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Foreword 

Economic developments in 2004 signaled a possible recovery 

from the lengthy recession that has plagued the Israeli economy. 

Even though growth has again slowed down during the last few 

months of the year, 2004 seems to have marked a turn for the 

better relative to previous years. This upturn was undoubtedly 

linked to changing economic and political conditions, including 

the reduction of terrorist attacks in Israel. Unfortunately, this 

sense of economic relief has not been felt at all levels of society.  

Unemployment continues to be high, particularly in the 

geographic periphery of the country.  

Israel has a multi-faceted system of public social services that 

is intended to assist and advance the general population’s 

welfare in areas like education, health, housing, and overall 

standard of living.  The declared aim of these services is also to 

decrease the inequalities that are inherent in society.  Despite 

these efforts, income distribution in Israel is extremely unequal.  

The Gini index of net income inequality (after taxes and transfer 

payments) for Israel stands currently at 0.36, similar to the rate 

in the U.S. which is above the rates for most Western developed 

countries.  This inequality rating is accompanied by a high 

incidence of poverty – 19 percent of Israel’s families are living 

below the poverty line. 

Today’s serious income inequalities have their roots in the 

economic crises and the steps taken to cope with the crises in the 

past two decades.  The beginning of the 1980s was a period of 

hyper-inflation, which called for a drastic stabilization program 

that produced impressive results in terms of bringing inflation 

down to zero. Income inequality throughout that period was very 

high – the pre-tax Gini coefficient in Israel rose as high as 0.47. 
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The 1990s and the first years of this decade have again seen a 

worsening in the overall socio-economic picture.  In general, it 

seems that the intervention mechanisms applied in the 1980s and 

its continuous implementation in the 1990s and even into this 

decade has not prevented the continuous growth of income gaps.  

One major concern in economic gaps in Israel is that they 

follow ethnic divisions.  So, for example, when the percentage 

of poor families in the overall population stands at 19 percent, 

the rate of poverty in the Arab families stands at 48 percent. 

Poverty also continues to plague localities originally settled by 

immigrants from the Asian and African countries in the 1950s 

and today mainly inhabited by their descendents and new 

immigrants.  Concentrations of low-income families are also 

found in the haredi (ultra-Orthodox) city of Bnei Brak as well as 

in Jerusalem, with its pockets of poverty amongst the Arab and 

Jewish haredi population. 

Another expression of societal gaps is the high rate of 

unemployment, particularly in areas with weaker populations.  

The economic policy that was enacted in the latter half of the 

1990s was meant almost exclusively to keep the price level 

stable.  The achievement was impressive; the price paid in 

economic growth and employment, however, was severe. 

Two main solutions have long been advocated for Israel’s 

economic and social problems. The first is education, which is 

seen as key to economic growth, narrowing social gaps and 

advancing civil society.  This is no doubt true in the long-term, 

but it represents, at best, only a partial solution in the present.  

The second solution is investment in infrastructure particularly 

in ways that would lead to increased growth in the geographic 

periphery.  Here, too, the range is long-term.  Taub Center 

recommendations are aimed at more concrete solutions in the 

here and now.  In particular, macro-economic policy should be 

readjusted, putting greater emphasis on insuring improvements 

in the employment situation and a lessening of inequality and 
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poverty, as opposed to means directed exclusively towards 

decreasing the budget deficit and maintaining price stability.  It 

is important to bear in mind that policy measures resulting in 

economic polarization of the population can tear at the social 

fabric and rock its foundations– even as the overall picture 

seems to be one of economic advancement and admirable 

achievements like a boom in the high-tech field. The role of an 

enlightened social economic policy is to see to it that all 

segments of society can partake in the country’s growth and 

prosperity. 

This Report starts with a presentation in graphs of major 

characteristics of Israel’s social services with particular 

emphasis on the labor market.  The presentation was prepared 

and analyzed by members of the Taub Center staff begins this 

year’s Report.  The next section provides an analysis of the 

government’s social service budgets. This year Yaacov Lifshitz 

wrote the chapter on the basis of an analysis of budget and actual 

expenditure data prepared by the Center’s permanent team. The 

regular members of the team, Joel Blankett and Yulia Cogan, 

were joined by Marina Kunin, who was also central in preparing 

the illustrated presentation at the beginning of the book. The 

survey of social services was prepared by a large team including 

Nahum Blass, in education; Joel Blankett, Marina Kunin, and 

Prof. Dov Chernichovsky, in health care; Prof. Yossi Katan, in 

the personal social services; and Roni Barzuri, who surveyed the 

National Insurance data. To complete the objective analysis of 

the social budget and development trends in the various services, 

the Center’s Annual Social Survey presents the public’s views 

on social issues. A team composed of Joel Blankett, Nahum 

Blass, Dalit Nachshon-Sharon, Marina Kunin, and Yulia Cogan 

designed the survey and analyzed the results. As in previous 

years, the Smith Institute conducted the interviews on behalf of 

the Center. Arnon Gafny wrote the Report summary. 

The articles in the Report were edited and prepared for 
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publication by Dalit Nachshon-Sharon. Yehudit Agassi typed up 

the chapters and brought  the layout to its final form. Laura 

Brass coordinated the preparation of the English edition. 

During the year, the Taub Center held discussions in various 

forums, including interdisciplinary meetings with all of the 

Center teams. An especially important discussion was held at the 

President’s Residence, hosted by the President of Israel, Mr. 

Moshe Katsav, who was also an active participant. Among the 

speakers were the Deputy Prime Minister and Minister of 

Industry, Trade, and Employment, Ehud Olmert; the Minister of 

Social Affairs, Zevulun Orlev; the Governor of the Bank of 

Israel, Dr. David Klein; and the Director General of the Ministry 

of Finance, Dr. Yossi Bachar. Members of the Taub Center Area 

Teams participated in this discussion that was attended  by 

guests from the social and economic fields.  

Thanks are due to the Center’s devoted staff for its 

accomplishments – individually in each member’s area of 

expertise, and collectively, as a group with its intimate team 

esprit. They have made the completion of this volume a reality. 

My appreciation also to everyone who helped to place the social 

issues discussed in this book on the public agenda by writing 

chapters for our annual Report or by taking part in our 

discussions during the year. To each of you, singly and 

collectively, my heartfelt gratitude. 

 

 

Yaakov Kop 

Jerusalem, April, 2005 

 



Summary of Findings 

Economic Developments and Government 
Expenditure 

1. The economic recovery that began in the second half of 
2003, after two years of steep decline in activity, continued in 
2004. The positive turnaround was supported by the global 
economic recovery, predominantly in the high-tech industries, 
and by a certain improvement in the domestic security situation. 
2. The resumption of growth has not as yet brought about a 
shift in the employment situation. It is true that a steep decrease 
in the number of foreign workers made it possible to increase 
the employment of Israelis in the business sector by 2.5 percent 
in 2003, but the unemployment rate in 2004 remained in double 
digits. Only in 2005 may unemployment decrease significantly, 
if growth continues in line with the present outlooks. 
3. The 2005 state budget was submitted to the Knesset 
towards the end of 2004 but was voted down. The draft budget 
envisions a decrease in central government social expenditure as 
measured in the rate of social expenditure in Gross Domestic 
Product. Indeed, social spending has declined from 21.3 percent 
of GDP in 2001 to 20 percent in 2003 and, according to the 
2005 draft budget, to 18.3 percent. The spending cut is also 
reflected in absolute expenditure measured in constant prices. 
Thus, total social expenditure will be less than NIS 97 billion 
this year as against more than NIS 106 billion in 2001. Average 
per-capita expenditure has been declining during the past five 
years, by 15 percent in cumulative terms. 
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4. Real wages are estimated to have grown by 2 percent in 
2004, but only after a cumulative decrease of nearly 10 percent 
in 2002–2003. 
5. The combined effect of higher unemployment and lower 
social benefits is strongly evident in the poverty data. In 2003, 
19.3 percent of households nationwide had disposable income 
under the poverty line. Furthermore, the poor households 
became poorer, i.e., their average income was 31 percent under 
the poverty line in 2003, on average, as against 26 percent in 
2001. It is believed that the developments in 2004 in regard to 
social benefits and taxes will exacerbate the incidence of 
poverty and widen the income disparities. 
6. Ever since the 1985 Economic Stabilization Program, it has 
been the government’s economic policy to reduce the share of 
government in GDP and to redirect economic resources to 
business sector activity in order to assure sustainable growth. 
Consequently, the ratio of government expenditure to GDP fell 
from 63 percent to 51 percent. The trend changed direction in 
2001, the ratio climbing to 55 percent. This ratio held firm in 
2003 but declined in 2004 and, according to the 2005 draft 
budget, is expected to decline again. 

In-Kind Social Services 

Education 

1. The growth of the Arab-sector education system is 
persisting at a rate considerably faster than the Jewish sector. 
The source of the growth is, largely, natural increase, although 
rising enrollment rates are playing a contributory role at the 
preschool and post-primary levels. 
2. The haredi (Ultra-Orthodox) education system is also 
striking in its growth rate; its share in total Jewish primary 
schooling climbed to 24 percent in 2003. 
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3. Israel has hundreds of small schools due to growing 
fragmentation of its education system along religious, 
ideological and community lines. This fragmentation reflects the 
system’s response to citizens’ choice of educational settings that 
correspond to their national, religious, ideological and social 
outlooks. It also makes the education system immensely difficult 
to run efficiently. However, the educational advantages of small 
schools, foremost the more intimate educational climate that 
they offer, are widely noted. 
4. Israel’s lower secondary school classes stand out for their 
overcrowding, an exceptional phenomenon that is almost 
unknown in other developed countries. Educational activity 
among this age-group is bound to suffer as a result. 

Health Care 

1. The erosion in the state financing of health expenditure and 
the expansion of private funding practices in the public service 
system – co-payments and optional private insurance – have led 
to the recomposition of health system funding. The share of 
private expenditure in national health outlays climbed from 26 
percent in 1995 to 31 percent in 2003. 
2. The performance of the Israeli health care system and the 
population’s satisfaction with it are considered impressive, but 
the changes in funding patterns in recent years have lessened 
this satisfaction somewhat. There is concern that the changes in 
funding will also have adverse effects on the health of weaker 
population groups who are finding it increasingly more difficult 
to access medical services. 
3. The proportion of Israelis who took out private medical 
insurance in 2002 was almost twice the 1995 level. However, 50 
percent of the population in the two lowest income quintiles did 
not have private insurance as against only 20 percent in the two 
highest quintiles. The increase in supplemental insurance and 
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co-payments is clearly harmful to equity. Strong population 
groups make better use of health services by means of private 
insurance than weak groups do. Thus, the latter subsidize the 
former in the various insurance arrangements. 

Personal Social Services 

1. The development of the personal social services clearly 
reflects the weakening of the Israeli welfare state in recent years. 
Expenditure for personal social services has been cut due to 
reductions in both central government outlays and local 
authority participation. Consequently, the services are less able 
to respond appropriately to the needs of various population 
groups. 
2. The scale and quality of personal social services are noted 
for geographical inequality due to differences in the levels of 
central and local government participation and differing levels 
of activity among various types of organizations (public, 
voluntary, and private business). 
3. The process of legislating social services has slowed in 
recent years. Most services are not set by any legislation or are 
set in legislation that does not assure the delivery of a specific 
basket of services within a specified time frame. Indeed, 
services that are not legislated have suffered the most from the 
budget cuts in the past two years. 

Transfer Payments – the National Insurance System 

1. In recent years, the National Insurance Institute’s policy of 
universal social benefits has come under debate. The main 
reasons are the onerous burden of outlays for National Insurance 
benefits and the tremendous increase that has occurred in them. 
There is a growing tendency to focus the benefits on, and 
earmark them for, those who need them only. Benefits have 
been cut in recent years but the complementary action – 
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launching alternative assistance programs for weak population 
groups, which have been harmed more than others by the 
changes in Israel’s welfare policy – has not taken place. 
2. Recipients of income maintenance and unemployment 
compensation benefits were among the groups most affected by 
the budget cuts in 2002-2004. It deserves emphasis that Israel’s 
unemployment compensation law, not generous by Western 
standards to begin with, was toughened even more in 2002–
2003. The changes did not take account of the economic 
slowdown that began in 1996 and the decrease in total demand 
for workers. 
3. The old-age benefit has been eroded relative to the average 
standard of living; by 2003 it went down to 85 percent of its 
1989 level. Assorted changes in work-related pension eligibility 
and the old-age benefit, implemented by means of legislation, 
are expected to induce further erosion in the income level of 
post-retirement seniors. Long-term care benefits were also cut 
across the board in 2003, by 4 percent in cumulative terms by 
2006. 
4. Only disability benefits were exempted from the 4 percent 
across-the-board cutback that the various economic plans 
imposed. Indeed, they have become much more generous in 
recent years. This happened, in part, as a result of the public 
struggle by organizations of persons with disabilities, which 
received widespread public and media support. 
5. Reductions to child allowances, imposed by the 
government’s economic policies over the past three years, 
contributed to the rise in the proportion of children below the 
poverty line to 28 percent in 2004. If the current policy remains 
in effect, this proportion can be expected to rise. 
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The 2004 Social Survey 

1. The Taub Center Social Survey found that most of the 
public does not support the government’s economic policy. In 
fact, the proportion of respondents who “strongly” oppose it is 
almost three times greater than of those “strongly” in favor of it 
(32 percent versus 12 percent). Opposition is strongest among 
weak population groups and lessens among those with higher 
education levels and high income. 
2. An overwhelming majority of 83 percent, a striking and 
unusually large majority by the standards of public-opinion 
polls, believes that the government is not investing enough 
resources in the war on poverty. Interestingly, similar high rates 
are observed even among strong social groups. 
3. The public tends consistently to believe that Israel is 
heading toward wider social gaps. Only 14 percent believe that 
the disparities are likely to narrow; more than half believe that 
they will widen. 
4. Much of the Israeli public (60 percent) do not feel secure in 
their jobs and are afraid of the possibility that they or a family 
member will become unemployed. These findings were elicited 
at similar intensity in previous years. 

Special Area Issues∗ 

The Erosion of Low Salaries and Increasing Poverty among 
Working Families 

1. Israel has one of the world’s few developed economies in 
which wage disparities between skilled and highly educated 
workers and unskilled and poorly educated workers have 
widened since the late 1980s. Furthermore, the proportion of 

                                                           
∗ Selected Area Issues appear as chapters in the full Hebrew report and have 
not been included in this English translation. 
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low-wage workers is higher in Israel than in Western Europe. 
The gap between workers at the bottom of the wage scale and 
those at the top is also large in Israel. 
2. Israel has adopted a policy that aims to wean working age 
people who are capable of working off of the welfare system 
and to push them into the labor market. However, the measures 
that have been taken – cutting of social benefits and limiting of 
eligibility for unemployment compensation and income 
maintenance – were based on a series of assumptions that have 
not been proven and may lead to results opposite to those that 
the policymakers intended. Almost half of the poor, those whom 
the country’s welfare system is supposed to assist, are 
impoverished due to low pay for their labor and not due to non-
labor, be it in working age or in old age. 
3. The government should immediately adopt a vigorous 
policy to cut the knot that links unskilled labor and poverty. The 
government may apply various tools to achieve this end, 
especially subsidizing incomes of low-wage workers by 
introducing a negative income tax, as several Western countries 
have done successfully. 

Employment, Unemployment, and Welfare Policy 

1. In the various poverty fighting plans that have been 
proposed lately, there is a lack of a comprehensive, system level 
perspective that addresses itself to the interdependency between 
the labor market and other systems. The plans speak of 
increasing support for weak population groups by raising 
employment rates among them but are accompanied by 
recommendations to cut the government budget and reduce 
general government employment. From this standpoint, they 
may contribute to higher unemployment. 
2. Unemployment rates in Israel have remained stable in 
recent years at the relatively high level of nearly 11 percent. The 
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article proposes, among other things, that the government set a 
target unemployment rate that would reflect its commitment to 
employment as part of its social responsibility. The target should 
be expressed in the form of an annual level of unemployment, 
much like the inflation and deficit targets that currently exist. A 
time frame for its attainment should be established as well as 
methods and ways for its accomplishment. 

Educational Streaming:  Classrooms and Groups – 
A Recommendation for Changing Teaching Methods 

1. The education process is carried out mainly in classrooms. 
The proposal in this chapter explores the possibility of 
reforming education in a way that would leave the classroom at 
the focal point of activity but would integrate study groups into 
the system to enhance the quality of education, considerably 
narrow disparities, and significantly boost the number of 
students who earn matriculation certificates. 
2. The proposed program would convert the current school 
day, totally devoted to classroom instruction, into an integrated 
study day including group teaching and personal interaction. 
Students would spend at least one-fourth of their time in school 
in the study groups. 
3. Teachers would serve in two capacities: as subject teachers 
and as leaders of the study groups. The groups would be handled 
by teachers and by adult students who would be specially 
trained and supervised by qualified teachers. 
4. It is important to stress that one of the main sources of 
inadequacy in Israeli students’ achievements in a series of 
international tests, as well as the internal evaluation of the Israel 
Ministry of Education, is the very high proportion of 
underachieving students in the system, most of whom come 
from weak strata in the country’s social periphery. 
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 Mental Health Care Reform 

1. The reform in mental health care services, geared to reduce 
inpatient care and emphasize community based care, is moving 
ahead sluggishly. There have been, however, several important 
achievements, such as a decline in the number and percent of 
patients who spend more than one year in inpatient care. The 
article examines the reform from the comprehensive perspective 
of guaranteeing continuity in mental health care services. 
2. As the implementation of the structural reform continues, 
the insurance aspect of the reform – integrating mental health 
care services into the general system of the sick funds – takes on 
vast importance. This implies shifting of responsibility for the 
delivery of services to the sick funds, in order to establish 
continuity of care between the inpatient setting and the 
community. The success of the structural reform is linked to 
success of the insurance reform in respect to reorganizing this 
service. If the completion of the reform is delayed past 2005, the 
process, now in its initial phases, will be adversely affected – as 
will the population of the mentally ill. 
 



Social Expenditure, Employment and 
Unemployment 

 
An Illustrated Overview 
 
 

a. The Development of Social Expenditure  
b. Characteristics of Employment and Unemployment 
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Government budget: social services’
share in total expenditures
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Current and investment expenditure:  the major part of 
social expenditures is for current budget uses

NIS billions, 2003 prices   
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Distribution of social service expenditure
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Income maintenance and unemployment benefits:    
expansion of income maintenance and unemployment 

benefits and a change in the trend since 2001
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In-kind social services:  per capita expenditure for 
direct social services has been declining in recent years

NIS, average per capita, 2003 prices, current budget
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Health expenditure and population growth:  
government outlays have not kept pace with

population growth
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Education expenditure:  government expenditure on 
education per student has been declining since 1996

NIS thousand, 2003 prices, current budget
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GDP per capita and per employee:  Israel ranks relatively 
low in per capita terms – but not in GDP per employee
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Labor force participation:  Israel has 
relatively low levels of participation 
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Labor force participation:  a continuous rise 
since the early 80s
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Economic dependency ratio:  a stable rate through the 
80s with a real improvement in the 90s
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Men and women in the labor force:  changes in levels of 
participation for men and women in opposite directions
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Veterans and immigrants in the labor force:  new 
immigrant participation exceeds veteran participation

Percent participating in the labor force, 2003
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Unemployment:  continued increase through the 90s 
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Unemployment:  percent unemployed in Israel is higher 
than in most OECD countries
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Unemployment – veterans versus immigrants:  
unemployment rising among veteran population and 

approaching the rate for new immigrants
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Unemployment by education level:  higher 
education reduces likelihood of unemployment
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Not working or studying – 25-34 year olds:  high 
rates, especially among Arab women

Percent who neither work nor study in each population group, 2003
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Unemployment benefits and work incentives:  Israel 
spends more on unemployment benefits and less on 

active work incentives
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Work incentives – international comparison:  
unemployment compensation levels are similar to US 

and Canada but far less than Europe
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Unemployment fears - public perception:  
fear of unemployment dropped since 2003, but one in 

three still feels very worried
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Minimum wage - public perception:  most of the 
public feels that the minimum wage should be raised
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A worsening economy - public perception:  half report 
a worsening in their private economic situation mixed with 

optimism
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Difficulties making ends meet - public perception:  
one in three report difficulties in managing on their income
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Women at work:  the number of employed women 
almost equals that of employed men in Israel

Percent, 2003
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Working mothers – age of children:  in Israel only 
half of mothers with young children are employed

Percent of working mothers with young children (up to 6 years old), 2001 
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Working mothers – number of children:  
low labor force participation for mothers with more 

than three children
Percent of working mothers aged 25-64, by number of children, 2002
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Human capital in the labor force – international 
comparison:  level of education in Israel is very high

Percent of persons aged 25-64 with post-secondary or higher education, 2002
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Human capital over time:  a rise in the rate of those 
with higher education in Israel

Percent of persons aged 25-64 with 13+ years of education
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Women in higher education:  women lead in 
academic degrees
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Labor force participation by education:  of those with 
higher education in the labor force, women outnumber men

Labor force participation rates for persons aged 25-54, by gender and years of 
education, 2003
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Real wages:  a drop in real wages in 2002 and 2003 
after a continual rise
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The working poor:  work does not necessarily lift 
the poor out of poverty

Percent of those working who fall below the poverty line, 2003
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Low income earners – international comparison:  
the rate of low income earners has risen in Israel and is 

higher than in most OECD countries
 Change in percentage of low earners since the 80sRate of low income earners in population
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Arabs in the top income quintile: fewer than 3% of 
the top fifth income bracket are Arabs
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Hours of work, by gender:  men work (outside of 
the home) 10 hours more than women
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Work related accidents by gender:  more than 70% 
of those injured at work are men

Percent of employees and those receiving work injury compensation, 2003
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Work related accidents by age:  
injuries increase with age

Percent receiving work injury compensation among employees, by age, 2003
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Retirement from work – international comparison:  
Israel ranks high by official retirement age for men but 

not for women
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Early retirement – international comparison:  
pre-retirement employment stands at 50% in Israel 
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Notes: 
 
• All data refer to the latest year available, unless otherwise 

specified. 
• Financial data, where expressed in dollars ($), refer to US 

dollars, in terms of purchasing power parity (PPP). 
 
 
 



Government Expenditure 
 for Social Services 

1. The State Budget as a Crucial Tool in the 
    Implementation of Government Policy 

The State Budget is a crucial tool for the implementation of policy in 
the various fields of government activity. The draft budget data that 
are submitted to the Knesset for its approval, its size and composition, 
reflect the government’s policies and priorities, while the final 
expenditure data released at the end of the year show how well the 
policies have been implemented. Large discrepancies between plan 
and performance may occur due to changes in circumstances or may 
indicate a failure to realize the desired policies and priorities. 

In recent years, relatively large changes were made in the size and 
composition of the budget in the course of the budget year. This 
makes it difficult for government ministries to implement their 
working plans efficiently and may result in underutilization of 
resources and confusion regarding priorities. For example, according 
to the 2003 Draft Budget – the last year for which final expenditure 
budget data are available – social service expenditure in the current 
budget should have totaled NIS 98.4 billion, and after various 
amendments in the course of the year the final sum was increased to 
NIS 95.6 billion. Actual expenditure for social services from the 
current budget in 2003 was NIS 92.5 billion – only 94 percent of the 
original program and 97 percent of the budget as adjusted during the 
year.  

The deviations between the final budget expenditure and the 
adjusted budget were greater in expenditure for in-kind social services 
than in income maintenance. Among the types of in-kind social 
expenditure, the deviations were greater in health care and personal 

. 
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social services than in education (Table 1). With regard to other in-
kind services, the greatest deviations occurred in items related to 
assistance to new immigrants. The extent of underutilization of the 
adjusted budget makes one suspect that the planned priorities in the 
budget were not maintained. 

Table 1. Social Expenditure in the Current Budget, 2003 – Draft  
               Budget, Adjusted Budget, and Performance 
               (NIS billions and percent) 

Deviation in 
performance from: 

Expenditure Type Draft 
budget 

Adjusted 
budget 

Final 
Expenditure 

Original 
budget 

Adjusted 
budget 

Total 98.4 95.6 92.5 –6.0 –3.2 
Income 
maintenance 42.7 41.0 40.1 –6.1 –2.2 
In-kind services 55.7 54.6 52.4 –5.9 –4.0 
Thereof:     
 Education 31.5 30.5 29.8 –5.4 –2.3 
 Health 16.2 15.9 15.3 –5.6 –3.8 
 Personal services 5.5 5.4 5.2 –5.5 –3.7 
 Other services 2.5 2.8 2.1 –16.0 –25.0 

 

2. The Economic Situation and the Share of the State 
    Budget in GDP 

The decline in economic activity was halted in 2003 and the economy 
took a turn for the better in the second half of the year. After two years 
of continuous deterioration, the Gross Domestic Product (GDP) 
increased by 1.3 percent and the business sector product increased by 
1.7 percent (as against annual decreases of one percent and 3 percent, 
respectively, in the previous two years). The positive turnaround was 
supported by a global economic recovery, including the high-tech 
industry, and a slight improvement in the security situation. The 
expansion of economic activity accelerated in the first half of 2004. In 
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the first quarter of the year, GDP and business sector product grew at 
annual rates of 5 percent and 7 percent, respectively, and growth rates 
of 4 percent and 5 percent are projected for the year.1 The outlooks for 
2005 indicate that economic activity will continue to advance, albeit at 
slightly lower rates. 

The resumption of growth has not led to an improvement in the 
employment situation. After a sharp decrease in the number of foreign 
workers, the employment of Israelis in the business sector increased 
by 2.5 percent in 2003. Nevertheless, the average annual 
unemployment rate rose in 2003 to 10.7 percent from 10.3 percent in 
2002. In the last quarter of 2003, the unemployment rate reached 10.9 
percent and the proportion of those without employment seeking work 
for more than half a year – an indicator of the depth of unemployment 
– actually increased. Some of the rise in unemployment can be traced 
to the cessation of hiring in the public sector. During 2004, 
unemployment decreased somewhat but remained above 10 percent. 
The labor market appears to respond at a lag even as economic 
activity expands. Therefore, unemployment is unlikely to decrease 
substantially by the end of 2004. Only in 2005, if growth continues as 
predicted, may the unemployment rate fall below 10 percent for the 
first time in a number of years. 

The real income of salaried employees continued to erode in 2003. 
The real wage per employee post dropped by 2.8 percent following a 6 
percent decrease in 2002. Although wages rose in the first few months 
of 2004, when one-time salary benefits were deducted, the increase 
was, in fact, very small.  

The cumulative effect of higher unemployment and lower income 
was reflected in the population’s average standard of living, which fell 
by 1.4 percent between 2001 and 2003 in real terms when measured in 
terms of per-capita private consumption. An additional and more acute 
expression of the situation may be found in the poverty level. The 
proportion of households with net income below the poverty line was 
                                                 
1 Rounded figures.  
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18 percent in 2002 and rose to 19.3 percent in 2003. Moreover, poor 
households became poorer:  the poverty gap, defined as the distance 
between the average income of a poor family and the poverty line, 
widened from 26 percent in 2001 to 31 percent in 2003. 

These developments in unemployment and poverty are the 
backdrop that Israel’s economic policymakers should strongly bear in 
mind:  they should influence decision-making, in general, and 
decisions related to government social spending, in particular. At first 
glance, one of two alternatives may be chosen: the first, stresses steps 
to renew and re-ignite economic growth in order to boost employment 
and raise incomes; the second, focuses on trying through direct action 
to ease the distress of society’s weaker groups whose economic 
situation has worsened. These two alternatives may, of course, be 
combined and implemented in various combinations.  

The policy that the government adopted in 2002 and has been 
implementing for two full years shows a clear preference for the first 
alternative. As a consequence, the government has been spending 
relatively less of the GDP on social services:  21 percent in 2001, 20.8 
percent in 2002, 20.1 percent in 2003, and a projected rate of around 
20 percent in 2004.2 

At the present writing, the 2005 State Budget has been presented to 
the Knesset but has not yet been approved, even on first reading. 
According to the draft budget, government social expenditure in fixed 
(2003) prices is projected at less than NIS 97 billion for 2005, as 
against NIS 106 billion in 2001. Thus, in cumulative terms, average 
per-capita expenditure has fallen by 15 percent in the past five years. 
The change in resource allocation is even more pronounced in 
National Insurance benefits, which on per-capita average have fallen 
by nearly 20 percent during this time. 

The share of social expenditure in GDP fell from 21.3 percent in 
2001 to 20 percent in 2003 and an additional drop to 18.3 percent 
according to the 2005 budget is expected. 
                                                 
2 Throughout this survey, government expenditures in 2004 are based on the 

adjusted budget for September 2004. 
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Figure 1. Share of Total Social Expenditure in 
GDP
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The trend in social expenditure stands out in view of the increase that 
took place in the relative weight of overall government expenditure. 
Economic policy since the 1985 Stabilization Program has been 
striving to reduce the share of government in GDP. For the past two 
decades, all Israeli governments shared the approach that economic 
resources should be directed to the business sector in order to assure 
sustainable growth. Thus, the government expenditure/GDP ratio fell 
from 63 percent to 51 percent between the late 1980s and 2000, with 
some fluctuations. The trend changed in 2001 when the ratio climbed 
to 55 percent that year and stayed at approximately that level in 2002 
and 2003. Contributing to the change were negative rates of economic 
growth and the real increase in government expenditure. In 2004, the 
government expenditure/GDP ratio is projected at 53 percent and the 
outlook for 2005 indicates that a further decrease is likely. 

3. Government Expenditure by Main Activities 

In 2003, 32 percent of total government expenditure was earmarked 
for debt repayment; the remainder was divided between social 
expenditure (54 percent), defense (24 percent), and economic activity 
and administration (22 percent). In 2004, the share of “discretionary” 
expenditure (total spending net after debt repayment) in the grand 
total increased somewhat. Within the discretionary aggregate, the 
share of social services declined, that of defense remained relatively 
unchanged, and that of economic activity and administration 
increased. 

Social expenditure has accounted for more than half of the 
discretionary government expenditure since 1992. The share climbed 
steadily until 2001 when it peaked at 56 percent; in 2002 and 2003 it 
dropped by 2 percentage points, and a further drop to 53 percent is 
expected in 2004. Government expenditure has not always been 
distributed this way; from a longitudinal perspective, the distribution 
by main activities has changed considerably (Table 2). The most 
significant change is an increase in the share of expenditure for social 
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purposes, mostly at the expense of a decrease in the relative portion of 
defense spending. 

Table 2. Distribution of Government Expenditure, by Main  
              Activities (percent) 

 1980 1985 1990 1995 2000 2003 2004 
Government expenditure       
Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 
Thereof: 
Debt repayment  

 
24.5 

 
43.4 

 
33.0 

 
29.9 

 
30.0 

 
32.0 

 
30.7 

Discretionary government expenditure     
Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 

Social services 31.7 32.1 45.2 52.4 55.0 54.1 53.1 
Defense 39.5 40.2 31.3 24.6 24.0 24.3 24.1 
Economic     
activity/administration 

 
28.8 

 
27.7 

 
23.5 

 
23.0 

 
21.0 

 
21.6 

 
22.8 

Debt Repayment 
Expenditure related to the government debt – repayment of principal 
and interest – has decreased steeply since the mid-1980s. This is a 
direct result of a vigorous policy to contain the budget deficit, which 
lowered the total debt/GDP ratio from 200 - 300 percent in the early 
1980s to 90 percent in 2000. The trend turned around in 2001 and the 
ratio climbed to 107 percent in 2003. Just as the decreases in debt and 
debt-related expenditure freed resources for activities in other fields, 
so the increase in recent years is expected to make the debt burden 
heavier and leave the government with fewer discretionary resources 
available in the future. The discretionary portion of government 
expenditure – 69 percent in 2004 – is set to decline to 66 percent in 
the 2005 draft budget. 

Defense 
Defense expenditure peaked in the mid-1970s and has been declining 
steadily since then relative to both GDP and total government 
expenditure. Furthermore, the amount of U.S. defense assistance that 
Israel has been receiving has been climbing in recent years (due to the 
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redirection of some U.S. economic aid to defense), freeing more 
domestic currency from defense to other uses. Thus, the share of 
defense expenditure in domestic currency has decreased more steeply 
than the data on total defense expenditure indicate. 

Defense spending includes a large component of fixed outlays for 
the maintenance of military forces, and expenditure related to long-
term development and multi-year rearmament plans. Since 1973 there 
has been no evidence of a direct correlation between changes in the 
level of defense spending and the current security situation and the 
thorny Middle East peacemaking process. In recent years, however, 
defense spending has risen slightly due to the continuing confrontation 
with Palestinian terror. Thus, the share of defense in discretionary 
government expenditure rose by 1.8 percentage points in 2002 relative 
to 2001 and fell by one percentage point in the following two years. 

Economic Activity and Administration 
Economic and administrative expenditure spans a wide range of 
activities. It covers economic incentives for the encouragement of 
capital investments, research and development, and exports, subsidies 
for agriculture; as well as activities to maintain public order, law 
enforcement, environmental quality, development of foreign relations, 
and the like. These uses accounted for 30 percent or more of the 
discretionary government expenditure in the early 1980s, about one-
fourth at the end of that decade, less still in the 1990s, and about one-
fifth in recent years. Economies of scale presumably function in some 
of these activities, so that expenditure does not necessarily increase 
along with population increase or economic growth. In certain activity 
areas, however, the relative cutback in resources has been harmful to 
the level and quality of government services. 
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Social Expenditure  
The share of social services in discretionary government expenditure 
rose by 13 percentage points in the 1980s and by another 10 
percentage points since the early 1990s. 

Social expenditure finances the set of activities that advance and 
drive the government’s social policies. They include direct (in-kind) 
services that the government provides the public, services of other 
public and private institutions that the government funds fully or 
partly, and various kinds of transfer payments by means of the 
National Insurance Institute. In-kind government social services 
include education, health care, personal social services, housing, and 
assistance for recent immigrants. The main transfer payment programs 
are child allowances, old-age and survivors’ pensions, benefits for the 
disabled, unemployment compensation, and income maintenance. 

In 2003, actual social expenditure was NIS 100.9 billion, most of 
which – 92 percent – consisted of expenditure within the current 
budget. In 2002 and 2003, social spending decreased in real terms by 
2.7 percent and 2.5 percent, respectively. This marks an abrupt change 
in government spending policy following social expenditure increases 
of 8 percent in 2001, 2 percent on annual average in the second half of 
the 1990s, and 8.5 percent in the first half of the previous decade. In 
view of the population increase, average per-capita social expenditure 
has dropped in recent years, as against a leveling off (with slight 
fluctuations) in the second half of the 1990s and an upward trend in 
the first half of that decade. The projected change in social spending 
in 2004 is an increase of 1.1 percent in real terms. However, the gap 
between plan and final expenditure (discussed previously in Section 1) 
is worth noting again. If the discrepancy between the two in 2003 
reoccurs in 2004, this will be a continuation of the downward trend in 
actual social spending. 
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4. Social Expenditure:  Social Services and  
    Transfer Payments 

Social expenditure is divided between in-kind services and transfer 
payments. Government ministries are responsible for the delivery of 
services, which are fully covered by the State budget. The National 
Insurance Institute, in contrast, administers most transfer payment 
programs. The State budget covers the difference between total 
transfer outlays and National Insurance contributions from the public 
(e.g., financing of benefits for elderly immigrants who never paid into 
National Insurance). To provide a full picture of social spending, the 
discussion below and the data in the Appendix do not distinguish 
between sources of funds and relate to total transfer payments from 
the government (including the National Insurance Institute) to the 
public. 

In 2003, social expenditures amounted to NIS 100.9 billion – NIS 
60.9 billion for services and NIS 40 million for various transfer 
payments. The respective figures in the 2004 budget (in constant 2003 
prices) are NIS 102.1 billion – NIS 63.3 billion for services and NIS 
38.8 billion for transfer payments.  

Over the years, the share of expenditure for direct services has been 
declining and the share of transfer payments has been increasing 
(Figure 3). An obvious exception to this generalization occurred in the 
early 1990s, following mass immigration from the former Soviet 
Union. The need to house hundreds of thousands of immigrants led to 
an increase in outlays for in-kind services through the development 
budget, bringing the relative share of in-kind services to 71 percent. 
Since then, the proportion of expenditure for in-kind services has 
declined by about 10 percentage points and that of transfer payments 
has risen proportionately. 

The changes in the proportions of in-kind services and transfer 
payments in total social expenditure reflect significant differences in 



Government Expenditure for Social Services                                                        81                           
 

the real long-term growth rates of both components.3 In the 1993–
2003 decade, annual average expenditure for services increased by 
only 0.4 percent while transfer payments rose by 5.9 percent and the 
population grew by 2.5 percent. Since expenditure for services failed 
to keep pace with population growth, per-capita expenditure declined. 
Annual average per-capita transfer payments, in contrast, rose by 3.3 
percent. 

Table 3. Social Expenditure by Main Components (percent) 
 Total In-kind services Transfer 

payments 

1980 100.0 69.3 30.7 
1985 100.0 59.0 41.0 
1989 100.0 57.6 42.4 
1992 100.0 71.1 28.9 
1995 100.0 65.9 34.1 
2000 100.0 60.9 39.1 
2003 100.0 60.3 39.7 
2004 100.0 62.0 38.0 

It is noteworthy that the share of direct in-kind expenditure 
typically decreases in years when the government decides to cut back 
on social spending. Transfer payments cannot be cut in the same way 
because they have more protection in legislation. Thus, transfer 
payments are somewhat inelastic and the total expenditure is adjusted 
almost automatically with the growth in the number of benefit 
recipients. 

                                                 
3 To calculate the real changes in expenditure on services, nominal expenditure was 

decreased by the Public Consumption Price Index. To do the same for transfer 
payments, the Consumer Price Index was used. 
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Figure 3. Social Expenditure–2004
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Real growth in the transfer payments has continued for two 
decades at an accelerated pace – nearly 6 percent on annual average in 
the 1980s and 7 percent in the 1990s. Expenditure peaked in 2001 
after an annual increase of nearly 13 percent. The trend turned around 
in the following two years, 2002–2003, with a real decrease of 4 
percent on annual average. Another decline of 3 percent is expected in 
2004. The new trend reflects a government policy that rules out 
additional steady increases and promises further measures to reduce 
benefits and limit eligibility for them. (For an in-depth discussion see 
the section on National Insurance benefits.) 
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5. In-Kind Social Services 

The changes in the composition of expenditure on in-kind social 
services during the past two decades were affected largely by mass 
immigration in the early 1990s (Table 4). The increase in immigration 
related expenditure – especially government investment in housing – 
was reflected in a proportional increase in the “Expenditure on Other 
Services” line, an aggregate that includes, but is not limited to, the 
budgets of the Ministries of Construction and Housing and of 
Immigrant Absorption. The effect of this factor has been declining in 
recent years. Aside from the effects of mass immigration, several 
other factors stand out:  stability in the share of education expenditure 
(half of expenditure for in-kind services during the 1980s and the 
early 2000s), an increase in the share of health expenditure (one-third 
of service expenditure in the 1980s and one-fourth in the early 2000s), 
and a gradual rise in the share of personal social services expenditure, 
especially since the mid-1990s. 

Table 4. Expenditure on Social Services (percent) 
 Total Education Health Personal social 

services  
Other 

1980 100.0 47.9 32.8 5.7 13.6 
1985 100.0 50.3 34.9 5.4 9.4 
1989 100.0 50.2 33.7 7.0 9.1 
1992 100.0 35.0 21.0 4.6 39.4 
1995 100.0 44.0 26.6 5.9 23.5 
2000 100.0 49.9 24.6 7.4 18.1 
2003 100.0 50.2 25.4 8.5 15.9 
2004 100.0 47.2 25.0 8.2 19.6 

 



84                                                                                Israel’s Social Services 2004                                                 

a. Education 

Education expenditure represents the largest single expenditure 
category within in-kind social services. In 2003, the government spent 
NIS 30.6 billion, up 0.8 percent over 2002 in real terms; in 2004, the 
projected expenditure is NIS 29.9 billion (in constant 2003 prices), 
down 2.2 percent from 2003 in real terms. 

Government expenditure on education has been increasing steadily 
since the mid-1980s, when economic stabilization requirements led to 
a drastic cut in spending, a reduction in classroom hours, and the 
elimination of several academic subjects. Between 1987 and 2003, 
education expenditure climbed by 4.5 percent on annual average in 
real terms. The increase was especially rapid from 1989 through 1996, 
about 8 percent per year, due to the need to enroll masses of newly 
arrived immigrant students in the early 1990s. After 1997, the annual 
average growth rate slowed to only 1.4 percent. 

In analyzing the long-term trend in education spending the focus is 
on four main parameters:  (1) the share of government in total national 
education expenditure; (2) average per-pupil expenditure, considered 
a general indicator of the quality of education; (3) the level of 
education expenditure in the development (investment) budget as a 
gauge of the adjustment of education infrastructure to future needs, 
and; (4) changes in the distribution of expenditure among levels of 
education as a reflection of policies and priorities. 

(1) The Share of Government in Total National Education 
      Expenditure  
National education expenditure includes outlays for all public and 
private education institutions from preschool to higher education; per-
household expenditure for tutoring, textbooks, etc.; and expenditure 
for the construction and equipping of new schools. According to 
estimates by the Central Bureau of Statistics (CBS), the share of 
national education expenditure in GDP rose from less than 9 percent 
in the early 1990s to more than 10 percent in 2002. During this period, 
the government share in national education expenditure fluctuated 
somewhat. 
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Since the differentiation between central government and local 
government in education funding is of limited significance, the 
following data combine funding from both sources. In the late 1980s 
central and local government covered 76 percent of national education 
expenditure and 80 percent in the mid-1990s. A moderate decline 
began in 1998, bringing the share down to 70 percent in 2001–2002. 
Since then, in view of the moderate increase in government education 
expenditure, the share of government in national education 
expenditure has presumably continued to decline. If this 
“privatization” trend continues, it may threaten the universality of 
education, and, in the long term, contribute to increasing social 
inequity. 

(2) Average Per-Pupil Expenditure 
Enrollment in public preschools, primary schools, and secondary 
schools (middle school and high school) – most of the country’s 
education system – rose from 1,402,000 in 1994/95 to 1,673,000 in 
2002/03, representing a cumulative increase of 19.3 percent. Current 
expenditure for these main segments of the education system 
increased by 34.5 percent in real terms during these years. Thus, 
average per-pupil expenditure rose by 12.7 percent. 

In and of itself, a sharp increase in average per-pupil expenditure 
may indicate an improvement in the quality of education. To assess 
the full significance of the increase, however, further details are 
needed like changes in the distribution of pupils among different 
education frameworks and differences in average per-pupil cost in 
each framework. Be this as it may, current expenditure on the 
education system did not increase in 2003 even though enrollment 
continued to climb. In 2004, current expenditure for these purposes is 
expected to return to the 2001 level. 
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(3) Investment in Physical Infrastructure of the Education System 
Most government expenditure on education is channeled through the 
current budget and is earmarked for payroll and on-going activities; 
expenditure on construction, renovation, and equipping of schools is 
included in the development budget. Investment expenditure has been 
steadily contracting in terms of its share in overall government 
education expenditure in recent years. Thus, in the early 2000s only 
2–3 percent of total education expenditure was set aside for the 
development of the education system’s physical infrastructure. 

In absolute terms (constant 2003 prices), development expenditure 
was NIS 1.1 billion in each of the years 2000 and 2001, NIS 830 
million in 2002, NIS 725 million in 2003, and a projected NIS 460 
million in 2004. From a long-term perspective, investment in the 
physical development of the education system has been about one-
fifth less in recent years than the average in the 1990s (except for 
1993 and 1994, which were affected by an increase related to 
immigration). In view of the natural increase in the education system, 
the contraction of investment may create a dangerous gap between 
needs and available infrastructure. 

(4) Distribution of Current Expenditure among Levels of 
      Education 
The distribution of current expenditure among main components of 
education has not changed significantly in more than a decade (Table 
5). The proportional increase in preschool expenditure reflects the 
extension of the Compulsory Education Law to cover the 3-4 year-
olds (of whom 80 percent have been enrolled in public preschools in 
recent years). The increase in the share of higher education (until 
2003) occurred due to the expansion of the higher education system (a 
proliferation of new schools) and the concomitant increase in 
enrollment. The share of expenditure for vocational training and 
yeshivot, in contrast, has been declining. (In the case of yeshivot, this 
may have to do with the elimination of redundancies with transfer of 
their financing from the Ministry of Religious Affairs to the Ministry 
of Education.) The share of general expenses also declined; this may 
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be due to increased efficiency. This relative overall long-term stability 
may indicate that the distribution of expenditure is affected mainly by 
demographic trends (“autopilot”) and that policies and priorities have, 
to a great extent, only marginal effects. 

Figure 4. Government Education Expenditure in 
the 2004 Budget
Percent distribution
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Table 5. Distribution of Current Education Expenditure – Main  
               Items (percent) 

 1990 1995 2000 2003 2004 
Total 100.0 100.0 100.0 100.0 100.0 
General expenditure 7.8 7.1 7.0 6.5 6.9 
Preschool 4.9 4.6 6.1 7.2 6.9 
Primary 26.7 28.5 26.4 27.5 29.0 
Post-primary 34.5 34.6 35.5 34.6 35.2 
Higher education 17.2 17.4 18.3 18.7 17.1 
Vocational training 3.1 3.0 2.6 2.4 2.7 
Yeshivas 5.8 4.8 4.1 3.1 2.2 
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b. Health  

Government health expenditure was NIS 15.5 billion in 2003, largely 
unchanged from 2002, and is projected at NIS 15.9 billion (in 2003 
prices) in 2004, up 2.7 percent over 2003 in real terms. In fact, except 
for a dip in 2000, real government expenditure on health has hardly 
changed since 1997. 

From a longitudinal perspective beginning in 1980, the trend in 
government health expenditure can be divided into three periods. In 
the first period, 1980–1989, expenditure was stable at NIS 10.6 
million on annual average (2003 prices) with annual deviations that 
did not exceed 5 percent in either direction. In the seven subsequent 
years, 1990–1996, expenditure climbed rapidly, from NIS 10.8 billion 
(1989) to NIS 16 billion (all in 2003 prices) or by 6 percent on annual 
average. From 1997 to 2003, expenditure was again stable at NIS 15.5 
billion on annual average (2003 prices) with deviations of less than 
one percent (except for 2 percent over the average in 1999, and 5 
percent below the average in 2000). In sum, government health 
expenditure underwent a 50 percent stepwise increase in the first half 
of the 1990s, after a lengthy period of stability, and has remained at 
this new level for nearly a decade with very little fluctuation. 

Long-term constancy in real expenditure means a decline in 
average per-capita expenditure. Furthermore, the prices of health 
services tend to rise more quickly than the overall price index. In 
1997–2003, for example, the cumulative increase in the index of 
health services prices (included in the private consumption aggregate) 
surpassed the total increase in the Consumer Price Index by 15 
percent. The combined effects of stable expenditure, population 
growth, and the increase in relative prices of health services indicates 
that the delivery of government funded health services to the public 
has been eroded by more than 30 percent since 1997. 
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Furthermore, national health expenditure has risen by 4.4 percent 
on annual average in the past decade in real terms.4 National health 
expenditure includes spending on all health services delivered in 
clinics, hospitals, private physicians’ and dentists’ offices, the 
purchase of medicines and medical equipment, health research and 
government administration, and investments in the construction and 
equipping of health care facilities. The continuing real increase was 
reflected in a rise in the share of national health expenditure in GDP 
from 7.4 percent in 1993 to 8 percent in the second half of the 1990s 
and 8.8 percent in 2003. 

Figure 5. Government Health Expenditure
NIS billions, 2003 prices
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At the same time, the government share in funding national health 
care has been declining. In 1995, the health fund membership fees that 
households had been paying were replaced with a health tax. In order 
                                                 
4 According to Central Bureau of Statistics estimates. 
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to maintain comparability of data, membership fees were added to the 
government share in national health expenditure financing in previous 
years. The adjusted data show that the government covered 68 percent 
of national health outlays in 1993 and 75 percent in 1996. Since then, 
the proportion fell steadily to only 66 percent in 2003. 

From the household perspective, the increase in overall national 
expenditure on health, combined with a simultaneous decrease in the 
government’s share in financing, has led to an increase in household 
expenditure on health services in the period between 1997 and 2003 
by some 55 percent, in real terms. 

Thus, it seems that Israel is gradually moving toward a privately 
funded health care system. Such a change carries far-reaching 
implications, including the risk of greater inequity in the consumption 
of health services. Indeed, surveys by the Taub Center have shown 
that a large share of the public forgoes some form of medical care 
each year due to the required co-payment. 

Government health expenditure also includes investments in 
buildings and equipment. These investments have fallen by roughly 
half in the past decade – from NIS 655 million per year in 1993–1996 
to NIS 344 million per year in 1997–2003 (both figures in 2003 
prices). In recent years, investment has been only 1–2 percent of total 
health expenditure. In health care, as in education, inadequate 
investment in the physical infrastructure causes the system to erode 
and may result in poor quality of service in the future. 

Current government expenditure is divided among participation in 
health insurance – practically speaking, funding of health services that 
are delivered by nongovernmental institutions – and direct 
expenditure for the delivery of health care services. Over the years, 
the share of participation in health insurance has been declining and 
that of direct government expenditure has been rising (Table 6). The 
decrease in transfers to other institutions is linked partly to the 
elimination of the “parallel tax” (employers’ health insurance 
contributions) in 1997. 
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Within the aggregate of direct expenditure, there has been a 
conspicuous decrease in outlays related to general inpatient care and 
moderate increases in two main expenditure items, psychiatric care 
and long-term care. 

Table 6. Distribution of Current Health Expenditure – Main 
Items  
              (percent) 

 1990 1995 2000 2003 2004 
Total 100.0 100.0 100.0 100.0 100.0 
Participation in  
   insurance 71.2 70.0 66.0 65.1 68.0 
Direct expenditure 28.8 30.0 34.0 34.9 32.0 
Direct expenditure–total 100.0 100.0 100.0 100.0 100.0 
 General inpatient care 10.0 11.9 3.4 3.0 3.2 
 Psychiatric care 21.9 23.2 22.6 24.5 23.8 
 Long-term care 17.1 17.2 20.8 21.9 22.7 
 Public health 14.0 17.2 22.1 17.8 17.0 
 Misc.* 37.0 30.5 31.1 32.8 33.3 

* Including health expenditures outside the Ministry of Health budget. The 
“miscellaneous” line is reserved mainly for expenditures of the National 
Insurance Institute for maternity hospitalization, medical care for work-related 
accidents, etc.  

c. Personal Social Services  

Personal social services are administered by the Ministry of Social 
Affairs and municipal welfare departments. In 2003, government 
expenditure for such services was NIS 5.2 billion, 2 percent less than 
in 2002 in real terms. In 2004, expenditure is projected at a similar 
level (in constant prices). 

In the 1980s, until the Long-Term Care Law was passed in 1988, 
annual expenditure was steady at NIS 1.7 billion (in 2003 prices). 
Since then, expenditure has increased continually and annual outlays 
have roughly tripled. 
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Government expenditure for personal social services falls into two 
main categories:  nursing care benefits (45 percent) and other services 
(55 percent), comprising welfare services for children and youth, care 
for the elderly and for special population groups (marginal youth, 
persons with disabilities, the mentally retarded) and central and 
community welfare services for individuals and families. 

 

Figure 6. Share of Nursing Care Benefits in Total 
Personal Social Services Budget
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6. Transfer Payments – the National Insurance System 

Transfer payments to the public, by means of the National Insurance 
Institute, amounted to NIS 40 billion in 2003. Two decades of steady 
real increases ended in 2001, with an abrupt turnaround that caused 
transfer expenditures to decline. This real decrease continued in 2004, 
as transfer payments will amount to NIS 38.8 billion (2003 prices), an 
additional decrease of 3.2 percent. 
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The transfer payment component of social expenditure, coupled 
with the tax system, reflects the state’s role in striving for social 
justice by influencing inequalities in income distribution. Transfer 
payments also guarantee society’s weaker segments – the elderly, the 
disabled, the unemployed, etc. – a specified minimum level of income, 
and in this sense they act as a social safety net. Finally, transfer 
payments compensate for the failure of the tax system to take family 
size into account and correct for market failures in the savings and 
insurance industries. However, transfer payments may also have 
negative implications. In particular, they are accused of creating 
disincentives to labor force participation, and some benefits that are 
not subject to a means tests are accused of having regressive effects. 
The main difficulty, however, has to do with the heavy burden on the 
budget that the transfers have created. The rules of eligibility and the 
levels of benefits set by law made it necessary to allocate sums that 
rose rapidly and unavoidably each year and limited the government’s 
ability to contain the budget deficit to levels considered acceptable in 
stable economies. 

Thus, by deciding in 2002 to reduce the transfer benefits and 
restrict eligibility for them, the government engineered an 8 percent 
real decrease in transfer payment outlays within two years (2002 and 
2003). The decreases in spending were not across-the-board; they 
were especially steep in unemployment compensation (35 percent), 
child allowance (24.5 percent), and income maintenance benefits 
(12.8 percent). These data do not fully reflect subsequent similar 
decisions. As stated, an additional decrease of about 3 percent seems 
to have occurred in 2004. 

Even if one cannot overlook the reasoning in favor of arresting the 
rapid rise in transfer payments or for reversing it, one should examine 
the extent to which the cutbacks were consistent with the basic social 
goals of the benefits, i.e., to assure various population groups a 
minimum income at an appropriate level relative to society’s overall 
standard of living. The test that should be applied, then, is relative, not 
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absolute; it should take into account  developments in the environment 
within which the benefit recipients live. 

To perform such a test, the ratios of the various transfer payments 
in average per-recipient terms to the average standard of living, 
expressed in per-capita private consumption, at three points in time 
were calculated. At the first of these points, 1989, the effect of mass 
immigration from the former Soviet Union was not yet evident (for 
reasons of data availability, the first point of reference is 1990 in 
regard to child allowances and 1991 for unemployment 
compensation.) The second point, 2001, preceded the government 
decisions that reversed the long-term trend in transfer payments. The 
third point, 2003, is the last year for which full expenditure data are 
available. The changes in ratios are presented in index terms, using the 
first point in time as the base (Table 7). 

Figure 7. Expenditure on Transfer Payments
NIS billions, 2003 prices

10

15

20

25

30

35

40

45

50

1994 1996 1998 2000 2002 2004

 
 



Government Expenditure for Social Services                                                        95                           
 

Table 7. Average Benefits Relative to Average Standard of Living   
              (percent) 

 1989 2001 2003 
Old-age and survivors 100 92 85 
Children *100 76 58 
General disability 100 106 110 
Unemployment compensation **100 111 108 
Income maintenance 100 94 76 

*     1990 
**   1991 

The computed ratios for all benefits except for general disability 
were lower in 2003 than in 2001, and all except for general disability 
and unemployment compensation were lower in 2003 than in the 
initial observation. The steepest decreases occurred in child 
allowances and income maintenance. Although these are rough 
calculations that have their weaknesses, they create the unavoidable 
impression that the cutback decisions were not examined in relation to 
concurrent changes in the standard of living of other populations 
groups. 

Table 8. Distribution of and Changes in Benefits – Main Items   
           (percent) 

Avg. annual  
percent change 

  
 
 

1990 
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2004 
1990- 

    2001  
2001-
2004 

Total 100.0 100.0 100.0 100.0 100.0 7.8 –3.9 
Old-age and survivors 44.6 40.5 37.0 38.8 40.9 6.0 –0.7 
Children 22.2 22.8 18.5 15.2 12.4 6.0 –15.7 
General disability 11.3 11.6 14.4 17.6 18.5 10.2 4.5 
Unemployment and 
income maintenance 

 
10.6 

 
12.6 

 
17.1 

 
14.2 

 
13.2 

 
12.5 

 
–11.8 

Other 11.3 12.5 13.0 14.2 15.0 9.2 0.8 
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The largest transfer payment program is old-age and survivors’ 
pensions (Table 8). Expenditure for these benefits is largely a 
function of the size of the relevant population and, until recent 
government decisions, the national average wage (to which the basic 
pension was indexed) and the proportion of income supplement 
recipients among the elderly. In the 1990s, the increases in 
expenditure were influenced by an influx of elderly immigrants who 
began to receive pensions and, in many cases, were entitled to income 
supplement payments. The decline in expenditure since 2002 reflects a 
general cutback of 4 percent in benefit levels and some changes in the 
age of eligibility, partly offset by an increase in the number of benefit 
recipients. It was also decided to index  benefits to the Consumer 
Price Index instead of the national average wage, but this change has 
not yet been reflected in the level of expenditure. 

In most years, child allowances were the second largest 
expenditure program. In the 1990s, expenditure increased under the 
cumulative effect of three important changes:  lifting of the temporary 
freeze on allowances for first and second children in families; 
extending full eligibility to families whose head of household had not 
performed military service; and the Large Families Law. The 
government’s decisions in 2002 returned the real level of expenditure 
to the mid-1990s norm. Moreover, since the new policy included a 
decision to equalize the allowance for each child in a gradual fashion 
over seven years (and immediately for children born after June 2003), 
child allowance expenditure is expected to decline further, or to grow 
very slowly, in the years to come as well. 

Expenditure for general disability benefits increased rapidly 
throughout the period and, especially, since the mid-1990s. In June 
1995, the benefit level was raised by 7 percent by law in order to 
reduce poverty and income disparities, making it the only benefit 
untouched by the cutback policy introduced in 2002. Furthermore, in 
November 2002 three special disability benefits were added: for the 
severely disabled, for the disabled whose earning capacity is severely 
limited, and for disabled children. 
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Expenditures for unemployment compensation and income 
maintenance benefits were the fastest rising main transfer payment 
programs in the 1990s. This reflected the economic downturn, the 
growth in unemployment, and also an increase in the public’s 
awareness of its eligibility for these benefits. Unemployment 
compensation outlays grew in the 1990s despite more stringent 
eligibility rules instituted in some of the programs. Since 1995, for 
example, in order for the young unemployed (up to age thirty-five) to 
remain eligible for benefits, they must accept any job offered to them, 
and since 1999 the maximum unemployment benefit has been further 
limited. The decisions made since 2002, in contrast, have caused 
expenditure to decrease sharply. Under the new policy, the maximum 
term and level of benefits for those repeatedly unemployed have been 
restricted and the qualifying conditions for unemployment 
compensation have been made stricter. The income maintenance 
benefits were reduced by 4 percent, eligibility rules were tightened, 
and the means tests and the benefit rates were revised. Since the 
unemployment situation has not improved for the time being, the harm 
inflicted on recipients of unemployment compensation and income 
maintenance benefits has not been offset by an increase in income 
from other sources, as policymakers had hoped. 
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Table 1. Indicators of Social Service Expenditure:
              Total Budget and Current Budget

Social service expenditure as percentage of:

GDP
Total Excl. debt

servicing
1. Total budget (current and development)

1980 23.9 31.7 17.8

1985 18.2 32.1 15.5

1989 26.1 42.0 16.4
1990 30.3 45.2 18.6

1995 36.7 52.4 20.2
1996 36.8 53.2 21.2
1997 37.3 53.7 20.5
1998 37.1 54.0 20.2
1999 38.6 55.1 20.3
2000 38.5 55.0 19.7
2001 39.2 56.1 21.3
2002 38.4 54.2 20.8
2003 36.8 54.1 20.1
2004 36.8 53.1 19.7

2. Current budget

1980 26.4 30.4 15.1

1985 24.6 32.3 14.4

1989 34.0 42.8 15.6
1990 35.2 43.6 16.2

1995 42.1 50.6 17.3
1996 43.3 51.3 18.1
1997 44.4 52.4 18.1
1998 44.9 53.1 18.1
1999 46.0 53.9 18.2
2000 46.0 54.3 17.8
2001 47.5 55.4 19.3
2002 46.4 54.0 19.1
2003 45.5 54.2 18.4
2004 44.0 52.8 17.7

Government expenditure
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Table 2.  Government Expenditure, by Use (percent)

Total Thereof:
Debt Total Social Defense Other 

servicing services

1. Total budget (current and development)

1980 100.0 24.5 100.0 31.7 39.5 28.8

1985 100.0 43.4 100.0 32.1 40.2 27.7

1989 100.0 37.8 100.0 42.0 33.1 24.9
1990 100.0 33.0 100.0 45.2 31.3 23.5

1995 100.0 29.9 100.0 52.4 24.6 23.1
1996 100.0 30.8 100.0 53.2 24.5 22.3
1997 100.0 30.5 100.0 53.7 24.7 21.6
1998 100.0 31.3 100.0 54.0 24.8 21.2
1999 100.0 29.9 100.0 55.1 23.7 21.2
2000 100.0 30.0 100.0 55.0 24.0 21.0
2001 100.0 30.2 100.0 56.1 23.6 20.3
2002 100.0 29.2 100.0 54.2 25.4 20.4
2003 100.0 32.0 100.0 54.1 24.3 21.6
2004 100.0 30.7 100.0 53.1 24.1 22.8

2.  Current budget

1980 100.0 13.3 100.0 30.4 44.5 25.0

1985 100.0 24.1 100.0 32.3 43.6 24.1

1989 100.0 20.6 100.0 42.8 35.4 21.8
1990 100.0 19.3 100.0 43.6 34.6 21.8

1995 100.0 16.7 100.0 50.6 27.7 21.7
1996 100.0 15.5 100.0 51.3 27.6 21.1
1997 100.0 15.3 100.0 52.4 27.3 20.3
1998 100.0 15.4 100.0 53.1 27.2 19.7
1999 100.0 14.6 100.0 53.9 25.9 20.2
2000 100.0 15.3 100.0 54.3 26.1 19.6
2001 100.0 14.4 100.0 55.4 25.7 18.8
2002 100.0 14.2 100.0 54.0 27.6 18.3
2003 100.0 16.0 100.0 54.2 26.6 19.2
2004 100.0 16.8 100.0 52.8 26.7 20.4

Total excl. debt servicing



102 Israel's Social Services 2004

Table 3.  Expenditure on Social Services, by Main Item
               (NIS million, 2003 prices)*

1. Total budget (current and development)
 Total Income    In-kind services

mainte-  Total Educa- Health Personal Em- Immigrant Housing
nance tion social ploy- integration

services ment

1980 42,881 10,784 32,096 15,384 10,539 1,816 259 291 3,808

1985 43,535 14,064 29,471 14,831 10,280 1,590 248 327 2,196

1989 50,756 18,888 31,868 16,017 10,739 2,215 362 696 1,838
1990 59,023 19,102 39,921 17,045 11,181 2,358 360 2,849 6,128

1995 82,543 27,321 55,222 24,317 14,709 3,247 508 1,894 10,548
1996 90,043 29,204 60,838 27,780 16,039 3,375 466 1,884 11,294
1997 90,301 31,505 58,796 28,089 15,752 3,576 526 1,776 9,078
1998 92,727 34,128 58,599 27,958 15,733 3,805 531 1,796 8,774
1999 96,650 35,798 60,853 29,304 15,796 4,116 603 1,968 9,065
2000 98,550 38,709 59,841 29,873 14,721 4,449 582 2,061 8,155
2001 106,339 43,646 62,693 31,101 15,425 4,805 608 1,795 8,959
2002 103,519 42,363 61,156 30,331 15,461 5,289 658 1,550 7,866
2003 100,937 40,050 60,886 30,572 15,454 5,194 680 1,269 7,717
2004 102,102 38,768 63,334 29,914 15,864 5,171 800 1,654 9,932

Average annual percent change

1980-1985 0.3 5.5 -1.7 -0.7 -0.5 -2.6 -0.8 2.4 -10.4
1985-1989 3.9 7.6 2.0 1.9 1.1 8.6 9.9 20.8 -4.3
1989-1996 8.5 6.4 9.7 8.2 5.9 6.2 3.7 15.3 29.6
1996-2000 2.3 7.3 -0.4 1.8 -2.1 7.2 5.7 2.3 -7.8
2000-2004 0.9 0.0 1.4 0.0 1.9 3.8 8.3 -5.4 5.1

*Income maintenance expenditure is deflated by the Consumer Price Index;
all other expenditure in the current budget is deflated by the Public Civilian 
Consumption Price Index, and expenditure in the development budget is 
deflated by the Construction Price Index.
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Table 3.  (continued)

2.  Current budget
 Total Income    In-kind services

mainte-  Total Educa- Health Personal Em- Immigrant Housing
nance tion social ploy- integration

services ment

1980 38,527 10,784 27,743 14,954 10,270 1,789 259 291 180

1985 41,078 14,064 27,013 14,607 10,105 1,569 248 327 157

1989 48,859 18,888 29,972 15,813 10,616 2,198 362 696 286
1990 52,678 19,102 33,576 16,757 11,035 2,342 360 2,849 233

1995 71,039 27,321 43,718 23,421 14,356 3,218 508 1,894 322
1996 76,918 29,204 47,713 26,537 15,167 3,334 466 1,884 325
1997 79,719 31,505 48,214 26,819 15,249 3,545 526 1,776 299
1998 82,836 34,128 48,708 26,879 15,442 3,780 531 1,796 279
1999 86,384 35,798 50,586 28,202 15,460 4,071 603 1,968 281
2000 89,072 38,709 50,363 28,749 14,295 4,415 582 2,061 261
2001 96,167 43,646 52,521 30,009 15,058 4,767 608 1,795 284
2002 94,760 42,363 52,396 29,501 15,177 5,254 658 1,550 256
2003 92,495 40,050 52,444 29,847 15,255 5,162 680 1,269 230
2004 91,689 38,768 52,921 29,451 15,617 5,130 800 1,654 270

Average annual percent change

1980-1985 1.3 5.5 -0.5 -0.5 -0.3 -2.6 -0.8 2.4 -2.7
1985-1989 4.4 7.6 2.6 2.0 1.2 8.8 9.9 20.8 16.2
1989-1996 6.7 6.4 6.9 7.7 5.2 6.1 3.7 15.3 1.8
1996-2000 3.7 7.3 1.4 2.0 -1.5 7.3 5.7 2.3 -5.3
2000-2004 0.7 0.0 1.2 0.6 2.2 3.8 8.3 -5.4 0.8
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Table 4.  Distribution of Expenditure on Social Services (Percent)

Total Income   In-kind services
maintenance     Total Education Health Other*

1. Total budget (current and development)

1980 100.0 30.7 69.3 30.9 21.1 17.3

1985 100.0 41.0 59.0 28.6 19.9 10.5

1989 100.0 42.4 57.6 28.4 19.0 10.1
1990 100.0 36.0 64.0 26.1 17.1 20.8

1995 100.0 34.1 65.9 28.7 17.3 19.9
1996 100.0 33.3 66.7 30.3 17.5 18.8
1997 100.0 35.8 64.2 30.6 17.2 16.4
1998 100.0 37.5 62.5 29.9 16.8 15.9
1999 100.0 37.7 62.3 30.1 16.2 16.1
2000 100.0 39.1 60.9 30.5 15.1 15.3
2001 100.0 40.4 59.6 29.8 14.8 15.0
2002 100.0 41.0 59.0 29.4 15.0 14.6
2003 100.0 39.7 60.3 30.3 15.3 14.7
2004 100.0 37.3 62.7 29.6 15.7 17.4

100

2.  Current budget

1980 100.0 36.0 64.0 34.5 23.7 5.8

1985 100.0 44.2 55.8 30.2 20.9 4.8

1989 100.0 44.5 55.5 29.3 19.7 6.6
1990 100.0 41.3 58.7 29.3 19.3 10.1

1995 100.0 39.9 60.1 32.2 19.7 8.2
1996 100.0 39.0 61.0 33.9 19.4 7.7
1997 100.0 40.5 59.5 33.1 18.8 7.6
1998 100.0 41.9 58.1 32.1 18.4 7.6
1999 100.0 42.0 58.0 32.3 17.7 7.9
2000 100.0 43.1 56.9 32.5 16.1 8.3
2001 100.0 44.5 55.5 31.7 15.9 7.9
2002 100.0 44.6 55.4 31.2 16.0 8.2
2003 100.0 43.3 56.7 32.3 16.5 7.9
2004 100.0 41.7 58.3 32.5 17.2 8.7

*Composed chiefly of personal social services, immigrant integration, and housing.
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Table 5.  Expenditure on Income Maintenance, by Main Component 
               (NIS million, 2003 prices)* 

Total Old-age Child General Un- Income Other Victims 
 and allowances disability employ- support NII of 

survivors ment Nazis

1980 10,785 4,847 3,257 1,185 196 0 958 342

1985 14,064 6,483 3,637 1,836 367 469 999 273

1989 18,888 8,235 4,352 2,195 1,408 574 1,690 434
1990 19,102 8,528 4,235 2,156 1,396 634 1,716 437

1995 27,321 11,073 6,219 3,169 1,819 1,616 2,703 723
1996 29,204 11,588 6,496 3,513 2,027 1,725 2,932 923
1997 31,505 12,117 6,813 3,865 2,712 1,920 3,091 988
1998 34,128 13,057 6,956 4,289 3,137 2,307 3,301 1,081
1999 35,798 13,362 7,357 4,635 3,207 2,601 3,478 1,157
2000 38,709 14,501 7,466 5,335 3,182 3,091 3,892 1,241
2001 43,646 16,167 8,059 6,277 3,736 3,717 4,345 1,346
2002 42,363 15,551 6,764 6,849 3,556 3,723 4,509 1,411
2003 40,050 15,551 6,088 7,063 2,428 3,242 4,337 1,340
2004 38,768 15,843 4,826 7,159 2,161 2,955 4,390 1,435

Average annual percent change

1980-1985 5.5 6.0 2.2 9.1 13.3 .. 0.9 -4.4
1985-1989 7.6 6.2 4.6 4.6 40.0 5.2 14.0 12.3
1989-1996 6.4 5.0 5.9 6.9 5.3 17.0 8.2 11.4
1996-2000 7.3 5.8 3.5 11.0 11.9 15.7 7.3 7.7
2000-2004 0.0 2.2 -10.3 7.6 -9.2 -1.1 3.1 3.7

 *Deflated by the Consumer Price Index.
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Table 6.  Distribution of Expenditure on Income Maintenance (Percent)

Total Old-age Child General Un- Income Other Victims 
 and allowances disability employ- support NII of 

survivors ment Nazis

1980 100.0 44.9 30.2 11.0 1.8 0.0 8.9 3.2

1985 100.0 46.1 25.9 13.1 2.6 3.3 7.1 1.9

1989 100.0 43.6 23.0 11.6 7.5 3.0 8.9 2.3
1990 100.0 44.6 22.2 11.3 7.3 3.3 9.0 2.3

1995 100.0 40.5 22.8 11.6 6.7 5.9 9.9 2.6
1996 100.0 39.7 22.2 12.0 6.9 5.9 10.0 3.2
1997 100.0 38.5 21.6 12.3 8.6 6.1 9.8 3.1
1998 100.0 38.3 20.4 12.6 9.2 6.8 9.7 3.2
1999 100.0 37.3 20.6 12.9 9.0 7.3 9.7 3.2
2000 100.0 37.5 19.3 13.8 8.2 8.0 10.1 3.2
2001 100.0 37.0 18.5 14.4 8.6 8.5 10.0 3.1
2002 100.0 36.7 16.0 16.2 8.4 8.8 10.6 3.3
2003 100.0 38.8 15.2 17.6 6.1 8.1 10.8 3.3
2004 100.0 40.9 12.4 18.5 5.6 7.6 11.3 3.7
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Table 7.  Expenditure on Education, by Main Component, Current  Budget
               (NIS million, 2003 prices)*

Total General Pre- Pri- Post- Higher Vocational Yeshivot
schools mary primary education training

1980 14,954 1,562 580 4,254 4,430 3,352 516 261

1985 14,607 1,377 692 3,738 4,733 3,017 494 557

1989** 15,813 1,196 799 4,162 5,545 2,867 488 757
1990 16,757 1,303 829 4,472 5,775 2,879 528 971

1995 23,421 1,664 1,079 6,683 8,097 4,073 711 1,115
1996 26,537 1,894 1,473 7,077 9,415 4,756 763 1,158
1997 26,819 1,836 1,573 7,168 9,659 4,650 708 1,225
1998 26,879 1,827 1,556 7,304 9,771 4,505 729 1,187
1999 28,202 1,980 1,636 7,385 10,146 5,105 790 1,160
2000 28,749 2,023 1,768 7,584 10,210 5,256 739 1,168
2001 30,009 2,121 1,962 8,180 10,868 4,923 771 1,184
2002 29,501 2,126 2,013 8,127 10,579 4,751 805 1,099
2003 29,847 1,931 2,144 8,215 10,322 5,582 715 938
2004 29,451 2,017 2,023 8,552 10,379 5,039 782 660

Average annual percent change 

1980-1985 -0.5 -2.5 3.6 -2.6 1.3 -2.1 -0.8 16.3
1985-1989 2.0 .. .. .. .. -1.3 -0.3 8.0
1989-1996 7.7 6.8 9.1 7.9 7.9 7.5 6.6 6.3
1996-2000 2.0 1.7 4.7 1.7 2.0 2.5 -0.8 0.2
2000-2004 0.6 -0.1 3.4 3.0 0.4 -1.1 1.4 -13.3

*Deflated by the public civilian consumption price index.
**Due to reclassification of items in the budget of the Ministry of Education as of  
1987, figures in cols. 2-5 are not comparable to corresponding figures for earlier years.
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Table 8. Net Expenditure on Health, by Main Component, Current  Budget
               (NIS million, 2003 prices)*

 Total Gov't financing of health   Direct expenditure 
insurance
Parallel Co- Other General Psychi- Long- Public Other

tax pay- trans-  hospitals atric term health **
ments fers care care and

other

1980 10,270 4,175 .. 1,653 1,165 806 439 625 1,408

1985 10,105 5,496 178 1,208 477 571 407 504 1,264

1989 10,616 6,812 780 297 143 642 527 442 973
1990 11,035 6,471 821 569 317 694 543 445 1,176

1995 14,356 7,487 2,355 211 512 999 741 741 1,310
1996 15,167 7,747 2,052 1,159 206 1,117 784 696 1,406
1997 15,249 865 9,230 878 68 1,056 845 876 1,432
1998 15,442 59 9,297 1,619 102 1,058 907 946 1,454
1999 15,460 0 9,632 1,148 102 1,076 973 1,122 1,409
2000 14,295 0 8,890 545 167 1,100 1,009 1,072 1,510
2001 15,058 0 9,251 467 470 1,202 1,145 975 1,547
2002 15,177 0 9,346 665 258 1,273 1,153 944 1,538
2003 15,255 0 9,156 779 161 1,303 1,167 945 1,744
2004 15,617 0 9,755 845 163 1,197 1,138 855 1,664

Average annual percent change 

1980-1985 -0.3 3.4 .. -6.1 -16.4 -6.7 -1.5 -4.2 -2.1
1985-1989 1.2 3.5 .. -29.6 -25.9 3.0 6.7 -3.2 -6.3
1989-1996 5.2 4.8 14.8 21.5 5.3 8.2 5.8 6.7 5.4
1996-2000 -1.5 .. 44.3 -17.2 -5.0 -0.4 6.5 11.4 1.8
2000-2004 2.2 .. 2.3 11.6 -0.7 2.1 3.0 -5.5 2.5

*Deflated by the Public Civilian Consumption Price Index.
**Includes government health outlays not recorded in the Ministry of Health budget.
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Table 9. Percent Investment Expenditure in Total Education  
             and Health Budgets 

Total Education Health

1980 4.5 4.7 4.3

1985 2.4 2.3 2.6

1989 1.7 1.8 1.6
1990 2.0 2.2 1.7

1995 3.4 3.9 2.6
1996 4.9 4.6 5.5
1997 4.1 4.6 3.2
1998 3.1 3.8 1.8
1999 3.2 3.7 2.1
2000 3.3 3.6 2.8
2001 3.0 3.3 2.2
2002 2.3 2.6 1.8
2003 2.0 2.4 1.3
2004 1.6 1.6 1.6
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Definitions and Sources 
Definitions 

Government expenditure for social services includes all 
expenditure by government offices and by the National 
Insurance Institute for education, health, income maintenance, 
personal social services, housing, employment, and immigrant 
integration. The analysis in this book includes all expenditure 
implemented through the current budget (current expenditure) 
and the development budget (investment). We treat government 
expenditure in net terms, i.e., total expenditure less earmarked 
revenue from outside agencies (such as co-payments from 
recipients of services). 

The analysis refers to total government expenditure for 
services provided in-kind by the government (public 
consumption) and for subsidies and transfers to other economic 
sectors, such as National Insurance allowances, government 
support of non-governmental health institutions and support of 
non-governmental schools. Thus, the data reflect the activity of 
the government as a funding agent for the various social 
services, irrespective of the agency that delivers them. 

The financial data pertain to fiscal years that correspond to 
calendar years (January-December). Until 1990, the fiscal year 
began in April of the year at issue and ended at the end of the 
following March. For the transition period – fiscal 1991 – a 
nine-month budget (April-December) was approved. To 
facilitate comparison with data from previous years, we 
“translated” the 1991 budget expenditure into full-year terms by 
linear extrapolation. 

The data are shown in constant 2003 budget prices. The 
absolute figures were deflated by the Consumer Price Index or 
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by an implicit price index for Civilian Public Consumption, as 
the case may be. Investment expenditure, implemented through 
the development budget was deflated by the Construction Inputs 
Price Index. 

Classification of Social Expenditures 

Social service expenditures were classified functionally by main 
fields (education, health, etc.) irrespective of the agency that 
delivers the service. This classification is different from that 
used conventionally in the state budget and the statements of the 
Accountant General, which categorize expenditures by 
administrative units (e.g., ministries and departments). In 
education, for example, we included expenditure implemented 
through the budgets of the Ministry of Education, the Ministry 
of Labor and Social Affairs (vocational training), and the 
Ministry of Religious Affairs (yeshivas). Below is a detailed list 
of items included in each field. 

Education: Education expenditure includes outlays by the 
Ministry of Education and Culture for school systems 
(preschool, primary, post-primary, post-secondary), general 
expenses for the education system, government participation in 
higher education budgets, government expenditure for 
vocational training (Ministry of Labor and Social Affairs) and 
for yeshivas (Ministry of Religious Affairs). We also included 
transfers to post-primary schools from education levy receipts 
until this duty was abolished in 1987. 

Health: Health expenditure includes expenditures of the 
Ministry of Health for health services (general inpatient, long-
term, and psychiatric care; vocational training; public health 
services; government participation in the funding of National 
Health Insurance; and transfer payments to public medical 
institutions), including Defense Ministry participation in the 
Health Ministry budget. We also included the health 
expenditures of the National Insurance Institute (inpatient 
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maternal care, medical care for work accidents, health outlays 
under the Long-Term Care Insurance Law, and transfers to the 
health funds from Parallel Tax receipts until this tax was 
abolished in 1997). We also included health expenditure of the 
Unit for Care of Victims of Nazi Persecution. To facilitate 
comparison with previous years' data, we did not classify the 
health tax that citizens pay by force of the State Health 
Insurance Law as government expenditure; instead, we treated 
this tax as a substitute for the health fund dues that households 
remitted directly to the funds in previous years. 

Income maintenance: Income maintenance expenditure 
includes transfers from the National Insurance Institute (with the 
exception of reserve duty compensation and lines explicitly 
included in other social service fields) and benefits for victims 
of Nazi persecution. 

Other social services: This item includes government outlays 
for personal social services (expenditure by the Ministry of 
Labor and Social Affairs for the care of children, the elderly, the 
disabled, and the retarded; and community work. We also 
included most expenditure by the National Insurance Institute on 
account of the Long-Term Care Insurance Law); housing 
(expenditure by the Ministry of Construction and Housing); 
employment (expenditure by the Ministry of Labor and Social 
Affairs for labor relations, personnel planning and referral, and 
occupational safety); and immigrant integration (expenditure by 
the Ministry of Immigrant Absorption). 

Sources 

The data on government expenditure for social services are 
based on the government’s financial statements, prepared by the 
Accountant General of the Finance Ministry (the 2004 data are 
budget data updated to the time the report was prepared; the 
2005 figures are those in the adjusted budget proposal, presented 
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to the Knesset), and on the Statistical Quarterlies of the National 
Insurance Institute (the 2004 data are estimates of final 
expenditure; those for 2005 pertain to projected receipts and 
expenditures that was prepared by the Research and Planning 
Division of the National Insurance Institute.) We also availed 
ourselves of the explanatory notes attached to the state budget 
and the Bank of Israel Annual Report for the years at issue. To 
compute real expenditure, we used the appropriate price indices 
supplied by the Central Bureau of Statistics.  

A detailed list of the sources of data follows. 
Bank of Israel, Report of the Bank of Israel, various years. 
Center for Social Policy Studies in Israel, Israel’s Social 

Services, Jerusalem, various years. 
Central Bureau of Statistics, Statistical Abstract of Israel, 

various years. 
--, National Education Expenditure, series on statistics of the 

National Accounts, various years.  
--, National Health Expenditure, series on statistics of the 

National Accounts, various years.  
--, Monthly Bulletin of Statistics, various periods.  
--, Monthly Bulletin of Price Statistics, various periods.  
Ministry of Education and Culture, Economics and Budgeting 

Administration, Economics and Statistics Division, The 
Education System in Numbers, Jerusalem, various years.  

Ministry of Finance, Budget Proposal and Explanatory Notes, 
various years.  

--, The Accountant General, Financial Statements, various 
years. 

National Insurance Institute, Quarterly Statistics, various 
periods.  

--, Annual Survey, various years. 
--, Working Budget and Explanatory Notes, various years.  
State Comptroller, Annual Report, various years, Jerusalem. 
 

 



The Education System 

The chapter begins with a survey of quantitative developments 
in several main dimensions of the education system. The first 
dimension is the increase in student enrollment and changes in 
the distribution of students among sectors of the system. The 
second concerns changes in the size of schools and classes. This 
dimension, too, is discussed on the basis of distribution among 
sectors of the system. The fragmentation of the education 
system by educational streams and communities is reflected in a 
proliferation of small schools; this phenomenon is discussed at 
length. The third dimension is the budgeting of the system and 
how it varies by educational level. The fourth dimension 
concerns main developments in education manpower. 

Part B discusses two issues of major concern in Israeli 
society: the rising trend in private expenditure on education, 
using “other sources,” especially parent payments, to finance the 
system; and the issue of inequality in achievements and 
educational disparities, and the relationship between them. In 
this context, the education system’s ability to narrow disparities 
among students who come from different social strata is 
examined. A proposal is put forward for an initiative to promote 
compensatory educational activities, entailing extra resource 
allocation for those population groups who under-achieve due to 
certain socioeconomic characteristics. The proposed activities 
would raise the achievement level of the population at large and 
narrow inequality among its segments. 

. 
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A. Development of the Education System 
1. Increase in Enrollment 
The relative share of the 0–17 year old age cohort in Israel’s 
population has been declining in recent years but has not yet 
fallen to the level of many European countries that have 
witnessed a decrease even in the absolute size of their education 
systems. Israel’s total student enrollment is still growing, 
although absolute enrollment is decreasing at the primary and 
post-primary levels of two of the Jewish education sub-systems 
(State and State-Religious).1 Be this as it may, the important 
system level changes in the student composition are reflected in 
changes in ratios among the components of the system – 
especially, the significant increase in the share of the Arab and 
haredi (ultra-Orthodox) sectors – and not in total numbers. 

The growth in the Arab education system continues and the 
rate of increase in number of students is significantly greater 
than that of the Jewish sector. In recent years, the pace of 
growth in the Arab sector has been accelerating at all age levels. 
This growth stems mainly from natural increase but rising 
enrollment rates also play a role at the   pre-schools and post-
primary levels.  

                                                 
1 Recent data point to inconsistencies in the regular reporting of enrollment 

rates in Jewish preschools and primary schools. Apart from explanations 
related to the size of the pupil population, two phenomena that used to be 
negligible may affect the data today – a tendency among some parts of the 
population to opt for home schooling, and the decision of some haredi 
(ultra-Orthodox) streams remain outside of the Israeli education system 
altogether, including the recognized framework of “exempt” institutions. 
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Figure 1. Increase in Enrollment, Arab Education 
System  

Annual average percent change, 2000–2004
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Neither of these phenomena is new but a third and plainly new 
phenomenon is at work: enrollment of students in the Arab 
education system who were born outside Israel’s territory. The 
numbers at issue in recent years are 500–700 pupils in the early 
primary grades (the average cohort in Arab primary schools is 
about 26,000, making the increase 2–3 percent). This figure was 
arrived at by comparing the number of students in a higher grade 
level with that in the grade below it. Incidentally, there is 
evidence that these students, who join the Israeli education 
system at the primary level, have a hard time adjusting to the 
system, especially since the Israeli educational establishment is 
unfamiliar with the problems that these children present. 
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The increase in haredi enrollment stands out conspicuously. 
In 2003, 24 percent of total enrollment in Jewish primary 
education (and about 20 percent of the total system) was haredi. 
The question is whether this increase reflects a movement of 
students from State to haredi education or natural increase only. 
Table 1 shows that the net loss of pupils from the State system 
to Ma’ayan Ha’Torah Education has not exceeded 100 students 
per year, that no more than 500 youngsters (478, to be precise) 
transferred to the Independent (haredi) system between 1999 
and 2000, and that the phenomenon is waning, and between 
2002 and 2003 amounted to only twenty-one students. 

Movement from the State-Religious system to haredi 
education is also very small in scale. Fewer than 200 youngsters 
per year (net) move to Ma’ayan Ha’Torah Education and the net 
annual transition to Independent school system was no more 
than 400, and was under 100 in the last year examined. Thus, the 
growth in haredi enrollment is evidently due largely to natural 
increase. This statement must be qualified, though, by two 
remarks. First, the data pertain to movements at school age, but 
the haredi systems may be recruiting children for their 
preschools and out of the State systems. Second, the reference to 
net movements masks more extensive gross transitions. The 
smaller the sub-system, the more significant the transfer rates 
are for it. Since Ma’ayan Ha’Torah Education, for example, has 
15,000 students enrolled, the extent of pupil turnover in this 
system is more than 10 percent of total enrollment each year. 
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Table 1. Transfers from State to Haredi Education and from 
               Haredi to State, 1997–2003, Primary School Level  
              (excluding transfers of fewer than twenty-five pupils in   
              all years combined) 

System group* 1998 2000 2001 2002 2003 
Total transfers 11,338 14,265 13,940 13,554 12,491 
SR–>S 2,033 1,703 1,500 1,665 1,387 
S–>SR 1,407 1,497 1,295 1,252 1,126 
M–>S 121 172 152 153 109 
S–>M 164 186 203 161 182 
Ind.–>S 209 386 496 489 444 
S–>Ind. 505 864 755 642 465 
M–>SR 328 540 448 346 307 
SR–>M 378 459 643 417 350 
Ind.–>SR 506 583 562 554 556 
SR–>Ind. 686 908 994 786 622 
Ind.–>M 265 325 378 355 397 
M–>Ind. 277 647 723 479 473 

* Abbreviations: S–State; SR–State-Religious; M–Ma’ayan Ha’Torah 
Education; Ind.–Independent (haredi) 

2. School Size and Class Size 

a. School Size 

Israel has about 4,000 schools and an average per-school 
enrollment of more than 300.2 Naturally, this average masks vast 
differences among schools, in a range from fewer than 100 to 
more than 1,000. The country has a large number of small 
schools (i.e., schools with fewer than 250 enrolled at the 
primary level and fewer than 400 at the post-primary level). 
Although this is due partly to the demographic and geographic 

                                                 
2 The numbers are not exact due to differences in the definition of schools.  
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distribution of the population, the main reason is the rising 
fragmentation among streams and communities within the 
education system. The fragmentation, reflecting citizens’ choice 
of educational settings that correspond to their national, 
religious, ideological, and social outlooks, makes it very hard to 
run the education system efficiently. Generations of government 
policies that allow every citizen (theoretically) and every Jewish 
citizen (practically) to choose among diverse education systems 
that receive full or almost full state funding have produced 
hundreds of small schools.3  

As long as primary schools were budgeted on a per-class and 
not a per-student basis, much waste of resources took place. 
Even today, however, with the system having gone over to per-
pupil (not class-based) budgeting, individual schools that are 
unique in a given locality still receive consideration; the state 
gives them a budgetary safety net even when they are very 
small. 

Table 2 gives a breakdown of education institutions that have 
enrollments of fewer than 250 at the primary level and 400 at 
the regular, official post-primary level, in recognized schools, 
and in “exempt” institutions, by categories and levels of 
education.4 The table shows that Israel has 763 primary schools 
with fewer than 250 children enrolled, forty separate lower 
secondary schools with fewer than 250 enrolled, 448 six-year 
secondary schools with fewer than 400 students, and 619 upper 
secondary school or four-year upper secondary schools that have 
fewer than 400 students. 
                                                 
3 An Arab citizen wishing to enroll a child in a “recognized-unofficial” 

school  almost always loses in terms of the budget that the child will 
receive. This is true only partly in the Jewish sector, since the funding of 
Ma’ayan  Ha’Torah and Independent schools almost matches that of 
schools in the State and State-Religious systems. 

4 The table is based on data covering 4,304 institutions: all official ones, 
those “recognized” but unofficial, and those in the “exempt” category, 
both in regular and special education. 
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Table 2. Distribution of Small Schools, by Size,* 2003–2004 
Enrollment Primary 

school 
Lower 

secondary 
school 

Six-year 
school

Upper secondary 
school (up to 400 

enrolled) 
     
Total 763 40 448 619 
     
Up to 50 30 1 45 72 
50–100 104 9 39 211 
101–150 181 10 60 138 
151–200 237 7 77 79 
201–250 211 13 59 50 
251–300   70 23 
301–350   52 31 
351–400   46 15 

* There is an accepted difference between primary and post-primary 
education in regard to categories of schools that are defined as small, very 
small, etc. The figures were derived from the Ministry of Education’s 
databank of education institutions. 

As for the distribution between educational sectors, even if 
six-year secondary schools with fewer than 400 enrolled in the 
official (State and State-Religious) systems are considered 
separately, the following picture is obtained:  236 out of 536 
institutions (42 percent) in the State system (Jewish and Arab) 
and 265 out of 281 institutions in the State-Religious system (94 
percent) – 492 of 829 (59 percent) institutions in all – are of this 
type. Table 3 shows the percent of students (out of total 
enrollment) by system and indicates that the State-Religious 
system surpasses all other systems, including the haredi, in its 
proportion of small schools. 
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Table 3. Proportion of Students in Schools with 400 or   
              Fewer Enrolled, by School Size and System, 
              2003–2004 (percent of total students) 
School size Total State State-

Religious 
Other 

Total 38.9 27.1 62.6 66.5 

Up to 50 0.8 0.6 1.1 1.9 
50–100 2.6 1.1 3.4 9.9 
101–150 3.8 1.4 8.1 11.9 
151–200 5.1 2.1 11.7 14.6 
201–250 5.5 3.1 13.6 9.9 
251–300 6.4 4.5 16.0 6.4 
301–350 7.3 6.6 11.5 6.7 
351–400 7.3 7.7 7.4 5.3 

 

Figure 2. Students in Schools with 400 or Fewer 
Enrolled, by Number of Students
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     The issue of school size is often discussed from the 
perspective of efficiency, i.e., based on the assumption that 
excessively small schools are economically inefficient and offer 
fewer educational opportunities. Several studies, however, point 
to the educational advantages of such schools and especially the 
more intimate atmosphere that these schools offer. As for the 
economic advantages of large schools (building maintenance, 
selling the old building or putting it to some other essential use), 
here, too, there are important arguments against sweeping and 
comprehensive action to close small schools (even if this were 
socially and politically possible). 

When per-pupil budgeting is applied strictly and small 
schools are not given a safety net, a school with an enrollment of 
400 students has hardly any advantage over one with 200 in 
respect to a very large share of costs, such as teaching, and 
administration. Furthermore, the closing of schools often results 
in substantial costs – foremost in terms of long-term busing of 
students and added construction in schools that take in the 
former school’s pupils – and the expense cannot always be 
offset by selling the vacated schools or putting them to 
alternative uses. Thus, in some cases it may be more expensive 
to close a school than to keep it going. In additional cases, the 
advantages and disadvantages cancel each other out and the 
public hardship related to closing schools may be greater than 
the economic benefit. 

b. Class Size 

The basic setting of regular education is the classroom. Class 
size at the various levels and sectors of the system is a variable 
of immense educational and economic importance. In the Israeli 
public discourse, class size is usually considered to be “too 
large” and this is often seen as a major obstacle to improving 
education countrywide. 
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Table 4. Enrollment, Classes, and Average Class Size, by 
              Levels and Types of Education, 2003–2004 

 Total Primary 
school 

Lower 
secondary 

school 

Upper 
secondary 

school 
Pupils     
Total 1,347,037 762,382 242,892 341,763 
 Regular ed. 1,313,258 737,416 236,726 339,116 
 Special ed.:     
  Mainstreamed 17,466 12,298 5,168  
  Separate 16,313 12,668 998 2,647 
Classes     
Total 48,082 27,601 7,291 13,069 
 Regular ed. 44,230 24,732 6,793 12,705 
 Special ed.:     
  Mainstreamed 1,746 1,247 499  
  Separate 2,106 1,622 120 354 
Avg. class size     
Total 28.0 27.6 32,8 27.6 
 Regular ed. 29.7 29.8 34.9 26.7 
 Special ed.:     
  Mainstreamed 10.0 9.9 10.4  
  Separate 7.8 7.8 8.3 7.3 

The reports about average class size in Israel’s education 
system mask large differences among sectors and among 
different types of schools. They are also faulty in that separate 
special-education classes at the primary and lower secondary 
school levels are included in the count of classes and may skew 
the average class size downward. For example, the overall 
average class size is twenty-eight when special education is 
mainstreamed with regular classes and almost thirty when it is 
separated out. The average is much higher at the lower 
secondary school level than at the primary level and upper 
secondary school levels. Thus, a national average of thirty per 
class conceals a great deal of variation among the components 
of the system. 
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Table 5. Classes in the Education System (including  
              Remedial), 2003–2004 
Class 
size 

Primary school Lower 
secondary 
school 

Upper 
secondary 
school 

Total 

 classes % of 
total 

classes % of 
total 

classes % of 
total 

classes % of 
total 

Total 25,888  7,110  12,629  45,627  
1–5 62 0.2   82 0.6 144 0.3 
6–10 279 1.1   327 2.6 606 1.3 
11–15 593 2.3   1,094 8.7 1,687 3.7 
16–20 1,123 4.3 23 0.3 2,086 16.5 3,232 7.1 
21–25 5,297 20.5 230 3.2 2,259 17.8 7.776 17.0 
26–30 7,458 28.8 640 9.0 1,933 15.3 10,031 22.0 
31–35 7,530 29.1 2,780 29.1 2,299 18.2 12,609 27.6 
36–40 3,546 13.7 34,37 48.3 2,049 16.2 9.032 19.8 
41+     510 4.0 510 1.1 
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Seventy percent of classes have more than twenty-six 
students, 20 percent have thirty-six students or more, and 12 
percent have fewer than twenty-five. The number of students per 
class varies widely at different age levels. There are many 
reasons for this, related to different budgeting methods, mapping 
of students, and historical developments. 

Classroom crowding at the lower secondary school level is 
especially striking; it is unusual and almost unknown in other 
developed countries. Large and overcrowded classes make 
educational activities particularly difficult at this age, which 
educators consider one of the most difficult for youngsters and 
teachers alike. 

At the upper secondary school level, average class size has 
declined to twenty-seven in recent years, resembling the early 
1980s’ level, due to a major decrease in the Arab sector and a 
slight increase in the Jewish sector. One explanation for this is 
the trend in technological education – introduction of this 
curriculum in the Arab sector and a simultaneous decrease in its 
use in the Jewish sector. Another explanation is the rather large 
investment that has been made in developing post-primary 
education in the Arab sector. 

Any discussion of class size in Israel almost always spills 
into the question of the desirability and the economic and 
educational applicability of a countrywide plan to reduce class 
size. Many educators believe that every effort should be made to 
achieve class sizes of 15–25 in preschool to second grade and 
20–35 at higher grades, with thirty students as the goal. The 
basic assumption of those who favor smaller classes is that this 
would improve teaching and scholastic achievements. Various 
countries, foremost the U.S., have made efforts in this direction. 
The advocates of smaller classes recently found support for their 
arguments when a large-scale controlled experiment in 
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Tennessee proved that the intuitive beliefs about the advantages 
of reducing class size are have an empirical basis.5  

In contrast to the findings of this experiment and the intuition 
of teachers and parents, it is important to note that hundreds of 
studies have looked into the effect of class size on pupil 
achievements and that, for the time being, education researchers 
have accepted the following conclusions: 
1. Reducing class size elicits significant educational results only 

if the reduction is to fewer than twenty, and even then the 
improvement in achievement is not assured.6 Various studies 
showed that class size had no significant effect on 
achievement in classes of 25–40 students.7 

2. Reducing class size has a stronger effect at the early primary 
grades. 

3. Reducing class size is especially effective in schools for 
disadvantaged students.8 

4, The effect of class size on scholastic achievements is 
dependent largely on additional factors such as teaching 
methods, curricula, and the quality of instruction and the 
teachers.9 

Thus, in view of the knowledge that has accumulated in the 
field, two action guidelines in the effort to ease classroom 
crowding deserve emphasis:  the focus should be on young age 
levels and classes in schools that serve weak population groups. 
At the same time, action should be taken to make sure that the 

                                                 
5 Importantly, the experiment included only grades 1–3, in which average 

class size was lowered from twenty-three to fifteen. See Fettler, 1997. 
6 In Kansas City, Missouri, the teacher/student ratio was lowered to 1:13 and 

teachers’ wages were raised significantly in a twelve-year experiment. Just 
the same, students’ achievements did not improve and the experiment was 
shelved. See Paul Ciotti, 1998. 

7 Ellis, Thomas, 1978. 
8 Jeremy D. Finn, 1998. 
9 Hanushek, Eric A., 1998. 
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“profit” from reducing class size should not lead to a “loss” due 
to lowering the quality of teachers, as happened, for example, in 
California.10 Furthermore, if action to reduce classroom 
crowding is considered, it is appropriate to explore additional 
alternatives for improving the system that have proven to be 
effective in Israel and abroad. Examples are mentoring 
programs, which are much less expensive, do not require the 
expansion of teaching faculty, and make it possible to integrate 
various participants (such as college students) into the education 
system in a positive and useful manner in the education system.  

3. Budgeting of the Education System 

Israel’s education system employs different budgeting methods 
at each level of education. This is so even today, a year after the 
Shoshani Report was implemented. The report adopted a 
differential per student standard at the primary level, as 
recommended several times in the past by the Taub Center.11 

Public pre-kindergartens derive their budgets from graduated 
tuition fees. The Ministry of Education covers 75 percent of the 
difference between full tuition and the set parent co-payment; 
the local authority covers the rest. Budgeting of kindergartens is 
based on enrollment and takes account of geographic indicators 
but not of socioeconomic background data (except for a slight 
difference between budgeting of kindergartens at local 
authorities that receive a grant as against those that do not). 

At the primary school level, budgeting is based on the 
principles of the Shoshani Report but some of the budget – 
mainly the part pertaining to operation of schools and financing 
of support services – is still provided under the previous rules. 
Budgeting at the lower secondary school level uses a 
combination of per-class and per-pupil methods, i.e., most 
                                                 
10 OECD, 1998. 
11 See Resource Allocation for Social Services, 1999. 
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standard hours are provided on a per-class basis and the 
remainder is proportional to enrollment. At the upper secondary 
school level, budgeting is per-pupil with criteria of grade, 
subject of study, profile of the seniority and educational level of 
the teachers, and the types of student services provided (e.g., 
laboratories). 

Despite the difference in budgeting methods and even though 
much of the system is budgeted in sheqel terms, the prevailing 
concept, which surfaces in every discussion of the budget, 
remains “weekly hours”. This is actually a budget concept that 
reflects the cost of a weekly teaching hour of an “average” 
teacher at the various age levels. In estimated 2004 budget 
prices, a weekly hour in the education system is valued at 
NIS 4,240 at the primary school level, NIS 5,020 at lower 
secondary, and NIS 5,375 at upper secondary level. 
Consequently, this is a cost derived from the annual wage of an 
“average” teacher at each of these levels. 

School costs that are budgeted on the “weekly hours” basis 
pertain to teaching and administrative services only,12 including 
miscellaneous duties, and do not include operating and 
maintenance costs (busing, secretaries, janitors, heating and air 
conditioning, mail services, etc.), which may be considerable. 

School budgeting is a complex matter that has not yet merited 
appropriate systematic documentation and research despite its 
great and diverse impact on school life. Although the Ministry 

                                                 
12 Administrative costs may add up to 10 percent or more to the school 

payroll at small schools and will rise when budgeting goes over from per-
class to per-pupil. Today, the Ministry of Education budgets a 
administration hours at 2.00 weekly hours per class at the primary and 
lower secondary school levels and 2.25 hours at the upper secondary 
school level. This usually comes to 4–5 percent of the school’s teaching 
budget. The principal’s wage, however, is usually twice that of a teacher’s 
and most principals hold more than a full-time post (between 1.33 and 
1.67) even in small schools. This explains why the administrative costs 
can reach the levels cited above. 
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of Education has guidelines that establish budgeting criteria, the 
criteria rarely reflect educational or administrative calculations. 
Instead, they are usually the outcomes of negotiations, changes, 
miscellaneous increases, and frequent cutbacks due to budget 
constraints. Clear criteria should be set to determine a “basket” 
of services per-pupil, including both the level of pedagogical 
services at the various grades and the composition of the 
support, operating, and administrative services that each pupil in 
the country should receive. It is sometimes argued that the use 
of the term “weekly hours” masks vast differences in school 
budgeting that trace to differences in the characteristics of 
teachers in schools attended by students at different 
socioeconomic levels or schools in different geographic areas 
(e.g., periphery versus center). 
 
Table 6. Average Wage Cost per Teacher, by Sector and  
              System, 2003–2004 (NIS) 

Sector Total Jewish Arab Bedouin Druze 
State 7,935 8,273 6,998 6,608 7,501 
State-Religious 8,299 8,299    

 
Table 6 shows that teachers’ wage costs are much lower in 

the Arab sector than in the Jewish sector and are equal in the 
State-Religious system and the State (Jewish) system. Perhaps, 
then, the wage disparities should not be attributed to differences 
in students’ socioeconomic level (since this indicator is lower in 
the State-Religious system than in the State system) or to 
distance from the center, since State-Religious schools are more 
common than State schools in peripheral areas. Apparently, too, 
the differences do not originate in corresponding disparities in 
teachers’ seniority and education. The median seniority of 
teachers in the Arab sector is almost identical to that in the 
Jewish sector and the proportion of academically trained 
teachers in the two sectors in 2000 were 50 percent and slightly 
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more than 60 percent, respectively. These differences cannot 
explain the vast wage disparities. The differences may be traced 
mainly to differences between sectors in the number of in-
service training activities that augment teacher’s wages and a 
number of other wage increases, such as various position 
bonuses that schools pay out of their overall budget.13  

It would seem that until the entire system adopts a standard 
budgeting method in sheqel terms (covering all per-pupil 
expenses and not just teaching expenses), it is justified to 
continue analyzing per-pupil and per-class allocations, i.e., in 
terms of “weekly hours.”14 

In the Jewish sector, the per-class allocation of teaching 
hours is quite stable and the disparities between this sector and 
the Arab sector have narrowed.15 Comparisons among levels of 
education shows that the allocation of teacher posts per class is 
much higher at the post-primary level than in primary education. 
This is for two reasons:  at the post-primary level, pupils study 
more hours and full-time teachers work fewer hours. 

                                                 
13 The “automatic” components of scale and seniority account for about two-

thirds of teachers’ wages; the rest depends on position, in-service training 
activities, and other remuneration. For some teachers, especially veterans, 
these factors may account for 50 percent of gross wage. 

14 The figures published by the Central Bureau of Statistics, obtained from 
schools, are much higher (by up to 15 percent) than the standard data of 
the Ministry of Education. The reason, evidently, is that reporting to the 
CBS takes account of all hours and all teachers at the school, including 
soldier-teachers, participants in the national service program, and those 
paid by local authorities and/or parents. 

15 As stated, this is true only in regard to standard hours allocated by the 
Ministry of Education. Schools receive additional budgets from local 
authorities, parents, the use of soldier-teachers, and volunteer teachers. 
When these hours are added, the disparities between the sectors widen. 
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Table 7. Full-Time Teacher Posts per Class, 1980–200316  

 1980 1990 2000 2003 
Primary    
Jewish 1.4 1.3 1.6 1.5 
Arab 1.2 1.2 1.5 1.5 
Lower Secondary    
Jewish 2.4 2.1 2.2 2.3 
Arab 1.9 1.8 2.1 2.1 
Upper Secondary    
Jewish 2.4 2.4 2.4 2.5 
Arab 1.5 2.0 2.4 2.4 
 

The share of the Arab system in education budgets has been 
rising perceptibly at all levels and, especially at the upper 
secondary school level – outpacing its proportional increase in 
enrollment. This is a reflection of a deliberate policy in recent 
years to correct the under-allocation of resources to the Arab 
sector. This policy gained strength after the implementation of 
the Shoshani Report, when even after the education system was 
dealt a 6 percent across-the-board cutback in 2003/2004, many 
schools in the Arab sector were unaffected or received 
considerable increases in teacher hours. Nevertheless, despite 
the achievements in narrowing the gaps, the share of the Arab 
population in the total budget still falls short of its share in 
enrollment. Furthermore, since Arab pupils lag behind Jewish 
pupils socio-economically (on average), the Arab sector should 
receive a disproportionately larger share in the budget in order 
to achieve real equity. 

                                                 
16 A full-time post is thirty hours at the primary level and twenty-four hours 

at the post-primary level. See CBS, 2003, Statistical Abstract of Israel, no. 
54, Table 8/27. 
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4. Education Personnel  

In the 1999/2000 school year, there were about 125,000 teachers 
at the primary and post-primary levels and more than 12,000 
teachers in preschools. Between 1992 and 1999, the increase in 
the teacher population outpaced pupil enrollment significantly, 
but with differences among segments of the system.17 The 
difference between the increases in enrollment and in teacher 
population is especially striking in the Arab sector. Several 
developments in the profile of the teacher population and the 
effect of some of them on the education system are described 
below.18  

                                                 
17 The CBS data are based on the most recent survey, conducted in 2000; 

there are no more recent data. 
18 Two units that collect and analyze data about the country’s teacher 

population are the Central Bureau of Statistics (CBS) and the Information 
and Computer Systems Administration of the Ministry of Education. Since 
they collect data for different purposes and follow different definitions, 
their data often do not match. This discussion of the education system at 
large is based on CBS data published in the 1999/2000 Teaching 
Personnel Survey (2002); the discussion of school and preschool teachers 
who are employees of the state is based on data made available by the 
Information and Computer Systems Administration. 
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Table 8. Teachers and Students, 1992 and 1999, by Sector  
               and Level of Education 
 Teachers (N) Students 

(thousand) 
 1992 1999 

% in-
crease 

1992 1999 

% in-
crease 

Education system 
total 90,874 124,133 37 1,090.5 

 
1,295.0 

 
19 

Jewish system           
 Total 78,066 104,127 33 874.8 1,010.5 16 
 Primary 40,375 49,650 23 511.2 563.8 10 
 Post-primary 37,691 54,477 45 363.5 446.7 23 
Arab system           
 Total 12,808 20,006 56 215.7 284.5 32 
 Primary 7,345 11,645 59 137.6 182.5 33 
 Post-primary 5,463 8,361 53 78.1 102.0 31 

a. Extent of Teaching Posts 

The average position held by teachers is of the highest strategic 
importance in planning the education system. Fluctuations in the 
extent of teachers’ work loads affect both the supply of teachers 
and the ability to attract better teachers to the profession. 

In discussing the average teacher’s post, it is customary to 
use two methods of calculation each leading to different results. 
The first relates to teacher’s wage:  by this yardstick, every 
teacher whose wage corresponds to that of a full-time teacher on 
the pay and seniority scale is regarded as a full-time worker, 
even if the wage accords allow fewer hours of work than those 
defined as full-time. For example, a teacher aged fifty-four who 
is the mother of a child up to age fourteen may be paid full-time 
even if she works twenty-three hours a week at the primary level 
or eighteen at the post-primary level. (She receives a 10 percent 
wage increase for being a mother and a four-hour bonus for 
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age.)19 According to this method of calculation, which the 
Ministries of Finance and Education customarily use, the 
average teacher’s post nationwide, for this purpose, is around 90 
percent of a full-time position. 

In the second method, a teaching post is determined in 
accordance with the number of actual working hours spent at 
school. Full time is considered thirty hours per week at the 
primary level and twenty-four at the post-primary level. Here, 
age and motherhood do not count; all that matters is the number 
of hours on duty including such activities as homeroom, 
matriculation exam bonus, grade coordinator, etc. According to 
this approach, the average post in the education system in 1999 
was 71 percent of the full-time position. The rate was higher at 
the post-primary level than at the primary level and higher in the 
Arab sector than in the Jewish sector. 

The large wage increases in 1994 had hardly any effect on 
the average teacher post. At that time and during the preceding 
ten years, teachers in the Jewish sector preferred to work 19–22 
hours per week and those in the Arab sector, where the 
proportion of men is higher, worked 23–24 hours on average. 
The framework of a teacher’s post includes many on-duty hours 
and professional hours such as homeroom, motherhood, age, and 
so on. Thus, the number of hours that an “average teacher” spent 
in contact with students ranged from 22.7 at the primary level to 
20.1 in lower secondary school and 21.2 at the post-primary 
level.20  

Three important variables differentiate between teachers who 
are willing to increase their teaching posts and those who prefer 
                                                 
19 Importantly, too, these hours are not necessarily frontal classroom teaching 

hours. A homeroom teacher, for example, works three hours less, as does 
one who prepares students for matriculation exams (commensurate with 
the level of the exams). Also, various school officials may devote some of 
their work hours to their non-classroom duties. 

20 Data from a survey of 450 teachers by Smith, for the Teachers’ 
Association. 
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to work part-time21:  family situation, with a significant 
difference between male and female teachers; number of 
children up to age fourteen at home; and the teacher’s role in the 
system. Female teachers who are mothers of young children 
tend to cut back on their posts but female teachers with 
functions – principals and assistant principals, in the main – tend 
to work more hours. Male teachers tend to work more hours 
than women. 

There are additional variables that have an effect including 
structural system variables such as the size of the teacher 
population in the area and alternative employment possibilities, 
school related data (school size and curriculum), locality issues 
(number of schools and the possibility of teachers’ working in 
more than one school), and subject taught (geography teachers 
taught 19.3 hours per week on average; teachers of Islamic 
studies taught 25.7 hours), etc. 

If the aim is to encourage female teachers to increase their 
workload (the number of teaching hours) then efforts on a 
number of levels should be taken, in addition to raising wages. 
For example, arrangements for suitable and low cost day care, 
enlarging schools in order to create more employment 
possibilities,    expanding the number  of official  posts available  
(by dividing homeroom hours among more teachers), and so on.  
Some claim that the restructuring of teachers’ work based on a 
changeover to a forty-hour work week as in other occupations, 

                                                 
21 This matter was discussed in the Taub Center’s 2003 report on the basis of 

the most recent CBS survey of teachers. 
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 coupled with a significant wage increase, will lead to better 
working conditions and an improvement in the quality of 
teachers.22  

b. Increase in Age and Seniority 

The median age of teachers working in the Jewish sector at the 
primary school level rose from 33.2 in 1980 to 40.3 in 1999. 
Since 1992, the increase was 1.6 years. A similar trend is 
evident in the Arab sector, the median rising from 29.5 in 1980 
to 35.7 in 1999. The change is even more striking at the post-

Figure 4. Age Distribution of Teachers
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22 The need for system-wide lengthening of the school day is a matter of 

some dispute.  Instead, Taub Center experts prefer a proposal raised in the 
past by the Public Commission for Examination of a Long School Day, 
chaired by Prof. Chaim Adler, that advocated the introduction of a long 
school day for specific population groups in conjunction with special 
investment of resources in educational activities like tutoring for weak 
student groups. 
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primary school level, with median ages of 43.6 in the Jewish 
sector and 37.3 in the Arab sector. 

Figure 5. Distribution of Teachers by Seniority
Percent
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The increase in teachers’ age has wider implications that are 
also reflected in increasing teacher seniority. Figure 5 shows 
that 35 percent of teachers are clustered in the 5–14 year 
seniority groups, 55 percent are more or less evenly distributed 
between the 0–4 and 15–29 year seniority groups, and the 
remaining 12 percent have been teaching for more than thirty 
years. In 2003, more than one-fourth of teachers were aged 50+. 
It is worth bearing in mind that the average retirement age of 
teachers is around 54.23  

                                                 
23 Paradoxically, this may help in the implementation of the policy of cutting 

back on the number of teachers, on the one hand, and raising the wages of 
those who remain, on the other. 
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This phenomenon is not unique to Israel; it is typical of most 
developed countries and was featured prominently in a recent 
report of the OECD,24 which expressed concern about a growing 
teacher shortage. 

c. Teachers’ Education Levels 

The tremendous increase in the percent of teachers who have an 
academic education is one of the most significant developments 
in the teacher population over the past decade. In 2003, the 
proportion of academically trained female teachers was nearly 
65 percent at the primary school level, almost 84 percent at 
junior high, and 78 percent at upper secondary level. Since in 
Israel, as in other countries, education is one of the main factors 
determining teachers’ wage conditions, any increase in teachers’ 
average level of education leads to a rise in wage expenditures. 

The rise in teachers’ level of education is fueled by two 
factors: deliberate action by the Ministry of Education to 
accredit teachers’ colleges, and the tendency of many teachers in 
the past decade to broaden their academic education through the 
many opportunities that the expansion of Israel’s higher 
education system created. Notably, the increase in opportunities 
for teachers included extensions of foreign universities that 
offered fast tracks to academic degrees. Since quite a few 
irregularities have come to light in the requirements for these 
degrees, the Ministries of Education and Finance are making a 
concerted effort to limit recognition of the degrees that these 
institutions confer.25  

                                                 
24 OECD, 2003. 
25 Data collected as part of the Meitzav Project (school standards testing) 

indicate that most primary school teachers who hold master’s and doctoral 
degrees received them from extensions of foreign universities or from 
various universities in Eastern Europe. 
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B. Issues in Education Funding  

1. Private Education Expenditure – 
    Parent Payments 

The share of private (household) expenditure on education in 
total national education expenditure has been rising in recent 
years and amounted to 22 percent in 1999. It is generally 
accepted that this change has caused social gaps to widen since 
schools that serve pupils from weak social groups cannot 
marshal the same resources as schools that serve affluent 
populations. On the other hand, the rise in household financing 
of national education expenditure may actually indicate an 
increase in the overall equality of the education system. This 
happens when the rise in household outlays occurs at levels of 
education that are not covered by the Compulsory Education 
Law and that were formerly less accessible to weak population 
groups than to affluent groups. 

Indeed, it turns out that the household share in funding pre-
primary education rose from 25 percent in 1996 to 27 percent in 
1999; in funding university education – from 27 percent to 29 
percent; and in financing other higher education institutions – 
from 48 percent to 53 percent. In contrast, the household share 
in paying for primary schools was unchanged (at 7 percent) and 
actually declined at the post-primary level, from 21 percent to 
20 percent.26 Thus, the proportional increase in private 
expenditure for education does not necessarily reflect a 
widening of education gaps and may be evidence of increased 
access of members of weaker social groups to higher education. 
Nevertheless, the larger the share of members of weak social 
groups among students in higher education, the greater the need 
                                                 
26 This figure may be considerably skewed upward because the CBS includes 

components that have nothing to do with the funding of post-primary 
education (such as courses for adults). 
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will be to find new and creative ways of funding their academic 
education. 

The phenomenon is also reflected in the significant 
differences among income quintiles in educational outlays. 
Again, the gaps are wider in non-compulsory forms of education 
(early-childhood, academic, and supplemental). The disparities 
in higher education have narrowed slightly because the lower 
quintiles have increased their spending considerably. 
Nevertheless, when state funding is equal in the formal 
education system, parents from affluent groups invest additional 
resources in settings and areas that the state does not invest in or 
invests less in. In this manner, affluent parents “circumvent” the 
relatively equal starting line that compulsory education provides 
by making an extra investment in their children’s education in 
early childhood, supplemental curricula, and higher studies.27 
The practical conclusion is that public resources should be 
invested differentially in order to compensate weak groups for 
their inability to provide the resources they need to educate their 
children at the level and the quality available to children of 
affluent groups. 

Although education is ostensibly free for the 5–16 year olds, 
parents cover a considerable share of school and preschool 
expenses. While most of this funding goes for non-teaching 
purposes, it also covers important parts of the school program. 
Parents always pay for field trips, parties, the standard cultural 
package, and other social and cultural activities. They also often 
co-fund the acquisition of permanent and disposable equipment 
such as computers and audio-visual aids. These payments often 

                                                 
27 An interesting finding emerges from the Ministry of Education’s standard 

control reports about parent co-payments for primary school education. It 
turns out that parent co-payments are only slightly higher in affluent 
schools than in non-affluent schools. Parents apparently prefer to give 
their children an advantage by direct means and not by increasing 
resources available to the schools. 



144                                                                  Israel’s Social Services 2004                                                              
 

give schools a few extras and a little breathing room that the 
budgets of the Ministry of Education and the local authorities do 
not provide. Hence the vast importance of parent funding. 

Parent co-payments are supposedly regulated and capped by 
directive from the director-general of the Ministry of Education. 
These directives list the kinds of payments permitted:  
compulsory, special, elective, for supplemental curricula, and 
for voluntary acquisition of services (the level of payment in the 
last category is not capped). Many schools charge parents under 
this item for centralized purchase of books and assistance for the 
school (in teaching hours and in purchase and upkeep of 
equipment). The compulsory and elective payments (including 
special ones) are limited. In addition to these payments, the 
directives establish obligatory procedures in regard to 
supplemental curricula, limiting activity to three hours per week 
and capping the annual payment. 

Estimates of the level of parent payments range from NIS 1.8 
billion to NIS 2.7 billion (depending on definitions). Despite the 
Compulsory Education Law, parent co-payments play an 
important role in the funding of educational institutions and are 
used mostly for activities and purchases that fall outside the 
formal school day. Notably, the payments are higher in the 
State-Religious and haredi systems than in the Jewish State 
sector and are hardly charged in the Arab sector. 
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2. Educational Achievements and Disparities – The 
    Relationship between Them  

Educational disparities among population sectors persist and 
remain quite large but have been narrowing slowly over time. 
The process of rising enrollment rates and narrowing of 
enrollment gaps between the Jewish sector and the Arab sector 
is especially striking.28 The budgeting gaps between the Jewish 
sector and the Arab sector are also contracting. Comparison of 
2002 data with those of 1996 points to great progress in 
narrowing gaps between these population groups in 
matriculation certificate eligibility. Absolute matriculation rates 
have risen and the difference between the eligibility rates of 
pupils in affluent and other localities has narrowed. However, 
educational gaps among socio-economic groups continue to 
exist and have actually widened in some subject areas. The 
results of the national standards exams, which test educational 
achievements and other school variables, also point to 
disparities among schools commensurate with their students’ 
socioeconomic level. 

Some believe that the scholastic achievements of school 
children at large cannot be improved without increasing 
educational disparities among groups. Taub Center experts 
reject this approach categorically. International studies have 
shown no correlation between average student test scores from 
different countries and the level of educational gaps within 
them.29 A recent study by researchers at UNESCO found the 
following: 

                                                 
28 The question of inequity in the education system was discussed at length in 

the Taub Center’s 2003 report. See:  Adler and Blass, 2003. 
29 In this regard, a far-reaching study was performed under UNESCO 

auspices: “Innocenti Report Card.” 
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* There is no contradiction between high standards in 
educational achievements and low levels of inequality. 

* There is no simple correlation between the level of 
educational inequality in a given country and per-pupil 
expenditure, class size, or income inequality. 

* In all countries, there is a strong correlation between 
educational achievements and the vocation, level of 
education, and economic status of the pupil’s parents, 
although the strength of the correlation varies from country to 
country. It would be erroneous to infer that inequality in 
education provides a simple reflection of inequity in society 
and that schools and governments can do little to influence it. 
Some education systems have done more to reduce inequality 
and others have done less. 

Generally speaking, the UNESCO data show that some 
countries have done a better job than others in coping with 
educational inequality. The countries that have the highest 
educational achievements limit inequality by not allowing weak 
students to fall far behind the average; those at the bottom of the 
list allow wide disparities to develop. Unfortunately, there is no 
focused explanation about the differences among countries in 
their success in narrowing the gaps. 

One common explanation that is relevant to the Israeli reality 
is the extent of the heterogeneity of the population, especially 
with reference to countries of immigration. The success of other 
immigration countries indicates the importance of education 
policy. A great deal also depends on the immigration policy 
(who is allowed to immigrate), the immigrants’ socio-economic 
and education levels, and the education policy taken toward 
them (the extent of assistance given to immigrant students, 
especially in language acquisition). 

In sum, Israel is not among the leading countries in tackling 
the issue of educational disparities among pupils at different 
socioeconomic levels. A schoolchild in Canada, Finland, or 
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South Korea, for example, has a stronger likelihood of attaining 
a reasonable level of educational achievement and a smaller 
probability of falling far behind the average than one in Israel, 
Denmark, Germany, Greece, Hungary, or the United States. 

3. Means of Raising the Overall Achievement Level  
    while Narrowing Inequality 

For many years, the Taub Center has been promoting a proposal 
to establish a national system of individualized assistance for 
students who encounter difficulty in their studies.30 There is a 
broad consensus among educators about the substantial 
differences that exist between pupils. Educators also agree that 
each pupil has a unique learning style and needs a different 
amount of time to master a given body of educational material. 
Nevertheless, in education as conventionally practiced, all 
students in a class are expected to absorb all the material within 
the same period of time. The reasons vary – organizational, 
administrative, and budgetary – but the result is inevitable:  
widening gaps among students in educational achievements. 
These gaps accumulate from lesson to lesson, day to day, week 
to week, month to month, and year to year, creating deep 
frustration among many students. The frustration is especially 
great among students whose chances of coping successfully with 
educational tasks were lower than their peers to begin with, due 
to a variety of factors. One manifestation of Israel’s cumulative 
educational failure in this regard is its low ranking among 
countries that take part in international achievement tests and its 
high ranking on the scale of educational disparities among 
students. 

                                                 
30 The Taub Center also engaged in developing an educational program that 

would enhance the component of individualized attention. The Center has 
published an article by Dr. Dan Sharon on this issue.  
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One way to tackle this phenomenon is by a massive 
investment in weak student groups. To illustrate this, a 
simulation of Israel’s results on an international comparative 
achievement test (TIMSS) was performed. It transpires that 
raising the achievements of weak students alone causes Israel’s 
standing on international tests to improve considerably (Table 
9): 

Table 9. Change in Israel’s Position, Based on an Action 
               Plan 
Pupil quintile, 
by scores 

Base 
score

Plan A Plan B 

  Improvement 
rate 

Score Improvement 
rate 

Score 

Lowest quintile 52 1.22 64 1.25 65 
2nd quintile 63 1.15 73 1.20 76 
3rd quintile 71 1.10 78 1.13 80 
4th quintile 80 1.00 80 1.05 84 
Highest quintile 92 1.00 92 1.03 95 
International 
rank 

 
27 

  
20 

  
14 

 
For example, an improvement of only 20 percent in the 

lowest quintile, 15 percent in the second quintile, 10 percent in 
the third quintile, and no improvement in the two highest 
quintiles (Plan A) would elevate Israel to twentieth place. A 
more significant improvement of 40 percent in the lowest 
quintile would raise Israel to seventh place. An even more 
intensive plan, such as Plan B, would advance all quintiles and 
improve their combined achievements so as to raise Israel’s total 
pupil population to fourteenth place in the international ranking. 

Just as there is a consensus about the need for 
individualized adjustment of study time and teaching methods, 
there is consensus about the effectiveness of individualized 
assistance (or, at the very least, teaching in small groups of up to 
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five), as a powerful tool for the advancement of educational 
achievements and the narrowing of gaps.31 Individualized 
assistance may be given by special teams including fellow 
students, older students, and tutors, depending on circumstances 
and needs, with guidance from rank-and-file teachers in the 
relevant subject. By helping to overcome cumulative gaps, 
complete homework assignments, and cope with regular and 
random assignments in the course of studies, students in need 
will be able to make up the material that they did not absorb in 
the regular classroom framework. In this way there would be an 
effective narrowing of educational gaps among pupils from 
different population groups at a reasonable financial cost. 

Under the proposed plan, every poorly achieving pupil will 
be given enough time, either in the regular class setting or in a 
supplemental one, to gain proficiency in the taught classroom 
material. Teaching in supplemental settings will take the form of 
assistance with homework and other educational tasks (e.g., 
making up cumulative deficiencies in skills in reading 
comprehension, quantitative thinking, and computers) by a team 
that would be guided and facilitated by subject teachers. This 
activity would be closely coordinated with the individual 
student’s homework and subject teachers who teach him during 
the regular school day. 

Main Points of the Proposal 
1. A national remedial instruction system will be established, on 

the basis of cooperation among several national entities that 
specialize in running educational and social projects. 

2. The system will be based on a combination of various kinds 
of instruction (by fellow students, paraprofessional teachers, 
and subject teachers). 

                                                 
31 Levin, H. M., 1988; Cohen, P. A., Kulik, J. A., and Kulik, C. L., 1982; 

Fitz-Gibbon, C. T., 2000. 
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3. Teaching will be individualized or conducted in study groups 
no larger than five. 

4. Assistance will focus on homework, preparing for regular 
and random examinations, and making up for cumulative 
deficiencies. 

5. There will be close cooperation with the teachers, with 
emphasis on a regular flow of information about curricula, on 
the one hand, and the pupil’s situation on the other. The 
cooperation shall also include facilitation and assistance by 
teachers in regard to the nature, quantity, and quality of 
homework. 

6. Teachers who give remedial lessons will be advised by 
veteran, experienced teachers who specialize in the material. 

7. Routine implementation of the plan will be entrusted to a 
wide variety of subagents – local authorities, community 
centers, other public agencies, and private entities. 

8. Referral, control, follow-up, and evaluation will be 
performed by a central national agency. 

Israel’s educational achievements are a result of a situation in 
which a high proportion of students come from weak and 
peripheral social strata that underachieve on both international 
and national exams. Thus, anyone who wishes to raise Israel to a 
higher standing in international comparisons of educational 
achievement must invest effort and resources in the educational 
advancement of this population.  



151                                                                            The Education System  

Sources 

Hebrew Sources 

Adler, C., and Blass, N. (2003), “Inequality in Education in 
Israel,” in Kop, Y. (ed.), Resource Allocation for Social 
Services 2003, Jerusalem: Center for Social Policy Studies in 
Israel, pp. 289–315. 

Center for Social Policy Studies in Israel, Kop, Y. (ed.) (various 
years), Israel’s Social Services 2003, Jerusalem. 

Center for Social Policy Studies in Israel, “Socioeconomic 
Growth Plan” (1999), in Kop, Y. (ed.), Israel’s Social 
Services 1999, Jerusalem. 

Central Bureau of Statistics (various years), Statistical Abstract 
of Israel. 

Central Bureau of Statistics and Ministry of Education (2002), 
Teaching Personnel Survey 2000, Special Publication 1193, 
November, Jerusalem. 

Central Bureau of Statistics and Ministry of Education (2001), 
Teaching Personnel Survey in Primary and Post-Primary 
Education 1998, Special Publication 1143. 

Ministry of Finance (various years), State Budget: Proposal for 
Fiscal Year and Accompanying Remarks. 

Ministry of Education and Culture, Economics and Budget 
Administration, Economics and Statistics Division (various 
years), The Education System in Figures, Jerusalem. 

Ministry of Education and Culture, Pedagogical Administration, 
Senior Division for Organization of Studies, Testing 
Division, Office of the Chief Scientist and On-Line 
Communication and Information Systems Administration 
(2001 and various years), Matriculation Exam Data. 



152                                                                  Israel’s Social Services 2004                                                              
 

English Sources 

Ciotti, P. (1998), “Money and School Performance: Lessons 
from the Kansas City Desegregation Experiment,” Policy 
Analysis, No. 298, Washington, DC. 

Cohen, P. A., Kulik, J  A., and Kulik, C. L. (1982), “Educational 
Outcomes of Tutoring: a Meta-Analysis of Findings,” 
American Educational Research Journal, 19(2): 237–248.  

Ellis, T. I. (1984), “Class Size,” ERIC Clearinghouse on 
Educational Management: ERIC Digest, No 11. 

Fettler, M. (1997), Education Policy Analysis Archives, Vol. 5, 
No. 2 (January), California Commission on Teacher 
Credentialing.  

Finn, J. D.(1998), “Class Size and Students at Risk. What Is 
Known? What Is Next?” National Institute on the Education 
of At-Risk Students, Office of Educational Research and 
Improvement, U.S. Department of Education. 

Fitz-Gibbon, C. T. (2000), “Cross-Age Tutoring: Should It Be 
Required in Order to Reduce Social Exclusion?” in G. 
Walraven, Parsons, D. van Veen, and C. Day (eds.), 
Combating Social Exclusion through Education: Laissez-
faire, Authoritarianism or Third Way? Leuven: Garant, pp. 
307–315. 

Glass, G. V., and Smith, M. L. (1978), Meta-Analysis of 
Research on the Relationship of Class Size and Achievement, 
San Francisco: Far West Laboratory for Educational 
Research and Development.  

Hanushek, Eric A. (1998), “The Evidence on Class Size,” 
Occasional Paper No. 98-1, W. Allen Wallis Institute of 
Political Economy (February), New York.  

Hanushek, Eric A., Kain, John F., and Rivkin, Steven G. (1999), 
“Do Higher Salaries Buy Better Teachers?” NBER Working 
Paper No. W7082 (April).  

Hanushek, E. A., Kain, J. F., and Rivkin, S. G. (2004), “The 
Revolving Door,” Education Next, Winter 2004. 



153                                                                            The Education System  

IEA (2003), TIMSS–Third International Mathematics and 
Science Studies. 

Izumi, L. (1998), “Does Reducing Class Size Help?” Investor’s 
Business Daily (July 8). 

Levin, H.M. (1988), “Cost-Effectiveness and Educational 
Policy,” Educational Evaluation and Policy Analysis, Vol 10, 
No 1, pp. 51–69. 

OECD, Education at a Glance 2003. 
OECD (1988), Class Size Reduction, Questions and Answers, 

Department of Education.  
UNESCO, “Innocenti Report Card.” 

 
 



Health Care Services  

 

Introduction and Summary 

Since 1995, Israel’s health care services have been operating 
under the State Health Insurance Law. The performance of the 
system and the population’s satisfaction with it are impressive. 
The system accomplishes this through large-scale and high-
quality resources, especially human resources. The challenge 
facing the system, primarily in view of changes towards 
increased private funding, is to maintain and improve the level 
of service.  Following these changes, satisfaction with the 
system has declined somewhat and there is concern that the 
changes in the composition of funding will impair the health of 
weak population groups, since these groups’ access to medical 
services is declining relative to others. 

This year marks the tenth anniversary of the enactment of the 
State Health Insurance Law, which established every resident’s 
basic entitlement to a “basket” of medical services and created a 
funding system that would assure the fair and equitable 
realization of this entitlement. The law marked the first stage in 
the reform of the Israeli health care system as originally 
proposed by the Netanyahu Commission and, more recently, by 
the Amorai Commission. Other important elements of the 
reform, which pertain to the law directly and indirectly, concern 
issues that are not being implemented even though the system 
deals with them extensively. Three such issues are discussed in 
the second part of this chapter. 
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The first part of the chapter reviews the recent performance 
of the health care system on the basis of the available data. First, 
several indicators of the level of the Israeli population’s health, 
i.e., mortality rates at various ages, life expectancy, and healthy 
life expectancy are presented. Second, there is an assessment of 
the level and composition of health expenditures and changes in 
these parameters from the individual and the public standpoints, 
in national terms and in the household budget are tracked. Third, 
the effects of the funding changes on system equity and the 
trend in real basic inputs such as changes in the number of 
physicians employed in the system and the number of inpatient 
beds are presented. Finally, the public’s satisfaction with the 
health care services is examined. 

The second part of the chapter discusses three basic problems 
of the health care system that remain unresolved. The first is the 
capitation mechanism that directs most of the public funding for 
health care services. The mechanism has been neither improved 
nor updated in a decade. The second concerns the unflagging 
and frustrating efforts to transform the hospitals, or at least the 
government owned hospitals, into corporations in order to 
improve the operation of the Ministry of Health and the system 
at large. The third topic is controversial: private medical 
services (Sharap) in the framework of public facilities. A fourth 
health care issue, the reform of mental health care services, is 
the topic of a separate chapter in this book. 

A. Trends in the Health Care System 
1. Health of the Population 

In Israel, as in most countries, the population’s health has been 
improving significantly in terms of general and infant mortality 
rates, life expectancy, and healthy life expectancy. Changes in 
these parameters do not necessarily attest to the effectiveness of 
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the health care services because the exact correlation between 
the two is unclear. Many factors apart from curative and 
preventive services – related to genetics, environment, culture, 
lifestyle, and nutrition habits – contribute to improvements in 
these indicators. 

a) Mortality Rates 
Among developed countries, Israel ranks in the group that has 
the lowest mortality rates. Few countries (e.g., Japan, Australia, 
Italy) have lower mortality rates than Israel’s. In Israel, as in 
other countries, the mortality rate in the 15–60 age group is 
almost twice as high among men than among women – 9.8 per 
thousand as against 5.3 per thousand, respectively. The most 
common cause of death in Israel in this age group is cancer 
(“malignant neoplasms”), followed by heart disease, in which 
the rate for men is more than three times that for women. 

Figure 1. Mortality Rates, 15–60 Age Cohort
Men, 2002, per thousand of population
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Unlike its relatively low mortality rates in the middle-age 
group, Israel lags behind other developed countries in mortality 
rates of children up to age five. Five of every thousand girls up 
to age five and seven of every thousand boys in this age group 
die in Israel. Finland and Ireland have the lowest rates among 
developed countries, at three and four per thousand, 
respectively. The United States has one of the highest mortality 
rates to age five, at seven per thousand girls and nine per 
thousand boys, and the European average is 5.5 per thousand 
boys and 4.6 per thousand girls.1  

Israel’s infant mortality rate, expressed in deaths per 
thousand live births, is also high relative to the European 
average. In 2002, the average in Israel was 5.4 per thousand as 
against 4.5 per thousand in Europe. Israel’s average combines 
the rates of two main population groups that have different 
levels – Jewish and Arab. (The data in 2002 show four deaths 
per thousand among Jews and 8.6 per thousand among Arabs.) 
Only a few countries – Iceland, Sweden, Finland, Japan, and 
Spain – have lower infant mortality rates than that of Israel’s 
Jewish population. 

Although mortality rates have shown a downward trend in 
both population groups, those in the Arab sector remain much 
higher than those in the Jewish sector and in other developed 
countries. In 2003, infant mortality rate was 4.9 per thousand 
live births–3.6 among Jews and more than twice as high, 8.2, 
among Arabs. The main cause of infant mortality up to age one, 
in both the Jewish and the Arab population groups, is perinatal 
complications. The rate of perinatal mortality is 2.6 per 
thousand live births in the Jewish sector and 2.8 in the Arab 
sector. The second most common cause of infant mortality is 
congenital defects. Here there is a significant difference between 

                                                 
1 Here and below, the data for “Europe” refer to arithmetic averages of the 

fifteen veteran member states of the European Union. 
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both population groups – 0.9 per thousand live births among 
Jews, 2.5 among Arabs. 

A study by the Community Genetics Department of the 
Ministry of Health, published in June 2004, shows that in recent 
years (since 2001) the frequency of births with severe congenital 
defects of the nervous system has declined significantly. The 
congenital defects surveyed were open malformations of the 
central canal of the spinal cord. Defects of this kind generally 
result in miscarriage, death immediately after birth, or severe 
disability. The study relates the decline in incidence to a 
decision by the Ministry of Health to recommend the use of folic 
acid as a preventive measure. In 1999–2000, before the 
recommendation was published, the rate of such defects was 
1.46 per thousand live births in the population at large. In 2002–
2003, it declined to 1.03. The study also addressed itself to the 
especially high rates among the Negev Bedouin and traced them 
to genetic factors and, perhaps, to different use of foods 
enriched with folic acid. The study illustrates the potential 
influence of Ministry of Health policy on indicators of the 
public’s health. 

b) Life Expectancy and Healthy Life Expectancy 
Israel ranks high among countries in terms of average lifespan. 
Its ranking is strongly influenced by the long life expectancy of 
Israeli men as against men in other countries. Generally 
speaking, life expectancy of women and men in Israel has long 
been rising. The average life expectancy of men rose from 72.1 
years in the early 1980s to 77.5 in 2002 – a gain of 5.4 years. 
During the same years, women’s life expectancy increased 
steeply – from 75.7 years in 1980 to 81.5 in 2002. (Life 
expectancy is lower in the Arab sector than in the Jewish sector 
– 74.7 for men and 77.9 for women.) Overall, for 2002, 
irrespective of differences between the sexes, life expectancy 
was 79.4 years in Israel as against an average of 78.6 in Europe. 



                                                                  Israel’s Social Services 2004 160  
 

The countries most similar to Israel in this respect were Austria 
(79.4), Spain (79.6), and Italy (79.7). 

The computed life expectancy of the elderly population has 
also been rising significantly in recent times. In the late 1970s, 
men aged 60+ could look forward to another 17.6 years of life 
and women 19.4 years. By the beginning of 2000, the number of 
expected years had climbed to 20.2 and 22.6, respectively. The 
main explanation for this change is the decrease in mortality 
rates from heart disease. This is due to two complementary or 
compensatory developments: a decline in the frequency of 
morbidity from heart disease and improvements in the efficacy 
of therapeutic and surgical treatment and prevention. 

 

Figure 2. Deaths from Heart Disease at Age 65–74
Rates per 1,000 population
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Another relevant indicator is the functional state of people 

aged 60+. One goal of the social system, of course, is to prolong 
human life, but it is also very important that this be 
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accompanied by the ability to function independently or nearly 
so. The World Health Organization gathers data on “healthy 
adjusted life expectancy” (HALE), using a method that 
calculates the number of years in which a person may expect to 
live in good health, based on life expectancy at birth and an 
adjustment for time spent in poor health.2 The data gathered in 
regard to developed countries show that the healthy life 
expectancy in these countries has been rising in recent years but 
that overall life expectancy increased even more. Thus, 
prolonging life has not necessarily been matched by an 
improvement in “average” health. 

As for Israel, men rank in a respectable sixth place on the 
global scale of healthy life expectancy at age sixty. When they 
reach this age, they can expect to live another 16.8 years in good 
health. Japanese and Icelandic men are the world’s leaders in 
healthy life expectancy, at 17.5 years. 

Regarding women, Israel ranks much lower – seventeenth 
among developed countries. An Israeli woman, on average, can 
expect to live another 18.2 years in relative health and and 
independent life style after turning sixty – about 1.5 years more 
than men. Japanese women are the world’s leaders in healthy 
life expectancy at age sixty, surpassing their Israeli counterparts 
by 3.5 years. Generally speaking, in Israel, as in other countries, 
women outlive men but are also less healthy. In Israel, for 
example, women aged sixty may expect to live 1.8 years longer 
than men but to be in poor health for a longer period of time 
than men – 1.2 years as against 0.8 year, respectively. 
 

 
 
 
 

                                                 
2 For a description of the research method, see WHO, 2004, The World 

Health Report, Statistical Annex, p. 94. 
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Figure 3. Healthy Life Expectancy at Age 60
Men, 2002
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Figure 4. Healthy Life Expectancy at Age 60
 Women, 2002
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2. How the Funding of Health Care Services 
    Affects Equality 
The slowdown in the state financing of health expenditure and 
the expansion of private funding methods for public health 
services – co-payments and optional private insurance – have 
changed the composition of health care funding. The share of 
private expenditure for medical services in Israel climbed from 
26 percent of national health expenditure in 1995 to 31 percent 
in 20033 – one of the highest rates among countries that have 
established public entitlement to medical services. The items 
that increased the most in private expenditure for medical 
services, in all income quintiles, are “supplemental insurance” 
and “medicines” (according to 1997–2000 data). 

 

Figure 5. Per-Capita National Health Expenditure, 
by Funding Sector
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3 Central Bureau of Statistics (CBS), 2004. 
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National health expenditure has been rising more quickly 
than GDP, especially since 1998, with its share in GDP climbing 
from 8.0 percent in 1998 to an estimated 8.8 percent in 2003. 
The trend seen in the past year’s data focuses concern on per-
capita expenditure. Despite the increase in the rate of national 
health expenditure in GDP, between 2002 and 2003 per-capita 
health expenditure decreased by 1.25 percent and per-capita 
GDP slipped by only 0.5 percent (both measured in 2000 
prices). Thus, it is hard to blame the outcome on falling GDP. 
Health care prices, in contrast, have been rising more rapidly 
than GDP prices since 1998. Notably, unrestrained growth in the 
share of national health expenditure, especially if accompanied 
by inflation, may be adverse to economic growth and 
employment because it reflects a decrease in household saving 
coupled with a potential rise in labor costs. 

The changes in the composition of funding are seen in a 
proportional decrease of public funding in the budgets of the 
Sick Funds, which are increasingly reliant on revenue from 
member co-payments (Figure 6). The share of health care 
expenditure in the household budget has also been climbing, 
from 3.8 percent in 1977 to 4.8 percent in 2002. The rate of 
increase in this item varied by income levels, from 85 percent in 
the two lowest deciles to 64 percent in the two uppermost 
deciles.4  

In 2001, about three-fourths of the population had privately 
funded optional supplemental health insurance, either through 
the Sick Fund or commercial insurance companies.5 At the end 
of 2002, 66 percent of Israelis had supplemental insurance, 4 
percent more than in the previous year. More than 20 percent of 

                                                 
4 State of Israel, Ministry of Health, 2004.  
5 The private insurance data were taken from the following sources (unless 

stated otherwise): Gross, Brammli-Greenberg, 2001; National Institute for 
Research of Health Services and Health Policy, 2003; and Gross and 
Brammli-Greenberg, 2004. 
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the population had both types of insurance – supplemental and 
commercial.6 The proportion of those with private insurance 
almost doubled between 1995 and 2002. About 50 percent of the 
population in the two lowest income quintiles had no private 
insurance; only 20 percent in the two uppermost quintiles were 
in this situation. 

 

Figure 6. Health-Fund Revenues from Member 
Co-payments as Percent of Total Expenditure
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6 According to CBS, 30 percent of those aged 20 + had no supplemental 

insurance (CBS, 2004). 
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The increase in supplemental insurance and co-payments is 
obviously detrimental to vertical equity since both, even if 
charged on a group basis, are regressive.7 The portion of the 
family budget that goes for health care is expanding and is doing 
so more noticeably among the lower income quintiles than 
among the upper ones, as noted. Furthermore, at least in regard 
to private insurance, stronger socio-economic groups make more 
use than weaker groups of the service that the private insurance 
offers. Thus, the weaker social groups are essentially 
subsidizing the stronger ones in the various insurance 
arrangements. 

This state of affairs has aggravated the problem of horizontal 
equity: accessibility to services for weaker groups and residents 
of poor areas was lower even before 1998.8 These problems 
have only become more acute. Today, co-payments are a cause 
for patients, especially those in weaker groups, to forgo medical 
care. According to the Central Bureau of Statistics (CBS), 16 
percent of persons in need of prescription medicines went 
without them and 50 percent of those who lack supplemental 
health insurance did so due to cost.9 This was also found in the 
Taub Center Social Survey where 22 percent of the public had 
gone without a necessary visit to the physician or an essential 
                                                 
7 “Vertical equity” – in the context of funding of health care services – 

means that people of different economic ability pay at different levels, 
mainly by means of progressive taxation. This is why the State Health 
Insurance Law based the funding system on general taxes and on a health 
tax, both of which are progressive. “Horizontal equity” – related to the 
delivery of services – denotes equal access to health care and services for 
people who have equal needs. Accordingly, the law predicated the 
allocation of funds on an age-based capitation mechanism that allocates 
the Sick Funds their budgets in accordance with the size and age 
distribution of their membership, irrespective of the origin of the 
resources. Equitable resource allocation is not a sufficient condition for 
horizontal equity.  

8 Chernichovsky et al., 2004. 
9 CBS, 2004b. 
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medical service in the past year due to the additional cost.10 The 
relatively low proportion of privately insured in the two lowest 
income quintiles makes the same point. The problem is 
especially acute when the access of weaker population groups to 
services covered by national health insurance is conditioned in 
one way or another on having private insurance. This happens 
due to the especially strong integration in Israel of public and 
private systems at points of service delivery. 

3. Health Care System Inputs 

It is difficult to examine productivity in the health care system 
due to the difficulty in establishing a relation between a given 
level of health and a given level of medical service. Thus, the 
discussion is confined to examining the trend in health system 
inputs from an international perspective. 

a) Physicians 
In 2002, 21,700 out of a total of 24,4000 physicians up to the 
age of sixty-five licensed to practice medicine in Israel were 
actually practicing. That is, less than 90% of those licensed. 
This is an important point because most available data pertain to 
the overall number of physicians up to age sixty-five and not to 
those actually practicing, and so there is something of an 
upward skew. For example, Israel had 3.3 practicing physicians 
per thousand population in 2002 while the number of physicians 
up to age sixty-five was 3.7 per thousand.  

In 2003, the number of licensed physicians up to age sixty-
five rose to 24,600. Some 40 percent of them – and, 
interestingly, almost half (47 percent) of young physicians (up 
to age forty-five) – were immigrants who had reached the 
country after 1989. 

 

                                                 
10 See Social Survey in this volume. 
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Figure 7. Practicing Physicians 
Rate per 1,000 of Population, 2002
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In Israel the proportion of practicing physicians – more than 
three per thousand of population – is one of the highest among 
the OECD countries. The basic problem with the Israeli system, 
then, is their geographic distribution.11 Several studies have 
examined whether the disparities between the southern region 
and the rest of the country have narrowed and found that from 
most standpoints, even after the State Health Insurance Law 
went into effect, they have not.12 Data on the southern region 
indicate that despite the increase in medical personnel during the 
1990s, including the period after the law went into effect, the 
ratios of personnel to population remain less than those in the 
central districts.13 and the disparities have not narrowed. The 
                                                 
11 Chernichovsky et al., 2003. 
12 Nirel et al., 2001; Chernichovsky et al., 2003. 
13 The data from here to the end of the paragraph are based on Nirel et al., 

2001. 
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relatively low availability of personnel in peripheral areas, along 
with greater needs in these areas than in others, is reflected in 
relative demand or pressure on physicians. Thus, physicians in 
the southern and northern regions have heavier caseloads than 
those in central areas and physicians in the south see more 
patients than those in the center and the north. A similar picture 
comes to light in the number of inpatient beds. The central 
districts (those around major cities such as Jerusalem, Tel Aviv, 
and Haifa) have higher ratios of general beds to thousand of 
population than “weaker” areas such as the southern and 
northern regions. Throughout the 1990s, the data pointed to the 
relative disadvantage of the southern region in this regard. 

b) The Inpatient System 
Over the years, there has been a perceptible downward trend in 
the average number of general and mental health care beds 
per thousand population. In contrast, the number of beds for 
long-term illness and rehabilitation per thousand population 
and, more importantly, per thousand population aged 65+, has 
been rising. 

The differential trends in the proportions of beds, shown in 
Table 2, reflect the many changes that have occurred in each of 
these fields of inpatient care. In geriatric care (long-term 
illness), the increase in the proportion of beds compensated for a 
shortage since the 1970s. It also reflects the rise in business 
sector activity in the field. In mental health care, the average 
ratio of beds per capita has fallen by more than 50 percent 
during the past two decades. This decrease is definitely not the 
result of a corresponding decline in the incidence of mental 
illness. Instead, it can be traced to the policy reform aiming to 
shift care from hospitals to the community. As for general beds, 
the decrease originates in a decline in the proportion of beds in 
large wards – internal medicine (down 13 percent since the 
1980s), general surgery (–40 percent), maternity (–33 percent), 
and pediatrics (–52 percent). 
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Table 2. Share of Inpatient Beds, by Type 
Total General Mental  health Long-term 

and 
rehabilitation 

 Per thousand in population Per thousand 
aged 65+ 

1980 6.7 3.0 2.2 18.4 
1985 6.5 2.8 1.8 20.3 
1990 6.0 2.6 1.5 22.0 
1995 5.9 2.4 1.2 24.8 
2000 6.1 2.2 0.9 30.2 
2003 6.1 2.1 0.8 32.1 

Israel ranks rather low among the OECD countries in its ratio 
of general inpatient beds to thousand of population. However, in 
making this in itself problematic comparison, one must take 
account of differences in the age composition of the population. 
“Older” countries obviously need larger inpatient care systems 
to meet the health needs of their older populations. 

The reduction in the number of beds for general inpatient 
care and the mentally ill during the past two decades coincides 
with a decline in the length of average stay. In long-term and 
rehabilitation wards, in contrast, the stay has lengthened (as the 
number of beds has increased). The average inpatient stay in 
Israel in 2003 was 4.2 days in general inpatient wards, 100.6 
days in mental health care, 171.2 days in long-term illness, and 
44.6 days in rehabilitation. Israel is among the countries that 
have the shortest average inpatient stays in general wards. 
Notably, in most countries the average stay in general wards has 
declined in the past decade. The greatest change occurred in 
Switzerland and the Czech Republic, where the average 
inpatient stay has fallen since 1990 by 4.2 days and 3.7 days, 
respectively, but still remains very long. In Israel, the reduction 
was 0.7 days. 
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Figure 8. General Inpatient Beds per Thousand 
of Population, 2002
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The fall in the length of average inpatient stay may be 

explained at two levels, medical and economic. At the medical 
level, recent changes have definitely affected the duration of 
inpatient stay. First, medical technology has improved, making 
care more effective. Second, community based health care 
services have become more effective, as reflected in early 
diagnosis (which also enhances the effectiveness of inpatient 
care), the availability of alternatives to hospitalization, relatively 
early discharge of inpatients, and expansion of ambulatory 
hospital facilities. 
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 Figure 9. Average Length of Stay in General 

Wards, Days, 2002
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Figure 10. Beds and Average Length of Stay in 
General Wards
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At the economic level, the shortening of average stay can be 
explained by increased monitoring by Sick Funds and by 
methods that reimburse hospitals for some hospitalizations on 
the basis of treatment category (e.g., paying for heart-bypass 
surgery at a fixed unit rate). This method of reimbursement 
(DRG) does not take into account the actual length of patients’ 
stay. An additional factor is a shortage of beds in some wards, 
which may prompt hospitals to try to shorten patients’ stay in 
these wards in order to vacate beds for new patients. Thus, 
occupancy rates in 2003 were 106 percent in internal medicine 
wards, 118 percent in dermatology wards, 114 percent in 
maternity wards, and 102 percent in special neonatal wards. The 
highest occupancy rate was found in observation wards (190 
percent). Generally speaking, the trends point to greater 
efficiency and responsiveness in the inpatient system, along 
with technological changes. 

4. Satisfaction with the Health Care System 

On the whole, the Israeli public is satisfied with its health care 
system. In the annual Taub Center Social Survey, half of the 
respondents considered the health care system to be good or 
very good and another third found it reasonable. The survey 
findings and Health Ministry data indicate, however, that public 
satisfaction with the health care system has fallen slightly in 
recent years (Figure 11). 

Israelis are highly satisfied with their health care system and 
highly dissatisfied with their education system.14 The results of 
the 2003 European Social Survey, conducted in twenty-two 
countries in September–December 2002, confirm this.15 
                                                 
14 Barr, Oren, and Levin-Epstein, 2003. 
15 The European Social Survey (ESS) is the result of an initiative of a 

research group in Europe (including Israel) that receives funding and 
encouragement from the European Foundation for Science and the 
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Interviewees in all countries were asked to express their opinion 
about the education system and the state of health care services. 
Their responses were ranked on a 0–10 scale, 10 denoting “very 
good” and 0 denoting “very bad.” The range of average scores 
was wide – 3.9–7.8 for education systems and 3.4–6.6 for health 
care systems. Thus, the education and health systems of some 
countries are highly regarded and those of other countries are 
believed to be in “not good” or even “bad” condition. Generally 
speaking, in all countries except for Israel and Spain, education 
systems received higher average scores than health systems. 

 

Figure 11. Satisfaction with Sick Fund Services
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European Union. Israel takes part in the survey due to an initiative of the 
Israel National Academy of the Sciences and Humanities, which also 
provides funding. The fieldwork in Israel and the preparations for it were 
performed by the B.I. Cohen Institute for Public Opinion Research at Tel 
Aviv University, under the guidance of a steering committee on which 
various universities and disciplines were represented. 
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To examine the extent of correspondence between 
satisfaction with the education system and satisfaction with the 
health care system, a distinction was made on the basis of level 
of satisfaction (high or low, based on the midpoint of the scale). 
The countries were profiled at four levels: 
1. Strong satisfaction with health care and education systems 

(Scandinavia, Switzerland, and Netherlands); 
2. Poor satisfaction with the health care system and strong 

satisfaction with the education system (UK, Ireland, Czech 
Republic, Hungary, Slovenia); 

3. Strong satisfaction with the health care system and poor 
satisfaction with the education system (Israel and Spain); 

4. Poor satisfaction with both systems (Portugal, Greece, 
Poland). 

B. Basic Problems of Israel’s Health Care 
System 

1. The Capitation Formula in the State Health 
Insurance Law16  

The question of adjusting and updating the formula used to 
allocate national health insurance resources has accompanied 
the health care system almost from the day the law was 
implemented and has been debated at length by the Knesset 
Labor and Social Affairs Committee (until the late 1990s) and 
the Commission for Examining the Israeli Health Care System 
and the Status of Its Physicians.17  
                                                 
16 This section was prepared by Gabi Bennun, Deputy Director General for 

Research, Ministry of Health. The contents reflect the views of the Taub 
Center health team. 

17 The Amorai Commission, 2002. See Zmora, Chernichovsky, and Shmueli, 
“The Capitation Mechanism and Public Allocation for Health Services in 
Israel,” Taub Center for Social Policy Studies in Israel, 2003. 
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Section 17 of the State Health Insurance Law details the 
methods for allocating resources for the Sick Funds beginning in 
January 1995. From that year on, the allocation has been based 
on a formula that divides the insured in each Sick Fund into nine 
age groups and assigns each group a differential weight to 
reflect use costs by age. The formula is meant to apportion 
national health insurance resources among the Sick Funds on the 
basis of user needs in order to make the apportionment more 
efficient and equitable. It should be noted that prior to this 
method, resource allocation was based largely on the level of 
income of each fund’s members. The formula set forth in the 
law had an additional goal: to remove the incentive for the Sick 
Fund to discriminate in member selection or by trying to reserve 
the “good” members for themselves. 

The weights were determined when the State Health 
Insurance Law went into effect, as stated, and were first 
modified in January 1997, when responsibility for the funding of 
maternity inpatient care was transferred from the Sick Funds to 
the National Insurance Institute. The change in 1997 also 
included an adjustment of the database (pattern of health care 
services consumption, expenditure patterns, and age 
distribution) to the most recent data available at the time, those 
of 1995. 

In addition to the allocation of resources by age, the 
allocation method gave special consideration for patients with 
the following serious illnesses: kidney failure requiring dialysis, 
Gaucher’s disease, thalassemia, hemophilia, and, since 1999, 
AIDS. The calculations are performed at a fixed rate on the 
basis of the number of each fund’s members with these illnesses. 
The funds are given separate compensation for patients with 
these serious illnesses because they entail expensive and long-
term care and because morbidity in these cases is not necessarily 
related to the patient’s age. Budgeting for these illnesses 
accounts for about 5 percent of total resources under the health 
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insurance law; the remaining 95 percent is apportioned on the 
basis of membership in terms of age-standardized persons. 

The table below shows the effect of the allocation formula on 
the relative distribution of resources among the Sick Funds at 
the end of 2002: 

 
 Total Clalit Leumit Maccabi Meuhedet 

Percent distribution:      
Insured  100.0 55.5 10.0 23.5 11.0 
National health 
insurance resources  

 
100.0 

 
61.1 

 
9.2 

 
20.6 

 
9.2 

 
Over the years, it has been argued that the weights 

established for each age group need adjustment due to changes 
in the patterns of health care service consumption (inpatient and 
community based), patterns of Sick Fund expenditure, and the 
proportions of the age groups in the population. The Ministry of 
Health examined the matter and found that the database of the 
current allocation formula should be adjusted immediately on 
the basis of the 2002 data. 

Apart from the demand for an update of the database of the 
allocation formula, various proposals have been raised over the 
years for the inclusion of additional variables in the formula 
(i.e., other than age) so that the formula would better reflect the 
differential needs of persons insured with each fund. One set of 
proposals advocated the inclusion of variables that affect 
demand for health care services, such as state of health 
(morbidity) and socioeconomic situation (employment). Another 
group of proposals recommended the inclusion of variables that 
affect service supply, such as differences in the geographic 
distribution of services, economies of scale, and differences in 
input prices. 

In 2002, the Amorai Commission recommended the 
continued allocation of resources under the Insurance Law on 
the basis of age groups and serious illnesses. However, it also 
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recommended an update of the database used to determine the 
age group weights and the splitting and widening of the age 
groups at the extremes (dividing the 0-4 groups into 0 and 1–4 
subgroups and the 75+ group into subgroups of 75-84 and 85+). 

In 2003, Clalit Health Services petitioned the High Court of 
Justice to amend the capitation formula immediately. In 
November 2003, pursuant to the court’s discussion of the matter, 
the Minister of Health appointed a team representing the 
ministries of Health and Finance to examine the method of 
allocating national health insurance resources. The team has not 
yet presented its recommendations. 

In sum, it is important to note that the capitation based 
allocation formula determines the division of resources among 
the Sick Funds. If the formula is modified in any way, each 
fund’s share of the resources will change (since more for one 
fund means less for another). This does much to explain the 
failure of all attempts to adjust and/or amend the formula since 
1997. 

2. Incorporation of Hospitals18  

The methods of ownership and management of government 
hospitals has been on the public agenda for more than two 
decades. During the past fifteen years, three public commissions 
with various powers have taken up the matter and several 
important conferences on social and economic issues have 
chosen it as their main theme.19  

                                                 
18 This section was written by Professor Shlomo Mor-Yosef, Director 

General of Hadassah Medical Organization. The contents reflect the views 
of the Taub Center health team. 

19 Such as the Caesarea Conference, sponsored by the Israel Democracy 
Institute, and the Dead Sea Conference of the Israel National Institute for 
Health Policy and Health Services Research. 



179                                                                               Health Care Services  
 

“Incorporating the hospitals” sounds simple. The Ministry of 
Health runs all government owned hospitals. The Ministry is 
also in charge of setting policy and overseeing implementation. 
In this capacity, the ministry is also responsible for hospital 
supervision. This duality of functions creates an obvious conflict 
of interest for the ministry in its activity vis-à-vis hospitals and 
vis-à-vis Sick Funds. The funds are, on the other hand, under the 
supervision of the Ministry of Health and on the one hand, they 
enter into negotiations with it as a customer service provider 
basis. This is the crux of the problem when looking at the 
Ministry of Health. As for the hospitals, another problem arises: 
despite differences in size, nature, and geographical location, 
they are all run subject to the same set of management rules. 

Solutions to these two problems have to take into account 
economic and labor relations issues. Most importantly, however, 
they must emphasize the continued overarching responsibility of 
the state for the availability of adequate medical care, in both 
qualitative and quantitative terms, in all parts of the country. In 
other words, the final test concerns neither economic nor 
operating efficiency. Thus, also in the framework of 
incorporation or privatization, the state must take responsibility 
for hospitals that don't succeed in balancing their budgets, if 
their continued existence is important. The state must insure the 
continuation of Israel’s currently high level of medical care by 
supporting and encouraging the university medical centers that 
set the country’s medical standards and induce the system at 
large to rise to the highest levels of medical care. 

One of the committees that left their imprint on the country’s 
health care system, and the one that was most responsible for the 
passing of the State Health Insurance Law, was the State 
Judicial Commission on the Functioning and Efficiency of the 
Health System, chaired by Justice Shoshana Netanyahu, which 
issued its recommendations in 1990. In regard to incorporating 
the hospitals, the commission spoke unequivocally: “…The 
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commission recommends the transfer of these hospitals to 
autonomous management, in accordance with principles to be 
detailed below.”20 

Twelve years later, in 2002, the Commission for Examining 
the Israeli Public Health Care System and the Status of Its 
Physicians, chaired by Adi Amorai, published its conclusions on 
the topic. Recommendation 7 stated, “Hospitals that are owned 
by the government and by Clalit Health Services should be 
transferred to the status of autonomous not-for-profit 
corporations.” Two years later, in May 2004, a committee under 
Moshe Leon for the examination of the operation, management, 
budgeting, and ownership of government hospitals released its 
recommendations. Its main conclusion was that action should be 
taken to disengage the hospitals from direct operation by the 
state. The transformation of all general hospitals (government 
and Sick Fund-owned) into public hospitals operating as public 
not-for-profit corporations was again proposed. 

Beyond these three esteemed commissions, in which the 
country’s finest experts in health care system management and 
health economics took part, the State Comptroller also called 
attention to the matter. In the Comptroller’s opinion, the 
imperfect nature of the health care market makes government 
supervision more important than it would be in a perfect market, 
but as long as the supervisory authority – the Ministry of Health 
– also owns the government hospitals, the question of its ability 
to perform its supervisory function remains moot.21  

As the issues were being debated by these various 
committees and in academic forums, the Israel Medical 
Association (IMA) worked out its position on the matter. This 
stance accepts, to some extent, the definition of the problem in 

                                                 
20 Netanyahu Commission Report, 1990, Vol. I, “Majority Opinion,” p. 128 

(Hebrew). 
21 State Comptroller, 2004, Annual Report 54b for 2003, “Cost of Health 

Care Services in General Hospitals” (Hebrew), p. 468. 
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principle, as well as the proposed solution. In a document 
presented to the Amorai Commission (Section 7, “Incorporation 
of Hospitals”), the IMA affirmed its belief that “[S]ome transfer 
of responsibility and authority from the government to the 
managements of the hospitals may be useful.” The IMA also 
addressed itself to the conclusions of the Leon Committee in a 
lengthy document that juxtaposed the advantages of 
incorporating the hospitals to its price on the national and 
employee levels. 

In contrast to the near unanimity about separating the 
hospitals from the Health Ministry and turning them into 
corporations, the Finance Ministry adopted a “minority view.”22 
“The main purpose of incorporating the hospitals,” the ministry 
believes, “is to get the government out of the business of 
running and managing hospitals.” Thus, the Finance Ministry 
perceives the dual function of the Ministry of Health as 
problematic. However, it offers a different solution: placing the 
Sick Funds in charge of the hospitals. “Only [thus] will it be 
possible to subject health care expenditure to true restraint and 
to impose economic management by the Sick Funds, within a 
given budget constraint and from an inclusive perspective of the 
system’s needs.” 

The uniformity of the recommendations of the various 
committees over the years and the consensus in the field about 
the best way to solve the problem make one ask why the 
disengagement of the Ministry of Health from the government 
hospitals has not taken place. 

Three main reasons can be cited: 
a. The economic argument. Implementation of the 

procedure will be very costly because public hospitals and 
health care corporations have larger liabilities than government 
                                                 
22 The only document the Finance Ministry has released to the public about 

its stance is “Minority Position on Turning the Hospitals into Government 
Corporations,” Appendix C-1 to the Leon Commission Report. 
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hospitals, especially in four main items: employers’ tax, medical 
malpractice insurance, pension contributions for employees, and 
the direct subsidy that the hospitals currently receive. In the 
estimation of the Ministry of Health, as presented to the Leon 
Commission, the increase in cost will be NIS 900 million per 
year. (“The hospitals were subsidized at this level in 2002, and 
within the frame of the committee’s work, the continued transfer 
of these flows of resources should be assured, either by ensuring 
the level of this subsidy in the future or by adjusting prices in 
the system.”) It is important to note that this added cost is 
largely artificial because much of the subsidy returns to the 
government by means of taxes or by lowering of the existing 
liability for pension and malpractice insurance. Furthermore, 
even today the government spends these funds under other 
budget items, meaning that they go out of one pocket and return 
to another. The true cost originates in the need to provide equal 
conditions on these items for all the other hospitals (the public 
ones and those of Clalit Health Services). The added 
expenditure on this account may be estimated at NIS 1 billion 
per year. 

b. Organization and labor relations. Many consider this 
matter extremely complex and problematic to solve and feel that 
the nuisance of dealing with it deters various players from 
making the attempt, even though more complex economic 
moves than this have been performed in Israel. The main 
problem is trust. Organized labor knows that the government’s 
motive for incorporating the hospitals is economic. When 
employees observe existing corporations in the health system, 
such as Hadassah and other public hospitals, they see active 
owners that have a sense of responsibility for what goes on. In 
the incorporation process, in contrast, there is a sense of 
disengagement from the hospital by its owner. 

The state will remain committed to inpatient services under 
any future organizational setting. Therefore, it should 
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acknowledge this explicitly, clearly, and painstakingly in every 
forum. Furthermore, the state should make it clear that in the 
event of economic instability, apart from replacing the 
management and the board, the state will unfurl a safety net to 
assure workers’ basic rights. 

Importantly, the government will determine the hospitals’ 
economic success even after the incorporation process is 
completed, for two main reasons. First, wage accords – in an 
industry where wages account for 75 percent of total 
expenditure – are signed by the government, and labor and 
management will sign a collective agreement under any form of 
incorporation. Second, the state sets the rates that hospitals may 
charge – today and, in all probability, in the future as well. It is 
important to remember that 90 percent of the corporation’s 
income is from medical service delivery that is tied to these 
rates. Thus, in the future, too, the overall success of the 
corporation will be determined by the government’s agreements 
with representatives of labor, on the one hand, and in setting rate 
policy, on the other. 

c. Lack of an appropriate political environment. To begin 
a process as complex as this, the leaders of the system – those at 
the professional level in the ministries of Finance and Health, 
and those at the political level – must treat it as a matter of the 
utmost importance. For this purpose, they must marshal not only 
the state’s financial resources but also the time needed to elevate 
the issue to the top of the national health agenda. 

In sum, to promote the cause of incorporating the hospitals, it 
will be necessary to adjust the “rules of the game” and mobilize 
a professional and political leadership that will, on the one hand, 
emphasize the state’s commitment to inpatient services and, on 
the other hand, direct the process. 
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3. Private Medical Service (Sharap)23  

The question of offering  private medical services (Sharap) in 
government and Clalit Health Services hospitals is complex and 
includes economic, organizational, and ethical considerations of 
interested parties at the national level. It has been frequently and 
heatedly debated since the Netanyahu Commission deliberations 
fifteen years ago and has not yet found its outlet in the 
formulation of a clear and definitive policy. 

Citizens cover more than 30 percent of national health 
expenditure (beyond taxes and National Insurance contributions) 
from their pockets. They earmark some of these resources for 
private medical service in hospitals, especially in order to 
choose their surgeons and/or to expedite a procedure. Sharap is 
run officially in the public hospitals in Jerusalem (Hadassah and 
Shaarei Zedek) and although prohibited in government 
hospitals, the service is offered under the auspices of the 
hospitals’ “research foundations.” This aside, physicians in non-
private hospitals are allowed to receive patients in clinics after 
or before working hours and to perform surgical procedures in 
private facilities. At Hadassah and Shaarei Zedek, about 10 
percent of total surgeries are performed within the Sharap, with 
much variation among types of procedures. Often, supplemental 
insurance covers some of the expense. 

Demand for Sharap  
One characteristic of medical care is uncertainty about the 
outcome. In many cases, the danger that may result from 
substandard care is not severe, but when serious health problems 
arise and invasive procedures are needed, quality of care 
becomes crucial and patients wish to maximize the results in 
                                                 
23 This section was prepared by Dr. Amir Shmueli of the School of Public 

Health at the Hebrew University of Jerusalem and the Gertner Institute for 
Epidemiology and Health Policy Research. The contents reflect the views 
of the Taub Center health team. 
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terms of their health and minimize the risk by choosing a 
surgeon and expediting medical procedures. Since the public 
health care system cannot offer either option as a service under 
national health insurance, demand by the consumer for private 
services is both predictable and legitimate. Recent studies show, 
however, that this demand is more complex than what one might 
expect. Furthermore, there is no evidence that patients who 
undergo surgery through the Sharap obtain better health results 
than similar patients in the public system. 

The proponents of introducing Sharap in public hospitals 
offer several rationales:  
1. The introduction of Sharap will create sources of income 
for the hospitals and ease their current budget distress. Thus 
Sharap patients will indirectly subsidize those who use the 
insured public services. 
2. The introduction of Sharap in afternoon and evening 
hours will improve utilization of the public hospitals’ medical 
infrastructure and reduce the average expenditure per patient per 
day. The larger the share of fixed expenditure for physical and 
human infrastructure in total expenditure, the greater the 
decrease in average expenditure will be. 
3. The implementation of Sharap in the public hospitals 
will give senior physicians an incentive to spend most of their 
time in public hospitals, to the benefit of patients who obtain 
care through the national health insurance system, as well as to 
the benefit of interns, society at large, and future generations. 
4. The running of Sharap will make it possible to introduce 
a personalized wage scale based on performance and reputation, 
thereby allowing the public system to retain the finest 
physicians. 
5.  Sharap is related to the issue of incorporating the 
government and Clalit Health Services hospitals. After the 
hospitals become autonomous corporations, they will conclude 
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contracts of private and competitive nature with medical staff, 
the Sick Funds, and other insurers. (It will then be hard to justify 
the prohibition of Sharap in these hospitals while traditional 
Sharap is available in Jerusalem’s older, incorporated hospitals.) 
6. The introduction of Sharap in public hospitals will 
reduce the size of the black and gray markets for services in 
public hospitals. These markets, which exist due to demand 
pressure, make a negative contribution to social welfare and 
sometimes endanger patients’ health. 

The opponents of introducing Sharap in public hospitals 
express several rationales of their own:  

1. Many arguments in favor of the introduction of Sharap 
are based on the ineptitude of the current system. Supervision of 
physicians during hospital working hours and preventing direct 
(black market) payments to physicians are matters for 
supervision and enforcement; introducing Sharap will not solve 
them. 

2. The introduction of Sharap in public hospitals will give 
physicians an incentive to shift their morning activities to 
Sharap. Thus, Sharap activity will crowd out public system 
activity, resulting in longer waiting time for surgery in the 
public system. This, in turn, will generate greater demand for 
Sharap, and so on. It would be difficult to control the quantities 
of surgical procedures under the two systems. 

3. If Sharap is introduced, surgeons working under 
Sharap will initiate more procedures (apart from shifting them 
from private hospitals to public ones), causing national health 
expenditure to rise because some of the surgeries will be 
medically unnecessary. 

4. Public system patients and Sharap patients who 
undergo the same surgical procedure in the same hospital and at 
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the same time may be treated unequally with the danger of 
discrimination on basis other than the identity of the surgeon. 

5. The introduction of Sharap in surgery will inspire 
leading physicians in other departments and disciplines to apply 
pressure for the creation of similar arrangements in order to 
improve their status. 

6. In the long run, the shifting of more surgeries to Sharap 
may impair the extent and pace of specialization by young 
physicians. 

7. The introduction of Sharap will create an opportunity 
for the emergence of a private market within a public institution 
for additional medical products. These products and initiatives 
should be part of the competition among hospitals for the 
provision of inpatient services to members of the various Sick 
Funds under public auspices. 

In sum, the main reason for the lack of an explicit decision to 
forbid or permit Sharap in public hospitals (as is the case in 
Canada, for example) is that even the proponents of Sharap 
acknowledge the need for a well developed supervisory 
mechanism. Both sides agree that the Sharap system should be 
placed under several additional restrictions in order to insure 
that activities in the public setting are not harmed, e.g., 
separating private accounting from public accounting and 
forbidding expediting medical or surgical procedures for non-
medical reasons. 

The Sharap issue is certainly fraught with economic and 
social considerations. The decision on how to resolve it will 
have a major effect on shaping the image of Israel’s inpatient 
and health care system in the future. Although the rationales in 
favor of introducing Sharap in public hospitals seem solid, the 
restrictions that aim to assure the continued performance of the 
public setting alongside the private one are critical and have 
created difficulties that, for the time being, are insurmountable. 



                                                                  Israel’s Social Services 2004 188  
 

The solution to this matter may be inseparable from the 
question of incorporating the public hospitals. The introduction 
of Sharap in public hospitals or those owned by Clalit Health 
Services will be much less problematic after these institutions 
become autonomous corporations. Once this happens, too, it will 
be impossible to forbid them to undertake a practice that has 
been accepted for years in the older Jerusalem corporations. As 
autonomous corporations, the public hospitals will conclude 
contracts with their physicians regarding the extent and nature 
of their work, and with the Sick Funds and other insurers 
regarding the extent and types of service that they will purchase, 
on the basis of pertinent and competitive negotiations. 
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Personal Social Services 

The personal social services constitute a crucial layer of Israel’s 
social welfare system. They offer services to a wide range of 
population groups with diverse needs:  disabled and lone elderly 
who find it difficult to perform activities of daily living, children 
and youth at psychological and physical risk, youth who neither 
study nor work, families in crisis, battered women, persons with 
disabilities, the mentally retarded, recent immigrants who 
encounter integration difficulties, youth and adults with drug 
and alcohol addictions, individuals and families in severe 
economic distress, families of ex-convicts, and the homeless. 

Personal social services are delivered to members of these 
groups by local authorities’ welfare departments; some of the 
services are provided directly and some by means of other 
organizations. Services are administered in community and 
institutional settings. There are a wide variety of services that 
answer the needs and problems of individuals, families, and 
groups and aim to help these populations cope with distress and 
improve their quality of life. Many of the needs and problems 
that are addressed by social services are not permanent. They 
vary due to developments in the clients’ personal situation and 
changes in the economic, social, and demographic situation in 
their community or in the country at large:  changes in the 
economic and security situation, the intensity of unemployment, 
the composition of the population and the size of specific age 
cohorts such as the elderly and children, as well as changes in 
central government policy and the level of aid that the 
government provides via local authorities. Occasionally, too, the 
local welfare services uncover new needs or take notice of needs 
that had been largely neglected before.  
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The mix, intensity, and urgency of the needs, and the changes 
that they undergo, are a source of constant challenge and 
pressure on the personal social services. This makes it difficult 
to set a clearly defined set of needs that fall into their domain 
and determine a scale of priorities, so that specific and clear 
patterns of resource allocation can be devised and programs 
developed. Since many needs are urgent and demand immediate 
response, the personal social services tend to engage in “putting 
out fires,” and are much less involved in taking actions that 
address the basic causes of various forms of distress. 
Furthermore, the burden of problems and needs that the personal 
social services face and the limited extent of resources available 
to them make it hard for them to meet the full range of needs of 
the client populations, leaving some needs without appropriate 
responses. The incompleteness of coverage is especially striking 
among children and youth at risk. 

Different geographic localities in Israel have diverse mixes of 
needs due to variations in their social and demographic makeup, 
geographic location, and social and economic strength. They 
also differ in the extent of resources that each locality allocates 
for social services and the assortment of welfare organizations 
that can participate with the welfare department in providing 
services and enhancing the response of the locality’s overall 
social service system to residents’ varied needs. The survey that 
follows examines the elements that affect the performance of the 
personal social services at the national and local levels and the 
ability of the services to meet the challenge of responding 
adequately to these needs. The focus is on three main elements:  
the extent of financial resources available for personal social 
services; the legislative infrastructure of the services; and, the 
organizations that take part in delivering the services, their roles, 
and their interrelations. 
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1. Financial Resources for Personal Social Services 

Since the personal social services rely on the central government 
budget as a main source of funding, changes in government 
allocations may affect their functioning significantly. Table 1 
describes changes in central government expenditure for 
personal social services between 1980 and 2004. The table 
distinguishes between expenditure by the Ministry of Social 
Affairs to fund services for population groups such as children, 
youth, the elderly, persons with disabilities, the mentally 
retarded, and families, and expenditure by the National 
Insurance Institute, which finances at-home care for the elderly 
disabled under the 1988 Long-Term Care Insurance Law. (This 
expenditure item is included among the personal social services 
because long-term care is an in-kind service that is received in a 
manner similar to the other personal social services.) 

Table 1. Expenditure on Personal Social Services, 1980–2004 
              (NIS millions) 
Year Total Social services Long-term care 

services 
1980 1,789 1,789 – 

1985 1,569 1,569 – 

1990 2,342 1,757 585 

1995 3,218 2,253 964 

2000 4,415 2,698 1,718 
2001 4,767 2,761 2,006 
2002 5,254 2,927 2,326 
2003 5,162 2,881 2,281 
2004 5,266 2,929 2,337 
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The data show several major trends: 
* After a 14 percent decrease in the early 1980s (1980–1985), 

total expenditure on personal social services climbed by 150 
percent during a fifteen-year period (1985–2000), mainly due 
to the implementation of the Long-Term Care Insurance Law 
in 1988. 

* In recent years (2000–2004), expenditure has been 
fluctuating – rising by 19 percent until 2002 and then 
dropping by 2 percent in 2003, for the first decline in twenty 
years. In 2004, expenditure again increased slightly. 

* Long-term care services are consuming a growing share of 
expenditure for personal social services – about one-fourth in 
1990, 40 percent in 2000, and 45 percent in 2004. The share 
of expenditure for these services is evident when one 
compares their rate of increase in 1990–2004 with the 
increase in total expenditure for other personal social services 
during the same period. During this time, expenditure for 
long-term care services quadrupled while expenditure for 
other services rose by only 70 percent. Notably, however, the 
growth rate of expenditure for long-term care services has 
been slowing in recent years and even declined somewhat 
between 2002 and 2003, for the first time since the funding of 
these services began. 

In the last few years, there has been a significant change in 
the development trend of social service expenditure. An 
examination of the changes in the past three years (2002–2004) 
by the various types of service indicates less spending on 
institutional services for children and youth in distress, 
institutional and community services for the elderly, welfare 
department staff, community work, and services for the family. 
In contrast, more is being spent on community services for 
children and youth and on institutional and community services 
for the mentally retarded and persons with disabilities. The 
increases and decreases in expenditure, however, have been 
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small, with the exception of a 25 percent rise in spending on 
community services for children between 2003 and 2004. 

As central government expenditure has changed in recent 
years, so have the local authorities’ expenditures for social 
services. There is considerable evidence of a countrywide 
decrease in local level participation, especially in 
socioeconomically weak localities (Arab localities and Jewish 
localities mainly in peripheral areas). Many welfare departments 
report that declines in their available budget have forced them to 
cut back on services. This has special significance in light of the 
considerable increase in recent years in the number of people 
who are in need of welfare services. (In Beersheba, for example, 
the number of those in need almost doubled, from 19,000 
in1992 to 36,000 in 2002.) 

It is noteworthy that even before these recent changes in 
government and local authority expenditures, welfare services 
covered only part of the needs of certain populations (such as 
children and youth), and the situation has worsened in recent 
years. The impact of the cutbacks on the social services, 
however, has been eased somewhat by an increase in the 
involvement of non-governmental entities (voluntary agencies, 
private organizations, businesses, and foundations). This issue 
will be examined below. The continuous rise in expenditures for 
long-term care – defined and protected by legislation – will also 
be discussed. 
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2. The Legislative Base of the Personal Social  
     Services 

The legislative basis of the personal social services is one of the 
fundamental features of this system, and has several important 
implications. First, it establishes the delivery of service as a civil 
entitlement that the state must honor, as opposed to an act of 
kindness. Second, it obliges the state to allocate resources to 
provide the services stipulated by law. Third, it sets standards 
for the allocation of service and, by so doing, helps to improve 
equity in their allocation. 

Israel’s personal social services are set in several laws. The 
most basic of them, the Welfare Services Law (1958), requires 
every local authority to establish a welfare department and to 
deliver various services to population groups in need. Over the 
years, additional laws have been passed to guide the activities of 
the social services and the staff that delivers them. They span a 
wide range of services such as home care for elderly with 
disabilities, care of children with developmental problems and 
children at risk, aid for battered women, care of the mentally 
retarded and persons with disabilities, protection of tenants in 
care centers, and care for youth at risk. The legislative 
developments indicate several main trends: 
* The 1958 Welfare Services Law laid the foundations of the 

personal social services by establishing the principle of local 
authorities’ responsibility for service delivery. Although this 
law and a large majority of the other statutes determine that 
various services should be delivered to citizens, they do not 
spell out clearly and definitively the actual services that 
citizens are entitled to receive and the time frame within 
which they are to receive them. This affects the scope and 
quality of the services and the financial and human resources 
that various localities devote to them. 
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* Among the statutes, only the Long-Term Care Insurance Law 
clearly defines a basket of services that is to be delivered and 
the timing of its delivery. Another law mandates the 
placement of developmentally impaired children in 
therapeutic settings but does not spell out the specific 
services required. 

* The services anchored in law cover only some of the needs of 
various population groups. Many service areas have no legal 
basis and are covered incompletely at best. Examples of the 
latter are care for seniors who are not recognized as eligible 
under the Long-Term Care Insurance Law, placement of the 
mentally retarded in hostels, assistance for youth in distress, 
and miscellaneous kinds of assistance (e.g., transport to 
treatment, basic home furnishings for families in distress, 
services for drug addiction, and community work in high-
distress areas). The needs of various population groups that 
are not covered by legislation seem to be no less crucial and 
urgent than those to which the existing laws respond. 

* The differentiation among types of needs by the criterion of 
their legislative basis is reflected in differences in how well 
the social service system responds to these needs. Needs as 
defined by legislation that require the delivery of specific 
services (e.g., nursing care for the elderly, which, as noted, 
takes up a very large share of central government expenditure 
for social services), are well funded. Behind them are 
services anchored in laws that do not define in a clear and 
obligatory way what service must be administered. Lastly are 
the many needs that have not been legislated. The budget cuts 
in the past two years have mainly affected services to 
unlegislated needs. 

* Various attempts over the years to gather additional services 
under a legislative umbrella that would specify the delivery 
of a specified package of services within a specific time 
frame have not produced results. Practically speaking, the 
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two laws noted above (long-term care insurance and 
placement of developmentally impaired children in care 
centers) are the only cases that answer, albeit only partially, 
these expectations. 

Thus, Israel has a broad infrastructure of social laws that 
guide the activities of the personal social services. These laws 
should have helped to create a more equitable system of social 
services tailored to the needs of various population groups; they 
should also have helped to ensure the distribution of services in 
central and peripheral areas. The nature of many of these laws, 
however, is such that their contribution to the attainment of 
these goals is less than optimal. 

3. Personal Social Services – A Field with a  
     Plethora of Organizations 

The partial privatization policy that has been implemented in the 
personal social services field in recent years aims to pass the 
responsibility for the delivery of state and local level services to 
NGOs but to leave the central and local authorities in charge of 
funding, determining entitlement, and deciding on the content of 
the services and supervision over their delivery. This policy has 
led to an immense increase in the number of organizations 
involved in delivering personal social services and has expanded 
these organizations’ roles. For example, some 150 organizations 
are active in nursing services for the elderly, about 320 in 
services for children, and a large number in services for the 
disabled. The proliferation of organizations that take part in 
welfare service delivery has become an important characteristic 
of Israel’s personal social services. 
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a. Organizations Involved in the Delivery of Personal Social 
    Services 
Government ministries and particularly the Ministry of Social 
Affairs are involved in the personal social services. Although 
local authorities are responsible for service delivery, the 
Ministry of Social Affairs has a great deal of influence over the 
functioning of these services. It exercises its authority in three 
principal ways:  funding the greater part of local authorities’ 
welfare budgets; being responsible for implementing the social 
laws that guide the activities of these authorities in various fields 
of social service; and issuing occasional directives (Directives of 
the Director General) to local welfare departments, including 
specific instructions about the contents of their work. The 
ministry does its work by means of district bureaus and 
inspectors who closely monitor the actions of local welfare 
departments. This mechanism of funding and control gives the 
government a large measure of influence over local authorities’ 
activities. 

Local authorities are responsible by law for the delivery of 
social services to the local population, although, they are closely 
monitored by central government. Many local authorities have 
been increasingly inclined in recent years to develop initiatives 
of their own in social services. This is reflected in the 
development of additional services and in funding them by 
increasing their own participation in local social service budgets, 
and by raising funds from additional sources (foundations, 
businesses, charitable organizations, etc.). These processes of 
decentralization and of reinforcement of local orientation are 
more typical of socio-economically strong localities, most of 
which are in the center of the country, than of weaker localities 
in peripheral areas. Therefore, they have created a measure of 
inequity in the extent, level, and quality of services that citizens 
in different geographic areas receive. 
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Voluntary agencies have been established at the initiative of 
citizens in need in order to advance and improve services 
intended for them or their families (e.g., the Association of Deaf 
Mutes, the Association for the Rehabilitation of the Mentally 
Handicapped in Israel-AKIM, and Nitzan, the National 
Organization for Children with Learning Disabilities), and by 
central or local government initiative (e.g., municipal 
associations for the planning and development of services for 
the elderly). Socially committed citizens have established 
additional organizations to help population groups in need (for 
example, the Council for the Welfare of the Child.) Some of 
these organizations even warn the public about the failures of 
the authorities and agencies that make policy and deliver social 
services. Voluntary agencies usually specialize in a particular 
field such as services for the elderly, children, the mentally 
retarded, the blind, or the deaf. They also run public soup 
kitchens and other relief centers for the homeless and other 
economically distressed population groups. 

By shifting responsibility for the delivery of most central and 
local government social services to non-governmental 
organizations, the partial privatization processes, which have 
gathered strength in recent years, have led to a sizable increase 
in the number of NGOs in the social service arena and given 
them a larger role in delivering such services to various 
population groups. Hundreds of associations are active in 
services for the elderly, children and youth, and persons with 
disabilities. Most have been established during the past two 
decades and their presence aptly reflects these processes. 

Voluntary agencies operate in several ways:  delivering state 
and local services with funding from central and local 
authorities, delivering services with funding from government 
and local authority grants and additional sources (donations, 
etc.), and sale of services to consumers. 
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The growing involvement of these organizations is influenced 
not only by a government policy that aims to place them in 
charge of service delivery but also by independent initiatives 
informed largely by growing needs that central and local 
authorities are failing to meet. An example is the establishment 
of dozens of public soup kitchens around the country in recent 
years as more and more citizens fall into economic distress. 
Here, the voluntary agencies are filling some of the gaps that are 
the result of the reduced involvement of the central government 
in the personal social services.  

Private businesses have also entered the field in recent years 
and are active in such diverse areas as services for the elderly, 
children, the mentally retarded, and the disabled. These 
organizations operate much as volunteer entities do:  in the 
delivery of central and local government services with public 
funding and delivery of services identical or supplemental to 
them for pay. Finally, traditional providers of relief – the family, 
other non-formal support networks, and various self-help groups 
– continue to deliver social services. 

b. Interrelations in the Personal Social Services 
The system of personal social services is a complex tapestry of 
interrelations among the many organizations from different 
sectors that take part in it. These relations and their effect on the 
performance of the personal social service system are described 
below. 

Relations between central and local government are at the 
core of the complex web of inter-organizational relations that 
typify the personal social services. They are rooted in long 
established arrangements that are based on the understanding 
that the local authorities are in charge of the delivery and, in 
part, the funding of services while central government covers 
most of the local government’s welfare budget and plays a 
steering role in its activities. Ministry staff members and 
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inspectors (at the district bureaus) are in regular, on-going 
contact with local welfare departments for consultations, follow-
up, and supervision. In addition to these formal relations, 
diverse forms of informal relations take place. The mix of 
formal and informal relations, and their implications for the 
activities of the departments, varies from one locality to the next 
and is reflected in different ways according to the level of 
resources made available to the authorities and support for local 
projects. 

Relations between central and local government 
authorities and NGOs have long existed in the personal social 
services. Today, however, as partial privatization accelerates, 
they have become central. These relations are reflected in 
several ways: 
1) Contractual relations between a central or local government 

authority and NGOs that deliver state and local services. The 
contracts define each party’s rights and obligations and 
require the organizations to meet standards in the scope and 
quality of services provided. The contracts are time limited 
and are renewed only if both sides so desire and if the service 
providers meet various conditions. Contracts between 
authorities (central and local) and NGOs have become the 
basis of many inter-organizational relationships in the social 
service field. 

2) Grants and other forms of support. Many voluntary 
agencies that provide social services benefit from financial 
grants, tax reductions, and other forms of support by 
government ministries and local authorities. The support is 
intended to assist the voluntary agencies in all of their 
activities and they are required to report their activities to the 
funding agency and are subject to government supervision. 

3) Partnerships. The number of partnerships between local 
authorities and voluntary and business entities has been rising 
in recent years. Such partnerships take the form of joint 
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projects, usually run by NGOs and guided by a steering team 
on which the local authority and the organization are 
represented. The partners also share responsibility for 
funding. Partnerships are also a method for gaining the 
support of private businesses for various projects. 

The partial privatization process has created a complex and 
elaborate web of interdependencies between authorities (central 
and local) and NGOs. On the one hand, the authorities depend 
on these organizations, which today bear most of the burden of 
delivering social services to various population groups; without 
them, the authorities could not meet their obligations to their 
citizens. The organizations, in turn, depend on government 
funding for much of their budget and have to meet conditions 
that the authorities set for them. 

Relations among NGOs (voluntary and private business). 
Relations among these organizations have a perceptible effect 
on the makeup of the personal social services, as reflected in 
competition among them and also in their partnerships: 
1) Competition. Organizations vie for service delivery 

contracts, for customers, and for long-term retention of 
customers.  

2) Shared interests. Many organizations that deliver state and 
local services, even if they are rivals, have identical interests 
that prompt them to act in concert in specific fields, e.g., 
resisting cutbacks in government budgets for the services that 
they provide and attempting to influence the government’s 
demands in contracts with them. 

3) Partnership in projects. Some organizations (voluntary and 
private business) enter into joint projects, sometimes in 
conjunction with local welfare departments. 

Consumer involvement. One of the characteristic 
developments in Israeli society in recent years is a rise in 
consumer involvement in policymaking and determining the 
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modus operandi of organizations that deliver social services. 
This is reflected in several fields, such as growing involvement 
of parents in their children’s schools, organizing by 
neighborhood residents to improve their quality of life, and 
various activities by families with housing difficulties. These 
developments match another trend:  the empowerment of service 
users and allowing consumers to influence the patterns of 
service organizations’ actions not only as individuals who 
express personal needs but also as members of organizations 
with common interests and needs. Notably, one of the purposes 
of privatizing the services is to allow consumers to choose their 
service providers, i.e., consumer empowerment. 

Evidence of consumer involvement in the personal social 
services is still limited. Individuals and families have established 
several voluntary agencies – the Association of Deaf Mutes, the 
Association for the Blind, AKIM, and other organizations for 
persons with disabilities – in order to provide a response to their 
needs by direct delivery of services and by influencing central 
and local government policies. These organizations have 
definitely had an influence on the authorities’ attitude toward the 
population groups that they represent. There is also some 
evidence that the proliferation of service organizations, which 
has broadened the possibilities of choice, makes consumers 
better able to influence what the organizations do (see expanded 
discussion below.) Most user’s involvement in the personal 
social services, however, is extremely small in scale. 

In sum, the elaborate organizational web of service delivery 
describes the characteristics of the structure of personal social 
services: 
* The field is replete with organizations, mostly NGOs, that 

engage in delivering a wide variety of services. 
* Most central government expenditure on personal social 

services is channeled to NGOs. 
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* A complex web of interrelations among the organizations has 
taken shape. 

* Voluntary agencies have greatly expanded their involvement 
in delivering services that central and/or local authorities 
fund and in setting their contents; they operate under terms 
set in contracts signed with the funding authority. 

* There are great differences between localities, and even 
among areas within localities, in the number of organizations 
at work, their resources, and the extent of services that they 
provide. 

* Non-governmental organizations are central in initiating and 
developing services in fields where central and local 
government involvement has been limited from the outset, 
e.g., nutrition services (public soup kitchens) and essential 
home furnishings for families in distress. 

* The cutbacks in central and local government expenditure on 
personal social services, mainly in the past two years, have 
made central and local government more reliant on partial 
funding of programs and services from resources provided by 
voluntary agencies and donations by businesses and 
foundations. 

* The Ministry of Social Affairs and, especially, the local 
authorities are phasing out their role as service providers and 
are adopting the role of service purchasers. 

* Many private businesses are branching out into new areas of 
activity. In addition to their involvement in the sale of 
services to customers, they are becoming involved in the 
delivery of services that are determined and funded by central 
and local authorities. 

* As the various organizations rub shoulders with each other in 
the field, various patterns of interrelations – competition, 
coordination, and cooperation – have taken shape. 

* Alongside the service delivery system that partial 
privatization has brought about, a parallel service system 



                                                                       Israel’s Social Services 2004 206  
 

typified by full privatization (in which the organizations 
deliver services for a fee) has been developing. 

* Consumer involvement in the services is extremely limited. 

4. How the Structure Affects the Social Service 
System’s Ability to Meet the Needs of Its Client 
Populations  

The complex and varied structure of the personal social service 
system affects the system’s performance and its ability to reach 
its client populations and meet their needs adequately, especially 
in the current era of cutbacks in central and local government 
expenditure. 

An analysis of the implications of this is based on several 
studies that examined organizations that deliver personal social 
services and their interrelations, interviews with members of 
organization staff, and reports about the activities of several 
central government, voluntary and private business agencies. 
The picture presented here is incomplete; its purpose is to shed 
initial light on the state of affairs in these services. 

a) Quality and geographic distribution of services. The 
reduction of central and local government involvement in the 
direct delivery of services and the entry of numerous NGOs to 
the field have not been harmful to the quality of services for 
individuals and households and to their geographic distribution 
in central and peripheral areas. The organizations themselves are 
committed to delivering high quality services. First, they 
compete with each other for contracts from central and local 
government and they also compete for service users. Second, 
they are subject to public supervision. Nevertheless, there is 
some evidence of poor quality of service primarily in the area of 
institutional long-term care for the elderly. 

b) Consumer choice and competition among 
organizations. The activity of several competing organizations 
that deliver the same service (e.g., long-term care, institutional 
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care for the elderly, and hostels for the mentally ill) allows 
consumers to choose the service provider and to switch 
providers if they are dissatisfied. 

Evidence shows that the possibility of choice is becoming a 
reality and that it is making the organizations more willing to 
provide service at an appropriate level and quality. There are 
three reasons:  to make themselves more attractive to service 
users; to strengthen users’ relationship with them; and to 
persuade central and local authorities to continue contracting 
with them. There are signs, however, of fierce competition 
among organizations for consumers, including the use of various 
enticements such as offers of no-charge service for a limited 
period of time in order to “trap” the customer. Although this 
competition is not necessarily detrimental to service quality, it 
often thwarts “real” choice in which consumers gather 
information about the performance of different service providers 
and make a decision on that basis. This is most typical in long-
term care services. 

c) Long-term delivery of service. When responsibility for 
the delivery of state and local services was transferred to NGOs, 
it was feared that they would find it difficult to meet the 
complex challenge of providing a wide variety of services, on a 
long-term basis, to a large number of individuals and households 
in central and peripheral areas. The experience thus far indicates 
that the NGOs have met the challenge and have been successful 
in delivering and sustaining a wide range of services to large 
population groups. Nursing care services for 115,000 seniors are 
a clear example. Furthermore, the state and the local authorities 
have found no difficulty in locating organizations that are 
willing to provide services in various fields under the terms 
stipulated. 

d) Cost of service. It is widely believed that services 
provided by NGOs are less expensive. This view is based, 
among other things, on the fact that the government spends 
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much more to keep seniors in its own geriatric centers and the 
mentally retarded in government homes than to keep them in 
private and voluntary institutions. Furthermore, the privatization 
of child foster care services in mid-2001 led to an increase in the 
placement of children with foster families instead of institutions. 
This resulted in considerable financial saving, since institutional 
care of children is more expensive than foster care. 

Non-governmental organizations deliver services at lower 
cost for two main reasons:  they are thriftier and have more 
efficient use of inputs (financial and human resources); and, 
they pay lower wages and have different working terms for their 
staff. Although these terms may have a detrimental effect on 
staff motivation and the quality of their work, thus far, there is 
little evidence to confirm this. 

e) Making the full use of the potential of civil society. A 
complex system of social services, including not only public 
organizations but also voluntary agencies and private businesses 
that operate at the national and local level, along with informal 
assistance networks composed of family members, neighbors, 
and friends, may mobilize the vast potential of “civil society.” 
This refers to the existence of potential among individuals, 
equipped with social capital and willingness, to volunteer in 
their community and to assist individuals and families in need, 
and the existence of local financial resources that may be 
mobilized for the development of social programs. Mobilizing 
this human and material potential is especially important in the 
current era of cutbacks in public allocations for social services. 

The large-scale entry of NGOs and informal assistance 
networks in the social service arena has blunted the adverse 
effects of the cutbacks in central and local government 
expenditure and allowed various services for weak population 
groups to expand. Examples are nutrition centers (public soup 
kitchens), centers that distribute essential items such as clothing 
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and furniture, and other welfare services for individuals and 
families in distress. 

This expansion of the roles of NGOs, however, has brought 
two main problems to the fore. First, it is helping the 
government reduce its involvement in the delivery of services as 
part of the decline in society’s overall responsibility for welfare. 
Second, since different localities have vastly different levels of 
potential (social capital and voluntary organization), a system 
that promotes the fulfillment of this potential both as an 
alternative and as a supplement to the public services increases 
inequality among localities in the scale and quality of services 
that are offered to their inhabitants. 

f) Geographic inequality. Inequality among geographic 
localities and, at times, among different areas within localities 
occurs when individuals and families with similar needs receive 
different levels and quality of services because of where they 
live. The inequality traces not only to differences among 
localities in “civil society” potential but also to several 
additional factors, such as differences in central and local 
government participation in local social service budgets, 
differences in the social commitment of local leadership 
(mayors and others), and differences in levels of 
entrepreneurship and the ability to mobilize local human 
resources (welfare department directors and other staff). 

Various factors that act mainly in favor of socioeconomically 
strong localities serve the inhabitants of such localities on a 
larger scale and with better quality than those available to 
residents of weak localities in peripheral areas. 

Services anchored in a legislative infrastructure that mandates 
a basket of service for those eligible, such as long-term care for 
the elderly, are noted for a higher level of equality. As noted 
above, however, very few services are delivered on this basis. 

g) Changes in the roles of central and local government. 
The transition of central and local government from delivering 
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services to purchasing services, albeit gradual and partial, marks 
a substantive change in the goals and roles of these agencies vis-
à-vis social services. One goal of the change was to liberate 
central government and welfare departments from the burden of 
service delivery and to allow them to focus on policymaking, 
coordination, initiation of special programs, and supervision. 
Evidence indicates that this target has been partially attained in 
some localities. However, the typical organizational complexity 
of the social services, the large number of organizations in the 
field, and the need to interrelate with these organizations, has 
proven for many local authorities and their staff to be an onerous 
administrative burden that hinders their efforts to monitor and 
steer the system. The burden is especially visible when several 
staff members of welfare departments are made responsible for 
routine relations with organizations that deliver services. They 
have to shoulder various administrative tasks – supervision, 
examination of reports, negotiation, fundraising, etc. – for which 
they have not been trained. Such duties also distance staff 
members from professional functions and more direct relations 
with individuals and households. 

In several main areas of service, such as community and 
institutional services for the elderly and the mentally retarded, 
direct relations with most service users is performed by staff of 
the NGOs that deliver the services and not by employees of the 
welfare departments. There is evidence that this change has 
reduced the job satisfaction of welfare workers. 

h) Changes in the roles of volunteer and private 
business organizations. The transition of central and local 
authorities from service delivery to service purchase has been 
accompanied by the transition of many voluntary and business 
organizations from the delivery of services that they initiated to 
the delivery of state and local services that are determined and 
funded by central and local authorities. These NGOs operate in 
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close and on-going contact with the agencies that fund and steer 
their activities, amid much friction. 

As noted above, the willingness of NGOs to deliver state 
services has not harmed the quality and distribution of services 
and, in quite a few cases, has actually improved them. There is 
reason to believe, however, that these close relations between 
voluntary agencies and central and local authorities – manifested 
in activity governed by contracts, dependency on government 
funding, and continual friction with businesses – have blurred 
the difference between these organizations and the others. Many 
voluntary agencies have adopted bureaucratic behavior patterns 
and a business orientation. By doing so, they have distanced 
themselves from their unique characteristics, including focusing 
on the development of new services, responding to needs that 
other organizations do not cover, and representing the interests 
of weak population groups. Nevertheless, quite a few voluntary 
agencies continue to fulfill these special functions. 

Involvement in the delivery of state and local services, in 
accordance with standards set forth by central and local 
government authorities, has also caused many businesses to 
change their modus operandi in order to combine their profit 
motives with strict maintenance of the quality of the services 
that they provide. 

i) Attainment of social goals and protection of public 
interests. The dominant role of central and local authorities in 
personal social services was thought of as an assurance that 
social goals and the protection of various public interests – high 
quality service delivery, special concern for weak population 
groups, distribution of services in central and peripheral areas, 
and distributive equality in service – would be attained. 
Meaningful involvement of NGOs and, especially, of private 
businesses, in this field was perceived as a factor that might 
make these goals more difficult to attain. The profit motives that 
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inform the activities of these entities, it was assumed, are 
inconsistent with the safeguarding of public interests. 

Evidence cited above indicates that Israel’s elaborate social 
service system, in which NGOs and private businesses play a 
central role, has not been adverse to public interests. 
Furthermore, NGOs and, in particular, voluntary agencies have 
helped to fill voids in the service array that have occurred as 
funding of some social services have been cut back in central 
and local government budgets. Voluntary agencies have even 
initiated the establishment of new services, e.g., centers that 
meet vital needs such as nutrition (public soup kitchens) and 
basic household furnishings. Some indicators, however, show 
that the risk of harm to public interests and the attainment of 
social goals still exists. Noteworthy among the reasons are 
aggressive competition among service providers for clients, poor 
working conditions at NGOs, and the establishment of 
organizations that provide specific services (e.g., nursing care 
for the elderly) to protect their economic interests. 

The positive and negative implications of the complex and 
varied structure of the personal social service system are shown 
in summary form in Table 2. 

This structure is advantageous in many ways but has several 
disadvantages as well. The policy of handing responsibility for 
the delivery of state and local services to NGOs has usually 
shown itself to be justified, but the process should be 
accompanied by efficient mechanisms of supervision of the 
organizations’ activities in order to assure the safeguarding of 
public interests, including quality of service and distribution in 
central and peripheral areas. Concurrently, coordination and 
partnership among organizations in initiating services should be 
encouraged. Governmental and local authorities should remain 
central in service funding, especially for the purpose of helping 
socioeconomically weak localities where the organizational 
network is weak. 
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Table 2. The Structure of Social Services – Positive and  
               Negative Implications 
 Positive implications Negative implications 
Service quality Quality has not suffered in 

most fields of service and has 
improved in quite a few cases 

In a few areas (e.g., some nursing 
institutions for the elderly) service 
quality is poor 

Consumer choice of service 
providers  

Consumer choice has expanded 
considerably 

The possibilities of choice have been 
fulfilled only in part 

Competition among 
organizations for clients 

Inter-organization competition 
has become stronger 

There have been instances of fierce 
competition 

Service delivery in the long-
term  

NGOs are meeting the 
challenge of delivering state 
services on a large scale and in 
the long term 

 

Service cost Delivery of services by NGOs 
has lowered service cost 

The cost cutting was attained not only 
by efficiency but also, and largely, by 
low wages and poor working 
conditions 

Mobilizing of civil society 
potential (social capital, 
volunteer organization, and 
local financial resources) 

There has been a considerable 
increase in the number of 
voluntary agencies active in the 
social service field. 
Gaps in services that were cut 
back have been filled partly. 
New areas of service have 
developed and expanded 

Disparities in the extent of activity of 
civil society organizations in different 
localities are increasing geographic 
inequalities in service allocation. The 
situation is helping central and local 
government authorities to reduce their 
social responsibility 

Changes in the roles of 
central and local authorities 

Focus on policymaking, 
coordination, and supervisory 
functions 

A severe administrative burden due to 
the need to interrelate with numerous 
organizations impedes the functioning 
of departments and staff. There is less 
direct contact with service users. 
Difficulties arise in performing 
supervisory and steering functions 

Changes in the roles of 
voluntary agencies 

The organizations’ funding 
base has been broadened 

The unique characteristics of 
voluntary agencies have been eroded 
in some instances 

Safeguarding of public 
interests 

The system usually performs in 
a way that guards public 
interests 

Public interests have been 
compromised in some cases 
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Summary 
The personal social services at the present time are typified by 
several main characteristics: 
* The needs of client population groups are not completely 

met, the extent of coverage is uneven, and some needs are 
covered more than others. 

* Quality of service varies among localities due to different 
levels of central- and local-government budget participation 
in some services and different extents of activity by the 
various types of organizations (public, voluntary, and private 
businesses). 

* Public expenditure for personal social services has been cut 
in recent years due to reductions in both central and local 
government expenditure. This has made the services less able 
to respond appropriately to the rising numbers of applicants 
for assistance. The involvement and resources of business 
entities and foundations have eased the situation somewhat. 

* Legislation in the social service field has slowed in recent 
years. Most services have either not been the subject of 
legislation or are set in legislation that does not assure the 
delivery of a specific basket of services within a stipulated 
time frame. 

* The government’s privatization policy has led to the transfer 
of responsibility for delivery of most social services to 
NGOs. The resulting system is saturated with organizations 
and prone to highly complex relationships among them. The 
overall implications of these processes for the functioning of 
the personal social service system are still vague but the 
processes seem to be having both positive and negative 
results. 

* The current situation of the personal social services, which 
meet the vital needs of various population groups, reflects the 
processes of contraction of the Israeli welfare state in recent 
years. 

 



Transfer Payments – The National 
Insurance System 

The National Insurance Institute is pivotal to Israel’s social 
service system. Its role is based on a fundamental principle in 
Israel’s welfare policy ever since the country was established 
that stresses the social functions of national insurance in 
creating a safety net and reinforcing collective responsibility and 
solidarity between citizens. In recent years, a move away from 
the policy of universal benefit payments has been gathering 
strength, largely due to the heavy and rapidly growing burden of 
expenditure for these benefits, and there has been a rise in 
demands to earmark the benefits solely for the population in 
need of them. The most recent arguments reflect an ongoing 
change in thinking about the nature of the welfare state in Israel. 
Today, national insurance is regarded mainly as an instrument 
for income redistribution and the attainment of economic goals 
(such as lowering labor cost and enhancing economic 
competitiveness in external markets). This approach has led to 
structural changes and significant cutbacks in the system of 
benefits and has left a clear imprint especially on Israelis of 
working age over the past three years. The shift in policy has 
stirred up much resistance, especially since the cutback in 
benefits has not been accompanied by the introduction of 
alternative assistance programs for the weak population groups 
who have been harmed the most by these changes in welfare 
policy. 

The debate over developments in recent years and changes in 
the level of transfer payments and the number of benefit 
recipients has given rise to two types of explanations: 
exogenous ones, emanating from outside the social welfare and 
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transfer payments system, and endogenous ones, hinging on 
social policy.1  

The exogenous explanations include factors related to general 
and domestic demographic processes such as the rate of 
population increase, the aging process and increasing life 
expectancy, changes in family structure that correspond to 
higher education levels for women and norms involving 
postponement of marriage and childbearing, declining family 
size, and rising divorce rates coupled with an increase in the 
proportion of single parent families and single mothers. These 
developments affect the size of the population groups that 
receive benefits under the heading of old-age, long-term care, 
child, income maintenance, and others. Immigration processes 
also belong to this group of factors. During the past decade, 
Israel received immigrants from the former Soviet Union and 
Ethiopia, and in the current decade an influx of foreign workers 
has crowded weak population groups out of the domestic labor 
market and pushed them toward greater reliance on 
unemployment and income maintenance benefits. Another 
exogenous factor that affects the size of the benefit population is 
the economic system. Is the economy growing or slowing, and 
what does this situation mean in terms of the demand for labor 
and the level of unemployment? The recession that 
characterized Israel in the last few years brought about an 
increase in the unemployed population. 

Endogenous factors include the policy on social transfer 
payments and its components. In determining eligibility for 
benefits, is the policy expansive or narrow? Is qualification for a 
benefit universal and automatic or subject to a means test? Does 
the system place obstacles in potential beneficiaries’ way or 
does it employ mechanisms that encourage the use of benefits? 

                                                 
1 The discussion does not address itself to changes in the general standard of 

living and fluctuations in the benefit levels derived from it. 
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Another factor is the benefit rate and increases or decreases in 
the level of the benefits at issue. 

In the past two years, 2002–2003, the National Insurance 
Law has been amended in various ways that have affected the 
rules of eligibility for various benefits. Several of the 
amendments have caused the growth rate of the recipient 
population to slow: 
1. A change in the index base for the benefits. Indexing to the 

national average wage was eliminated; from 2006 on, 
benefits will be indexed to increases in the Consumer Price 
Index only. 

2. Suspension of the adjustment of benefits. Three acts – the 
Economic Arrangements Law 2002, the 2002 Emergency 
Economic Plan, and the 2003 Economic Recovery Plan – 
determined that the adjustment of most benefits would be 
suspended until the beginning of 2006 and that benefit 
recipients would receive no compensation for this. 
Exceptions in three allowances were made: old-age, 
survivors’, and work-injured dependents’ benefits have been 
adjusted to price increases since January 2004. The other 
benefits would have been adjusted in 2004–2005 only in the 
case that prices rose at a rate of at least 5 percent per year. 

3. An across-the-board cutback in benefits. The 2002 
Emergency Economic Plan and the 2003 Economic Recovery 
Plan lowered most types of benefits by up to 4 percent, in 
cumulative terms, until the end of 2006. 

Beyond these general developments, most benefits were 
subject to specific changes that resulted in cutbacks at 
differential rates. Unemployment compensation and income 
maintenance recipients were hit the hardest. However, recipients 
of long-term-care benefits and, to a lesser extent, of old-age 
pensions were also affected. Recipients of disability benefits 
suffered the least. 
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Will the recent changes and limitations in the National 
Insurance Law succeed in establishing a balance between 
slowing the growth of the populations in distress and allowing 
them to continue living at a minimum level of dignity while 
encouraging them to rejoin the labor market? Should we not 
expect the changes to render some of this population ineligible 
for benefits without providing them with an alternative, or will 
the changes lead mainly to the recomposition of the population 
in distress and the replacement of one type of need with another 
(and, in turn, to the substitution of on type of benefit for 
another)? This matter deserves attention. It does seem that a lack 
of moderation in the force and severity of the cutbacks and in 
their application before an active employment policy was 
enacted caused a significant reduction in the standard of living 
of large groups within society. What is more, the transitions 
between employment and unemployment among weaker 
populations, are – and can be expected to remain – an integral 
feature of the current labor market conditions. This situation 
requires an income maintenance policy that will assure a 
subsistence level of income for a life with dignity not only for 
the working population but also for the temporarily unemployed, 
and for those whose abilities to fit into the labor market are 
limited. 

Decisions about National Insurance benefits and their 
position in Israel’s overall social welfare fabric, as well as the 
issue of universality versus selectivity in benefits should be the 
subject of systematic public debate. Decisions of such 
significance should not be made lightly or implemented by 
indirect means through the Economic Arrangements Law. 
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1. The Benefit Recipients  

The growth of the benefit recipient population slowed in 2002–
2004, but the slowdown was not uniform and varied by benefit 
type: the growth in the number of those receiving disability and 
old-age benefits was affected less than other allowances; the 
number of those receiving child allowances and long-term care 
benefits somewhat more; and most affected, were those 
receiving income maintenance and unemployment 
compensation. In this last group, the recipient population 
decreased by the first half of 2004 to less than half of its size in 
2001. One would have expected the effect of exogenous factors 
related to the economic slowdown to raise the population 
eligible for unemployment compensation and/or income 
maintenance. This effect, however, was apparently canceled out 
by the toughening of policies of recent years and by the 
tightening of entitlements, in general, and the cutbacks in 
income maintenance and unemployment compensation, in 
particular. 

 
 



                                                                 Israel’s Social Services 2004 220   
 

Table 1. Recipients of National Insurance Benefits,  
               2002–2004* (main programs) 
 
Year Children

** 
Old-age/ 

survivors 
Long- 
term 
care 

Disability Income 
mainte-

nance 

Unemployment 
compensation 

1990 532.5 450.8 27.7 73.5 31.8 50.6 
1995 814.7 553.8 59.0 94.0 75.3 61.5 
2000 912.5 657.0 95.8 135.3 128.4 92.6 
2001 928.2 677.0 105.4 142.4 142.0 104.7 
2002 935.0 697.7 112.3 150.5 151.2 96.9 
2003 939.1 719.8 113.0 157.3 155.5 70.8 
2004* 944.3 734.5 113.3 160.9 ***143.1 ****58.9 
Annual percent change 
2001 1.7 3.0 10.0 5.2 10.6 13.1 
2002 0.7 3.1 6.5 5.7 6.5 –7.4 
2003 0.4 3.2 0.5 4.5 2.8 –27.0 
2004* 0.6 2.9 –0.1 3.3 ***–7.8 ****–19.7 

* Data for the first half of 2004, percent of change against corresponding 
period in 2003. 

** Households that receive child allowances 
*** Average for the first three months of 2004 
**** Average for the first five months of 2004 

Source: National Insurance Institute, Research and Planning Administration 
(2004), Statistical Quarterly, Jerusalem, July 2004. 
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2. Benefits for Seniors 

a. Old-Age and Survivors’ Benefit 

Since Israel still lacks a comprehensive pension law, this 
National Insurance benefit constitutes the first tier of a system 
that assures the retired elderly and their survivors a basic 
standard of living. It is also the second most prevalent National 
Insurance benefit surpassed only by the number of child 
allowance recipients. Old-age benefits also cover survivors’ 
benefits and grants, a basic living allowance for orphans, and a 
burial allowance. Benefits are paid to seniors who are eligible 
under the National Insurance Law. Those who do not qualify 
under the law – mainly immigrants who came to Israel after the 
age of 60 – are eligible at identical rates contingent on a means 
test. The benefit level depends on household composition and 
number of dependents and is affected by increases for tenure at 
work or deferred retirement. 

In the first half of 2004, a monthly average of 615,000 old-
age benefits and 119,000 survivors’ benefits were paid out. The 
growth rate in the number of old-age benefit recipients has been 
slowing in recent years, mainly because immigration, which in 
the 1990s was noted for a larger proportion of elderly than in 
Israel’s nonimmigrant population, has been slowing down. 

In the past two years, 2002–2004, adjustment of old-age and 
survivors’ benefit levels was limited as part of the policy that 
suspended the adjustment of benefits indexed to the national 
average wage. Furthermore, the index base was changed from 
the average wage to the Consumer Price Index. In 2004, changes 
in retirement age – gradual increases from 60 to 64 for women 
and from 65 to 67 for men – also went into effect. Thus, the age 
of eligibility for old-age benefits was also changed – from 64 to 
70 for women and from age 67 to 70 for men, subject to a means 
test, and from 70 (for both sexes) irrespective of income. 
Finally, the amount of the benefit was lowered (with the 
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exception of those eligible for income maintenance) as part of 
the across-the-board reduction of benefits. 

The amount of the benefit relative to the average standard of 
living level gives clear evidence of the cutbacks and points to 
the erosion of the old-age benefit in 2003 to 85 percent of its 
1989 level.2 The fluctuations in the past five years in the relative 
level of the old-age benefit as a percent of the average wage do 
not point to a consistent trend among all households receiving 
benefits. It appears, however, that the basic benefits for an 
elderly person shrank, from 15.6 percent of the average wage in 
2003 to 15.1 percent in 2004. The benefit for an elderly couple 
with two or more children who also receive income maintenance 
fell from 62.5 percent of the average wage to 56 percent in the 
first four months of 2004. This drop relative to average wage 
may indicate an infringement of the National Insurance Law, in 
general, with respect to old-age and survivors’ benefit 
recipients, and, in particular, with respect to elderly couples with 
two children or more. The law sets their benefit level at 61.5 
percent of the average wage, as against an actual benefit of 
under 60 percent in the first few months of 2004. The matter 
requires follow-up and examination across the entire year since 
the change in the indexing base from the average wage to the 
CPI may also require that adjustments be made. 

It seems that due to the changes in legislation affecting 
National Insurance allowances and pension eligibility alike, it is 
likely that the erosion in post-retirement income will increase. 
This is liable to influence the standard of living of the elderly as 
well as their ability to remain at home relying on community 
settings for support. These changes are also apt, at some further 
point, to renew the demand for long-term hospitalization in 
geriatric institutions, a phenomenon that was greatly diminished 

                                                 
2 See above, “Government Expenditure for Social Services.” 
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in recent years by the Long-Term Care Law and the influx of 
nursing-care workers from abroad by personnel companies.  

Table 2. Basic Monthly Old-Age Benefits, by Income  
              Maintenance and Household Composition, as  
              Percent of Average Wage, 1990–2004* 
 
Year Without income 

maintenance 
With income maintenance 

 Single 
senior 

Couple with
2 children 

Single 
senior 

Couple with 
2 children 

1990 15.9 33.8 24.9 47.4 
1995 15.5 33.0 26.0 59.7 
2000 15.0 31.8 25.0 57.5 
2001 15.7 33.4 26.3 60.5 
2002 15.6 33.1 26.5 61.5 
2003 15.6 33.1 27.2 62.5 
2004* 15.1 32.1 26.4 55.9 

*Average for the first third of 2004 

Source: National Insurance Institute, Statistical Quarterly, July 2004 

b. Long-Term Care Benefit 

The entitlement to this benefit was established under the 
National Insurance Law in April 1988 for those covered by old-
age and survivors’ insurance. The benefit is paid for seniors, 
dependent on a means test for the applicant and spouse, who live 
in the community and depend on others for daily living 
assistance. The benefit is given as a “basket” of services for 
which payment is forwarded to the service provider (and not 
directly to the benefit recipient). The services basket includes 
various types of assistance:  home-help, supervision, care in day 
centers, meals, laundry, etc. 

The level of eligibility is determined following a dependency 
test and a functional evaluation. There are two levels: a low 
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level, set at 93 percent of the full disability benefit; and a high 
level, 150 percent of the full disability benefit. 

 

Figure 1. Percent of High Level Recipients of 
Long-Term Care Benefits among Total Number 

of Recipients

24.3%

21.7%

23.8%
24.4%

25.3%

27.1%

1990 1995 2000 2001 2002 2003

Source: National Insurance Institute, Annual Survey for 2004, analyzed by  
           The Taub Center. 

 
Beginning in 2003 all benefit sums will be reduced gradually 

at a cumulative rate of up to 4 percent by the end of 2006. The 
sums at the low benefit level were cut by 7 percent and the 
number of caregiving hours for long-term elderly patients was 
reduced as well. The population of long-term care benefit 
recipients has almost stopped growing, at 113,000 in 2003 and 
113,300 in early 2004, in contrast to the rapid increase seen in 
previous years. The change, brought on mainly by strict 
interpretation and toughening of the eligibility criteria, has been 
manifested recently in a decline in the number of claims and, 
especially, in the proportion of claims approved. 
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Most long-term care benefit recipients today, as in previous 
years, are women – almost three-fourths (72 percent) of the 
benefit recipients in 2003. The main reason is that women live 
longer than men. The number of benefit recipients among the 
“old-old,” those aged 80+, is more than half of all long-term 
benefit recipients – a characteristic explained by the correlation 
between the decline in level of functioning and the increase in 
age. 

Most recipients – about three-fourths of the total number – 
receive benefits at the low level. Over time, however, the 
number of those eligible who receive the high level benefit has 
been rising and came to 27 percent of total in 2003. A further 
analysis of the reasons for this rise, beyond the processes of 
normal aging and increasing longevity, is likely to help in 
predicting growing needs and in assessing the budget required to 
finance these benefits in the future. 

3. Disability Benefit 

Disability benefits are paid by the National Insurance Institute to 
those determined to be unable (permanently or temporarily) to 
earn an income as defined in the law (since April 1974). The 
level of the benefit varies according to the degree of disability 
and the number of dependents. It also includes a benefit for 
special services (since April 1979), benefits for the severely 
disabled (since November 2002), benefits for disabled children 
(since 1981), and a contribution towards vehicle expenses for 
the disabled driver. An agreement concluded after the first strike 
of the disabled in 1999 led to several legislative amendments 
and important changes in the levels of benefits for the severely 
disabled, in the mobility allowance, and the possibility of 
receiving double benefits. 

The number of disability benefit recipients rose from 157,000 
on monthly average in 2003 to 161,000 in the first months of 
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2004. Although the rate of increase in this population has 
slowed in the past two years, this is the fastest growing 
population among National Insurance benefit recipients. There 
are several possible explanations for this: developments in the 
early diagnosis of disabilities; greater awareness and willingness 
for disclosure including groups that had been reluctant to come 
forward and place claims in the past (amongst other things due 
to the public struggle of organizations of the disabled and the 
massive public and media support that it attracted). The increase 
in the unemployment rate may make it harder for members of 
this group to find work, forcing them for lack of choice to apply 
for disability benefits – a course of action that some of the 
disabled avoided as long as their income from employment had 
been assured. 

The population of disability benefit recipients has several 
characteristics. First, the share of permanent recipients has been 
rising gradually in recent years, from 84 percent in 1990 to 90 
percent in 2003. Thus, only 10 percent of benefits in 2003 were 
temporary. (These benefits are given for a limited period of time 
and extension of eligibility requires repeated appearance before 
a committee.) Second, most recipients are concentrated at the 
highest level of disability (the 100 percent disabled) and their 
proportion has been steadily rising in recent years; since 2000, 
this has increased to 82% of total disability benefit recipients. 
Third, most recipients of the general disability benefit are men. 
Their proportion has been stable in recent years at 57 percent of 
total recipients, but from a long-term perspective (since 1990), 
the proportion of women receiving such benefits has increased. 

Disability benefits were the only National Insurance benefits 
that were not to have been cut in the implementation of the 
recent economic plans. They were exempted from the across-
the-board 4 percent cutback and were adjusted in 2002 
(although not in 2003) along with wage adjustments. 
Furthermore, they have been improved significantly in the past 
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few years. The improvements include the expansion of a 
supplemental monthly benefit for persons with 75 percent 
working capacity disability and 50 percent or greater medical 
disability (since November 2002); an allowance for special 
services for the severely disabled (since November 2002), and a 
supplemental monthly allowance for severely disabled children 
(since November 2002). The old-age benefit for the disabled 
was also raised to the level of the disability benefit.  On the 
other hand, in 2004 the minimum medical disability for benefit 
eligibility was increased from 40 percent to 60 percent (except 
in special cases). Notably, until the disabled mounted a strike in 
1999, the level of disability benefit was exceptionally low. 
Benefits achieved from the strike were mainly for the most 
severely disabled. 

The characteristics noted above, especially the growth of the 
two population groups – the permanently disabled and those at 
the highest disability level – deserve a closer examination in 
view of the welfare-to-work programs for various population 
groups, including the disabled. The government considered the 
possibility of referring even persons having high permanent 
disability rates to the labor force without reducing their benefits 
(as long as their earnings are not greater than the minimum 
wage). It also set itself the goal of encouraging the disabled to 
go to work after training in appropriate occupations. Finally, 
compulsory hiring of the disabled has been imposed on 
employers in various sectors of the economy. Even though the 
Equal Rights for Persons with Disabilities Law (1999) 
establishes that businesses that employ more than twenty-five 
people must act to increase the number of disabled workers, in 
practice there are no jobs reserved for the disabled and no wide-
ranging requirement to employ them. 
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4. Child Allowances 

Since 1959, the child allowance has been a universal benefit that 
is paid to the largest group of National Insurance benefit 
recipients, households with children. The level of the benefit 
and the number of recipients fluctuated until 1994; full 
universality has been achieved only in the past decade. Payment 
for the first child was revoked in 1985 and for the second child 
in 1990, and the payment was conditional on an income test. 
During the 1970–1996 period, the child allowance included an 
army veteran allowance that was paid to households with three 
or more children in which one member served in the Israel 
Defence Forces or one of the other security services. This 
benefit was phased out beginning in January 1994 and, since 
then, all households receive a standard child allowance based on 
family size.  

Child allowances were seriously affected by a series of 
government measures in 2002–2004. The 2002 Economic 
Arrangements Law suspended the inflation adjustment of child 
allowances, and reduced the allowance by 12 percent. The 
Emergency Economic Plan of July 2002 increased that cutback 
to 15 percent. The Economic Recovery Plan of 2003 
restructured the child allowances, standardizing the benefit at 
NIS 144 per month per child irrespective of the child’s position 
in the family (a gradual decrease in seven phases from August 
2003 to January 2009), and extended the period of non-
adjustment of child allowances to the end of 2005. The 2004 
Economic Policy Law further reduced the child allowance sums, 
including the benefits for large families. All of these decisions 
have led to a continued and significant decrease in child 
allowance payments for the years to come. 

Some 939,000 households received a child allowance in 2003 
(monthly average). The number climbed to 944,000 in the first 
half of 2004, up 0.6 percent, a slight increase relative to 
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previous years. The number of children for whom allowances 
were paid in the first half of 2004 rose to 2.2 million. 

The distribution of child allowances by number of children in 
the family shows that one-third of allowances were paid to 
single-parent families with one child and a similar proportion, 
about 30 percent, were paid to families with two children. About 
35 percent of families with children have more than two 
children; this figure, valid for the past five years, is lower than 
in the previous decade. (As stated, universal eligibility for child 
allowances was reinstated in 1993.) Segmenting the data by the 
order of children in the family, there has been no change over 
the past decade. Most children for whom families received 
allowances were first and second children; their average share in 
total number of children over the past five years was 71 percent.  

The serious decrease in child allowances due to the 
government’s economic policies of the past three years has 
contributed to a rise in the proportion of children under the 
poverty line in Israel that climbed to 28 percent in 2004. This 
rise is expected to persist if the current policy is maintained. The 
government’s policy of cutting back on support for families with 
children is also reflected in a reduction in maternity grants for 
the second child on and the elimination of the larger grant that 
had been paid for the fifth child and up. In this manner, the 
changes, cutbacks, and restrictions imposed on child allowances 
and other support for families with children have moved away 
from one of the underlying purposes of the benefit – the 
narrowing of income disparities to help large families raise the 
next generation in dignity. 

It is worth noting that these cutbacks have not been 
accompanied by compensation to assure the delivery of 
supplementary services for children, and, so there are children in 
Israel whose most basic needs are not being met. The 
combination of the changes in the allocation rules and the 
cutback in resources by means of various budget and 
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“arrangement” laws, should be the subject of extensive public 
debate focuses once more on  the issue of the universality of 
child allowances, which are granted today without any means 
test. The debate should take place in light of the policy of 
continued cutbacks in social service budgets and the data 
presented here that shows that families with up to two children 
are the main beneficiaries of child allowances, rather than 
families with many children. 

5. Unemployment Compensation 

Unemployment compensation was originally conceived of as a 
way to provide workers who lost their jobs with a safety net and 
to help the unemployed meet their basic needs while searching 
for work suited to their skills. Israel’s Unemployment Insurance 
Law, never overly generous in comparison with corresponding 
laws in other Western countries, became even tighter in 2002–
2003. During those years, the qualifying period for entitlement 
to unemployment compensation was lengthened, the benefit was 
reduced, the period for its receipt was shortened, the criteria for 
receiving the benefits were tightened, and the period of payment 
of unemployment compensation to participants in vocational 
training was capped. The idea was to reduce expenditure on the 
unemployment compensation line of the National Insurance 
budget and to push the jobless back to the labor market. The 
policy change was prompted by the conviction among policy 
makers that in the period before the economic reform 
unemployment compensation was being rampantly abused. The 
changes enacted, however, did not take into account the 
economic slowdown that began in 1996 and the decrease in total 
demand for domestic labor due, in part, to the massive influx of 
foreign workers. Due to these policies, the number of 
unemployment compensation recipients fell by about a third – 
from 104,000 in 2001 to 70,000 in 2003 and 59,000 in the first 
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few months of 2004 (monthly averages) despite the rise in the 
unemployment rate from 6.7 percent in 1996 to 10.7 percent in 
2004. Accordingly, the proportion of unemployment 
compensation recipients among the jobless fell from 47 percent 
in 1996 to 25 percent in 2003. (In the estimation of the National 
Insurance Institute, the number of recipients would have 
climbed to 125,000 on monthly average in 2003 had it not been 
for the legislative changes.3)  

 

Figure 2. Changes in Unemployment Rate and 
Recipients of Unemployment Compensation
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3 National Insurance Institute, Annual Survey for 2004. 
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The period of allowance payment was also reduced. The 
average number of days for which a jobless person received 
unemployment compensation fell by 6.7 percent within three 
years, even though the average period of unemployment 
increased, and the population of long-term unemployed rose, by 
more than 50 percent between 2001 and 2003.  Concurrently, 
the share of those jobless for more than one year increased to 18 
percent of the unemployed in 2003. 

 

Figure 3. Average Days of Unemployment 
Compensation Payment and Proportion of Those 
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As for the distribution of unemployment compensation 
recipients by gender, there are slightly more recipients among 
men; the proportion of men among recipients decreased slightly 
in 2000–2003 but rose again in 2004. The proportion of young 
jobless among unemployment compensation recipients, defined 
as those under age thirty-five (who, since 1995, must accept any 
job offered), fell from 47 percent in 2000 to 36 percent in early 
2004.4 The more rigid provisions of the unemployment laws 
made no direct reference to the age of the unemployed (although 
the maximum compensation period for unemployed persons up 
to age twenty-five was cut back). However, the result of all of 
the legislative changes was a reduction in the share of the young 
among compensation recipients. Some of the young were 
perceived as “voluntarily unemployed” and as abusers of 
unemployment compensation. In this regard, the goal of 
reducing their numbers was attained. 

In sum, the changes in the unemployment compensation law 
in 2002–2003 reduced the total expenditure for unemployment 
compensation by 30 percent. Until recently, decline (for There 
was no decline in the average unemployment benefit level, as a 
percentage of the average wage in the economy (partly as a 
result of the proportional increase in persons with higher 
education and higher incomes among compensation recipients). 
In the past three years, compensation has rested at about half of 
the average wage. However, a decline is foreseen during 2004, 
as the legislative changes and restrictions make their full impact. 
The tightening of rules concerning people who take vocational 
training during their qualifying period and collect 
unemployment compensation during their training will also be 
felt later on. 

                                                 
4 On average during the first five months of 2004. 
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6. Income Maintenance Benefits 

The income maintenance benefit reflects the state’s duty to 
provide a minimum basic income for every resident aged 
twenty-five and over who has no source of income or whose 
income falls short of the minimum level stipulated in the law. 
Eligibility is anchored in the Income Maintenance Law of 
January 1982, which replaced the low-income benefit that the 
National Insurance Institute paid to the elderly and the welfare 
subsidies that the Ministry of Labor and Social Affairs paid to 
those without a source of livelihood. The intention was to 
provide monthly financial support for those who fell into 
temporary or long-term economic distress. There are two levels 
of benefits: a regular benefit for those of working age; and, a 
benefit for the elderly, widowers and widows who have 
children, and others of working-age who have been eligible for 
National Insurance benefits for a period of at least two years. 
The eligibility of members of the first group is conditioned on 
an employment test and a means test; those in the second 
category must qualify through a means test only. 

One of the main goals of the current government is to reduce 
the number of income maintenance recipients and bring them 
back into the labor force. This is in response to the rapid 
increase in the numbers of recipients and in expenditure for this 
insurance program. To make progress toward the goal, the 
Knesset amended the Income Maintenance Law in January 
2003. The changes, which went into effect in June 2003, 
reduced the benefit limited eligibility for the increased benefit 
level. The new legislation also included changes in the means 
test that was reflected in the disqualification of recipients at a 
lower income level than was previously the case. Practically 
speaking, the changes reduced the number of low wage earners 
who qualified for income supplement. 

More rigid employment tests were put in place to reduce the 
number of claimants whom the Employment Service would 
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define as “unplaceable.” Additional regulations were especially 
rigid concerning mothers of young children, who had been 
exempt from this test in the past. The legislative changes, which 
went into effect in July 2002 (and included a 4 percent cutback 
in benefit payments), coupled with measures in the 2003 
Economic Arrangements Law, lowered the maximum benefit 
level, toughened the income test, subjected more applicants to 
an employment test, and reduced entitlements to additional 
assistance in health care, housing, and public transport. 

These changes slowed the growth of the income maintenance 
population in 2003 and reduced it in 2004. Some 143,000 people 
received these benefits in the first few months of 2004 (the 
toughened eligibility rules went into effect in July 2003), 8 
percent fewer than the 155,000 who received them in 2003. 

In the estimation of the National Insurance Institute, the 
legislative changes led to an immediate saving of NIS 800 
million (in annual terms) in income maintenance expenditure 
and affected 103,000 households whose benefits were cut 
(including 5,000 single-parent households whose benefits were 
withdrawn).5 One of the effects attributable to these legislative 
changes is the decrease in the absolute number of single parents 
among income maintenance recipients and in the proportion of 
such recipients among total recipients – from 36 percent in 2000 
to 30 percent in the first few months of 2004. This is mainly due 
to the new requirement of having parents of young children pass 
an employment test. The share of immigrants among recipients 
also declined, although it remained disproportionate to 
immigrants’ share in the overall population. Single-mother 
immigrant households accounted for an especially high 
proportion of households that lost their eligibility.  

                                                 
5 National Insurance Institute, Annual Survey for 2004. 
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Figure 4. Proportion of Single Parents and 
Immigrants among Income Maintenance 
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Source: National Insurance Institute, Statistical Quarterly, April–June 2004. 

The amendments have eroded the Income Maintenance Law, 
which was originally meant to assure the basic needs of those 
who did not work and could not meet these needs in some other 
way. The changes preceded the implementation of an active 
employment policy and the implementation of “return to work” 
and “welfare to work” policies. Since these programs are meant 
to help some income maintenance recipients to join the labor 
market, the impact of changes in benefit terms and the 
reclassification of those subject to employment tests have not 
been fully reflected thus far. As stated, the number of income 
maintenance recipients has indeed been cut back, as the decision 
makers had intended. However, the measures that made this 
possible also harmed population groups that could not possibly 
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join the labor market (the elderly and the disabled). 
Furthermore, the cutbacks in income maintenance and related 
benefits dealt a severe blow to the income of households with 
children, in general, and of single-parent households, in 
particular. The harm caused to these groups sparked a social 
protest that led to increases and incentives for families with 
more than three children and for single-parents who managed to 
find work. 

 



The 2004 Social Survey  

For the past five years, the Taub Center has been conducting a 
survey of the public’s views on a variety of social policy issues.1 
The survey complements our analysis of allocations for the 
social services by illuminating the opinions of the service 
recipients – the public at large – and enriches the debate at the 
Taub Center on major issues in the social services:  education, 
health, social disparities, personal security, income, and 
employment. This year’s survey asked twenty-three questions, 
in addition to eight background questions providing information 
on the respondent’s gender, education, income level, religious 
observance, time of immigration, and so on.2 The survey was 
conducted in March 2004. In some areas the questions differed 
from those in previous surveys; in other areas, the same 
questions were asked to allow an examination of trends and 
changes in the public’s attitude towards these social issues. 

The findings are presented in three main dimensions:  the 
public’s attitude toward current social policy and its effects on 
society; the effect of social policy on the individual’s personal 
situation; and, the public’s attitudes on issues relating to values 
and ideologies. The longitudinal aspect allows an analysis of 
changes in the public’s sense of its well-being and its evaluation 
of government policy in various fields and, in other cases, 
reveals its attitudes toward important social policy issues. 

                                                 
1 As in previous years, Hanoch and Rafi Smith Research and Consulting Ltd., 

conducted the survey. 
2 The survey sample included 1,000 men and women, a representative sample 

of the adult population in Israel (aged 18+); the sampling error is 3.1 
percent. 
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The findings indicate significant differences in response 
patterns between populations groups. The criterion for 
significance used here is a difference of more than 10 percent 
between responses of one distinct group relative to the general 
population wide average. Table 1 presents the findings. The 
table shows that the responses of four population groups – those 
with incomes far above average, those with primary or partial 
secondary education, Arabs, and the haredi (ultra-Orthodox) 
population – were significantly different from the responses of 
other groups. Two additional groups – those with the incomes 
far below average and immigrants from the former Soviet Union 
(FSU) – answered the questions somewhat differently from the 
rest of the population. 

Due to this finding, special attention is paid to the variables 
of income, nationality, and religious observance in the review 
that follows. In cases where other variables were noteworthy, 
the findings are presented with particular reference to 
differences by sex and immigrant/non-immigrant status. It is 
important to stress that the distinct patterns of response of some 
groups on socio-economic questions are not at all surprising. In 
fact, it would have been surprising if people with high income, 
Arabs, and the haredi, for example, expressed similar views. 
Nevertheless, in some cases, the significant differences between 
groups were unexpected. 

Table 1. Responses in Which a Given Group Significantly  
               Differs (>10%) from the Population-Wide Average     
Number of differing responses   
Far above average income 15
Arabs 13 
Primary or partial-secondary education 12 
Haredi 10 
Far below average income 7 
Immigrants from former Soviet Union 6 
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1. What the Public Thinks about Social Policy  
     Issues 

What is your opinion of the government’s economic policy? 
The first question examined the public’s attitude toward the 
government’s economic policy. The question was clear and 
unambiguous, although its wording referred to general policy 
and not specifics. This was included in the current survey 
because it was the subject of much public debate during the past 
year. The responses show that most of the public is not in favor 
of the government’s economic policy. Furthermore, the number 
of those who strongly oppose it is almost three times greater 
than those who are strongly in favor of it (32 percent as opposed 
to 12 percent). 

The lowest rates of support for the economic policy and the 
highest rates of opposition were found among Arabs and the 
haredi (10 percent in favor, 70 percent opposed). The opposition 
of these two groups, both of which are typified by very low 
income levels, may reflect their feeling that the current 
government disregards their needs on many levels even beyond 
economic issues, like social and political concerns. It is also 
possible, however, that various socio-economic policies, 
primarily the cutbacks in child allowances, were more harmful 
to these groups than to others. 

There is a clear correlation between respondents’ income 
level and their support for government policy. Only one-fifth of 
respondents in the lowest income group favored the policy; 60 
percent of those with high income favored it. While 63 percent 
of those with low income strongly or very strongly opposed the 
policy, only about one-fourth of those with very high income 
opposed it. A similar attitude toward economic policy is found 
when the population is ranked by education level, although the 
differences between those with relatively low education 
(primary or partial secondary) and those with an academic 
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education was smaller (22 percent and 40 percent in favor, 
respectively). 

 

Figure 1. Support for the Government’s 
Economic Policy, by Respondent’s Income Level

Percent

0
10
20
30
40
50
60
70

Far below
average

Slightly
below

average

Average Slightly
above

average

Far above
average

 
Interestingly, women were less inclined than men to support 

the government’s economic policy (27 percent and 40 percent, 
respectively). Moreover, the proportion of supporters of the 
policy rises with age. This seems surprising in view of the 
damage that the policy has imposed on pension plans and 
benefits. Nevertheless, those in the 65+ age group were the 
strongest supporters of the policy. Even among them, however, 
the supporters are a minority (40 percent support or strongly 
support the policy; 43 percent oppose or strongly oppose it.) 
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Immigrants from the former Soviet Union are noted for an 

above average representation among single-parent families, 
persons of low income and the elderly, that is, members of 
economically weak groups. They, too, expressed relatively weak 
opposition to the government’s economic policy:  only 40 
percent opposed the policy strongly as against about half of the 
population at large. The difference in attitude between the public 
at large and these two groups – the 65+ age group and 
immigrants from the FSU – is puzzling. There are several 
possible explanations for their attitudes. 

First, since FSU immigrants gave above average support to 
the parties that constitute the current government coalition, they 
may tend to accept this government’s socioeconomic decisions. 
However, at the time of the previous elections, the main issue on 
the general public political agenda was the political-security 
issue, so that support for the government does not necessarily 
also imply support for the government’s handling of economic 
issues.  

Second, the cuts in child allowances, a prominent element in 
the overall cutbacks during the past year, may have had less of 
an effect on FSU immigrants than on other groups due to their 
smaller family size. On the other hand, cutbacks in old age 
allowances, income maintenance, and single parent benefits 
affected the FSU immigrant group more than others. 
Nevertheless, their opposition to government economic policy is 
generally less than that of other groups. 

A third possible explanation is that, for some FSU 
immigrants, their current standard of living, although low 
relative to that of nonimmigrants, is not all that low and may 
well be above their pre-immigration level, at least in terms of 
possibilities as a consumer. Therefore, the policy may seem less 
harmful to them. It may also be that FSU immigrants have a 
lower subjective level for “getting by” than other Israeli 



246                                                                  Israel’s Social Services 2004                                                             

population groups, who were raised in the reality of a more 
affluent society. 

Interestingly, when the test for the survey responses’ 
deviation from the population at large is lowered to 5 percent, 
then the former FSU immigrant group’s responses differ 
significantly for almost all questions (20 out of 23). As a group, 
FSU immigrants seem usually less critical of the policies of the 
decision-makers in the areas covered by the survey. 

In sum, it can be said that the Israeli public opposes the 
government’s economic policy, weak socio-economic groups 
oppose it more strongly than stronger socio-economic groups, 
and the extent of opposition decreases with increasing education 
and higher income. 

What is your opinion about the current level of government 
allocations for dealing with poverty and assistance to poor 
families? 
Respondent’s answers to the second question are largely 
consistent with their responses to the first one (and to the 
question about viewing poverty as a social phenomenon in the 
next section). 

A very significant majority of 83 percent believes that the 
government is investing too little in dealing with poverty and 
poor families. Interestingly, stronger socio-economic groups 
responded in a similar manner. Only a small percent of those 
with an academic education and very high income (8 percent 
and 11 percent, respectively) believe that the government is 
investing much more than necessary in the weaker population 
groups. Nevertheless, a rather clear trend was observed when 
respondents were ranked by income:  those with higher income 
tend to a greater extent to respond that the government’s 
investment in poor households is too high or adequate. In regard 
to this item, like the previous one, FSU immigrants responded 
similarly to those of high income even though their socio-
economic situation generally differs greatly. 
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Immigrants from the FSU may exhibit relatively strong 

support of the government’s economic policy because they tend 
not to regard poverty as a problem of society at large. Some 
members of this group may perceive the poor as people who do 
not try hard enough to overcome their economic distress and are 
even directly responsible for their plight. They may perceive 
things this way having experienced the realities of life in a 
society where anyone who was willing to work was assured a 
job by the state. This perception creates a situation where an 
entire group that seems to have been badly harmed by the 
government’s socio-economic policies objects less to these 
policies than other groups. What is more, this group supports 
policies that are intended to force people to go out to work even 
when no jobs may be available.   

 

Figure 2. What is Your Opinion about the Current 
Level of Government Allocations for Dealing with 

Poverty and Poor Families?
Percent
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It is worth noting the responses of those 65 years and older to 
this question. The proportion of seniors who believe the state 
has invested much more than necessary, or enough, in dealing 
with poverty is higher than among any other group (more than 
one-fifth). This is difficult to explain in view of what is known 
about the level of old age benefits, the way they have been 
reduced, and the proportion of seniors who have no entitlement 
to any other form of pension. Their stance may reflect a 
“conservative” approach of the elderly that favors reliance on 
oneself and “taking responsibility.” Perhaps, however, 
respondents in this age group fear that any further resource 
allocation for dealing with poverty will be at the expense of 
resources earmarked specifically for the elderly. The segment of 
the elderly population that judges the government’s investment 
in dealing with poverty to be adequate may also be the one that 
is relatively comfortable economically (i.e., that have a 
substantial source of income in addition to old-age benefits). 

It was found that women are more likely than men to believe 
that the state is allocating too little for the treatment of poverty 
problems. The difference, however, is not very marked and is 
between respondents who believe that enough or too little is 
being invested. 

Do you believe that the country’s economic gaps are likely 
to change over the next few years? 
The public consistently tends to believe that Israel is heading 
toward widening social gaps. Only 14 percent expect the gaps to 
narrow; more than half believe that they will grow. The 
responses to this item clearly reflect the public’s feelings about 
the cumulative, long-term effects of the government’s economic 
policy, on the one hand, and of the prevailing economic, social, 
and political conditions, on the other. 

The most pessimistic are the haredi, 67 percent of whom 
expect the disparities to widen. Among respondents with post-
secondary education, a rather high proportion – 61 percent – felt 
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this way. In contrast, Arab respondents stood out for their 
relatively “optimistic” stance on this topic. “Only” 40 percent of 
them expect the disparities to widen and nearly one-third (as 
against 14 percent of the population at large) expect them to 
narrow. 

An interesting phenomenon that surfaced in the responses to 
this item:  the oldest respondents were also the most optimistic 
about the narrowing of economic gaps and were less pessimistic 
than others about their widening. (Some 40 percent expected the 
disparities to widen as against an overall average of 52 percent, 
and 60 percent in the 25–29 age cohort; 20 percent expected the 
disparities to narrow as against 14 percent of the population at 
large and 9 percent of those in the 25–29 group.) 

The responses to this question do not follow the usual 
correlation between education and income. Although 
respondents at different income levels did not show an 
identifiable trend on this issue, the more education (the trend is 
slightly less notable among those with academic education), the 
more they are convinced that social gaps will continue to widen 
in the future. 

2. The Effect of Social Policy on the Respondent’s  
    Personal Situation 

In this chapter, the respondents’ feelings about their personal 
situation are examined, against the background of their feelings 
and attitudes toward the general state of society. Some of the 
items were phrased generally; others pertained to specific areas 
such as health status, concerns about crime, fear of 
unemployment, etc. Three items dealt with respondents’ feelings 
about their current economic situation and their estimation of its 
likelihood to improve in the future. To some extent, these items 
represent the respondents’ perspectives on the past, the present, 
and the future: 
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(1) If you compare your and your family’s standard of living 
today to that of two or three years ago, do you believe there 
has been a considerable improvement, some improvement, 
no change, some decline, or a severe decline? 

(2) To what extent do you believe that you or your family have 
been harmed by the recent budget cuts? 

(3) Do you expect your economic situation and that of your 
family to change in the coming year? 

Since the first two questions were also asked in past surveys, 
this allows an examination of changes in the public’s responses 
about their standard of living. Comparing the replies today with 
those of the past few years, there is a slight improvement in the 
public’s feeling about its economic situation. In 2003, only 8 
percent of respondents reported a considerable improvement or 
some improvement and almost 60 percent reported a decline. 
This year, the figures were 15 percent and 50 percent, 
respectively. It should be stressed that with regard to these 
figures the responses indicate that the public considers its 
situation much worse than in 2002 and particularly worse than 
in 2001. 

It is important to note that relative to 2003, the sense of 
decline in standard of living was greater among the low 
education and low-income respondents than among the public at 
large. In contrast, regarding a sense of improvement, in 2003, 18 
percent of high income respondents reported an improvement in 
their standard of living. This year, 30 percent of those with far 
above average income and 16 percent of those with slightly 
above-average income reported an improvement. 
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Table 2. If you compare your and your family’s standard of  
               living  today to that of two or three years ago, do  
               you believe there has been… 

 2001 2002 2003 2004 
Considerable improvement 5 5 2 3 
Some improvement 21 12 6 10 
No change 50 37 34 38 
Some decline 19 31 41 43 
Severe decline 5 15 17 15 

 
 

Figure 3. Proportion of Respondents Who 
Reported a Decline in Their Standard of Living in 

the Past Two to Three Years
Percent
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Most of the sub-population groups showed no discernable 
pattern correlating group characteristics and improvement in 
standard of living. With regard to the income variable, however, 
the pattern is clear:  the higher the respondent’s income level, 
the more his or her economic situation seems to have improved 
during the past year. These responses provide an indication that 
the economic policy has indeed worked primarily to the 
advantage of those with a firmer economic base. 

Figure 4. To What Extent Do You Believe that You 
or Your Family Have Been Harmed by the Recent 

Budget Cuts?
Percent
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A large proportion of respondents – 90 percent – replied that 

the recent budget cuts have harmed them and 43 percent, as 
against 14 percent in 2003, estimated the effect as severe or very 
severe. Of particular interest in this context is the difference 
between men and women. Women felt that the damage caused 
by the past year’s economic measures was more severe: 46 
percent of women, as against 39 percent of men, estimated the 
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harm caused to them and their families by the budget cuts as 
severe or very severe. This may be due to the “division of labor” 
by sex and women’s greater exposure to the rising cost of 
ongoing household management. 

It is also noteworthy that with regard to this question, as with 
the previous one, two groups that would be expected to reply in 
ways indicating severe harm as a result of the budget cuts – 
those aged 65+ and FSU immigrants – actually stand out for 
their relatively “favorable” responses. Only 29 percent of 
respondents aged 65+ (as against 43 percent of the public at 
large) assessed the personal effect of the budget cuts as severe 
or very severe and only 36 percent of FSU immigrants felt this 
way. Does this imply that retirees on fixed pensions feel less 
harmed than people who have lost their jobs? Or is it that 
persons of low to middle income (who are more strongly 
represented in these two groups) were less severely affected 
than those who earn the lowest incomes? 

The relation between education and income and the extent of 
personal harm caused by the economic policy also stood out in 
particular. As education and income declined, the more severe 
they judged the harm inflicted on them by the economic policy. 
Thus, only about one-fifth of respondents with higher than 
average income and one-third of those with higher education 
stated that the budget cuts had harmed them severely or very 
severely. The haredi expressed suffering the most serious harm 
due to the economic policy:  60 percent of them judged the 
damage to have been severe or very severe. Sixty-three percent 
of those with the lowest levels of education and income felt that 
the personal harm had been severe or very severe. The 2003 
survey found similar results. 
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Respondents were asked if they expected their economic 
situation and that of their families to change during the 
coming year? 
The responses were especially interesting when compared to 
responses to the previous question about general social 
expectations of the narrowing or widening of social disparities. 
While most of the public expects the social disparities to widen, 
respondents expect their personal situation to improve or to 
remain unchanged. Only 13 percent of respondents expect their 
economic situation to deteriorate. Women are less optimistic – 
and perhaps, some might say, more realistic – than men. As the 
respondents’ age rose, their hope for an improvement in their 
economic situation dropped dramatically – from 44 percent of 
those aged 18–24 to about one-fourth of those in the 65+ age 
group. Interestingly, the poorly educated were more optimistic 
about an improvement in their economic situation than the well 
educated and no trend on the basis of income levels was found. 
(However, a trend was found with regard to concern about a 
decline in economic situation. About one-fifth of respondents 
with far below average income expected their situation to 
worsen, as against only 9 percent of those with far above 
average income.) 

Level of Health Care Services  

The survey pointed to a clear strengthening in the public’s 
perception that the level of the health care services that it 
receives has declined, and its ability to obtain necessary care has 
been harmed. This trend is consistent with that found in the 
surveys of the past few years. 

The higher the respondent’s levels of education and income, 
the more strongly, for the most part, did he or she feel that the 
level of health care services has worsened. The perception of the 
decline in the level of services also tends to rise with age. Thus, 
the proportion of age 50–64 respondents who believe that the 
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quality of health care services has declined is twice as high as 
among the 18–24 age cohort. This indicates that the “heavy” 
users of health care services were more affected personally, they 
feel that services have declined, and express less satisfaction 
with health services than the public at large. 

 

Figure 5. Percent of Respondents Who Believe that 
the Level of Health Care Services Has Declined 

Relative to the Situation a Year or Two Ago
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There was a slight difference between Arabs and Jews in the 
proportion of respondents who reported an improvement in 
health care services in the past year:  29 percent as against 23 
percent, respectively. However, 40 percent of Arabs reported a 
decline, as against 37 percent of Jews. 

When we profiled the Jewish population by religious 
observance, we found a difference:  27–28 percent of haredi and 
traditional Jews pointed to an improvement in health care 
services as against only 17 percent of the non-observant. 
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Respondents’ satisfaction with the services of their Sick 
Funds declined significantly. (Eighteen percent were “somewhat 
dissatisfied” or “wholly dissatisfied,” as against 11 percent in 
2003.) The responses to this question did not vary widely among 
groups. The difference between the group most satisfied with 
Sick Fund services (the 18–24 age group, among whom 60 
percent were satisfied) and the most dissatisfied group (those of 
far above average income) was 17 percentage points and most 
groups concentrated around the average of 50 percent. 

The phenomenon of people with national health insurance 
coverage who forgo a vital medical service due to its cost 
occurred again this year and even worsened relative to 2003. 
The proportion of those forced to forgo, at least once during the 
year, a medical service that they needed rose to 22 percent. This 
situation, in which about one-fifth of survey respondents state 
that they went without a medical treatment or medicine because 
of the level of co-payments, is definitely troubling. It is 
especially severe among those in the 65+ group:  nearly 10 
percent of them replied that often or very often during the year 
they went without a medical treatment that they needed due to 
its cost. The situation is even worse among FSU immigrants at 
12 percent and among respondents who had primary or partial 
secondary education, at 13 percent. 

Concern about Decline in Economic and Job Security 

The Israeli public remains concerned about the personal risk of 
falling into a situation of poverty and economic distress. Some 
60 percent of respondents were worried about these outcomes; 
almost one-third to a great or very great extent, and nearly 30 
percent were somewhat concerned. Anxiety was especially 
prevalent among the poorly educated (primary or partial 
secondary), among those with far below average income, and 
among Arabs; half of the respondents in each group described 
themselves as greatly or very greatly concerned. Since many in 
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these groups are already poor or suffering economic distress, 
their responses to the question, which was phrased in reference 
to the future, indicate that they are afraid of a further 
deterioration. 

Concern about becoming poor is related to susceptibility to 
unemployment. In the survey, we asked, “Do you, or does 
someone in your immediate family, feel susceptible to the 
possibility of becoming unemployed?” In fact, this year’s survey 
shows some improvement in this matter relative to 2003. About 
one-third of respondents answered that they feel severely or 
very severely susceptible to unemployment, as against 43 
percent in 2003. About 40 percent assessed their susceptibility 
to unemployment as slight or nonexistent, as against 33 percent 
who felt this way in 2000. 

 

Figure 6. Are you Concerned About the 
Possibility that You or Your Family May Fall into 

a Situation of Poverty or Economic Distress?
Percent
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The survey results showed clearly that the disparity among 
population groups, which has been widening steadily, is also 
manifested in the extent of individuals’ job security. This effect 
was also found in 2003. Low income respondents displayed 
greater concern about the possibility of becoming unemployed 
than high income respondents (47 percent as against 15 percent) 
and the poorly educated were more concerned about 
unemployment than those with an academic education (49 
percent as opposed to 27 percent), Arabs (41 percent) more than 
Jews (31 percent), women slightly more than men, and FSU 
immigrants more than the Israeli average (39 percent as against 
32 percent) but still less than the weakest socio-economic 
groups. 

Obviously, many Israelis are not secure in their jobs and fear 
the possibility that they or someone in their family will lose 
their jobs. The feeling crosses lines of education, national 
groups, and immigrant status. It is important to note that the 
concern is related to the transformation of unemployment into a 
phenomenon that characterizes Israeli life at levels that the 
country had not known previously. 

3. Attitudes of the Public on Issues of Value and 
    Ideology  

The survey included several questions relating to issues of 
ideology and values in order to look at the public’s attitudes 
during the past year (2004). In 2003 we also attempted to 
examine several ideology and value issues, such as the desired 
socio-national order of priorities, and attitudes towards the 
social safety net, foreign workers, labor unions, and social 
disparities. This year, the survey focused on attitudes toward 
poverty, its causes, and how to deal with it. 

In response to the first question asked, whether the public 
believes that poverty is a social problem in Israel, the answer 
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was unequivocal:  83 percent of the public believes that poverty 
is a severe or a very severe social problem. Large majorities in 
all population groups agreed. Next, the survey examined 
whether the public assigns responsibility for the poverty to the 
poor themselves or to a government policy that has reduced its 
support for the poor and the weak. To find out, two questions 
were asked. The first was: 

Some claim that most recipients of social benefit payments 
from the state could get by without them if only they wanted to. 
Express your opinion. 
Although the often reported claims that government benefits are 
detrimental to people’s motivation to work, more than half of 
the Israeli public (52 percent) believe that the recipients of these 
benefits could not manage financially without them. About one-
fifth of respondents, however, strongly or very strongly agreed 
with the statement that benefit recipients could get by without 
them. This corroborates somewhat, and is consistent with, the 
responses to the question of whether the government is investing 
enough in dealing with the issue of poverty. 

Unsurprisingly, we found that a large majority of haredi (72 
percent), respondents of far below average income (61 percent), 
and the poorly educated (60 percent) believe that benefit 
recipients cannot get by without the benefits. In contrast, 
somewhat surprisingly, almost one-third of Arabs believed 
strongly or very strongly that benefit recipients can get by 
without them. A similar proportion of FSU immigrants felt the 
same way. 

Since most of the public considers poverty a serious problem 
and believes that benefits are essential for their recipients, it is 
of interest to examine the public’s views on the extent of 
governmental and public support of the weak and the poor.  

The following question solicits a complementary impression 
of the public’s attitudes toward this matter: 
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Some claim that unemployment compensation and income 
maintenance benefits are overly generous and cause their 
recipients to refrain from finding work. What do you think? 
The responses were not distributed in the manner expected from 
the responses to the previous question. Thus, although more 
than half of the respondents believed that benefit recipients 
cannot get by without the benefits, 60 percent agreed that 
unemployment compensation and income maintenance benefits 
are overly generous. The reason may be that these particular 
benefits are paid directly to people who, at least in part, seem 
able to work (are actually working or are unemployed) whereas 
the previous question addressed itself to benefits at large. Some 
benefits (child allowances, old-age pensions, etc.) are definitely 
unrelated to the recipient’s objective or subjective ability to 
work fully or partly.  

Furthermore, 40 percent of the public do not accept the claim 
about the disincentive to labor that unemployment compensation 
and income maintenance benefits ostensibly create, even though 
this attitude is widely held by government decision makers. We 
also found, for the most part, that the distribution of responses to 
this question among subgroups does not exhibit clear trends. 
The exception was a correlation with income level  about half of 
low income respondents disagreed with this statement while 
only one-fifth of the very high income respondents disagreed. 
Amongst respondents in the highest income group, 45 percent 
felt that this statement is correct as against one-third of those in 
the lowest income group. 

The last question, which was also included in the two 
previous surveys (2003 and 2002), was: 

Should National Insurance benefits for members of high 
income groups be reduced or eliminated? 
Support for the selective payment, or elimination, of National 
Insurance benefits for high income groups has risen perceptibly 
during the three years in which our survey included this 
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question:  from 33 percent in 2002 to 41 percent in 2004. Thus 
the public indicates increasing consent to the downscaling or 
complete elimination of National Insurance benefits for those 
with high income. However, there was also a slight increase (as 
against 2003 but not as against 2002) in the number of 
respondents who wish to see the benefits unchanged. 

Interestingly, the distribution of responses in this matter (as 
in 2003) was only slightly affected by the respondents’ 
economic situation. About half of the respondents in the high 
income group favored the elimination (or the very severe 
restriction) of benefits for the “rich” (resembling the overall 
average) and one-fifth of them favored leaving the situation as it 
is (also not far from the overall average). 
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Figure 7. Proportion of Respondents Who 
Believe that National Insurance Benefits to High 

Income Groups Should Be Eliminated
Percent

FSU immigrants again exhibited a unique pattern of 
responses to this question: Almost 60 percent of them believe 
that benefits for persons with high income should be eliminated 
or severely cut back, as against 50 percent of the public at large. 
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