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FOREWORD 

Israel has a vibrant society and economy that face many challenges, from within and from without. A 

thriving high-tech industry coexists with a stagnating commerce and services sector. Different segments 

of the population have differing interests and demographics, which often lead them to make very 

different choices. And the unique security threats facing Israel from within and from without place a 

great burden on the country from more than just an economic perspective. 

In the pages that follow, we will try to present a broad picture of socioeconomic life in Israel, taking a 

wide-ranging, societal perspective while also zooming in on the impact of the state-of-affairs on 

individuals. We begin with an overview of the macroeconomic situation, including a breakdown of the 

main categories in the country’s budget – security, welfare, health, and education. We then consider the 

latter three in order, first continuing our macro analysis by breaking down the welfare components, and 

showing how Israel compares to other countries in a number of different social welfare criteria. Health 

is next as we focus on the level of healthcare expenditures in Israel, ending with a micro view of life 

quality and longevity. We continue to zoom in to the micro level by studying the economic life of 

individuals as life progresses, starting with education and moving to labor force participation, labor 

productivity, and wages, all of which affect the income of individuals and families. Finally, we complete 

the description of personal well-being by taking a brief look at the other side of the equation – the 

expenditure side – and considering price levels in Israel and their effect on the Israeli consumer. 

 

 



 

THE BIG PICTURE 

Since the turn of the millennium, the government has been spending more on welfare, education and 

health, but, at the same time, large gaps remain between the per capita expenditures in Israel and those 

in other OECD countries. Welfare spending, in particular, has been less successful in combating poverty 

and inequality in Israel than in most other countries. However, to a large extent, this limited reduction of 

poverty and inequality would at least partially seem to be the result of a combination of policy choice 

and the unique circumstances in Israel.  

The policy choice refers to decisions taken by the government to lower taxes in Israel, easing the burden 

on tax payers, but limiting resources available for redistribution to populations in need. The extenuating 

circumstances include Israel’s security situation, which necessitates substantial expenditures to protect 

its citizens, and the demographic makeup of its population, which presents some unique challenges. In 

particular, the unparalleled fertility rates in Israel and the labor force participation choices of the sectors 

with the highest fertility rates lead to some distinctive results and makes combating poverty challenging. 
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Countries with higher tax revenues have higher                      

public expenditures 

The more taxes a country collects, 

the greater its ability to spend. While 

the tax revenues as a percentage of 

GDP in Israel were similar to the 

average in OECD countries until 

2007, cuts in tax rates in 2007 

lowered the tax burden in Israel to 

well below the OECD average. As a 

result, Israeli citizens retain more of 

their income, but the Israeli 

government has lower revenues, and 

so is less able to invest in various 

programs, including infrastructure 

and welfare.  

Tax revenues and public expenditure, 2014 

As a percent of GDP in OECD countries* 

* 33 OECD countries. Australia, Iceland, Japan, Mexico, Netherlands, Poland – 2013. Turkey – 2011. 

Source: Haim Bleikh, State of the Nation Report 2015 (updated). Data: OECD. 
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Excluding military expenditures, Israel has one of the lowest tax 

burdens in the OECD 

Once we remove the sums spent on 

security from total taxes and 

expenditures, Israel’s situation is 

even more market oriented, having 

one of the lowest tax burdens in the 

OECD.  

Many tend to ignore the relationship 

between income sources and uses, 

but this relationship is critical when 

considering public policy. To expand 

any government program, one must 

always also consider how this 

expansion will be funded. Put 

simply, sources and uses should 

always be discussed in tandem. 

Tax revenues and public (excluding military) expenditure, 2014 

As a percent of GDP in OECD countries* 

* 33 OECD countries. Australia, Iceland, Japan, Mexico, Netherlands, Poland – 2013; Turkey – 2011. 

Source: Haim Bleikh and Avi Weiss, Taub Center. Data: OECD; SIPRI. 
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Average tax rates for Israeli citizens have decreased over time 

and are far lower than the OECD rates 

To illustrate the reduction in taxes 

over time, consider two different 

contingents: a single average wage 

earner and a married couple with two 

children. At the start of the 

millennium, average income and 

social security taxes for the single 

average wage earner with no 

children was similar in Israel and in 

the OECD, equaling about 26%. For 

the couple, taxes were already lower 

in Israel. Over time, tax rates in 

Israel fell substantially, while those 

in the OECD changed little. As a 

result, average tax rates paid by 

Israeli citizens are far lower than 

those in other OECD countries.  

Average rate of income tax and National Insurance Institute 
payments in Israel and the OECD 

* Single with no children earning the average wage. ** Family with two children where the man earns the average wage and the woman earns two-thirds of the 
average wage. 

Source: Ayal Kimhi and Kyrill Shraberman, State of the Nation Report 2015. Data: OECD. 
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The more you earn, the higher your taxes  

Turning to the distribution of the tax burden, gross income of 

the highest paid decile is 11.5 times higher than that of the 

lowest decile, while after direct taxes, the ratio is 9:1. The 

highest decile pays 40% of all direct taxes, and almost half of 

all income taxes, and 80% of all households pay less than 

10% of their wages in income taxes. This distribution, 

together with the low tax rates in Israel (presented in the 

previous figure), leads to a dilemma. Assume legislators 

decide to increase taxes, for instance, in order to increase 

welfare payments. The increase can come from indirect taxes 

(e.g., VAT) or from direct (income) taxes. The former is 

regressive and will harm the weaker populations. The latter 

means either increasing taxes for workers who already pay 

most of the taxes, which can harm incentives to work, or also 

increasing taxes for lower deciles, which could be highly 

unpopular and an added burden to those most in need.  

Monthly income and direct taxes, 2014 

In shekels 

* Income deciles are ranked according to net income per standardized person in a household. 
Source: Taub Center. Data: CBS.  
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While the total tax burden has fallen for all, the poorest are still 

the most harmed by indirect taxation 

The total tax burden (the sum of 

direct and indirect taxes) as a 

percentage of income has fallen 

significantly from 2003 to 2011 for 

all deciles, with the largest decrease 

felt by the lowest decile, largely due 

to the implementation of a negative 

income tax. In 2011, the largest total 

tax burden as a percentage of income 

was paid by the top two deciles (the 

result of progressive income taxes), 

followed closely by the lowest decile 

(the result of regressive indirect 

taxes, such as VAT). Income deciles 

3-7 bear similar tax burdens (as a 

percentage of income). Note that the 

actual amount of taxes paid in 

shekels increases over the deciles, as 

in the previous figure, and the U-

shaped form seen here reflects taxes 

as a percentage of income. 

Overall tax burden 

By household income decile, as a percent of gross income 

Source: Moshe Hazan, State of the Nation Report 2015.  
Data: CBS, Household Expenditure Survey. 
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Spending on health, education, welfare and security has 

increased by 34% 

Turning from income to 

expenditures, we can see that the real 

size of the total budget on health, 

education, welfare, and security has 

increased by 34% over this period 

(despite a decrease from 55% to 52% 

of the total budget). Significant 

changes have occurred in the 

distribution of funds between the 

categories, with a decrease in the 

shares of military and welfare 

spending and an increase in the 

expenditure shares of health and 

education. Changes within the social 

categories will be presented in the 

relevant sections that follow. 

Government expenditure on social services and supports 

In billions of shekels (2011 prices) and as a percent of total government spending 

* Including health tax. ** Excluding expenditures for rehabilitation, allowances and payment to families (under Welfare expenditure). 
Source: Shavit Madhala-Brik and Avi Weiss, Taub Center. Data: Ministry of Finance; NII; CBS. 

 



 

WELFARE 

The Israeli government spends about one-fifth of its budget on welfare programs. To understand the 

effect these expenditures have had, we break down the budget by categories and show how expenditures 

have changed over time and how they compare to expenditures in other countries. We then look at 

poverty levels in Israel, which are known to be unusually high in comparison to other countries. Careful 

analysis allows us to pinpoint the demographics of families who find themselves below the poverty line. 

 

 



In 2014, expenditure on the various 

components of welfare stood at 

about 86 billion shekels. This 

represents about half of the 

government’s social spending that 

includes the areas of education, 

health and welfare. Although the 

amount is trending upwards since the 

middle of the past decade, this has 

been primarily due to a rise in the 

expenditure on pensions for the 

elderly. In particular, there were 

increases in Old-Age and Survivors 

pensions, as well as a rise in 

disability allowances, in 2001. In 

contrast, the expenditure on social 

services, that is, services rather than 

cash transfers, remained low and 

even decreased slightly over the 

period examined.    

Source: John Gal and Shavit Madhala-Brik, State of the Nation Report 2015.  
Data: Ministry of Finance. 

20  Welfare 

Total social welfare expenditure is on the rise, while spending on 

social services is falling 

Social welfare expenditure 

In billions of shekels, 2011 prices 

 



* Including disability allowances, unemployment 
benefits, family allowances, old-age and 
survivors allowances, and other social benefits. 
Source: Haim Bleikh, State of the Nation Report 
2015. Data: OECD. 
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Cash transfers in Israel as a percent of GDP are much lower than 

in the OECD  

Public social expenditures devoted to 

cash transfers to individuals in Israel 

are significantly lower than the 

average in the OECD – 8.8% 

compared to 12.5%. The difference 

can be attributed to several factors:   

1) different needs due to different 

demographics and pension 

arrangements (private rather than 

publicly funded pensions);                 

2) differences in the amounts of 

various government transfer 

allowances and accessibility or 

eligibility to these benefits; and         

3) the lower tax burden in Israel 

(discussed previously).  

It is worth noting that the gap in cash 

transfers between Israel and the 

OECD average in shekels is 

significantly smaller than the gap in 

taxes (see pages 12-14). 

Cash transfer allowances,* 2011 

As a percent of GDP in OECD countries 

 



Source: John Gal and Shavit Madhala-Brik, Taub Center.  
Data: Ministry of Finance. 

22  Welfare 

National Insurance Institute payments to the elderly increased 

while child allowances decreased  

When we look at the National 

Insurance Institute expenditures by 

type of allowance, we see different 

trends. Those benefits intended for 

the elderly – Old-Age and Survivors 

and Long-Term Care funding – are 

the largest share of spending and 

show a clear upward trend. This rise 

reflects primarily the demographics 

of an aging population. However, the 

amount of the old-age pension has 

also risen over the years. In contrast, 

there has been a decrease in child 

allowances following changes in the 

legislation in 2002-2004 that led to 

cuts in the generosity of this benefit.  

National Insurance Institute transfers for various allowances 

In billions of shekels, 2011 prices 
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Ministry of Social Affairs and Social Services spending grew 

substantially, while Ministry of Housing spending dropped  

Distribution of social welfare expenditure 

2011 prices and as a percent of social welfare spending 

Source: John Gal and Shavit Madhala-Brik, State of the Nation Report 2015 (updated).  
Data: Ministry of Finance. 

 

Since the beginning of the 

millennium, there has been a decrease 

in social welfare spending (i.e., the 

budgets of the Ministries of Immigrant 

Absorption, Housing and Social 

Affairs and Social Services as well as 

funding for employment in the 

Ministry of Economy), due to a sharp 

drop in the budget of the Ministry of 

Housing. This trend continued through 

the end of the first decade of the 

2000s. Since then, there has been an 

upward trend. At the same time, there 

has been a substantial rise in the 

budget of the Ministry of Social 

Affairs, and in 2014, the largest 

portion of social welfare spending was 

for services. The increase in the 

Ministry budget meant not only a rise 

in the spending per household, but 

also an increase in the number of 

households in their care: 464,000 

households in 2014 versus 331,000 

households in 2000 (a 40% increase).  



When considering income before 

taxes and transfers (i.e., based on 

market income, which includes 

income from work, private pension 

plans, and capital), poverty rates in 

Israel are similar to those in other 

OECD countries, on average.  

However, after accounting for taxes 

and transfer payments, disposable 

income poverty rates are the highest 

in the OECD, and are almost twice 

as high as the OECD average, with 

about 1 out of every 5 individuals 

living below the poverty line. 

Reasons for the relatively large 

poverty rates in disposable income 

include relatively low tax rates, as 

discussed previously, that result in 

lower welfare expenditures, and 

demographic issues, including a 

substantial percentage of large 

families in low income deciles. 

* 31 OECD countries. In a few cases, 2011 data are not available and data from 2010 or the average of 2010 and 2012 are used. 
Source: Haim Bleikh, State of the Nation Report 2015. Data: OECD. 

24  Welfare 

Israel's poverty rate after accounting for taxes and transfers is 

almost twice as high as the OECD average  

Share of individuals below the poverty line, 2011 

As a percent of country population in OECD countries* 
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For working families, poverty is particularly high for those with a 

single wage earner and children 

Among households with working age 

members (where the head of 

household is age 59 or under) with 

only a single wage earner, Israel is 

characterized by high poverty rates 

relative to OECD countries. As 

expected, the level of poverty rises 

with the number of children and 

about half of those families with 

three or more children and a single 

wage earner are below the poverty 

line.  

The share of households of working 

age below the poverty line with a 

single wage earner is high: 28% in 

Israel versus 22% on average in the 

OECD. In contrast, there are not 

substantial differences between 

poverty rates for households with 

two or more wage earners, although 

the share of these households in 

Israel (65%) is lower than the OECD 

average (76%).  

Characteristics of coupled households with members aged 59       
and under,* 2010 

* Head of household and partner (if there is one) age 59 or under. For 17 OECD countries with sufficient 
observations in each group. Figures do not sum to 100% because they do not include households with no 
wage earners. Source: Haim Bleikh, Taub Center. Data: LIS; CBS. 

 

Poverty rates among couples 

aged 59 and under are      

13% in Israel compared to 

7% in the OECD 



For retirement-aged individuals, 

poverty rates in market income are 

substantially lower than in the 

OECD – 46% versus 73%. This is 

due, to a large extent, to a difference 

in pension plans; whereas in Israel 

51% of the retirement-aged 

population live in a household in 

which at least one member receives 

an occupational pension (which is 

counted as market income), pensions 

in most OECD countries are not 

occupational.  

On the other hand, in terms of 

disposable income, Israel has one of 

the highest poverty rates in the 

developed world, with 21% of the 

elderly living below the poverty line. 

However, when calculating poverty, 

it must be noted that this measures 

income rather than wealth and assets, 

which may be substantial for 

portions of this population. * 31 OECD countries. In a few cases, 2011 data are not available and data from 2010 or the average of 
2010 and 2012 are used. Source: Haim Bleikh, State of the Nation Report 2015. Data: OECD. 

26  

One out of every 5 individuals over the age of 66 has income 

below the poverty line 

Share of individuals aged 66 and over who are below the 
poverty line, 2011* 

Welfare 

 



 

HEALTH 

Healthcare expenditure relative to GDP in Israel (public and private) has increased in the past few years, 

after years of stability. Nevertheless, the rise in the expenditure in the OECD was greater, and in an 

international comparison, Israel’s spending lags behind. This trend carries even greater importance in 

light of the unique demographic composition of Israeli society, which includes a quickly growing and 

aging population (that is still small relative to the majority of Western countries) and an especially high 

birth rate. 

The portion of private expenditure out of all healthcare spending has also increased, and a rising share of 

Israelis (primarily at the higher income levels) purchase supplementary and private healthcare insurance 

– oftentimes insuring the same treatment and medical condition several times over.  

 

 

 



28  Health 

Expenditure on healthcare in Israel has increased, though it is 

lower than in the OECD 

The share of health expenditures in 

Israel (public and private) as a 

percent of GDP rose from 6.8% in 

2000 to 7.5% in 2013. In those same 

years, average expenditure in the 

OECD rose to a higher rate, so that 

despite the increase, the expenditure 

in Israel is low relative to the OECD 

countries, and the gap is increasing.  

Israel’s relatively low level of 

spending is in part due to its younger 

population, though the aging of the 

population is also relatively fast. 

This means that answering the 

healthcare needs of the population 

will take more resources than in the 

past. 

Healthcare spending as a share of GDP 

Source: Dov Chernichovsky, Liora Bowers and Shavit Madhala-Brik, Taub Center.  
Data: OECD; CBS. 
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Private and public health expenditures are rising steadily 

Both public and private healthcare 

expenditures have been rising 

steadily over the past two decades in 

real terms. The privately-covered 

portion of overall national health 

expenditures increased slightly until 

about 2007, but has plateaued since 

then. Much of the increase in private 

expenditures is the result of the 

purchase of private health insurance 

with some individuals purchasing 

multiple insurance plans covering the 

same medical conditions (through 

supplementary plans sold by the 

health funds and private insurance).  

National expenditure on healthcare 

In billions of shekels, 2010 prices 

* Including health tax. 
Source: Dov Chernichovsky and Shavit Madhala-Brik, Taub Center. Data: CBS.  

 



30  Health 

The proportion of healthcare expenditure funded by the 

government is lower in Israel than in the OECD 

In Israel, the share of healthcare that 

is funded by the government is 

consistently lower than in the OECD. 

In 2013, it stood at 60% – a share 

that is 13 percentage points lower 

than the OECD average and 3 

percentage points lower than the rate 

in Israel in 2000. This difference is 

partly due to the fact that in other 

countries much of dental care and 

long-term care is included in 

government spending, whereas in 

Israel these expenses are generally 

private. In addition, even though 

Israel has universal health coverage, 

it also has a higher rate of private 

insurance coverage than most other 

OECD countries, as shown in the 

next page. 

Share of healthcare expenditure funded by the government 

Source: Dov Chernichovsky, Liora Bowers and Shavit Madhala-Brik, Taub Center.  
Data: OECD; CBS. 

 



Source: Liora Bowers, Taub Center.  
Data: The Israel National Institute for Health Policy and Health Services Research. 

In addition to the universal health 

coverage provided by the state, many 

Israelis purchase supplementary 

insurance from their health fund or 

from commercial health insurance. In 

2012, 80% of the population had 

supplementary health insurance, and 

slightly over 40% had private 

insurance. Many Israelis are double 

insured, as almost all those with 

commercial insurance also have 

supplementary insurance. This type of 

insurance coverage has grown by 

almost 60% since 1999 (with almost 

all the growth before 2005) and 

commercial insurance coverage has 

grown 80% between 1999 and 2012. 

Including supplemental insurance, 

Israel has the third highest rate of 

private health insurance coverage out 

of 20 OECD countries with available 

data. In parallel with this rise, there 

has been a decline in the public 

funding of the healthcare system. 
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Most Israelis have additional insurance coverage over and above 

what is publicly provided by the government  

Share of population with supplementary and/or commercial    
health insurance 
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The percentage of households with additional health insurance 

increases with income  

While almost all of the households in 

the top two income quintiles 

purchase additional health insurance, 

only about half of the households in 

the lowest income quintile have 

access to such coverage. These 

figures are indicative of an inequality 

in access to prompt and high-quality 

healthcare – a subject that has been 

of great concern in the past few 

years. 

Share of households with supplementary insurance by income 
quintile, 2014 

As a share of all households in the income quintile 

Source: Dov Chernichovsky and Aviad Tur-Sinai, Taub Center.  
Data: CBS, Expenditure Survey. 
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The higher your income, the longer you live, but the social 

environment matters also  

There is a generally positive 

significant correlation between 

longevity and socioeconomic status – 

that means that, on average, the 

higher your income, the longer you 

live. This correlation is seen clearly 

when looking at average income and 

life expectancy in Israeli cities with 

populations over 50,000. The three 

largest outliers – cities with longer 

life expectancy than would be 

predicted based on their income – all 

have a disproportionately large 

percentage of Haredim – Bnei Brak 

(95%), Beit-Shemesh (46%) and 

Jerusalem (31%). One explanation is 

that Haredi populations report better 

health than non-Haredim and tend to 

be happier with their family and 

social lives. These data suggest that 

well-being, which depends on more 

than just income, has a positive 

impact on longevity. 

Life expectancy at birth and the Socioeconomic Index* 

Municipalities with over 50,000 residents 

* Life expectancy at birth – average for 2005-2009; Socioeconomic Index – data for 2008. ** The Index is 
calculated on the basis of 16 factors from the following areas: demography, education and schooling, 
employment, pensions, standard of living (cash income, mobility, housing). Source: Dov Chernichovsky 
and Chen Sharony, State of the Nation Report 2015. Data: CBS; Ministry of Health. 
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EDUCATION:  

FROM PRESCHOOL TO UNIVERSITY 

This section presents important changes that have affected individuals throughout their formative years, 

from preschool through higher education. Private and public expenditures on education are on the rise, 

and all groups in Israel have seen a substantial increase in education levels. There have been interesting 

demographic changes in the sectoral makeup of pupils, and shifts in educational tracks. These changes 

are presented in this section, while the effect on labor force participation and on wages will be presented 

further on.  

With respect to higher education, some well-known phenomena that continue to hold are that the 

colleges are getting stronger, partially at the expense of the universities, women continue to pursue 

higher education at a higher rate than men in all sectors, and secular and national-religious Jews study 

for higher degrees more than Arab Israelis and Haredim. 
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Overall expenditure on education and per pupil expenditure 

rose more quickly in Israel than in the OECD 

The share of overall expenditure on 

education for primary school 

education and high school education 

increased more in Israel than the 

OECD average between 2005 and 

2012. In this period, the number of 

pupils in the OECD declined, while 

the number in Israel increased by 

15%. Since the overall education 

expenditure rose at a higher rate than 

the number of pupils, the per-pupil 

spending was greater than the rise in 

the OECD.  

To a large extent, the substantial rise 

in Israel is the result of new wage 

agreements that were signed with 

teachers, especially the New Horizon 

agreement in 2008. 

Trends in education expenditure and the number of pupils in Israel 
and the OECD 

Index year: 2005=100, in real prices 

Source: Nachum Blass and Yulia Cogan, Taub Center (updated).  
Data: OECD. 
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Among preschool pupils, the relative share of Haredi and Arab 

Israeli pupils is falling, while that of secular Jews increased 

At the start of the millennium, the relative portion of Arab 

Israelis and Haredim in preschools rose rapidly from around 

20% each in 2000 to about 25% in 2006 (for Arab Israelis) 

and in 2008 (for Haredim). At the same time, the share of 

secular preschool children fell 8% to 35.5% while the share 

of children in state-religious preschools declined by over 2% 

to less than 15%. This trend has since been reversed, with the 

Arab Israeli share falling by 3.5% to 21.5% and the Haredi 

population falling by 2.4% to just under 23% in less than a 

decade. The share in secular preschools, on the other hand, 

has increased to 40%. These trends seem to be related to 

decreased birth rates connected to the increased labor force 

participation of Haredim and Arab Israelis. 

Distribution of preschool pupils by educational stream 

Percent 

Source: Nachum Blass and Haim Bleikh, Taub Center. Data: CBS. 
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Transfers between educational streams show a move away   

from religiosity 

Among Jewish populations, there is 

more migration from more religious 

to less religious schooling systems 

than in the opposite direction. That 

is, more pupils move from Haredi 

schools to state-religious and state 

secular schools, and from state-

religious schools to state secular 

schools than from state secular 

schools to more religious streams. 

The largest number of transfers was 

from state-religious schools to state 

secular schools, which is all the more 

remarkable since the national 

religious population constitutes the 

smallest sector in preschools      

(14%-17% over this period as shown 

in the previous figure).  

When preschool to primary school 

transfers between streams are 

included, the number of transfers is 

much higher. 

Number of pupils transferring between educational streams 

In thousands of pupils in Jewish education 

This study is nearing completion and will be published by the Taub Center in its entirety in the near future. 
Source: Nachum Blass and Haim Bleikh, Taub Center. Data: Ministry of Education. 
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In high school tracking, girls and Arab Israelis are over-

represented in the vocational tracks 

High school pupils in Israel study in 

one of 4 tracks: the academic track, or 

3 vocational/technological tracks – 

engineering (considered prestigious), 

technological, and vocational, the least 

prestigious. Girls are overrepresented 

in the academic and vocational tracks 

– apparently due to their reservations 

about studying math and science at 

higher levels. Arab Israelis (24% of 

the population) are overrepresented in 

the engineering and vocational tracks 

which reflects an important change in 

vocational education. Until the 1990s, 

vocational education was chosen 

mostly by Jews of low socioeconomic 

standing. As public criticism mounted, 

preferences shifted towards academic 

education. Among Arab Israelis, 

demand for these programs increased 

as they are seen as suitable for pupils 

(mainly male) who may drop out of 

secondary school prematurely. The 

Ministry met this demand. 

Composition of 10th grade pupils by educational track 

Percent by gender, immigrant status and ethnicity, average for 2011-2012 

Source: Carmel Blank, Yossi Shavit and Meir Yaish, Taub Center.  
Data: Ministry of Education.  
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The highest matriculation rates and lowest drop-out rates are in 

the engineering track 

The percentage of pupils who drop 

out of school is far higher and the 

percentage who complete the bagrut 

(matriculation) exams required to 

enter universities is much lower in 

the technological and vocational 

tracks than in the academic and 

engineering tracks. The most 

successful track in terms of 

completion and matriculation is the 

engineering track, which also has the 

lowest percentage of women and 

religious pupils, but relatively high 

numbers of Arab Israeli and 

immigrant pupils (see the previous 

figure). Those in the academic track, 

which includes nearly 60% of the 

pupils, show high achievements. 

Bagrut qualification and drop-out rates 

Average for 2011-2012 

Source: Carmel Blank, Yossi Shavit and Meir Yaish, Taub Center.  
Data: Ministry of Education. 
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Meteoric rise in college attendance, while university enrollment 

is down 

The past two decades have witnessed 

the opening of a great number of 

colleges throughout the country. 

Enrollment in many (but not all) of 

them is substantially more expensive 

than enrollment in the universities, 

however the prerequisites 

(matriculation grades, psychometric 

tests) for acceptance are far less 

strict. The result has been a strong 

increase in the percentage of students 

enrolled in higher education (see the 

next figure); at the same time, 

though, the changes have harmed the 

research universities as attendance, 

and consequently, financing, have 

been declining for over a decade. 

Number of students enrolled in higher education for a first degree* 

By type of academic institution 

* Not including students at the Open University. For consistency in comparison, Ariel University (formerly Ariel College) is considered an academic college for all 
years. University supervised colleges are those that are recognized and academically supervised by the Council for Higher Education in Israel. 
Source: Hadas Fuchs, Taub Center. Data: CBS, Labor Force Survey. 

Education 
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Overall, more young adults are pursuing academic studies 

The percentage of students  in each 

age group has been increasing 

steadily, in tandem with the opening 

of colleges throughout the country. A 

large percentage of 18-22-year-olds 

is serving in the army (or national 

service), so the group with the 

largest percentage of students is 23-

26-year-olds.  

Over time there is also growth in the 

percentage of students among 27-30-

year-olds as a result of the increase 

in the number of young adults 

studying and continuing on to 

graduate studies, and the fact that 

more of them choose to take a break 

between the end of their army 

service and the beginning of their 

academic studies. The vast majority 

of 31-34-year-olds has completed 

their studies, and is employed in the 

labor market. 

Share of students among 18-34-year-olds 

By age group 

Source: Hadas Fuchs, Taub Center.  
Data: CBS, Labor Force Survey. 

A Picture of the Nation 2016 
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In all sectors, there are more female than male graduates of 

higher education 

In all segments of the population, a 

larger percentage of women 

complete their college education than 

men. The difference is particularly 

large in the Haredi population where 

twice as many women hold academic 

degrees as do men. 

The low percentage of Arab Israelis 

with academic degrees indicates the 

importance of increasing 

accessibility to higher education for 

these citizens. And, in fact, the 

opening of colleges throughout the 

country led to a substantial increase 

in the portion of female Arab Israeli 

degree-holders in this age group – 

from 11% in 2000 to 21% in 2014. 

The population group with the most 

graduates is secular Jews, followed 

by the Jewish religious. 

Share of those with an academic degree aged 30-54, 2015 

By gender, sector and level of religiosity*  

* Level of religiosity is self-reported. 
Source: Hadas Fuchs, Taub Center. Data: CBS, Labor Force Survey. 

Education 
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Educational attainments of Ethiopian Jews: Gaps and progress  

* Data for the share of college graduates are for ages 30-35. 
Source: Hadas Fuchs and Gilad Brand, Taub Center. Data: CBS, Labor Force Survey. 

A Picture of the Nation 2016 

 

Education levels for ages 25-35,* 2006-2011 

Ethiopian-born and other population groups, percent of the population group 

In general, Israeli Jews of Ethiopian 

origin are characterized by lower 

education levels than the rest of the 

Jewish population, although there is 

a substantial difference in the level 

of education between parents from 

Ethiopia and their Israel-educated 

children. While only 36% of those of 

Ethiopian origin who came to Israel 

after the age of 12 completed high 

school, the rate is 90% for those 

educated in Israel (similar to the rate 

in the general Jewish population).  

There remain large differences 

between the rates of bagrut 

qualification and higher education 

among those of Ethiopian origin 

educated in Israel and the general 

population. Higher education rates 

are 21% for those of Ethiopian origin 

– about half of the overall Jewish 

population rate (about 40%). There is 

a distinct and encouraging 

improvement in the continuing trend 

towards more education among this 

population group. 
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LABOR MARKET PARTICIPATION AND 
OCCUPATIONS 

The next step after completing one’s education is to enter the labor market. Employment is on the rise 

for men, women and for all other population groups. Notably, Haredi men are starting to enter the labor 

market far more, with employment rates among 25-54-year-olds of around 50% in the most recent data 

available. Still, Haredi men and Arab Israeli women remain the weakest in terms of labor force 

participation rates. Women’s participation in Israel has increased particularly quickly, and today female 

participation in Israel is far greater than in the OECD. Interestingly, the largest increase is among 

women with small children. 

In considering Israel's labor market, it is also important to look at what the future holds. Research shows 

that a large percentage of jobs as we know them now are likely to become obsolete in the near future as 

the result of technological advancement. Understanding which occupations are most susceptible could 

be very useful for policy makers in choosing the types of training offered to different populations. 
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Employment rates among both men and women are increasing 

Employment rates of men in Israel 

are lower than in the OECD, but they 

have been increasing and the gaps 

have been narrowing since 2003, at 

least partly as a result of increased 

labor force participation by the 

Haredi population.  

The growth in employment rates of 

women in Israel has been far 

stronger than in the OECD, and 

female employment rates in Israel 

surpassed the OECD rate as of 2005, 

resulting in a gap of about                 

7 percentage points in 2014. Israeli 

men still work at higher rates than do 

women, but while in 1990 the gap 

was almost 30 percentage points, 

today it has narrowed to only            

6 percentage points. 

Employment rates among 25-54-year-olds 

 

Source: Liora Bowers and Hadas Fuchs, Taub Center.  
Data: CBS, Labor Force Survey. 
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Arab Israeli women and Haredi men stand out for their low 

employment rates 

In most population groups, men aged 

25-54 work more than women, 

though the gaps are, in general, 

rather small. For two groups, the 

gaps between men and women are 

large: Arab Israelis and Haredim.  

Among Arab Israelis, almost twice 

as many men work as do women. 

The percent of working men among 

Haredim is far higher than in the past 

few decades, and reached 53% in 

2015. Still, this percentage is well 

below that of Haredi women (72%) 

and the rest of the population.  

Employment rates among 25-54-year-olds, 2015 

By gender, sector and level of religiosity* 

* Level of religiosity is self-reported. 
Source: Hadas Fuchs, Taub Center. Data: CBS, Expenditure Survey. 
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Growth in employment among all populations 

All groups have shown a marked 

increase in employment rates, with 

particularly large increases for 

Haredi and Arab Israeli women. In 

general, the increase among women 

was greater than among men. Men 

work more than women do, except 

among Haredim (as seen in the 

previous figure).   

The two weakest groups in terms of 

labor force participation – Haredi 

men and Arab Israel women – 

continue to lag far behind the rest of 

the population. 

Employment rates by gender and sector 

Ages 25-54, percent 

Labor Force Participation and Occupations 

* In 2012 , there were broad changes in the Labor Force Survey methodology. In this figure, Haredim are identified by last educational setting (as opposed to 
the previous figure which used self-reporting) in order to enable time-series comparisons. 
Source: Hadas Fuchs , Taub Center. Data: CBS, Labor Force Survey. 
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Increased participation in the labor market means the number 

of wage earners per family is increasing 

As a result of increased labor market participation, the 

percentage of families with no wage earners fell substantially 

between 2002-2003 and 2010-2011 for all population groups, 

and, concurrently, the percentage of families with two or 

more wage earners increased.   

Despite this, in 2011, a quarter of the Haredi families had no 

wage earners, and only a fifth had more than one. Among 

non-Haredi Jews, there remain very few coupled households 

in which neither partner works, and in over three-quarters of 

these households, there is more than one wage earner. 

Household employment distribution, ages 59 and under* 

Percent, by household composition and population group  

* Head of household and partner (if 
there is one) aged 59 or under.                 
** Households including children under 
age 18. The majority of such households 
are non-Haredi Jews and so a breakdown 
by population group was not carried out. 
Source: Haim Bleikh, State of the Nation 
Report 2015. Data: CBS. 
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The increase in female employment rates is particularly 

prominent among mothers with small children 

Most of the rise in female 

employment rates was among 

mothers of small children, and 

particularly among mothers without 

an academic education. Two decades 

ago, mothers of children aged 0-4 

had lower employment rates than 

women without children in that age 

range, but the gaps have almost 

disappeared over time.  

Among men, the picture is reversed: 

the employment rate among men 

aged 30-40 is higher for fathers with 

young children. 

Employment rate for ages 30-40 by the presence of children              
in the home 

Percent 

Labor Force Participation and Occupations 

* There were broad changes in the Labor Force Survey methodology in 2012. 
Source: Hadas Fuchs, Taub Center. Data: CBS, Labor Force Survey. 

 



* Parental leave (which does not 
exist in Israel) is given to fathers 
or mothers. It may have different 
conditions than maternity leave, 
and can often be used over the 
first few years of a child’s life, 
depending on the country.        
** Full-rate equivalent pay (FRE) 
represents the weeks of paid 
leave received if the benefit were 
paid at 100% of the individual’s 
average wage. 
Source: Liora Bowers and Hadas 
Fuchs, Taub Center. Data: Moss 
(2014, International Network on 
Leave Policies and Research); 
OECD (2015). 
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The number of lifetime weeks of paid maternity leave in Israel is 

similar to the OECD average 

The length of paid maternity leave in Israel is shorter than 

the average in other OECD countries. Fertility rates in Israel 

are much higher than in the OECD (an average of 3.0 

children per woman in Israel and an OECD average of 1.7), 

which makes it more  costly for the country to provide the 

same length of maternity leave per child.  Taking fertility 

rates into account, Israel grants an average of 42 weeks of 

paid leave on a lifetime basis compared to 81 weeks in the 

OECD on average; however, the Israeli parent receives full 

pay compensation (100%) during leave, while in 21 OECD 

countries, a parent receives less than the full salary. 

Comparing benefits on a “full-rate equivalent” (FRE) basis, 

Israel’s total leave is similar to the OECD average (42 

lifetime FRE weeks in Israel compared to 44 FRE weeks in 

the OECD) and higher than that of 19 other OECD countries. 

Total lifetime weeks of paid leave* available to mothers 
in the OECD and weeks of full-rate equivalent pay,**  
2014-2015 
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However, Israel has the lowest share of fathers taking paternity 

leave out of 23 OECD countries  

Various policies in OECD countries 

are designed to encourage parental 

leave-taking by fathers, including 

financial bonuses, additional paid 

leave and an extension of the total 

leave time granted if fathers take 

some of the leave. These policies are 

often quite successful. Thus, a non-

transferable father-specific benefit 

implemented in Iceland in 2001 led 

to an increase from 3% to 35% in the 

share of leave days taken by fathers.  

Israel is one of only 9 OECD 

countries that does not provide any 

paid leave specifically for fathers. 

Across 23 OECD countries with 

available data, men represent an 

average of 16% of individuals taking 

parental leave. In 2014, only 0.4% of 

recipients of maternity/paternity 

leave benefits in Israel were men 

(120,000 Israeli women but only 470 

men received benefits). 

Share of fathers taking parental leave out of all individuals       
taking leave* 

Labor Force Participation and Occupations 

 

* For countries with available data; various years. 
Includes data on countries such as Israel where there 
is no parental leave reserved specifically for fathers 
but where fathers are able to take some of the 
parental leave granted to mothers or families. 
Source: Liora Bowers and Hadas Fuchs, Taub Center. 
Data: OECD; International Network on Leave Policies 
and Research (2014); European Foundation for the 
Improvement of Living and Working Conditions (2011); 
Hong and Lee (2014, Gender Studies and Policy Review). 



A relatively high proportion of women and Haredim are 

employed in part-time jobs 
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Women work in part-time jobs with 

far greater frequency than do men in 

each population group. In addition, 

Haredi workers are employed in   

part-time work far more than other 

population groups, with part-time 

employment for Haredi men more 

than twice as likely as for other men, 

and more than half of Haredi women 

working part-time.  

Across all population groups, Arab 

Israeli men work in full-time 

employment with the greatest 

frequency. Interestingly, while the 

portion of women in part-time jobs 

has been decreasing, this share 

among Jewish men is on the rise.  

* There were broad changes in the Labor 
Force Survey methodology in 2012. 
Source: Haim Bleikh and Hadas Fuchs, Taub 
Center. Data: CBS, Labor Force Survey. 

Distribution of full-time and part-time employment, 25-54-year-olds 

Men 

Women 

 



Source: Liora Bowers and Hadas Fuchs, Taub Center.  
Data: OECD. 
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Israelis work longer hours than their counterparts in the OECD  

Israelis, men and women alike, work 

longer hours than do their 

counterparts in the OECD. In the last 

two decades, the average number of 

hours worked per week has been 

falling for men both in the OECD 

and in Israel, but the decline has 

been slightly faster in Israel so the 

gap between Israeli men and those in 

the OECD has decreased somewhat.  

For women, the gap with the OECD 

initially grew at the turn of the 

century, but has remained fairly 

constant since the beginning of the 

new decade. As such, women still 

work significantly fewer hours than 

do men, but that gap, too, is closing. 

Average weekly work hours for 25-54-year-olds 

 

Labor Force Participation and Occupations 
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The percentage of agency contract workers in Israel is    

relatively low 

The issue of contract workers in 

Israel has sparked a great deal of 

attention in recent years. What is 

rarely addressed when comparing 

Israel with other OECD countries is 

that the definition of contract 

workers is broader in Israel than in 

these other countries. Specifically, 

the OECD figures include agency 

contract workers (whose work is 

carried out under the guidance and 

direct supervision of the client) only, 

while the Israeli numbers include 

agency service providers (nursing 

care, security and cleaning workers, 

who provide services by the client, 

but are under the guidance and 

supervision of the agency) as well. A 

proper comparison shows that the 

percentage of contract workers in 

Israel is actually smaller than in most 

other countries. 

Share of workers employed through agencies 

Out of all workers,* percent 

* 2011 for Israel; average of 2011-2012 for all other countries. 
Source: Noam Gruber, State of the Nation Report 2015. Data: CBS, Labor Force Survey; OECD. 

 



The labor market is changing. Of 

those employed in 2011 aged 25-64, 

39% of work hours were in 

occupations characterized as at high 

risk of computerization within two 

decades, 20% were at medium risk, 

and 41% at low risk. This means that a 

million workers in this age group are 

likely to be replaced by technology. 

The percent of workers at high risk in 

Israel is slightly less than in other 

developed countries. In the US, the 

number of workers at high risk is 47% 

and in Germany, 49%. This reinforces 

that this is a global and natural process 

that is likely to occur in every country 

adopting new technologies. 

The common trait of occupations at 

high risk is fixed and repetitive 

activities; traits of those at low risk are 

creativity and the need for a human 

touch. These trends should be 

considered when determining labor 

training for future generations. 
* Occupation risk level is based on Frey and Osborne (2013, Oxford University publication). 
Source: Shavit Madhala-Brik, State of the Nation Report 2015. Data: CBS, Labor Force Survey. 

About 1 million Israelis work in occupations at risk of 

computerization over the next two decades 

Distribution of work hours by occupation risk of computerization* 

Workers aged 25-64, 2011 

Labor Force Participation and Occupations 
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Workers without college degrees are at the highest risk of being 

replaced by technology 

As in other countries, in Israel there 

is an inverse relationship between 

the level of education of workers in a 

given occupation and the likelihood 

of computerization in the same 

occupation. Arranging occupations 

according to the probability of 

computerization, we see that 

occupations in which a higher 

percentage of workers hold academic 

degrees tend to have smaller 

probabilities of being replaced by 

technology. A similar relationship 

exists between wage levels and risk 

of computerization: as the average 

per hour wage in the occupation 

increases, the workers’ risk of being 

replaced by technology falls.  

Share of academic degree holders in occupations at high risk                         
of computerization* 

Out of all workers in occupations at all risk levels, workers aged 25-64, 2011 

* Occupation risk level is based on Frey and Osborne (2013, Oxford University publication). ** Moving average.  
Source: Shavit Madhala-Brik, State of the Nation Report 2015. Data: CBS, Labor Force Survey. 

Labor Force Participation and Occupations 
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Greatest risk of computerization among the most vulnerable 

members of the labor market  

When dividing workers by gender 

and sector, non-Jewish men stand out 

as having the highest percentage of 

workers in occupations at risk of 

computerization. Next come women, 

Jews and non-Jews alike, with 

similar distributions, while a smaller 

percentage of Jewish men are 

employed in occupations at high risk. 

The essential difference in the 

distribution of work hours among 

men is the result of the differences in 

occupations between sectors: among 

non-Jewish men, more than 50% of 

work hours are in skilled occupations 

in manufacturing, construction and 

others – work characterized for the 

most part as being at high risk of 

computerization. 

Distribution of work hours by occupation risk of computerization,*  

By gender and ethnic group, workers aged 25-64, percent, 2011 

* Occupation risk level is based on Frey and Osborne (2013, Oxford University publication). ** Muslims, Christians, Druze, and others. 
Source: Shavit Madhala-Brik, State of the Nation Report 2015. Data: CBS, Labor Force Survey. 
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PRODUCTIVITY 

In addition to the level of education, another important factor influencing outcomes in the labor market 

is productivity, which equals the total value of what is produced divided by the total number of hours 

worked. The importance of this measure is simple: the greater the productivity in any sector, the higher 

the wages. Productivity depends on factors such as workers’ education and investments in capital or 

infrastructure. As we shall demonstrate, Israel is home to two very different economies, with the high-

tech and high-productivity manufacturing industries excelling, and the rest of the economy lagging.  
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Growing gap in productivity growth between manufacturing and 

commerce and services industries since the 1990s 

Until the early 1990s, productivity in the business sector 

developed like the manufacturing industries and commerce 

and services. After that, productivity in manufacturing 

accelerated while commerce and services fell. Since 

productivity determines wages to some extent, this 

polarization sheds light on the increased inequality in 

incomes in the Israeli market over this period.  

In the 1990s, protective taxes on trade were gradually lifted 

to enter the global economy. Those industries forced to 

compete became more efficient, reduced employment and 

raised production and export of high-tech products, areas 

where Israel had a relative advantage. The growth in 

productivity in the manufacturing industries did not translate 

into growth in commerce and services industries which are 

less influenced by foreign competition. These industries 

became based on cheap labor, in part due to a reduction in 

employment in more traditional manufacturing. 

Productivity 

Source: Gilad Brand and Eitan Regev, 
State of the Nation Report 2015.  
Data: Bank of Israel. 

 

Productivity in the manufacturing industry and 
the commerce and services industry 

Index year: 1975=100 
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The level of workers’ education in each sector plays an 

important role in the growth of productivity gaps 

The differences in productivity growth between different 

sectors in the labor market are linked, among other things, to 

deepening differences between workers. In the last 20 years, 

there has been a polarization in the market place: workers in 

low level wage in the commerce and services sector.  

Among those with an academic education, the picture is 

reversed: they have moved to the finance and high-tech 

sectors where the salaries are higher. Since low education is 

related to lower output and lower salary levels, it is no 

wonder that productivity in those sectors has lagged behind. 

Groups are arranged from 
top to bottom in order of 
ascending average wage 
per group. 
Source: Gilad Brand and 
Eitan Regev, State of the 
Nation Report 2015.        
Data: CBS. 

Employment distribution of workers by        
education level  

In the 4 industry groups in the business sector 

 



Compared to most OECD countries, 

productivity in Israel is low. 

Mainstream economic theory 

predicts that in the long run there 

should be a conditional convergence, 

i.e., a narrowing of productivity gaps 

between similar countries (subject to 

certain assumptions). However, in 

Israel’s case, there appears to be no 

convergence, but rather a widening 

of the productivity gaps with the 

OECD countries.  

This means that the growth of per 

capita income in Israel has been 

substantially lower than it could have 

been had labor productivity grown at 

a similar pace to that in the OECD. 

In the following graphs, we analyze 

these productivity gaps from a 

number of different angles. The 

analyses are based on the 12 OECD 

countries for which there are 

sufficiently detailed data 

(henceforth: OECD12).  

66  Productivity 

A large and growing gap between productivity in Israel and         

in the OECD 

Productivity per work hour 

2010 PPP dollars and prices 

* Austria, Canada, Czech Republic, Denmark, Finland, Greece, Hungary, Netherlands, Norway, Slovakia, 
Spain, Sweden. ** Excluding Israel. 
Source: Eitan Regev and Gilad Brand, State of the Nation Report 2015. Data: OECD. 

 



* In 2010 PPP dollars and prices. 
Source: Eitan Regev and Gilad Brand, State of the Nation Report 2015. Data: OECD. 
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Differences in the number of work hours can explain more or 

less about half of the productivity gap 

One possible explanation for the 

productivity gap is that, since the 

average number of hours worked per 

week in Israel is greater than in the 

OECD (37.1 versus 33.6, 

respectively), the law of diminishing 

returns would result in lower 

productivity, ceteris paribus. Indeed, 

the productivity gap per worker is 

significantly smaller than the gap per 

hour worked. However, the gap 

remains positive and substantial, so 

that even if the productivity of 

workers during these extra hours falls 

to zero, only half of the gap with the 

OECD would be explained. 

Also note that the difference in the 

number of weekly work hours does 

not explain the growth in the gap over 

the past two decades. Between 1995 

and 2014, the gap in productivity per 

worker grew by 4.1 percentage points, 

while the gap in productivity per hour 

grew by only 1.7 percentage points. 

Productivity gap between OECD12 and Israel* 

Productivity gap per work hour and per worker 
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The productivity gap does not stem from differences in the 

composition of industries 

The business-sector productivity gap 

between Israel and the OECD12 

increased from $8.10 per hour in 

1995 to $12.24 in 2009 – an increase 

of over 50%. A breakdown of the 

causes shows that the gap in general, 

and the increase in the gap in 

particular, cannot be explained by 

the differences in industry 

composition between Israel and the 

OECD. If the industry composition 

were identical to that in the OECD 

so that the gap would be the result of 

differences in productivity alone, the 

gap would actually be even larger –

$13.36 in 2009. This is mainly due to 

the fact that the high-tech and 

finance industries which are 

characterized by high productivity 

are larger in Israel than in the OECD. 

The conclusion: the gap and its 

growth result from low productivity 

and relatively low growth in 

productivity in most industries. 

Contribution of composition differences to productivity gap* 

Productivity gap in the business sector,** in 2009 PPP dollars and prices 

* Decomposition of productivity gap using the Oaxaca method (1973, International Economic Review). 
** Excluding water and electricity, housing services, construction, mining and quarrying, and 
agriculture. 
Source: Eitan Regev and Gilad Brand, State of the Nation Report 2015. Data: OECD. 
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Israel's productivity growth is lower than in the OECD in all but 

the high-tech and tradable high-productivity sectors 

For tradable high-productivity goods, 

which most notably include the high-

tech and other advanced industries, 

productivity growth in Israel has 

surpassed that in the OECD. 

However, productivity growth in 

Israel has lagged behind the OECD 

for non-tradable goods and for 

traditional goods (such as plastic and 

rubber manufacturing). The negative 

growth gaps have resulted in a 

growing productivity gap between 

Israel and the OECD in these 

industries and in aggregate, as shown 

in the next figure. 

Rate of annual growth in labor productivity, 1995-2009 

In the 4 industry groups in the business sector (using the                       
international classification) 

 

Source: Gilad Brand and Eitan Regev, State of the Nation Report 2015.  
Data: OECD; CBS. 
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Seven industries account for 75% of Israel's productivity gap 

with the OECD 

The majority of the productivity gap 

between Israel and the OECD stems 

from the trade and services 

industries. The other business 

services industry (that includes, 

among other professions, legal and 

accounting services) is responsible 

for a gap of about $3.32 per work 

hour, which is about 27.7% of the 

total gap between Israel and the 

OECD. Additional industries 

contributing substantially to the 

overall productivity gap are 

wholesale trade (16.4%), hotels and 

restaurants (9.0%), retail trade 

(5.7%), food and tobacco (5.4%), 

and land transport (5.4%). 

Industry contribution to the productivity gap between Israel and 
the OECD* 

Average for 2006-2008 in dollars,** business sector,*** and contribution to the 
gap in percent 

* The figure presents those industries with the most substantial contribution to the gap and thus the columns do not total 100%. ** In 2009 PPP dollars and 
prices. *** Excluding water and electricity, housing services, construction, mining and quarrying, and agriculture. 
Source: Eitan Regev and Gilad Brand, State of the Nation Report 2015. Data: OECD; CBS. 
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Seven industries account for about 95% of the widening of the 

productivity gap in the last decade 

Industry contribution to widening of productivity gap (between      
1995-1997 and 2006-2008) and the industry’s share in work hours (2008) 

Business sector* 

 

* In 2009 PPP dollars and prices. The figure presents those industries with the most substantial contribution to 
the gap and thus the columns do not total 100%. Excluding water and electricity, housing services, 
construction, mining and quarrying, and agriculture.                                                                                
Source: Eitan Regev and Gilad Brand, State of the Nation Report 2015. Data: OECD; CBS. 

The trade and services industries are 

also responsible for the widening of 

this gap over the years. The 

wholesale trade industry (including 

trade in raw materials as well as final 

goods) stands out for its contribution 

of 30% to the widening of the gap, 

while its share in total work hours in 

the business sector stands at only 

8.6%. That is, the contribution of this 

industry to the widening of the 

productivity gap is 3.5 times greater 

than its relative share in 

employment. The contributions to 

the gap of post and 

telecommunications, food and 

tobacco, metal products, and 

publishing and printing industries 

were also disproportional to their 

employment share. In contrast, the 

contribution of the other business 

services industry to the productivity 

gap was large (21.8%) but 

proportional to its size.  



* Other business activities – Industry 76 of the CBS, Standard Industrial Classification, 1993.  
** Includes accountants and similar occupations in finance. 
Source: Eitan Regev and Gilad Brand, State of the Nation Report 2015. Data: OECD; CBS. 
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An excess supply of accountants, lawyers, economists, and 

managers has slowed productivity growth in the Other Business 

Services industry 
Number of workers in Other Business Services industry 

By occupation group* 

From 1995 to 2010, the number of 

workers in financial sectors doubled, 

and the number of lawyers tripled. In 

contrast, general growth in 

employment at that time was only 

54%. This resulted in substantial 

growth in the sector, and established it 

as about a quarter of the overall labor 

force in the business sector in Israel 

compared to an eighth in the OECD. 

Some of the growth can be related to 

the rise in colleges offering these 

studies, and individual choices not 

necessarily in synch with the needs of 

the economy. Growth in the number of 

trained workers could increase the 

productivity in this branch. The wages 

of economists, psychologists, 

accountants, and others did not change 

from 1995 to 2008, though. This is 

unique given the rise in the real hourly 

wage – about 19% – and might 

indicate too many workers in these 

industries, and a drop in productivity. 
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In Israel's manufacturing industries, high export levels and high 

productivity go hand-in-hand  

In the manufacturing industries, 

there is a high correlation between 

each industry’s export rate and its 

productivity level relative to the 

OECD countries. As the percentage 

of exports from Israel rises, so rises 

the productivity level of the industry 

(relative to the OECD). This 

correlation, however, does not 

necessarily indicate a causal 

relationship between exports and 

high productivity. These industries 

must have high productivity in order 

to compete in global competitive 

markets, so the causality could be 

reversed – that is, it is possible (and 

even likely) that in exporting 

industries the productivity level was 

high to begin with, which is what 

allowed them to export.  

* In current PPP dollars and prices. 
Source: Eitan Regev and Gilad Brand, State of the Nation Report 2015. Data: OECD; CBS. 

Israel/OECD12 productivity ratio in manufacturing industries* 

By share of exports in Israeli industries’ output, average for 2006-2008 
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In the manufacturing industries, exposure to competitive 

imports leads to a narrowing of productivity gaps 

When examining productivity trends 

in the various industries over time, it 

becomes clear that the level of 

exposure to competitive imports has 

a substantial impact on an Israeli 

industry’s ability to narrow gaps 

relative to the OECD12. It seems 

that industries that were opened to 

imports and exposed to substantial 

competition from abroad were forced 

to become more efficient in order to 

survive, and this meant a rise in their 

productivity levels. In the textile 

industry, for example, the exposure 

to imports at the beginning of the 

1990s brought considerable 

competition from the Far East, which 

led to the closure of many textile 

plants in Israel and forced those that 

survived to become more efficient in 

order to compete in the global 

market.  

Israel/OCED12 ratio of productivity growth rates,* 1995-2009 

By level of exposure to competitive imports in Israel manufacturing industries 

* In 2009 PPP dollars and prices (real growth rate).  
Source: Eitan Regev and Gilad Brand, State of the Nation Report 2015. Data: OECD; CBS. 

 



 

WAGES 

Wages have gone up for all population groups, but have not kept pace with the growth in GDP. In 

almost all populations, men earn higher wages than women. The single outlier is among Haredim for 

which, as seen previously, Haredi women are much more highly educated and participate in the labor 

market far more than men. Overall, the wage differences between men and women have fallen, and are 

actually slightly smaller in Israel than the OECD average.  

 

 



* Head of household and partner (if there is one) under age 59.        
** Calculated using the OECD method. 
Source: Haim Bleikh, State of the Nation Report 2015. Data: CBS. 
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Improvements in household income, but large gaps between 

populations remain  

Looking at families, household income per standardized 

person increased and government support decreased for all 

population groups between 2002 and 2011, with the most 

outstanding changes seen among Haredim. Large gaps in 

income between the Haredi and Arab Israeli populations and 

non-Haredi Jews are the result of numerous factors, 

including lower education levels, fewer wage earners and 

larger families.  

With this, there is an increase in labor-force income for the 

Haredi and Arab Israeli populations during this period due, 

among other things, to increased labor force participation 

caused by tax cuts that increase the benefit from employment 

and decreases in government supports as reflected by the cuts 

in child allowances in 2003.  

Monthly household income, ages 59 and under* 

Gross monthly income per standardized person,**            
by source of income and population group, in 2011 shekels 

Main changes in income sources 2002-2011 

 Haredim Arab 

Israelis 

Non-Haredi 

Jews 

Gross 

income 

+11.6% +2.8% +6.5% 

Benefits 

income 

-20.5% -28.9% -8.6% 

Labor 

income 

+40.9% +12.4% +7.4% 

Wages 
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Net household income increased by about 20% from 2003 to 

2011, though this increase was still lower than the increase in 

GDP per capita  

Gross real income per worker from the labor market 

increased by only 0.99% per year from 2003 to 2011. This 

figure almost doubles to 1.67% when considering household 

income, demonstrating the effect of the increasing number of 

wage earners per household.  

When examining net household income (after taxes), the 

increase is higher still (2.32%), reflecting the decreasing tax 

rates during this period, but the increase in net income is still 

lower than the annual increase in GDP per capita. This 

means that net income has grown more slowly than the 

economy has grown. 

Source: Ayal Kimhi and Kyrill Shraberman, State of the Nation Report 2015. Data: CBS, Expenditure Survey. 

Indices of per capita GDP and income 

Fixed prices 
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In a simple comparison of wages 

(without controlling for differences in 

education, occupation, industry of 

employment, full- or part-time work, 

etc.), men earn more than women do 

per work hour on average in all 

population sectors except the Haredi 

sector. The unique situation among 

Haredim and the relatively small male

-female wage gap in the Arab Israeli 

sector are explained by differences in 

the level of education and labor force 

participation of these groups. Among 

Haredim, differences in higher 

education between men and women 

are particularly large, and women earn 

more than men. Among Arab Israelis, 

women with academic degrees almost 

all work, while those who do not work 

in small proportions. Arab Israeli men, 

all tend to work. Thus, the wages of 

highly educated women in this 

population receive a far larger weight 

than in other populations. * Level of religiosity is self-reported. 
Source: Hadas Fuchs, Taub Center. Data: CBS, Expenditure Survey. 
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In most sectors, men earn significantly more than women, 

though this is not the case in the Arab Israeli and Haredi sectors 

Average hourly wage among 30-54-year-olds, 2014 

By gender, sector and level of religiosity,* in shekels 

Wages 
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The 14% gap in hourly wages between men and women in Israel 

is slightly lower than the average in the OECD 

In parallel with worldwide trends, 

the hourly wage gap between men 

and women in Israel (not controlling 

for differences in education, 

occupation, industry of employment, 

etc.) has fallen over the years: from 

about 17% in 2000 to about 14% 

today – lower than the average gap 

in the OECD.  

Hourly wage gaps between men and women 

* Data from 2012. ** Data from 2011.         
*** Base year for comparison: 2002. 
Source: Liora Bowers and Hadas Fuchs,  
Taub Center. Data: UNECE; CBS. 
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PRICES AND THE COST OF LIVING 

Until now we have concentrated on the income side of the equation. Now, we turn to the second part of 

the equation – the cost of living. Since the social protests of 2011, housing prices and the general price 

level in Israel have been at the center of public discourse. The Taub Center has conducted several 

studies that have lent support to the general public feeling of distress. A study of prices in Israel and the 

other OECD countries over a 20-year period demonstrates convincingly that prices in Israel are, indeed, 

consistently higher than expected given the level of income per capita in the country. We identify the 

housing and food industries as sectors for which prices are particularly high, and demonstrate the reason 

for this. We also show the effect of high housing prices on home ownership for different age groups. 

 

 



It is well documented that the higher 

the income in a country, the higher 

the prices. While deviations from 

this relationship may occur randomly 

due to fluctuations in the exchange 

rate, persistent deviations tend to 

reflect underlying issues. We rank 

countries by their long-term excess 

price levels (the difference between 

the actual and the expected average 

price level given the level of income 

per capita), and show that over the 

past 15 years, excess prices in Israel 

were persistently higher than in any 

other OECD country except for 

Japan. The same is found if we 

extend the comparison to shorter or 

longer time periods.  

Among the main reasons for this are 

the dearth of exporters for the 

majority of industries in the local 

market, and the limited number of 

importers in many industries due to 

strict policies in this area. 
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Price levels in Israel have persistently been substantially higher 

than expected for many years 

Ranking countries by excess price levels, 2000-2014 

Ranking of deviation from the regression estimate in standard deviation units, 
multi-year average* 

* The regression estimate is calculated for each year separately; 32 OECD countries excluding the United 
States and Luxembourg. 
Source: Gilad Brand, State of the Nation Report 2015. Data: OECD Stat; IMF. 

Prices and the Cost of Living 
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While there is high inflation in housing and food, prices have 

decreased for goods opened to import markets 

Changes in the components of the Consumer Price Index 

Index year: 2000=100 

Source: Gilad Brand, State of the Nation Report 2015.  
Data: CBS. 

 

The Consumer Price Index rose 

moderately since the beginning of the 

millennium at a rate of about 2% per 

year on average (in accordance with 

the price stability target set by the 

Bank of Israel). The rise reflects a 

balance between products that became 

significantly more expensive – mainly 

in the food, housing and home 

maintenance industries – and modest 

price increases or even decreases in 

other industries, like clothing and 

footwear, furnishings and household 

goods. Reductions in these areas were 

due primarily to globalization and 

exposure to imports since the 1990s 

(as noted). The increase in food prices, 

products that were not meaningfully 

exposed to imports, accelerated during 

the second half of the last decade. At 

the same time, there was also an 

increase in the industry’s profitability, 

and the coexistence of the two trends 

indicates a decline in the effectiveness 

of local competition. 

A Picture of the Nation 2016 
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Sharp increase in housing and rental prices since 2007,       

despite no real wage growth since 2000 

Since the turn of the millennium, 

nominal wages have risen with 

prices, so there has been no increase 

in real wages for at least 15 years. 

Housing and rental prices have both 

risen much faster than the Consumer 

Price Index, particularly since 2008, 

however, each rose at a different 

rate, which is not what would be 

expected theoretically.  

The lack of a market in which long-

term rental is a realistic and 

widespread option allows prices to 

diverge from what would otherwise 

be equilibrium prices. This helps 

demonstrate the importance of 

creating a rental market in Israel. 

Changes in housing price indices* 

Index year: January 2000=100 

* Data are for January in each year. 
Source: Noam Gruber, State of the Nation Report 2014 (updated). Data: CBS. 
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Decreasing home ownership for young couples 

Since long-term rental is not an available alternative in 

Israel, couples tend to want to own homes, even at a high 

cost. Not surprisingly, a very large percentage of Israelis 

over the age of 45 live in apartments they own, and this 

percentage has not changed considerably as a result of 

increasing housing prices. This is due to the fact that these 

apartments were mostly purchased before the price surge in 

the past decade. Younger groups, however, have been 

affected by the price increase. For 35-44-year-olds the 

percentage that does not live in apartments they own has 

increased to almost 36%, and for 25-34-year-olds this has 

gone up over 10 percentage points to over 60%.  

Source: Hadas Fuchs, Taub Center. Data: CBS, Expenditure Survey. 

Home ownership rates 

As a percent of all households, by age of head of household 

Prices and the Cost of Living 
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Gili Galdan 



There were broad changes in the 
Labor Force Survey methodology in 
2012. 
Source: Hadas Fuchs, State of the 
Nation Report 2015 (updated).  
Data: CBS, Labor Force Survey. 
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More young people live with their parents than in the past  

The high price of housing and the cost of living – alongside 

social norms of a delay in starting higher education and 

entering the labor market – have brought about a rise in the 

share of young adults who continue to live with their parents. 

Some of this rise is also due to the later age at marriage, 

although this rise is also seen among those who remain 

single. 

Share of young adults living with their parents 

By age group and family status, percent 

Prices and the Cost of Living 
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Food prices in Israel have increased far more than in the OECD 

As seen previously, food prices in 

Israel have gone up far faster than 

the price index in the last decade. 

Comparing prices in Israel in 2005 

and 2011 (the last year for which 

comparative OECD data are 

available) shows just how stark the 

change was. While in 2005 food 

prices in Israel were for the most part 

lower than in the OECD, in 2011 

prices were substantially higher in 

Israel in almost all categories. One 

reason for this is the lack of 

competition from imports, as 

presented on the next page. 

Differences in food prices between Israel and the OECD average* 

* The difference between prices in Israel and 
the average OECD price. ** Other foods: 
instant food mixes, prepared meals (frozen or 
dried), granola, baking aids, baby food, 
deliveries of prepared food, chewing gum, 
milk and soy desserts, dried beans and 
legumes, coffee and tea, sauces, spices, meat 
and cheese substitutes. 
Source: Dov Chernichovsky and Eitan Regev, 
State of the Nation 2014 and A Picture of the 
Nation 2015. Data: OECD. 
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Those goods consumed most are imported least 

Source: Eitan Regev, A Picture of the Nation 2015 and State of the Nation 2015.  
Data: CBS. 
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Food category import rate and its share of total food expenditure  

2011 

Israel is a small country, and, as a 

result, there are few local producers 

of most goods. Thus, access to 

foreign markets is necessary to 

achieve the level of competition 

required to yield low prices. 

Unfortunately, in Israel, the food 

categories that are most important to 

consumers – where they spend most 

of their food budget – are also those 

that are imported the least, and 

therefore have the least amount of 

competition and the highest prices.  

In many of these markets local 

producers are protected from 

competition from abroad through a 

number of different mechanisms 

including high tariffs, anti-dumping 

legislation and standard 

requirements. Eliminating or 

reducing these barriers could result 

in the same type of significant 

benefits to the economy and 

consumers as achieved from the 

elimination of tariffs in the textiles 

and furniture industries in the 1990s.  
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