. Improved profitability in tradable goods, occasioned by the 

real currency depreciation, will cause the balance-of-

payments deficit to contract. 

6. The national saving rate will stabilize as the private saving 

rate falls and the public saving rate rises. 

7. As the economic plan is carried out, the share of the 

public debt in GDP will decline steadily and move 
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toward the Maastricht standard. In 2003, the public 

debt will be 86 percent of GDP. 
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6. Tax-System and Capital-Market Reforms 

Tax and capital-market reforms are a major component of the 

proposed socioeconomic plan. The high tax rates in effect today 

depress yields on all types of assets, especially human capital, a 

key variable in improving productivity. It is important to boost 

productivity because of its crucial value in promoting 

sustainable growth at a rate that will lift the economy out of its 

slump. Other components of the reform are meant to help reduce 

social inequality. 

Examination of the tax system should focus on three main 

aspects and one secondary aspect. The main aspects are total 

taxation, implications for inequality in distribution of disposable 

income, and implications for economic inefficiency. The 

secondary aspect is the cost of collection. 

The size of the budget, the level of taxation, the implicit 

deficit, and ways of financing the deficit are the main 

macroeconomic variables that lie within the government’s 

control in making economic policy. The following principles 

will make it possible to reduce the tax burden-an important step 

in enhancing economic productivity and growth. 

Israel has one of the world’s highest rates of inequality in 

income distribution. As measured by the Gini index, only 

Ireland, Switzerland, and the United States among OECD 

countries have higher levels of inequality than Israel’s. The 

situation is similar with respect to other indicators, such as the 

income of the uppermost decile relative to the lowest decile and 

the income of the uppermost quintile relative to the lowest 

quintile. The tax system and transfer payments reduce this 

inequality perceptibly. The aim should be to improve equality 

both within the limited framework of income tax and National 

Insurance and within the total economy. 
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Income Tax and National Insurance 

The ceiling on National Insurance contributions should be 

abolished in order to eliminate the anomaly of a decrease in the 

marginal tax rate at the transition from medium to high income. 

An additional marginal tax bracket of 60 percent should be 

introduced for taxpayers in the five highest centiles. If this is 

done, the highest marginal tax rate in Israel will resemble that in 

several European countries. However, since wage gaps have 

also been increasing in recent years, there is good reason to 

consider establishing an additional, higher tax bracket for 

incomes in the uppermost thousandth.  

These proposals are not meant to increase the general tax 

burden. On the contrary: they will make it possible to ease the 

tax burden for most taxpayers except for those in the upper half 

of the uppermost decile. The plan stabilizes transfer payments to 

the public, as a share of GDP, and makes these payments more 

effective in reducing inequality in income distribution. 

Broadening the Tax Base 

Over the years, Israeli governments have reduced taxes for 

specific groups to give them an incentive or economic 

compensation. This method is inefficient and detrimental to 

economic well-being; it penalizes those excluded and 

encourages tax avoidance. In all, “tax benefits” add up to some 

NIS 20 billion per year. Of this total, it seems possible to 

eliminate NIS 4 billion – NIS 5 billion not only without harming 

the economy but also improving general well-being. 

Systemic Reform 

The overall effect of the changes proposed – broadening the tax 

base and adding tax brackets for the five uppermost centiles and 

the uppermost thousandth – will be a reduction in inequality in 

the distribution of disposable income and the economic 

distortions that the current tax rules have created. The reform 
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may be implemented in a way that increases tax collection and 

lowers the tax burden. Hence, a majority of taxpayers will pay 

less both in income tax and in other taxes. 

The proposed strategy is to spread out the tax brackets so that 

all taxpayers, except for those in the upper half of the uppermost 

decile, will pay at a lower marginal rate than they do today or, at 

the most, at the same rate. Additionally, priority should be given 

to reducing and eliminating regressive taxes, thereby making the 

entire system more progressive. As a second priority, one could 

deal with the most distortive taxes. As the reform is 

implemented, however, the efficiency of collection must be kept 

in mind. 

In view of the budget ceiling constraint, the ability to broaden 

the tax base will be the factor of the greatest impact on latitude 

in lowering income-tax rates and eliminating regressive taxes. 

Universal Filing of Tax Returns and Simplification of 

the Tax Formula  

The issue of having all residents file tax returns has been 

surfacing in and retreating from the public debate for years. This 

measure would make it possible to introduce income tests in 

various fields and improve the taxation of non-labor income. 

However, it has the drawbacks of the government expenditure 

that the system would entail and the cost to the economy and to 

individuals of the need to file. 

In its current structure, the tax formula is so complicated that 

the average taxpayer cannot fill out an annual return and must 

consult a tax advisor. The current plan proposes that thought be 

given to simplifying the tax formula – a matter of value in itself 

– and introducing universal filing gradually. 

 

The Inflationary Adjustments Law 

Two statutes – the Inflationary Adjustments Law and its 

predecessor, the Taxation under Inflationary Conditions Law – 

were passed in response to protracted inflation. The time has 
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come to repeal them and to revert to taxation of nominal 

income. Nominal computation is not only the world standard; it 

is easier for both taxpayers and tax collectors to use. It also 

contains an element of built-in flexibility. Finally, repealing the 

Inflationary Adjustments Law would be a step toward the 

elimination of various indexation practices. 

Capital Market and Banking Sector 

Reform in the capital market and banking sector is a crucial 

component of the growth resumption plan. In the course of this 

reform, it is proposed to carry out the package of changes 

recommended in the Brodet Commission report, focusing on 

taxation of savings and financial assets; regulation of pension, 

provident, and advanced-training funds; and enhancement of 

competition in the financial and banking sector. 

Taxation of Savings and Financial Assets 

The tax reform should include the following: savings for non-

retirement purposes should be taxed just as any other source of 

income. Tax benefits should be reserved for retirement saving 

only. Yields on all types of assets should be taxed at a final, 

uniform, and limited rate. The capital gains of controlling 

principals in public corporations should be taxed. 

Pension, Provident, and Advanced-Training Funds 

Earmarked bonds for new pension funds should be discontinued, 

thereby completing the gradual downscaling of the pension 

funds’ yield subsidy from the State budget. Contributions to 

pension funds on wages up to a stipulated level should be made 

compulsory. Concurrently, the pension component in National 

Insurance benefits should be increased. The possibility of 

keeping liquid funds in new provident and advanced-training 

funds should be eliminated. Interrelations in the management of 
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provident funds by banks should be regulated, especially in view 

of conflicts of interests. 

The Financial and Banking Sector 

Restrictions on investments by institutional investors should be 

lifted except to assure financial stability. Barriers that have 

prevented the emergence of a secondary mortgage market 

should be removed. Competition among banks and other capital-

market players should be stimulated by exposing the Israeli 

economy, including its capital market, to globalization with 

international capital markets, including a lowering of the 

entrance barriers that foreign banks face. The reform should also 

complete the regulation of control of holding companies that 

include a bank by principals who also control nonbanking 

companies. 

7. Implications for the Defense Budget 

Total Defense Consumption 

Defense expenditure consumes 10 percent of GDP and 7 percent 

of total resources. It should be the long-term goal to reduce the 

defense burden or to tilt it gradually toward conventional rates 

in other countries. However, within the time frame of the current 

discussion (up to 2003), an increase in defense consumption 

may be needed for three main reasons: (a) Israel’s order of 

forces was built mostly in the 1970s and 1980s and needs to be 

overhauled and adjusted for strategic threats that are developing 

in the region; (b) the volatile progress in regional peacemaking 

may be accompanied by instability and current-security 

problems; (c) in the aftermath of peacemaking arrangements, 

special redeployments and rearmament may become necessary. 

The proposed economic plan foresees a cumulative increase 

of 20 percent in GDP in 1999-2003. The target of easing the 

defense burden in the long term, combined with a practical 
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attitude that recognizes security needs, makes it possible to hold 

the cumulative increase in defense consumption to 12-15 

percent. 

Composition of Defense Expenditure 

Re-optimization may be pursued at two levels: between 

expenditure out of foreign-currency assistance sources and 

expenditure in domestic currency, and between rearmament and 

current outlays. In the first respect, the level of direct defense 

imports is dictated by the restraints of American defense 

assistance, whereas other defense outlays are derived from the 

local-currency budget restraints. This leads to a less-than-

optimal composition of expenditure; there is reason to believe 

that more “defense” could be purchased at a given level of 

spending were the use of American assistance funds not 

constrained. The goal should be to increase the share of 

American assistance that can be used without restrictions; to 

accomplish this, Israel should – if necessary – accept, perhaps at 

its own initiative, a formula stipulating the reduction of defense 

assistance over a period of years. 

To overhaul the order of forces within a reasonable period of 

time without elevating defense consumption unreasonably, 

economies in current spending must be made. To accomplish 

this, a new conception should be adopted of the line that 

separates “make” (needs met at home) from “buy” (procurement 

of goods and services from outside suppliers). 

 

The Domestic Military-Industrial Base 

The domestic military-industrial base develops and 

manufactures armaments of its own design and specific military 

equipment that have multiplier effects on the enhancement of 

the army’s strength. The government policy with respect to the 

defense industries should combine defense considerations with 

sound economic criteria. In accordance with this approach, a 

distinction should be made within the military-industrial base 
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between defense activities that are too important to forego even 

if they are too small to be profitable and activities on a scale that 

makes them sustainable under conventional economic business 

criteria. 

To assure the future of the military-industrial base, Israel 

should develop a privatization policy for its state-owned defense 

industries and implement it over the next few years. Such a 

policy should be based on gradual privatization (after the 

enterprises and activities are incorporated in subsidiaries), 

including a combination of selling shares to strategic investors 

along with issues to the public and to workers. The prior consent 

of labor should be achieved by providing a “safety net” for 

workers who fail to find jobs in the new structure. 
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Education System
*
 

Introduction and Summary 

We believe the education system in the coming decade should 

be based on several general principles: 

1. Assurance of equal access to the system’s resources for 

children from all social sectors. To accomplish this, 

affirmative action should be applied for children from weaker 

strata. 

2. Fostering a commitment on the part of the young generation 

to Israeli society as it renews its national life in view of our 

cultural heritage. 

3. Fostering cultural sensitivity and understanding of spiritual 

developments that typify the current era. 

4. Imparting command of basic skills with which young people 

may continue their studies at the post-primary level and, in a 

rising proportion, in higher education. 

The eleven paragraphs of recommendations in this paper fall 

into three groups: 

The first group includes recommendations concerning 

central-government policy measures that may not require budget 

allocations but may affect the performance, social status, and 

quality of the education system. This group includes 

Recommendations 1-3 and Recommendation 10. 

The second group focuses on resource allocations for 

measures that may narrow disparities in inputs for the various 

                                                      
*
 The education action plan and the recommendations in this document were 

elaborated by the CSPS education team, coordinated by Chaim Adler. The 

final paper was prepared by Chaim Adler and Nachum Blass. 
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sectors, in consideration of each sector’s different needs, in 

order to narrow gaps in scholastic achievements. 

Recommendations 5-7 belong to this group. 

The third group concentrates on resource allocations for 

pedagogical measures meant to enhance the educational process 

and the system’s outputs. At issue here are Recommendations 4, 

8, 9, and 11. 

We do not offer a yardstick for use in prioritizing the 

recommendations. However, to fulfill three of the 

recommendations – applying the State system to all children 

countrywide, paring the executive functions of the Ministry of 

Education, and aiming for a 50 percent rate of matriculation-

certificate eligibility among members of the relevant age group 

by the end of the incumbent government’s tenure – immediate 

decisions and preparations seem to be necessary. 

Recommendations 

1. A National Education Council should be established to 

discuss changes and innovations in the education system 

at the level of principle, before decisions are made, and to 

launch initiatives for changes and innovations after public 

debate. 

Israel has hardly any public debate on basic issues in the 

education system, a system in which almost every household 

countrywide has an interest. Such a debate – at all levels, from 

the Ministry of Education administration to municipal 

authorities to individual schools – is crucial for the continued 

sound development of Israeli society. Development of the 

education system is a basic prerequisite for our continued 

existence as a creative cultural entity and a democratically 

governed society that can compete in international markets, 

assure all citizens a high standard of living, and defend itself if 
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necessary. Therefore, an appropriate organizational framework 

that can assure and promote the existence of such a debate 

should be established and institutionalized. 

a. National Education Council 

For such a council to discuss the issues effectively, and for its 

debates to lead to the coalescence of policy recommendations 

and, over time, a multi-annual strategic plan for the development 

of the education system, several conditions should be assured: 

* The council’s existence should be anchored in a government 

resolution. 

* Its members should be appointed by the Prime Minister. 

* Its composition should accurately represent all social currents 

and sectors. 

* The council should have a small forum that will assure 

continuity in its discussions, collect relevant data for the 

debates, and tend to current management. 

Additional participants in the council, by the nature of things, 

should be representatives of parents, pupils, teachers’ 

organizations, school principals, the State Education 

Administration, municipal government, and academia (in 

education and other disciplines). 

b. Other Entities 

Once the National Education Council is up and running, 

arrangements for public debate in municipal authorities and 

education institutions should be encouraged to make sure that 

the Council’s discussions are enriched by the views of the public 

generally and of parents and pupils particularly. Debates over 

education issues, especially those in the National Council, 

should be given lavish coverage in the media, especially the 

electronic media. 

In view of the success of the various White House 

Conferences in the United States, there is reason to consider 



Socioeconomic Growth Plan 

 
 

196 

placing certain specific discussions of the Council under the 

patronage of the Prime Minister. 

2. The State school system should be expanded to cover all 

children in Israel on the basis of mutual willingness to 

recognize various sectors’ educational and ideological 

differences and singularities and on the basis of 

willingness to apply uniform and equal funding 

arrangements throughout the system. The individual 

sectors, for their part, should comply with the 

conventional terms of inspection of the quality of their 

educational personnel and should introduce a common 

core curriculum. We believe that a consensus on a 

common core curriculum, as a basis for the change 

proposed here, is attainable. 

The underlying premise of the Israeli statist point of view has 

been that it is the role of the state and its apparatus to create a 

common cultural infrastructure for the offspring of the 

multitudes of immigrants who reached Israel in its formative 

years. However, since the time statehood was achieved, Israel 

has acknowledged the need to give certain sectors a defined and 

limited extent of autonomy in organizational and educational-

content terms. An example of this is the State-Religious system. 

Over the years, additional sectors with their own particular 

cultural needs and requirements have taken shape in our society. 

We believe it proper to expand the autonomy given to the 

sectors that make up the State system today, on the one hand, 

and to incorporate other sectors into this framework that 

currently enjoy nearly total autonomy but fall outside the State 

education orbit, on the other hand. This is said with specific 

reference to expanding and institutionalizing the autonomy of 

the Arab system and to incorporating the Independent 

(Religious) system into the State system. 

To carry out this plan, two conditions must be assured: 
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First, all school systems should have a shared core 

curriculum, beyond which they may be autonomous in 

choosing the subjects and contents of study. 

Second, all schools should comply with basic rules in various 

respects, such as quality of teaching staff and safety and hygiene 

in school buildings, to name only two. 

Formulating the core curriculum should be one of the first 

items on the agenda of the National Education Council. In our 

opinion, the core curriculum should include segments on the 

particular cultural heritage of each national group that lives in 

Israel and on civics (which should be expanded to include 

education in peace, self-expression, and listening). 

3. The executive functions of the Ministry of Education and 

Culture should be downscaled and handed over to 

municipal authorities and schools. Concurrently, the 

functions of the ministry in policymaking, implementing 

the core curriculum, inspecting standards and policy 

implementation, providing pedagogical guidance and 

steering services, funding the system, and controlling use 

of funding sources should be strengthened. 

The centralized structure of the education system originated 

in Israel’s formative period, as mass (Jewish) immigration 

doubled the country’s population during the first three years of 

statehood. The Ministry of Education and Culture was perceived 

as a major player in shaping the character of the groups of 

immigrants (many of whom were displaced persons) in 

educational and schooling terms. Fifty years later, as defined 

cultural groups have emerged and the executive abilities and 

strength of municipal authorities have improved (at least in 

many cases), the organizational system should be adapted to the 

new conditions. 
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In the past few years, some municipal authorities have been 

pressing for a larger role in shaping and developing the 

education system in their areas of jurisdiction and for greater 

involvement in relations with parents, who are also taking more 

interest in the education system. Shifting some powers in 

managing and developing the education system to municipal 

authorities might make the system more accountable, since in 

such a case some decision-makers would be elected by the 

public. This changeover should be implemented gradually, in 

view of carefully defined criteria of readiness. 

On another level, the possibility of autonomous management 

of schools is being debated and planning efforts to achieve it are 

being made. Notably, in many post-primary schools principals 

and teaching faculty have extensive management powers. Thus, 

the proposed change pertains more to the primary level and to 

self-standing junior-high schools. Importantly, as long as 

functions such as selecting, hiring, and firing teachers; overall 

management of the school budget and the teaching payroll; or 

planning teachers’ in-service training belong to the purview of 

the Ministry of Education, the autonomization of schools and 

principals will remain of limited significance. 

4. In the next few years, a major effort should be made to 

improve scholastic achievements countrywide. The 

concrete manifestation of this effort should be that the 

share of pupils eligible for matriculation certificates 

among the relevant age group should climb to 50 percent 

in four years. 

Israel today is characterized by a sense of dissatisfaction with 

the scholastic and educational achievements of its education 

system. Many observers point out that the system’s 

achievements fall short of those of education systems in the 

countries to which Israel wishes to be compared. The 

disapprobation pertains to the level and quality of knowledge 
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that pupils attain at the various levels of schooling, the schools’ 

ability to assure their clients an appropriate social climate and a 

safe and supportive environment, and the quality of the internal 

value infrastructure that youngsters take with them when they 

finish their schooling. To confront these challenges, the 

education system must take vigorous action in each of the fields 

mentioned. 

In March 1994, in one of the few government discussions 

that have taken place on education, the Ministry of Education 

and Culture administration presented a plan – “The Government 

Believes in Education” – in which the proportion of 

matriculation-certificate eligibles in the relevant age group was 

to rise to 44 percent by 1997. At present (1999), the proportion 

of eligibles is only 39 percent. Therefore, as stated, we 

recommend aiming for a 50 percent rate of matriculation-

certificate eligibility at the end of four years. To attain this 

target, the effort should focus on groups of pupils who are 

missing one or two examinations to qualify. 

The past decade was typified by a quest for a matriculation 

arrangement that, on the one hand, would save the examinations 

from abolition and sustain their role in setting standards of 

schooling and culture for young Israelis, and, on the other hand, 

would lessen their detrimental effect on the educational process 

at the post-primary level and ease pressure on the student 

population. The return to a format of eight matriculation exams 

(or, in the State-Religious system, nine), as the Ministry of 

Education administration has recently decided, was a regressive 

step on the ministry’s part. Furthermore, in an issue as important 

as the matriculation exams – an institution that leaves its imprint 

on the scholastic environment at the senior-high, and, to some 

extent, the junior-high level – the system should not be jolted 

every few years by hasty decisions that disregard the 
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conclusions and recommendations of expert committees that 

were established by the Ministry of Education itself. 

Without obscuring the importance of improving the 

scholastic achievements of Israeli pupils, it is proper to remark 

that the efforts being made to provide them with social and 

affective education, especially at the junior- and senior-high 

levels, are failing to meet the needs of young people and of 

society and fall seriously short of educational efforts in these 

fields in Western countries. If we want the educational process 

of our youth to help bridge social gaps and schisms and to build 

a civil society grounded in ethics, respect for persons of 

difference, and democratic life and governance, as opposed to a 

rising tide of violence, then we must invest time, financial 

resources, and emphasis in the process of training teachers, both 

before they begin their careers and in in-service settings. 

5. Action to narrow scholastic-achievement disparities    

among population groups should continue. 

The system should stop tracking underachieving pupils in 

separate groups or classes for their “fostering and 

advancement.” Cumulative educational experience shows that 

youngsters who are classified and sorted into classes of 

underachievers rarely return to the mainstream of the education 

system, no matter how good the intentions are. Instead of 

tracking, educational methods should be adopted that emphasize 

high and challenging goals and provide pupils who encounter 

difficulties with personal guidance, reinforcement of basic 

scholastic skills, and pre-emption (teaching of a study unit, 

subject, or skill before the underachiever experiences failure). 

Furthermore, all afternoon programs based on personal 

tutoring in small and nonformal extramural settings should be 

encouraged and developed. The possibility of reassigning a large 

portion of the Long School Day budgets to these programs 

should be considered. 



Education System                                                                             

 
 
 

201 

As for narrowing scholastic gaps, junior-high schools seem to 

be the context most in need of planning attention and special 

pedagogical efforts. The policy line stipulated by the Ministry of 

Education in the past few years – six years of post-primary 

schooling – should be adopted by all institutions (or all 

municipal authorities) that offer junior-high education in a 

separate school. The presumed characteristics of this structure 

are efforts to keep students from dropping out (and to refrain 

from de facto expulsion of students) and a comprehensive 

approach. To prevent dropping out (or to minimize its extent), 

the administration of the post-primary school must be able to 

respond to individual needs of youngsters (including adolescents 

who experience personal, family, or other distress), to uneven 

paces of personal development, or to the particular interests of 

certain pupils. The comprehensive approach makes it necessary 

to cope with socially and intellectually heterogeneous classes, 

for example, by developing scholastic curricula and programs of 

study that are not necessarily academic, and under no 

circumstances by partitioning classes into segregated 

homogeneous groups. 

6. Action to revise the method of budgeting the education 

system should continue. We recommend the adoption of a 

per-pupil standard that takes account of pupils’ 

socioeconomic background and indicators of the school 

instead of the current per-class or per-subject standard. 

Although the acute need to narrow disparities by means of 

affirmative action for disadvantaged groups has been 

acknowledged, the total budget directly earmarked for this 

purpose is minimal – only NIS 600 million, 4 percent of the total 

Ministry of Education and Culture budget, in 1996, and, in our 

estimation, less than that in 1999. Today, none of the various 



Socioeconomic Growth Plan 

 
 

202 

budgeting methods used by the education system reflects 

affirmative action for socioeconomically weak pupils.
1
 

The “per-pupil standard” method proposed here is based on 

transferring most resources for hours of study – at least 90 

percent – to schools in accordance with the per-pupil standard. 

Schools with disadvantaged pupils would be entitled to 

preferential budget treatment that may climb to 100 percent. The 

allocation should be differential and may include more than one-

third of pupils in Israel. An important principle to uphold in the 

plan is that pupils would be identified not by name but in 

accordance with the school’s score on the “disadvangement 

index.” 

In any event, each class should be provided with the 

minimum number of hours needed to assure sound education. 

One may refine the system further by taking into account the 

school’s scholastic and educational achievements and various 

attributes of localities and neighborhoods. 

Practically speaking, there is no need to increase the budget 

to carry out this recommendation; one may implement it by 

shifting budgets among population groups. However, a step of 

such administrative and budgetary significance cannot be taken 

without “bridging” budgets that will compensate schools as the 

transition is being made. Budgets for monitoring and control of 

implementation will also be needed. The proposed change will 

assure a more equitable distribution of any extra funding that the 

education system is given. 

                                                      
1
  The primary level uses a per-class standard. At junior high, budgeting is 

based on a uniform per-pupil standard, with supplements by means of a 

“disadvantagement basket.” At the senior-high-level, a per-pupil standard 

is used with variations corresponding to the curricular program each pupil 

attends. The budgeting methods in pre-kindergarten and universities are 

also based on particularistic principles. 
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7. Total budgets for the Arab, Bedouin, and Druze sector 

should be aligned with those of the Jewish sector (in terms 

of teaching hours and in sheqel terms). Investments 

should be made in these sectors to develop educational 

personnel, upgrade and expand schools where necessary, 

and equip schools with computers. 

The purpose of this recommendation is to stress the provision 

in Recommendation 4 concerning success rates on matriculation 

exams and that in Recommendation 5 concerning narrowing 

educational disparities, in view of wide gaps between the Jewish 

and the Arab sectors in both outputs and inputs. We must note 

that this recommendation is made for one purpose only: to urge 

the government to implement the recommendations of various 

committees that have been established in this matter, 

recommendations already approved by preceding governments 

(various five-year plans and the Ben-Peretz committee, to give 

only two examples). It hardly seems necessary to speak at length 

about this intolerable situation: a democratic country in which 

inputs for the education of minorities are scantier than those 

invested in educating members of the majority. It stands to 

reason that equalizing inputs would also significantly narrow the 

disparities in scholastic results and achievements. 

Some of the process of equalizing resource allocations 

between the Jewish and the Arab sectors should be manifested 

in a markedly disproportionate share, in favor of the Arab 

sector relative to its share in the population, in funding for new 

education laws such as the Special Education Law, the Long 

School Day Law, and implementation of the Compulsory 

Education Law for the age 3-4 cohort. 

If the previous recommendation on revising the budgeting 

methods is adopted, most of the cost of the current 

recommendation (equalizing allocations for education in the 
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Arab sector with those of the Jewish sector) would be absorbed 

in the cost of budgeting by the “per-pupil standard.” Beyond 

that, extra resources ought to be allocated to close gaps in 

building and related services such as psychologists and truant 

officers. 

A dialogue should be held with educators in these sectors in 

order to make decisions on fostering and advancement of their 

children. Another issue to resolve is the wish among some 

members of minority groups to enroll their children in Jewish 

schools and to assure their distinct religious, cultural, and 

national identity by other means (family and other). This is 

probably another example of an issue that deserves 

thoroughgoing public debate, as proposed in the first part of this 

paper. 

 

8.  Improve the quality of education personnel 

Teachers bear the brunt of the education burden. Their quality, 

professionalism, devotion, and pride are the infrastructure on 

which the entire education system rests. Consequently, an effort 

should be made to attain three interlocking goals: 

* Improve teachers’ professional quality. 

* Improve teachers’ working conditions and wages. 

* Improve the status of the teaching profession in Israel. 

The underlying assumption is that the fulfillment of these 

goals will help improve the achievements of the education 

system at all levels. The way to attain the goals is by 

transforming the teaching profession into a sought-after and 

desired vocation, in which applicants outnumber vacancies and 

come from the finest graduates of secondary schools. To achieve 

this, ways should be sought to raise the admission threshold to 

the teaching profession, create additional earning opportunities 

in it, establish additional paths of promotion, strengthen 

processes of professionalization, and create working and 
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remuneration conditions that will encourage and foster 

excellence in teaching work. 

The proposed change is made up of three complementary 

components: 

First, the teaching position should be restructured so that, as a 

norm, teachers would stay in school throughout the normal work 

day (typical of other occupations in the economy) and, during 

these hours, perform all aspects of the job: teaching, preparing 

lessons, correcting tests, reading pupils’ assignments, 

participating in in-service activities and reading professional 

literature, meeting with parents, pupils, and colleagues, and 

special duties. Needless to say, this redefinition of the teacher’s 

job should be accompanied by a change in calculating his/her 

wages. The significance of the proposed change is a redefinition 

of the basis of the teacher’s job from the number of hours spent 

in class to the number of hours spent, and worked, at school. 

Admittedly, a developing economy such as Israel’s presents 

talented and well educated graduates of secondary schools with 

many opportunities. If in the past women who fit this description 

turned to teaching and education as one of their few professional 

opportunities, today women can take up medicine, law, business 

administration, entrepreneurship, and communications, to give 

only a few examples. If we intend to improve the quality of our 

children’s education, we must inspire many talented and well 

schooled young people to seek teaching and education jobs. To 

succeed in this effort, inter alia, the wage terms in teaching 

should be competitive with those in some other liberal 

professions. 

Second, to bring about the structural change, teachers should 

be offered a set of benefits and incentives that will motivate 

them to increase their workloads. 
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 Third, in tandem with the foregoing measures, there should 

be an aim to improve teachers’ training processes and create a 

better-equipped and more thorough in-service training system. 

We propose that a committee of experts, including 

representatives of teachers’ organizations, present the 

government with a detailed proposal in this matter by May 2000. 

 

9. Large classes at two levels – junior-high and the lower 

elementary grades (1 and 2) – should be downsized over 

the next four years, to a maximum of thirty-nine in the 

next two years and to thirty-eight two years later.  

We believe that after having guaranteed education from 

earliest childhood up to age eighteen for all Israeli children, we 

must take action to downsize the units, especially the very large 

ones, in which studies take place. Most studies that show no 

correspondence between class size and scholastic achievements 

were conducted in Western countries where small classes are the 

norm. In Israel, in contrast, a class is not divided until its size 

reaches forty! 

For the past two decades or so, the largest classes in the 

system (on average) have been found at the junior-high-level. In 

1996/97, for example, the average class size was 26.4 in Jewish 

primary schools, 27.7 in post-primary schools, and 30.4 at the 

junior-high-level. The corresponding figures in the Arab system, 

on average, were 30.3, 30.6, and 34.0, respectively. The fact that 

junior-high classes are 10-15 percent larger, on average, than 

primary classes exacerbates the hardships of the transition from 

the sheltered primary school to the first stage of post-primary 

education. This reality underlies our recommendation to 

downsize large classes at the junior-high level. 

Our recommendation to reduce class size in first and second 

grades is based on the perception that the basic skills that are so 

important for the pupils’ future in the education system are 
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imparted at this phase, at which the pupils, due to their age, still 

need a great deal of personal attention. Comparative studies also 

show that reducing large classes is most effective in the early 

primary grades. An examination by the CSPS found that such a 

reduction in grades 1 and 2 would require at least 200 new 

classes (about 100 each year). Lowering the average to thirty-

five pupils per class would make nearly 600 new classes 

necessary. Presumably, the figures for the junior-high-level are 

similar. The cost of opening a new class in terms of teaching 

only is NIS 160,000 at the primary level and NIS 250,000 at the 

junior-high level. 

The question of school size deserves thought. Some Israeli 

schools have thousands of pupils, and no one seems to dispute 

the educational damage caused by such large settings. Recently, 

much has been said about violence among youth and in schools. 

The alienation that is typical of very large schools, the isolation 

that besets many of their students, and the lack of intimacy in 

teacher-student and, evidently, student-student relations are 

seriously detrimental to the education and learning process. 

Thus, action should be taken to reduce the size of these schools 

and to prevent others from attaining such magnitudes. 

Although large schools have an advantage in the range of 

subjects and the scholastic resources they can offer students, this 

advantage can be realized without placing the entire student 

body in one building or on a congested campus. One can divide 

large schools into semi-autonomous subunits and mitigate the 

harmful effects of alienation and, perhaps, violence that flow 

from the size factor (in what the British call “houses”). Thus one 

may continue to utilize the large enrollment to diversify 

curricula and respond to the students’ growing and diverse needs 

while creating smaller school units or relatively small “houses” 

within a large school campus. 
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 10. Education services offered to Diaspora communities 

should be tailored to the cultural norms and order in the 

Diaspora countries, especially in terms of Jewish life. 

Therefore, action should be taken to avoid presenting our 

old-new culture mainly by educators who derive all or 

most of their inspiration from, and base all or most of 

their educational work on, the Orthodox religious 

tradition and heritage. 

The increasing involvement of the Israeli education system in 

Jewish life – and especially in Jewish education – in the 

Diaspora is a welcome development and, possibly, one of the 

most pronounced manifestations of Israel’s raison d’être. It is 

surely a good basis for the fostering of dialogue between young 

Israelis and educated young Jews worldwide. The modern State 

of Israel and the new Hebrew culture that has developed here, 

amidst an industrial and democratic culture, undoubtedly project 

a new Jewish message of relevance in the lives of many 

Diaspora communities.  

However, the Israel-Diaspora relationship should be 

grounded – definitely in the sensitive domain of educating the 

young generation – in mutual respect and acknowledgment of 

the right of Diaspora communities to build their lives by and for 

themselves and to develop their special patterns of Jewishness. 

The paternalistic attitude that once typified the activities of 

Palestinian/Israeli educators and emissaries for Diaspora pupils 

and young people is no longer accepted and is detrimental to the 

intent of shaping a genuine dialogue. It is especially important to 

emphasize the insensitivity of a large share of the Israeli 

educators who operate in Diaspora communities (most of which 

are non-Orthodox) and strive to instill a way and style of life 

that is alien to them. 
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11. We recommend giving matriculation-certificate eligibles 

greater access to ongoing studies in institutes of higher 

education. The screening processes in the transition to 

higher-education institutes should be eased and students 

in need should be offered long-term loans to cover tuition 

and (modest) living expenses. 

In the past decade, the higher education system has expanded 

and its enrollment has grown impressively. Higher education has 

become the cutting edge of the education system, meaning that a 

rising proportion of adults will need an academic degree (or, at 

the very least, post-secondary schooling) to make a respectable 

living and lessen the danger of becoming unemployed. Israel’s 

sophisticated economy will be based on a growing share of 

workers with higher (or, at the very least, post-secondary) 

education. Presumably, most children of affluent groups who are 

capable of advancing to higher studies are doing so. This means 

that action should be taken to eliminate or minimize the barriers 

that greet young people in weaker social strata who wish to 

acquire an academic degree or attend a post-secondary 

institution. Needless to say, this broadening of access to higher 

studies should not prejudice the high quality of academic 

research institutes and the high standards of higher-education 

institutions. 

As stated, the recommendation is to create a loan system in 

which payback begins when the graduates start their regular 

professional work and follows a schedule tailored to their 

income. As for higher-education tuition, it is important to state 

that abolishing it outright would lessen the burden mainly for 

the population group from which students have been coming to 

begin with. It is true that such a measure would enable more 

disadvantaged young people to enroll in higher studies but this 

remedy (like most sweeping corrective and facilitating measures 
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in these fields) would probably also widen disparities among 

sectors and strata. 

Notably, there seems to be no correspondence between the 

soaring demand for higher education and the availability of 

places in institutions accredited by the Council for Higher 

Education. This has led to an unprecedented efflorescence of 

private institutions and extensions of foreign universities. In the 

1980s, this disequilibrium was manifested mainly at the 

transition from high school to the first year of higher studies, but 

in the 1990s, with the proliferation of colleges that award 

undergraduate degrees, it has been reflected chiefly in the 

demand for a master’s degree. Since most of the local extensions 

of foreign universities demand less scholastic effort for their 

degrees than Israeli institutions normally require, they may 

impair the quality of the professions in which they provide 

training. 

The situation at hand is an example of an issue of the highest 

national importance that deserves a systematic and thorough 

public debate. What the future holds in store, apparently, is an 

array of institutions of various kinds that have different 

admission thresholds and enable their best graduates to advance 

to “superior” institutions for higher degrees. 
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Health Services
*
 

Survey findings indicate that Israelis are satisfied with the health 

services provided by the health system. Various indicators of the 

health status of Israelis are also satisfactory, from an overall 

point of view. However, various elements in the Israeli health 

system need improvement. It was on these elements that the 

CSPS health team focused its work. 

One of the goals of the State Health Insurance Law, 

implemented in 1995, was to lead the health funds to financial 

stability and economic strength. Another goal was to create an 

inclusive and comprehensive package of services – including 

components that the health funds had not offered before the law 

was enacted – to which all residents would be entitled. Has the 

law attained these goals? Not yet. Most of the recommendations 

of the CSPS health team wish to make progress toward these 

goals. The recommendations also explain the main reasons for 

the non-attainment of these important goals thus far. 

The State Health Insurance Law hardly deals with the 

inpatient segment of the health system. The law makes no 

mention of hospitals at all. Accordingly, many of the CSPS 

health team’s efforts and recommendations pertain to this part of 

the health system, that of the hospitals. Additionally, Israel’s 

public-health system excludes dental care and long-term 

inpatient care for the elderly – services that are considered 

essential components of a sound public-health system in many 

countries that Israel wishes to resemble. Another problematic 

                                                      
*
 The health-services plan includes the recommendations of the CSPS health 

team, chaired by Arie Shirom, who prepared the final version of this paper. 
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link in the health system is mental-health services, for which 

delivery to citizens is still entrusted to the Ministry of Health. 

A more general aspect of the health system that commanded 

the attention of the CSPS team was the process of amending the 

State Health Insurance Law. In the past few years, most 

amendments to this law were made by means of the Economic 

Arrangements Law, which the Knesset passes along with the 

budget bill. This process has obvious negative implications. 

1. Rules for Adjustment of the Funding of the  
   Health System 

Funding of the public-health system should be based on an 

annual adjustment mechanism that accurately reflects the 

array of health services that the health funds provide. The 

State Health Insurance Law was supposed to stabilize the 

funding of the health system, but since it was implemented 

the health funds have run up large deficits that have been 

covered only partly by recovery plans or balancing 

arrangements concluded each year between the funds and 

the Finance Ministry. It is widely agreed that the instability 

in sources of funding has led, and will lead, to financial 

crises in the public-health system. Accordingly, a mechanism 

to keep the system’s finances in balance is urgently needed. 

The negative cash flow in 1996, 1997, and 1998 traces to 

factors on both the expenditure and the revenue sides of the 

health funds’ balance sheets. It transpires that the process of 

erosion – in per-member terms – is built into the mechanism 

used to adjust funding under the law. Two main factors 

contribute to this erosion: 

One is the absence of a mechanism to adjust total resources to 

reflect population increase, population aging, and new 

technological developments that have been tested for 

effectiveness and applicability and approved for use. The State 

Health Insurance Law allows the ministers of Finance and 

Health to adjust the cost of services insured by the health funds 
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to reflect demographic changes. In fact, the adjustment has not 

been complete. Adjustments of the service package to reflect 

new technologies are still not based on a decision-making 

process that is multi-annual, transparent to the public, and rooted 

in medical, social, and economic considerations. 

The second factor is the mechanism used to adjust the 

framework of resources (the cost of the insured services). In 

1995, the first year of National Health Insurance, the cost of 

insured services was set on the basis of the health funds’ actual 

expenses in 1994, plus funding for technological improvements 

and growth of the insured population, less a deduction to force 

the funds to make efficiencies. Since then, the adjustment 

mechanism has been eroding the package of insured services 

deliberately, since the actual components of the health funds’ 

inputs are very different from those of the cost-of-health index 

as defined in an appendix to the law. The resulting disparity, to 

the disadvantage of the health funds, focuses mainly on the 

omission of the per-day rate for inpatient care in the cost-of-

health index, even though this item accounts for one-third of the 

outlays of Clalit Health Services, for example. Consequently, 

real resources available to health-fund members, in per-capita 

terms, have been eroding by more than 3 percent per year. 
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2.  Regressive Funding of Health System: Charging  
     for Physician Visits 

The charge for physician visits should be abolished and 

replaced with a more progressive source of funding. It is a 

matter of consensus among experts in health economics and 

health-service management that this fee, introduced in 1999, 

is an inefficient, unjust (regressive) tax that is detrimental to 

the population’s health. 

Several alternatives may be considered: raising the health 

tax that all residents pay, restoring the “parallel tax” paid 

by employers (a measure that has other salutary rationales), 

or allowing the health funds to charge their members a 

complementary tax. 

The health funds began to charge this fee after a legislative 

change in 1998 (included in the Economic Arrangements Law 

for Fiscal Year 1998) allowed them to do so. The arguments 

against this kind of health-system funding are well known in the 

world literature. Primary physicians should engage in preventive 

health services, including prevention of chronic illnesses such as 

heart disease, and preventive care for the chronically ill, such as 

hypertensives and diabetics. Such physicians are expected, 

among other things, to encourage people in high-risk groups to 

visit them for checkups. When a fee is charged for visiting 

doctors, including primary physicians, this goal in community 

primary medicine cannot be attained. Those liable to the fee are 

the ill, who usually lose income because of their illness. The 

incidence of payment is higher in low income deciles than in 

high deciles, because low-income earners are in poorer health. 

Because the fee is collected at the time the service is rendered, it 

may deter poor consumers, of all people, from visiting their 

doctors when they should, including visits that may obviate the 

need for expensive inpatient care later on. 

Advocates of co-payments for health services rest their case 

on the findings of studies conducted in the United States. 
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According to these studies, co-payments restrain health 

expenditure with no proven adverse effect on the health of those 

charged. However, since the research population in these studies 

excludes the elderly and the poor – the main consumers of 

health services – one cannot automatically apply these findings 

to the Israeli case. In Israel, it also transpires that the fee has an 

ethnic aspect, since Israelis of Asian-African origin visit their 

doctors more frequently than others do. 

The Economic Arrangements Law allowed the health funds 

to set the level of the fee; some funds (including the largest, 

Clalit Health Services) chose to waive the charge for visits to 

primary physicians in its clinics. The fee is also very expensive 

to collect, especially since the law created various exemptions, 

including a maximum family outlay per quarter. 

Several alternatives ways to fund the health system may be 

considered; they include restoring the “parallel tax” charged to 

employers and allowing the funds to charge a monthly fee up to 

a certain limit, without allowing them to discriminate in 

choosing whom to insure. 

3. Inclusion of Dental-Health Services in National  
    Health Insurance 

National Health Insurance should be expanded to cover 

dental-health services for adolescents up to age eighteen and 

preventive care. The market mechanism, by making dental-

health services both expensive and poor and problematic in 

terms of results by Western European standards, has failed 

in the Israeli case. Studies on dental health services in Israel 

have identified this field as one of the most problematic. 

The Israeli way of providing dental-health services is a “real-

life experiment” of sorts, conducted following a decision 

(perhaps unwitting) by Israeli governments. The point of the 

experiment is to see what will happen in an important field of 

health services when it is entrusted to market mechanisms. 

Throughout Israel’s fifty years of statehood (and previously), 
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dental-health services have been based on competitive free-

market principles, with rather minimal involvement and 

regulation by the Ministry of Health. The State Health Insurance 

Law, adopted in 1995, left this state of affairs unchanged. With 

the exception of preventive dental checkups for children, dental 

services are not covered by National Health Insurance. 

This strategic decision by Israeli governments has generated 

a very significant flow of resources to dental medicine, mainly 

from citizens’ pockets. This is reflected, among other things, in 

a high proportion of dentists in the population, a rather large 

share of national health expenditure for dental care, and higher 

costs of dental care in Israel than in other developed countries. 

Various approaches in assessing the efficacy of health 

services rank Israel’s dental-health services among the worst in 

the West by almost every criterion – even relative to the United 

States, where dental services are also private. This is because 

Israel’s dental health services focus overwhelmingly on 

treatment and hardly at all on prevention. Even in fluoridation of 

drinking water, only part of the country is served. 

4. Inclusion of Geriatric Inpatient Services in  
    National Health Insurance 

Compulsory insurance for long-term inpatient care should 

be built into the State Health Insurance Law. This 

recommendation rests on two value considerations – social 

solidarity and the Jewish tradition of treating the elderly 

with dignity – and on considerations of reducing national 

health expenditure. The inclusion of these services should be 

financed by a small increase in the health tax that every 

citizen pays and/or by raising the “parallel tax” that 

employers will have to pay for their employees. Although 

this measure would increase public funding of the health 

system, including that administered through the State 

budget, it would reduce total national health expenditure.  

(See separate chapter below.) 
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5. Mental Health 

A decision should be made, as promptly as possible, to 

implement the reform in mental health services that has 

been on the drawing board for the past four years. In this 

reform, responsibility for providing mental-health services, 

including inpatient care, would be assigned to the health 

funds. This decision should include an appropriate 

allocation of resources for an infrastructure of community 

alternatives to inpatient care. 

The relevant rationales in this matter, as in the previously 

discussed case of long-term inpatient services, are related to 

continuity of care, shifting the focal point of services from 

hospitals to the community, and a holistic view of the health 

needs of health-service consumers. Each year, approximately 

4,000 Israelis are committed to psychiatric hospitals. Most are 

released within less than a year. Many of those discharged have 

no appropriate opportunities for rehabilitation in the community. 

The Ministry of Health continues to fund inpatient care for 

many hundreds of psychiatric patients who do not need this kind 

of care, mainly because no appropriate community setting for 

them is available. These figures, included in the State 

Comptroller’s report for 1998, show how urgent it is to provide 

funding for community alternatives to the hospitalization of the 

mentally ill, at the responsibility of the health funds. The 

aforementioned State Comptroller’s Report depicted the current 

situation in the field of mental-health services as a moral and 

professional failure. 

A CSPS position paper on the mental-health services stressed 

that although a majority of Israel’s 36,000 mentally ill citizens 

reside in the community, only several thousand receive 

rehabilitative and preventive care from associations such as 

Enosh, Hitmodedut, and Benafshenu. We present this 

recommendation in the context of a comprehensive reform in the 

mental-health services that the Health Ministry has been 

planning for the past five years. 
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6. How the Hospitals Are Organized: the Future of  
    Incorporation 

The process of incorporating hospitals owned by the 

government and Clalit Health Services should be completed 

in accordance with one of the alternatives recommended in a 

CSPS position paper on this topic. This would create an 

internal market of sorts in the hospital system and absolve 

the Ministry of Health from the burden of macro-managing 

dozens of hospitals. After this change, the Ministry of Health 

would focus on its ministerial duties, including policymaking 

in the field of health, regulation of agencies in the system 

(health funds and hospitals), and setting rules for their 

behavior. 

The issue of incorporating the government and Clalit Health 

Services hospitals is still part of Israel’s health policymaking 

agenda. 

A 1997 position paper by the CSPS reviewed the actions 

taken to incorporate the government hospitals, explained why 

this process has failed, and offered alternatives for continued 

action: continuing and completing the “creeping incorporation” 

process, establishing a central authority for inpatient care, and 

creating a hospital authority in which all hospitals would be 

given quasi-corporate status. The position paper examined the 

current situation and found it highly problematic, the creeping 

incorporation moving ahead with no determination of clear 

phases of progress and, more important, with no setting of goals 

and clear rules of conduct for government hospitals in the midst 

of this incremental process. An example is the development and 

diffusion of private medical-care arrangements within 

government hospitals. 

The rules of conduct (or “ground rules”) to be established 

should include a new method of remunerating the hospitals. The 

current method is based on a daily hospitalization rate and a 

predetermined schedule for some thirty inpatient activities. 

Among the severe side-effects of this method (described in the 
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position paper), one may mention the development of specialist 

medical practices in hospital outpatient clinics. This results in 

serious redundancies in a secondary-medicine service that is 

developing concurrently in the community. 

The rules should also be tailored to the nature and substance 

of competition among hospitals. World literature shows that this 

competition often coincides with the development of 

“profitable” inpatient services, such as various kinds of private 

medical care. A CSPS position paper in 1996 dealt with the 

adverse effects of private medical services in public hospitals. It 

seems that the marketing behavior of public hospitals that 

introduced institutionalized private medical service led to the 

development of those services that were profitable and not 

necessarily to those of importance to the public’s health. As a 

result, national health expenditure increased. The 1996 position 

paper also documented the way that hospitals that introduced 

these services, especially public hospitals in Jerusalem, 

developed a stratum of medical services for the wealthy. 

7. Public Debate over Changes of Principle in  
    Legislation Pertaining to Health Services 

Changes of principle in legislation pertaining to health 

services should be debated by the relevant public entities, 

with the participation of major players in the health system, 

as part of the ordinary legislative process. No additional 

legislative changes – of principle or of substance – should be 

made by means of the Economic Arrangements Law that is 

attached to each year’s budget bill. In the past few years, the 

Arrangements Law has become a legislative tool that 

modifies the principles of various statutes, including 

legislation as fundamental and basic as the State Health 

Insurance Law. The result is legislation without appropriate 

public debate and participation of representatives of 

important players in the health system. 
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Governmental measures of principle in making health policy, 

including proposed legislative amendments that modify the 

health services in substantive ways, should be discussed in their 

various aspects by entities such as the Health Council. The 

current “policymaking” method invites the government to make 

decisions on legislative programs without thorough examination 

and verification of their implications for national health 

spending and equitable apportionment of health-system 

resources among the citizens. The 1998 Arrangements Law, for 

example, proposed to recognize for-profit health funds and to 

make the list of insured health services less definitive by 

allowing each fund to modify it. (This provision of the bill did 

not pass.) Another example is the elimination of the “parallel 

tax” (paid by employers) by means of the 1997 Arrangements 

Law, even though it had been an important component in health-

system funding since 1974. 

The lack of debate by and accountability to the public 

concerning the significance of decisions are also blatantly 

evident in policy changes made jointly by the ministries of 

Finance and Health. The decision to add thousands of beds in 

general hospitals, under which 300 beds were added to such 

hospitals in 1998 – all in government-owned facilities – is a very 

conspicuous example. This costly decision affecting the total 

budget for public health services, and experts, representatives of 

the health funds, and representatives of health-service 

consumers were not invited to participate in making it. 
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8. Compulsory Health Insurance for Foreign   
    Workers by Employers 

All employers of foreign workers, legal or illegal, should be 

required by law to cover them with health insurance that 

includes their families. Today, illegal foreign workers have 

no health coverage whatsoever. Irrespective of the diverse 

estimates of their numbers, it is clear that when they become 

ill or have an accident, these workers are treated by the 

health system, e.g., in emergency rooms of general hospitals. 

This makes them a burden on the public health system – a 

burden for which there is no budget coverage. 

The foreign workers’ living and working conditions – 

including overcrowded and rundown housing and exposure to 

relatively high levels of crime – have made them into a group at 

high risk of illness and accidents. Legal foreign workers have 

partial health insurance that rarely covers accidents, maternal 

and neo-natal services, and inoculations for family members. 

The recommendation is to require employers of foreign workers, 

by law, to provide them with full health insurance or to be fully 

liable for the costs of such health services as the workers may 

need. This obligation would also reflect the true cost of foreign 

workers to the national economy in employers’ expenses for this 

labor. 
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Long-Term Care Services
*
 

Background 

The subject of long-term (nursing) care, although of major 

importance to many households in Israel, has not been given the 

extensive public debate that, as a central issue in the 

population’s well-being, it deserves. The issue falls mainly into 

the domain of health policy, but due to its relationship with 

many additional fields and the severity of its problems, we 

believe it deserves separate discussion. Occasionally the media 

carry human-interest stories that illustrate the gravity of the 

problem Israelis encounter when they discover that their health 

funds do not cover long-term inpatient care. Households that 

have paid health-fund dues for years must now cover the cost of 

nursing-home care from their pockets, at thousands of sheqalim 

per month. Accounts of individuals who have been hospitalized 

in acute-care settings although their condition is diagnosed as 

long-term provide examples of problems in long-term inpatient 

care insurance that the State Health Insurance Law has left 

unsolved. The problems pertain to the funding of inpatient care 

and the organization of long-term care, including coordination 

among the agencies that share responsibilities in this field, and, 

in particular, the assurance of continuity of care. Unfortunately, 

the human-interest stories of elderly people and households that 

have encountered the problem are not marginal and exceptional; 

instead, they point to a problematic state of affairs that may be 

typical of thousands of seniors. 

                                                      
*
 This document reflects the discussions and the recommendation of the 

CSPS team, headed by Jacob Menczel, that dealt with long-term care 

services. The final document was prepared by David Chinitz in conjunction 

with Jacob Menczel and is also based on work presented to the team by 

Rachelle Kaye. 
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The recommendations below are based on an analysis of the 

state of geriatric care in Israel, as discussed in the sections 

below. First, we describe the extent of the problem occasioned 

by the exclusion of long-term inpatient care from the services 

covered by National Health Insurance. Second, we present the 

value and organizational perceptions that are crucial in 

policymaking. Several issues are taken up in this context. The 

first concerns the kind of health expenditure that policy should 

address – should it assure a given level of national expenditure 

or only a given level of public expenditure? The second issue 

concerns funding and, especially, whether long-term inpatient 

care and general health insurance should be funded separately. 

The third issue is which institutional player to prefer as the 

manager of long-term care insurance, in view of the challenges 

in regard to coordination and continuity of health services. Some 

of the discussion of these issues is enriched by other countries’ 

experience. 

Policy Recommendations 

The CSPS team expressed three main recommendations that 

also serve as basic guidelines: 

1. Compulsory long-term care insurance: It is preferable 

to make long-term care insurance compulsory rather 

than to leave it the hands of the private insurance 

market. This choice is consistent with the approach of the 

State Health Insurance Law and would cover a larger 

population group at less total expenditure. The team 

believes that policymakers should address themselves to the 

level of national health expenditure and not limit their 

thinking to the containment of public health expenditure. 

2. Integration of care: It is worth considering tasking one 

entity – the health fund – with the provision of long-

term care, in the context of long-term care insurance, in 

order to enhance coordination and continuity of service, 

since fragmentation results in poorer service. 
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3. Separation of funding: funding of long-term inpatient 

and outpatient care and of insurance for corrective 

medical services should be separated. This 

recommendation is prompted by the concern that, if the two 

types of funding are intertwined, long-term patients will find 

it more difficult than those in need of short-term corrective 

care to stand up for their rights and induce the health funds 

to compete to attract and keep them as members. As stated, 

one may consider placing both types of funding in one 

basket if the government is given the tools to assure that the 

health funds allocate enough resources for long-term 

inpatient care. 

The team proposes the following guidelines in respect to 

these main recommendations: 

(1) An additional social tax, for long-term inpatient 

insurance, should be imposed under the State Health 

Insurance Law. The tax should be 1 percent of wage up to 

the wage ceiling stipulated in the State Health Insurance Law 

today. A tax at that level would be progressive, would 

maintain the principle of mutual insurance, and would cover 

the expenses of inpatient care for 8,500 long-term patients in 

addition to the long-term elderly who are partially funded 

today by the Health Ministry (about 7,800). This number 

includes about 6,000 long-term elderly who are receiving 

private care at their own expense or through private 

insurance (including the supplemental long-term insurance 

that the law has transferred from the health funds to private 

insurance companies). 

 This kind of funding for long-term inpatient care would save 

on resources; it would be less expensive than private 

insurance and would cover a larger number of persons in 

need. Although more than 1.5 million health-fund members 

have supplemental insurance (including long-term care up to 

1999), only 50,000-60,000 of them are of retirement age, i.e., 

in the group most likely to require long-term services. 
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Assuming an average monthly premium of NIS 45 for 

supplemental long-term insurance, the totality of resources 

available for this purpose is NIS 700 million – enough to 

cover only a small proportion of those in need. If the 

recommendation to introduce compulsory long-term 

inpatient care insurance at 1 percent of wage is adopted, 

NIS 1.4 billion would be raised, enough to cover the entire 

population in need of long-term inpatient care. The coverage 

would also include a significant portion of caregiver-hours in 

the homes of the elderly, an arrangement that one may 

regard, to some extent, as long-term inpatient care provided 

at home. 

(2) One may also consider the possibility of setting the tax at 

a lower level, say, 0.5 percent. This would generate 

NIS 700 million and cover the needs of long-term inpatient 

care only (to the exclusion of at-home caregivers’ hours). 

This may ease the resistance to the imposition of further 

taxes, especially since it would increase the health tax 

without imposing new taxes. Another possibility is to re-

entitle the health funds to offer long-term care insurance in 

their supplemental programs. However, if the purchase of 

supplemental long-term insurance is elective, the coverage 

will not be universal; presumably, many families would find 

themselves saddled with an intolerably severe financial 

burden. If the supplemental insurance is compulsory, it will 

be no different from a tax increase. 

(3) In principle, one may expect the leadership to favor the 

idea of compulsory long-term inpatient care insurance. 

Beyond its aspects of social justice and solidarity, the 

proposal creates greater efficiency and justice in the use of 

state resources than the existing method, in which some 

people pay high premiums for private long-term insurance 

and most of those in need remain uncovered. If the team’s 

proposal is adopted, the public would, in the final reckoning, 

pay less (or only slightly more) than it pays today and obtain 

much better coverage under the State Health Insurance Law. 
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(4) As for the recommendation to integrate care, the idea 

of assigning long-term inpatient care to the health 

funds should be considered. This would absolve the 

Ministry of Health from having to arrange long-term care 

for some of those in need, would allow the ministry to 

carry out its policymaking, planning, inspection, and 

evaluation duties, and would ease its conflicts of interest 

as both a regulator and a service provider. Notably, long-

term inpatient care is already mentioned in Appendix 3 of 

the State Health Insurance Law; the legislator intended 

from the outset to transfer this responsibility from the 

Health Ministry to the health funds. To assure continuity, 

it would be advantageous to allow the health funds to 

coordinate long-term and acute care. However, the 

experience of the Health Ministry in arranging long-term 

inpatient care for persons in need, and the experience of 

the National Insurance Institute in arranging at-home 

long-term care, should be acknowledged. From the 

standpoint of service delivery, it may be best to base the 

expansion of long-term insurance on the existing 

framework at the first stage and to transfer responsibility 

to the health funds at some later time. There are two 

important criteria in dealing with this issue:  

a. Integration and unification of services on which the 

dependent population relies. The transition from acute illness 

to a state of dependency is gradual, and there is a population 

group that often needs medical and dependency care 

concurrently. Coordination and continuity among the services 

improves the patients’ situation and may assure the provision 

of the appropriate service at the level best suited to their 

condition as it changes over time. Since Israel’s health funds 

are tasked with curative services, they would have a 

pronounced advantage according to this criterion. By placing 

the health funds in charge of long-term care, one may assure 

the existence of one address for coordination and funding of 

medical services and dependency care. On the other hand, 
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one may consider prolonging the current situation, in which 

responsibility is divided among various players such as the 

Health Ministry and the National Insurance Institute, and 

establishing improved mechanisms to coordinate care. 

b. Preference of care in the community: this preference 

has become almost axiomatic in the West. In every European 

country reviewed, as well as the United States and Canada, 

no one doubts that it is better, in terms of life quality and in 

economic terms, to care for the dependent elderly in their 

natural community surroundings. Israel has many services, 

such as day centers, that are based largely on its 

acknowledgment of the importance of keeping the elderly in 

the community. However, several features in the array of 

long-term care insurance do not contribute to this goal. 

Commercial insurance companies, for example, are rarely 

motivated to stipulate where care should be provided because 

they pay indemnification or compensation in accordance with 

the insurance policy in any case. In principle and (according 

to the experience in the United States) in practice, 

commercial insurers can use managed care to make care more 

efficient, higher in quality, and less expensive, but insurance 

companies in Israel have not shown an inclination to run 

matters this way. Furthermore, the model of long-term care 

benefits used by National Insurance does not favor any 

specific type of care provision over other types. The health 

funds, which use managed care in serving their members, are 

capable by direct means of assuring the priority of 

community-based service and are doing so today. 

Summing up, the CSPS team recommends the introduction 

of compulsory insurance for long-term inpatient care under the 

State Health Insurance Law and the assignment of responsibility 

for the management of this insurance to the health funds. The 

underlying aim in this recommendation is to reduce national 

health expenditure and to insure the entire population against the 

financial risks of long-term inpatient care. This measure may be 

the first in a trend of transfer of overall responsibility for long-
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term services to the health funds, an intention that corresponds 

to the basic approach of the State Health Insurance Law. Until 

the problem is solved, an additional allocation from the State 

budget to shorten the queue for long-term inpatient care should 

be assured. 

Status of Long-Term Care Services in the 
National Health Insurance Era: Definition 
and Description of the Extent of the Problem 

The State Health Insurance Law (1994) was based on a 

perception of comprehensive and integrated health services. In 

the situation preceding the law, various types of services were 

provided by different players. (The health funds, for example, 

focused mainly on community-based acute medical care and 

inpatient care, while the government – foremost the Health 

Ministry – was responsible for funding and delivering geriatric 

and psychiatric services.) The general conception in the State 

Health Insurance Law was different: the health funds would 

offer a compulsory standard “basket” of services that would 

include, in addition to the services given by the General Health 

Fund (Clalit Health Services) on the determining day – January 

1, 1994 – geriatric and mental-health services. 

The law went into effect on January 1, 1995, but the hope to 

insert geriatric and psychiatric care into the “basket” of services 

that the health funds provide by law has not been requited. The 

plans envisaged the inclusion of mental-health care (discussed in 

another CSPS paper) in the basic package, and several dates for 

the implementation of this measure were set forth. Still, it has 

not been done. Long-term inpatient care, too, has not been 

placed in the “basket.” The main problem in this respect is how 

to cover the costs of care when it is protracted and, at times, 

time-unlimited. This makes long-term care a “catastrophic” risk 

(even more so than psychiatric care) that is difficult to insure for 

the entire population. Since the health funds are financially 

embattled in any case, the inclusion of long-term care services in 

the basic “basket” of insured health care cannot be considered 
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seriously. In any case, the failure to implement this component 

of the law has created a problematic situation that clashes with 

the good augury in the law about covering the entire population 

with long-term care insurance. 

To quantify the extent of the needs, one should quantify the 

population of long-term elderly who have been placed in 

institutions of all kinds, in various combinations of funding. Our 

reckoning also includes those waiting for admission to 

institutions, for whom co-funding has been approved. Thus, the 

total population of long-term elderly is about 16,000. In 1998, 

some 7,800 such people were in institutions with co-funding 

from the Ministry of Health. The ministry’s expenditure on this 

account was NIS 720 million. About 2,000 long-term patients 

were in the queue, waiting for “codes,” i.e., an undertaking from 

the Health Ministry to pay for their admission to long-term 

inpatient care. About 4,000 long-term patients were in private 

institutions licensed by the Health Ministry, at a cost of 

NIS 7,000 – NIS 14,000 per person per month. Additional long-

term elderly patients – about 2,000, in the estimation of the 

Health Ministry – were in unlicensed institutions that charged 

NIS 2,500 – NIS 4,000 per patient per month. Long-term 

patients and their families, including those for whom the Health 

Ministry provides no participation, spend some NIS 600 million 

per year for long-term inpatient care. 

Under the existing Long-Term Care Insurance Law, about 

80,000 persons received at-home care with NIS 1.15 billion in 

government funding (from the operating budget of the National 

Insurance Institute). Households that receive government money 

may augment it by paying directly for extra hours of care; those 

ineligible for support under the Long-Term Care Insurance Law 

must cover the full cost of services by themselves. There is no 

verified information about the extent of their outlays on this 

account. Many households are known to avail themselves of 

foreign workers, sometimes around-the-clock, at a cost of 

NIS 3,000 per month. Until January 1, 1999, some of the 

households’ private expenditures were covered by long-term 
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insurance plans offered in the health funds’ supplemental 

programs or by private insurers. Since then, the law has enjoined 

the funds against including long-term insurance among their 

supplemental services, thus giving the private insurers 

exclusivity. Notably, most private long-term insurance plans are 

more restrictive than the supplemental policies offered by the 

funds until January 1, 1999. Furthermore, private policies are 

relatively expensive and contain conditions that make it difficult 

for people with existing health impairments or at high risk (i.e., 

those truly in need) to arrange long-term coverage. According to 

a survey by the Brookdale Institute in 1997, some 40 percent of 

the population had supplementary insurance including a long-

term care component (before the health funds’ prerogatives in 

offering such policies were revoked in the 1998 Economic 

Arrangements Law) and only 4 percent had private long-term 

insurance. 

Since only four percent of the population held commercial 

long-term care policies before January 1, 1999 (and even if the 

entitlements of people who had supplemental long-term policies 

with the Health Funds were carried over to some extent), the 

award of exclusivity to commercial insurance companies may 

create an uptrend in the share of the population that carries no 

insurance against this risk. One may expect an upturn in 

pressure to increase the state’s participation in covering the cost 

of long-term care. (Today, only some of those who apply to the 

Health Ministry for co-funding of long-term inpatient care are 

answered in the affirmative.) 

In view of current developments, the burden of funding long-

term care services will, in all likelihood, eventually come to rest 

on the shoulders of the State budget. Until then, the situation in 

terms of organization of services and continuity of care for long-

term patients will probably remain unsatisfactory. On the one 

hand, the health funds have an incentive to define patients as 

long-term against the wishes of their families, who prefer to 

leave them in the acute-care hospitals’ internal wards  in order to 

avoid the cost of long-term inpatient care. On the other hand, the 
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funds have no way to maneuver between acute-inpatient and 

long-term care. Accordingly, it is likely that elderly patients will 

have much longer stays in acute-care hospitals than the rates we 

know today, the occupancy rates in these hospitals will rise, and 

the pressure on the internal wards, high to begin with, will 

worsen. As a result, the funds’ outlays for acute inpatient care 

may increase. These possible scenarios reflect the lack of a 

comprehensive policy for the elderly that would integrate the 

various levels (primary, secondary, long-term) of service. 

In our estimation, total expenditure by government and 

households – national expenditure – for all long-term care 

services is about NIS 3 billion. This includes government 

expenditure for long-term inpatient care (NIS 720 million), 

households’ outlays for long-term inpatient care (NIS 600 

million), expenditure for home care under the Long-Term Care 

Insurance Law (NIS 1.15 billion), and an approximation of 

expenditure for supplemental home care (assuming, for 

example, that households spend as much as National Insurance 

gives for at-home care). This sum is not adequate for the needs 

of the country’s elderly, who account for 10 percent of the 

population and, in proportional terms, are growing more swiftly 

than in Western countries, especially in the 75+ age bracket. 

Mass immigration from the former Soviet Union is causing the 

rate of increase in the fraction of the elderly in Israel’s 

population, and the long-term inpatient-care needs, to accelerate. 

The situation is leaving many seniors without adequate long-

term care insurance and exposing them and their families, 

especially in the middle-class, to a severe financial burden that 

clashes with the underlying philosophy of the State Health 

Insurance Law. 

Proposed Solution: Value and Organizational 

Perceptions 

Obviously there is no single optimal way to improve the 

situation. The correct ways to tackle the problems of long-term 

care insurance are disputed. Various countries have adopted 
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different solutions. The disagreements are rooted in premises of 

values, ideologies, and social preferences that should be 

clarified when policy alternatives are presented and compared. 

(a) National Versus Public Health Expenditure 

Policymakers should explain whether the indicator of 

importance to them is public health expenditure – that 

implemented through the State budget – or national health 

expenditure. One approach, which the Finance Ministry seems 

to have embraced in recent years, favors limiting public 

expenditure to the extent possible by methods that include 

shifting responsibility for the funding of health services to the 

public. Finance Ministry officials are evidently concerned about 

the expansion of entitlements under the State Health Insurance 

Law because this would stimulate unlimited demand for and 

consumption of health services. In this way of thinking, the 

public’s out-of-pocket expenditure is preferable because it does 

not increase the State budget deficit and is constrained by 

individuals’ abilities and wishes. 

According to a contrasting view, private expenditure for 

health services is susceptible to market failures that make it 

severely wasteful. These market failures are rooted in 

consumers’ lack of adequate information about the commodity – 

health insurance in this case – that they are acquiring. The 

affluent may buy expensive policies that are of dubious value to 

them. If insurance companies offer policies that come with 

strings attached, then those who really need the insurance – the 

ill and the elderly – will not be insured and those who buy the 

policies will not use them. The literature on supplemental 

insurance to Medicare in the United States substantiates these 

phenomena. 

Summing up, the paring of entitlements in public insurance 

may lead to unnecessary expenditure for private insurance that 

those who truly need it, e.g., for long-term care, cannot afford. 

Were the resources presently invested in private and 

supplemental policies pledged instead to the expansion of 

National Health Insurance, in which coverage is universal, a 
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larger population could be covered with no increase in national 

health expenditure. Public expenditure, the portion covered by 

taxes, would increase, but in return more people would be 

covered. 

Thus, when we wish to decide how broad public coverage 

should be, we must consider both national and public 

expenditure and attempt to find the best mix, taking account of 

the utility of each type of expenditure in responding to needs in 

long-term inpatient care. Such a view leads us to the conclusion 

that public expenditure should be expanded for two reasons: to 

broaden the population’s coverage and to contain national health 

expenditure. 

(b) General Medicine and Long-Term Care: 

Integrated   

     Versus Separate Funding 

Long-term inpatient care, unlike acute care administered in 

general hospitals and community clinics, is not listed among the 

health funds’ insured services. In other words, the “basket” of 

insured services includes all types of care that are not defined as 

dependency care. This issue corresponds to another one: the 

division of responsibilities in these fields and the need for 

coordination among the services provided. This subject comes 

up in two contexts: service funding and service delivery. 

Although these aspects are intertwined, we will focus on the 

funding aspect. 

The intention in the State Health Insurance Law was to 

integrate responsibility for funding long-term services (or, at the 

very least, the geriatric services that the government provided 

before the law went into effect) with the funding of curative care 

that the health funds had been providing. As previously noted, 

this integration has yet to be implemented. Part of the reason is 

the protracted deficits of the health funds since the law went into 

effect, which have made the idea of handing the funds the 

additional severe burden of long-term care much less promising. 

However, even were the funds not in deficit, there would be 

reasons to think carefully before integrating the funding for 
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these services. International experience shows that the two 

funding flows are usually separated. The Netherlands, for 

example, has for many years provided public insurance in 

situations defined as “catastrophic,” including, foremost, long-

term care. In the early 1990s, in an attempt to effect a 

comprehensive reform in the Dutch health system, the 

catastrophic-illness program was merged with general medical 

insurance in a “basket” of services to be provided by institutions 

corresponding to Israel’s health funds. Shortly afterwards, 

catastrophic-illness insurance was again separated from general 

medical coverage. The policymakers in the Dutch health system 

came to the conclusion that in a state of competition – even if 

controlled – among health-care providers, the population in need 

of long-term care would not be able to cope effectively in the 

health-insurance market, making it possible that the funds would 

turn away chronic and long-term patients. Today, catastrophic-

illness insurance in the Netherlands remains compulsory for the 

entire population and is administered by one health-care 

provider in each district. 

In Germany, too, the compulsory long-term insurance 

program introduced in 1995 has not been merged with ordinary 

medical coverage; instead, it is covered by a special tax paid 

alongside the taxes earmarked for health insurance. In Germany, 

unlike the Netherlands, long-term insurance is provided by 

health-care givers that also provide acute medical care. In 

countries such as the United Kingdom, Sweden, and Denmark, 

where health services are funded mainly by general taxes and 

direct government allocations, the responsibility for funding and 

delivering services is divided among various levels of 

government. In most cases, regional agencies are in charge of 

medical services and municipal authorities pay for and deliver 

long-term inpatient and community care. 

As for coordination and continuity of care, the alternative 

structures in various countries may have advantages and 

disadvantages, but it seems universally agreed that funding of 

long-term services and funding of acute medical services 
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should be kept separate. No country was found to have an 

arrangement like that stipulated by Israel’s State Health 

Insurance Law, in which the health funds provide a “basket” of 

services that includes both long-term and acute medical care 

with integrated funding for both. The main reason for the 

omission, as stated, is the concern that acute medicine will be 

given an advantage over long-term care. When drawing 

conclusions on the basis of international experience, one must 

also take into account the health funds’ current state of deficit. 

To make sure that long-term care will serve its declared purpose 

and be adequately funded, the long-term insurance program 

should be kept apart from general medical insurance. On the 

other hand, insofar as one may assure – through regulation by 

the Ministry of Health, for example – that the funds are not 

disinclined to pledge enough of the supplemental resources to 

long-term inpatient care, it would be possible to consider 

placing long-term insurance and acute care in one “basket.” This 

would enhance efficiency, assuming that the funds are allowed 

to make an appropriate substitution of resources between their 

areas of responsibility. 

(c) Management of Insurance and Organization of 

Service  

     Delivery: Who Should Be In Charge? 

In the current situation in Israel, several agencies are involved in 

organizing and providing long-term care. The Health Ministry 

delivers long-term inpatient services including needs 

assessment, placement of patients in inpatient institutions, and 

funding of services. The health funds place long-term patients 

with multiple needs in geriatric inpatient wards, place acute 

patients in internal inpatient wards, and provide other long-term 

patients with community services. The Ministry of Labor and 

Social Affairs provides social services, arranges sheltered 

housing for elderly in the community, and participates in 

funding beds for the frail and the indigent. The National 

Insurance Institute, under the Long-Term Care Insurance Law, 

covers long-term care at home, as described above. 
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Dependent elderly often stay in general hospitals at the health 

funds’ expense while waiting for “codes” (authorization of long-

care inpatient arrangements by the Health Ministry) and/or 

approval of long-term home assistance by the National 

Insurance Institute. About one-third of patients in the internal 

wards of acute-care hospitals are elderly. Some of them are 

“stuck” in beds meant for acute cases even after their condition 

changes. As the State Comptroller noted in his report for 1998: 

“When in need of institutional care or assistance, the elderly and 

their families face a broad spectrum of authorities: the Ministry 

of Health, the Ministry of Labor and Social Affairs, the National 

Insurance Institute, the health funds, municipal authorities, 

private companies, and public entities. Thus, clients are 

sometimes forced to circulate among offices and organizations 

in search of the right address”. 

This proliferation of players in long-term and nursing care 

leads naturally to problems of coordination and continuity. 

Institutional and organizational interests have developed that are 

not always consistent with the well-being of those in need. The 

State Health Insurance Law regarded the health funds as the 

agencies that should assume overall responsibility for long-term 

care and, thereby, should ease the problems resulting from a 

vague and problematic division of responsibilities among those 

active in this field today. 

Every proposal concerning long-term care insurance has 

structural implications for existing institutional interests. 

Therefore, it is important to attempt to create an institutional and 

organizational structure that will facilitate the change required 

and earn the cooperation of those involved. For example, the 

Ministry of Health teams that specialize in determining the need 

for long-term inpatient care and evaluating eligibility for 

services in terms of income level may provide the health funds 

with this service, if the funds will bear the responsibility for 

funding long-term inpatient care. 
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Personal Social Services* 

 

Introduction 

The personal social services are an important element in the 

array of services that the welfare state provides. The personal 

services respond to the needs and treat the problems of 

individuals, households, groups, and communities that cannot or 

that find it difficult to cope with various kinds of distress that 

severely affect their functioning and their life quality and 

impede their social integration. 

The population groups whose needs and problems are of 

concern to the personal social services include children at risk, 

teenagers in distress, battered women, families in crises, the 

disabled, the mentally retarded, recent immigrants with 

adjustment difficulties, released prisoners, the elderly, the 

disabled, the retarded and drug addicts. 

Service organizations in this arena provide a wide variety of 

types of assistance: counseling, care, information, mediation, 

instruction at the personal, household, and group levels, and 

nonfinancial material aid. These organizations also develop and 

run a variety of community and institutional services such as 

institutions, clubs and day centers for the elderly, hostels and 

community housing for the retarded and the disabled, shelters 

                                                      
*
 The personal social services plan was elaborated and prepared by the CSPS 

personal social services team, chaired by Yosef Katan. This document was 

written jointly by the team members. Menachem Monnickendam prepared 

a preliminary draft; Yosef Katan put together the final document. 
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for girls in distress and battered women, day and afternoon 

centers for children, rehabilitation centers for the disabled, 

family counseling centers, and alcohol and drug treatment 

centers. 

Thus, Israel’s personal social services focus on the weakest 

and most vulnerable population groups in society. Their main 

challenges are to make meaningful contact with population 

groups in need, to provide them with services tailored to their 

needs, and to help them extricate themselves from their states of 

distress and poverty. The recommendations presented in detail 

below are meant to help craft an array of personal social services 

that can meet these challenges and help ease the plight of 

Israel’s distressed population groups. 

1. Anchoring the Personal Welfare Services in a Legal 

    Infrastructure 

The personal social services should be anchored in a 

Personal Welfare Services Law, which would establish, 

explicitly, the state’s duty to provide “service baskets” for 

distressed population groups that fall into the purview of the 

personal social services (children and youth at risk, families 

in distress, the disabled elderly, the handicapped, and the 

mentally retarded). 

The services included in the “basket” would be funded from 

the State budget and delivered by municipal welfare 

departments and nongovernmental organizations. The 

specific list of services offered in each service domain would 

be set forth by professional committees, with feedback from 

the public. 

In Israel’s history, the Knesset has passed many social laws 

that have guided the modus operandi of the personal social 

services and their professional staff. These laws cover a wide 

range of fields, such as at-home care for disabled elderly who 

cannot independently perform various activities in daily living, 
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care for children at risk, assistance for battered women, care for 

the retarded and disabled, protection of tenants of hostels, and 

care for youth at risk of deterioration. However, these laws 

(apart from the Long-Term Care Insurance Law) are protective 

statutes that, while stipulating the provision of assistance to 

those in need (children at risk, battered women, etc.), do not 

spell out the specific services to which these population groups 

are entitled and explain when they are to be allocated. 

These services should include, but should not be limited to, 

assistance for children and teenagers at risk, hostel arrangements 

for the retarded and the disabled, community services for the 

disabled and the retarded, miscellaneous kinds of assistance for 

the needy (transport to medical care, allocation of basic 

furniture, home renovations, etc.), care for drug and alcohol 

addicts, and community work in disadvantaged neighborhoods. 

There are several important reasons for securing the personal 

social services in a legal infrastructure: 

First, laws reflect and stress the state’s acknowledgment of 

the necessity to address special needs of various population 

groups and to undertake to respond to them appropriately and 

permanently. 

Second, laws guarantee the delivery of crucial services for 

individuals in need on a standard and equal basis, irrespective of 

clients’ place of residence and sociocultural affiliation. In the 

absence of an appropriate infrastructure of laws, the delivery of 

these services depends on national and local conditions that are 

not assured, such as availability of resources, political support, 

administrative and professional decisions, and consumer 

pressure. Thus, a statutory infrastructure is a precondition for 

successful allocation of vital services for people in distress 

without arbitrary administrative behavior, disparities among 

localities, irregularities, instability, and inequality over time. 

Third, the existence and transparency of laws helps families 

and groups in distress acknowledge and disclose their needs; it 

legitimizes and even encourages them to turn to service 

organizations for assistance that may ease their plight. 
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Furthermore, the existence of laws that stipulate the allocation 

of services strengthens the awareness that one who accepts 

social services is exercising a basic social entitlement, not 

receiving charity. According to many testimonies, the social 

services that deal with population groups such as children and 

teenagers in distress reach only a small portion of their potential 

clientele. In contrast, long-term care services for the elderly, 

which are anchored in a legal infrastructure, reach a majority of 

the population in need and provide them with services that 

enhance the quality of their lives. 

For this reason, the existence of laws that stipulate the 

allocation of a basic “basket” of services for population groups 

in need may help the social services tackle one of their most 

important challenges: making permanent and meaningful 

contact with population groups in distress who reside on the 

fringes of society. “Baskets” of services are meant not to replace 

existing laws but to augment them. 

2. Redivision of Labor between Central and Municipal  

     Government 

The current division of labor between central and municipal 

government should be revised. Central government should 

concentrate on setting overall policy; gathering information 

on the social needs of various population groups; setting 

compulsory national standards for the extent, level, and 

quality of services (these standards should be reflected in the 

“baskets” of services); funding the services in the “basket”; 

encouraging research; providing assistance in personnel 

training; initiating specific projects; and giving focused 

assistance to localities that have a preponderance of 

different kinds of distress. Municipal authorities should 

focus on providing the services stipulated (directly or by 

means of other organizations), systematically gathering 

information on the needs of the local population, initiating 

and developing additional services that will meet specific 
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local needs, encouraging local organizations (NPOs and 

businesses) to participate in service delivery, and enhancing 

the local population’s awareness of the services available. 

Today, municipal authorities are the main players in 

delivering social services to the population. Most of the funding 

is provided by central government, which covers 75 percent of 

municipal authorities’ welfare budgets; municipal authorities are 

supposed to fund the remainder from their own resources and 

from Interior Ministry grants. Municipal social-service budgets 

are not global; they are itemized in detail, including main and 

secondary lines. Authorities must operate in accordance with the 

budget lines and may not transfer funds from one line to 

another. Authorities that overspend their budgets in any line 

must cover the overrun from their own sources. 

This method of budgeting and supervision gives the 

regulatory and control echelons of central government a great 

deal of control over municipal social-service activities, 

especially in fields that are budgeted by the state. However, 

municipal authorities are allowed to augment the compulsory 

quota of funding for social services by pledging additional 

resources of their own. Indeed, their participation has exceeded 

25 percent, and the extent of the overrun has been growing in 

recent years. 

Central government derives its vast influence not only from 

its cardinal role in funding but also from its responsibility for 

implementing laws that dictate the relevant authorities’ modus 

operandi in special fields, such as protection of children at risk 

and prevention of family violence. The government also 

appoints the officials in charge of implementing the laws, 

supervises their actions, and steers municipal authorities’ actions 

by invoking the provisions of the social-work regulations. 

Therefore, according to the existing division of labor, municipal 

authorities are responsible for providing a wide spectrum of 

services for population groups in need but seem to lack the 

control to determine the contours of many of these services and 

also lack, in greater part, the resources needed to allocate them 
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to the population. In contrast, central government is in charge of 

allocating most resources for these services and dictates many 

patterns of professional and administrative action at the 

municipal welfare departments, without responsibility for the 

delivery of service. 

The effects of this division of labor on the scope and quality 

of service to the population has not been examined thoroughly 

thus far. However, study of various data and talks with national 

and municipal social-service officials point to several initial 

conclusions: 

a. Relations between central and municipal government are 

rather obtuse. On the one hand, the central government 

occasionally proclaims its ambition to give the municipal 

authorities greater independence but does little to back this 

approach with concrete measures. On the other hand, 

municipal authorities and other community players that 

attempt to develop specific community programs 

occasionally run into difficulties when they attempt to 

mobilize the government support that they need to finance the 

programs. 

b. Central-government officials argue that government support 

of municipal welfare budgets is based on standard criteria 

that aim to assure equitable allocation of resources. However, 

the extent of support appears to be affected by additional 

factors such as political and professional relations between 

municipal- and central-government players, municipal 

pressure on the central government, and allocation patterns 

that have formed over the years. Under the influence of these 

factors, disparities have taken shape in government assistance 

for municipal social-service budgets and, consequently, in the 

extent and quality of services delivered. These disparities 

have actually been widening because various factors – 

municipal leaders’ attitudes toward social services, municipal 

authorities’ economic strength and ability to raise financial 

resources, and the status, influence, and enterprise of 

municipal welfare departments and other local players – have 
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led to different levels of municipal funding for social-service 

budgets. 

Thus, today’s arrangements in dividing the labor between 

central and municipal government are replete with problems that 

affect the performance of municipal welfare departments. We 

recommend that the division of labor between central and 

municipal government be defined clearly and that municipal 

authorities be given greater autonomy. This recommendation 

rests on several basic premises: 

a. Municipal autonomy reflects the community perspective, 

which regards the local community as the setting best suited 

to appropriate responses to inhabitants’ needs. 

b. Municipal autonomy gives appropriate expression to the fact 

that, even today, many municipal authorities carry a large 

share of the expenditure burden for their social services. 

c. The municipal welfare department, due to its location, 

experience, and proximity to the population, is probably more 

familiar than the central government with the special needs 

and conditions of the locality’s population. Accordingly, it 

can develop services, choose priorities, and stipulate patterns 

of action that will correspond to these needs. 

d. Many municipal departments and other local organizations 

have developed talented professional leadership and skilled 

teams of workers that are both capable of and interested in 

assuming responsibility for the development of local services 

at an appropriate level and quality. 

e. Reducing the dependency of municipal authorities on central 

government in matters of social services may encourage the 

authorities to display greater responsibility and use their 

resources more efficiently. 

f. Greater autonomy may help municipal departments to 

develop strong cooperative relations with other community 

players (volunteer entities such as consumer organizations, 

businesses, informal support networks, and so on) in order to 

make their financial and human resources available for the 
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development of social-service programs, and to coordinate 

their activities in the community. 

3. Extricating Populations in Distress from Their Plight 

The social services, at both the national and the local levels, 

should make a special effort to deal with population groups 

in profound economic and social distress and to lift them out 

of their dire circumstances. The services can contribute to 

this effort in two ways: by implementing on a countrywide 

scale local social projects that have been introduced in 

various places in recent years and showed positive results, 

and by initiating and activating new programs. 

All the social services, including the personal services, must 

make it a major challenge to identify individuals and households 

in severe distress, establish meaningful relations with them, and 

help them. We are referring to individuals and households that 

cannot cope on their own with a combination of hardships such 

as low income, poor health, protracted unemployment, poor 

schooling, and poor housing conditions (overcrowding, unsound 

housing, and lack of basic appliances). 

Even today, there is a pool of programs and projects that aim 

to help individuals and households in distress, and some have 

proven their efficacy. Unfortunately, these programs are offered 

on a limited scale and in a small number of localities. Several of 

these programs are noteworthy: 

• Yahdav – a long-term program that focuses on women in 

households with multiple problems and aims to reinforce 

clients and give them tools to cope with their situation. 

• Dror – a support program for young households at risk of 

sliding into distress. These households are offered various 

types of assistance such as advisory service, information, 

various kinds of training, contacting various services and 

mediating between them and clients, and practical assistance. 

• Neighborhood assistance centers – these centers, situated in 

disadvantaged neighborhoods, offer the population in need a 
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wide variety of services including counseling, information 

about entitlements and ways to exercise them, mediation and 

contact with other services, and practical assistance. 

• Youth assistance centers – centers that provide a variety of 

caregiving, advisory, and mediation services for youth in 

distress. 

• Special programs to reinforce parental abilities – such as 

Ha-ken, Orion, and Family Caregivers. 

• Paraprofessional tutors – non-professionals, many of whom 

live in areas of distress and are familiar with conditions there. 

These workers use their unique knowledge to discharge 

various functions in making direct contact with households, 

giving parental training, providing information about 

entitlement, escorting clients to services, etc. 

These programs share several typical features: direct, 

supportive, and close relations with individuals and households; 

allocation of a variety of services corresponding to clients’ 

special needs; and an effort to equip clients with tools that 

enhance their ability to cope on their own. As stated, today these 

programs are available at a limited extent and in few localities. 

They should be offered on a wider scale, and encouragement 

should be provided for the initiation and development of 

additional programs that aim to make a meaningful 

improvement in the quality of life of population groups in 

distress. 

4.  Use of Social Services and Takeup of Entitlements 

byThose in Need 

Initiatives are needed to assure the use of services and full 

takeup of entitlements by those in need of social services 

anchored in laws and regulations. 

This recommendation stresses an issue noted in the 

discussion of the previous recommendation – the takeup of 

entitlements – because of its special importance. Israel has 

created a well-equipped package of in-kind and in-cash services 
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in fields such as of income maintenance, housing, health, 

education, immigrant integration, and personal social services. 

However, there is evidence that many people in need of 

assistance from the social services do not contact them and, 

therefore, can neither exercise their entitlements nor obtain 

needed assistance. For example, the Ministry of Labor and 

Social Affairs reports that only a small proportion of children in 

distress receive relevant services from municipal welfare 

departments. According to the State Comptroller’s report for 

1995, service agencies tasked with assisting youth in distress 

have established only partial relations with this population 

group. 

Additional evidence shows that only a small fraction of 

assaults against children and women are brought to the 

knowledge of, and treated appropriately by, the relevant 

authorities. Thus, the failure to contact service agencies may 

have highly inauspicious results. Reporting in these matters is 

incomplete, pointing to the need to gather systematic 

information about the rate of takeup of entitlements and use of 

services by population groups in need. 

Citizens seem to refrain from using services and exercising 

their entitlements for several reasons, e.g., lack of knowledge 

about entitlements under laws and regulations, ignorance of 

services to which they are entitled, a lack of effort on the part of 

some service organizations to inform citizens about the services 

they provide, non-availability of services in certain localities (in 

general or at most hours of the day), and difficulties in 

communication between service organizations and citizens, 

prompted by cultural gaps, language problems, and similar 

factors. 

Notably, the high level of takeup of entitlements and use of 

services provided under the Long-Term Care Insurance Law 

may point to several factors that can help improve takeup of 

other services: anchoring of entitlements in clear and binding 

legislation, provision of information to the public about these 

entitlements and services, countrywide deployment of 
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organizations that plan and deliver the services, and placement 

of service and assistance centers in areas of distress. 

5. Partial Privatization of Social Services 

The partial privatization processes in the social services 

should be improved and systematically monitored, and 

service providers’ activities should be placed under tougher 

public control. 

A process of partial privatization has been taking place in 

Israel for some time, manifested in the transfer of responsibility 

for delivery of social services to nongovernmental organizations 

(NPOs and businesses) and continued governmental 

responsibility for funding, steering, and control of delivery. By 

now, most personal social services are being provided by NGOs. 

However, since this process has not been accompanied by 

systematic examination and monitoring, it is difficult for the 

time being to evaluate its results clearly, in terms of the quality 

and level of service to the consumer and in terms of 

organizational and economic efficiency. 

Partial privatization aims (1) to realize several advantages of 

the “market economy,” such as competition among 

organizations, delivery of services at lower cost, the possibility 

of consumer choice, and less bureaucracy, and (2) to mitigate 

several risks associated with this economy, such as harm to the 

allocation of services for weak population groups and a decline 

in service quality because the profit consideration commands the 

highest priority. However, the advocates of privatization, while 

admitting that the partial privatization is allowing NGOs to 

become more active, claim that this activity is being 

circumscribed by numerous constraints and limitations that 

make the NGOs less able to bring their unique strengths to full 

fruition. The opponents of privatization, in contrast, express the 

fear that partial privatization, in which consumers obtain many 

social services from NGOs and, thereby, sever their relationship 
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with government authorities, is the first step down a path meant 

to prepare the public consciousness for full privatization. 

Thus, the acceleration of the privatization process may 

present the personal social services with many opportunities, 

such as the possibility of consumer choice, superior quality and 

efficiency in delivery of services, cost-cutting, and greater 

willingness to respond to consumer demands. However, this 

process also contains the possibility of risks: erosion of the 

state’s commitment to citizens’ social entitlements, detriment to 

citizens of limited means who have no real ability to choose, 

creation of disparities among services provided to different 

population groups, formation of separate services for population 

groups differentiated by economic situation, vitiation of social 

solidarity and integration, and erosion of public control of the 

social services’ activities. 

Consequently, in view of the numerous opportunities and 

risks associated with the partial privatization process, great 

caution and more systematic monitoring are needed. 

6. Consumer Involvement 

Consumer involvement in various personal social service 

activities should be encouraged. This involvement should be 

reflected in the creation of permanent mechanisms that will 

allow consumers to become partners – as individuals and in 

volunteer consumer organizations (which operate today in 

most fields of service) – in the policymaking process, 

initiating and developing various programs, and monitoring 

the services’ activity. These mechanisms should be 

established at both the national and the municipal levels. 

One of the characteristic developments in Israeli society in 

recent years is an uptrend in consumer involvement in 

policymaking and determining the modus operandi of social-

service organizations. This development is visible in various 

respects, such as growing involvement of parents in schools, the 

establishment of a countrywide organization of health-service 
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consumers, the coalescence of residents’ organizations in urban 

neighborhoods, and actions taken by households in housing 

distress. These developments correspond to the trend of 

consumer empowerment and allow consumers to influence the 

action patterns of the social services not only as individuals who 

express their personal needs but also in the form of groups and 

organizations that represent the interests of population groups 

with shared needs. 

Manifestations of this trend in the personal social services are 

quite limited; consumers of these services have not been 

organizing extensively to influence their activity. Similarly, 

municipal welfare departments and other social-service 

organizations have made few efforts to encourage consumers to 

get involved. The Municipal Welfare Council established by the 

Municipality of Tel Aviv, and councils of pensioners established 

in several localities, are exceptions to the rule. Even in these 

cases, there is not enough evidence about their activities. The 

relevant population groups also gain little from the activity of 

political lobbies on their behalf. Therefore, a higher level of 

consumer involvement is a challenge that most of the personal 

social services have not yet had to face. 

7. Significant Improvement in Social Services in the 

Arab Sector 

To narrow the perceptible disparities between the Jewish 

sector and the Arab sector in terms of social services, the 

Arab sector should be given much greater assistance. 

There is clear statistical evidence of the existence of large 

gaps between the Jewish sector and the Arab sector in financial 

assistance from the central government. 

Although, as noted above, there are also disparities in 

government assistance to various Jewish localities, these gaps 

are immeasurably smaller than those between the Jewish sector 

and the Arab sector. 
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The limited extent of financial aid to the Arab sector is 

compounded by this sector’s limited ability to pay for social 

services with its own resources. The gap in financial assistance 

is reflected in several criteria: per-capita expenditure, 

expenditure per client household, number of caregivers, and 

number of social programs. The results are a deficient set of 

social services, limited in its ability to cope properly with the 

numerous kinds of personal and social distress that exist in the 

Arab sector, and a void that is being filled by other players. 

Summary 

The foregoing recommendations express several main 

dimensions of emphasis: extricating population groups in 

distress from their plight and anchoring vital services for these 

groups in laws that would create a standard “basket” of services, 

about which the public would be explicitly informed. The 

“service basket” would be funded by central government and 

provided by municipal authorities and other local organizations. 

It would create a basis on which local players, with central-

government encouragement and assistance, may develop an 

additional layer of services that meet specific needs of their 

population. Wherever services are developed, at the national or 

the local level, it should be done with a maximum of consumer 

cooperation. 

Because so many players (NPOs and businesses) are involved 

in the personal social services, coordination among them and 

public control of their activity must be improved. 

These recommendations are meant to help create a set of 

personal social services, at the national and local levels, that can 

cope appropriately with the many challenges that they face – 

foremost, the challenge of assisting population groups in severe 

distress and helping them significantly improve their quality of 

life. 
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