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Government Expenditure 
 for Social Services

*
 

1. Introduction 

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

are provided by several players: central and local government, 

nonprofit organizations, volunteer and philanthropic agencies, 

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

evolved in the world that advocated a lower level of state 

involvement generally and in social services particularly. In 

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

government in economic activity, in the relative size of 

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

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

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

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

comeback of sorts. Governments were again given a more 

meaningful role in various contexts, foremost in social affairs. 

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

social policies, as we shall see. 

In Israel, the government is the main factor in producing 

social services and funding the activities of other operators, and 

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

definition of government social services includes government 

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

paid by the National Insurance Institute, one of the most 
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important components of the government social-service system. 

The largest spheres of social-service activity are education and 

health, along with National Insurance Allowances, foremost old-

age pensions and child benefits. Areas of secondary magnitude 

in financial terms are immigrant integration, housing, 

employment, and personal social services. Although this report 

focuses mainly on analyzing government expenditure for social 

services, as a preface we briefly review the economic 

background amidst which the state budget is determined. 

2. Economic Background – State of the 
Economy 
    in 1999 

In most of the main economic parameters, 1999 witnessed the 

continuation of trends that had been evident in the previous 

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

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

product is also projected to be low. 

In employment, the situation at the end of 1999 resembled 

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

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

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

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

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

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

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

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

large number of vocational-training courses for the unemployed. 

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

participation, were deleted from the official unemployment 

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

joblessness exceeds the official statistics, partly because the 

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

those who stop looking for employment actively and, in this 

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

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

employment problem in the past few years stems from a labor 

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

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

As unemployment rates climbed, inflation rates declined 

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

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

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

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

Economic policy since 1996 has been composed of a 

restraining monetary policy and a contractionary fiscal policy, a 

combination that has harmed growth and aggravated 

unemployment. The current monetary policy was introduced in 

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

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

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

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

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

created disequilibrium in the capital market. The high domestic 

interest rates and the effective interest gap between Israel and 

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

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

currency, to the detriment of Israeli manufacturers’ international 

competitiveness, and a worrisome buildup of foreign reserves 

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

policy has had favorable results in terms of disinflation, it 

undoubtedly carries a potential price in respect to economic 

growth, employment, imports and exports, and the trade 

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

that the achievement in bringing down inflation is temporary 

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

rates are lowered, a capital outflow and a large currency 

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

A contractionary fiscal policy has been applied since 

legislation stipulating a declining budget deficit was passed. The 

second part of this book presents criticism of the Deficit 

Reduction Law. In times of economic upturn, when rising 

central-government revenues cause the government deficit to 

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

thereby further stimulating economic activity and demand 

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

activity contracts, government receipts decline, and the 

government deficit grows – the law forces the government to 

reduce its spending in order to meet the declining-deficit 

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

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

budget deficit ballooned due to the onset of the economic slump 

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

deficit was occasioned mainly by a steep decline in tax receipts 

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

based. To reduce the deficit and return to the trajectory 

stipulated in the Deficit Reduction Law, the government under 

Benjamin Netanyahu made budget cuts in its first fiscal year 

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

stated, had already become visible in 1996. 

The fiscal policy remained contractionary in 1998 as well, as 

the government continued to trim its budget. However, the 

worsening economic slump caused the government deficit to 

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

at least partly because government revenues continued to 

decline. The new government under Ehud Barak decided to 

tackle the deficit problem in the 2000 state budget by 

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

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

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

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

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

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

larger component of tax increases, mainly affecting middle-

income earners, than the 1997 budget did. 

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

not address the problems of unemployment and economic 

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

significantly – unless major exogenous events lead to the 

resumption of large-scale productive foreign investments and 

growth of incoming tourism, which would offset the negative 

effects of the monetary and fiscal policies. 

3. Social Expenditure in the 2000 Budget 

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

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

Knesset, was available. Therefore, the budget as finally 

approved by the Knesset may include changes relative to the 

sums on which the remarks below are based. 

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

percent larger in nominal terms and 1.7 percent larger in real 

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

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

proposed budget will be 1 percentage point smaller than the 

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

downtrend in government expenditure in GDP that began in the 

mid-1980s. 

Government social expenditure, measured in constant 1998 

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

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

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

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

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

1999 level. 

Among the components of government social expenditure, 

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

maintenance, 4 percent more than in 1999. This increment 

reflects expectations of an increase in National Insurance 

allowances, either as the result of demographic changes or due 

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

government forecast, will not decrease substantially. 

Programmed expenditure for in-kind services is NIS 55 

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

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

investment (development) component of social expenditure (a 

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

regular budget will increase by NIS 260 million. 

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

expenditure will decline by NIS 120 million, health expenditure 

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

foremost housing – will decline by NIS 400 million. 

4. Pre-1999 Developments 

The state budget presented to the Knesset includes the 

expenditure lines of the government ministries. Many of them 

are devoted to social services, including education, health, 

personal social services, housing, and immigrant integration. In 

addition to these services, a large and important aggregate of 

social expenditure is implemented by the National Insurance 

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

survivors’ pensions, child allowances, disability benefits, 

unemployment compensation, and payments under the Income 

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

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

spending is defined as the total of government expenditure for 

in-kind social services plus transfer payments made by the 

National Insurance Institute. 

The absolute and relative levels of government social 

expenditure are affected by several factors, such as the 

socioeconomic ideology of the government in office, previous 

governments’ policies and the rigid arrangements enacted by 

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

revenues and expenditures), externalities such as the political 

situation and the state of the world economy, and dynamic 

factors such as demographic trends. Despite this proliferation of 

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

resources allocated for social services can shed light on trends in 

the government’s social awareness, the importance the 

government ascribes to itself as a factor of influence in attaining 

desired goals of social justice and solidarity, and the 

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

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

especially the weakest ones. 

Over the past few decades, the share of government spending 

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

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

budget (excluding debt servicing) was 52 percent of Gross 

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

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

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

               Current Budget, Percent of GDP 

 

 Government 

expenditure 

Social 

expenditure 

Defense 

expenditure  

Other 

expenditure 

 Total Excl. debt 

servicing 

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

 

Figure 1. Components of Government Expenditure 

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

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

income category, in which total government expenditure was 31 

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

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

government expenditure levels of 40–50 percent of GDP that 

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

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

The salient difference between the public-sector trends in Israel 

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

the share of government expenditure in GDP is falling in Israel 

and rising in other developed countries. 

Israel’s downtrend in proportional government spending 

corresponds to the prevailing outlook among economists and 

certain social scientists that government spending mitigates 

economic efficiency and the incentive to invest and, for this 

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

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

share in the total national product was too high and caused 

economic inefficiency. A broad consensus is convinced of this. 

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

GDP decreased and its composition changed significantly. By 

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

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

government expenditure, the share of government social 

expenditure in GDP increased from 15 percent to 20 percent. 

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

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

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

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

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

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

share of government social expenditure has climbed steadily, 

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

expenditure over the past two decades: 

1) The decrease in the share of government expenditure for 

purposes other than social services, especially defense. This 

became possible due to changes in the Middle East political 

situation – the peace processes that first evolved in the late 

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

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

the onset of the Oslo process. The world geopolitical 

situation and the disintegration of the Soviet Union also 

helped ease the military threat and allow Israel to lighten its 

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

social) government expenditures reflects the worldview, 

which is on the ascent, that government involvement should 

be reduced and the public sector made more efficient. 

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

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

loosen the budget restraint that the war on hyperinflation 

entailed. 

3) Mass immigration from the former Soviet Union, which 

forced the government to make commitments in immigrant 

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

4) The change in government priorities, which boosted certain 

social services – especially education and the social welfare 

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

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

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

reprioritization are an increase in government expenditure for 

education and the development of service mechanisms in 

nursing care, personal social services, and income-

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

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

birth rates are declining. Within the existing parameters of 

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

health services, and personal social services. 

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

have driven upwards Israel’s frictional and chronic 

unemployment rates. After several years of rising prosperity 

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

economy toppled into a slump that elevated official 

unemployment rates to nearly 9 percent. This led to a 

significant increase in government social expenditure, chiefly 

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

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

government spending (excluding debt servicing). The 

apportionment of this sum between in-kind social services and 

National Insurance transfer payments was 63.7 percent and 36.3 

percent, respectively. The average per-capita expenditure was 

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

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

prices, total governmental social expenditure increased by 143 

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

population increase explains about half of the growth in social 

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

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

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

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

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

state budget for social purposes. Another factor in the 

substantial increase in average per-capita social spending in the 

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

former Soviet Union, which created especially large needs, 

chiefly in immigrant integration and housing. 

The rate of increase in government social expenditure has not 

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

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

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

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

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

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

the peace process with the Palestinians, and the resumption of 

economic growth. During that time, government social 

expenditure climbed by 8.7 percent on annual average and the 

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

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

the government proclaimed in 1993. 

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

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

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

income-maintenance component grew even more rapidly, by 6.6 

percent per year. This reflects not only exogenous demographic 

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

that led to an increase in unemployment – compensation and 

income-maintenance payments. 

The two components of government social expenditure –

income maintenance and in-kind services – are differentiated 

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

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

              Components (NIS millions, 1998 prices) 

 

 Total Income 

maintenance 

In-kind 

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

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

    
Current budget 

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

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

               Per-Capita Average  

               Current budget, NIS, 1998 prices 

 

 Total Income 

maintenance 

In-kind 

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

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

 

Income maintenance, including most social transfers from the 

government sector, is based on universal criteria of entitlement 

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

expenditure in the various budget lines and the size of the 

eligible population are determined on the basis of constant 

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

population groups is dictated by dynamic and cyclical forces, 

the government can hardly control this component of 

expenditure unless it changes the rules and definitions. Although 

the stipulated parameters may be adjusted from time to time, 

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

infrequently. The first- and second-child allowances were 

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

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

The rate of change in income-maintenance services is 

determined mainly by demographic forces, the state of 

employment, and externalities such as the mass immigration of 

the early 1990s. 

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

services provided by the government, either directly or with full 

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

transfer payments, the level of government expenditure for in-

kind services is determined more explicitly, with separate 

reference to each service and its relevant expenditure line. 

Consequently, the level of government expenditure for in-kind 

services largely reflects the current needs and the priorities of 

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

government also has more flexibility in setting the level of 

expenditure, and broader options of substitution among various 

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

maintenance. 

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

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

income maintenance. The annual average rate of change in the 

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

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

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

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

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

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

               Total Budget (Current and Development) 

               Percent  

 

 Total Income 

maintenance 

In-kind 

services 

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

 

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

and that of in-kind services declined, mainly because 

government spending for in-kind services eroded and dynamic 

forces continued to prod transfer payments upward. The trend 

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

maintenance fell to 28.9 percent of total social expenditure. As 

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

former Soviet Union, which entailed especially large budget 

outlays for immigrant integration and housing. Since 1993, the 

trend that characterized most of the 1980s resumed, as 

expenditure for income maintenance climbed and that for in-

kind services diminished. In 1999, income maintenance 

accounted for 36.3 percent of total social expenditure and in-

kind services accounted for 63.7 percent – 8.2 percent of GDP 

and 14.5 percent, respectively. 

5. Income Maintenance 

The income-maintenance component of social expenditure has 

been growing steadily in both absolute terms and relative to 

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

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

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

system affects inequality in income distribution. This is also one 

of the most important goals of transfer payments – which, 

according to reports from the National Insurance Institute, do 

have a significant downward effect on income inequality. 

However, transfer payments also have additional functions and 

broader significance. They provide citizens with a social safety 

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

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

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

correcting market failures in saving and insurance. 

Over the long term, total income-maintenance expenditure 

has almost doubled in the present decade while the population 

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

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

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

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

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

these figures mean that the burden of transfer payments has 

become undesirably large? The answer depends largely on the 

respondent’s socioeconomic worldview. However, it should be 

borne in mind that since the total burden of public expenditure 

has decreased in the past two decades, the relatively rapid 

growth of the income-maintenance component reflects a change 

in preferences that modified the makeup of public expenditure 

but did not necessarily increase the burden associated with it.  

In the past few years, there has been criticism among 

economists not only about the magnitude of government 

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

about the way government outlays are apportioned among uses. 

One of the allegations is that the government spends too much 

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

critics, inflationary pressures would ease and Israel’s inflation 

rates would draw closer to Western European levels if 

government expenditure were recomposed by reducing transfer 

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

increasing other expenditure items such as education or 

infrastructure. 

Inequality in gross income distribution (as measured by the 

Gini inequality coefficient) has been increasing for many years. 

Thus, in an environment of rising privatization, market forces 

are exacerbating inequality. Furthermore, a tax reform that 

would make the tax system less progressive has been in the 

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

also aggravate inequality in net income. If transfer payments are 

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

economic inequality will be augmented by a third factor, 

causing substantial harm to social justice. 

The largest component in income-maintenance expenditure is 

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

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

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

size of this expenditure component is a function of the national 

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

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

demographic trends. 

The elderly population is growing by 4 percent annually, 

outpacing the growth rate of the population at large (2.6 

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

share is expected to increase in view of rising life expectancy 

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

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

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

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

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

              Main Components  (NIS millions, 1998 prices) 

 

 Total Old-age 

and 

survivors’ 

pensions 

Child 

allowances 

General 

disability 

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

Figure 4. Change in Income-Maintenance 

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

unemployment compensation and income maintenance, have 

increased more swiftly – as discussed below – and not because 

pension expenditure has decreased. 

Child allowances are the second largest component of 

income-maintenance expenditure. Their main function is to 

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

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

have used child allowances as tools for their macroeconomic 

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

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

inflation and its budget deficits, and restored both allowances in 

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

agenda, and various alternatives are examined – partial 

revocation of the allowances, redefining them as taxable 

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

regular intervals, as fiscal needs arise. 

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

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

percent in recent years, even though the number of households 

that receive child allowances has been growing by only 2.4 

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

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

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

child as well. 

The array of transfer payments that appear in the figures and 

tables above includes unemployment compensation, payments 

under the Income Maintenance Law, and a number of other 

benefit categories, such as workers’ injury compensation, 

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

categories reflects the size and depth of the unemployment 

problem. While the unemployment-compensation trend reflects 

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

unemployment, implementation of the Income Maintenance 

Law expresses the problem of chronic, permanent 

unemployment – the kind that can hardly be influenced by 

macroeconomic or employment policy. 

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

unemployment compensation outlays were 16 percent higher in 

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

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

budget on the basis of policymakers’ assumptions about the 

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

unemployment compensation paid out in 1998. Presumably, the 

actual cost of unemployment compensation in 1999 will exceed 

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

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

budget had expected. According to all indications, the 

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

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

the IMF forecast tends to be optimistic, the outlays for 

unemployment compensation may be higher. 

 

Table 6. Unemployment-Compensation and      

               Income-Maintenance Expenditure 

               (NIS millions, 1998 prices) 

 

 Unemployment 

compensation  

Income 

maintenance 

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

 

Total predicted payments on account of the Income 

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

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

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

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

based on legislation, have an internal dynamic, the figures 

undoubtedly climb more swiftly during economic hard times 

than in periods of rising prosperity. An indication of this 

dynamic is the fact that the two expenditure items at issue 

(unemployment-compensation and income-maintenance 

payments) climbed from 10.6 percent of total National Insurance 

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

the expenditure increased threefold during the current decade, 

with especially steep upturns in years of salient economic 

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

Government expenditure for in-kind social services embraces 

the array of services that the government provides directly or 

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

personal welfare services, housing, immigrant integration, and 

employment services. Some of these services correspond to the 

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

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

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

According to the conventional wisdom, public goods suffer from 

market failure and, in order to produce them in sufficient 

quantities, the government must intervene either by providing a 

subsidy or in other ways. Education and various components of 

health, housing, and employment definitely have the attributes 

of public goods. 

 

Figure 6. In-Kind Serv ices, Per-Capita Average

Current budget, 1998 prices, NIS
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Other government-provided social services, such as personal 

welfare services and some elements of health and housing, have 

additional social roles such as creating a safety net and social 

insurance. In part, they also help redistribute income by 

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

transfer payments. 

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

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

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

although some police services – especially fighting crime and 

assuring road safety – definitely have significant social 

implications. 

Expenditure for in-kind services accounts for 63.7 percent of 

total government social expenditure – 14.2 percent of GDP. In 

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

for these services, 34 percent of total government expenditure 

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

allocated in the investment budget: NIS 9 billion for housing 

and only about NIS 1 billion for the physical infrastructure of 

the education system. 

Government outlays for in-kind social services are more 

susceptible than income-maintenance services to volatility in 

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

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

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

 government expenditure for in-kind social services eroded by 

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

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

investment component. During that time, the combination of 

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

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

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

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

and average per-capita terms – by 1990. 

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

mass immigration from the Soviet Union began in 1989, 

entailing massive government outlays for immigrant integration 

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

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

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

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

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

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

the very large outlays associated with the housing and 

integration of the former Soviet immigrants. 

 

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

               Per-Capita Average (NIS, 1998 prices) 

 

 
                Total    Education    Health   Personal  Employ-   Immigrant   Housing  

                                                                  Services       ment     integration 

Total budget 

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

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

Current budget 

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

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

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

education spending began to increase in both absolute and per-

capita average terms. This category of expenditure returned to 

an approximation of its 1980 level in 1992 and has increased 

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

education in total social expenditure rose from 23 percent in 

1991 to 30 percent in 1999. 

The second-largest component of this expenditure aggregate, 

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

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

example, the share of health in overall social expenditure 

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

but recovered afterwards, with various fluctuations, to 16 

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

kind services has definitely changed over the past decade. The 

Figure 8. Per-Capita Expenditure for Education 

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

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

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

structure of expenditure reflect changes in governmental 

priorities and the attitude of the state toward these two 

expenditure categories. While in education the state has made 

itself the dominant player in funding and provision of services, 

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

political philosophy and the economic motives that underlie 

these trends are not clear and may deserve further discussion. 

7. Government Expenditure for Education 

Education is the largest item in government social expenditure 

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

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

education, 16.2 percent of the total budget (excluding debt 

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

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

debt servicing). Education also claims substantial resources in 

terms of national education expenditure, as distinct from 

government expenditure. Israel’s national expenditure for 

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

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

Israel has a higher proportion of children than most Western 

countries. 

Since 1980, government expenditure for education has had 

ups and downs similar to those of total government expenditure 

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

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

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

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

education spending declined to NIS 11.7 billion (again in 1998 

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

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

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

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

 

Table 8. Education Expenditure, Per-Pupil Average  

              (NIS thousands, 1998 prices) 

1999 1998 1996 1992 1990 1988 1986 1984 1982 1980 

14.7 13.7 13.9 10.8 10.0 9.3 8.8 9.9 11.2 10.8 

 

Figure 9. Gov ernment Education Expenditure 

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

government; other sources of funding are local authorities, 

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

The importance of NPOs in funding is evident only in 

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

activity in recent years. National education spending in the past 

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

 

Table 9. National Education Spending as Percent of GDP  

               and Share of Government Funding Therein  

               (Percent) 
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National 

spending as 

percent of GDP 
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There is no doubt that the public perceives the government as 

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

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

policymakers have indeed lavished abundant resources and 

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

as the government acted to reduce its deficit, education spending 

not only avoided cutbacks but actually expanded significantly 

each year. 

The Composition of Education Spending 

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

prices) from the current budget, similar to real actual 

expenditure in 1998. The following growth rates are expected: 

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

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

at all levels of education increased by 6 percent on annual 

average. 

The distribution of expenditure by levels of education 

indicates that post-primary education receives the largest 

budgets – not necessarily because it is the largest subsystem but 

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

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

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

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

primary education took place between 1992 and 1994, as 

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

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

Primary schooling, the second-largest subsystem in 

expenditure terms and the largest in enrollment, was budgeted at 

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

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

followed a stepwise pattern: one step up between 1992 and 

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

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

protected against budget erosion. Preschool expenditure escaped 

the early 1980s slippage and actually increased steadily in both 

absolute and per-pupil average terms. 

 

Table 10. Education Expenditure in the Current Budget, by  

                 Main Components (NIS millions, 1998 prices) 

 
 Total General Pre- 

school 

Primary Post- 

primary 

Higher Voca- 

tional 

Yeshivot 

         

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

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

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

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

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

Although there was a significant increase of NIS 1.1 billion 

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

had built up previously. Since the tremendous increase in 

university enrollment has not resulted in a commensurate 

increase in expenditure, the average per-student expenditure has 

been eroding for quite some time.
1
 

 

Table 11. Education Expenditure in the Current Budget,  

                 Per-Pupil Average, by Level of Education 

                 (NIS, 1998 prices) 

 

 
 Preschool Primary Post-primary Higher 

     

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

8. Government Health Expenditure 

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

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

the government’s efforts to downscale its involvement in 

funding health services, the State Health Insurance Law was 

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

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

                                                      
1
 This computation pertains to higher-education institutions that receive 

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

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

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

introducing elements of decentralization in the making of 

planning and economic decisions. The purpose of these attempts 

is to introduce greater privatization, create changes in 

ownership, and make the system more responsive to signals 

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

economically sounder. As stated, there is much uncertainty 

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

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

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

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

National health expenditure, as a distinct from government 

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

Western countries, in both absolute and relative terms. 

Concurrently, the government in Israel has decided to downscale 

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

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

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

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

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

System below.) 

The differences in the government’s attitude toward resource 

allocations for education and for health are discernible. In 

education, although there was a temporary decrease in 

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

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

government expenditure has followed an unstable trajectory 

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

This points to the government’s inability to implement a 

program that would reduce its share in funding these services. 

After any year in which the government lowers its health 

expenditure in real or relative terms, its outlays increase 

considerably the next year. One may interpret this pattern by 



Government Expenditure for Social Services                                               

 

53 

stating that whenever the government reduces its participation in 

national health outlays, these services are engulfed in a crisis 

that forces the government to intervene and spend much more 

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

mechanism has been found that would allow the government to 

lower its share in health services without bumping into social 

and ideological constraints that guide it. 

National health expenditure was 8.4 percent of GDP in 1997 

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

the government (central and local combined) customarily funded 

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

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

services has been declining. 

 

Figure 10. Gov ernment Health Expenditure 

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

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

expenditure for health accounted for 3.7 percent of GDP. In 

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

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

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

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

new labor accords in this sector pushed wages and costs sharply 

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

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

in government outlays for health services, which elevated the 

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

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

slipped again, to 3.6 percent of GDP. 

As stated, current government expenditure for health in 1999 

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

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

 
 Total  Participation in health 

insurance 
Expenditure for in-kind services 

  Total Parallel- 
 tax 

Under- 
insur-
ance- 
supple
ment 

Other 
trans- 
fers 

General 
hospital-
ization 

Psychi-
atric- 
care 

Long- 
term- 
care 

Public 
health 

Misc. 

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

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

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

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

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

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

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

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

Components 
Regular budget, NIS millions, 1998 prices 

 
 
 
 

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

tax 

Under- 

insur-

ance 

supple-

ment 

Other 

trans-

fers 

General 

hospital-

ization 

Psychi-

atric 

care 

Long- 

term 

care 

Public 

health 

and 

other 

Misc. 

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

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

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

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

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

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

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

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

services. Thus, the patterns of government expenditure have a 

decisive effect on service provision in this field. Budgets for 

personal social services in the 1990s are very different from 

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

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

Term Care Insurance Law had a crucial effect on this 

transformation. The activation of this statute set in motion a 

steep uptrend in government spending for personal social 

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

development has focused mainly on benefits; in-kind services 

provided by the government have expanded more slowly. 

 

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

                 Expenditure (Constant 1998 prices) 

 
 1990 1992 1995 1997 1998 1999 

Total expenditure (NIS millions)      

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

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

Per-capita expenditure (NIS) 
      

Total 414 433 491 520 542 615 

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

       

INDEX: 1990=100       

       

Total expenditure (NIS millions)      

Total 100 115 141 157 168 195 

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

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

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

also reflected in the share of this expenditure in overall current 

social spending. Personal social services are the third-largest 

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

proportion of personal services in total social expenditure 

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

expenditure for this purpose has been increasing by 7 percent on 

annual average, as against increases of 5.0 percent and 2.2 

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

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

trend resembles that characteristic of income-maintenance 

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

personal social services, below, discusses these developments at 

greater length. 

 


