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A Message from the Chair  
of the Board of Directors

As chair of the Taub Center for Social Policy Studies 
in Israel, it is my pleasure to present the 2019 
edition of the Taub Center’s Singer Series State of the 
Nation Report. This book, which presents overviews 
of the most important issues facing Israeli citizens 
alongside cutting-edge research in the fields of 
welfare, education, health, labor markets, and 
macroeconomics, continues to shape thinking 
and policy in Israel.  The articles contained herein 
not only deepen decision makers’ understanding 
of existing issues, they also break new ground, 
focusing attention on crucial matters not previously 

researched, yielding policy implications and leading to actions that help 
improve well-being in Israel. 

In this period of political instability in Israel, which is facing its third 
set of national elections within a year, it is all the more critical to have a 
beacon to help guide new Knesset members and new ministers towards the 
important socioeconomic issues facing the country and its populace. The 
studies conducted by Taub Center researchers and disseminated throughout 
the year, including in this book, serve proudly as such a beacon. However, 
the results of the efforts invested by the Center inform far more than just 
Knesset members; they serve to inform professional staff in all relevant 
ministries, local and international economic forums such as the Bank of 
Israel and the OECD, foreign diplomats looking to learn more about the 
country, philanthropies trying to make informed charitable decisions, and, 
most importantly, the Israeli public. 

Happy reading!

Helen Abeles
Chair, Taub Center Board of Directors 
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A Message from the  
 Director General

It is with great pride and pleasure that we present 
you with the Taub Center’s 2019 Singer Series State 
of the Nation Report. Since 1982, the Taub Center for 
Social Policy Studies in Israel has been dedicated 
to shedding light on some of the most critical 
questions and challenges facing Israel’s society 
and economy. This year’s Report reflects the same 
dedication, with studies spanning the Taub Center’s 
five policy areas — health, welfare, education, 
the labor market, and macroeconomic policy 
— areas that reflect many of the issues Israelis 
contend with in their day-to-day lives. Through 
the comprehensive analyses conducted by the 

Taub Center’s remarkable research team, we are able to highlight important 
trends and inflection points, where changes in a policy, a philanthropic 
approach, or a civil society focus have the potential to catalyze positive 
change throughout Israeli society. Our work does not stop, however, with 
bringing data to life through thoughtful, professional analyses; we take our 
research and make sure it reaches all those who have the potential to use it 
to make Israel a better place, from government staff and policy makers to 
philanthropists, from senior professors to high-school students. Our active 
dissemination team is dedicated to ensuring that our research is accessible to 
the broadest audience through a variety of media, with videos, infographics, 
podcasts, blog posts, lectures, conferences and events, all meant to provide 
our users with ways to meaningfully connect with and learn from the data.

We are particularly proud that as a result of the outstanding work of the 
Taub Center’s research and dissemination teams in conducting relevant, 
meaningful research and sharing it with policy makers from across the 
political spectrum and with the wider public, Haaretz/The Marker, one of 
Israel’s leading business papers, recently included Professor Avi Weiss, in 
his role as President of the Taub Center, in their list of the 100 people most 
likely to influence Israelis in 2020. We are certain that the work included 
herein will be of great influence and importance as Israel’s next government 
takes shape, and we look forward to using our work to support the country’s 
continued growth, development and improvement.  

Suzie Patt Benvenisti
Director General, Taub Center for Social Policy Studies in Israel
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Editor’s Introduction

It is once again my pleasure to present the Taub 
Center for Social Policy Studies in Israel’s 2019 
State of the Nation Report, the latest in the Herbert 
M. Singer Annual Report Series. As in the last few 
years, this year’s book contains five overview 
chapters in health, education, welfare, labor 
markets, and macroeconomics showing the main 
issues and trends in each field. In addition, the 
book contains eight research papers, some new 
and some released earlier this year. 

We start with an overview of Israel’s 
macroeconomy. The chapter, written by Professor 
Benjamin Bental and Gilad Brand, begins with 

a summary of the main components of the Israeli economy including the 
status in labor markets, growth, and inflation. It also considers the growing 
budget deficit and explains some of the dangers of allowing the deficit to 
remain at its current high level. It then turns to show that household income 
has increased substantially in recent years, and, more interestingly, that it 
has increased more for those with lower incomes than for those with already 
high incomes. The result has been that income inequality in Israel has been 
falling for over a decade. This is in stark contrast to what has occurred in 
other developed countries. Despite this, GDP per capita in Israel remains 
relatively low, inequality high, and prices, which have been declining, are 
still relatively high when compared with other OECD countries. Finally, the 
chapter contains a fascinating analysis showing how price changes in other 
countries are translated into price changes in Israel, and how this “pass-
through” rate has changed over time.

The next chapter, by Dr. Labib Shami, looks at household debt in Israel. It 
demonstrates that while household debt as a percentage of GDP in Israel is 
low relative to other developed countries, this ratio has been characterized 
by an upward trend during the last decade as the result of low interest 
rates, the rise in housing prices, the increase in private consumption and 
the growth in the supply of credit as a result of the entry of new financial 
institutions into the credit market. As a result, there are grounds for concern 
regarding the financial stability of households in the lowest decile who are 
in debt. The paper also breaks down the situation by sector, showing that 
the highest median ratio of debt to annual income is to be found among the 
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ultra-Orthodox, while among the Arab Israeli population, most of the loans 
are for consumption and non-housing purposes, probably as a result of the 
difficulty they encounter in obtaining mortgages.

The book then turns to an overview of the state of welfare in Israel. As 
Professor John Gal and Haim Bleikh show, social expenditure in Israel has 
continued to be stable with a lack of new initiatives. The result is that despite 
the real increase in expenditure, there is a danger of stagnation in social 
welfare, with social expenditure much lower than in other welfare states. 
Israel’s social welfare efforts in recent years have trended toward increased 
expenditure devoted to social investment focused on improving the human 
capital of weaker populations, with less focus on social protection for those 
who are outside of the labor market. In addition, the chapter presents 
interesting analyses of poverty among the elderly and of the “Saving 
for Every Child” program, and shows that, with respect to the latter, the 
universality of the program may actually weaken its contribution to upward 
mobility for children in families living in poverty. 

Professor John Gal, Professor Michal Krumer-Nevo, Shavit Madhala, and 
Guy Yanay present a historical and current survey of material assistance 
given to people living in poverty. The policy aimed toward alleviating 
poverty in Israel has changed frequently. Starting from the early years of the 
State, the paper presents the twists and turns in poverty policy, and brings 
us to the current decade in which, alongside National Insurance Institute 
cash benefits, there has been an effort to provide those living in poverty 
with comprehensive psychosocial solutions, including material assistance. 
Through social workers in social service departments, program participants 
are offered intensive and holistic treatments, including active take-up of 
rights, help in labor market integration and also material assistance. On the 
basis of the findings, the study offers several possible directions to improve 
the system of material assistance as a means of reducing poverty.

In the third section of the book, Hadas Fuchs and Professor Gil Epstein 
give an overview of the labor market. As shown, while there was impressive 
growth in employment rates, for women in particular, in recent years, 
2019 was actually characterized by stagnation in employment rates for all 
sectors and genders. This is at least in part due to the fact that employment 
rates in Israel for men, and even more so for women, are among the highest 
among developed countries, and the number of hours worked are also 
among the highest, at least for men. The chapter also takes a fascinating 
dive into changes within Israeli households looking, among other things, 
at commuting patterns, and showing that there are indications that Israeli 
households have become increasingly egalitarian. 
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The second study by Shavit Madhala substantially reformulates and 
revises her path breaking study published in the 2015 State of the Nation 
Report on the future labor market and occupations at risk of automation. By 
changing the focus from occupations to the tasks required for different jobs, 
the study shows that the risk of job loss is far lower than previously believed, 
although the distribution of the risk among the different population groups 
remains much as it was in the earlier study. More specifically, the weakest 
populations — those employed in occupations that do not require a higher 
education and those with low wages — face the highest probabilities of 
losing their jobs due to automation. The paper presents practical guidance 
to help the government and other providers develop programs that can help 
mitigate some of the detrimental effects of automation.

The final study in this section, by Gilad Brand, focuses on labor market 
characteristics of the upper echelon of workers in Israel as identified in the 
OECD PIAAC exams. The findings show that, while skill levels in Israel tend 
to be lower than the average in other OECD countries, the highly skilled in 
Israel utilize their skills more fully than in other countries. This manifests 
itself in a higher percentage working in lucrative fields that require skilled 
workers, and few high-skilled workers in low paying fields. The main 
implication from this study is that policy makers should consider focusing 
their attention on the weaker groups since the stronger groups are doing 
fine without government assistance. This is true despite the fact that the 
return to higher education is far greater for those in the top half of the skill 
distribution than for those in the bottom half, so it would seem logical to 
invest where you expect the greatest return. This latter finding points to the 
importance of increasing skill levels, which can best be done in early stages 
of the education process.

The book turns next to education. Nachum Blass, in his overview 
chapter, surveys recent developments in Israel’s education system. The 
analysis focuses on three areas: the demographic composition of the 
student population, the education budget, and teachers. The demographic 
composition section looks at the difficulties of forecasting the student 
population and developments in the Arab education sector. In the discussion 
of resources available to the education system, the focus is on the increase 
in expenditure per student and comparisons to other OECD countries. In the 
discussion of teachers, the focus is on a number of comparisons to OECD 
averages. The issue of teacher shortages is also considered. 
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In the second study in this section, Guy Yanay, Hadas Fuchs, and Nachum 
Blass present findings for dropout rates from high schools in Israel. This 
is a severely understudied phenomenon because the usual criterion for 
evaluating the education system in Israel, and in particular for evaluating 
the secondary school system, is the bagrut (matriculation) rate. The research 
focuses on a comparison of high school dropout rates between cohorts of 
students who completed high school between 2003 and 2017 (that is, those 
who started 10th grade between 2001 and 2015). It shows that dropout 
rates declined substantially during this period, and that dropout rates in 
technological studies have equated to those in academic studies. The most 
surprising finding is with respect to a comparison across sectors — while 
dropout rates are higher in Arab schools than in Hebrew schools, this is 
reversed when controlling for the schools’ nurture indices (socioeconomic 
status).

The third paper in the education section, by Dana Vaknin, Professor 
Yossi Shavit, and Dr. Isaac Sasson, studies the relationship between 
household income during early childhood and academic success later in 
life.  The analysis shows that being at the lower end of the family income 
distribution in early childhood is negatively correlated with future academic 
achievement (success in standardized Meitzav exams in 5th and 8th grades 
and in the bagrut exams). This remains the case even when controlling for 
household income in later childhood and other sociodemographic variables, 
such as parents’ education and family size. The most significant finding of 
the research is that there are substantial differences between the different 
stages of early childhood. The negative correlation was found to be stronger 
for young children between birth and two years of age than for those between 
3 and 5-years-old, where the correlation is statistically insignificant. These 
findings support “The First Thousand Days” theory, according to which early 
childhood should not be viewed as a single uniform unit but rather greater 
attention should be given to the first thousand days of life, which are critical 
to a child’s future development.

The final section of the book deals with health. In the health overview 
chapter, Professor Dov Chernichovsky shows that Israel performs 
particularly well in longevity and infant mortality. With this, mortality 
from diabetes and a decrease in the level of functioning from headaches 
and depression are substantially more prevalent in Israel than in the US 
and other OECD countries. Focus on such illnesses can serve as an important 
tool in guiding health policy in Israel. The chapter also discusses some of 
the challenges facing the Israeli health system, such as relatively low health 
expenditures in Israel despite aging populations, substantial wage increases 
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in recent years (at least partially resulting from the problematic private-
public mix in the system), and the relative dearth of services available to 
those in the periphery. The chapter also explains why long-term care in 
Israel has been abandoned by private insurance companies, and suggests 
that public provision of basic care, which can be accomplished in different 
ways, is warranted.

The book closes with two additional chapters by Professor Dov 
Chernichovsky and Roi Kfir on acute care in the hospitalization system in 
Israel. These two complementary studies discuss a system facing difficulties 
as a result of two factors: widening gaps between the medical needs and the 
allocation of public resources to the system, and the growing involvement of 
the state in the ongoing management of the system. 

The first of these chapters presents detailed data about hospitals in Israel, 
including the number of beds, occupancy rates, discharge rates, average 
lengths of stay, and more. It demonstrates that the number of beds per 
capita is very low compared to the corresponding number in other OECD 
countries even when accounting for Israel’s relatively young population, 
and is falling (due to an increase in population with no concurrent increase 
in hospital beds) faster than in other countries. While a decrease in beds is 
a widespread phenomenon across developed countries due to technological 
and organizational changes in medicine, given the already low number of 
beds in Israel this decrease could be problematic, particularly in view of 
the rapid aging of the population in Israel relative to other countries. The 
low number of beds is especially acute in the geographic periphery of the 
country. In addition, bed occupancy rates are very high and length of stays 
in hospitals is very low. While these point to great efficiency on the one 
hand, they also lead to a shortage of beds during peak times, which results in 
patients being hospitalized in hallways. 

The second study is concerned with the multiple roles played by 
the government and the inherent conflict of interest that results. The 
hospitalization market in Israel is characterized by a fundamental structural 
flaw that adversely affects its functioning. On the one hand, the state is 
responsible for financing and regulation of hospitals while, on the other 
hand, it owns and runs a large percentage of the hospitals and is a supplier 
of about one-half of the acute hospitalization services, competing with 
other hospitals not owned and run by the state, yet subject to its regulation 
and finances. These multiple roles lead to a conflict of interest and, despite 
repeated proposals for reform since at least 1978, the issue has remained 
unresolved. Some of the tensions that arise as a result of this multiplicity are 
raised in the chapter.
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Once again it has been a privilege bringing these studies to you, and, as in 
the past, I wish you pleasant reading and hope that you will learn from these 
studies as much as I did. We trust that the research carried out at the Center 
will continue to inform policy makers in Israel, and continue to be used to 
improve the well-being of all Israelis.

Professor Avi Weiss
President, Taub Center for Social Policy Studies in Israel 
and 
Department of Economics, Bar-Ilan University  
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BOI  Bank of Israel
CBS  Central Bureau of Statistics
CPI  Consumer Price Index
DALYs  Disability-adjusted life years
EU  European Union; 28 member states
G7  Group of Seven countries with the largest advanced  
  economies in the world
GDP  Gross domestic product
IEA  International Association for the Evaluation of Educational  
  Achievement
IHME  Institute for Health Metrics and Education
ILO  International Labor Organizations
IMF  International Monetary Fund
LIS  Luxembourg Income Study and dataset
Meitzav  Hebrew acronym for School Growth and Efficiency   
  Measures; exams administered in the 5th and 8th grades
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OECD  Organisation for Economic Co-operation and Development
PIAAC  Programme for the International Assessment of Adult   
  Competencies; Survey of Adult Skills
PISA  Programme for International Student Assessment; OECD    
  administered exams
PPP  Purchasing power parity
RAMA  National Authority for Measurement and
   Evaluation in Education
STEM  Science, Technology, Engineering, and Mathematics
TIMSS  Trends in International Mathematics and Science Study;   
  exams administered by the IEA
WEF  World Economic Forum
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The Israeli Economy:
An Overview

Benjamin Bental and Gilad Brand 

1. Growth 
In 2019, Israel’s GDP is expected to grow by 3.1 percent, a somewhat lower 
rate than in previous years but nonetheless similar to the estimated potential 
for long-term economic growth. This is a high rate of growth relative to 
other countries, except that considering Israel’s population growth rate of 
2 percent per annum, which is also relatively high in international terms, 
Israel’s growth rate of GDP per capita is only about 1.1 percent, which is low 
relative to other OECD countries. In recent years, GDP per capita in Israel 
has grown slowly relative to other countries and its growth rate is similar 
to that of countries with a relatively high level of income. Accordingly, the 
disparities in standard of living between Israel and more developed countries 
are not narrowing over time (Figure 1). 

*  Professor Benjamin Bental, Principal Researcher and Chair, Taub Center Economics Policy 
Program; Professor Emeritus, Department of Economics, Haifa University. Gilad Brand, 
Researcher, Taub Center for Social Policy Studies in Israel. 
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Figure 1. Average annual per capita GDP growth, 2016-2018
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The components of GDP
In recent years, the composition of GDP has been relatively stable, which is 
consistent with “balanced growth,” a widely accepted concept in economic 
theory. Investment and public consumption each constitute about 22.5 
percent of GDP. Imports and exports are also roughly equal in size at 32 
percent. Accordingly, private consumption is at a level of about 55 percent 
of GDP. In the first two quarters of 2019, there was somewhat of a rise in 
public consumption at the expense of investment, although it is too early to 
interpret this as a trend (see below). 

State of the Nation Report: Society, Economy and Policy 201912



The Israel i  Economy: An Overview

Figure 2. GDP components
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The labor market
The rates of employment and labor force participation have stabilized at 
high levels (78 percent and 80 percent, respectively), relative to the past and 
to other countries. The rate of unemployment is still at a historic low (3.3 
percent), and the rate of job vacancies is also relatively high (3.5 percent 
as compared to an average of 2.9 percent over the past decade).1 The real 
wage continues to rise at a healthy rate, primarily in the business sector 
— about 3.5 percent relative to the same period last year.2 The data overall 
point to a tight labor market and it appears that the economy has reached 
full employment. 

Fiscal policy
As in previous years, fiscal policy continues to be expansionary this year. 
According to reports by the Ministry of Finance, the deficit in 2018 was 2.9 
percent of GDP, exactly as planned; however, it appears that the deficit in 
2019 is expected to significantly exceed the target, which has again been set 
at 2.9 percent.3 At this stage, the Ministry of Finance is reporting a deficit of 

1 In the main working age population (ages 25-64). The data relate to January-October 2019.

2 January to August 2019.

3 The exact match between the deficit target and the actual deficit in 2018 is subject to 
examination by the State Comptroller.
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3.8 percent and, according to the estimates of the Bank of Israel, the deficit 
is expected to be 3.5 to 4 percent of GDP at the end of 2019 and will reach 4.5 
percent by 2022.4  This trend is in contrast to what is recommended by accepted 
economic theory, namely that the government should adopt an anti-cyclical 
policy. In other words, during a period of growth, the government should 
use the increased tax revenue to increase national saving (i.e., reduce the 
budget deficit or even produce a surplus) in order to free up resources that 
will support an expansionary fiscal policy in a downturn, when tax revenues 
fall automatically. The aforementioned employment statistics indicate that 
the business cycle has been at its peak in recent years, and, therefore, the 
current policy, which is producing a major increase in the deficit and a halt 
in the downward trend of the debt-to-GDP ratio, cannot be justified. 

Monetary policy and consumption prices
Annual inflation is still lower than the lower bound of the target set by 
the government (1 to 3 percent). The inflation rate in the past 12 months 
(October 2019 versus October 2018) stands at 0.4% and expectations are that 
inflation will remain lower than the target level also in the coming months. 
Global monetary policy has recently changed course, having returned to 
being expansionary following two years in which several leading economies 
gradually raised their interest rates. These developments led to a policy 
change at the Bank of Israel, whose projections are that the interest rate will 
remain at its current level for an extended period of time. The low rate of 
inflation is apparently also the result of an increase in domestic competition, 
which has led to a long-term process of adjustment in which the domestic 
price level is converging to the foreign price level. Spotlight B relates to 
the pass-through from foreign to domestic prices and presents an analysis 
indicating that it has become faster, apparently due to the increased level of 
competition in imports. 

2. Household income and inequality
While growth per capita in Israel is more or less similar to that of more 
developed countries, such as the United Kingdom, the US, and Germany, 
the way in which growth trickles down to the population is significantly 
different. In many developed countries, growth is concentrated among 
households in the upper part of the income distribution, while in Israel 

4 According to the Governor of the Bank of Israel at the government meeting on the budget 
and the revisions of the triennial forecast, https://tinyurl.com/ryy9rd8
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there are signs of more rapid growth in the income of households in the 
middle and lower parts of the distribution. Figure 3 illustrates this trend 
and shows the average annual change in household income at the various 
levels of income in Israel and in three reference countries.5 It can be seen 
that, for example, the net income (i.e., after transfer payments and taxes) of 
Israeli households has increased relatively quickly in the middle and lower 
quintiles, by annual average rates of about 3.6 and 4.0 percent, respectively. 
In contrast, the net income of households in the upper quintile recorded a 
more moderate increase of about 2.6 percent. The figure shows that in the 
reference countries the improvement at the lowest income levels was more 
moderate than that at the higher levels of income. 

Figure 3. Average annual change in real household income
Israel and selected countries, in real terms
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5  The reference countries in this figure were chosen on the basis of accessibility to 
comparable data in the LIS Survey.
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Figure 3 (continued). Average annual change in real household 
income
Selected countries and years
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Source: Benjamin Bental and Gilad Brand, Taub Center | Data: LIS; CBS, Household Expenditure Survey

The explanation for these differences can be found in the factors driving 
the improvement in household income in Israel. A significant part of the 
improvement is the result of the rapid increase in labor income of the lower 
income deciles resulting from wage increases and employment levels. The 
growth in employment is based on the increased incentive to join the labor 
force, due to, among other things, the combination of a large increase in the 
minimum wage, on the one hand, and the high demand for labor, on the other.6 

6 See the discussion in Bank of Israel (2018; Chapter 2).
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This situation creates an opportunity to integrate additional populations 
into the labor market and to improve the skills of new participants in the 
labor force. The creation of tools such as practical vocational training will 
support continued integration into the labor force and the improvement 
of employment possibilities and in that way will contribute to eliminating 
economic disparities. These trends are less relevant to households in the 
higher income deciles whose employment rates are already high. 

An examination of the changes from a long-term perspective illustrates 
the extent to which the narrowing of gaps is unique to Israel. Figure 4 
presents the Gini coefficient of inequality over two decades and shows that 
there has been a consistent downward trend in income inequality in Israel. 
This trend is not seen in the reference countries and is first and foremost 
the result of the expansion of labor force participation during this period.7 

It remains to resolve the apparent contradiction between the rapid 
rise in household income in Israel relative to other countries and the only 
moderate rise in GDP per capita during this period. The explanation for this 
inconsistency is likely due to different trends that characterize consumption 
prices and output prices in Israel. Specifically, in recent years, consumption 
prices have fallen relative to output prices in Israel,8 which is the result of, 
among other things, reforms to encourage competition in the domestic 
market that were introduced following the 2011 social protests.9 Spotlight B 
relates to additional aspects of this trend. 

7 See the discussion in Bank of Israel (2019a, pp. 180-187) and the National Insurance 
Institute (2018). According to the latter, the decline in inequality in recent years has been 
influenced by the increase in the Old Age Income Allowance supplements since 2015.

8 Bental and Brand (2018) show that the differences in the development of consumption 
prices relative to output prices resolve the contradiction between the large increase in wages 
and the only moderate rise in the cost of labor per unit of output.

9 Since 2014, there has been a slowdown in the rate of inflation in most of the developed 
countries. Bental and Brand (2018) show that the trend in Israel is an outlier when taking 
into account the healthy situation of the labor market. This performance is attributed to the 
reforms implemented in the years since the 2011 social protests.
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Figure 4. Gini index for disposable income 
After transfer payments and taxes, Israel and selected countries
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A long-term perspective
Production and economic growth

As shown in Figure 1, the growth in GDP per capita in Israel is slower than in 
the OECD countries on average. As mentioned, taking into account income 
levels in Israel relative to those in the OECD countries, it becomes clear that 
Israel’s rate of growth is particularly low. In other words, for many years, the 
Israeli economy has not managed to narrow the gap in the standard of living 
relative to other countries. Figure 5, which is based on World Bank data, 
shows that, for more than a quarter of a century, GDP per capita in Israel has 
been constant at 60 percent of GDP per capita in the US. Also relative to the 
OECD countries, there has been no significant change over time. 
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Figure 5. GDP per capita in Israel relative to the US and  
the OECD countries, PPP adjusted
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An international comparison of GDP per capita and growth rate is a widely 
accepted practice, but caution is warranted when using these indices to 
compare labor productivity in Israel to other countries, primarily because 
the population in Israel is relatively young and growing at a faster rate 
than in most of the reference countries. This fact on its own is likely to lead 
to a misleading conclusion, since the addition of young cohorts increases 
the number of individuals in the economy at a faster rate than in other 
countries. Evidence of this can be seen to a certain extent in Figure 6. The 
figure presents the rate of growth in GDP per capita and of GDP per person 
employed in Israel and in the OECD countries and shows that the rate of 
growth in GDP per capita in both Israel and the OECD has for some time been 
higher than the rate of growth in GDP per person employed. Thus, the rate of 
growth in the labor force is larger than the rate of growth in the population. 
Nonetheless, in the OECD countries the gap is widening, and particularly in 
recent years it has been larger than the corresponding gap in Israel. Thus, 
it would appear that the advantage of the OECD countries in the rate of 
growth in GDP per capita in recent years reflects a slower rate of population 
growth in these countries relative to the rate of growth in Israel. In order to 
control for this difference and to strengthen the conclusions regarding labor 
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productivity in Israel and its rate of growth, the focus will be on comparative 
data on GDP per person employed in the following discussion.10 

Figure 6. GDP per capita and GDP per person employed  
growth rate
Israel and the OECD average
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Source: Benjamin Bental and Gilad Brand, Taub Center | Data: OECD. Stat

Figure 7 presents the level of GDP per person employed in Israel over time 
relative to that in the US, the G7 countries, and the OECD. The measure 
indicates a continuous decline that became more severe in 2003 resulting 
from the entry of unskilled workers into the labor market, followed by some 
recovery in the last decade. For example, relative to the US, Israel’s index 
stood at 80 percent in 1995 and declined to 61 percent in 2010, and since then 
has recovered by about only 4 percentage points. 

10 In the State of the Nation Report 2018, the focus was on GDP per work hour. The main 
conclusions point to the same trends.
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Figure 7. GDP per person employed relative to their peers in 
other country groupings
PPP adjusted

Source: Benjamin Bental and Gilad Brand, Taub Center | Data: OECD. Stat

In order to shed light on the processes that explain these findings, Figure 
8 presents the average annual rate of growth in GDP per person employed 
in the OECD countries since 2000 (the vertical axis) relative to the level of 
GDP per person employed in 2000 (in 2010 dollars, adjusted for purchasing 
power). 
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Figure 8. Conditional convergence, relationship between GDP 
per person employed in 2000 and its rate of growth 2000-2018
OECD countries, PPP adjusted

Source: Benjamin Bental and Gilad Brand, Taub Center | Data: OECD.Stat

The trend line summarizing the points on the figure indicates a negative 
relationship between GDP per person employed at the starting point and 
the rate of growth in GDP per person employed. This phenomenon is 
consistent with the law of diminishing marginal productivity and Solow’s 
growth model, according to which it is “easy” for countries in the midst 
of a development process to grow rapidly, while this is more difficult 
for countries that are already at high levels of GDP. Therefore, it is not 
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surprising to find that most of the former Soviet bloc countries had lower 
GDP per person employed than Israel in 2000, but that their rates of growth 
of GDP per person employed were very high. Chile and Mexico are “veteran” 
market economies, which also had lower GDP per person employed than 
Israel’s, but their rates of growth in GDP per person employed are lower than 
expected according to the trend line. The history and market conditions of 
these Latin American countries differ from those of most of the other OECD 
members and, in general, they are not countries that are included among 
Israel’s reference countries. Greece and Portugal, in which GDP per person 
employed was similar to Israel’s, were more seriously affected by the 2008 
crisis and their process of recovery was particularly drawn out. The level 
of GDP per person employed in New Zealand was similar to Israel’s and did 
not increase at a reasonable pace, as opposed to Iceland in which growth 
was faster than expected. According to the trend line, the expected growth 
in GDP per person employed in Israel was 1.5 percent, while the actual rate 
was only 1.1 percent. If the faster growth rate had been achieved, GDP per 
person employed would have reached about $80,000 in 2018 (as opposed to 
$74,000 in actuality), a level close to that of the UK and Germany (whose GDP 
per person employed also grew at a slower rate than expected according to 
the trend line). 

Figure 9 illustrates one of the reasons for the low rate of growth in GDP 
per person employed in Israel. It presents the rate of change in the ratio of 
potential GDP to potential worker. This rate of change is attributed to two 
factors: the rate of change in capital per person employed and in total factor 
productivity (TFP). Accordingly, the additional production of the “average 
worker” can be the result of increasing the amount of capital utilized or 
an increase in work efficiency (for example, due to an improvement in 
management, the lowering of market barriers, etc.). As can be seen, in most 
of the years surveyed, the rate of potential growth of output per person 
employed in Israel is lower than the OECD average. This fact is first and 
foremost the result of the difference in the contribution of capital to the 
potential growth of output per person employed, where this contribution 
to the OECD average is significantly higher than in Israel. Moreover, in some 
of the years, the contribution of the growth in capital in Israel was even 
negative and, as a result, the rate of growth in output per person employed 
was even lower than the rate of growth in TFP. 
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Figure 9. Rate of annual growth in worker productivity
Israel and the OECD countries
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The low growth in capital per person employed shown in Figure 9 is also 
expressed in the level of the capital stock in the economy. According to 
IMF data, about fifty years ago, private capital in Israel relative to GDP was 
about 50 percent higher than the OECD average.11 This situation has been 
reversed and, as can be seen in Figure 10, the ratio became approximately 
equal to that of the OECD countries in the 1990s and recently has even 

11 Source: IMF: Investment and Capital Stock Dataset, 1960-2013.
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fallen to about 90 percent relative to the reference countries. About fifty 
years ago, public capital (including mainly transportation, education, and 
health infrastructure) relative to GDP was almost equal in size to that in the 
reference countries (not presented in the figure), but it eroded continuously 
over the years. In the 1990s, the ratio was lower by one-third than that of 
the reference countries and it has continued to decline to about one-half (26 
percent as opposed 52 percent relative to GDP in 2013). 

Figure 10. Ratio of private and public capital to GDP
Israel and the OECD countries

Israel-ratio of public 
capital to GDP

Israel-ratio of private 
capital to GDP

OECD-ratio of public 
capital to GDP

OECD-ratio of private 
capital to GDP

0.0
0.2
0.4
0.6
0.8
1.0
1.2
1.4
1.6
1.8
2.0

1990 1992 1994 1996 1998 2000 2002 2004 2006 2008 2010 2012

Source: Benjamin Bental and Gilad Brand, Taub Center | Data: IMF

Widely used calculations in economics show that these data are sufficient 
to explain a substantial proportion of the differences in labor productivity 
between Israel and the reference countries. These calculations are based 
on an aggregate Cobb-Douglas production function and on an elasticity of 
output with respect to labor of 0.7. They attribute about 4 percentage points 
of the output gap to the low level of private capital in Israel. Public capital 
is complementary to private capital and is identified as having a significant 
effect on productivity. The economic literature estimates the elasticity of 
output with respect to public capital to be 0.16 on average.12 This implies that, 
due to the low level of public capital relative to GDP in Israel, which is about 
one-half of the OECD average, there is a loss of an additional 16 percentage 

12  The figure is taken from a meta-study that reviews 145 relevant studies. See NÚñez-
Serrano and Velázquez (2017). 
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points of output per person employed relative to the reference countries. 
These two figures are sufficient to explain a substantial proportion of the 
gap of roughly 20 percentage points in productivity per person employed 
between Israel and the reference countries indicated in Figure 7. 

The budget and the deficit

Figure 11 shows the paths of the government’s expenditure and revenue and 
the resulting deficit over close to two decades. The figure is based on annual 
data for government expenditure and revenue and on calculations of annual 
GDP in current prices.13  

Figure 11. Revenue, expenditure, and deficit relative to GDP

Source: Benjamin Bental and Gilad Brand, Taub Center | Data: Ministry of Finance; CBS

13  The budget figures are taken from the Ministry of Finance, https://mof.gov.il/AG/
BudgetExecution. GDP in current prices is taken from the Central Bureau of Statistics. 
The estimated deficits relative to GDP reported in Figure 11 are the ratios between the 
accumulated deficit and the GDP for each respective period. This method results in lower 
deficit estimates than those reported by the Treasury for 2019H1. Spotlight A in this chapter 
explains the Treasury’s method.
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The figure shows the continuous and consistent decline in defense 
expenditure at a rate of 0.2 percentage points of GDP per year down to its 
recent level of about 5 percent of GDP. In contrast, civilian expenditure is 
characterized by a lack of stability. Following the prolonged decline in the 
2000s, the trend changed and the expenditure of the government ministries 
returned to the level of close to 20 percent that prevailed in 2000; however, 
recently the upward trend has been halted. As a result of the budget cuts 
that will be necessary due to the growing size of the deficit, on the one hand, 
and the intention to raise defense expenditure to 6 percent of GDP, on the 
other hand, there is concern that the government’s civilian expenditure will 
be reduced significantly in coming years unless taxes are increased instead. 

As can be seen from the trend lines, the ratio of expenditure to GDP has 
fallen by about 0.37 percentage points per year, while the parallel ratio for 
revenue is declining at a somewhat slower rate of about 0.34 percentage 
points per year. According to the trend lines, the deficit relative to GDP was 
meant to decline during this period by about 0.5 percentage points to about 
2.5 percent of GDP. As noted previously, the deficit target for 2018 and 2019 
is 2.9 percent and in actuality the deficit is significantly higher. 
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Figure 12. Civilian and defense expenditure as a percent of GDP
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The figure indicates that the change in trend is primarily the result of the 
fall in revenue in 2018, which appears to have continued during the first 
half of 2019. In this context, 2017 appears to be an outlier, in which the 
deficit was less than the target of 2.9 percent. This outcome was the result of 
particularly high tax revenue in that year, due to one-time tax events (the 
sale of Mobileye and the stock issue for Tamar Petroleum) and the incentive 
for tax payments on the distribution of dividends. According to Bank of 
Israel estimates, without these one-time events, government revenue would 
have been lower by 1.3 percent of GDP and, accordingly, the deficit would 
have been 3.2 percent. 

Figure 12 presents the division of the budget between the civilian 
ministries and defense in terms of percent of GDP. 
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Spotlight A 

Periodic data and their significance

The Central Bureau of Statistics (CBS) publishes quarterly figures on 
economic growth (in annual terms), which are calculated according 
to data gathered during the previous quarter. Spotlight A Figure 1 
presents the quarterly growth rates and the annual cumulative rates 
for the previous three years. The high volatility in the quarterly rates 
makes it difficult to draw conclusions based on them, even for the 
current year. 

Spotlight A Figure 1. GDP growth in annual and  
quarterly rates

 
Source: Benjamin Bental and Gilad Brand, Taub Center | Data: Ministry of Finance
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quarter, which was later revised to 4.7 percent. With time, it became 
clear that this high rate was the result of advance vehicle imports due 
to a scheduled tax hike on “green vehicles.” As a result of these vehicles 
being brought in earlier, the total import of vehicles in this quarter 
was unusually high, but so was the consumption of vehicles. These 
two factors should have offset each other in the National Accounts, 
since vehicles are not produced in Israel. However, since output is 
measured in market prices, the value of the consumption of vehicles, 
including taxes, is higher than their import value. The result was 
rapid measured economic growth in this quarter, which essentially 
did not reflect an increase in the productive activity of the economy.14 
In contrast, during the second quarter there were no outlying events 
of this type and accordingly the rate of growth was only 1 percent 
in annual terms (which translates into negative growth in per capita 
terms, since the population grows by about 2 percent annually). 

These quarterly data are used by the Ministry of Finance in 
calculating the budget deficit in terms of percent of GDP. It even 
publishes monthly data on the cumulative deficit over the previous 
12 months relative to GDP. Thus, for example, it is estimated that the 
cumulative deficit for September 2019 over the 12 months starting in 
October 2018 constituted 3.8 percent of GDP (as compared to a deficit 
target of 2.9 percent for 2019).15 In January, February, and March of 
2019, the estimates stood at 3.3 percent, 3.5 percent, and 3.4 percent, 
respectively, and rose to the current estimate only in April 2019. It 
appears, therefore, that, also in this case, caution must be exercised in 
interpreting findings based on high-frequency published data. 

14 If output were measured in terms of factor of production prices thereby 
reflecting value added in the economy, then the advance vehicle imports would not 
have had any effect on output.

15 The actual deficit during this period was 3.3 percent. The discrepancy is the result 
of a technical deferment of tax payments from September to October 2018 due to the 
Jewish High Holidays. See https://tinyurl.com/y2dso8td
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Spotlight B 

The pass-through rate from foreign to 
domestic prices

• Up until 2015, prices in Israel increased relatively quickly in 
response to price increases abroad, while their response to price 
decreases was quite slow. This asymmetry was somewhat greater 
than that found in other countries. 

• Starting from 2015-2016, this asymmetry began to dissipate. 
Currently, domestic prices respond relatively rapidly to foreign 
prices and there is no evidence of asymmetry. 

• The level of prices in Israel is still high relative to other countries 
(taking into account income per capita). Yet this result is also 
partly due to the strengthening of the shekel. 

In recent years, there has been a slowdown in the rate of increase 
of consumer prices in Israel. While the slowdown in inflation 
characterizes many developed countries, Bental and Brand (2018) 
show that it has been more pronounced in Israel in view of the 
tight labor market and in particular the rapid rise in nominal wages 
in recent years. Spotlight B Figure 1 illustrates this by means of a 
comparison between the trend in prices in Israel relative to the G7 
countries. The figure indicates that, since 2014, consumption prices 
in Israel have fallen at a cumulative rate of about 5 percent relative 
to these countries, a trend that points to a process of adjustment of 
consumption prices in Israel to the prevailing level abroad. 

In this Spotlight, the focus is on this trend from a different 
perspective, namely the way in which changes in prices abroad affect 
domestic prices (i.e., the pass-through mechanism). The analysis 
shows that, until about 2015, there was clear asymmetry between the 
response of domestic prices to changes in foreign prices. During this 
period, an increase in foreign prices led to a relatively rapid increase 
in domestic prices while a fall in foreign prices led to a slow response. 
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Such asymmetry characterizes many developed countries, but it was 
particularly strong in Israel and especially between 2009 and 2014. In 
recent years, the situation has changed radically and it would appear 
that the asymmetry has disappeared. The estimation shows that 
domestic prices currently respond quite rapidly to changes in foreign 
prices and there is no evidence of asymmetry. 

Spotlight B Figure 1. CPI in Israel and G7 countries
Index period: Q1-2000 = 100, annual moving average

Source: Benjamin Bental and Gilad Brand, Taub Center | Data: OECD.Stat

The pass-through between consumer prices in different countries 
is generally examined by way of the exchange rate.16 In view of the 
difficulty in analyzing changes in pass-through by way of the exchange 
rate for short periods of time, we make use of a different method in 
which we isolate (exogenous) shocks in the global price level and 
examine the length of time during which they affect the domestic 
price level, while differentiating between negative and positive price 

16 Bank of Israel (2019b) looks at the pass-through from the exchange rate to 
domestic prices using a rolling window and arrives at findings that are in accordance 
with the ones presented here. 
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shocks.17 The results are shown in Spotlight B Figure 2 by means of 
an impulse response function, which shows the cumulative effect of 
changes in foreign prices on the local price level between 2009 and 
2015. The figure indicates that an increase of 1 percent in foreign 
prices led to a permanent increase of 0.4 percent in domestic prices 
over a period of 20 to 30 months.18 In contrast, a negative shock was 
not found to have a statistically significant effect. Similar though 
somewhat weaker results were found for the period 2000 to 2007 
(2008 was omitted from the estimation period).19 A standard statistical 
test indicates a break in 2015-2016. The short time that has passed 
since then makes it difficult to estimate the magnitude of the change. 

17 As in the literature that developed following Stock and Watson (2006), we adopt 
the assumption that inflation is composed of an unobservable slow moving trend 
component that follows a random walk process, and a stationary cyclical component. 
The trend component represents long-term adjustments in the rate of inflation 
and therefore we focus on it as a proxy for a permanent shock to the price level. In 
order to identify the trend component and the cyclical component, we estimate an 
Unobserved Components with Stochastic Volatility (UCSV) state space model (for 
details, see Forbes, 2018). The model is estimated separately for 27 OECD countries 
(excluding Japan, Chile, Latvia, Luxembourg, Mexico, Iceland, Australia, and New 
Zealand) from 2000 to the first quarter of 2019. We make use of the first principal 
component of the changes in the trend component in these 27 countries as an 
approximation of the co-movements in global prices. In order to distinguish between 
demand and supply shocks, we use a method presented by Sussman and Zohar 
(2018) that was recently applied by Alquist, Bhattarai, and Coibion (2019). In that 
framework, we use the first principal component of the changes in 29 commodity 
prices traded in the global market as an instrument for changes in global demand. 
In the next stage, we run a regression in which the first principal component of 
the trend component in inflation is explained by the first principal component 
in the prices of commodities and relate to the residual from this equation as an 
approximation of exogenous supply shocks. In the final stage, we estimate response 
functions using the local projections method (Jordà, 2005). These estimations 
indicate a structural break during 2008 and another around 2015.

18 The literature points to an exchange rate pass-through rate of about 0.25. The 
method used here, which does not relate to exchange rates, indicates a higher pass-
through rate of about 0.4. A similar pass-through estimate was found in other small 
and open economies (such as Sweden, Denmark, and Switzerland). Applying this 
method to the price index of tradable goods indicates the pass-through rate of close 
to unitary.

19 The year 2008 was omitted because the volatility in inflation that year makes it 
difficult to draw conclusions about the pass-through rate.
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Therefore, we make use of a different methodology in which we 
assume that between developed countries there is a component (that 
is unobservable) within the price level that follows an error correction 
process.20 The implication of this process is that there are differences 
in price level between countries, but that the gaps tend to remain in 
the vicinity of a constant ratio.21 Therefore, a deviation of the price 
level from equilibrium between countries leads to an error correction 
process in which prices return to their fixed level over time. This 
estimation reveals that between 2009 and 2015, it took about 13 
months for half of the price gaps to dissipate (Spotlight B Figure 3). In 
other words, price gaps returned to their original level only after an 
extended period. In contrast, when there was a deviation in the other 
direction and foreign prices rose, the resulting price gaps were only 
temporary and quickly vanished. About half of the deviation dissipated 
during a period of about two weeks. The findings indicate a shift in 
the pass-through rate in recent years. As can be seen in Spotlight B 
Figure 3, since 2016, there has been a close connection between the 
price level in Israel and that in other developed countries, such that 
changes in foreign prices are quickly reflected in domestic prices, in 
the case of both price increases and price decreases. In other words, 
the lack of symmetry that was found has disappeared in recent years. 
This result is consistent with other findings that indicate increased 
competition in the economy (Bank of Israel 2018; 2019a). 

20  Using the bounds test of Pesaran, Shin, and Smith (2001), we find that the trend 
component tends to converge between countries while the inflation series can 
diverge from one another over a relatively extended period. The bounds test makes 
it possible to test for the existence of an error correction regardless to the levels of 
integration. The bounds test is most useful to this application since notwithstanding 
the assumption that the trend component follows a random walk process, in practice 
unit root test are inconclusive regarding its level of integration.

21 In accordance with the “law of one price” in its weak form, the real exchange 
rate will fluctuate around a long-term average. Fast growing countries will tend to 
deviate from this rule (according to the hypothesis of Balassa and Samuelson, 1964).
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Spotlight B Figure 2. The cumulative effect of a 1-percent 
exogenous price shock on domestic prices, 2009-2015

Note: The broken lines represent 95 percent confidence intervals.
Source: Benjamin Bental and Gilad Brand, Taub Center | Data: Bank of International Settlements
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Spotlight B Figure 3. Length of half-life of local price 
deviation relative to foreign prices

Note: *** Significance level of 1%.  
Source: Benjamin Bental and Gilad Brand, Taub Center | Data: Bank of International Settlements

Notwithstanding the positive developments in recent years, an 
examination of price levels relative to other developed countries 
shows that prices in Israel are still high when taking into account 
that income per capita in Israel is relatively low (Spotlight B Figure 
4). Essentially, a comparison of price levels in the developed countries 
reveals that Israel is to a large extent an exception with regard to 
the connection between price level and income per capita. This 
deviation is about 17 percent, which is the highest among the 
developed countries. In other words, prices in Israel are higher by 
about 17 percent than the level expected in a country with its level of 
income per capita. Since the analysis of price gaps between countries 
is essentially a comparison of the real exchange rate, it is difficult to 
determine to what extent this result reflects the strengthening of 
the shekel during this period. A comparison over a number of years 
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points to a narrower gap — of about 12 percent — which is found to be 
statistically significant. In other words, notwithstanding the positive 
developments in recent years, it can be concluded that price levels in 
Israel are still relatively high. Additional policy measures, like those 
adopted in recent years, will help narrow these gaps. 

Spotlight B Figure 4. Price levels and income per capita  
in OECD countries, 2018

Source: Benjamin Bental and Gilad Brand, Taub Center | Data: OECD.Stat
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Conclusion

The economy is characterized by relatively stable growth and a tight labor 
market, a trend that has continued for several years. Output is growing at 
a rate similar to the potential growth of the economy (about 3 percent), a 
relatively slow rate considering that the population is growing at a rate of 
2 percent. This does not make it possible to narrow the gap in the standard 
of living between Israel and other developed countries. The fiscal system is 
under increasing pressure. The budget deficit is currently running at about 
4 percent of GDP, and thus the previously downward trend in the debt-to-
GDP ratio that characterized the economy for many years has been reversed. 
If steps are not taken to reduce government expenditure and/or increase 
revenues, the deficit can be expected to grow in coming months. An increase 
in the deficit at this time contradicts accepted economic theory, which holds 
that in a period of growth resources should be accumulated that will support 
expansionary policy during periods of slowdown. On the positive side, it is 
worth mentioning that there is growing evidence of increasing domestic 
competition in Israel and a process of price adjustment to a level similar to 
that in other developed countries. 
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Household Debt in Israel
Labib Shami

Abstract

The ratio of household debt to GDP in Israel is considered to be low relative 
to other developed countries and particularly relative to the threshold 
established by the IMF (65 percent) as an indicator of economic crisis. 
Nonetheless, this ratio has been characterized by an upward trend during 
the last decade as the result of low interest rates, the rise in housing prices, 
the increase in private consumption and growth in the supply of credit as a 
result of the entry of new financial institutions into the credit market. 

The current research examines the level of debt among households in 
Israel, according to income decile, and assesses the potential risk implicit in 
the trends during the last decade. The findings provide grounds for concern 
regarding the financial stability of households in the lowest decile. Although 
the proportion of debtors in the lowest decile is lower than in the others, 
the level of debt among those households far exceeds their annual income, 
casting doubt on their repayment ability. Moreover, the lowest decile has 
the lowest proportion of debtors of working age, along with the highest 
proportion of debtors above the age of 54. In other words, it appears that 
they do not take out a loan in order to smooth consumption over their 
lifetime, as do the upper deciles. 

An examination of the debt of the lowest decile according to population 
group shows that the highest median ratio of debt to annual income is to 
be found among the ultra-Orthodox Jewish population. Among the Arab 
Israeli population, most of the loans are for consumption and non-housing 
purposes, a result of the difficulty they encounter in obtaining a mortgage. 

*  Dr. Labib Shami, Senior Researcher, Taub Center for Social Policy Studies in Israel; 
Economics Department, Western Galilee College; Department of Economics, Haifa University. 
This paper was first published in January, 2019.
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Introduction

The existence of a competitive credit market, which provides households 
with access to all banking services, is perceived as one of the main factors 
determining the social welfare of an economy, particularly in the case of 
low-income earners. Savings and the accessibility of credit products (such 
as loans) enable households to regulate their level of expenditure, with the 
goal of maintaining it at a relatively constant level over time (smoothing of 
consumption), protecting themselves against income shocks and investing 
in human and physical capital, which will enable them to achieve a higher 
standard of living in the future. 

As a result of the global economic crisis that began in 2008, there has 
been increasing recognition of the growth in household debt as a cause of 
financial crisis and a slowdown in economic growth (Bezemer & Grydaki, 
2014; Bezemer, Grydaki, & Zhang, 2016; Jordà, Schularick, & Taylor, 2016; 
Schularick & Taylor 2012). Research carried out by the International 
Monetary Fund (IMF) found that household debt grew at increased rates 
during the three years prior to an economic crisis (IMF, 2017). Furthermore, 
the authors of the research found a negative relationship between the level 
of household debt and the rate of economic growth. Thus, an increase of 5 
percentage points in the ratio of household debt to GDP leads to a drop of 
1.25 percent in the growth of GDP during the three subsequent years. 

The goal of the current research is to estimate the potential risk implicit 
in the trends in household debt in Israel during the past decade. The chapter 
describes the two main potential market failures that are liable to expose the 
financial system to risk. The first is the aggregate risk related to the financial 
vulnerability of weaker populations in the country. The debtor households in 
these groups are liable to collapse simultaneously in an economic slowdown. 
The second is that many of the households obtain loans from non-bank 
sources, which are unaware of their credit history. This situation can lead to 
moral hazard and a reduction in the overall quality of credit in the economy. 

The first part of the study will focus on the changes that have occurred 
in the credit market in Israel in recent years and, in particular, the entry 
of non-bank entities into the consumer credit market. The second part will 
look at household debt in Israel during the last decade from the aggregate 
perspective. The analysis will then focus on the leverage of households 
according to income decile and will look at the composition of debtors 
according to population group, age, and source of loan. 
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1. Changes in the credit market in Israel

In recent years, the Bank of Israel and the Ministry of Finance have taken 
steps to encourage competition in the banking industry and particularly 
in the consumer credit market. These steps have focused on, among other 
things, the provision of advanced credit solutions to households and small 
businesses. To this end, an inter-ministerial committee was established to 
examine ways of increasing competition in the banking system. In March 
2013, it submitted its final report which focused on three main directions: 
increasing the number of players both inside and outside the banking 
system; increasing competition between the existing players; and additional 
complementary steps (Bank of Israel, 2013). 

The alternatives proposed in the report to increase the number of players 
inside and outside the banking system included an increase in the activity of 
non-bank credit providers, encouraging the establishment of a virtual bank 
and a credit union, encouraging the entry of foreign banks, and the expansion 
of the Postal Bank’s banking activity. The authors of the report emphasized 
the advantages in providing retail credit to the public through financial 
institutions, such as insurance companies, pension funds, and provident 
funds. One of the main recommendations in this context was the creation of 
mechanisms that will enable the allocation of credit to households and small 
businesses from the savings of the public held with the financial institutions. 

The complexity of the issue and the desire to expand credit while 
protecting savers led to the establishment of a working group to examine the 
steps needed to advance the process and the various issues in providing retail 
credit from pension savings. In June 2015, the Committee for Encouraging 
Competition in Common Banking Financial Services (the Strum Committee) 
was established. In September 2016, the Committee published a final report 
that included, among other things, a recommendation to establish new 
banks and independent credit companies (such as Mimun Yashir) and to 
provide approval for financial institutions to operate in the area of retail 
credit, subject to conditions to be set by the Ministry of Finance. 

The last recommendation led to a public debate and even a demand that 
the Knesset Finance Committee cancel the initiative, based on the claim 
that providing consumer loans from pension savings is liable to reduce the 
pension savings of the borrowers and will threaten the savings of the other 
fund members (Ben-Israel, 2016). In January 2017, the Knesset approved the 
Law for Promotion of Competition and Reduction of Concentration in the 
Banking Market in Israel, which was based on the recommendations of the 
Strum Committee. 
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The changes that have occurred in the banking and credit industry 
in Israel have led to major structural changes in the competitive and 
technological environment of the market in general and of the retail credit 
market in particular. These changes include the entry of non-bank entities 
into the credit market and the removal of technological barriers, alongside 
increased efficiency and the assimilation of innovative technologies (such 
as digital banking) in the banks’ interface with clients. These developments 
have increased the supply of credit and improved the access to various 
credit products among households in general. Currently, household credit 
in Israel is obtained from four main sources: banks, financial institutions, the 
government, and credit card companies.1 

Credit card companies are among the new players that have entered 
the market in recent years and they have shown rapid growth in the total 
consumer credit they provide. According to Bank of Israel figures, total 
balance-sheet credit (i.e., credit actually provided) under the responsibility 
of the credit card companies grew in 2017 by a rate of 15.6 percent (an 
increase of NIS 21.1 billion).2 The increase in interest-bearing credit to 
individuals accounted for 68 percent of this growth. 

Figure 1 presents the trends in interest-bearing credit provided by the 
credit card companies to individuals between 2008 and 2017. As can be seen, 
there was an increase of 148 percent in this type of credit from 2013 to 2017 
and the share of credit provided by the credit card companies (which also 
includes, for example, lines of credit) rose from 42 percent to 57 percent. 

Another player that has in recent years increased its share of the consumer 
credit market is the financial institutions, such as insurance companies, 
pension funds, and provident funds. Figure 2 presents the trend in non-
housing loans provided by these sources to households between 2008 and 
2017. As can be seen, there was an increase of 140 percent in the total loans 
they provided to households during from 2013 to 2017. 

1 Poalim Express, CAL, Leumicard, and Isracard.

2 This includes commercial credit, interest-bearing credit to individuals and accounts 
receivable that do not bear interest (regular transactions, transactions in installments at the 
expense of the business, and other transactions).
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Figure 1. Interest-bearing credit from credit card companies to 
private individuals
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Figure 2. Non-housing household loans given by financial 
institutions 
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The entry of financial institutions and credit card companies into the 
consumer credit market and the growth in the amount of credit they provide 
relative to past years led to a drop in the rate of growth of total household 
credit provided by the banks in 2017. As a result, the total credit provided by 
banks to households grew that year by only 3.9 percent, as compared to an 
average of 7.4 percent in each of the last five years (Bank of Israel, 2018b). 

2. Household debt during the past decade

In recent years, an increasing number of countries have been characterized 
by a particularly high household debt to GDP ratio of close to 100 percent or 
even higher (Figure 3). In contrast, Israel’s ratio stands at only 42 percent, 
as of 2017. However, and despite the relatively positive situation, the ratio 
of household debt to GDP in Israel during the last decade has been on an 
upward trend (Figure 4).

Figure 3. Household debt as a percent of GDP, 2017
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Figure 4. Ratio of household debt to GDP, Israel

Source: Labib Shami, Taub Center | Data: Bank of Israel website, Statistical Bulletin 2017

Figure 5 presents the distribution of household debt according to type, that 
is, housing debt (mortgages) and non-housing debt. Total household debt at 
the end of 2017 stood at about NIS 530 billion, following growth of about NIS 
26 billion during the year (5.1 percent). The rate of growth in non-housing 
debt in that year stood at about 4 percent while the growth in housing debt 
(which is in general backed by the value of the underlying asset) stood at 
only about 1.4 percent. 

Overall, between 2008 and 2017, total household debt grew by 84 percent. 
Total housing debt grew by 70 percent, in comparison to total non-housing 
debt which grew by 114 percent. 

The increase in household debt during the past decade has been the result 
of, among other things, the increase in housing prices. Ryoo (2016) presents 
a model in which household debt is positively correlated with changes in 
real estate prices. Stockhammer and Wildauer (2017) show that households 
take out mortgages of larger size as real estate prices rise, which increases 
their ratio of debt to disposable income. Other causes of the increase in 
debt include low interest rates, which encourage households to take loans; 
the increase in the supply of credit as a result of the entry of new financial 
institutions into the industry, which allows more households to obtain loans 
(see below in the section entitled “Breakdown by loan source”); and the 
increase in private consumption. 
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Figure 5. Household debt
NIS billion

Source: Labib Shami, Taub Center | Data: Bank of Israel website, Statistical Bulletin 2017

In a 2015 Taub Center study examining the gap between household income 
and expenditure in Israel, a correlation was found between household 
consumption patterns and the size of the negative current gap in their 
expenditures (Shraberman, 2018). He shows that personal expenses, such 
as clothing, haircare, and cosmetics,  are correlated with an increase in the 
negative current gap of households to a much greater extent since these are 
relatively large and infrequent expenditures, which are usually unplanned 
and which raise the household’s total expenditure, making it difficult to 
maintain a balanced budget. An increase of 1 percent in the relative share of 
personal expenses within total expenses leads to an increase of 4.6 percent 
in the negative current gap in non-married households and 7.2 percent in 
married households. 

The fact that the growth in debt is partly the result of the growth in 
consumer credit calls for an in-depth examination of the credit risks that 
arise from the over-leveraging of households, or, in other words, taking 
on more debt than is justified by their income. Such a situation is liable to 
endanger their financial stability in the case of an increase in the interest 
rate, which will raise the amounts to be repaid to the lender or will lead 
to a drop in the price of real estate (which will reduce the value of their 
assets). Therefore, the Bank of Israel has recently been working to establish 
a credit database that brings together information on the credit histories 
of households and small businesses, which will help credit providers in 
correctly assessing the repayment ability of borrowers. The database will be 
operational at the beginning of 2019. 

 ₪199 208
233 251 268 288 280 300 318 337

 ₪91 103
107

119
124

133
167

176
187

194

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Non-housing
debt

Housing debt

(69%) (67%) (69%) (68%) (68%) (68%) (63%) (63%) (63%) (64%)

(31%) (33%)
(31%)

(32%) (32%)
(32%) (37%) (37%) (37%)

(36%)

State of the Nation Report: Society, Economy and Policy 201948



3. Leverage among households by income decile

As mentioned, household debt relative to GDP in Israel is lower than in 
many other countries. However, an aggregate measure cannot provide 
an indication of household debt levels according to income level nor 
according to population group. To this end, the current research carried 
out an additional analysis on the basis of Households in Israel: A Long-Term 
Survey, which was conducted in 2016 by the Central Bureau of Statistics 
(CBS) together with the Bank of Israel, the National Insurance Institute, 
the Ministry of Finance, and the Ministry of Education. The survey has 
been carried out annually since 2012 and is unique in that it tracks a fixed, 
representative sample of households and thus provides individual level data 
and data on household debt in particular. The survey includes data gathered 
from 12,297 respondents, which represents 4,180 households.3  

The analysis of the sample population according to income deciles 
raises concern regarding the financial stability of households in the lowest 
decile. Although the proportion of debtors in that decile is only 18 percent, 
as compared to about 56 percent among the upper deciles (Figure 6a), the 
depth of their indebtedness is greater. Thus, the median ratio of debt to 
gross annual income from all sources for debtor households in this decile 
stands at 2.8, while the average is close to 8.0 (Figure 6b).4 The large gap 
between the median and the average indicates the existence of a “tail” in the 
distribution of debtor households in the lowest decile, or in other words a 
concentration of households whose debt is in excess of their annual income, 
and for whom there is some doubt regarding their repayment ability.5 The 
lowest median ratio of debt to income (0.46) is observed among households 
in the sixth decile.

3  Data from 481 outlying observations were omitted, such that the final sample included 
3,699 households.

4 Gross annual income reported per household includes gross annual income from an 
employment pension in Israel or abroad; income from a study fund for sabbatical studies in 
the case of teachers, lecturers, and researchers; income from provident funds; income from 
educational scholarships (including support from a yeshiva); income from foreign institutions 
(including reparations from Germany); income from individuals in Israel or abroad (including 
alimony); income from government institutions and ministries in Israel; interest income; 
dividends and capital gains; income from the rental of property; and business income.

5 This may also be the result of underreporting of income in the lower deciles.
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Figure 6a. Share of those with debt by income decile, 2016
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Figure 6b. Ratio of debt to annual income, 2016
By household income decile
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Distribution by age
An examination of the age distribution of the sample participants according 
to income decile reveals that one-half of the lowest decile is above the age 
of 54 while only 9 percent are below the age of 25. In contrast, most of those 
in the highest decile (69 percent) are individuals of working age (25–54), 
as opposed to only 41 percent in the lowest decile (Figure 7). The share of 
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working-age debtors in the highest decile is also higher than in the lowest 
decile (75 percent vs. 59 percent; Figure 8). This trend is reversed when 
comparing the share of debtors above the age of 54 in the lowest and highest 
deciles (35 percent vs. 22 percent). 

The behavior of the sample participants in the highest decile is consistent 
with the consumption smoothing theory, which predicts that individuals 
attempt to balance their level of expenditure over their lifetime, by taking 
loans at a young age when their income is low and reducing their indebtedness 
as they grow older. This implies that they are in a better position than low-
income individuals who apparently are not managing to repay their loans as 
they grow older (which explains the higher proportion of debtors over the 
age of 54 in the lowest decile). 

Figure 7. Age distribution, selected deciles and the overall 
population, 2016
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Figure 8. Distribution of those with debt by age, selected deciles, 
2016
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Distribution by population group — the lowest decile
The distribution of debtors in the lowest decile according to population 
group shows significant differences between the groups. Of the Arab Israelis, 
23 percent of those in the lowest decile are in debt and their median ratio 
of debt to annual income is close to 2 (Figure 9). Among non-Haredi Jews 
(non-ultra-Orthodox Jews) in the lowest decile, the proportion of debtors 
is only 15 percent; however, their debt to income ratio is higher (about 3). 
Among Haredi Jews in the lowest decile, both figures are much higher than 
for the other population groups: 30 percent are in debt and the median debt 
to annual income ratio is 13.5.

The major differences between the Arab Israeli and Jewish populations 
and between the Jewish population in general and the Haredi population in 
particular are primarily the result of the purpose of their loans. Among Jews, 
a relatively high percentage have taken out mortgages: 52 percent of the 
non-Haredi and 72 percent of the Haredi; while the share who have taken 
out consumer loans is 64 percent and 43 percent, respectively. In contrast, 
the vast majority of Arab Israeli debtors (89 percent) have taken out 
consumer loans while only 15 percent have taken out a mortgage. A possible 
explanation of this difference was suggested in a study by the Bank of Israel 
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(2017a) which found that the high proportion of the Arab Israeli population 
with consumer credit is due to their increased difficulty in obtaining a 
mortgage against an asset they own. In other words, the credit recorded as a 
consumer loan may actually be used for housing. 

Figure 9. Debtors in the lowest income decile by population 
group, 2016
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Furthermore, in response to a question regarding their current financial 
situation, the highest share of households reporting that they are in debt 
was in the lowest decile (Figure 10).6 About one-quarter of the households in 
this decile reported that they are in debt, as opposed to about one-sixth (17 
percent) of those in the sixth decile and only 3 percent of households in the 
highest decile.

6  A household in debt is defined as one whose income is not sufficient to cover its expenses 
and it does not have savings. In contrast, a household with debt is one that has taken out a 
loan from any source (see Figure 6a above).

Household Debt in Israel 53



Figure 10. Share of households with debt, by income decile
Self-report
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Breakdown by loan source 
An examination of the share of those with non-housing credit in each 
income decile according to source shows that the two lowest deciles tend to 
use non-bank sources more than the two highest deciles.7 As can be seen in 
Table 1, the share of those with non-housing loans from a non-bank source 
in the lowest quintile is 22.5 percent, in contrast to about 12 percent in the 
highest quintile. In contrast, the share of those who turn to the banks for a 
non-housing loan is greater at the higher income levels (88 percent in the 
lowest quintile versus 92 percent in the highest quintile). 

These findings support the claim that the entry of non-bank entities into 
the consumer credit market is increasing the exposure of poor households 
to consumer credit, which may be raising the risk in this industry. 

7  Non-bank sources include insurance companies, financial institutions, credit card 
companies, financial leasing companies, and charitable institutions.
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Table 1. Share of those with non-housing loans, by loan source

Decile Share with a  
bank loan  

as a percent of all those 
with loans

Share with a  
non-bank loan  

as a percent of all those 
with loans

Share of all those 
with loans  

as a percent of all 
households in the decile

Lowest 87% 20% 15%

2 88% 25% 14%

3 91% 16% 22%

4 94% 20% 28%

5 93% 17% 33%

6 93% 20% 35%

7 94% 25% 34%

8 90% 18% 37%

9 92% 9% 35%

Highest 92% 14% 24%

Source: Labib Shami, Taub Center | Data: CBS, 2016

Conclusion
The ratio of household debt to GDP in Israel stands at 42 percent, which is low 
relative to other developed countries. Nonetheless, it is worth considering 
the upward trend in recent years and in particular among the low-income 
deciles. A higher proportion of households in the lowest decile report that 
they are in debt and their level of indebtedness (the median ratio of debt to 
income) is also higher. 

It appears that in the current economic situation the proportion of lower-
decile households within total debt is not at a level that puts the financial 
system at risk.8 Nonetheless, if the economic situation deteriorates, this 
is liable to disproportionately harm poor households. Therefore, the 
over-leveraging of households in the lower deciles may lead to financial 
vulnerability and may worsen their already precarious financial situation. 
This possibility leads to aggregate uncertainty since the risk in this case is 
not dispersed among the households of the lowest income decile but rather 
exists simultaneously among all households. 

8 According to the sample, the lowest two deciles account for about 5 percent of the 
economy’s debt.
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It is possible that the increased access of households in the lower deciles 
to the credit market is related to the changes in the credit industry in Israel 
in recent years. The entry of financial institutions and credit card companies 
into the market has increased the supply of credit to all households and 
particularly those in the lower deciles, and has led to greater competition 
in the industry. However, this process also has disadvantages, in that it 
exposes the industry to moral hazard. This is a result of the fact that these 
credit providers do not have any information about the overall debt of their 
borrowers, which may result in loans being provided to households that 
lack the ability to repay them. The first signs of this problem can be seen in 
the decline of credit quality in the economy. According to the Bank of Israel 
(2018a), the expense due to credit losses among credit card companies (i.e., 
their expense due to unpaid debts) rose from 1.45 percent of total credit 
in 2016 to 1.92 percent in 2017 and the proportion of written-off debts due 
to inability to repay rose from 0.91 to 1.28 percent of credit. Similarly, the 
proportion of problematic debt in 2017 was 6.2 percent.9  

As mentioned, the Bank of Israel is in the process of creating a database 
that will include information on the credit history of households and small 
businesses. This process has two implications: on the one hand, the creation 
of the database may lead to the exclusion of households with weak repayment 
ability from the credit market and will tie them to their bank. Furthermore, 
the refusal of credit providers to provide a loan to individuals with a low 
credit rating may force them to take loans in the gray market at high interest 
rates, which will increase the chance that they will be unable to repay the 
debt. On the other hand, the database will reduce the aggregate risk in the 
credit market by making information available on borrowers and thus will 
assist credit providers in correctly assessing their repayment ability. This 
step will reduce the interest rate for borrowers with a high credit rating and 
thus will lower the cost of financing in the economy. 

9 Problematic debt is a payment that is over 90 days in arrears.
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The Welfare System:
An Overview

John Gal and Haim Bleikh 

Introduction

There were no new major social welfare initiatives in Israel between 2018 
and 2019. While budgeting of social services did not decline, the ability of 
the welfare state to deal with the major challenges it faces in social security 
and welfare remain limited, a situation that is reflected in the incidence 
of poverty and inequality, which remain high despite a downward trend 
in recent years. Although economic growth continues and unemployment 
rates are low, a number of factors are contributing to stagnation in many 
areas of government activity and policy, in particular in the social domain. 
These factors include the increase in the budget deficit and, with that, fears 
of a recession, an unwillingness to increase taxes, a lack of clarity regarding 
the formation of a government, and the weak status of the social welfare 
ministries. To this can be added the two rounds of elections in 2019 and a 
third one in early 2020. 

With the lack of new policy initiatives and the static situation of budgeting 
and the structure of the welfare and social security systems, the focus 
during this period has been on managing the programs initiated in previous 
periods, such as the increase in disability pensions and the “Saving for Every 
Child” program. Persistent problems remain unresolved, as do concerns 
regarding the ability of the social security system to meet its future targets. 
As shown in Figure 1, total social expenditure has grown in real terms over 
time (Weiss, 2018), although its share of the state budget in 2018 remained 
identical to that in 2017 (Figure 2). This is also the situation with respect to 
its various components, namely welfare, health, and education. In practice, 
out of the total government budget (not including debt servicing) of NIS 396 
billion in 2018, NIS 235 billion, or about 59 percent, was devoted to social 
expenditure. Within that amount, NIS 116 billion was devoted specifically to 
social welfare, i.e., the social security system (National Insurance Institute 

*  Professor John Gal, Principal Researcher and Chair, Taub Center Social Welfare Policy 
Program; the Baerwald School of Social Work and Social Welfare, The Hebrew University 
of Jerusalem. Haim Bleikh, Researcher, Taub Center for Social Policy Studies in Israel. The 
authors would like to thank Shavit Madhala and Guy Yanay for their assistance in collecting 
and analyzing the data in this chapter.
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benefits and payments made by the Ministry of Defense and the Ministry 
of Finance) and to services provided by the Ministries of Labor and Social 
Affairs and Social Services, Construction, Immigration and Social Equality. 
This represents a real increase of 4.2 percent relative to 2017. 

Figure 1. Real social expenditure by category
NIS billion, 2018 prices
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Figure 2. Social expenditure by category
As a percent of government expenditure
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Nonetheless, public social expenditure totaled only about 17.7 percent of 
GDP in 2018 (Figure 3), a significantly lower rate than in the OECD average. 
Only four OECD countries (Turkey, Korea, Chile, and Mexico) spend a smaller 
share of GDP than Israel (OECD, 2019). 

Figure 3. Social expenditure by category
As a percent of GDP
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Social investment in Israel
Alongside the traditional division of social expenditure according to welfare, 
health, and education, another way of understanding how the welfare state 
deals with social distress is to distinguish between the main targets of the 
systems and between the programs that constitute the welfare state. During 
the past decade, researchers of the welfare states in Europe have tended to 
distinguish between programs providing social protection and those whose 
goal is social investment (Hemerijck, 2017). 

Social protection programs primarily consist of cash benefits for those 
whose earnings (or the lack of them) do not provide a sufficient standard 
of living. Examples include payments to ensure subsistence, such as income 
support and old age pensions, or payments to deal with specific needs such 
as childrearing (child allowances) or financing expenses due to disability 
(such as benefits based on the Long-Term Care Law) (Ronchi, 2016). 
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In contrast, social investment programs seek to strengthen the capacities 
of individuals, to promote social mobility, and to encourage the optimal 
integration of individuals in the labor market with the expectation that they 
will then contribute to future economic growth and development. Examples 
include investment in the education system, starting from preschool and 
ending with higher education; expenditure on research and development; 
programs to support labor force integration (vocational training and 
programs designated to facilitate the labor market integration of individuals 
from excluded population groups or those with disabilities); and programs 
that increase labor income (work grants or negative income tax). 

Alongside these two categories, there are also social expenditures that are 
difficult to categorize. These will be referred to here as “other expenditures.” 
Expenditure on the health system is an example of this.  

Distinguishing between these types of social expenditures sheds light on 
the preferences of policy makers and their decisions whether to invest in 
improving the situation of individuals in the present or investing in them 
and the economy with an eye to the future. Figure 4 indicates that the long-
term trends in Israel are similar for all three categories of social expenditure. 
In shekel terms, there has been growth in all of the categories over the 
last two decades, with the gap between expenditure on social protection 
and social investment remaining small and to the advantage of social 
protection between 2000 and 2015. In recent years, this gap has narrowed 
and expenditure on social investment programs has increased more rapidly. 
This change is primarily the result of an increase in expenditure on preschool 
programs (daycare) and the “Saving for Every Child” program. In other 
words, there appears to be a government effort to increase spending on 
enhancing human capital over programs intended to address social distress 
and deprivation. 
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Figure 4. Expenditure on social investment, social protection, 
and other spending
2017 prices
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A comparison of welfare states1 shows that the small gap between expenditure 
on social protection and social investment in Israel is similar to that in social 
democratic countries (such as Sweden and Denmark), in which there is a 
major emphasis on social investment. The Israeli welfare state tends (more 
than many other welfare states) to support efforts to improve the skills of 
its citizens, with the aim of improving their future situations. There is a 
preference for this approach over providing assistance to overcome present 
deprivation. 

However, a comparison of social investment as a percentage of GDP 
paints a different picture. Although the division between social protection 
and social investment within total social expenditure in Israel is similar to 
that in social democratic countries, there is a marked gap between Israel 
and the social democratic welfare states with respect to total spending 
on social investment as a percentage of GDP. While Denmark and Sweden 
consistently spend more than 11 percent of their GDP on social investment, 
Israel’s expenditure ranges between 6.7 and 8 percent of GDP. One of the 

1 Sweden and Denmark are social democratic welfare states; Germany and France are 
conservative welfare states; the US and the UK are liberal welfare states; and Spain and Italy 
are Mediterranean welfare states (for details of this categorization, see Tarshish, 2017).

65



main explanations for this gap is the low level of total social expenditure 
in Israel, which is related to, among other things, the country’s low rate of 
taxation, which leads to relatively low government expenditure, and its high 
expenditure on other types of necessities, primarily defense. Although it is 
true that the share of expenditure on social investment within total social 
welfare expenditure is relatively high in Israel, the total expenditure levels 
on social welfare are particularly low, so that based on social expenditure as 
a proportion of GDP, Israel ranks quite low (Figure 5). This is true for both 
expenditure on social protection and expenditure on social investment, which 
implies that although the Israeli welfare state has a relative preference for 
investment over protection (at least in part due to the unique age structure 
in Israel), in practice the resources it invests in both areas remain limited. 

Figure 5. Social investment as a percent of GDP
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Poverty in Israel from an international 
comparative perspective

A main objective of the welfare state is to deal with poverty or, in other 
words, to offer assistance to those citizens with inadequate incomes. The 
degree of a welfare state’s success in dealing with poverty, whether through 
social investment or social protection, is an indicator of its effectiveness in 
relieving the material deprivation of its citizens. This issue has been at the 
center of public discourse in Israel during the past decade, as evidenced in the 
work of the Committee for the War Against Poverty (the Elalouf Committee), 
which the government convened to make policy recommendations on 
dealing with poverty in Israel (Gal & Madhala-Brik, 2016). 

Israel’s efforts to reduce the incidence of poverty have only been partially 
successful. An analysis of the state’s attempts points to the reasons for this 
outcome. An examination of the incidence of poverty by market income,2 
that is, before transfer payments and taxes, shows that Israel appears to be 
in a good position relative to other OECD countries. The share of individuals 
defined as poor based on market income is low (23 percent) in contrast 
to an average of 28 percent in other OECD countries (Figure 6). However, 
data on the incidence of poverty in terms of disposable income, i.e., after 
the intervention of the welfare state, provides a radically different picture. 
The incidence of poverty based on disposable income in Israel is the highest 
among the OECD countries and stands at 18 percent of the population. 
Moreover, it appears that the success of the taxation and social security 
systems in Israel in reducing the incidence of poverty is far less than in most 
welfare states. 

Why are the rates of poverty in terms of market income lower in Israel 
than in other OECD countries? One possible explanation is the income of the 
elderly population (65+) in the various countries. In many OECD countries, 
relatively generous old-age pensions constitute the main source of income for 
individuals after retirement, while the share of market income within total 
income is relatively low.3 In contrast, income from occupational pensions 
and from labor (i.e., market income) constitutes a significant portion of 
income for the elderly in Israel. As a result, the share of market income 
within the elderly’s total income is relatively high in Israel in comparison 

2 Market income is composed of income from labor, occupational pensions and capital, and 
before the deduction of obligatory payments.

3 The income of retired individuals from government transfer payments as a percentage 
of total income is estimated at about 60 percent on average in the developed countries as 
compared to about 30 percent in Israel. See OECD (2017), Chart 6.2, page 133.
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to other welfare states. This finding is in line with the high (effective) age of 
retirement, among both men and women in Israel (OECD, 2017). Therefore, 
it is not surprising that the incidence of poverty based on market income 
(before transfer payments and taxes) among the elderly population in other 
OECD countries is significantly higher than in Israel: 69 percent on average 
in the welfare states as compared to 42 percent in Israel (see Figure 7). 

Figure 6. Share of individuals below the poverty line, 2015-2017
OECD countries
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Figure 7. Share of individuals below the poverty line, 2015-2017
OECD countries

Source: John Gal and Haim Bleikh, Taub Center | Data: OECD
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the poor population based on market income between Israel and the other 
welfare states. Only 20 percent of the population in Israel that live in poverty 
based on market income are elderly, as compared to an average of 40 percent 
in the welfare states.4 

The difference in the composition of the poor population based on market 
income can, to some extent, explain the considerations and constraints facing 
policy makers with respect to reducing poverty. Thus, for example, a large 
number of welfare states have an aging population and are characterized by 
a historic social contract in which the state plays a central role in financing 
pensions for the elderly.5 When taking into account the social security net, 
the incidence of poverty among the elderly population in the OECD drops 
from 69 percent on average (in terms of market income) to 13 percent on 
average (in terms of disposable income). As can be seen in Figure 7, the drop 
in the rate of poverty among the elderly in Israel is much smaller: from 42 
to 20 percent.

The incidence of poverty based on market income among the working- 
age population in Israel (below age 65) is similar to the average in other 
welfare states (i.e., around 20 percent) but is significantly higher in terms 
of disposable income (18 percent as compared to 11 percent on average). 
These data emphasize the greater generosity of the social security system in 
welfare states with higher tax burdens.6 Nonetheless, the data may indicate 
a concern among policy makers in Israel that overly generous benefits for 
families with a working-age head of household may serve as a disincentive to 
labor force participation. Specifically, in Israel, households with a working-
age head of household, and in particular the poor households among them, 
are much larger than similar households in other developed countries and, 
therefore, the amount of assistance required to lift such a family out of 
poverty is much larger.7  

The problematic nature of dealing with poverty among the non-elderly 
population in Israel is reflected in Figure 8. The figure illustrates the limits on 
the generosity of the two main social security programs aimed at providing 
a social security net to families with children who are living in poverty, i.e., 

4 Only in Turkey and Mexico is the share lower than in Israel.

5 It can be assumed that cuts in publicly financed pensions are liable to be a cause of political 
pressure and social unrest.

6 On the positive connection between the tax burden and the size of civilian expenditure, 
see, for example, Weiss (2016), p. 13.

7 See Bleikh (2015), Appendix Figure 7, p. 398.

State of the Nation Report: Society, Economy and Policy 201970



The Welfare System: An Overview

income support and child allowance. As the figure shows, despite the increase 
in the average monthly wage (which reflects the general standard of living) 
and in the level of the poverty line during the past decade, the total amount 
of income support and child allowance has remained relatively unchanged 
and its distance from the poverty line has increased. This stability indicates 
a growing gap between the standard of living among individuals living in 
poverty who receive government assistance and the general standard of 
living, as well as a declining likelihood that these families’ disposable income 
will raise them above the poverty line.

Figure 8. Income Support and Child Allowance relative to the 
average wage and the poverty line
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Source: Gal, Krumer-Nevo, Madhala, and Yanay, 2019, Figure 5

We now turn our attention to several central welfare issues that have been 
on the agenda of policy makers during the past year. 
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When welfare states implement social security programs to reduce 
national rates of poverty, it is not surprising that most of them tend 
to focus on the elderly. This is due to the pension structure, which is 
dependent to a large extent on public financing, and to the high share 
of the elderly in the population. The pension structure in Israel differs 
from most other welfare states in that the income of the elderly 
includes public components alongside private ones (occupational 
pensions). In addition, the share of the 65+ age group in Israel is lower 
than among most of the OECD countries and, therefore, the effect of 
this population on the drop in poverty (in the transition from market 
income to disposable income) is smaller. Indeed, apart from the fact 
that the decrease in poverty among developed countries is larger 
than in Israel, a larger proportion of the drop is due to the elderly 
population, as can be seen from Figure 9. Primarily, the figure shows 
that in most of the countries more than 50 percent of the drop in 
poverty is due to the population of retirement age. 

Spotlight

Poverty reduction by the state, by age group
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Figure 9. Reduction in the poverty rate in OECD countries 
by age group, 2015-2017

Source: John Gal and Haim Bleikh, Taub Center | Data: OECD
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National Insurance Institute payments

Expenditure on social security payments accounts for 80 percent of welfare 
expenditure in Israel (Figure 10). Alongside Ministry of Defense cash benefits 
to disabled veterans, Ministry of Finance benefits to Holocaust survivors, 
and the negative income tax (which is also paid by the Ministry of Finance), 
National Insurance Institute (NII) benefits are the main component of this 
system. Spending on NII benefits was NIS 87 billion in 2018, an increase (in 
real terms) of 4.8 percent relative to the preceding year.8 

Figure 10. Expenditure on NII allowances as a percent of GDP
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As can be seen in Figure 10, the elderly and survivors are the largest 
beneficiaries of social security expenditure in Israel, as is the case in 
other welfare states. About 46 percent of NII benefits go toward the social 
protection of these populations through the old-age and survivors benefits 

8 See the Statistical Abstract of the NII, Table 1.5.2.
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program and expenditure on long-term care. People with disabilities are 
another major beneficiary in this system, primarily through the general 
disability benefit and support for those injured in work accidents and victims 
of terror. Support for children and families completes the picture. 

The general disability benefit
Over the last few years, individuals with disabilities have increasingly been a 
focus of public discourse and policy making, including major changes in the 
NII benefit system. For example, following public and political controversy in 
2017 and 2018, the government agreed to raise the general disability benefit 
and change its structure. Although the implementation of the agreement 
is meant to be spread over several years and even though it does not focus 
exclusively on the level of the general disability benefit, an examination of 
the data for 2017 to 2019 shows a significant increase of about 8 percentage 
points in the ratio of the benefit to the average wage (Figure 11). While this 
change did not bring about a sharp increase in the number of the benefit’s 
recipients (Figure 12), the spending on this benefit grew by 16.2 percent in 
real terms during 2018 to a total of about NIS 11 billion. 

Figure 11. General disability allowance as a percent of the 
average market wage
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Figure 12. Share of those receiving disability allowance as a 
percent of the population ages 18-65
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Saving for Every Child

Alongside the increase in the disability benefit, the second major change 
in the social security system in Israel in recent years was the introduction 
of the “Saving for Every Child” program. This program, which began at 
the beginning of 2017, ensures that a lump sum of money will be available 
to every child in Israel at the beginning of their adult life. From birth, an 
amount of NIS 51 is deposited monthly into the account of every child. The 
accumulated amount is available at the age of 18 or at the age of 21 (with a 
small additional accrual of funds if the withdrawal is deferred to this age). 
The parents of the child have the option of choosing the investment channel 
for the money from among a number of possibilities, whether in a bank or a 
provident fund. The management fee for the account is paid by the NII. The 
investment channels vary with respect to level of risk and expected return. 
If the parents do not choose a particular saving channel, the NII invests the 
money in a conservative saving channel at a bank as the default. Parents 
also have the possibility of matching the amount through an automatic 
deduction from their universal child allowance. 

When the program’s legislation was under discussion, concerns were 
raised that as a result of its universality (namely that all children of Israeli 
citizens would be eligible) — which was meant to ensure the full use of 
the program and broad public support — the lack of focus on the poor and 
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on children from large families would weaken its contribution to future 
social mobility. As a result, the program would not be able to fully meet 
one of its main goals, namely improving the situation of young adults from 
disadvantaged socioeconomic backgrounds and their chances of successful 
integration into society (Gal, Madhala-Brik, Greenstein-Weiss, & Covington, 
2016). A recent analysis of the patterns of usage in the Saving for Every 
Child program (Pinto & Gottlieb, 2019) shows that although the program 
is expected to provide an average amount of about NIS 24,000 for every 
participating child, there is some doubt as to its effect on the social mobility 
of large low-income families. 

The data illustrate the limitation of the program, as the share of parents 
investing an additional 51 shekels every month from the child allowance 
and the share of parents choosing a non-default investment channel for 
their child declines with a decline in family income (even though larger 
families have greater needs). Thus, for example, Figure 13 shows that less 
than one-third of the parents in the lowest income quintile match the 
government’s deposit for their children, while in the highest quintile the 
share is 65 percent. It can also be seen that parents who are wealthier were 
more likely to not choose the default bank investment channel, which is 
more conservative and has a lower return, but rather choose to invest in a 
provident fund with a higher expected return (though also a higher level of 
risk) (Figure 14). These findings indicate that alongside the maintenance of 
the program’s universality — which is necessary for maximum accessibility 
— there is a need to adopt measures to increase the income of children who 
are particularly in need of assistance in early adulthood. 

Figure 13. Share of families choosing to add NIS 51 to the 
monthly Saving for Every Child program, 2017
By income quintile
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Figure 14. Share of families choosing a specific investment type, 
Saving for Every Child program, 2017
By income quintile
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The financial stability of the NII

One of the issues facing many social security systems worldwide as a 
result of rising longevity and the aging of the population is to ensure their 
own financial stability and their ability to meet future commitments to 
beneficiaries. This issue has been at the center of discussions between policy 
makers in the Ministry of Finance, the NII, and the Ministry of Labor, Social 
Affairs and Social Services over the past two years. This discussion began 
following an actuarial report of the NII that warned that by 2045 the NII 
will have no remaining assets (NII, 2017). The report shows that up to this 
point the NII’s income from insurance payments and budget transfers from 
the government (on the basis of legislation and compensation agreements) 
have exceeded its expenditure. This has given the NII an average annual 
surplus of between NIS 2 billion and NIS 4 billion which is transferred to the 
Ministry of Finance. This amount is invested by the Ministry of Finance in 
government bonds. The total worth of these assets stood at NIS 200 billion 
in 2017 (Gottlieb, 2017). However, it is expected that NII expenditure, i.e., its 
payment of benefits, will exceed its revenue by 2024. 

State of the Nation Report: Society, Economy and Policy 201978



The Welfare System: An Overview

The ensuing public discussion following the publication of this report 
focused on the need for the government to take measures to avoid the 
expected effects on the NII’s financial stability. The discussion included 
disagreement as to the degree of the future risk and its timing and how to 
ensure the financial stability of the social security system in Israel. While 
the Ministry of Finance tended to downplay the risk, the Ministry of Labor, 
Social Affairs and Social Services and the NII insisted on the urgent need to 
take action to ensure its continued ability to finance benefits. It appears that 
the main concern of the NII is that the threat to its financial stability will 
lead to future demands for a sharp cut in benefits in order to achieve balance 
between the NII’s expenditures and its revenues. Even the planned measures 
to raise the age of retirement and of eligibility for an old-age benefit are not 
expected to be sufficient to eliminate the threat to the financial stability of 
the social security system (Kimhi & Shraberman, 2013). 

The debate over how to deal with the threat to the financial stability of 
the NII system and the reservations of the Ministry of Finance with respect 
to taking immediate action has led the Ministry of Labor, Social Affairs 
and Social Services and the Director General of the NII to cancel a 1980 
agreement, according to which NII surpluses are transferred to the Ministry 
of Finance. The NII has asked that surpluses be left with it and that it will 
decide on how to invest them. The condition for leaving the NII surpluses in 
the hands of the Ministry of Finance is a commitment not to harm the rights 
of beneficiaries as long as there is a positive balance of the funds. It appears 
that the lack of a decision on this issue is also related to the paralysis of the 
government during the past year. However, due to the size of the surpluses 
and their relevance to all citizens, the continuing lack of agreement on this 
issue involves risks to the social security system and the economy as a whole. 

The Ministry of Labor, Social Affairs and  
Social Services

The Ministry of Labor, Social Affairs and Social Services is the main provider 
of social services. The last two years have been characterized by a stagnation 
in the activity of this ministry, reflected by the lack of major policy initiatives 
and its lack of ability to deal with the main issues on its current agenda. 
Prominent examples include the poor working conditions of social workers 
and their lack of physical security; the deficiencies in the youth shelter 
system, which provides solutions to youth at risk living outside their homes; 
and the inability of the Ministry to meet the needs of asylum seekers in Israel. 
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Daycare

During the past year, there appears to have been a reversal of progress in 
the daycare system, which is one of the main areas that has been moved to 
the responsibility of the Ministry of Labor, Social Affairs and Social Services. 
Daycare services, which are one of the main components in the efforts of 
the Israeli welfare state to expand social investment, received increased 
attention following the social protests in 2011 and the recommendations 
of the Trajtenberg Committee that followed them. Indeed, since then and 
until recently, there has been a major increase in the budgets allocated to 
preschool education in the daycare system. This investment is intended to 
improve the accessibility of the system. In parallel, initial steps were taken 
to improve the supervision of the daycare system and the quality of the 
service it provides. The efforts in this direction were accelerated following 
several incidents of physical injury of infants in the daycare centers. The 
Supervision of Daycare Centers Law, which was passed in October 2018 and 
is still in the early stages of implementation, establishes rules for licensing 
daycare centers with more than seven infants. Nonetheless, the conditions of 
eligibility for subsidization of daycare (which is limited to working mothers) 
and the limited supply of daycare centers leads to a restricted and differential 
accessibility to daycare. Evidence of this is the distribution of daycare users 
in the population in Israel. Thus, for example, only 8 percent of Arab Israeli 
households with children of the relevant ages use daycare services and 
among the Jewish population (not including the ultra-Orthodox) the rate is 
only 16 percent, while among Haredi (ultra-Orthodox Jewish) families the 
rate is 41 percent (Fichtelberg Barmatz, 2017). 

Despite the low share of young children in supervised daycare, the 
expenditure figures for daycare are not encouraging and point to recent 
stagnation in this area as well. As seen in Figure 15, the expenditure on 
daycare and afternoon frameworks declined somewhat in 2018 as a result 
of a lower budget allocation for construction. The limited participation of 
children from various population groups in preschool education systems 
may ultimately have adverse effects on the development of their human 
capital and their future prospects for social mobility (Shavit, Friedman, Gal, 
& Vaknin, 2018). 
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Figure 15. Budget for daycare and after-school care
2018 prices
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Flexible budgets

Despite the overall stagnation in the welfare system, there has been an 
interesting trend during the last few years in various programs of the 
Ministry of Labor, Social Affairs and Social Services that are intended to 
assist marginalized populations integrate into the labor market. A central 
component of this trend is the increasing use of flexible budgets. These 
budgets provide program participants with easy access to financing for their 
basic needs and for activities that facilitate their labor force integration. 

In the past, the Ministry of Labor, Social Affairs and Social Services 
tended to limit material assistance to welfare service users to only 
emergency assistance (in addition to the payment of income support by 
the NII) and to limit the activity of the social services departments in this 
area. However, during the past decade there has been a noticeable change 
in approach. Currently, the trend among professional staff members and 
senior administrators in the Ministry is to view generous and (relatively) 
accessible material assistance as an important part of the process to support 
participants in the Ministry’s main programs. Figure 16 shows that the 
budget for emergency assistance remained basically unchanged during 
the second half of the decade, but that there has been an increase in the 
expenditure on flexible budgets, whether as part of cooperation with the 
International Fellowship of Christians and Jews (by means of Friendship 
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Funds) or as part of Families First, the Ministry’s flagship program. The use 
of flexible personal budgets has recently been extended to other programs 
that are under the aegis of the Ministry of Labor, Social Affairs and Social 
Services. 

Figure 16. Amounts provided for material assistance
2017 prices

Source: Gal, Krumer-Nevo, Madhala, and Yanay, 2019, Figure 7  

A recent Taub Center study (Gal, Krumer-Nevo, Madhala, & Yanay, 2019) 
examines the patterns of use of flexible budgets in the Families First program, 
which each year provides intensive support for 3,000 families in more than 
100 cities in Israel. The great majority of these families live in poverty, half 
of them are single-parent families (49 percent) and a high percentage (41 
percent) are families in the Arab Israeli sector (including Bedouins). Each 
family in the program receives a budget of NIS 15,000 for two years which 
is provided as a flexible basket of solutions. The use of the basket is decided 
on jointly by the family and the social worker assigned to it. The goal of the 
basket is to provide an additional component in the support of families and 
in the efforts to alleviate their economic and social distress. 

The data on the use of the basket of solutions (Figure 17) show that the 
basket budgets are primarily used for household needs, the encouragement 
of employment through training courses and the acquisition of work tools 
and the payment of debt. The patterns of usage differ between population 
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groups. Among Haredi and Arab Israeli families, there is greater use of 
the basket for employment purposes, the purchase of electric appliances 
and household improvements (particularly among Arab Israeli families). 
In contrast, among Jewish families (including the Haredim), it is common 
that the basket is used to repay debt. The differences in patterns of usage 
between the various groups is apparently related to their lifestyles and the 
existence (or absence) of other support networks in the community, such as 
the activity of other assistance organizations. 

Figure 17. Distribution of relief basket use

Source: Gal, Krumer-Nevo, Madhala, and Yanay, 2019, Figure 13  

One of the main concerns is that the flexible budget program will be abused. 
However, the data on the Families First program do not provide any evidence 
of this. Research has shown that although the families participating in the 
program have access to NIS 7,000 in the first year of participation, the number 
of families that join the program for a brief period, take advantage of all the 
assistance available to them and then leave the program is negligible (only 
1 percent). 

As of now, only a small percentage of the users of welfare services have 
had access to flexible budgets and there is still no solid empirical basis to 
support the use of these budgets. Nonetheless, among both social workers 
and welfare service users there is satisfaction with this component of the 
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support provided. Policy makers are now faced with complex questions with 
regard to the future design of the policy. Is it worthwhile to expand the 
use of flexible budgets? If so, how does this program fit into the activities 
of the NII in the context of subsistence payments such as income support 
and disability benefits? On the assumption that the use of flexible budgets 
is indeed expanded, consideration should be given to the patterns of use 
of these budgets and a decision is needed as to whether it should only be 
material assistance or material assistance combined with financial assistance. 
Furthermore, the Ministry will need to establish eligibility requirements and 
to decide on the role of social workers in the implementation. 

Conclusion
Despite the continued stability in social expenditure in Israel — measured as a 
percentage of the state budget — and despite the real increase in expenditure, 
an analysis of social policy in 2018 and 2019 points to the danger of stagnation 
in social welfare. Overall, social expenditure in Israel remains much lower 
than the levels observed in other welfare states. Although in recent years 
there has been a trend toward increasing expenditure devoted to social 
investment, which is likely to improve the human capital of marginalized 
populations, total expenditure on social investment and on social protection 
together is still low relative to needs. This level of expenditure contributes 
to the perpetuation of many social problems, which are manifested in a high 
incidence of poverty relative to other welfare states. Overall, this period was 
characterized by a lack of new welfare initiatives. This trend characterized 
the activity of the main entities involved in welfare and social security in 
Israel, such as the NII and the Ministry of Labor, Social Affairs and Social 
Services. Moreover, the new programs that have been adopted in recent 
years also suffer from various limitations that have not been dealt with 
(Saving for Every Child) or they are small in scope (Families First), and 
therefore their effect on large scale social problems is limited.  
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Material Assistance to People 
Living in Poverty:  

A Historical Survey and  
Current Trends

John Gal, Michal Krumer-Nevo, Shavit Madhala, and 
Guy Yanay 

Abstract
The policy to alleviate poverty in Israel has changed frequently in recent 
decades, particularly with regard to material assistance to people living in 
poverty. In the early years of the State, financial assistance was provided 
to the poor by the welfare bureaus. During the 1980s, with the adoption of 
the Income Support program, responsibility was transferred to the National 
Insurance Institute (NII). At the beginning of the 2000s, policy changes led 
to a sharp reduction in assistance levels and in the number of those eligible 
for it, alongside a major effort to encourage those living in poverty to enter 
the labor market. Despite these efforts, the share of families in Israel living 
in poverty remains particularly high at almost one-fifth (18.4 percent) of 
families. 

During the past decade, there has been a further change in poverty policy. 
Alongside National Insurance Institute cash benefits, there has been an 
effort to provide those living in poverty with comprehensive psychosocial 
solutions, including material assistance, through social workers in social 
services departments. This policy, which is demonstrated in the Families 
First program operated jointly by the Ministry of Labor, Social Affairs and 
Social Services, The Rashi Foundation, and JDC-Ashalim offers intensive and 
holistic treatment to participating families, that includes active take-up of 
rights, help in labor market integration and also material assistance. 
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This study examines the changes in poverty policy during the last four 
decades and the factors behind those changes, particularly the expansion 
of social services departments’ responsibilities to help families in poverty. 
The study also analyzes the characteristics of the Families First program 
participants and the patterns of usage of material assistance among the 
various population groups. On the basis of the findings, several possible 
directions are proposed to improve the system of material assistance as a 
means of reducing poverty. 

Introduction

For many years now, poverty has been one of Israel’s most urgent social 
problems. The size of the population living in poverty is currently estimated 
at about one-fifth of all families, which is one of the highest rates among 
the OECD countries, even after a slight decline in recent years (NII, 2018). 
The main juncture between the state and families living in poverty occurs 
in municipality social services departments. Of the population that is 
assisted by social workers in these departments, 266,000 (about 28 percent 
of the individuals dealt with by those departments) have requested financial 
assistance (Ministry of Labor, Social Affairs and Social Services, 2017). 
However, the directors of these departments estimate that the share is much 
larger than indicated by the official figures due to the way in which requests 
for assistance are cataloged. 

The main income source for many families living in poverty is NII benefits 
and in particular Income Support benefits, Disability and Old-age pensions. 
In most cases, the amount of the benefit does not allow families to deal 
with extraordinary situations that arise due to unexpected events, medical 
treatments, or debt repayment, nor does it allow them to escape poverty. 
Moreover, it is believed that in many cases the take-up of these benefits by 
eligible households (particularly in the case of Income Support) is low due 
to a lack of awareness of their eligibility, a lack of trust in the system, or 
bureaucratic barriers (NII, 2017). 

How is poverty expressed in terms of meeting basic material needs? What 
is the role of the welfare state and in particular the social security system 
and social services departments in meeting these needs? And how are 
the resources allocated to individuals and families living in poverty being 
utilized? These are the questions that have faced policy makers in dealing 
with poverty over the years. These questions are particularly relevant today 
in view of the changing trends in social services department policies and 
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activities on the one hand and in the perceptions of professionals at various 
levels on the other (Baum, 2015). 

It is possible to divide the development of material assistance policy 
to those living in poverty into four periods. The first began with the 
establishment of the State and ended in the mid-1970s and was characterized 
by an overall scarcity of resources in the social security system available 
to help this population. As a result, social assistance to families living in 
poverty took the form of welfare benefits that were provided by local social 
workers. The second period spanned the mid-1970s to the beginning of 
the 2000s and was characterized by a transfer of responsibility to the NII, 
particularly in the form of the newly-adopted Income Support program with 
material assistance provided by local social workers limited to emergency 
contingencies. During the third period in the first decade of the 2000s, social 
security benefits were cut and an effort was made to integrate those living 
in poverty into the labor market. However, this period also saw a large 
increase in the incidence of poverty. At the same time, there was somewhat 
of an expansion in the involvement of municipalities in providing material 
assistance to individuals. This took the form of a “relief basket” that was 
provided as part of the special programs designed to encourage participation 
in the work force. 

The last decade, the fourth period, is characterized by a significant 
expansion of local responsibility and of the relief basket, as well as a shift of 
public discourse on poverty towards a focus on rights. This process, which 
is occurring simultaneously with the adoption of the Poverty-Aware Social 
Work paradigm by leading programs of the Ministry of Labor, Social Affairs 
and Social Services, is accompanied by the development of new approaches 
for providing material assistance.

Thus, the changes that have occurred in the welfare system in recent years 
can be described as an intriguing virtual 180-degree turnaround. Almost 40 
years after the transfer of responsibility for providing material assistance 
from the local to the national level, it appears that the trend has changed 
direction and, once again, the intervention of social workers in the social 
services departments is playing a significant role in dealing with poverty by 
providing this type of assistance to families in economic and social distress. 

The present study looks at the changes that have occurred in poverty 
policy during these decades and the factors behind those changes. In 
particular, it focuses on the process that led to the changes during the 
last decade: the stability in the incidence of poverty at a high level; the 
drop in the effectiveness of Income Support; the initiatives of civil society 
organizations; and the changes in the social work discourse. A special 
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section will be devoted to the Families First program, a Ministry of Labor, 
Social Affairs and Social Services flagship program, which expanded as a 
result of these changes. Although only a few thousand families participate 
in the program, it is possible to draw some early conclusions regarding 
the characteristics of the population being assisted by the social services 
departments and regarding the patterns of participation and utilization of 
the assistance provided by the program, particularly material assistance. In 
particular, the variation in the extent of utilization of the assistance and in 
the expenditure types among families with different characteristics will be 
examined. 

The last section will present possible directions for policy based on the 
findings, which relate to both the limitations of the present policy to reduce 
poverty and the lessons that can be learned from the Families First program. 

Data
Data were gathered from a variety of sources: 

• The International Fellowship of Christians and Jews (IFCJ) — a program 
that provides for the basic needs of tens of thousands of families and 
the elderly living in poverty by means of a budget that is distributed to 
social services departments in 200 municipalities since 2013. 

• Data from the Families First program (since 2015). 
• Data on material assistance, welfare benefits, and poverty from the 

Ministry of Finance, the Ministry of Labor, Social Affairs and Social 
Services and the NII. 

• Interviews with policy makers and implementers. 
• Policy papers, the Social Work Regulations, and reports of the Ministry 

of Labor, Social Affairs and Social Services, and of various committees on 
policy to reduce poverty. 

1. Trends in material assistance: A historical 
overview

The first period: The welfare bureaus — the role of the 
State until the mid-1970s
The National Insurance Institute system in Israel was established at the 
beginning of the 1950s. However, up until the 1970s, it did not deal with the 
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needs of working-age individuals in financial distress; rather they remained 
under the responsibility of the welfare bureaus which operated according 
to law in the municipalities. The welfare support that was provided to 
the needy according to the discretion of the social workers in the welfare 
bureaus was the main factor in ensuring the economic subsistence of those 
living in poverty, particularly during periods of widespread unemployment. 

International consultants who examined the functioning of the welfare 
bureaus in the 1950s were critical of the activity of their social workers 
(Simey & Kahn, 1953). The criticism focused on common stereotypes of the 
needy among Ministry of Welfare officials and among the social workers 
who influenced the determination of eligibility for assistance, its size and its 
frequency. This criticism is reflected in the words of Professor Philip Klein 
who wrote a report on the welfare system for the government: “The contrast 
between the approved levels of assistance and the basic expenditure for 
subsistence is truly amazing. Whether this is called a tragedy or a disgrace, it 
is an astounding fact and should also be intolerable.” (Klein, 1958, Appendix 
III, p. 3) There was also criticism of the fact that there were no clear and 
uniform criteria for providing material assistance.  

During the first half of the 1960s, the Ministry of Welfare took various 
steps to tighten the supervision of welfare support in the municipalities 
and to create uniformity between them, as well as to increase the level 
of assistance. One of the main steps taken was the establishment of a 
committee to examine assistance levels considered necessary to finance the 
needs of those living in poverty (Milo & Bloom, 1967). The committee found 
a gap between their needs and the assistance provided and recommended 
increasing support, particularly in the case of large families. Although 
the Ministry of Welfare dispersed the committee before it concluded its 
deliberations (apparently out of concern that it would not be possible to 
implement its recommendations), during the 1960s, there was a gradual 
process to raise the level of assistance (Doron & Kramer, 1992). 

Despite these processes, by the end of the 1960s and beginning of the 
1970s, there was increasing public criticism of the welfare system voiced by 
academics and professionals in the social work field. The criticism focused 
on the fact that the state had ignored poverty and its underlying social 
factors, on the constraints placed on the welfare system and on the over-
involvement of social workers in the process of determining eligibility for 
financial assistance instead of offering professional psychosocial treatment 
to diverse populations with needs (Jaffe, 1969). Moreover, criticism was also 
voiced of the lack of a social security net that could meet the needs of those 
who had experienced a major life crisis, such as unemployment or disability. 
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This criticism was backed up by published reports, investigative committees 
(such as the Committee to Examine Jerusalem Municipal Social Services, 
1967) and by research (such as Rieger-Shlonsky & Saltzberger, 1975). This 
criticism was in addition to the trend during that period which sought to 
strengthen the welfare state in Israel (Gal, 2004).  

This process, which was influenced by the development of the welfare 
state in industrialized countries, was accelerated by the release of the first 
report of the NII concerning the extent of poverty at the beginning of 1971 
and the Black Panther demonstrations that took place also in that year, which 
drew attention to inequality and poverty (Rotter & Shami, 1971). As a result 
of these events, the Prime Minister’s Committee on Children and Youth-at-
Risk was created and its conclusions included a series of recommendations 
to expand the welfare system, including the establishment of a framework 
of guaranteed income for families living in poverty (Prime Minister’s 
Committee on Children and Youth-at-Risk, 1974). 

The second period: A change in the functions of social 
services departments and the strengthening of the 
security net — from the 1970s to the beginning of the 
2000s

The focus of discourse within social work in the early 1970s in Israel concerned 
the two main reasons for the ineffectiveness of solutions intended to meet 
the material needs of those in poverty. The first was the lack of solutions 
established in law that would define the rights to assistance of the poorest 
populations and the state’s official obligation to provide that assistance. 
The second was the fact that it was the social workers who provided for the 
material needs of those in poverty and they had not been trained for this 
task. Furthermore, the fact that they provided for the basic needs of those in 
poverty prevented them from providing other types of assistance for which 
they had been trained. The solution to the problem was to unlink social 
assistance and the professional activity of the social workers (Jaffe, 1975). 

Beginning in the early 1970s, initial attempts were made to implement 
this policy on a local level. In 1975, the Ministry of Welfare created two 
committees to examine this issue and both recommended a reorganization 
of the welfare bureaus and the formal separation of social work functions 
and the distribution of financial support (Research, Planning and Training 
Division, 1975). Towards the end of the decade, the Ministry of Labor and 
Welfare (which was created by consolidation of the Ministries of Labor and 
Welfare) adopted a plan for the reorganization of the bureaus, entitled the 
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“Program for Change.” As part of the reorganization, the welfare bureaus 
were renamed social services departments and no longer provided support 
for the material needs of those who are marginalized or living in poverty. 
Their prime task was to be to offer non-material interventions to a variety 
of populations, including the middle class. Apart from emergency cases, 
social workers would no longer be involved in determining eligibility for 
assistance and in providing material assistance (Jaffe, 1977). 

Alongside the process to separate the functions in the social services 
departments, initial steps were taken to transfer responsibility for social 
assistance to the NII. This process reached its conclusion with the passing of 
the Income Support Law in 1980 and the beginning of its implementation two 
years later (Doron & Kramer, 1992). Income Support was intended to serve 
as the security net of last resort for individuals of working age not eligible 
for any other subsistence benefits and who had particularly low incomes 
or were recognized as not being able to work and had no income at all. The 
law made receipt of the benefit conditional on meeting a means test and an 
employment test. In addition to a regular benefit level, individuals with little 
chance to integrate into the labor market were granted an expanded benefit.  

The Income Support Law defined clear and uniform criteria to receive 
financial assistance and assigned responsibility for providing it to the NII. 
Although the new law did not promise an increase in the level of basic 
assistance, it anchored the eligibility for support in law and created a formal 
framework for appealing decisions by establishing uniform criteria (Gal & 
Achdut, 2007). As a result of the transfer of responsibility to the NII, the 
social services departments were largely — though not totally — freed from 
the function of providing material assistance. 

Evaluations of the results of the separation between the provision of 
material assistance (through Income Support) and other social welfare 
support provided by the social services departments showed them to be 
largely positive. The shift of responsibility to the NII led to many cases in 
which the level of payments to eligible recipients increased and there was 
also an improvement in accessibility for some of the population to other 
social security programs (primarily the General Disability benefit). Only a 
small minority of those receiving welfare support in the past were found to 
be ineligible for NII benefits (Yanay & Doron, 1987). In addition, it was found 
that the change indeed allowed social workers to develop new therapeutic 
solutions and to implement them with populations other than those living 
in poverty, which at that time were as the main service recipients (Korazim, 
Cnaan, Korazim, Meller, & Rosenfeld, 1992). 
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Over the course of the two decades following the implementation of 
the Income Support Law, there was a gradual increase in the number of 
those eligible for the benefit. During the first three years following the 
implementation of the program, the rate of increase was slow, but the 
economic crisis and the rise in the rate of unemployment during this decade 
led to an increase in those eligible. The wave of immigration from the Soviet 
Union and Ethiopia in the early 1990s, as well as legislative measures adopted 
during that decade — which increased the generosity of the program and 
improved its accessibility, particularly for single-parent families (Gal & 
Achdut, 2007; Herbst, 2009) — also contributed to a large increase in the 
number of recipients. In the early 2000s, the process was accelerated by the 
economic crisis and growing unemployment. 

As can be seen in Figure 1, from 1980 until the beginning of the 2000s, 
there was a continuous increase in the incidence of poverty, as well as in 
the share of households receiving Income Support — from 1 percent to 8 
percent of all households. In 1982, there were 10,000 households eligible for 
this benefit while in 2002 the number had grown to 155,000. 

Figure 1. The incidence of poverty and the rate of eligibility for 
Income Support
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Note: In 1997, there was a change in the index of the incidence of poverty and as a result there is a break 
in the series. 
Source: John Gal, Michal Krumer-Nevo, Shavit Madhala, and Guy Yanay, Taub Center | Data: NII

Figure 2 shows the effectiveness of Income Support during this period or, 
more precisely, the extent to which it succeeded in raising the income 
of recipient families to the poverty line. Until the early 2000s, Income 
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Support (along with Child Allowances) provided a fairly effective security 
net for eligible families, due to its indexation to the average wage. This was 
especially the case for those receiving an expanded payment, such as single-
parent families. For example, the assistance provided to single mothers 
with two children brought these families close to the income defined as the 
poverty line. Other types of households, such as a two-parent family with 
one child, still suffered from a gap between the level of assistance provided 
and the poverty line. 

Figure 2. Income Support and Child Allowance relative to the 
average wage and the poverty line
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Source: John Gal, Michal Krumer-Nevo, Shavit Madhala, and Guy Yanay, Taub Center | Data: NII

Despite the implementation of the Income Support Law and the transfer 
of responsibility to the NII, social workers in the municipalities were not 
completely freed from dealing with material assistance. The social services 
departments continued to provide material assistance in emergencies and on 
a small scale, as a supplement to the Income Support benefit. This material 
assistance, which was referred to as “special assistance” was financed from 
the budget of the Ministry of Labor and Welfare and the municipalities, and 
its scope remained limited during the entire 1980s and 1990s. Figure 3 shows 
the share of the special assistance budget (relative to the budget of the 
Ministry of Labor and Welfare) from the 1980s until the 2000s. 
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Figure 3. Expenditure on special assistance 
As a percentage of the Ministry of Labor, Social Affairs and Social Services 
budget
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Data: Ministry of Finance

In the absence of clear instructions in the law regarding the provision of 
material assistance by the social services departments, the Ministry of 
Labor and Welfare published regulations for the determination of need and 
eligibility (known as the Social Work Regulations). Social workers in the 
social services departments were given the function of determining the 
“need” of service recipients, while eligibility workers (who were not social 
workers) determined the level and type of assistance that would be provided 
to those eligible. The material assistance was provided in various situations, 
such as an inability to provide for basic needs (such as participation in rent 
and the purchase of clothing and footwear), various medical situations 
(transportation to receive medical treatment or help in paying for dental 
treatment), education (payment for tutors), strengthening of the family 
(expenses incurred to visit family members in institutions or to pay for 
household help), employment rehabilitation, and special services to families 
with members with disabilities. 

In 1983, the Ministry updated the Social Work Regulations in this area 
and introduced the clarification that the assistance includes “a range of 
services provided to an individual or a family in their home in the case 
that they are experiencing difficulties in functioning as a result of special 
circumstances, such as illness or one or more handicapped members. These 
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services are provided as part of the assistance to the family, with the goal of 
strengthening it and allowing it to function normally to the extent possible.” 
Furthermore, it was noted explicitly that the Ministry’s policy is to provide 
these services in-kind (as services, therapy or specific equipment according 
to what had been determined, rather than as money that can be used for 
any purpose). Only in special cases would the bylaws permit direct financial 
assistance and “only when it was sure without any doubt that the financial 
assistance would be used for its intended purpose, such as purchase of 
a particular piece of equipment or payment for home help” (Social Work 
Regulations, Paragraph 3.16, 1983 amendment). 

The various amendments to the Social Work Regulations over the years 
made the determination of need less opaque and modified the definition of 
need to fit the various family structures and the types of assistance to fit 
changing needs. Nonetheless, it is important to emphasize that since this 
assistance was not grounded in law, the social services departments were 
not obligated to provide the special assistance that was defined in the Social 
Work Regulations and the assistance was subject to the department’s order 
of priorities and budget. In practice, even someone who met the criteria 
for need often did not receive assistance and had no legal recourse in the 
matter. Each department had to decide which needs would receive resources 
and which would not. Since a large portion of the budget was allocated to 
the financing of transportation to receive life-saving medical treatment and 
of basic household improvement, there was insufficient budget left over 
to finance other needs. Thus, there were departments that decided not to 
provide any assistance for food or clothing. In addition, the source of the 
financing of material assistance varied between social services departments 
— some relied only on the budget of the Ministry of Welfare while others were 
also involved in soliciting donations (whether explicitly or surreptitiously) 
and finding other sources of financing. 

The third period: “From Welfare to Work” — the 2000s
In the early 2000s, there was a sharp turnaround in government policy 
toward those living in poverty, following the economic crisis and increasing 
unemployment following the second intifada. The government sought to 
reduce social welfare expenditure, which was perceived as a budgetary 
burden, and at the same time invested major efforts in trying to integrate 
large parts of the non-working population into the labor market (Doron, 
2007). These trends were seen in the attempt to implement a “Welfare to 
Work” program in Israel, the type of program that was gaining popularity in 
the US and various European countries at the time. 
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In 2004, a pilot program called “From Guaranteed Income to Secure 
Employment” was initiated (and became known as the “Wisconsin Plan”). 
The program sought to encourage recipients of income support to integrate 
into the labor market, primarily by changes in the employment test that 
was part of the conditions for eligibility to receive the benefit. Prior to the 
new program, those requesting the benefit had to report to the Employment 
Service and accept any job that was offered to them in order to meet the 
employment test, while as part of the program participants had to undergo 
training in work skills at an employment center and accept jobs offered 
to them at those centers. Participation in the program was a condition for 
receiving Income Support. Thus, the participants received the benefit while 
in the program and stopped receiving it once they entered the labor market 
or alternatively once it was shown that they were unable to manage in the 
program or in the labor market. 

The program was implemented as a pilot for two years in four cities by 
for-profit companies. The results were mixed: about one-quarter of the 
families gave up their right to Income Support (which in some cases was 
replaced by a different benefit) even before the program began; of the 
remainder, around one-half successfully found a job or expanded their work 
hours while the rest remained in the program at the employment centers 
(Achdut et al., 2008). 

The program was widely criticized by the public. It was claimed that it 
required participants to join the work force without considering individual 
characteristics and constraints; that the solutions it provided were too 
limited and did not include training for the long term; and that the transfer 
of responsibility for dealing with recipients of Income Support from the 
government to private companies lowered the quality of service over time 
(Benish, 2014). As a result of the criticism, several changes were made in 
the program during the pilot; nonetheless, the Knesset Labor, Social Affairs 
and Health Committee refused to approve the expansion of the pilot to a 
country-wide program and in 2010 it was terminated.  

In addition to the pilot, a series of changes in social security programs 
were adopted in the early 2000s, which primarily involved the reduction in 
program access and in benefit size. A large number of the changes related 
to social security programs for families living in poverty, namely Income 
Support and the Child Allowance, and included the freezing of payment 
indexation; the cancellation of the expanded payment; a cut in the size of 
the benefit, which in the case of families with children meant a reduction 
of about 20 percent; and tightening the eligibility conditions, primarily 
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with respect to the means test (Gal & Achdut, 2007). Furthermore, the Child 
Allowance was reduced substantially, primarily in the case of large families. 

As a result of these changes (and later on also as a result of the improvement 
in the employment situation), the number of those eligible for Income 
Support dropped over the course of the decade, from 155,500 families in 2003 
to 105,200 in 2011. This meant that the incidence of poverty among families 
remained fairly constant and at the end of the period it stood at about one-
fifth of families, while the share of households receiving Income Support fell 
sharply — from 8 percent to only about 5 percent (Figure 4). 

Figure 4. The incidence of poverty and the share of Income 
Support recipients
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These steps also led to a significant drop in the level of benefits for families 
that remained eligible and a widening of the gap between the poverty line 
and the amount of assistance provided to them through Income Support and 
the Child Allowance, which remained basically unchanged during the entire 
decade (Figure 5). At the same time, there was a significant increase in the 
incidence of poverty from 17.5 percent of families in 2000 to a record 20.6 
percent in 2005. As shown in Figure 4, this high level remained stable during 
the 2000s. 
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Figure 5. Income Support and Child Allowance relative to the 
average wage and the poverty line
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Data: Ministry of Finance; CBS

Another important component of social policy during this period was 
the expansion of the activity of non-government actors, i.e., civil society 
organizations, philanthropic foundations and commercial companies, 
in the domain of welfare and employment. One example is the programs 
implemented as part of the Tevet project of the Joint Distribution Committee 
in 2006. In addition, starting from 2003 the IFCJ (International Fellowship of 
Christians and Jews) began providing material assistance to families living 
in poverty through social workers in the social services departments. This 
expanded the possibility of assisting the neediest families, but the method 
of transferring the money (i.e., by way of various nonprofit organizations), 
as well as a reluctance on the part of social workers to engage in providing 
material assistance led to only a partial utilization of the budget during the 
2000s (see the following section for further details on the role of the IFCJ in 
the welfare system). 

These processes were accompanied by an accelerated process of 
privatization that the Ministry of Welfare was undergoing, which 
increasingly relied on non-government actors. During this period, major 
efforts were made to transfer programs operating in the community and 
facilities offering treatments to non-government entities and to leave only 
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administrative and supervisory functions with the Ministry of Welfare 
(selection of the operator, partial funding of the services and supervising 
the services). This move is well-illustrated by the change in the outsourcing 
policy of Ministry of Welfare services, such that the proportion of its budget 
devoted to the financing of activities of non-government actors rose from 
70 percent in 2000 to about 80 percent at the end of the decade (Madhala & 
Gal, 2016).

The fourth period: Social investment in the poor:  
2011-2019
Putting poverty on the public agenda

The year 2011 was a turning point in the discourse on social issues and on 
poverty in Israel. This turning point, which eventually led to policy changes, 
was partly due to the 2011 social protests and also the recommendations 
of the Trajtenberg Committee, which was established in its wake. Both the 
protest and the committee drew attention to social problems that lacked 
appropriate solutions in government policy at that time. 

The growing criticism of the increasing incidence of poverty led to the 
establishment of the Committee for the War Against Poverty (the Elalouf 
Committee) in 2013. The Committee published its recommendations in 2014 
and set an ambitious goal — a reduction in poverty to that of other welfare 
states within a decade, which meant reducing the share of families under 
the poverty line from about 19 percent to about 11 percent. In addition to 
this target, the Committee proposed that a holistic approach to poverty 
be adopted. It recommended the adoption of a poverty-aware approach 
(see further details below) and detailed programs to deal with poverty on 
a number of levels, including the expansion of the social security net and 
improvement of accessibility to the health system for those under the 
poverty line; the implementation of programs in the community to provide 
holistic assistance to families in poverty and increased take-up of their 
rights; increasing the income of the working poor through an enhanced 
negative income tax; improving the potential for social mobility by means 
of the “Saving for Every Child” program as well as differential budgeting 
for education; and the expansion of public housing. The Committee also 
recommended the improvement of service provided by social services 
departments to families in poverty by expanding the therapeutic solutions 
offered and also by significantly expanding material assistance up to NIS 200 
million to 500 million per year, with the goal of making it a relevant tool for 
intervention in the hands of the social workers. 

Material  Assistance to People Living in Poverty 101



The government adopted the report of the Elalouf Committee in 2015 and 
although the recommendations were not fully implemented, some of them 
were and primarily those in the areas of education (increasing the budget for 
additional teaching hours in the “Nurture Basket”), housing (rent assistance 
and increasing the stock of public housing), and employment (expanding 
the negative income tax, increasing the budget for vocational training, and 
expanding the supply of daycare centers) (Gal & Madhala, 2018). These steps 
were aligned with the social investment approach that was also evident in 
the recommendations of the Trajtenberg Committee. This approach seeks 
to strengthen the human capital of families living in poverty, primarily by 
expanding daycare frameworks. This step was viewed as a major contribution 
to greater labor force participation among parents, and particularly women, 
as well as a real improvement in the educational potential of children and 
in their future ability to escape poverty (Shavit, Friedman, Gal, & Vaknin, 
2018). 

Alongside these changes, some of the trends that characterized social 
welfare policy in the 2000s maintained their momentum during this period as 
well. There was no dramatic change in social expenditure, nor in expenditure 
aimed at those in poverty. Income Support remained unchanged in its 
various aspects. Thus, accessibility to the program remained limited, the 
level of allocation remained particularly low and indexation to the average 
wage, which had been in place until the early 2000s, was not reinstated. 
Although the Child Allowance was increased somewhat, its value remained 
fairly insignificant. 

As shown in Figures 4 and 5, from 2011 onward the rate of eligibility for 
Income Support declined to 83,600 families, or 3 percent of the total, in 2017, 
while the gap between the level of income provided by the benefit and the 
poverty line widened. Moreover, and despite the recommendations of the 
Elalouf Committee, the resources allocated by the Ministry of Labor, Social 
Affairs and Social Services for material assistance to people living in poverty 
were not increased and they provided a highly limited solution to the needs 
of those served by the social services departments. 

The limitations of solutions offered by the social services 
departments and the expansion of activity by non-government 
organizations

During the last decade, there have also been changes in the social work 
approach to individuals and families living in poverty within the Ministry 
of Labor, Social Affairs and Social Services. These changes were the result 
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of both practical motivations and conceptual innovations. On the practical 
level, it was felt to be problematic to provide material assistance in the long 
run in response to repeated requests to the social services departments 
by particular individuals living in poverty. The requests focused on the 
provision of basic daily needs, such as food, medicines, children’s clothing, 
dental treatment, bus fare, basic household appliances or payment of debts 
to the electricity company or educational institutions. The social workers 
lacked the tools to deal with these requests, since the budgets they could 
provide were highly limited and because of the rigid criteria specified in the 
Social Work Regulations. 

Furthermore, the prevailing professional and ideological positions 
resulted in a focus on the psychological, behavioral or family issues of 
service users sidelining the effect of poverty on their lives. In other words, 
until that period, poverty was perceived as only a background variable in the 
problems of service users (Krumer-Nevo, Weiss-Gal, & Levin, 2011), even in 
cases where it was clear that poverty was a main contributory factor to the 
other issues. Moreover, poverty was sometimes perceived as the result of the 
individual’s problems, such as poor financial management, a problematic set 
of priorities or an expression of weakness of character. 

In addition, social services departments did not view themselves as 
obligated to provide for the material needs of people living in poverty. 
The social workers felt that their function was primarily therapeutic and 
providing material assistance was viewed as less professional (Baum, 2015). 
Furthermore, the provision of material assistance was sometimes viewed 
as a way to attract people living in poverty to enter into a therapeutic 
relationship or to keep them there. On the one hand, the social workers 
were frustrated with the distress of this population while service users felt 
similar emotions with regard to the care they were receiving (Krumer-Nevo, 
Slonim-Nevo, Hirshenzon-Segev, & Ben Yishai, 2005). 

In the first half of the current decade, this situation led to the development 
of two new methods of assistance, as a result of collaboration between 
the Ministry of Labor, Social Affairs and Social Services and civil society 
organizations. The entry of these organizations was a facilitated by the open 
door policy of the Ministry, which had accelerated the process of privatizing 
its services and was now relying increasingly on outside organizations 
in operating its systems. The first form of assistance was the result of an 
initiative by the IFCJ. As mentioned, the funds provided by the IFCJ to the 
social services departments at the beginning of the decade were not fully 
utilized, partly due to the barriers related to the willingness and training 
of the social workers to use the money. Therefore, starting in 2013, the IFCJ 

Material  Assistance to People Living in Poverty 103



changed the procedures for use of material assistance funding (which was 
referred to as “Friendship Funds”) and invested effort in training department 
social workers on how to use the funding, in order to ease accessibility 
and availability of the money. The new method of assistance marked the 
beginning of the implementation of programs with a flexible relief basket, 
which provided social workers with a budget for special assistance to 
families. The next section takes a look at how each of these solutions worked 
and what their influence was on the rest of the system.  

The Friendship Funds. Starting in 2013, the IFCJ provided social services 
departments with an annual amount of about NIS 20 million to provide for 
material assistance to those in need. These funds did not require that tests 
for need or eligibility be met and their use was by way of an accessible and 
user-friendly computer application. What this meant is that after an initial 
evaluation, a social worker could submit a request for assistance by means of 
a computerized system, without having to go through lengthy bureaucratic 
processes. The provision of assistance was also flexible and user-friendly. 
These characteristics led to greater utilization of the “Friendship Funds” up 
to the maximum amount and the social services departments employed the 
money to complement the discretionary budget that is transferred to them 
from the Ministry. 

Beginning in 2013, requests for assistance were submitted to the IFCJ and 
their number reached a record 28,000 in 2015 (Figure 6). In recent years, 
there has been a drop-off in the budgeting of the funds and accordingly 
also in the number of requests that have been handled. This followed an 
internal decision by the IFCJ to gradually end the assistance and to transfer 
the responsibility to the Ministry of Labor, Social Affairs and Social Services. 
In the middle of 2019 this process is about to come to its peak with the 
termination of the Friendship Funds.  
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Figure 6. Friendship Funds: Number of requests for assistance 
that were granted and the annual cost 
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The flexible relief basket for the encouragement of employment.
Following the termination of the “Welfare to Work” program (the Wisconsin 
Plan), there remained a need to develop new solutions for employment 
integration of the non-working population. The new programs would not 
be aimed at all Income Support recipients, but rather at designated groups 
identified as having the motivation to work, such as Haredi women, Arab 
Israeli women, and women in the Ethiopian community. In addition, several 
programs have been developed to strengthen family functioning, in the 
belief that this will bring about a drop in poverty. 

The main program for employment functioning is “Employment for 
Empowerment,” which is operated by the Be-Atzmi (“On My Own”) 
association (“Woman of Valor” is a similar program). The programs, which 
focus on improving the functioning of the family, operate on a small scale (like 
“Shoulder to Shoulder” and “Manof”). What is unique about these programs 
is the view of the family as a whole as a target for intervention (although the 
work is primarily aimed at the parents) and also the view of the main goal — 
namely improving employment functioning — from a perspective of holistic 
family intervention. Thus, the “Employment for Empowerment” program 
combines therapeutic principles (assistance in situations of employment 
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crisis), coaching (setting goals and building a clear work plan to achieve 
them) and counseling (providing information and professional employment 
counseling), as well as group workshops on family budget management, job 
search skills, and defining employment objectives. 

As part of this program, and most of the other programs, participating 
families are allocated a flexible relief basket in the form of a sum of money 
determined by the social workers (approximately NIS 7,000 to NIS 10,000 
per family for the period of their participation in the program). This sum 
is directed to needs that directly support employment and is designated 
for the financing of expenses such as vocational training, equipment for a 
business venture, travel, and arrangements for childcare. In certain cases, 
small sums were also used to subsidize rent, to pay off debt, and for dental 
care. The decision as to how the money would be used was according to the 
discretion of the social workers. 

The Friendship Funds and the programs based on flexible relief baskets 
expanded the professional discourse on the importance of providing for 
material needs in helping families in poverty and encouraged social workers 
to reconsider their approach to poverty and their ethical positions in the 
context of financial assistance. The possibility of assisting families with 
money or monetary equivalents (goods and services) led social workers 
to consider the extent to which they view poverty as an outcome of an 
individual’s incorrect economic and employment behavior and to what 
extent it is perceived as a systemic phenomenon of socioeconomic inequality. 
These questions also had an impact on the intervention’s approach and 
reframed the issue into the role of material assistance. Is it legitimate to 
condition material assistance on cooperation in psychosocial intervention? 
How should material assistance be provided and to what extent should a 
family be involved in the decision of how to utilize the money? What is 
the amount of money needed to assist a family and what are the types of 
assistance that the money should be designated to provide? What should 
be the policy towards repeated requests from the same family for material 
assistance? 

Organizational questions also arose during this period. As mentioned, 
the budget for emergency assistance provided by the Ministry of Labor, 
Social Affairs and Social Services to social services departments, as set out 
in the Social Work Regulations, created significant bureaucratic barriers for 
families for which it was intended and for the social workers involved in 
distributing it. In some cases, it was even provided as a reimbursement of 
expenses, which required the recipient to finance the expense out-of-pocket 
until reimbursement. In contrast, the Friendship Funds and relief baskets in 
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the various programs were based on funding from non-government sources, 
making it possible to manage the money with a greater measure of flexibility 
and to provide it without excessive delays. 

These processes paved the way for the adoption of a poverty-aware 
social work paradigm, which suggests answers to these questions based on 
a discourse of rights. 

Poverty-aware social work

Starting in 2010, a paradigm known as “poverty-aware social work” was 
developed at Ben-Gurion University of the Negev (Krumer-Nevo, 2015). This 
paradigm includes theoretical, ethical, and practical principles. It grew out 
of close cooperation with practitioners in the social services departments 
and sought to provide a solution to the needs of social workers dealing with 
populations most in need. The paradigm combines structural and critical 
analysis of poverty with an in-depth analysis of the relations between social 
workers and their clients as therapeutic relations. It is embedded in a view of 
poverty as a violation of human rights and of the social worker as someone 
who is meant to stand alongside clients in order to prevent a violation of 
those rights. Material assistance is not perceived as merely technical or as 
a means of improving functioning, but rather as a worthwhile goal related 
to the realization of social rights on the one hand and emotional and 
therapeutic processes on the other. 

In 2014, the Ministry of Labor, Social Affairs and Social Services decided to 
implement the paradigm as part of the MAPA program (Hebrew acronym for 
“Families Meet Opportunity”). The program operated as a pilot in six cities 
and as a result of the Elalouf Committee’s recommendations it was decided 
in 2015 to apply its principles in a broadly based program called Families 
First in collaboration with JDC-Ashalim and the Rashi Foundation (see the 
discussion below). 

In 2016, the Ministry decided to adopt the paradigm as one of its leading 
models for family social workers in the social services departments and 
since then the paradigm’s principles have also been applied in three new 
programs that are aimed at families with children at risk. 

In order to meet material needs, all of the programs utilized a flexible 
relief basket. The basket’s size ranged from NIS 8,000 per year for a family in 
the Families First program to much larger amounts in the programs aimed 
at families with children at risk. 

The method used to provide the basket’s benefits was also not uniform. In 
some of the programs, the basket was provided by nonprofit organizations 
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and in others by the Ministry of Labor, Social Affairs and Social Services. 
The disadvantage of having the basket provided by a nonprofit organization 
lay in the fact that the basket would remain external to the welfare service 
system and its ability to make comprehensive systemic changes was limited 
as a result. Nonetheless, this method also had major advantages, in that it 
provided flexibility in achieving budget targets and in the inclusion of new 
suppliers in the system, as well as facilitating the convenient and immediate 
use of the money. 

As mentioned, the main innovation in the new programs relative to the 
relief baskets that were part of programs in the past, and also relative to the 
welfare benefits provided until the 1970s, was the adoption of the paradigm of 
poverty-aware social work, namely a shift from the view of material assistance 
as belonging to the social worker and the welfare services system to one that 
views it as a right of the needy population. In other words, according to this 
paradigm, material assistance became an instrument for achieving social 
justice. All of the programs invested major efforts in order to instill this view 
among the social workers, which included the publication and distribution 
of guidelines, training and long-term instruction. Furthermore, the practice 
of flexible budget use within the therapeutic programs had changed and 
now emphasis was placed on the role of the family in deciding its utilization 
the pace of use it decides on and its order of priorities and with an emphasis 
on implementation that was flexible, accessible, and immediate . 

Thus, during the second half of the decade, the material assistance 
provided to families living in poverty, alongside the NII benefits, included 
a number of main components: (a) emergency assistance from the Ministry 
of Labor Social Affairs and Social Services, which was provided by the social 
services departments (in 2018, the name of this assistance was changed 
from “special needs” to “solutions for the individual and the family,” in 
order to reflect the change that had occurred in the view of its centrality); 
(b) the Friendship Funds (which were distributed by the social workers at 
the social services departments, although financed by the IFCJ); and, (c) a 
relief basket determined for each program that was available to the families 
participating in the poverty-aware social work programs run jointly by the 
Ministry of Labor, Social Affairs and Social Services, JDC-Ashalim, and the 
Rashi Foundation. 

The addition of new channels for material assistance can also be seen in 
the total amount of expenditure for this purpose during the last decade. 
The amount of expenditure allocated for emergency assistance by the 
Ministry remained fairly stable at about NIS 60 million in those years (which 
includes matching funds that were made available by the municipalities 
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to supplement the amount provided by the Ministry); however, the total 
amount devoted to material assistance grew by 67 percent to NIS 100 million 
in 2016 and 2017, thanks to the addition of the Friendship Funds and the 
budget for implementing Families First (Figure 7). 

Figure 7. Amounts provided for material assistance 
NIS million, 2017 prices

₪ 0

₪ 20

₪ 40

₪ 60

₪ 80

₪ 100

₪ 120

2000 2005 2010 2015 2017

Families First
program

Friendship Funds

Special assistance
and needs

Source: John Gal, Michal Krumer-Nevo, Shavit Madhala, and Guy Yanay, Taub Center 
Data: Ministry of Finance; IFCJ; Families First program

2. The Families First Program: An analysis of 
material needs and how they are currently met
As mentioned, Families First is the flagship program of the Ministry of 
Labor, Social Affairs and Social Services and its partners JDC-Ashalim and 
the Rashi Foundation. It is a flagship program in several ways: it has national 
implementation, the number of families in the program, the number of social 
workers involved, and the scope of investment in the training of the workers 
involved in the program, both when they start their job and also during the 
program. It operates in more than 100 cities and provides intensive solutions 
to more than 3,000 families every two years, such that since its inception, 
more than 5,000 families have been assisted. The program also set a goal of 
influencing the professional discourse on how to assist families in poverty.1 

1 Other programs that have adopted the paradigm of poverty-aware social work are 
much smaller in scope, with each of them handling only a few hundred families; they are, 
therefore, not included in the discussion in this section.
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The total scope of activity of Families First and the data that has been 
gathered by the program make it possible for the first time to gain a deeper 
understanding of the material needs of the population living in poverty 
requesting assistance from the social services departments. Furthermore, 
an analysis of the data makes it possible to answer some of the questions 
regarding the policy for providing material assistance and its part in the 
overall assistance provided by the social services departments. 

Characteristics of the program
Families First at Otzmah Centers has been operating since April 2015 in 
108 cities with a low socioeconomic status (clusters 1-5 according to the 
classification of the Central Bureau of Statistics) and in poor neighborhoods 
in large municipalities, with the goal of improving the situation of families 
living in poverty and reducing social exclusion due to poverty. The program 
includes a range of benefits, which have two main components: Otzmah 
centers which provides individual, group and community interventions, 
including a focus on the take-up of rights for 12,000 applications; and the 
Families First program, that provides intensive holistic assistance to families 
over a period of two years, including a flexible relief basket. In each cycle (of 
about two years), about 3,000 families are assisted in this framework. The 
intervention is aimed at the family unit and focuses on six relevant areas 
in dealing with poverty and exclusion: full take-up of rights, employment, 
family economics, improvement in basic living conditions, improvement 
in individual and family capabilities, and the use of the community as a 
resource for the family.  

The annual budget of the program is about NIS 100 million. The target 
population consists of households in financial distress and suffering social 
exclusion who are registered with the social services departments. There 
are a number of criteria for accepting families into the program, including 
demographic criteria, such as a requirement that one of the adults in the 
family be under 45 years of age and that the family have no more than 10 
members; economic criteria in order to determine that the family is living 
in poverty, such as an income of up to NIS 2,500 per family member; and 
functional criteria, such as whether the adults in the family suffer from 
mental disabilities or are addicted to drugs, alcohol, or gambling. 

A flexible relief basket in the amount of NIS 8,000 per year is provided 
to each family and NIS 16,000 over two years. Of this amount, NIS 1,000 is 
dedicated to group activities. The relief basket is flexible and can be used for 
a variety of goods and services, with certain exceptions. For example, the 
amount to pay off debts is limited to 30 percent of the value of the basket 
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and special approval must be obtained to spend an amount that exceeds the 
maximum defined for the category of goods or services. 

The relief basket is managed by the program staff in the social services 
departments with the assistance of a computer system that is administered 
by the Rashi Foundation. The system makes is possible to provide the basket 
in a flexible and immediate manner (as in the model developed by the IFCJ). 
The planning of the basket utilization is carried out jointly with the family 
and is an integral part of building the intervention program and its revision 
during the program participation period. The basket is used to provide for 
various family needs, whether they are economic (clothing, appliances, or 
debt repayment), a lack of social opportunities (financing of educational 
services, vocational training, health, etc.), or a need for symbolic capital, 
which is manifested in the fact that poverty is connected to experiences of 
marginalization, contempt, and derision (Krumer-Nevo, 2015). The basket 
makes it possible for the social workers to provide practical assistance in 
the family’s struggle with poverty by providing for its needs. However, this 
assistance is also perceived as being therapeutic in itself since it allows the 
family to gain recognition of its desires and needs by the social worker. 

Characteristics of the program participants and the 
relief baskets they receive

Since the program started its operations, two waves of families have joined 
it.2 The first wave joined in 2015 and the second in 2017. Between those years, 
families who dropped out of the program were replaced by others. As of the 
end of 2018, about 5,700 families have participated in the program, of which 
about 2,100 are still active in the program while about 3,200 have completed 
it, most of them after being in the program for more than a year (Figure 8). 

Families participating in the program can be divided into four groups: 
Jews (not including Haredim), Haredim, Arab Israelis, and Bedouin.3 The 
distribution of the families (Figure 9) shows that there was a relatively 
higher representation of the Arab Israeli community — about 37 percent 
of the program families (about 41 percent together with the Bedouin 
community) — though they are about 21 percent of the population. With 
respect to geographic dispersion, a relatively large share of the families live 
in the North (44 percent). 

2 The description and analysis of the participant data are by family, and not at the 
individual level. Accordingly, program participants in this work are referred to as “families” 
(and not households) in accordance with the terminology of the NII in their analyses and 
measurements of family poverty.

3 Program data for the group called “Jews” does not include Haredi Jews; and the group 
entitled “Arab Israelis” does not include Bedouin unless otherwise indicated.
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Figure 8. Distribution of families in the Families First program 
according to their time in the program
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An examination of the composition of families in the program shows that a 
large share are large families, with about 40 percent of them having four or 
more children. Among the Haredi families, this share was about 66 percent 
and among the Bedouin and Arab Israeli families, it was about 57 and 44 
percent respectively (Figure 10a). 

Another noticeable characteristic of the data is the share of single-parent 
families in the program, which was about 50 percent (Figure 10b). This is a 
high level relative to their share in the general population (about 6 percent) 
and even relative to their share among families living in poverty (about 8 
percent). In particular, among Jewish families in the program (not including 
Haredim) single-parent families were the majority among the participants, 
at about 64 percent.4 

Figure 10a. The distribution of families in the Families First 
program by number of children
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4 It is reasonable to assume that the high share of single-parent families among Bedouin 
families reflects the fact that in this group some of the women categorized as single-parents 
are women whose husbands have other wives (polygamous marriages). The influence on the 
overall average of families is low due to the relatively small number of this group out of all 
families participating in the program.
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Figure 10b. Share of single-parent families in the program
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Source: John Gal, Michal Krumer-Nevo, Shavit Madhala, and Guy Yanay, Taub Center   
Data: Families First program

An examination of the distribution according to the parents’ education level 
shows that most of the families in the program have 12 years of schooling. 
Only about 17 percent have more than that and about 27 percent have less 
(Figure 11). Haredi and non-Haredi families are characterized by higher 
levels of education relative to the Arab Israeli and Bedouin families.5 

5 In the case of yeshiva studies, the education level of the female partner only was used to 
calculate the family education level since the program data combine yeshiva studies at both 
small and large yeshivas and does not allow the differentiation between those who have 
studied at yeshivas of different levels.
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Figure 11. Distribution of families in the Families First program 
by parents’ education 
By years of education of the partner with the most education
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Employment and incomes of families in the program
Levels of employment and income among the families in the program 
vary according to their length of time in the program.6 For example, the 
average rate of employment is 56 percent among families in the program 
for six months, 72 percent among families in the program for one year, and 
79 percent among families in the program for two years. There are also 
differences in employment rates among the various groups: among Haredi 
households in the program, the rate of employment is higher while among 
the Bedouin it is lower — their employment rates do not vary when we are 
looking at families at different points in time in the program. 

An examination of family income from cash benefits and wages shows 
that the income of families at the end of the program is about NIS 2,150 

6 Due to limitations in the employment data system, expenditure and income of families 
in the program were only collected since May 2017. Due to this, a complete follow-up 
of all participating families in the program was not possible (in particular for first wave 
participants for whom data are available only later in their participation period) and it was 
also not possible to estimate change during their participation time. Employment rates were 
checked at the family level, so it is sufficient that one member of the family works for the 
family to be considered employed.
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higher than for families that have been in the program for only 6 months. 
The largest gaps in income between the beginning of the program and the 
end were found among families in the Bedouin and Arab Israeli communities 
(a gap of about NIS 2,400). It appears that these differences are the result of 
both a change in the level of income from labor and in the level of benefits 
received (Figure 12). 

Figure 12. Incomes of families in the Families First program by 
their time in the program
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The incomes of Haredi families are the highest among families in the 
program while those of the Bedouins are the lowest. There is also variation 
according to the composition of income: among Haredi families, the share of 
wage income is about 70 percent of household income while the rest is from 
benefits, while among Bedouin families, labor income is about 35-42 percent 
of total income (at various points in time within the program) and benefits 
constitute the main component of income. 
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As can be seen from the level of income of families in the program, 
a large share are below the poverty line. The share of families living in 
poverty ranges from 88 percent of families in the program for six months 
to 81 percent of families who participated in the program for two years. 
This reduction shows that despite the assistance and guidance, even at the 
end of the program, a significant share of the families remain in poverty. 
Nonetheless, there is some improvement in the depth of their poverty, 
namely the distance of their income from the poverty line.7 Thus, among 
families in the program for six months, the depth of poverty is 61 percent 
while among families in the program for two years, it is about 44 percent. 

Apart from the economic distress reflected in family income levels, a large 
share of program families are also in debt.8 Thus, about 70 percent of them 
reported having debt; it is reasonable to assume that there is underreporting 
since even among families that did not report having debt, 17 percent used 
some part of the program’s budget to pay off debt. This figure is particularly 
high relative to the share of households in debt among the two lowest deciles 
in Israel, which is about 18 percent (Shami, 2019).

Use of the relief basket
As noted previously, the amount allocated to families in the program as part 
of the flexible relief basket is NIS 16,000 over two years. This section will 
examine how families used the relief basket. 

The basket is intended to be used by the families for a variety of needs, 
and, indeed, it appears that it is utilized for various types of purchases (see 
Figure 13): 42 percent on household needs (appliances, furniture, housing 
accessories and installation), 28 percent on employment (financing of 
professional courses, counseling and professional guidance, and acquisition 
of work tools) and 10 percent on debt repayment (to credit card companies, 
banks, etc.)

In addition to the overall distribution, a comparison of basket use among 
families of different profiles helped to determine whether variables such 
as population group, parents’ education, and household size are related in 
any way to the families’ preferences and needs as reflected in the basket 
use. The comparison indicates that there are differences between the 
various population groups in their use of the basket funds. Although these 
differences are not sufficient to point to a causal relationship between family 
characteristics and determination of use, they can, nonetheless, be helpful 

7 Depth of poverty is based only on those families below the poverty line.

8 The quality of the data make it difficult to make precise estimates of the depth of debt.
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for policy makers and program managers as a basis for further discussion of 
material assistance and its meaning for population groups as well as a means 
for achieving a closer fit between the program and client needs. 

It is important to note that in the absence of information on the 
composition of the consumption basket of families in the program before 
and after receiving the relief basket, it is not possible to know with certainty 
how their consumption changed due to the addition of the relief basket. 
The current analysis makes the assumption that the uses for which the 
families request assistance accurately reflect their unmet needs and that 
they faithfully represent the changes in the family’s consumption that are 
a direct result of receiving the assistance. This assumption cannot be tested 
and this should be taken into consideration when interpreting the findings. 

Basket use and sector. Among Haredi and Arab Israeli families, a major 
portion of the basket is used for the advancement of employment. Even 
when additional explanatory variables are controlled for, the share of the 
basket spent on employment among the Haredim and Arab Israelis is higher 
relative to non-Haredi Jews (and statistically significant, see Appendix Table 
1).9 Among Arab Israeli families, there is a notably higher use of the basket 
for the purchase of household appliances and improvement. This use is 
particularly high among Bedouin families (who spend about 50 percent of 
the relief basket on household needs). In addition to household needs, there 
appears to be a greater tendency among these families to use the basket for 
clothing and footwear relative to other groups. In contrast, the use of the 
basket for health uses is greater among the Jews, including both Haredim 
and non-Haredim. 

Another notable characteristic of Jewish families is the high use of the 
basket to repay loans relative to other groups (a result which remains 
statistically significant even after controlling for other explanatory 
variables). It is interesting that the data on material assistance provided by 
the IFCJ also shows that Jews (including Haredim) use assistance to pay off 
debt and for health needs at a higher rate than Arab Israeli and Bedouin 
families. In contrast, Arab Israelis and Bedouin in the program tend to use 
the assistance for the purchase of food (Appendix Figure 1). Like the findings 
for Families First, the figures of the IFCJ also show that Bedouin families use 
a relatively large share of the basket to purchase clothing and footwear. 

9 The multivariate analysis that follows looks at utilization variables in the basket 
controlling for other explanatory variables. The results of the analysis are detailed in 
Appendix Table 1.
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Figure 13. Distribution of relief basket use
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Source: John Gal, Michal Krumer-Nevo, Shavit Madhala, and Guy Yanay, Taub Center   
Data: Families First program

It appears that among the Arab Israeli population and particularly among the 
Bedouin population, the material assistance is used more for basic needs like 
clothing and household improvement (and even food according to the data 
of the IFCJ), which means that less money is available for other uses, such 
as health, extra-curricular activities, repaying loans, and employment. It is 
possible that the differences in use are a result of the lower socioeconomic 
status of these families. Another factor may be that, among the Jewish and 
Haredi populations, there are other (nonprofit and philanthropic) agencies 
that provide for these needs, thereby reducing the need for assistance from 
the program for these purposes. Support for this assumption can be found 
in the small number of social welfare organizations that exist in Arab Israeli 
society relative to Jewish society and particularly relative to Haredi society 
(Madhala, Almog-Bar, & Gal, 2018). 

Among the professionals involved in the program (social workers, 
economic advisors, and the program managers), various possibilities were 
suggested to explain the low use of the relief basket in order to pay off 
debt among Arab Israeli and Bedouin families. One of them was that this 
population has less ability to supply its own basic needs and, therefore, the 
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basket is used accordingly. Another possibility is that relative to the size of 
the debt of these families, the relief basket allows only a limited solution. In 
this context, it is important to mention that quite possibly the limitation set 
for debt repayment at no more than 30 percent of the basket serves to shift 
family and professional priorities towards more limited use of the basket to 
pay off debt. 

Basket use and level of education. Among Jewish families (not including 
Haredim) and Arab Israeli families (not including Bedouin), the higher the 
level of the parents’ education, the smaller the share of the basket used to 
purchase furniture, appliances, household equipment, and clothing and 
footwear, and the larger the share used for employment, health, and debt 
repayment. The multivariate analysis shows that when controlling for 
additional variables, the relations that remain statistically significant are the 
negative connection between expenditure on household needs and clothing 
on the one hand and years of schooling on the other, and the positive 
connection between expenditure on employment and years of schooling. 

Basket use and family composition. For some of the uses, the share 
of expenditure within the basket varies with family composition. The 
share of expenditure on household equipment and clothing and footwear 
increases with the size of the family among all groups, except the Bedouin. 
In contrast, the share of the basket used to finance employment and health 
needs among Jewish and Arab Israeli families decreases as the size of the 
family increases. These outcomes remain unchanged when controlling for 
additional variables. A further result shows that single-parent families use 
a larger share of the basket for household needs (furniture, appliances and 
household improvement) relative to two-parent households. 

Basket use and length of time in the program. Another interesting finding 
is that the use of the basket for diverse uses varies according to length of 
time in the program. In general, the use of the basket to finance employment 
expenditure decreases as families spend more time in the program. Thus, 
the expenditure on employment during the first 6 months in the program is 
1.5 fold higher than after a year, after 18 months and after two years in the 
program. This is true primarily among Jewish and Bedouin families. 

Other uses of the relief basket that decline with time in the program 
are education and clothing and footwear. Among Bedouin families, for 
example, the use of the basket for clothing and footwear drops sharply over 
time (from about 14 percent of the basket during the first 6 months to 8 
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percent after 18 months). In contrast, the share of expenditure on household 
improvement among these families grew substantially (from 9 percent to 20 
percent). In the area of health, there is a substantial increase in the share of 
the expenditure over time among all groups. 

An examination of the data according to the date on which the family 
joined the program shows that families in the second wave use a larger share 
of the basket for clothing, debt repayment and employment and a smaller 
share for health and household needs relative to families in the first wave 
(Appendix Table 1). 

Basket use according to family characteristics
Although the flexible relief basket is a major component of the Families First 
program, not all program participants — and not even a majority of them — 
utilize the full amount of the assistance. An examination of the level of use 
of the basket in the first year shows that more than one-third of families 
that are (or were) in the program for more than one year (about 38 percent) 
utilized less than NIS 4,000 of the basket budget during the first year. In 
other words, almost one-half of the sum allocated in the basket was not used 
(Figure 14). Nonetheless, a similar share of families used more than NIS 6,000 
during the first year. The average level of use among families in the program 
for more than one year was NIS 4,251. 

The following illustrates the variation in the level of use of the basket 
across the various groups. These findings do not necessarily indicate a causal 
relationship between particular characteristics of the family and the level of 
use of the basket; however, the general directions of these relationships can 
be derived from these differences and justify an in-depth analysis in the case 
of families with particular characteristics for whom the full use of the basket 
can be improved. 

The level of use of the relief basket varies between families in the first 
wave of participants and those in the second wave. In all the groups, the 
level of use of the basket in the first year of the program is higher among 
families in the second wave than among those in the first wave: about NIS 
4,650 versus about NIS 4,150 (Figure 15). Even when controlling for variables 
such as population group, education, household size, and single-parent 
families, the level of use of the basket is higher for families in the second 
wave (Appendix Table 2).
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Figure 14. Distribution of families in the Families First program 
by the amount of the relief basket used in their first year in the 
program

Source: John Gal, Michal Krumer-Nevo, Shavit Madhala, and Guy Yanay, Taub Center   
Data: Families First program

The upward trend in use between the first and second wave is not particularly 
surprising, since the program is new and program managers may have 
required time to learn how to optimally use the resources available. However, 
it is interesting that this trend does not exist among all of the population 
groups. The largest increase in the level of basket use was among non-Haredi 
Jews — from the lowest level among the group in the first wave to the highest 
in the second. In contrast, there is, in fact, a drop among the Haredim and 
the Bedouin in the second wave. A specific and deeper investigation among 
program social workers and counselors may improve understanding of why 
the use of the basket declined with the second wave of families. Other factors 
that are related to the level of use of the relief basket are parents’ education 
and household size. Thus, as these variables increase, the amount of use 
among families in the first year of the program also increases. 
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Figure 15. The amount of the relief basket used in the first year 
of the program 
By length of time in the program
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Note: For those program participants in the program more than one year. 
Source: John Gal, Michal Krumer-Nevo, Shavit Madhala, and Guy Yanay, Taub Center 
Data: Families First program

The distribution of basket use over time in the program is not the same across 
all population groups. Figures 16a and 16b present the average sum used as 
part of the relief basket according to number of months in the program and 
population group. After six months in the program, the average expenditure 
per family is about NIS 2,000 and, during this period, Haredi families utilize 
a higher amount of the basket relative to other groups. After a year, there is 
a noticeable change in the trends, and it is the Bedouin families who utilize 
a larger amount of the basket relative to other groups. 

In the second year of the program, the average amount utilized among 
the Bedouin and the Haredim is still higher than the other groups and the 
Bedouin families even come close to full utilization. In contrast, among Arab 
Israeli families — who in the first year utilized an average amount that was 
somewhat higher than the Jewish population — the rate of utilization slowed 
in the second year and after two years and two months in the program (i.e. 
at the end of their participation in the program) they used a lower share of 
the relief basket — 73 percent (Figure 16b). 

These findings raise questions with respect to the factors behind 
these between group differences which cannot be answered due to data 
limitations. An in-depth investigation with program administrators and 
family counselors in the various communities may indicate the reasons for 
these differences, which could help in further optimizing the program. 
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Figure 16. The amount used from the relief basket
a. First year in the program
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Data: Families First program

A claim sometimes voiced in the context of the Families First program, 
and other programs that provide material assistance to participants, is 
that families are liable to join the program in order to receive the financial 
assistance and then drop out of the program without using the other 
services offered by the program. In order to test the validity of this claim, we 
looked at the number of families who joined the program, received material 
assistance by way of the relief basket, and left the program before the end 
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of six months. Among all of the families that used the relief basket, only 
about 42 families (less than 1 percent) left the program within that time 
frame. Some of the families that left used several hundred shekels from the 
basket while others used several thousand shekels. These data indicate that 
the phenomenon of joining the program in order to only receive material 
assistance is not at all common. 

Conclusion
This study examined the role of social services departments and of the social 
workers employed by them in dealing with poverty, in view of their central 
role in the welfare system in dealing with the material deprivation of people 
living in poverty.  

The historical survey shows that over the years there have been significant 
changes in approaches to poverty. The first major changes began with the 
decision to introduce the Income Support program to provide cash support 
for those with inadequate earning power. As a result, social workers were 
left to provide limited material assistance to their clients in emergency 
situations, according to their discretion, and their work shifted to caring for 
populations with other needs. After two decades during which improvements 
were made in the accessibility and generosity of the social security system 
for those living in poverty, there was a turning point in social policy in the 
early 2000s which led to a sharp drop in the amount of the benefits and 
to tighter eligibility criteria. At the same time, a major effort was made to 
integrate individuals living in poverty into the labor market and to reduce 
the number of benefit recipients among them. 

With the new millennium and against the background of a significant 
increase in poverty and financial distress, additional processes of change were 
initiated in the welfare system, which finally led to the renewed involvement 
of social workers in the provision of material assistance to those in need. In 
recent years, this function has taken on a different character than prior to 
the adoption of the Income Support Law. The basis of this new trend is the 
emerging approach of poverty-aware social work, which is exemplified by 
the current welfare programs and particularly in the Families First program. 
This program, under the auspices of the Ministry of Labor, Social Affairs and 
Social Services, began operating in 2015 and seeks to provide holistic care 
to families living in poverty in order to strengthen and support their social 
integration. 

Up to this point, about 5,000 families have participated in the program 
for a period of two years. The program provides each family with a flexible 
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relief basket, which consists of accessible material assistance tailored to the 
individual family needs, in the amount of about NIS 8,000 per year. The basket 
is unique in comparison to past programs in several ways: the transparency 
of the assistance and the involvement of the family in determining its use; 
the expanded possible uses of the basket; the simpler and more accessible 
procedures for using the relief basket; and the efforts made to get social 
workers to view the relief basket as a right of the families and to assist them 
in using the material assistance as a tool in their psychosocial intervention. 

An analysis of the characteristics of the participants in the program shows 
that even though the majority are employed, their income remains low and 
benefits continue to be a major source of their income. Similarly, most of 
them are heavily in debt. It is no surprise, therefore, that the relief basket 
serves as an important source of income to meet their basic material needs. 
The pattern of use of the relief basket varies with family characteristics, 
including population group, level of education, and family composition, as 
well as length of time in the program. As this is only a preliminary study 
in a new area where there is no accumulated experience or knowledge, it 
is difficult to offer satisfactory explanations for the differences in budget 
use among the various groups. It can be assumed that there is a connection 
to cultural characteristics and social opportunities, as well as community 
structures and the extent of support they offer to each group. In general, it 
can be said that the very existence of such differences points to the need to 
preserve the flexibility of the relief basket, so that it can provide a genuine 
solution to the families’ distress and ensure that baskets will be fully used by 
those eligible for them. 

The evidence indicates that very few of the families (less than 1 percent) 
dropped out of the program after utilizing only part (sometimes a very 
small part) of the material assistance, such that there is no basis for concern 
that the basket is being improperly exploited, namely that the relief basket 
is being used without a commitment to the overall therapeutic process. 
Furthermore, it appears that as the program matures the rate of use of 
the relief basket by the families is increasing. Among the second wave of 
participants, the rates of use are higher. 

The findings of the study indicate that the limitations of the social 
security system in dealing with poverty have created fertile ground for a 
policy change in the Ministry of Labor, Social Affairs and Social Services. 
The lack of success in significantly reducing the incidence of poverty and 
the plight of families in poverty by means of cash benefits and budgets for 
emergency assistance during the 2000s led to the adoption of the concept of 
poverty-aware social work. This approach is well illustrated in the Ministry 
program development, and in particular the new Families First program.
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Possible directions for policy and future research

The research indicates that the current processes of change in dealing 
with poverty present complex challenges for social policy decision makers. 
It appears that the social security net for working-age individuals living 
in poverty, and primarily Income Support, do not provide a satisfactory 
solution to the needs of this population, while the programs implemented by 
the social services departments are still limited in scope. There has been no 
change in the framework for emergency assistance (which is not provided 
through the Families First program) and therefore its scope remains limited 
and access to it is awkward and inefficient.

The findings with regard to the development of policy to reduce poverty, 
and primarily the data gathered from the participants in the Families First 
program, lead to a number of insights that should be taken into account 
when considering future directions for policy: 

Holistic assistance and the cash benefit system

• It appears that the assistance provided to families living in poverty 
calls for the adoption of a diverse policy tools and for sophisticated 
assistance in meeting a wide range of needs and problems. As such, the 
effectiveness of the welfare system in meeting the needs of families 
living in poverty in a holistic manner needs to be examined in order to 
determine whether the policy is achieving its targets, namely, ensuring 
an acceptable minimal standard of living for families living in poverty, 
ensuring that solutions will assist these families in dealing with urgent 
needs when they arise, and the provision of a long-term solution to 
improve their functioning and their socioeconomic situation. 

• It is worthwhile considering whether the solution provided to families 
living in poverty is sufficient and in particular the adequacy of Income 
Support, which is the primary social security net for working-age families 
living in poverty. The comparison between the level of benefits aimed 
at this population and the poverty line, the large number of requests 
for financial assistance received by the social services departments, 
the widespread use of Friendship Funds, and the characteristics of 
the income and debt situation of families participating in the Families 
First program all raise doubts as to the efficiency and effectiveness of 
the social security system in dealing with poverty. A similar picture is 
drawn from the conclusions of the Elalouf Committee, the findings of 
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the Annual Poverty Report of the NII and NII data on the scope of under-
utilization of the Income Support benefit. 

The emergency assistance framework

Cash benefits, such as Income Support and Disability benefits, are intended 
to provide income to finance an individual’s or a households’ basic needs, 
but are not sufficient to meet special and urgent expenditures, such as 
travel cost for medical treatment or debt repayment. The data on use of the 
Friendship Funds and the relief basket as part of the Families First program, 
which are similar in nature to the emergency assistance (a flexible budget 
for assistance in cases of urgent need), can be used to identify the large 
variation in these needs across families from different population groups 
and at different life stages. This leads to several possible directions for 
improving the emergency assistance provided to eligible families: 

• Despite the growth in the population and in particular in the number 
of people living in poverty, the budget allocated to the emergency 
assistance framework in social services departments remains limited. An 
increase in the budget for emergency assistance should be considered in 
order to meet the needs for emergency assistance, while at the same 
time an evaluation of modifications to the social welfare benefits system 
should be undertaken. 

• Access to emergency assistance involves major bureaucratic hurdles, 
which make it very difficult to use when the need arises. As a result, it 
is suggested that changes be considered in the eligibility criteria and in 
the rules for its use, similar to what was done with the Friendship Funds 
and Families First program.

• The large variation among families in the pattern of use of the flexible 
relief basket and the Friendship Funds emphasizes the need for maximum 
flexibility in determining the use of such assistance. Therefore, and in 
the context of optimizing assistance, it is essential that decisions on the 
scope of assistance and its target be made by social workers together 
with service beneficiaries. 
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• The starting point of the Families First program is that material 
assistance should be viewed as an integral part of a family’s right to a 
decent existence. It is not meant to serve as a condition for care or some 
other assistance, but rather should be an essential component in the 
efforts to help families improve their situation and their functioning. In 
this context, it would be worthwhile to develop theoretical knowledge 
on the use of material assistance as part of the direct care of families 
living in poverty and to provide explicit tools to social workers for this 
purpose. 
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Appendix

Appendix Figure 1. The share of requests receiving assistance 
from the IFCJ by area of assistance

Source: John Gal, Michal Krumer-Nevo, Shavit Madhala, and Guy Yanay, Taub Center | Data: IFCJ
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Appendix Table 1. Multivariate analysis: The effect of variables 
on relief basket use

Clothing Debt Employment Household 
needs

Healthcare

COEF P› |z| COEF P› |z| COEF P› |z| COEF P› |z| COEF P› |z|

Single parent 0.002 0.783 -0.015 0.112 -0.021 0.122 0.053 0.000 -0.008 0.168

2nd wave 
participant

0.042 0.000 0.044 0.000 0.027 0.049 -0.110 0.000 -0.020 0.001

Years of schooling

0-8 years 0.017 0.206 0.001 0.950 -0.109 0.000 0.119 0.000 0.003 0.802

9-11 years 0.005 0.565 0.018 0.095 -0.053 0.000 0.027 0.105 0.016 0.037

13+ years -0.032 0.000 -0.008 0.460 0.012 0.481 0.024 0.166 0.015 0.086

Residential district

Jerusalem 0.008 0.427 0.034 0.050 0.002 0.901 0.037 0.077 -0.030 0.004

North 0.005 0.460 -0.047 0.000 0.025 0.131 0.024 0.186 -0.010 0.250

South 0.043 0.000 -0.087 0.000 -0.037 0.034 0.110 0.000 -0.014 0.161

Population group

Arab Israeli 0.014 0.074 -0.084 0.000 0.065 0.000 0.062 0.000 -0.027 0.000

Bedouin 0.046 0.044 -0.076 0.000 0.046 0.123 0.096 0.007 -0.038 0.000

Haredi -0.038 0.000 -0.076 0.000 0.121 0.000 -0.031 0.166 0.042 0.001

Other -0.046 0.073 0.092 0.198 -0.035 0.517 0.024 0.840 -0.052 0.000

Log 
Household 
size

0.029 0.003 -0.016 0.214 -0.051 0.006 0.017 0.395 -0.020 0.022

Intercept 0.021 0.240 0.196 0.000 0.264 0.000 0.289 0.000 0.112 0.000

R2 0.055  0.089  0.047  0.066  0.031

Adjusted R2 0.05 0.084 0.042 0.061 0.026

N 2,715  2,715  2,715  2,715  2,715

Note: Linear regression estimates for the relation between variables and the amount used from the relief 
basket. The estimates in each column are from separate regressions for each area of assistance. 
Household needs include expenditures on electrical appliances, home furnishings, and home equipment 
and its installation. 
Source: John Gal, Michal Krumer-Nevo, Shavit Madhala, and Guy Yanay, Taub Center 
Data: Families First program
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Appendix Table 2. Multivariate analysis: Variables influencing 
the amount of the relief basket used in the first year of the 
program

OLS 1 OLS 2

COEF P› |z| COEF P› |z|

Single parent 107 0.387 85 0.469

2nd wave participant 360 0.009 473 0.001

Years of schooling

0-8 years -501 0.013 -391 0.038

9-11 years -409 0.003 -395 0.003

13+ years -149 0.312 -99 0.476

Population group

Arab Israeli 234 0.051 51 0.844

Bedouin 719 0.014 397 0.425

Haredi 75 0.72 -80 0.749

Other 634 0.507 221 0.795

Log Household size 513 0.002 535 0.001

Residents’ tax Yes

Intercept 3479 3857

R2 0.017 0.23

Adjusted R2 0.012  0.192

N  2,159   2,159

Note: Linear regression estimates for the relation between variables and the amount used from the relief 
basket.  
Source: John Gal, Michal Krumer-Nevo, Shavit Madhala, and Guy Yanay, Taub Center 
Data: Families First program
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The Labor Market:  
An Overview

Hadas Fuchs and Gil Epstein 

The Israeli labor market

The labor market remained stable in 2019. The rates of labor force 
participation and employment were high (81 percent and 78 percent, 
respectively, among the 25–64 age group) and the rate of unemployment was 
particularly low (3.4 percent; Figure 1).1 The rate of labor force participation 
has remained almost unchanged and it appears that the growth in the supply 
of labor in the primary working age group among non-Haredi Jews has 
been exhausted. The future potential for growth in employment lies in the 
supply of labor from Arab Israelis and Haredim (ultra-Orthodox Jews), which 
has still not been maximized; these two populations are the focus of the 
recommendations made by the Employment 2030 Committee. The number 
of work hours per employee has declined somewhat in the public sector 
and remains stable in the business sector. The share of vacant job positions 
has decreased but its level remains high (Central Bureau of Statistics, 
2019). Alongside the stability in the rates of employment and labor force 
participation, the real wage has continued to rise, although at a slower rate 
than in previous years (Figure 2). This year, as in 2018, the largest increase 
in wages occurred in the information and communication industry, which 
includes computer programing as a sub-industry. The wages in this industry 
rose by 3.8 percent during the first eight months of 2019 (CBS, seasonally 
adjusted data, Employment and Wages Survey). The rate of wage increase in 
this industry has been the fastest in the economy since 2014 and the level of 
wages in this industry is second only to the mining and quarrying industry. 

The share of self-employed men within total employment is on a slight 
downward trend and during the first three quarters of 2019 it stood at 14.6 
percent. The share of self-employed women continued to rise slowly and 

1 Unless otherwise specified, the data for 2019 relate to the first three quarters of the year 
and do not include regular samples. The data source is the Central Bureau of Statistics.

* Hadas Fuchs, Researcher, Taub Center for Social Policy Studies in Israel. Professor Gil 
Epstein, Principal Researcher, Taub Center; Department of Economics, Bar-Ilan University. 
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stood at 9.1 percent in 2019 as compared to 7.8 percent in 2012.2 Various 
studies of the labor market expect a shift to self-employment, although this 
has not yet occurred, or at least not terms of workers’ primary employment.3 

Figure 1. Employment indices among 25-64-year-olds
Labor force 
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Note: No fixed samples. Data through the third quarter of 2019. Due to changes in the Labor Force Survey 
methodology in 2012, there is a break in the data. Data have been concatenated to their level after the 
break. | Source: Hadas Fuchs and Gil Epstein, Taub Center | Data: CBS

Figure 2. Rate of change in real wages for employed persons
Relative to the same period in the previous year, 12-month moving average

0.0%
0.5%
1.0%
1.5%
2.0%
2.5%
3.0%
3.5%
4.0%

2015 2016 2017 2018 2019

Note: Data are seasonally adjusted. Data through August 2019.
Source: Hadas Fuchs and Gil Epstein, Taub Center | Data: Bank of Israel

2  The figures are taken from the CBS database and data series.

3 The CBS Labor Force Survey only includes data on the primary working age group. It may be 
that employees are working in more than one job and are self-employed in one of them. The 
available data do not make it possible to check this.
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In an analysis by sector, the employment rate among non-Haredi Jews is 
higher than among the other groups and it rose somewhat in 2019. The rate 
of employment among Arab Israeli women and Haredi men remains low. 

Arab Israeli employment
The employment rate among Arab Israeli women rose significantly between 
2015 and 2018, though it remained almost unchanged in 2019 (Figure 3). 
Most of the increase in employment among Arab Israeli women in recent 
years occurred as a result of their rising education levels (Fuchs & Weiss, 
2018). In view of the continuing improvement in their levels of primary and 
high school education (Fuchs, 2017; Yanay, Fuchs & Blass, 2019) as well as 
the rise in the share of Arab Israeli women entering higher education, it can 
be assumed that their employment rate will continue to rise in the coming 
years.  Indeed, an examination of the likelihood of employment according 
to various background characteristics (Appendix Table 1, column 24) shows 
that the rate of employment among Arab Israeli women who are college 
graduates is 47 percent higher than among those with no higher education. 
The gap in employment between Bedouin women in the Negev (not including 
the Bedouin geographic periphery5) and among non-Bedouin Arab Israeli 
women is 6 percent but when observed variables are controlled for, the 
difference is not statistically significant. The rates of employment among 
Christian women and Druze women are higher than among non-Bedouin 
Muslim women by 20 percent and 9 percent, respectively. Non-married 
women (single, divorced, and widowed) are employed at higher rates than 
married women, and mothers of children (primarily young children) are 
employed at lower rates. 

The rate of employment among Arab Israeli men is also relatively low and 
even lower than in 2017. A high share of Arab Israeli men are employed in 
unskilled jobs (construction, agriculture, etc.; Fuchs & Weiss, 2018) and the 
improvement in their education has been slower than among Arab Israeli 
women (Fuchs, 2017; Yanay, Fuchs, & Blass, 2019). The employment rate 
among Arab Israelis ages 20 to 24 fell from 67 percent in 2017 to 61 percent 

4 The table presents the results of a linear regression. Similar results were obtained from a 
logistic regression. Unless otherwise specified, the data source is the CBS Labor Force Survey.

5 In this study, Bedouins are defined as the Muslims residing in the Negev. The data do not 
include the Bedouin periphery which is not sampled by the CBS Labor Force Survey. If the 
Bedouin periphery, which was sampled in 2008, is included, then the rate of employment is 
56 percent among Bedouin men and 22 percent among Bedouin women.
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in 20196 and, as can be seen in the Spotlight later in this chapter, they are also 
leaving the labor market at a relatively young age. The rate of employment 
is particularly low among Bedouin men and their employment rate in the 
Negev (without the periphery) stood at only 71 percent in 2017 as compared 
to 78 percent among non-Bedouin Arab Israeli men. The Bedouin population 
belongs to a weak socioeconomic population that is characterized by low 
employment, and even after controlling for age, education, and marital 
status, the rate of employment among Bedouin men is 9 percent lower 
than among non-Bedouin Arab Israeli men (Appendix Table 1, column 1). 
Druze and Christian men have higher rates of employment. In contrast to 
the situation of Arab Israeli women, the rate of employment among married 
Arab Israeli men is higher than among non-married Arab Israeli men. 

Haredi employment
The rate of employment among Haredi women is high bearing in mind their 
fertility rates; since 2014, their employment rate has risen by 3 percentage 
points.7 It should be mentioned that there is no discernible difference 
in employment rates between married and non-married Haredi women 
(Appendix Table 1, column 4). In contrast, the rate of employment among 
Haredi men is lower than it was in 2015 and during the last three years, it has 
fluctuated around 51 percent. There is a negative correlation between the 
rate of employment among Haredi men and whether they studied in a kollel, 
which is an indicator of level of religiosity. In an analysis that controls for 
background variables, education, and marital status, the rate of employment 
among men who studied in a kollel was 31 percent less than that among 
Haredim men who had not (Appendix Table 1). The rate of employment 
among Haredi men and women with a college degree is higher by about 25 
percent than those without. 

6 It may be that part of the decline stems from a greater tendency toward acquiring an 
academic education, but the share of Arab Israelis ages 18 to 22 who are not employed nor 
studying is particularly high (Miaari & Hadad Haj-Yahja, 2017).

7 Classification as Haredi is by self-reporting.
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Figure 3. Change in the employment rate by sector and gender, 
2015-2019
In percentage points
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Note: No fixed samples. Data are through the third quarter of 2019.
Source: Hadas Fuchs and Gil Epstein, Taub Center | Data: CBS

Employment in Israel relative to the OECD countries

A comparison with the OECD countries (Figure 4) emphasizes the gap in 
employment rates among the various population groups. The average rate 
of employment among men and women in Israel is close to the median level 
for the OECD countries (among men it is close to the average while among 
women it is above the average). Among men, the rate of employment among 
non-Haredi Jewish men is higher than among men in the OECD countries 
and, in contrast, the rate of employment among Arab Israeli men is lower. As 
mentioned, the employment rate among Arab Israeli men has not changed 
significantly in recent years and essentially it is similar to its 1995 level. The 
employment rate among Haredi men is significantly lower than rates in the 
other OECD countries and also lower than the rate among other population 
subgroups in the OECD. 

Among women, the high rate of employment among non-Haredi Jewish 
women (82.2 percent in 2018) is particularly notable and it exceeds that in 
all the OECD countries except for Iceland. This is despite the fact that the 
fertility rate among non-Haredi Jewish women in Israel is higher than that 
of women in the OECD and stands at 2.6 children (Hleihel, 2017). It is also 
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worth mentioning the relatively high rate of employment among Haredi 
women (74 percent) despite their very high fertility rates (about 7 children; 
ibid.). The rate of employment among Arab Israeli women is similar to that 
among women in Turkey. Employment rates among Israeli women in the 30 
to 39-year-old age group are also similar to those of their peers in the OECD 
countries. Thus, the rate of employment among Israeli women during their 
fertile years, and primarily non-Haredi Jewish women, is relatively high. 

Figure 4. Employment rates among 25-64-year-olds, 2018

Source: Hadas Fuchs and Gil Epstein, Taub Center | Data: CBS; OECD
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In an international comparison, Israeli men work longer hours than their 
peers in other OECD countries (Figure 5) while the number of work hours 
among women is similar to the OECD median. Broken down by sector, non-
Haredi Jewish men and Arab Israeli men rank fifth and sixth, respectively, 
(meaning they work more than the average number of hours per week) 
and Arab Israeli women — followed by Haredi women — are located near 
the bottom of the list (i.e., they work the fewest number of hours). The 
combination of the two variables (that is, rate of employment multiplied 
by work hours), which indicates the average number of work hours of all 
individuals in the 25 to 64-year-old age group (including the non-employed), 
shows that here, too, non-Haredi women are ranked second in terms of 
employment and non-Haredi Jewish men are ranked in fourth place. 

As noted, employment rates in Israel are similar to the OECD median 
even though fertility in Israel is the highest in the OECD countries (there 
is a difference of almost one child between the fertility rate in Israel and 
that in the next country on the list). In an examination by sector, the high 
rates of employment and number of work hours among non-Haredi Jews, 
combined with their high fertility rates, would seem to make it difficult for 
these Jewish parents to combine work, family, and leisure.8 Indeed, the OECD 
ranks Israel as fourth from last with respect to work-life balance.9 The next 
section will focus on this issue.

8 In a comparison by sector, it is important to remember that, even in other OECD countries, 
there are population groups whose rates of employment are relatively low; their removal 
from the calculation increases the employment rate in the OECD. However, in the other OECD 
countries, the populations characterized by low employment rates are not as large as the 
minority groups in Israel and, what is more, the gap in the employment rate between them 
and the rest of the population is not as large as it is in Israel.

9 See http://www.oecdbetterlifeindex.org/topics/work-life-balance/
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Figure 5. Average weekly work hours in Israel and other 
developed countries, 2014-2015
Workers ages 25-64

Source: Hadas Fuchs and Gil Epstein, Taub Center | Data: OECD, PIAAC
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Family and work in Israel

Fertility in Israel is an outlier in many respects (Weinreb, Chernichovsky, & 
Brill, 2018). Despite the significant improvement in the education levels of 
Israeli women and their large-scale entry into the labor market, and despite 
a rise of close to three years in the average age at first birth (between 2000 
and 2014), fertility rates in Israel are similar to their level during the 1980s 
(ibid.). The number of children up to the age of 17 in a household, according 
to the age of the head of the household, rises from 1 in a household headed 
by women aged 25 to 2.8 children in a household headed by women aged 38 
(Figure 6). The numbers vary between the various population groups but, 
in all of them, the maximum number of children is reached in households 
headed by women ages 36 to 39. 

Figure 6. The average number of children under the age of 18 per 
woman by age and sector, 2017
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Source: Hadas Fuchs and Gil Epstein, Taub Center | Data: CBS, Labor Force Survey

Employment rates among women have risen significantly in recent decades 
and in particular among mothers of young children (Bowers & Fuchs, 2016). 
In 2018, the rate of employment among mothers of children ages birth to 
4-years-old was similar to that among mothers of older children or women 
without children, implying that rates of employment are also much higher 
today among mothers with young children. 
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Figure 7 shows the probability of employment among non-Haredi Jewish 
women ages 25 to 49 by number of children.10 Employment according to age 
is similar among women without children and mothers with 1 to 3 children. 
The lower rate of employment among mothers ages 25 to 29 with 4 or more 
children may be an indication of employment rates among non-Haredi 
women who are nonetheless religiously observant.11 In other words, non-
Haredi Jewish women with up to 3 children remain in the labor market after 
the births of their children.12 A possible explanation is the simple fact that as 
the mothers age so do their children, making it easier for mothers to leave 
the home to work. In large families, there is a greater likelihood that the 
older children can help care for the younger ones, thus enabling mothers to 
work. However, the number of work hours declines as the number of children 
increases (Figure 8) and primarily from the first birth. It is important to note 
that panel data would be needed in order to examine the exact changes in 
employment rates, number of work hours, and wages following births. 

Figure 7. Probability of employment among non-Haredi Jewish 
women by number of children, 2017
Controlling for observable variables 
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Note: Probability is calculated by a logistic regression analysis, including controls for country of origin, 
education level, and family status.   
Source: Hadas Fuchs and Gil Epstein, Taub Center | Data: CBS, Labor Force Survey

10 Calculations for Arab Israeli and Haredi women are not presented due to the small 
number of observations.

11 About 45 percent of mothers of 4 children and 79 percent of mothers with 5 or more 
children among non-Haredi Jewish women are religiously observant, as opposed to 11 to 17 
percent of mothers of 0 to 3 children.

12 Among Haredi and Arab Israeli women, the data are noisy due to the small number of 
observations.
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Figure 8. Average weekly work hours among non-Haredi Jewish 
women by number of children, 2017
Controlling for observable variables 
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country of origin, education level, and family status.
Source: Hadas Fuchs and Gil Epstein, Taub Center | Data: CBS, Labor Force Survey

Employment in coupled households with children

The family structure of individuals between the ages of 25 and 64 is usually a 
couple. About one-half of the working-age population live in a household with 
children under the age of 18 and 71 percent live as a couple in a household. 
The share of single-parent households is only 8 percent of the population (10 
percent among women and 6 percent among men). This section focuses on 
heterosexual couples in a household (where a man and woman are heads of 
the household) with at least one child under the age of 18. 

Alongside increased rates of employment among women, the gender 
division between work and home is changing and the wage gender gap is 
narrowing (Fuchs, 2016). From the employment perspective, households are 
becoming more egalitarian. Thus, the share of households with children in 
which both parents are employed full-time rose from 30 percent in 2002 (the 
historic low during the dot-com crisis and the second intifada) to 40 percent 
in 2017; the share of households in which only the father is employed fell 
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from 28 percent to 20 percent (Figure 9).13 In 13 percent of households, the 
mother works in a more full-time position than the father.14 

With respect to sector, there are large differences between population 
groups with respect to household employment structure (Figure 10). About 
51 percent of non-Haredi Jewish households have two parents working 
full-time, as compared to 25 percent of Arab Israeli households and only 
13 percent of Haredi households. In contrast, in 45 percent of Haredi 
households, the mother works more of a full-time position than the father. 
Similarly, in 43 percent of Haredi households, neither parent works full-
time, in contrast to only 11 percent of non-Haredi Jewish households and 
15 percent of Arab Israeli households. In line with the low employment rate 
among Arab Israeli women, in more than one-half of Arab Israeli households, 
the father is the only wage earner and the share of households in which the 
mother works more of a full-time position than the father is particularly low 
(only 5 percent in 2017). 

13  The CBS defines a full-time position (FTE) as 35 or more weekly work hours.

14 Mothers employed full-time when the father is employed part-time or not employed and 
mothers employed part-time when the father is not employed.
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Figure 9. Household structure for families with at least one child 
under the age of 18
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Figure 10. Household structure for families with at least one 
child under the age of 18 by sector, 2017
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As of 2017, the average number of weekly work hours of two parents with 
children is 59 (Figure 11), where the father works 61 percent of the hours 
and the mother 39 percent. Here, again, there are major differences among 
population groups. In the middle are Arab Israelis with an average of 50 work 
hours per couple in a household with children, in contrast to non-Haredi 
Jewish couples who work an average of 67 hours and Haredi Jewish couples 
who work an average of only 34 hours. Thus, the average number of work 
hours of two parents in a non-Haredi Jewish household is almost double that 
of a comparable Haredi household, whose total work hours are less than one 
full-time equivalent (FTE). Even though the rate of employment is higher 
for Haredi women than for Haredi men in a coupled-household, the gap 
between the mother and the father in Haredi households is relatively small 
when work hours are taken into account. 

Figure 11. Average cumulative weekly work hours of parents 
with children, 2017
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Commuting time is a consideration in addition to high employment rates 
and the high number of work hours. The share of employees who work 
outside their residential area is rising (Bleikh, 2018) and commuting time 
for these employees has lengthened considerably since 2009 (Bank of Israel, 
2018). The share of employees who commute is increasing also among 
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couples with children. Thus, the share of men who commute has risen from 
57 percent in 2003 to 64 percent in 2017 with smaller increases for women 
(from 44 to 48 percent). Also from this perspective, there were differences 
among the various groups. Thus, non-Haredi Jewish couples spend more 
time on the road. According to data from the CBS Social Survey, non-Haredi 
Jewish women report longer commuting time than Arab Israeli and Haredi 
women. Among men, non-Haredi Jewish men and Arab Israeli men report 
similar commuting time while Haredi men report significantly shorter 
times. With regard to employment locale and residential locality, among 
working couples with children, in 2016 and 2017, 48 percent of non-Haredi 
Jewish women are employed in their residential locality, as compared to 76 
percent of Haredi women and 69 percent of Arab Israeli women. Only 22 
percent of non-Haredi Jewish couples both work in their residential area, as 
compared to about 50 percent of Haredi households and 36 percent of Arab 
Israeli households. The share of non-Haredi Jewish couples in which neither 
works in their residential locality is significantly higher than among Haredi 
and Arab Israeli households (Figure 12).

Figure 12. Residential locality and place of employment, coupled 
households with children, both parents are employed, 2016-2017
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Source: Hadas Fuchs and Gil Epstein, Taub Center | Data: CBS, Labor Force Survey

153



State of the Nation Report: Society, Economy and Policy 2019

In summary, households in the non-Haredi Jewish sector have fewer children 
than in the Arab Israeli sector and certainly fewer than in the Haredi sector, 
and the rate of employment in these households is higher, the couple works 
more cumulative hours and they have, in general, longer commuting times 
to their place of employment. According to the CBS Social Survey, due to the 
higher number of work hours and the relatively high rate of employment, 
only 56 percent of working women and 59 percent of working men in Israel 
are satisfied with their work-life balance. As shown in Table 1, non-Haredi 
Jews report the lowest level of satisfaction.15 Individuals without children 
under 18 report that they are more satisfied with their work-life balance than 
the parents of children under 18. However, among Arab Israelis, there is less 
of a gap between parents of young children and the rest of the population. 

Table 1. The share of individuals reporting being satisfied with 
their work-life balance, employed individuals ages 25-64, 2017 

Men Women

No children 
under the age 18

Children under 
the age of 18

No children 
under the age 18

Children under 
the age of 18

Non-Haredi Jews 60.4% 51.6% 56.4% 52.0%

Haredim 76.4% 64.4% 72.2% 64.9%

Arab Israelis 70.4% 68.9% 75.9% 74.8%

Note: Haredim without children were omitted from the table due to the small number of observations.
Source: Hadas Fuchs and Gil Epstein, Taub Center | Data: CBS, Social Survey

15 Haredim report high levels of satisfaction with certain aspects of life and, therefore, 
comparisons between them and other population groups should be interpreted with caution.
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Employment rates among men and women rise from the age of 25 
until about age 40 and subsequently begin a downward trend.16 A 
breakdown by sector (Figure 13), after controlling for marital 
status, shows that employment rates among non-Haredi Jewish men 
increase somewhat until ages 35 to 39 and then gradually decline. 
The rate of decline accelerates between the ages of 55 and 59 and 
increases even more between the ages of 65 and 69, when men hit 
the official retirement age. The rate of employment among Arab 
Israelis consistently declines with age and Arab Israeli men, many of 
whom work in physically demanding jobs, leave the labor market at 
a relatively early age. Employment rates among Haredim are on an 
upward trend until age 50. 

Among women, the rate of employment among non-Haredi 
women is relatively stable until ages 50 to 54. Among Haredi and Arab 
Israeli women, following a consistent decline, there is a sharp drop 
in employment rates from age 50 onward, although there is a large 
cohort effect in these groups. 

A breakdown by education level (Appendix Figure 1) shows that 
employment rates among college graduates are higher in all the 
groups. The rate of employment among Haredi college graduates 
is higher than among Haredim who did not graduate, although it is 
lower than among non-Haredi college graduates. In contrast to the 
employment rates among Arab Israeli non-graduates that decline 
rapidly in the older age groups, there is a much more gradual decline 
among Arab Israeli college graduates, although it is steeper than the 
decline among Jewish non-graduates. 

16 It is important to note that throughout the Spotlight the probabilities of being 
employed were calculated for 2017 and it is possible that some of the variation 
between age groups is the result of cohort effect, particularly among women. Thus, 
the rate of employment among women has risen significantly over time and it may 
be that part of the decline that we see later in life is a result of the fact that these 
cohorts were characterized by lower employment rates when they were younger.

Spotlight 

Employment by age
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Between the ages of 35 and 44, Arab Israeli women who are college 
graduates are employed at similar rates to Jewish women graduates, 
whether they are Haredi or not. The employment of Haredi women 
without higher education declines continuously with age, in 
particular, between the ages of 50 and 54. Among Haredi women who 
are college graduates, the decline begins between ages 55 and 59. 

Figure 13. Probability of employment by population group, 
2017

Note: Probabilities are calculated using logistic regression analysis, controlling for country of 
origin and family status.   
Source: Hadas Fuchs and Gil Epstein, Taub Center | Data: CBS, Labor Force Survey
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Conclusion

The labor market has been in a relatively healthy situation for a number of 
years. Rates of labor force participation and employment are high and the 
unemployment rate is at record lows. In 2019, these rates remained similar 
to those in 2018. Employment rates among non-Haredi Jews have remained 
virtually unchanged in recent years and they are high even relative to other 
OECD countries. It appears that, in this population, the factors that led to 
the growth in employment have been exhausted. Among Arab Israelis, 
employment rates remain low and there is potential for growth, among both 
men and women; the same is true for Haredi men. In view of the natural rate 
of growth in Haredi society, it is necessary to increase employment among 
Haredi men in order to maintain overall rates of labor force participation 
at their present level. However, employment rates among Haredi men have 
remained stable since 2015. The low rate of labor force participation among 
Haredi men is expected to be a major challenge for Israel in the future and 
the government should continue to examine ways to offer incentives to this 
population group to join the labor force. 

Labor force participation rates are also low among Arab Israelis and 
particularly among Arab Israeli women. Following a rapid increase between 
2016 and 2018, there has been no further increase in labor force participation 
of Arab Israeli women in 2019. In view of the continuing rise in their 
education levels — from the primary education level up to higher education 
— it can be assumed that their employment rates will continue to rise in the 
coming years. There has been less of an improvement in the education levels 
of Arab Israeli men, and their rate of employment in 2019 was lower than in 
2017. It is possible the government should consider additional assistance to 
Arab Israeli men to encourage them to acquire a high-quality education and 
thus to enter the labor market with higher level skills and into higher paying 
employment positions. 

During the last two decades, employment rates among women have 
increased considerably across developed countries and in Israel in particular. 
This is an indication that Israeli households have become more egalitarian. 
However, this has an effect on the work-life balance of individuals and 
households. In view of the high fertility rates among all of population groups 
in Israel, this effect primarily affects individuals with children. Non-Haredi 
Jews, both men and women, are characterized by high employment rates 
and non-Haredi Jewish men are characterized by a high number of work 
hours. With regard to commuting time, 38 percent of couples with children 
are employed outside their residential locality.
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Among the Haredi population, fertility is particularly high (and average 
of about 7 children per woman), but employment rates are relatively low. 
About one-half of Haredi couples with children under 18 have only one 
partner who works and on average, the couple jointly work only 34 hours 
a week. Among Arab Israelis, a high share of households have only one 
working parent, and the average work hours of a couple with children is 
higher than in Haredi households. 

Of the three groups, non-Haredi Jews report the least satisfaction with 
their work-life balance. It would seem that it will be hard for Haredi men 
and Arab Israeli women to increase employment rates without it impacting 
their work-life balance.
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Appendix

Appendix Figure 1. Probability of employment by age,  
sector, and education level, 2017
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Appendix Table 1. Results of linear regression 
Explanatory variable — employment, 2017

(1) (2) (3) (4)

Arab Israeli 
men

Arab Israeli 
women

Haredi men Haredi women

Age 0.0261*** 0.0410*** 0.0441*** 0.0216***

(8.57) (12.59) (9.73) (3.75)

Age ^ 2 -0.000423*** -0.000540*** -0.000459*** -0.000367***

(-12.46) (-14.42) (-8.72) (-5.55)

New immigrant -0.0837*** -0.161***

(-3.79) (-7.86)

FSU immigrant -0.0204 0.0715

(-0.45) (1.85)

Post-high school degree 0.108*** 0.285*** 0.246*** 0.175***

(8.00) (20.80) (13.09) (13.99)

Academic degree 0.132*** 0.466*** 0.245*** 0.262***

(14.25) (50.45) (12.48) (18.49)

Enrolled in an academic 
institution or post-high 
school studies

-0.164*** -0.0368 0.121*** 0.0661**

(-7.73) (-1.86) (4.20) (3.05)

Learned in a religious 
yeshiva

-0.121

(-0.99)

Learned in a Haredi yeshiva -0.00246

(-0.20)

Learned in a kollel -0.309***

(-22.49)

Christian Arab 0.0895*** 0.198***

(7.59) (16.12)

Druze 0.0524*** 0.0881***

(4.45) (7.20)

Negev Bedouin -0.0887*** 0.00833

(-6.35) (0.61)
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(1) (2) (3) (4)

Arab Israeli 
men

Arab Israeli 
women

Haredi men Haredi women

Single -0.163*** 0.0765*** -0.148*** -0.0701*

(-13.68) (5.93) (-5.05) (-2.00)

Divorced/Widowed -0.222*** 0.0449*** -0.245*** -0.0516

(-8.26) (3.40) (-5.46) (-1.60)

Parent with children ages 
0-4

0.0671 -0.0375*** 0.430** -0.0376***

(0.97) (-5.81) (2.71) (-5.37)

Parent with children ages 
5-9

-0.150** -0.0151** -0.0966 -0.0319***

(-3.18) (-2.86) (-0.99) (-5.41)

Parent with children ages 
10-17

0.0367 -0.0143*** 0.146*** -0.0156**

(1.44) (-3.78) (3.57) (-3.11)

Intercept 0.470*** -0.490*** -0.285** 0.456***

(7.12) (-7.24) (-3.07) (3.90)

Number of observation 12,807 13,707 6,198 6,152

R2 0.1082 0.2482 0.1793 0.1154

Adjusted R2 0.1073 0.2474 0.1773 0.1137

Note: Standard deviation in parentheses; *p< 0.05; **p<0.01; ***p<0.001. 
Source: Hadas Fuchs and Gil Epstein, Taub Center | Data: CBS, Labor Force Survey

Appendix Table 1 (continued). Results of linear regression 
Explanatory variable — employment, 2017
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The Risk of Automation in the 
Israeli Labor Market

Shavit Madhala

Abstract

This research presents a current mapping of the Israeli labor market using 
data from the OECD’s Survey of Adults Skills (PIAAC — Programme for the 
International Assessment of Adult Competencies) and based on a recent 
model that ranks different jobs according to the tasks required in the 
future labor market. The study focuses on identifying the population that 
is at highest risk of automation and further identifying their specific skill 
weaknesses that put them at higher risk of automation and less fit for the 
future labor market.

The results of the mapping show that the share of occupations at high 
risk in Israel stands at about 15 percent. A large portion of these positions 
are in the manufacturing and construction industries as well as clerking 
positions. The study also found that a central characteristic of work at 
risk of automation is that it does not require higher education, and a large 
portion of these jobs, in fact, do not require any formal education. Further, 
occupations at high risk are also characterized by low hourly wages and, 
often, less than full-time work hours. The data reveal the existence of 
gender gaps and indicate that women, and especially non-Haredi Jewish 
women, are at higher risk of computerization relative to their male peers, 
apparently mainly due to the fact that they make less use of the skills that 
will be required in the future labor market and not due to their choice of 
occupation. Another population at high risk of automation is the Arab Israeli 
population, and especially Arab Israeli men. A large share of these men are 
employed in positions characterized by low wages with minimal educational 
requirements, with little use of the skills that will be required in the future 
labor market and in digital platforms.

Proper preparation for the expected changes in the Israeli labor 
market is essential in order to train workers for the future and to narrow 
inequalities that are foreseen within the labor force. In this framework, 

*  Shavit Madhala, Researcher, Taub Center for Social Policy Studies in Israel; MA, Economics, 
The Hebrew University of Jerusalem. The author wishes to thank Professor Alex Weinreb for 
his professional guidance, and Professors Avi Weiss and Benjamin Bental for their helpful 
comments.
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it is important to consider how these essential skills are provided to workers 
and at what stage it is optimal to provide them. It is, of course, preferable 
to provide these skills early on, within the formal education system. The 
findings indicate the financial difficulties in gaining new skills particularly 
among this group of workers at high risk of automation, and underscore the 
advantages of a wider use of the training system run by the government. 
Nevertheless, the best way to enable the adaptability of workers to the 
future labor market is through appropriate long-term planning, including 
the collection of a wide range of data on an ongoing basis.

Introduction

The emergence of new technologies always impact the labor market, and 
it has captured the attention of researchers and experts, policy makers, 
international organizations, like the OECD, the ILO (the International Labor 
Organizations), and the WEF (the World Economic Forum) and, of course, 
employers and employees in the labor market. 

Recent professional literature has devoted a great deal of attention to 
the effects of new technologies and are attempting to predict their impact 
on the labor market. So far, there is a broad consensus among researchers 
that technology will gradually displace humans from many tasks that 
they currently perform. Autor (2015), a leading researcher of the labor 
market, claims that the introduction of new technologies usually increases 
the importance of skills and tasks that do not yet have a technological 
replacement. He claims that machines are, in general, better than humans 
in repetitive tasks that can be coded into a set of clear rules. In contrast, 
humans are still better at tasks that require cognitive flexibility, creativity, 
and discretion. It appears that the question of whether an occupation will 
become automated is dependent on the extent to which it requires skills that 
computers do not as yet possess. 

A ground-breaking model that predicts the effect of automation on the 
labor market was proposed by Frey and Osborne (2013). Their model maps 
occupations in the US labor market according to their risk of automation over 
the next twenty years. The mapping examines the tasks required for each 
occupation and their characterization as automatable or not at this time. 
The model assigns a probability between 0 and 1 to each occupation where 
0 means a negligible chance of automation and 1 implies near certainty of 
automation, with the effect of making today’s workers in a given occupation 
redundant or fundamentally changing the character of their job. They 
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predict that 47 percent of the jobs in the US are at high risk of automation (a 
probability of automation greater than 0.7). Based on this model, predictions 
for other countries such as Germany (Brzeski & Burk, 2015) and Finland 
(Pajarinen & Rouvinen, 2014) have also been made. In Israel, Madhala-Brik 
(2015) used this method and forecasted that about 40 percent of workers in 
Israel were at high risk of automation. 

The publication of the OECD’s Survey of Adult skills (PIAAC — Programme 
for the International Assessment of Adult Competencies) allows access to 
a great many variables that characterize workers and occupations, like 
the tasks that are required for particular jobs. Following its publication, 
additional studies have been conducted based on Frey and Osborne’s original 
model making adjustments that increase the accuracy of the predictions 
using the data of required tasks and skills for specific jobs. In contrast to the 
basic approach of Frey and Osborne, where data used for mapping is at the 
occupation level, this newer method allows a differential ranking of workers 
in the same occupation where different tasks and demands are required by 
their specific jobs. Arntz, Gregory, and Zierahn (2016) conducted the first 
study using this approach and published their findings as an OECD working 
paper. Their study indicates that mapping according to this new approach 
predicts a much lower share of jobs at high risk of automation. Thus, for 
example, the forecasts for the US showed that only 9 percent of jobs are at 
high risk (as opposed to 47 percent according to the occupation-based model). 
They also show that there is variation in the tasks required of workers within 
the same occupation and that it is essential to account for this variation in 
any labor market mapping exercise. Nedelkoska and Quintini (2018) propose 
another improvement in the method of measurement according to this 
approach and, as of today, theirs is the most updated method.1  

In recent years, other forecasts have been published based on various 
methodologies. For example, in 2018 the WEF published a forecast based on 
a survey of employers which indicated that 31 percent of existing jobs would 
not be needed in the future and would either disappear or fundamentally 
change and that this share would drop to 21 percent by 2022 (WEF, 2018). 
A report published by the McKinsey and Company consulting firm in 2017, 
examined a list of the activities required in 800 occupations and found that 
about one-half of the tasks carried out today in the global labor market could 
potentially be automated with the introduction of current technologies 
and that almost 5 percent of occupations are liable to become completely 
automated (Manyika et al., 2017). 

1 The improvement was made possible by the use of a more detailed list of occupations in 
the 2015 PIAAC survey.
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Preparing for these expected changes is critical for the future of 
employment in Israel, and it has serious implications for the training 
of future workers. It also impacts methods for reducing — or at least not 
increasing — labor market inequalities among population groups. The 
current research presents a mapping of the Israeli labor market according 
to the most up-to-date method using the Survey of Adult Skills (PIAAC), 
and identifies specific groups at high risk of being adversely affected by the 
introduction of new technologies and automation. In addition, it identifies 
worker’s characteristics and their specific skill weaknesses that put them at 
higher risk of automation and make them less fit for the future labor market.

Automation in the Israeli and global  
labor markets

Nedelkoska and Quintini (2018), using the indices defined by Frey and 
Osborne (2013), describe bottlenecks to automation and they characterize 
the tasks which are currently difficult to automate. These include tasks that 
require an ability to perceive and manipulate (such as manual dexterity), 
creativity (originality), and social intelligence (such as the ability to 
manage negotiations and to persuade). Nine variables appearing in the 
PIAAC survey were modified in order to describe these tasks (see Appendix 
Table 1).2 Following that, a logistic regression was run for 70 occupations 
that Frey and Osborne identified at very high risk of automation and those 
with a negligible risk for the next 20 years; risk/no risk was the dependent 
variable and the nine adjusted variables were the explanatory variables. 
The regression was based on data from Canada whose PIAAC survey was 
particularly large and, therefore, allowed for the optimal identification of 
the 70 occupations. The coefficients obtained for the nine variables using the 
Canadian data were used to predict the probability of automation for each of 
the countries participating in the survey (for information on the coefficients, 
see Nedelkoska & Quintini, 2018; Table 4.3). The predicted values for each 
observation are then used to map the labor market. 

Figure 1 presents a division of the labor market in the OECD countries 
into three groups based on the method of Nedelkoska and Quintini: low risk 
— probability of automation up to 0.3; medium risk — probability of 0.3-
0.7; and high risk — probability over 0.7 (jobs that are expected to change 
considerably or even to disappear). 

2 The PIAAC survey does not include any questions relating to the care of others as part 
of a job and, therefore, the automatability of these jobs (such as, for example, those in the 
healthcare system) is liable to be overestimated.
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The mapping shows that for the working-age group in the OECD countries, 
an average of about 15 percent of jobs are at high risk, namely that the job 
is expected to undergo substantial change in coming years. The mapping for 
Israel shows that the share of jobs at high risk is about 15 percent, which is 
similar to the OECD figure, and that 54 percent are at medium risk, and 31 
percent are at low risk, which is higher than the OECD average. 

Figure 1. Mapping the labor market by risk of automation
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Source: Shavit Madhala, Taub Center | Data: OECD, PIAAC, 2012; 2015

In order to characterize the type of jobs that are at risk of automation, industries 
and the distribution of jobs within them according to the predicted risk level 
are examined (Figure 2). The data show that the industries with the highest 
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share of high risk jobs are construction, manufacturing,transportation and 
storage services, and food and lodging services. In contrast, there is a low 
risk of automation in industries requiring skills such as creativity, complex 
problem-solving and social skills: art, entertainment and recreation; 
information and communication; education; and public administration and 
defense. An examination of the more detailed list of occupations (Appendix 
Figure 1)3 shows that the occupations with a high share of jobs at risk are 
primarily those in manufacturing and construction and factory operators, 
jobs requiring interaction with machines, and clerical jobs, such as data 
entry. In contrast, occupations characterized by a low or even negligible risk 
of automation are primarily those requiring higher education or vocational 
training and also social intelligence, such as managers of various types and 
professionals, teaching professionals, or jobs in the legal professions.

3  The classification presented in Appendix Figure 1 is on the two-digit level. In general, the 
classification of occupations appears in the survey on four levels of detail: the most detailed 
level (four digits), which describes the worker’s specific occupation; the subsequent levels 
gather occupations into subgroups (three digits), main groups (two digits), and domain (one 
digit). The occupations are grouped with emphasis on similarity among the occupational 
tasks.
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Figure 2. Distribution of jobs in Israel by industry and  
risk of automation
Workers ages 25-65
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Source: Shavit Madhala, Taub Center | Data: OECD, PIAAC, 2015

A characterization of workers at risk  
of automation

One of the main research questions examined here is which workers at high 
risk of automation and which population groups are most vulnerable and 
should be given most consideration when setting policy? An examination 
of the rate of job positions at risk among the various population groups 
according to age group in Figure 3 leads to several insights. First, it appears 
that young workers (ages 16-24) have a higher risk of automation than 
workers in other age groups, except for non-Haredi Jewish women. This 
phenomenon is observed not only in Israel but also in the OECD countries. This 
finding is not surprising given the fact that most of this age group have not 
yet embarked on their career paths and are usually employed in temporary 
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jobs with no higher education or vocational training requirements. Among 
Jewish men, there is a drop in risk during the main working years, which 
then rises again prior to retirement.4 The figure also shows major differences 
between Arab Israeli and Jewish men over all age groups, where among Arab 
Israeli men, there is a higher rate of job positions at high risk of automation. 
In contrast, among women, the gaps are not as wide. Among non-Haredi 
Jewish women in the prime working-age groups, there is a higher rate of 
occupations at high risk of automation than for men. In contrast, among 
Arab Israeli and Haredi populations, the gender differences are to the 
advantage of women.

Figure 3. Share of jobs at high risk of automation among 
different population groups
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4  These differences were found to be statistically significant.
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One of the main correlates of risk of automation is level of education. The 
link between this characteristic and the occupational degree of risk has also 
been found in previous studies (Frey & Osborne, 2013; Madhala-Brik, 2015). 
Figure 4 clearly shows the connection between a job’s risk of automation and 
its educational requirements according to the self-reporting of respondents 
to the PIAAC survey. It can be seen that the majority of workers in low 
risk jobs (72 percent) are employed in jobs requiring higher education, in 
contrast to about 42 percent of workers in high risk jobs who are employed 
in jobs not requiring any formal education at all. 

Figure 4. Educational requirements of jobs at risk
Workers ages 25-65
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In order to identify more precisely the characteristics of those workers 
who are most likely to hold jobs at high risk, a regression estimating the 
effect of sociodemographic characteristics on the risk of automation was 
performed. The characteristics included: gender, age, sector, education, and 
mathematical proficiency level (PIAAC’s numeracy score). In Models 2 and 
3, controls were added for residential district and occupation (see Appendix 
Table 2 for the results). It can be seen that the aforementioned gender gaps 
are also seen in the regression results, and the jobs held by women have a risk 
of automation that is about 3 percentage points higher. Surprisingly, when 
occupation is added as a control variable, the gender gap does not narrow 
but, in fact, widens to about 4 percentage points. This may be an indication 
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that among men and women employed in the same occupation, women are 
more vulnerable and make less use of those skills that reduce risk and that 
are required in the future labor market relative to their male counterparts. 
It can also be seen that risk decreases with age up until about age 40 and then 
starts to climb. With respect to the differences between population groups, 
jobs held by Arab Israelis are at higher risk than those held by Jews and the 
difference is statistically significant when only age and gender are used as 
controls (not presented in the table). When controlling for education, the 
difference is no longer significant. In contrast, the risk of automation among 
workers in the Haredi sector is lower than among non-Haredi Jews even 
after controlling for educational level; however, if occupation is controlled, 
the difference is not significant. It appears, therefore, that the differences 
seen in the average level of risk among the various population groups is 
connected to gaps in education level and the choice of occupation. As noted, 
there is a negative relationship between education and automation, where 
an increase in education is accompanied by a lower risk of automation. 
Thus, for example, a high school education reduces the risk of automation 
by about 5 percentage points relative to a less than high school education 
(the omitted group) and having a master’s degree or higher reduces the risk 
by about 15 percentage points. This negative relationship continues to exist 
even when controlling for occupation. A test of residential district shows 
that in the Tel Aviv and the Southern districts there is a higher possibility 
of being employed in a job with a high risk of automation relative to the 
Center district, although the level of statistical significance is relatively low. 
Controlling for occupation leaves the difference statistically significant only 
for the South relative to the Center. 

Appendix Table 2 shows the estimation presented for all populations 
groups combined. Regression estimates that are identical to what appear 
in Appendix Table 2 but broken down by population group (Arab Israelis, 
Haredi, and non-Haredi Jews) show that the gender gap exists in all the 
groups but is statistically significant only among non-Haredi Jews. Similarly, 
a statistically significant variation in the risk of automation according to age 
can be seen only in the estimation for the non-Haredi Jewish population. 

Regression results show that differences among population groups 
are apparently related to differences in education level and the choice of 
occupation (which are interrelated). The occupational distribution in the 
labor market shows large gaps between Arab Israeli men and Jewish men 
(both Haredi and non-Haredi, see Figure 5). About one-half of Arab Israeli 
men are employed in manufacturing, construction, and the operation of 
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factories and machines (skilled workers in the figure). These industries are 
characterized by a high share of jobs that are at risk of automation and a 
low educational threshold. A relatively low share of the Arab Israeli workers 
are employed in academic (professionals) or managerial positions which are 
characterized by lower risk. In contrast, between Haredi and non-Haredi 
men, the differences do not appear to be as substantial as they are relative to 
Arab Israeli men in the distribution of occupational groups. This is also the 
case for Arab Israeli women relative to women in the other groups.5  

Professionals are a major occupational group among Haredi men and 
women. A closer look at the jobs within this group shows that a large share 
of the Haredi adults work in the field of education, a category characterized 
by jobs with a low risk of automation. It is interesting to note that among 
Arab Israelis — both men and women — there is a relatively high rate of 
employment in unskilled occupations involving simple and routine tasks 
usually requiring physical effort and the use of manual tools and not 
requiring a high level of skills or training. Nonetheless, this occupational 
group is — surprisingly — characterized by a medium share of high risk jobs. 
It is also interesting that in the occupational distribution of non-Haredi 
women and men, the men have higher rates of employment in occupations 
characterized by high risk levels. This is consistent with regression results 
showing that gaps among groups are primarily the result of differences in 
skills (skills that are required in the future labor market) and not necessarily 
in the choice of occupation itself. 

5 The distribution shown is on the simplest, most aggregated level (one digit) and 
accordingly each group includes a diverse range of occupations. Therefore, the lack of 
differences in this distribution does not indicate their absence in the occupations on a more 
detailed level within each category.
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Figure 5. Distribution of employment among populations groups 
by occupation
Workers ages 25-64
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As indicated by the regression analysis presented above, women, and in 
particular prime working-age Jewish women, face a higher risk of automation 
in their jobs than do men. Despite the gender gaps that were identified, these 
disparities are not necessarily the same across the various industries. An 
examination of the ratio between the share of women in jobs at high risk of 
automation and the share of men at this level of risk in the various industries 
is shown in Figure 6. It shows that only in the administrative and support 
service activities industry is the share of women at high risk lower than the 
share of men at high risk (a ratio of less than 1).6 This industry is relatively 
egalitarian with respect to the employment of men and women and does 
not have a particularly high rate of jobs at high risk. In other industries, 
such as transportation and storage, wholesale and retail trade, and human 

6 Among the industries that appear in Figure 6. Industries with only a few observations for 
women were not included.
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health and social work services, the share of women at risk is similar to that 
for men. In contrast, there are industries where women’s exposure to risk 
is increased: in fact, within the same industry, the share of women at high 
risk is double or more than the share of men. These include information and 
communication, financial and insurance services, professional, scientific 
and technical activities, public administration and defense. Financial and 
insurance services are in general characterized by a high share of women 
but not a high rate of jobs at risk while public administration and defense, 
and information and communication have relatively low rates of jobs at risk. 

Figure 6. Ratio between the share of women in high risk jobs 
relative to the share of men in high risk jobs
Workers ages 25-64

Source: Shavit Madhala, Taub Center | Data: OECD, PIAAC 2015
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In order to complete the picture of workers in roles at high risk of automation, 
there are two important labor market parameters — work hours and wages. 
Weekly work hours for those at the various levels of risk show that workers 
in jobs at low risk work more hours on average than workers in jobs at 
medium or high risk (44 weekly hours versus 39). About 31 percent of the 
workers in medium risk and about 28 percent of those in high risk jobs work 
in part-time jobs, as opposed to about 22 percent of those in low risk jobs.7 

Appendix Table 3 presents a test of weekly work hours as a function of 
the risk of automation, age, gender, hourly wage, sector, education level, 
residence in the Center or Tel Aviv districts (as opposed to the rest of the 
country), and the addition of a control for occupation. The results of the 
estimation show that the difference in weekly work hours between a worker 
in a job at medium risk (probability in the range of 0.3-0.7) and a worker in 
a job at low risk (probability in the range of 0.0-0.3) is about 3 weekly work 
hours (the coefficient of medium risk) and about 2.7 weekly work hours 
when controlling for occupation. For workers in jobs at high risk (probability 
above 0.7) relative to workers at low risk, the gap relative to workers at low 
risk increases to 3.4 work hours and to about 4 work hours when controlling 
for occupation.8 

Previous studies that have examined the relation between wages and 
automation have shown that workers in occupations at risk are characterized 
by lower wages (Frey & Osborne, 2013; Madhala-Brik, 2015; Nedelkoska 
& Quintini, 2018). An examination by occupation (Figure 7) shows that 
managers and professionals, who are characterized by a low share of jobs 
at risk, also earn higher wages. In contrast, in occupations such as factory 
and machine operators and tradesmen in manufacturing and construction, 
in which there are higher rates of jobs at high risk of automation, the median 
hourly wage is relatively low. 

7  The figure presented in the text applies to a worker in a part-time job defined as working 
up to 35 work hours per week. According to self-reporting of part-time employment in the 
survey, about 21 percent of the workers in jobs at medium risk and about 20 percent of those 
in jobs at high risk work in part-time jobs, in contrast to 13 percent of workers in jobs at low 
risk.

8 The gap between a worker at high risk and one at medium risk is not statistically 
significant.
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Figure 7. Median hourly wage and the share of high risk jobs  
by occupation 
Workers ages 25-65
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This relationship was tested by estimating the log of hourly wages as a 
function of the probability of automation and other explanatory variables, 
as in the previous estimation of work hours (Appendix Table 4).9 As in earlier 
studies, a negative relationship was found between the two variables. Thus, 
the hourly wage of a worker in a job with medium risk was lower by about 
16 percent than that of a worker in a job at low risk and by about 14 percent 
when controlling for occupation. The gaps between a worker in a job at high 
risk and one in a job at low risk is about 27 percent and drops to 21 percent 
when controlling for occupation.10  

9 The models in Appendix Table 4 were also estimated using the Tobit model in order to rule 
out the possibility of bias in the coefficients as a result of the effect of selection on wages. The 
resulting coefficients were identical to those in the table.

10 The gaps between a worker in a job at high risk and one in a job at medium risk are 
statistically significant only in the estimates in Model 1.
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The degree to which a worker utilizes a certain set of job skills is crucial in 
determining the risk of automation. As explained previously, a worker’s risk 
of automation is dependent on the frequency with which he carries out tasks 
that call for those skills identified as required in the future labor market: 
consulting, persuasion or influencing other people, planning the activities of 
others, teaching or training others, and complex problem solving.11 Figure 8 
shows the frequency of use of these skills among men and women in various 
population groups. Particularly notable is the low frequency of use of these 
skills among Arab Israeli men and women relative to Jewish men and women 
(including the Haredi), and also relative to the average frequency of use 
among workers in the OECD countries. Furthermore, it appears that non-
Haredi men use these job skills more than workers in all the other groups 
— whether men or women — and more than the average for the OECD 
countries. Also of note is the high rate of use of complex problem solving 
among non-Haredi Jewish men relative to the other groups. In fact, only 
about 15 percent of non-Haredi Jewish men report not using this skill in 
their job, as opposed to 31 percent of Arab Israeli men and about 42 percent 
of Arab Israeli women. There were also relatively large gaps in the use of 
the planning for others skill between men and women and even more so 
between Arab Israeli women and the other groups. About 63 percent of Arab 
Israeli women reported that they do not use this skill at all, as opposed to 
about 44 percent of non-Haredi Jewish men. 

11  Skills that were identified in the detailed process by Nedelkoska and Quintini (2018) based 
on the research of Frey and Osborne (2013).

State of the Nation Report: Society, Economy and Policy 2019178



Figure 8. Frequency of selected skills required in the future labor 
market used on the job by population groups
Workers ages 25-65
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An examination of the risk of automation according to age group reveals 
differences in the frequency of use of the aforementioned skills across the 
age groups. As can be seen in Figure 9, the frequency of use of these skills in a 
job increases with age and reaches a peak in the 36-54 age group, after which 
it declines (in the 54-65 age group). 
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Figure 9. Frequency of current use on the job of selected skills 
required in the future labor market by age group
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Other than the skills identified in the model on which the analysis is based, 
another important skill in the future labor market is the ability to use a 
computer. Figure 10 shows that workers in jobs at low risk of automation use 
a computer in their jobs much more than workers in jobs at high risk. The 
variation in the use of a computer across population groups also points to 
substantial gaps, with Arab Israeli workers making far less use of a computer 
than Jewish workers in their jobs. 
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Figure 10. Share of workers who use a computer in their work
Workers ages 25-65
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Tools for dealing with the expected changes

The expected trends and changes in the labor market underscore the value 
of efforts to adapt the work force to the future labor market. As discussed 
previously, the expected changes represent a risk to the employment of the 
most vulnerable groups in the economy, which are characterized by low 
education levels, low wages, residence in the South (geographic periphery), 
and tend to be women and Arab Israelis. The weaker socioeconomic status of 
these groups is further reason to provide them with assistance in adapting 
to the changing labor market by acquiring the necessary skills throughout 
the work-life cycle. Aside from identifying the vulnerable populations as 
socioeconomically weak groups, it is also important to look at the reasons 
that workers do not seek the education or training that would give them 
greater future job security. Looking at the main reason for the failure to 
participate in further education or training among those interested in doing 
so reveals that, in contrast to the OECD, in Israel, there is a higher share 
of non-participation due to the cost of the training (Figure 11). About 24 
percent of the respondents gave this as the main reason, in contrast to about 
16 percent on average in the OECD countries. A comparison by risk group 
shows that among workers in Israel in jobs at high risk of automation, the 
main reason for not seeking additional education or training is the high 
cost, although among workers in jobs at medium risk of automation, and, in 
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particular among workers in jobs at low risk, the main reason is lack of time 
due to job pressures. 

Figure 11. Distribution of the main reason for not participating 
in studies or vocational training
Workers ages 25-65
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One of the main policy tools to encourage the acquisition of skills, particularly 
among vulnerable populations, is vocational training programs operated by 
the state. Although there has been an upward trend in the budget allocated 
for this purpose in recent years, the expenditure is still at a low level relative 
to other OECD countries (Gal & Madhala, 2019). 
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Alongside the amount of training required to respond to frequent changes 
in the labor market, it is important to ensure the quality of vocational training 
and that it is in line with the needs of the future labor market. In order to 
plan an efficient vocational training system, reliable information is needed 
on those skills that are in demand and that will continue to be in demand in 
the future. The findings in this study show that certain groups lack skills that 
are considered in the literature to be essential in the future labor market. 
These findings can provide a basis for decision making in the planning of 
vocational training programs. At the same time, it should be recalled that 
the Survey of Adult Skills was used here to formulate a picture of the current 
situation from the perspective of workers. In order to complete the picture, 
it is desirable that the data be based also on the perspective of the other 
main player in the labor market, namely the employers. A full picture that 
reflects the needs of employers and the existing supply of employee skills 
will provide the state with a solid foundation for building effective vocational 
training programs. Many countries have already understood this and have 
begun to take steps that will assist in the long-term planning for the future 
labor market. Britain, for example, carries out surveys of sought-after skills 
among employers, which include information on the skills they are looking 
for, on the existing shortages, and on the character of the training that is 
needed (Gov.uk, 2017). In France, the government employment service is 
carrying out an evaluation of vocational training needs based on a survey 
that provides information on expected hiring, and there is also an agency 
responsible for coordination between the various players in the labor 
market in order to maintain dialog and create joint projects (OECD, 2017). In 
Italy, the central bureau of statistics has recently invested efforts in order to 
combine various sources of information on skills needed in the labor market, 
with the goal of providing policy makers with precise information on the 
labor market at the occupational level (ibid). 

Due to the continual changes in the labor market, learning new skills 
is important at every stage of life; however, there is added importance 
in acquiring skills at early stages, namely within the education system. 
Thus, the education system serves as another important component in 
the implementation of policy to adapt human capital to the needs of the 
future labor market. A comprehensive study of the Israeli education system 
concluded that, for the most part, it has not managed to keep up with the 
pace of change and it is not preparing the next generation to deal with the 
challenges of the 21st century (Eisenberg & Zelivneski, 2018). The study also 
found that one of the most important steps needed in the education system 
is to include studies in digital applications within the curriculum. Indeed, 
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some measures seem to indicate the need for further implementation of 
computing in the Israeli education system. For example, the number of 
computers per pupil in Israeli schools is 0.43 which is lower than the OECD 
average of 0.77 (OECD, 2016). Also, the share of pupils who make use of a 
computer at school is low relative to the OECD — 55 percent as compared 
to 72 percent (OECD, 2015). These figures, alongside the findings on the 
disparities between various population groups with respect to the use of 
digital platforms in the labor market (Figure 10), emphasize the need for 
acquisition of digital skills prior to entering the labor market, particularly in 
the case of socioeconomically weaker populations. 

Conclusion
In view of the technological changes and the processes taking place in the 
labor market, there is no doubt that changes will occur in the composition 
of the task and skill set required of workers. This will involve a shift from 
repetitive tasks to tasks that are difficult for a computer to carry out. As an 
extension of the 2015 Taub Center study mapping the labor market according 
to occupations (Madhala-Brik, 2015), this study has produced a more up-to-
date mapping of the labor market in Israel. The mapping, based on the model 
presented by Nedelkoska and Quintini (2018), ranks jobs (even within the 
same occupation) according to their use of tasks required in the future labor 
market. The result of the mapping relative to other countries shows that 
the share of jobs in Israel at high risk of automation is about 15 percent, 
which is similar to the OECD average. (This is in contrast to the figure of 40 
percent arrived at in Madhala-Brik, 2015, which relied on a less up-to-date 
mapping methodology.) A large share of these jobs are in manufacturing and 
construction and factory operation, and even in clerical work. 

The research indicates that a main characteristic of jobs at risk of 
automation is that they do not require higher education and many of them 
do not even require formal education. Additional characteristics of the labor 
market (which are also connected to education level), such as wages and 
number of weekly work hours, were also found to be negatively correlated 
with risk of automation. Thus, jobs at risk of automation are characterized by 
low hourly wages and fewer weekly work hours. These findings emphasize 
the importance of integrating socioeconomically weaker populations that 
are more exposed to risk into academia and promoting the acquisition of 
higher education among these groups. 
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The characterization of workers in jobs at risk reveals the existence 
of gender gaps in this context, where non-Haredi Jewish women have 
job roles that are characterized by a higher risk of automation compared 
to their male peers in the same group, most likely due to less use of skills 
required in the future labor market rather than their occupational choice. 
Another population group that is characterized by a relatively high risk of 
automation is the Arab Israeli sector, and in particular Arab Israeli men. A 
high share of Arab Israeli men are employed in low-paid jobs and in jobs 
with low education requirements, which require less use of the skills that 
are needed in the future labor market, such as the ability to use digital 
platforms. Moreover, this group is primarily employed in manufacturing 
and construction, which, for the most part, are physically demanding 
occupations that often lead to their leaving the labor force at earlier ages 
(Yashiv & Kasir, 2018). Another characteristic of Arab Israeli workers is the 
relatively high share of households with a single wage earner (although this 
phenomenon has been characterized by a downward trend in recent years 
due to the increased labor force participation of Arab Israeli women). The 
employment rates of this population do not, however, indicate a significant 
problem in their integration in the labor market, particularly relative to Arab 
Israeli women and Haredi men who currently are attracting more attention 
among labor market policy makers. However, all of the characteristics 
listed above indicate that the Arab Israeli men is exposed to increased risk 
in the future labor market. Therefore, this population is in need of greater 
attention and intervention by policy makers in order to reduce the threats 
to their future employment rates. 

The effect of technology on jobs is dependent on the ability of employers 
and workers to adjust to changes in the labor market, such as the training 
of workers to function in a technological environment. In the case of 
prestigious industries and workers with a medium or high socioeconomic 
status, it can be assumed that they will make the necessary adjustments and 
will acquire the needed skills over their lifetimes, thus enabling them to 
maintain a continuum in the labor market despite the technological changes. 
In contrast, it is doubtful whether populations from weaker socioeconomic 
backgrounds will be able to keep up with the changing labor market without 
intervention by the state, whether because of an inferior starting point or 
a lack of information and the means to acquire the relevant skills. A policy 
to reduce these gaps should involve an early intervention through the 
education system. The acquisition of skills that are essential in the future 
labor market is important for all groups in the population and in particular 
it can reduce existing disparities among various population groups prior 
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to their entry into the labor market. A later stage of intervention involves 
workers already in the labor market. In view of the data on the difficulty 
in financing the acquisition of skills among workers at risk, there is a clear 
benefit in expanding state-run vocational training programs. In order to 
facilitate the efficient use of this platform and the optimal acquisition of 
skills in general, including on the individual level, a policy of long-term 
planning in the labor market is necessary, which will include the gathering 
of information on the needed employment skills and which will facilitate 
access to that information. 

It appears that despite the high level of uncertainty involved, and even 
if there is no way of predicting the extent of the impact technological 
change will have, in view of past trends and the employment trends in 
Israel there is little ground for fears of mass unemployment due to these 
changes. However, it can be assumed that certain jobs will disappear or will 
be changed substantially, although new jobs will simultaneously appear. 
Nonetheless, the largest impact on employment will apparently be among 
weaker populations which will likely find it difficult to acquire the skills 
needed to integrate into the new jobs that will emerge. Such a situation is 
likely to exacerbate the already existing inequalities between these groups 
and the rest of the population. Therefore, it appears that the true challenge 
is to ensure that these groups successfully adjust to the changes in the 
labor market and that they are able to exploit the new opportunities that 
technological change will bring. 
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Appendix

Appendix Table 1. Matching Frey & Osborne’s measures to the 
PIAAC survey

 Frey & Osborne
 bottlenecks to
automation

 Variable in
PIAAC

Variable description

Perception 
manipulation

Fingers (dexterity) How often — using skill or accuracy with your hands or 
fingers?

Creative intelligence

Problem-solving, 
simple

How often — relatively simple problems that take no more 
than 5 minutes to find a good solution?

Problem-solving, 
complex

Problem solving — complex problems that take at least 30 
minutes thinking time to find a good solution?

Social intelligence Teaching How often — instructing, training or teaching people, 
individually or in groups?

Advise How often — advising people?

Plan for others How often — planning the activities of others?

Communication How often — sharing work-related information with co-
workers?

Negotiate How often — negotiating with people either inside or outside 
your firm or organization?

Influence How often — persuading or influencing people?

Sell How often — selling a product or selling a service?

Source: Shavit Madhala, Taub Center based on Nedelkoska and Quintini, 2018
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Appendix Figure 1. Distribution of jobs in Israel by level of risk  
of automation and by occupation
Workers ages 25-65

0% 20% 40% 60% 80% 100%
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Teaching professionals
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Health professionals

Information & communications technology professionals

Science & engineering professionals

Business & administration professionals

Customer services clerks

Cleaners & helpers

Business & administration associate professionals

Science & engineering associate professionals

Protective services workers

Health associate professionals

Sales workers

Electrical & electronic trades workers

Personal service workers

General & keyboard clerks

Personal care workers

Miining, construction, manufacturing, transport

Market-oriented skilled agricultural workers

Other clerical support workers

Stationary plant & machine operators

Building & related trades workers, excluding electricians

Metal, machinery & related trades workers

Numerical & material recording clerks

Drivers & mobile plant operators

High risk Medium risk Low risk

Source: Shavit Madhala, Taub Center | Data: OECD, PIAAC, 2015
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Appendix Table 2. Estimates of the worker’s job risk  
of automation
Workers ages 25-64

Model 1 Model 2 Model 3

Female 0.033*** 0.032*** 0.043*** 

(-0.008) (-0.008) (-0.01) 

Age -0.011*** -0.011*** -0.008** 

(-0.003) (-0.003) (-0.003) 

Age squared 1.20E-04*** 1.17e-0.4*** 9.01E-05** 

(0.000) (0.000) (0.000) 

Population group

Arab Israeli 0.001 0.005 0.009 

(-0.01) (-0.012) (-0.012) 

Haredi -0.034** -0.038** 0.001 

(-0.012) (-0.013) (-0.013) 

Education level

High school -0.046*** -0.045** -0.025 

(-0.014) (-0.014) (-0.014) 

Above high school -0.077*** -0.077*** -0.031 

(-0.016) (-0.016) (-0.016) 

BA degree -0.136*** -0.135*** -0.047** 

(-0.016) (-0.016) (-0.016) 

MA degree or higher -0.153*** -0.152*** -0.059** 

(-0.017) (-0.017) (-0.018) 

Numeracy -0.054*** -0.055*** -0.040*** 

(-0.008) (-0.008) (-0.008) 

District

North district 0.001 -0.001 

(-0.012) (-0.012) 

Haifa district 0.004 -0.003 

(-0.013) (-0.012) 
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Model 1 Model 2 Model 3

Jerusalem district 0.026 0.025 

(-0.016) (-0.015) 

Tel Aviv district 0.024* 0.015 

(-0.011) (-0.011) 

South district 0.031* 0.032* 

(-0.014) (-0.014) 

Judea/Samaria district -1.07E-04 0.007 

(-0.02) (-0.02) 

Occupation dummies no no yes 

 

Constant  0.903*** 0.886***  0.527*** 

(-0.063) (-0.064) (-0.067) 

R2 0.123 0.127 0.358 

No of observations 3,025 3,025 3,025 

Note: Results from OLS regression. Robust standard errors in parentheses.  
Significant at: *p<0.05; **p<0.015; ***p<0.001.

Source: Shavit Madhala, Taub Center | Data: OECD, PIAAC, 2012; 2015

Appendix Table 2 (continued). Estimates of the worker’s job risk of 
automation
Workers ages 25-64

State of the Nation Report: Society, Economy and Policy 2019192



Appendix Table 3. Weekly work hours as a function of level  
of automatability
Workers ages 25-64

Model 1 Model 2

Automatability level

Medium risk -3.009*** -2.726*** 

(-0.649) (-0.649) 

High risk -3.408*** -3.979*** 

(-0.908) (-0.974) 

Age 1.052*** 0.804*** 

(-0.221) (-0.216) 

Age squared -0.012*** -0.008*** 

(-0.003) (-0.002) 

Female -10.004*** -3.998*** 

(-0.594) (-0.737) 

Hourly wage (log) -2.140** -5.077*** 

(-0.701) (-0.760) 

Population group

Arab Israeli -2.600*** -2.382** 

(-0.761) (-0.756) 

Haredi -7.921*** -4.437*** 

(-1.011) (-1.024) 

Education level 

High school 2.537* 1.954 

(-1.113) (-1.135) 

Above high school 2.864* 2.202 

(-1.253) (-1.270) 

BA degree 3.296** 3.351** 

(-1.218) (-1.263) 

MA degree or higher 3.647* 4.883*** 

(-1.420) (-1.396) 

Center & Tel Aviv district -1.213* -0.877 

(-0.590) (-0.565) 

The Risk of Automation in the Israel i  Labor Market 193



Model 1 Model 2

Occupation dummies no yes 

Constant 33.730*** 48.127*** 

(-5.026) (-4.785) 

R2 0.19 0.481 

No of observations 2,023 2,023 

Note: Results from OLS regression. Robust standard errors in parentheses.  
Significant at: *p<0.05; **p<0.01; ***p<0.001.
Source: Shavit Madhala, Taub Center | Data: OECD, PIAAC, 2012; 2015

Appendix Table 3 (continued). Weekly work hours as a function  
of level of automatability
Workers ages 25-64
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Appendix Table 4. Hourly wage as a function of level  
of automatability
Workers ages 25-65

Model 1 Model 2

Automatability level

Medium risk -0.161*** -0.136*** 

(-0.027) (-0.026) 

High risk -0.274*** -0.207*** 

(-0.040) (-0.042) 

Age 0.056*** 0.045*** 

(-0.009) (-0.009) 

Age squared -0.001*** -3.99E-04*** 

(0.000) (0.000) 

Female -0.253*** -0.104*** 

(-0.026) (-0.029) 

Hourly wage (log) -0.004** -0.009*** 

(-0.001) (-0.001)

Population group

Arab Israeli -0.245*** -0.170*** 

(-0.030) (-0.034) 

Haredi -0.04 -0.044 

(-0.044) (-0.046) 

Education level 

High school 0.125* 0.028 

(-0.051) (-0.059) 

Above high school 0.210*** 0.024 

(-0.055) (-0.064) 

BA degree 0.459*** 0.150* 

(-0.054) (-0.065) 

MA degree or higher 0.569*** 0.242*** 

(-0.063) (-0.073) 

Center & Tel Aviv district -0.150*** -0.080*** 

(-0.024) (-0.023) 
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Model 1 Model 2

Occupation dummies no yes 

Constant 2.799*** 3.868*** 

(-0.186) (-0.172) 

R2 0.287 0.564 

No of observations 2,023 2,023 

Note: Results from OLS regression. Robust standard errors in parentheses.  
Significant at: *p<0.05; **p<0.01; ***p<0.001.
Source: Shavit Madhala, Taub Center | Data: OECD, PIAAC, 2012; 2015

Appendix Table 4 (continued). Hourly wage as a function of level  
of automatability
Workers ages 25-65
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Returns to Skills in the  
Israeli Labor Market

Gilad Brand 

Abstract

This study focuses on workers identified in the OECD Survey of Adult Skills 
as highly skilled and examines their employment characteristics, wages, and 
the degree to which they are employed in occupations demanding high skill 
levels. Although the survey data show that the skill level of highly-skilled 
workers in Israel is lower than in other developed countries, it appears that 
these workers are fulfilling their potential to a greater extent. They have a 
greater tendency to be employed in high-paying professions and are less 
likely to be found in low-paying positions that do not require high skill 
levels. The result is that wage gaps between Israel and other countries are 
narrower at higher skill levels and the wages of the highest-skilled workers 
in Israel approach those of their counterparts in the selected OECD countries 
examined. This is particularly true in the case of men. 

The successful utilization of human capital in Israel is an indication of the 
need for policy makers to focus attention on low-skilled workers. Although 
the share of these workers with a college education is high, it has been found 
that they are often characterized by a low return to their education. This 
highlights the limitations of increasing accessibility to higher education as 
a way of reducing disparities and the need to improve basic skills at early 
education stages. 

Special attention should be devoted to the Arab Israeli population since, 
in contrast to other groups, it is characterized by low returns to both skill 
and experience in the labor market. 

*  Gilad Brand, Researcher, Taub Center for Social Policy Studies in Israel. Thanks to Professor 
Benjamin Bental, Professor Avi Weiss, Dr. Yuval Mazar, and Dr. Assaf Zimring for their 
comments and insights. The final version is the responsibility of the author alone. 
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Introduction

The Survey of Adult Skills (officially known as the Programme for the 
International Assessment of Adult Competencies — PIAAC), which is 
conducted by the OECD, examines skill levels among 16 to 65-year-olds in 
three areas: literacy, numeracy, and problem-solving in a technological 
environment. The survey also includes comprehensive information on a 
variety of background variables including the areas of education, work hours, 
occupation, age, and gender. The tests and most of the background variables 
included in the survey are identical across participating countries.1 Not 
surprisingly, individuals who are identified as highly skilled by the survey 
tend to benefit from higher salaries. Hanushek, Schwerdt, Wiederhold, and 
Woessmann (2015), for example, show that when workers’ survey scores are 
taken into account, the share of unexplained variation in salaries shrinks 
considerably. 

The Survey of Adult Skills provides insight into the reasons for low 
labor productivity in Israel. Bank of Israel (2016), for example, showed that 
productivity in Israel is low (relative to other developed countries) in sectors 
where the workers have low skill levels, even if their formal education is 
no less than in other countries. Moreover, Hanushek and Woessmann 
(2008; 2012) showed that the cognitive abilities measured by international 
tests explain economic growth to a greater extent than formal education 
as measured by years of schooling. These findings constitute evidence that 
workers’ skill levels are not only a function of years of schooling but also 
personal and environmental characteristics and quality of education, which 
appear to be captured by the PIAAC survey. Therefore, it may be that the skill 
levels measured by the survey, and in particular among younger age groups, 
provide an indication of growth potential and the welfare of a society in 
coming years. 

Average skill levels in Israel are low relative to many OECD countries,2 
and studies have shown a link between the low wage levels in Israel and the 
low skill levels among Israeli workers (Bank of Israel, 2017; 2019a).3 Mazar 

1 The survey was carried out in two rounds. The first ended in 2012 and the second — in 
which Israel participated — in 2015. The data on achievement in problem-solving in a 
technological environment are available for only some of the participating countries, and, 
therefore, in this study, only the numeracy and literacy sections of the data are used.

2 See Figure 2 in Brand (2018), p. 111.

3 Hazan and Tsur (in preparation), for example, point to a correlation between skill levels 
and physical capital on the industry level.
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(2019) recently showed that the hourly wage in Israel is low relative to other 
OECD countries at all skill levels, although the gap shrinks at the higher 
skill deciles. This link was found to be particularly strong among men.4 The 
current study sheds light on the reasons for this finding and also discusses 
the possibilities for raising the earning ability of low-skilled workers. 

Data and definitions
The current study focuses on the working age population (ages 25 to 64) and 
compares the wages and age-adjusted skill levels in the developed countries 
(see Appendix). The Survey of Adult Skills data are available for 28 OECD 
countries, but the wage data are available for only 22 of them. Some of the 
figures present a comparison between wages in Israel and those in a select 
group of OECD countries. This group includes 10 OECD countries whose 
average income level is not less than Israel’s: Belgium, Denmark, France, 
Ireland, Japan, Korea, the Netherlands, New Zealand, Norway, and the UK. 
Special emphasis is placed on the highest skill quintile, i.e., the 20 percent of 
workers with the highest skill levels. 

In order to compare the various groups in the population in Israel, the 
Arab Israeli sector was analyzed separately from the rest of the population 
and separate skill quintiles were calculated for Arab Israeli workers. Thus, 
for example, the highest skill quintile for the Arab Israeli population focuses 
on the 20 percent of Arab Israeli workers with the highest skill levels in that 
population rather than Arab Israeli workers with the highest skill levels in 
the general population. Furthermore, the comparisons present non-high 
tech workers separately.5 This differentiation makes it possible to determine 
whether the findings are due to the unique characteristics of the high tech 
sector, which employs many of the highly-skilled workers, or whether the 
findings also characterize highly-skilled workers in other sectors. 

Moreover, in the comparisons in this chapter, there is no specific focus on 
the Haredi (ultra-Orthodox Jewish) population. This population was omitted 
from our analysis due to its small number of observations and its high 
variance in most of the comparisons that were carried out. Thus, it appears 

4 As reported by Mazar (2019), recent international comparisons of wage decile levels show 
that gaps between Israel and other countries are particularly large in the lower wage deciles 
and are smaller at higher wage levels.

5 The high tech sector includes the following industries: pharmaceuticals, electronics, 
aircraft manufacturing, computer programming, data processing, and research and 
development.
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that additional data are needed in order to draw conclusions regarding this 
population. Nevertheless, the Haredi population deserves a more in-depth 
analysis in the future. The current research focuses on the business sector 
and the comparisons relate to this sector only, unless otherwise specified. 

The focus on highly-skilled workers also means concentrating on a 
particularly high-wage group (since the wage distribution is characterized 
by an elongated right tail). Since econometric estimations are typically 
sensitive to outliers, use was made of a modification of the wage equations 
using the robust regression method, as described in Hamilton (1991), among 
others.6 This method assigns weights to the various observations according 
to their degree of influence on the estimation results. Thus, for example, an 
outlier receives a relatively low weight in the estimation equation, so that its 
influence on the estimation results is relatively similar to its weight in the 
sample.7 Unless otherwise specified, the wage equations include the following 
explanatory variables: skill level (a simple average of the numeracy and 
literacy scores); dummy variables for five-year age groups; four education 
categories (less than high school, high school, post-secondary, and college/
university); family status; and a dummy variable for immigrants who arrived 
after the age of 18. In addition, the weight of the observations was adjusted 
so that each country would have an identical weight in the total sample. 

This chapter is divided into five parts. The first section presents the wage 
gaps between Israel and the OECD countries at the various skill levels. The 
second section focuses on workers who were identified as highly skilled 
and the third section focuses on low-skilled workers. The fourth section 
discusses the Arab Israeli sector, and the final section draws conclusions 
from the findings. 

6 This method produces results that are similar to those of a median regression.

7 This is in addition to the omission of 1-percent of the highest and lowest wage earners, as 
recommended in the definitions section of the survey.
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Aspects of integration within the labor market

Wage gaps between Israel and the OECD countries

Figure 1 compares the hourly wage gap between workers in Israel and 
workers in the selected countries at various skill levels.8 The comparison 
presents the average hourly wage gap between workers of the same gender, 
in the same age group, and at the same skill level.9 The horizontal axis in the 
figure presents skill levels and below them are the share of workers below 
each skill level in Israel. The figure indicates that there is a sharp decline 
in the wage gap between Israel and the selected countries at high skill 
levels (80th percentile and above); the gap at the lower skill levels reaches 

8 The research relates to self-reported wages, which do not fully represent the cost of salary 
benefits such as health insurance and car allowance. Similarly, self-reported wages in Israel 
do not include employer contributions to pension funds and sabbatical funds. International 
differences in benefits of this type are liable to distort the results, particularly in the case of 
Israel where such benefits are common (particularly among high wage earners). Nonetheless, 
if there is such a bias, it may be that wage gaps are being overestimated; however, if this 
is the case, the trend toward the narrowing of wage gaps between Israel and the selected 
countries among high wage earners is also more pronounced.

9 The comparison was carried out using a non-parametric method based on B-splines.  
A spline is a continuous polynomial of low degree which is connected by means of knots. 
This type of estimation makes it possible to draw conclusions with respect to the link 
between wages and skills, without any assumptions as to functional form. This comparison 
could also be estimated by adding a polynomial of high degree and using a standard OLS 
regression. The disadvantage of that lies in the tendency for such an estimation to create 
a bias at the extreme ends of the distribution, which is known as Runge’s phenomenon. 
The non-parametric method was used in the following way: In the first stage, an equation 
was estimated for logged hourly wages with dummy variables for age group and gender for 
Israel and the selected countries combined. In the second stage, the residuals from the first 
equation were used to test the link between wages and skill level using a non-parametric 
method. The last stage was cross-validation, which involves the re-estimation of the second 
stage while randomly omitting some of the observations, with the goal of ensuring the 
quality of the out-of-sample fit. This method requires a large dataset, which was achieved 
using the relatively large sample provided by the survey. The disadvantage of this non-
parametric method is the difficulty in focusing on various population groups (such as 
separate testing for each gender) and in the addition of explanatory variables, due to the 
need for a large number of observations. The confidence intervals in this method can be 
calculated using the bootstrap method, yet the computational power needed for this was 
greater than that available to the researchers conducting the study. For these reasons,  
Figure 2 presents a similar comparison using a parametric method, which includes 
differentiation by gender and the addition of explanatory variables.
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50 at the higher levels it drops to only about 15 percent. This decline is 
also be seen when high tech is excluded, although the decline is less steep.10 

Figure 1. Hourly wage gap between Israel and selected OECD 
countries, by skill level
Controlling for gender and age

Without high-
tech industries

All economic sectors

0%

10%

20%

30%

40%

50%

Skill level Z score
(Cumulative share of workers in Israel)

Note: Selected OECD countries are: Belgium, Denmark, France, Ireland, Japan, the Netherlands,  
New Zealand, Norway, South Korea, and the UK. 
Source: Gilad Brand, Taub Center | Data: OECD, PIAAC

A comparison between genders shows that the narrowing of wage gaps at 
high skill levels is characteristic primarily of men, while among women, 
there is a trend toward the narrowing of wage gaps at the lower skill levels. 
The comparison is presented in Figure 2, which shows the hourly wage gaps 
between Israel and the selected countries and which takes into account 
differences in educational characteristics, study majors, marital status, and 
parents’ education, in addition to differences in age, skill level, and the rest 
of the variables detailed in the introduction.11 The figure shows that the wage 

10 Although the exact estimates of the wage gap at specific skill levels are less than reliable, 
the comparison shows with a high degree of reliability how the wage gap narrows at the 
higher skill levels.

11 Formally, wage gap= , where X is the vector of explanatory variables. 
Each country is assigned identical weights.
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gap between the lowest skill quintile (the 20 percent of workers with the 
lowest skills) and the corresponding quintiles in the OECD countries is about 
50 percent among women and about 44 percent among men. These gaps 
gradually narrow to about 36 percent among women and about 18 percent 
among men in the highest skill quintile. A similar finding was presented by 
Mazar (2019). 

Figure 2. Hourly wage gap between Israel and selected OECD 
countries
Controlling for observable characteristics

44% 45%
39% 38%

18%

45% 44%

36%
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42% 43%
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Lowest quintile 2 3 4 Highest quintile

Israel Non-Haredi Jews Non-Haredi, non-high tech Jews

Men

Skill quintile
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42%
37%
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Lowest quintile 2 3 4 Highest quintile

Israel Non-Haredi Jews Non-Haredi, non-high tech Jews

Skill quintile

Women

Note: Selected OECD countries are: Belgium, Denmark, France, Ireland, Japan, the Netherlands,  
New Zealand, Norway, South Korea, and the UK. 
Source: Gilad Brand, Taub Center | Data: OECD, PIAAC
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The narrowing of the wage gap between Israel and the OECD countries at the 
higher skill levels is a result of the relatively generous compensation of skills 
in the business sector in Israel12 and the more rapid increase in Israel relative 
to other OECD countries in the returns to skills in terms of wages as skill 
level increases.13 In other words, workers with particularly high skill levels 
receive higher compensation in Israel than in other countries, particularly 
in the case of men. 

Figure 3 presents this comparison using the estimated returns to skills 
at various skill levels in Israel (for non-Haredi Jews) and in the selected 
countries.14 The figure shows that, in both Israel and the selected countries, 
the returns to skills increases with skill level. Thus, for example, an increase 
of 1 standard deviation in skill level among individuals at the lower skill 
levels will not result in a statistically significant increase in wages. In 
contrast, among individuals in the middle of the skill distribution, a similar 
improvement will produce an addition of about 20 percent in wages, both 
among men and women. Although this finding applies to most of the OECD 
countries in the sample, in Israel, the return increases at a particularly high 
rate, especially for men. Moreover, the return in Israel differs between the 
genders, while in the selected countries no difference of this type was found.15 

12 These equations include a control for formal education, even though it is an expression of 
skills. This equation was chosen in order to focus on the wage gaps between individuals with 
a similar education level. The high returns to skill in Israel were also observed when formal 
education was not controlled for. The findings are presented in Appendix Figure 1. 
The comparisons are based on the results of the robust regression method, as described 
in footnote 9. The results are similar to those of a median regression and a standard OLS 
regression when outliers are omitted. Bank of Israel (2016) reports a high return to skill, 
although recently Mazar (2019) found that there is no statistically significant difference 
between the returns to skill among men in the business sector in Israel and the OECD 
countries. The differences between Mazar (2019)’s results and those obtained in our research 
are the result of, among other things, the method of estimation. 

13 To this end, a wage equation with a polynomial measures of skills was estimated. It was 
found that the coefficient is significant and positive in many OECD countries (particularly 
among men). In other words, the returns to skills are greater at the higher skill levels. This 
estimation can be used to calculate the return for any given skill level, or, more formally: 

score where y is the log hourly wage, z-score is the age-adjusted 

measured skill level and       &       are the coefficients of skill level 
and skill level squared, respectively.

14 Returns are even higher when the comparison is carried out for the total population in 
Israel.

15 Mazar (2019) finds that the difference in the compensation of skills explains a major 
portion of the gender wage gap.

&
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Figure 3. Returns to skills: Percentage increase in hourly wage 
due to an increase of 1 standard deviation in skill level
For workers at various skill levels, non-Haredi Jews and selected OECD 
countries
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Thus, the returns to skills in the upper part of the distribution are higher 
in Israel than in other countries, particularly among men. For example, an 
increase of 1-standard deviation in skill level among individuals in the 80th 
skill percentile will raise the wages in this group by 33 percent for men and 
by 27 percent for women (Figure 4).16 The findings are similar when high 
tech is omitted, although the magnitude of the effect is lower.

16 Standard deviation is calculated for all the countries in the sample. That is, the standard 
deviation is the same for all of the countries.
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Figure 4. Returns to skills: Addition in percent to hourly wage 
following an increase of 1-standard deviation in skill level for 
workers at the highest skill level
Workers in the 80th skill percentile, controlling for formal education and 
observable characteristics, (standard deviation)
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Source: Gilad Brand, Taub Center | Data: OECD, PIAAC
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Work place satisfaction

The high returns to skill are also reflected in reports of work place 
satisfaction. In the Survey of Adult Skills, respondents are asked to rank their 
work place satisfaction according to five categories (very satisfied, satisfied, 
neither satisfied nor dissatisfied, dissatisfied, and very dissatisfied). Figure 5 
shows the share of workers who were less than satisfied with their place of 
work (in other words, they chose one of categories 3 to 5). This share is low 
in Israel relative to other OECD countries and particularly low in the higher 
skill quintiles. 

Figure 5. Work place satisfaction
Share of respondents who said they were less than satisfied with their  
work place
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Note: Selected OECD countries are: Belgium, Denmark, France, Ireland, Japan, the Netherlands,  
New Zealand, Norway, South Korea, and the UK. All economic sectors.
Source: Gilad Brand, Taub Center | Data: OECD, PIAAC

The successful integration of skilled workers in the labor market is also 
well-illustrated in a comparison of the share of highly-skilled workers in the 
group that reported being dissatisfied with their place of work (Figure 6). 
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Figure 6. Work place satisfaction
Share of respondents in the highest skill quintile who said they were less than 
satisfied with their work place
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It appears that skilled workers in Israel are compensated with particularly 
high wages in comparison to less skilled workers, and this is also reflected in 
satisfaction with one’s place of work.

Highly-skilled workers
Next, the focus is on workers in the highest skill quintile, i.e., the 20 percent 
of workers who were identified as having the highest level of skills. About 95 
percent of this group are non-Haredi Jews. The share of men in this group 
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is a little over half.17 As noted, in order to draw conclusions regarding the 
Arab Israeli population, a separate division into skill quintiles was carried out. 
That is, a separate analysis of the 20 percent of the Arab Israeli population 
with the highest skills was conducted. 

Skill level and education in the highest quintile
Figure 7 shows the differences in skill level in the highest quintile between 
Israel and the other OECD countries in the sample. The figure shows that the 
skill level of the highest-skilled workers in Israel, as measured by the survey, 
is not high relative to other OECD countries and even falls short of that in 
many of the developed countries, such as Germany, the UK, and the US. 
Similarly, the level of formal education among the highest-skilled workers 
in Israel is not particularly high relative to other countries. 

17 The skill distribution among men is more diffuse, which means that they will have a 
higher representation at the extremes of the distribution. As a result, the share of women 
is lower in the highest and the lowest skill quintiles. In this respect, the PIAAC survey show 
distributions that are similar to those found in other skill tests.
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Figure 7. Skill level of workers in the highest skill quintile
Relative to the OECD average, in standard deviation units, workers ages 25-64
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Figure 8 presents a weighted index of education, which is based on four 
categories (less than high school, high school, post-secondary, and college/
university), study major, and the corresponding wage.18 In particular, the 
higher the wage is in an education category and field of study, the larger 

18 The index weights the study major of individuals who have acquired a post-secondary 
or university education by means of nine categories in the survey: general studies; teaching; 
liberal arts; the social sciences — law and business administration; the exact sciences — 
computer science and the natural sciences; agriculture and veterinary medicine; services 
(such as hotel management, sports, and transportation); medicine and paramedical 
professions; and social welfare.
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the weight it receives.19 Accordingly, the index for university education 
in high-earning occupations, such as those in medicine and computer 
science, is higher than for lower education-wage combinations. The index 
is normalized to the average for the OECD countries, so that the differences 
in the index’s values reflect the average wage differences between the 
various study majors and stages of education in the OECD countries. Thus, 
for example, the index of a university graduate in computer science in Israel 
will receive an identical weight to that of his counterpart in other OECD 
countries. This measurement reveals differences in terms of the various 
study majors and education levels for all the OECD countries on a uniform 
scale of measurement. The index presented in Figure 8 shows the weighted 
differences between the various countries in education and study majors for 
the highest skill quintile (for a more detailed description of the index, see the 
Appendix). The measurement shows that the education level of the highest-
skilled women in Israel is similar to the average of the OECD countries in the 
sample while that of the highest-skilled men is lower. 

The conclusion is that the skill level of the highest-skilled workers in 
Israel is not high relative to other countries. This is also the case with regard 
to workers’ level of formal education.20 

19 The index is calculated on the basis of four categories of education: less than high school, 
high school, post-secondary education, and academic studies. Post-secondary education is 
further divided into nine study majors and university education into nine, for a total of 20 
education categories. The index is calculated as follows: In the first stage, the standard score 
is calculated for each of the 20 categories separately for each of the countries in the OECD 
sample. In the next stage, the standard scores for wages in the various countries is averaged 
for each of the 20 education categories. This calculation makes it possible to examine 
differences in earning power for the different education levels and study majors. The 
disadvantage of this method lies in the fact that it is based on a relatively imprecise division 
into study majors.

20 The skill level of workers in the ninth skill decile is somewhat lower than the average for 
the OECD countries while in the tenth decile it is somewhat higher.
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Figure 8. Adjusted education index: Indexing worker education 
level and study major
Highest skill quintile, in standard deviation units relative to the OECD average
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Integration into the labor market

It appears that, in Israel, integration of the highest-skilled workers into 
the labor market is more successful than in other countries. Figure 9 shows 
this by means of the occupations of workers in the highest skill quintile. 
The figure presents a measure of occupation quality, which is similar to the 
education index, and focuses on the occupation and economic sectors in 
which the worker is employed (on a two-digit level). Workers employed in 
sectors and occupations in which the average wage in the OECD countries is 
relatively high will receive a higher weight in the calculation of the index 
(a simple average of the index of occupation quality and the index of the 
quality of the economic sector; see Appendix). 
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Figure 9. Employment quality index
Highest skill quintile, in standard deviation units relative to the OECD average
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The figures indicate that employment quality among workers in the highest 
skill quintile in Israel is much higher than in the rest of the OECD countries.21  
In other words, even though the skills and education level of the highest-
skilled workers in Israel are lower than in several other developed countries, 
it appears that they are able to fulfill their potential to a greater extent than 
in any other OECD country. 

Oaxaca decomposition allows us to break down the wage gap between 
Israel and the OECD in the highest quintile by the education index and 
occupation quality index.22 This decomposition is presented in Figure 10 
for workers with similar skill level, age, and family status. The figure shows 
the extent to which wage gaps are explained by differences in education, 
occupation, and sector. The total wage gap is about 23 percent for women 
and 24 percent for men. Breaking this down, the lower quality of education 
of skilled workers in Israel accounts for about 20 percentage points of the 
wage gaps for women and about 12 percentage points for men, while the 
higher level of integration into prestigious sectors and occupations narrows 
the gap by about 40 percentage points for women and about 36 percentage 
points for men. In other words, in the absence of educational differences, 
the occupational differences would actually yield a substantial gap in favor 
of high-skilled Israeli workers. It appears that the high level of integration 
of skilled workers in Israel within high-earning occupations helps to narrow 
significantly the wage gaps between them and their counterparts in the 
OECD countries.

21 Occupation quality in the highest skill quintile in Israel is higher than in other countries; 
however, this gap narrows in the lower quintiles.

22 In order to conduct the Oaxaca decomposition, the employment and education indices 
were used as opposed to the more widely used dummy variables for sector and occupation. 
The advantage of using these indices is the saving in degrees of freedom. This is important 
since focusing only on the highest quintile means giving up a significant share of the 
observations. The Oaxaca decomposition was conducted in two stages: In the first stage, an 
equation was estimated in which wages are explained by age group, skill level, and family 
status. In the second stage, the Oaxaca decomposition was conducted on the residuals 
from the first stage. This decomposition makes it possible to identify the causes of wage 
differences between workers with similar skill level, age group, and family status.
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Figure 10. Decomposition of the wage gap: Contributing factors 
of worker occupation and education
Highest skill quintile, difference between workers in Israel and their peers in 
selected OECD countries, workers are equated on skill level, age, and family 
status, Oaxaca decomposition
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Next is an examination of the differences between the occupations of skilled 
workers in Israel and those of their peers in the selected OECD countries. The 
comparison is presented in Figure 11 and reveals two prominent differences: 
First, in Israel, more of the skilled workers are employed in scientific and 
engineering occupations; and second, the share of skilled workers employed 
in low-wage occupations is much lower than in other OECD countries. 
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Figure 11. Occupational distribution among workers in the 
highest skill quintile
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Figure 12 presents this comparison from a different perspective by means 
of the share of skilled workers employed in occupations that do not require 
a university education.23 The figure shows that this share is very low in 
Israel relative to other OECD countries. Appendix Figure 2 shows that skilled 
workers who are employed in jobs not requiring a university education 
also report a relatively high level of satisfaction with their place of work, 
compared to the OECD countries. The comparisons carried out indicate that 
the potential of human capital in Israel is being exploited to a greater degree 
than in other OECD countries. 

23 In principle, the international classification ranks the occupations in descending order, 
according to the education level required: Grade 1 represents government and managerial 
occupations and Grade 2 represents occupations that require a university education.
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Figure 12. Share of workers in occupations that are not classified 
as managerial or requiring higher education
Out of those in the highest skill quintile
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Note: Israel: the highest skill quintile out of each population group. Business sector only.
Source: Gilad Brand, Taub Center | Data: OECD, PIAAC

Low-skilled workers

Having highlighted the success of highly-skilled workers in the Israeli labor 
market, our focus turns now to two characteristics of less-skilled workers: 
their skill levels and the compensation they receive for their education. This 
group is defined as workers who are under the median skill level, i.e., the 
lower half of the workers in the labor market with respect to skill level. 
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This group’s skill level is particularly low relative to other countries 
(Figure 13). In other words, the weakest workers in Israel are much weaker 
than their peers in other OECD countries, even though the share of this 
group with a university education is relatively high (Figure 14). 

Figure 13. Skill level of workers in the lower half of the skill 
distribution
Relative to the OECD average, workers ages 25-64
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State of the Nation Report: Society, Economy and Policy 2019220



Returns to Ski l ls in the Israel i  Labor Market

Figure 14. Share of those with higher education in the lower half 
of the skill distribution
Workers ages 25-64
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As was seen in the previous sections, there are wide gaps between unskilled 
workers in Israel and their counterparts in other OECD countries. Figure 15 
shows another aspect of this phenomenon, according to which the returns 

Women

Men
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countries. As can be seen, the returns to higher education for low-skilled 
workers in Israel are lower than in other OECD countries.24

Figure 15. Returns to higher education at various skill levels
Non-Haredi Jews and selected OECD countries
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Source: Gilad Brand, Taub Center | Data: OECD, PIAAC

24 Estimates from a more flexible model that do not assume a linear correlation show that 
returns to lower skill levels are close to zero and are not negative as found here.
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Similarly, Figure 16 shows that the returns to education in Israel among 
workers in the upper part of the skill distribution are almost three times 
that among workers in the lower part. Furthermore, while the returns 
to education among skilled workers in Israel are similar to that in other 
countries, returns are relatively low among less-skilled workers. 

Figure 16. Returns to higher education
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Figure 17 looks at the returns to education by study major. In most majors, 
higher-skilled workers enjoy a much higher return than their less-skilled 
peers, aside from in the field of education. The return is higher also in the 
paramedical occupations, although the difference is essentially negligible.

Figure 17. Returns to higher education by study major
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These comparisons indicate the difficulty in narrowing income gaps by 
means of increasing access to higher education. A possible explanation of 
this — which has support in the literature — is that shortcomings in the 
early stages of education cannot be rectified in the later stages.25 In order 
to facilitate the optimal exploitation of higher education in the future, an 
improvement in skills is necessary at a young age.

The returns to skills and experience in the Arab 
Israeli population

The findings above raise concern that, in contrast to other population 
groups, the Arab Israeli population is characterized by low returns to skill 
(see Figure 4).26 We focus next on these findings and their possible causes. 

There are several possible reasons that the measurement of returns to 
skill in the Arab Israeli sector produces such negative results. One possibility 
is the difficulty due to the small number of observations in the Arab Israeli 
population.27 New statistical methodologies offer a solution to this problem 
by using machine-learning methods; however, the results presented in 
Figure 18 remain unchanged even after the application of these methods.28 
A different type of explanation questions the reliability of wage reports in 
the Arab Israeli population. In order to test this hypothesis, returns to skill 
in terms of occupation quality (according to the index described above) were 
examined; however, this method did not show a positive and statistically 

25 See, for example, Heckman (2011), Elango et al. (2016), and Almond and Currie (2011).

26 A low return was also found for scores in the numeracy section and the literacy section.

27 In the Survey of Adult Skills, there is oversampling of the Arab Israeli and Haredi 
populations, in order to facilitate focusing on these groups specifically. Thus, in the 
estimation of a wage equation for the Arab Israeli population, there are 128 observations for 
women and 292 for men (in the main working age group). As noted, the Haredi sector was 
excluded here due to the high variance it showed in most of the comparisons.

28 This method was proposed by Belloni, Chernozhukov, and Hansen (2014), and Kleinberg, 
Ludwig, Mullainathan, and Obermeyer (2015) and involves estimation in two stages: In the 
first stage, two Lasso regularized regressions are estimated — in the first, the log wage is 
regressed on a series of explanatory variables without a variable for skill level, and in the 
second, the skill variable is regressed on the rest of the explanatory variables. In the second 
stage, the residuals from the log wage estimation are regressed onto the residuals from the 
skill variable estimation.

225



significant returns to skill either.29 It may also be the case that the 
measurement of skill among this population is less precise. This possibility 
is less likely in view of the following findings: 

a. The low returns to skill are observed within education groups while the 
returns to skill when formal education is not controlled for is positive 
and low among men while among women it is not statistically different 
than that among non-Haredi Jewish women.30 In other words, there is a 
correlation between skill level and wages, at least among women.31  

b. A strong link was found between skill level and the probability of 
participating in the labor force. The estimation indicates that an 
increase of 1-standard deviation in the skill level of the Arab Israeli 
population is correlated with an increase in employment probability 
of about 8 percent among women and about 9 percent among men. 
This elasticity is higher than for the non-Haredi Jewish population.32 

c. Although the skill level in the Arab Israeli population is weakly 
correlated with wages, it is highly correlated with other variables. Thus, 
for example, the connection between skill level and level of education in 
younger age groups33 is stronger for the Arab Israeli population than for 
the non-Haredi Jewish population and also relative to other countries 
(see Appendix Figures 3 and 4).34 In addition, the link between parents’ 

29 The estimation of the wage equation using the variable for occupation quality yields two 
similar results: a low though statistically significant return for women and a low and not 
statistically significant return for men.

30 Yashiv and Kasir (Kaliner) (2010) found that in contrast to Arab Israeli men, Arab Israeli 
women are characterized by high variance with respect to participation rates, education, 
and various skills (English and computers). They claim that the variance is the result of 
differences between “modern” women and “traditional” women. It is possible that the higher 
variance among women is what helps yield correlation between the variables.

31 See Appendix Figure 1.

32 A positive elasticity of about 6 for women and about 4 for men was estimated for the non-
Haredi Jewish population. The elasticity in other countries is similar to that estimated for 
non-Haredi Jewish men while in the case of women a higher elasticity, ranging from 8 to 12, 
was found in other countries.  

33 We focused on the relatively young (25-44 age group) since education is less common 
among the older age groups in the Arab Israeli population.

34 In Israel, the connection between education and skill is weak relative to other countries. 
This is discussed in Mazar (2019) and also in Hazan and Tsur (in preparation).
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education and skill level is not significantly different between the two 
population groups.35

d. Similar findings have also been noted in other studies. Miaari, Nabwani, 
and Khattab (2011) found that the return to human capital in the Arab 
population is much lower than in the Jewish population.36 Ministry 
of Finance (2017) studies show that the chance of Arab adults finding 
employment in high-earning high tech industries is lower than that for 
Jews with similar psychometric scores.37 Fuchs (2017) reported a low level 
of integration of Arab university graduates in business and high tech, 
and those who did manage to find employment in these sectors earned 
relatively low wages.38 Evidence from other countries indicates that low 
returns to skill are a prominent characteristic of weak populations (see, 
for example, Fryer, 2011). 

For these reasons, it seems there is a justified concern that the Arab Israeli 
population is characterized by low returns to skill and that more in-depth 
research is needed.39 

35 The survey includes data on parents’ education according to three categories (less than 
high school, high school, and post-secondary). In the analysis, we tested the effect of each of 
the categories on the respondents’ measured skills.

36 According to well-documented findings in the literature, educated Arabs have difficulty 
finding employment that matches their education (Gharrah, 2005; Yashiv & Kasir (Kaliner), 
2013; Lazarus & Miaari, 2015; Miaari, Nabwani, & Khattab, 2011).

37 The authors report that adults in the Arab population whose psychometric scores are 
particularly high find employment in high tech at rates that are somewhat lower than those 
among their Jewish population peers. This analysis was based on administrative data that 
includes the entire population. In contrast, the current research relies on a sample that, by 
its nature, does not make it possible to examine this sub-group due to the lack of data.

38 Fuchs and Friedman Wilson (2018) found evidence of a significant improvement in the 
education and employment of Arab Israeli women, one that does not appear among men.

39 Another possible explanation for the low returns to skill are selection bias with respect 
to the entry into the labor market itself. The bias is due to the fact that the potential wage 
of non-employed individuals is unobserved. There is no simple solution to this problem and 
the solution usually adopted is based on an adjustment suggested by Heckman (1973), in 
which the probability of entering the labor market is estimated in the first stage and then 
that estimate is used as a weight in the wage equation in the second stage. The difficulty is 
that this requires an instrumental variable that is correlated with the probability of entering 
the labor market but not with wages. A different solution is based on partial identification 
methods (Blundell, Gosling, Ichimura, & Meghi, 2007), although it is also suffers from 
problems that have no straightforward solution.
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Figure 18. Returns to skills: Percentage increase in hourly wage 
due to an increase of 1-standard deviation in skill level 
Controlling for formal education and observed characteristics,  
(standard deviation)
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Source: Gilad Brand, Taub Center | Data: OECD, PIAAC
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The return to experience among the Arab Israeli population is also low. 
Figure 19 shows the path of wages over a working life. The return to 
experience in the Jewish population is high relative to the OECD countries 
while it is particularly low in the Arab Israeli population.40 This remains the 
case for both men and women and also for workers with a post-secondary 
education (see Appendix Figure 5 and 6).41 In all of these comparisons, it was 
found that the return to years of experience in the Arab Israeli sector is very 
low.42 Possible partial explanations may be: 1) The opportunities to obtain 
skills in occupations that are common in the Arab Israeli population are 
limited, hence their wages do not rise substantially over the years; 2) The 
Arab Israeli population is not appropriately compensated for their skills;43  
3) The measurement for the returns for experience maybe downward 
biased due to a cohort effect — an ongoing improvement in the employment 
characteristics of the Arab Israeli population which may be masking the 
true returns for experience. In any case, these findings raise considerable 
concern that the Arab Israeli population is not realizing the full potential of 
their skills in the labor market.

40 The figure is calculated on the basis of the non-parametric regression described in  
Figure 1. The regression is calculated in the first stage by estimating a typical Mincerian 
equation without a variable for age or experience. In the second stage, a non-parametric 
regression is calculated based on B-splines using the residuals from the first-stage wage 
equation on the log hourly wages variable. Experience is calculated as age less number of 
years of schooling less 6. For non-Haredi Jews, we subtracted two years of military service for 
women and three for men. From that estimation we omitted immigrants who arrived after 
the age of 18 due to the difficulty in calculating their years of experience.

41 These figures show the average return to a year of experience for the first 25 years of 
experience in the labor market. 

42 This finding is well-documented in the literature. See, for example, Yashiv and Kasir 
(2013).

43 Low returns for experience was also measured for occupations and industry (relative to 
non-Haredi Jews).
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Figure 19. Wage development by years of experience
Index, controlling for observable characteristics, Israel and selected OECD 
countries
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New Zealand, Norway, South Korea, and the UK. Business sector only. Calculated on the basis of a non-
parametric regression based on B-splines.  
Source: Gilad Brand, Taub Center | Data: OECD, PIAAC

Discussion and conclusions
This study focuses on the group of workers identified as highly skilled in the 
OECD Survey of Adult Skills and examines their employment characteristics, 
wage levels, and integration into occupations that demand high skill levels. 

The survey data show that the skill level and education of skilled 
workers in Israel are not high relative to other countries, but that they use 
their abilities to a greater extent than their counterparts in other OECD 
countries. Their success in the labor market is reflected in, among other 
things, their high rate of employment in high-paying industries and their 
relative absence from industries that do not require high skill levels and in 
which wages are low. The result is that wage gaps between Israel and other 
countries narrow at higher skill levels, and the wage gaps among highly-
skilled workers are relatively small, particularly among men. In contrast, an 
international comparison of low-skilled workers shows large wage gaps that 
cannot be explained by characteristics such as skill, education, age, or family 
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status. The success of skilled workers in Israel is also reflected in work place 
satisfaction. In particular, dissatisfaction among highly-skilled workers in 
Israel is uncommon, even when various adjustments are made. 

Brand (2018) shows that the share of workers identified by the PIAAC 
survey as having a particularly high level of skills is lower in Israel than 
in other countries. Therefore, a possible reason for the success of skilled 
workers in Israel is related to their scarcity in the local labor market, 
alongside the competition for those workers with the high tech industries.44 
This can also help to explain the poor results for unskilled workers in the 
labor market. Brand (2017; 2018) describes the large-scale integration of 
skilled workers in high tech and the weak connection between that sector 
and the rest of the economy. The Bank of Israel (2019b) shows that Israel 
is characterized by a low share of engineers and technological workers in 
the non-high tech sectors. Since highly-skilled workers are considered to 
be a factor of production that complements less-skilled workers, it may be 
that their scarcity outside high tech helps to explain why the wages of low-
skilled workers are low relative to their counterparts in other countries. 
Another possible explanation is related to the high share of low-skilled 
workers in the Israeli labor market.45  The access to cheap labor makes it less 
worthwhile to adopt advanced technologies and it may be that this situation 
perpetuates low wage levels.46

The successful utilization of human capital for high-skilled workers 
in Israel points to the need to focus attention on low-skilled workers. On 
the one hand, this group has relatively high levels of education but, on the 
other hand, it was found that these workers are characterized by a low 
return to university education. In other words, these workers require a 
more comprehensive solution, such as improvement in the early stages of 
education or solutions involving vocational training. 

44 Bank of Israel (2106) finds a negative and statistically significant relationship between 
a country’s numeracy skill level and the return to skill and calculates an elasticity of -2. 
In other words, an increase of 1 percent in a country’s skill level reduces the return in 
that country by 2 percent. The researchers explain this by the fact that the scarcer a skill 
becomes, the more expensive it will be.

45 See, for example, Figure 4 in Brand (2018), p. 114.

46 The capital-to-GDP ratio in Israel is only about 74 percent of the OECD average and the 
rate of local investment is lower than in most of the developed countries. See the discussion 
in Brand (2017).

231



The picture that emerges from the findings on the Arab Israeli population 
is of particular concern. Specifically, there is concern that this population 
is not fully using its skills in the labor market. Nonetheless, it should be 
mentioned that the Survey of Adult Skills carried out in 2014–2015, as 
well as more recent studies, point to the increasing integration of Arab 
Israeli women in higher education and to an improvement in employment 
opportunities for women (Gharrah, 2016; Fuchs, 2018). Therefore, there may 
be room for cautious optimism as to future developments. 
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Appendix

The skill index

This section describes the methodology for comparing the skill levels of 
participants in the Survey of Adult Skills. 

We define the basic skill level S of individual i as the simple average of his 
scores in the numeracy section and the literacy section of the survey:47  

Since there is negative correlation between the skills measured in the survey 
and the age of the respondent and since the age structure in Israel differs 
from that in other developed countries, we normalize the basic skill level 
Si according to the respondent i’s age group a, using ten age groups (in the 
16–65 age range), in the following manner:48 

where  represents the average score of the OECD countries in the sample 
and in the relevant age group. Thus, the standardized score for individual i 
is defined as follows: 

where  is the standard deviation of the scores of the OECD countries for 
the relevant age group. In a similar manner, the average basic skill level in 
country c, adjusted for age, relative to all of the sample countries (the OECD 
countries) in terms of standard deviation, is defined as follows: 

where         is the average score for the relevant age in country c and Zca is the 
standardized score for country c.

47 The survey includes an additional section on problem solving in a technological 
environment that measures computer literacy. Since there are countries for which this 
section is not included in the survey, we will only relate to the literacy and numeracy scores. 
The results are not sensitive to the omission of this part of the survey.

48 For some countries, the age variable is not continuous, but is aggregated into five-year 
age groups.
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Indices of employment quality and the weighted level of 
education

We calculate the wage w for each occupation o over n OECD countries (in 
terms of standard deviation):49 

where woc is the average wage in occupation o in country c.      is the average 
wage and  is the standard deviation in country c. 

 
Similarly for economic sector b: 

where wbc is the average wage in sector b in country c. 

The index of occupation quality d for an individual employed in occupation 
o and in sector b is defined as:

For simplicity we focus on the standardized score of index j in quintile q:

In a similar manner, we define the index for education level s: 

For each education category (c=20 categories), we calculated the wage in 
country c (in terms of standard deviation):

We focus on the standardized score of index s in quintile q:
 

49 Occupation and economic sector on the two-digit level.
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Appendix Figure 1. Returns to skills: Percentage increase in 
hourly wage due to increase of 1-standard deviation in skill level
Without controlling for formal education, (standard deviation) 
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Appendix Figure 2. Work place satisfaction for workers in 
occupations that do not require a college education
Share of those who expressed work place satisfaction
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Appendix Figure 3. The link between skills and higher education
Ages 25-44, percent of explained variance
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Appendix Figure 4. The link between skills and higher education
Ages 25-44, regression slope, (standard deviation) 
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Appendix Figure 5. Average returns to skills for job experience
Annual average returns for the first 25 years of experience,  
(standard deviation)
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Appendix Figure 6. Average returns to skills for job experience 
for workers with post-secondary education 
Average returns for the first 25 years of experience, (standard deviation)
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The Education System: 
An Overview

Nachum Blass 

General background

This overview surveys recent developments in Israel’s education system. 
The analysis focuses on three areas: the demographic composition of the 
student population, the education budget, and teachers.1 In each of these 
areas, the discussion begins with a description of the trends and then focuses 
on one or two specific issues. The demographic composition section looks at 
the difficulties of forecasting the student population and developments in 
the Arab education sector. In the discussion of resources available to the 
education system, the focus is on the increase in expenditure per student 
and comparisons to the OECD countries. In the discussion of teachers, the 
focus is on a number of comparisons to OECD averages. The issue of teacher 
shortages will also be considered. 

Figure 1 points to several trends that have characterized the education 
system during the past decade. Overall, it can be said that, since 2010, the 
education budget has grown faster than the number of teachers, the number 
of teachers has grown faster than the number of classes, and the number of 
classes has grown faster than the number of students. These processes made 
it possible to increase the per class and per student allocation, to improve 
student achievements, and to narrow gaps in the system on the Meitzav and 
bagrut (matriculation) exams. In the latest PISA exam, there was a decline 
in the performance of Arab Israeli students, but since this trend was in the 
opposite direction of other, positive developments, it should be examined 
more closely. If there is a connection between the quantity and quality 
of resources and expected educational outcomes, then at least in theory 
(and without getting into causal aspects), they have also facilitated an 

*  Nachum Blass, Principal Researcher, Taub Center for Social Policy Studies in Israel. The 
author wishes to thank Guy Yanay for his assistance with data analysis and Laura Schreiber 
for her work preparing the figures for this chapter.
1 This review will not include academic achievement since this topic has been discussed in 
the State of the Nation Report 2018. Since that time, no additional international test scores have 
become available. Furthermore, the Meitzav results for 2018 have only been published in 
part due to problems with the data. The results of the PISA 2018 exams were only recently 
released and so were not available for this survey.
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improvement in academic achievement and the narrowing of educational 
gaps. These have always been two of the Ministry of Education’s main goals 
and they have been examined in detail in previous papers (Blass & Shavit, 
2017; Blass, 2018). 

Figure 1. Budget, teachers, classes, and students
Index year: 2010=100
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Note: Students are from preschool through high school.
Source: Nachum Blass, Taub Center | Data: Ministry of Education, A Wide Perspective

The data presented in Figure 1 aggregate all the components of the 
education system (preschools, primary schools, middle schools, and high 
schools; the Hebrew education system and the Arab education system; 
the State school system, the State-religious school system, and the Haredi 
(ultra-Orthodox Jewish) school system; the official school system and the 
recognized unofficial school system; and all of the various districts).2 They 
do not necessarily describe the actual developments in each of the systems’ 
components.3 Nonetheless, they provide the broad perspective necessary for 
this discussion. 

2 The Hebrew and Arab education systems are based on the supervisory authority and 
language of instruction. The Hebrew education sector includes Hebrew State, State-religious, 
and Haredi schools. The Arab sector includes Arab, Druze, and Bedouin education. The 
majority of students in Hebrew education can be assumed to be Jewish, and the majority of 
students in the Arab sector can be assumed to be Arab Israelis. Nevertheless, the division by 
the Central Bureau of Statistics is based on the language of instruction and not the religion or 
sector of the students.

3 It could even be said that the trends in each of the system’s components differ 
considerably from the overall trends.

State of the Nation Report: Society, Economy and Policy 2019248



The Education System: An Overview

The demographic composition

During the last two decades, the education system has undergone major 
demographic shifts. The first decade was characterized by massive growth 
in the population of Haredi and Arab students (Table 1). In contrast, during 
the second decade, the share of Arab-speaking students declined, as a result 
of the drop in the birth rate within the Arab population, and the share of 
Haredi student began to stabilize, apparently as a result of secularization 
processes (Weinreb & Blass, 2018). At the same time the system experienced 
a sharp drop in the share of students in Hebrew State schools during the 
first decade and its recovery and even growth during the second, along with 
stability in the share of State-religious schools throughout the period. 

Table 1. The share of each education sector and grade level
Preschool 1st grade Grades 1-6 Grades 7-9 Grades 10-12 Total

Hebrew State

2000 43% 45% 48% 55% 59% 51%

2010 37% 40% 40% 45% 49% 42%

2019 40% 41% 42% 44% 45% 42%

Hebrew State-religious

2000 17% 15% 15% 14% 14% 15%

2010 15% 14% 14% 13% 13% 14%

2019 17% 15% 15% 13% 12% 14%

Haredi

2000 20% 14% 13% 10% 10% 13%

2010 25% 18% 18% 14% 14% 18%

2019 23% 20% 20% 17% 17% 20%

Arab

2000 19% 26% 24% 20% 16% 21%

2010 23% 28% 28% 275 235 26%

2019 20% 23% 24% 25% 26% 24%

Source: Nachum Blass, Taub Center | Data: Ministry of Education, A Wide Perspective

A more in-depth analysis of each of these groups indicates the following 
trends: 
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The changes in the Hebrew State school system are particularly notable 
in the younger age groups. While the share of preschool and kindergarten 
students in the State education system dropped from 43 to 37 percent 
between 2000 and 2010, their share rose again from 37 to 40 percent between 
2010 and 2019. The explanation for this involves several factors: an increase 
in the birth rate among secular women; the Free Compulsory Education Law 
for the 3 to 4-year-old age group, which apparently contributed more to the 
State education segment than to the others;4 the secularization process in 
the religious and Haredi populations; and some growth in the number of 
Arab and non-Jewish students within the Hebrew State education system. 
It is beyond the scope of this paper to determine the role played by each 
of these factors in the recovery of the Hebrew State education system; 
nonetheless, it can be said that these factors together led to a reversal of the 
first decade’s trend during the second decade.

The share of students in the State-religious education system remained 
relatively constant, in contrast to the Jewish State education system. This is 
despite the higher birth rates among the National-religious population than 
among the predominantly secular population in the Hebrew State education 
system. Furthermore, the share of immigrant students in the State-religious 
education system is higher than in the State education system (see Table 2). 
One of the reasons — and perhaps the main one — that the share of the State-
religious education system remained stable is apparently connected to the 
particularly strong secularization processes in that sector. Other possible 
explanations are that there are religious families who in the past sent 
their children to State-religious schools and are now sending them to State 
schools, because the State-religious system has, to their taste, become overly 
extreme in its religious demands. On the other hand, there are religious 
families that sent their children to State-religious schools in the past and 
who became more extreme in their religious observance and now send their 
children to Haredi schools. Overall this points to the fact that the outflow 
of students from the State-religious system has been larger than the inflow. 

4 Note that the discussion relates to preschools supervised by the Ministry of Education and 
that some of the changes do not actually reflect demographic changes but rather the reaction 
to the implementation of the Trajtenberg Committee recommendations to extend the Free 
Compulsory Education Law to the 3–4 age group and the shift of children who previously 
attended private preschools, or no preschool at all, to public preschools. Nonetheless, the 
claim that these children are perhaps from secular families and attended Haredi preschools 
in the past due to their lower price and then moved to public preschools as a result of the law 
appears to be on weak ground. This claim has two justifications: First, studies carried out in 
the past showed that parents rarely send their children to educational frameworks that are 
opposed to their way of life and second, the rates of growth of the Haredi population in the 
kindergarten segment has been stable since 2006, which was well before the law’s passage.
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The share of the Haredi sector — which should not be viewed as a monolith 
— within the student population has also undergone major changes. Between 
2000 and 2010, it grew at a particularly fast rate, and since then, its growth 
has slowed in all age groups; the share of Haredi preschools has actually seen 
a decline. These data are particularly interesting in view of the high birth 
rates of the Haredi population, which remained basically unchanged during 
the last decade, and is almost three times higher than that of the secular 
population and one and a half times higher than of the religious population.5  

The greatest changes can be seen in the Arab education sector. With 
respect to first grade classes and first through sixth grade classes, the 
share of the Arab sector fell from 28 percent in 2010 to 23–24 percent in 
2019. Its share in the older age groups (Grades 10 through 12) rose but this 
is apparently the result of relatively high birth rates until 2005 combined 
with an increase in attendance rates. It appears that as the attendance rate 
of Arab students approaches 100 percent, the concomitant drop in the birth 
rates of Arab women will be reflected in a declining share of the Arab sector 
in the middle and high school systems in coming years. 

Developments in the Arab education system
One of the more interesting processes occurring in the education system 
that has not received much attention, even though it may have important 
implications in the future, is the choice of Arab Israeli parents to send their 
children to Hebrew schools. Although at the moment this is a very limited 
phenomenon (see Shwed, Shavit, Dellashi, & Ofek, 2014), it is nonetheless on 
an upward trend. As of 2018, the share of Arab Israeli students exceeds 10 
percent in 24 out of 1,664 Hebrew State schools. Furthermore, these schools 
are located in cities that are defined as Jewish or as mixed. Such a large share 
of Arab students in a Hebrew school can affect the school’s activities, with 
respect to issues like the celebration of Jewish and Arab holidays and the 
accompanying ceremonies, the language of instruction, the content taught 
in the classroom, etc. This may also affect the school climate in various ways, 
as well as levels of academic achievement. Furthermore, the political, public, 
and social ramifications of having a student population that is more than 10 
percent Arab Israeli in a school within a Jewish city — even if it is the only 
one in that city — may be far-reaching. The attendance of Arab students in 
Hebrew schools is related, among other things, to the housing difficulties 
faced by the younger generation in Arab Israeli towns, which results 

5 According to one researcher (Hleihel, 2017), the birth rates have grown to over seven 
children per woman, while according to another (Weinreb, in preparation) the trend is in 
fact downward. Whatever the case, the average per woman is still more than 6.5 children.
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from the lack of approved zoning plans as well as the desire of a growing 
percentage of the population — and in particular families that are better off 
and better educated — to provide their children with what they consider a 
higher quality education than that available in the Arab education system.6  

Another phenomenon in the Arab sector, described in an earlier paper 
(Blass & Douchan, 2006), is the inflow of non-native-born Arab students into 
the Israeli education system. We would not have examined this issue if it 
had been of negligible proportions, but as we have shown, this is not the 
case. The rate of addition of students with at least one foreign-born parent 
to the population of Arab students in 2005 (the reference year in the 2006 
article) was higher than the addition of Jewish students with at least one 
foreign-born parent to the increase in the population of Jewish students. In 
that article, we assumed that this phenomenon would diminish following 
the introduction of a more stringent family unification policy. However, the 
figures for 2010 and 2019 (see Table 2) show that despite a small decline, the 
share of Arab students not born in Israel is still higher than the corresponding 
share in the Hebrew sector. 

In addition, 6 percent of the students in Arab schools are the children of 
fathers born in the territories and 9 percent are children of mothers born 
in the territories. In other words, more than 10 percent of Arab students 
would be classified as “children of immigrants” if the same definition that 
is applied to Jewish students would be applied. These rates are much higher 
among Arab students attending Hebrew schools. Apparently, most of these 
students come from the West Bank. Some of them arrived as a result of 
family unification approved by the Israeli authorities while others entered 
Israel illegally; in addition there are the children of Palestinians who assisted 
the Israeli security forces and were forced to leave the West Bank and were 
re-settled in Israel. 

6 The average level of education of the parents of Arab students in Hebrew schools is 
much higher than that of parents of Arab students in Arab schools (Blass & Weinreb, in 
preparation). Another aspect of this phenomenon is the growth of the recognized unofficial 
school system in the Arab sector. For example, at the primary school level, it grew from 7 
percent in 2000 to 17 percent in 2019.
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Table 2. Share of non-native-born students by supervisory 
authority and sector at different education levels

Supervisory 
authority

1st grade Grades 1-6 Grades 7-9 Grades 10-12

2001 State 1.02 1.23 1.64 3.21

State-religious 4.84 6.54 10.13 8.03

Haredi 0.18 0.15 0.28 0.46

Arab  2.01   

2010 State 0.04 0.06 0.93 1.74

State-religious 0.04 0.12 5.90 8.36

Haredi 0.01 0.26 1.95

Arab  0.95   

2018 State 0.61 0.63 0.9 0.06

State-religious 0.95 0.12 5.9 8.36

Haredi 0.17 0.19 0.08 0.01

Arab  1.02   

Note: Nachum Blass, Taub Center | Data: Ministry of Education, Student database

The difficulty in forecasting demographic developments 
in the education system

The demographic composition of the education system, and, in particular, 
the growth in the share of Arab and Haredi students, has received a great 
deal of attention. According to earlier estimates, by the middle of the current 
decade, the share of the Jewish non-Haredi education system should have 
declined to less than 50 percent of all students by 2014 and this should have 
eventually brought about a social and economic collapse of the system (see, 
for example, Bystrov & Soffer, 2010; Ben-David, 2010; Arlosoroff, 2019; Detel, 
2019). However, notwithstanding these forecasts, the share of first grade 
students in the Hebrew State education system and in the State-religious 
education system currently stands at 57 percent. The disparity between the 
forecasts and reality implies that abilities to forecast future trends is limited. 

In order to illustrate the problematic nature of projections, consider 
the forecasted 2019 student population that was published by the Central 
Bureau of Statistics (CBS) in 2013. As can be seen in Figures 2a and 2b, the 
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CBS forecasted a continuous decline in the share of first grade students in 
the State education system, somewhat of an increase in the share of students 
in the State-religious education system and in the Haredi education system, 
and no change in the share of students in the Arab education system. 
However, in actuality, the share of students in the State education system 
remained stable, the share in the State-religious education system rose by 1 
percent (as projected), the share in the Haredi education system also rose by 
1 percent (which is less than projected), and the share in the Arab education 
system fell by 2 percent, although no change had been projected. 

The fact that there are such large differences between the projections and 
reality — despite the fact that the projections were made by professional 
demographers and were based on a population that had already been born 
— is not proof of errors. Rather it illustrates the difficulty in making accurate 
forecasts. Every forecast, by its very nature, has components of uncertainty 
(“error”), particularly when it is predicting behavior (in this case, the choice 
of a school). The projections can do no more than provide an indication of 
past trends, but policy makers must always keep track of developments. 
Forecasts of the number of students — and also of demand and supply for 
teachers, as has been shown in the past (Blass, 2010) — cannot take into 
account all of the components that affect the great variability and complexity 
of the task. In this specific case, the main factor that apparently determined 
the gap between the projections and reality is the flow of students between 
the four main segments that make up the system and in particular between 
the more religious and less religious schools. 

Another important factor that makes it difficult to forecast trends is the 
dynamic nature of the education system in Israel, as suggested by Blass and 
Bleikh (in preparation). The period between 2014 and 2018, saw a change in at 
least one of the main characteristics of 40 to 63 percent of primary schools.7 
The system’s dynamic nature primarily stems from the school’s Nurture 
Index, although in some cases it also includes a shift from one legal status 
to another (primarily from recognized to unofficial due to the budgetary 
advantages of such a move) and less commonly from a shift from one type of 
supervisory authority to another (primarily in the case of schools that serve 
the religious populations).8 

7 The relevant figure is 40 percent when looking at Nurture Index quintiles and 63 percent 
when considering Nurture Index deciles. The other variables include supervisory authority, 
legal status, and others.

8 The Nurture Index is an index of the Ministry of Education used to classify schools by the 
socioeconomic composition of their student body.
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Figure 2a. Number of 1st grade students by supervisory authority, 
actual versus projected

Source: Nachum Blass, Taub Center | Data: CBS, 2013
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Figure 2b. Share of 1st grade students in the supervisory 
authority out of all 1st grade students

Source: Nachum Blass, Taub Center | Data: CBS, 2013
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The resources available to the education system

Figure 1 shows changes during the survey period in the four main “physical” 
variables of the education system: the budget, teachers, classes, and students. 
The figures clearly show that the financial resources made available to the 
education system have made it possible to increase spending per student 
and to reduce the number of students per class. 

The budgets from 2015 to 20189 
In a previous Taub Center study (Blass & Cogan, 2014), various issues relating 
to the Ministry of Education budget, namely its size, its allocation among 
various needs, its usage and its transparency were discussed in detail. Since 
that study was published, there have been changes in the budget approval 
process of the Knesset Finance Committee. To this end, there is a new special 
committee headed by MK Stav Shafir that is meant to examine budget 
transparency. Nonetheless, most of the problems highlighted in that study 
(for example, less than full utilization of the budget, the extent of transfers 
from one budget line to another without an in-depth discussion by the 
Education Committee, and a lack of clarity with respect to the goals of the 
budgets) still exist in the current budget and the budget remains complex 
and difficult to understand for the layman. In this survey, topics included 
in the previous study will not be reexamined; the focus is only on the main 
changes that have occurred in the budget from 2015 to 2018, the last year for 
which implementation reports from the Accountant General and reports on 
investment in education in Israel relative to the OECD averages (based on the 
EAG figures for 2019) are available.10  

During the survey period, the approved education budget grew by 15 
percent, the amended budget grew by 21 percent and the implemented 
budget also grew by 21 percent (see Figure 3). As in previous years, the 

9 This period was chosen for two reasons. First, a previous study (Blass & Cogan, 2014) 
examined the period from 2000 to 2013. Second, the changes that occurred in the structure of 
the budget and in the definition of its budget lines make it difficult to compare budgets from 
2015 onward to budgets prior to that period. In what follows, we will not relate to the budget 
for Educational Television, which, in our opinion, is not relevant to the discussion, nor to 
the various reserve budget lines that constitute a special problem that has already been 
discussed in detail in our previous work (ibid.).

10 Education at a Glance (EAG) is an annual publication of the OECD that contains a large 
amount of statistical data on the education systems in the OECD and other countries. The 
data are submitted to the editors of EAG by the participating countries. It is considered to be 
one of the most reliable sources for purposes of comparing education systems over countries.
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amended budget was larger by an average of 6 percent than the original 
budget while the budget implementation was basically similar to the original 
budget (it was larger by an average of only 1 percent), which stood at 95 
percent of the budget after amendments introduced during the budgetary 
year.11 The next section examines whether the growth in the budget was 
divided equally among all of the Ministry’s areas of activity. 

Figure 3. Total budgets, June 2015 prices
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11 The question that has arisen as to the Ministry of Education’s ability to fully exploit the 
budget remains unresolved. Officials at the Ministry of Education claim that what should 
be looked at is the ratio of actual usage to the original budget. We believe that the relevant 
comparison is between the amended budget — since it is the budget that is actually available 
to the Ministry of Education — and actual usage. If one examines the Ministry’s usage of the 
budget from this perspective, then in 2018 almost NIS 2.5 billion of the budget remained 
unused.

NIS billion
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The Ministry of Education budget is structured around 10 areas of activity,  
32 programs, and 640 program items.12 The logic underlying this division 
is not always clear. In 2015, for example, the largest area of activity was 
primary schools and middle schools (over NIS 14 billion) and the smallest 
was support for the teaching of Jewish religious subjects (NIS 1.1 billion). 
With respect to programs, the relative gaps are even larger. Thus, over NIS 
12 billion went to the official primary education system as opposed to only 
NIS 18 million to education for gifted students. With respect to program 
items, there is an item with a budget of more than NIS 8 billion (standard 
hours in the official primary education system) as opposed to another with a 
budget of only NIS 9,000 (activity in the Druze education system). 

The growth in the budget was not distributed uniformly among its budget 
lines. There were lines that grew by hundreds of percent and others that 
shrunk considerably. The scope of the current discussion does not allow 
for a full discussion of the budget and certainly not separate consideration 
of the original budget, the budget after amendments and the budget 
implementation. Nonetheless, considering only the large budget lines (over 
NIS 100 million) it is possible to discern some interesting trends. 

This analysis begins at the level of areas of activity, which is the most 
general one, and uses the Ministry of Education’s most general classifications. 
With respect to actual implemented budget (see Appendix Table 1), which 
is believed to be the most accurate indicator of the Ministry’s policy, one 
can see that the area of activity that grew the most was supplementary 
educational programs (62 percent). Following that is special education (30 
percent), high schools (25 percent) and support for Jewish subjects (24 
percent). However, if one looks at the original budget or the budget after 
amendments, a different picture emerges, such that the gaps between the 
original budget and the implemented budget are particularly large in two 
budget lines: supplementary programs and support for Jewish subjects. 

An examination of budget implementation on the program level, which is 
a more detailed level, shows that the fastest growth was in the long school 
day program (229 percent), in spite of the fact that the original budget 
shrank by 44 percent. Other programs that grew rapidly were computers, 
technology and sciences (64 percent), informal education and Jewish culture 
(45 percent each), and Ma’ayan Ha’Torah education (37 percent). In contrast, 
there were very few programs in the original budget that grew faster than 
the overall budget in 2018 (21 percent). How then was it possible for the level 
of implementation to grow as it did? The answer lies in the changes to the 
Ministry’s budget during the course of the budget year. 

12 Not including educational television and reserves.
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The most detailed level is that of budget item lines. In 2018, the 
original budget included two budget item lines with large budgets that 
had not appeared in the 2015 budget: the addition of a second assistant 
in preschools, which was allocated NIS 471 million, and to which over NIS 
100 million was added during the year (actual implementation was NIS 564 
million), and closing gaps in the periphery, which was allocated NIS 145 but 
was not utilized at all (does not appear in the implementation report and 
apparently the money was transferred to other budget lines). Other program 
items whose budgets grew significantly were summer schools (67 percent), 
community centers (54 percent), and the longer school year in the official 
education system (50 percent). 

Overall, it is difficult to arrive at clear conclusions with respect to the 
general policy adopted in the budget preparation and implementation. 
Although there are signs of an intention to reduce social and educational 
gaps and to increase budgets for the Haredi population, there are also trends 
in other directions, such as increases in the special education budget and the 
addition of a second assistant teacher in the preschools. 

The increase in expenditure per student
The Economics and Budget Authority within the Ministry of Education 
publishes annual data on expenditure per student and per classroom 
according to sector, supervisory authority, and Nurture Index.13  

Primary schools: According to the most recent data, the budget per student 
in the primary school system was NIS 14,530 in 2017 as compared to NIS 
12,409 in 2014 (an increase of 17 percent). The size of the budget and its rate 
of growth varied according to supervisory authority, the school’s Nurture 
Index, and the education sector. Both the average budget and its rate of 
growth were higher in the Arab sector, but the average size of the budget 
at any given level of the Nurture Index was still much higher in the Hebrew 
sector. The changes in expenditure per student are also reflected in number 
of hours per student. Here as well, there was a significant increase in the two 
sectors and in each of the Nurture Index groups, with a larger increase in 
the Arab sector, although in each Nurture Index group, the Hebrew sector 
was in a significantly better position. In the summary table that appears in 
the publication of the Economics and Budgeting Authority, it appears 

13  Ministry of Education budget data by year can be found on the site of the Economics and 
Budgeting Authority of the Ministry of Education 
https://edu.gov.il/sites/MinhalCalcala/budget/Pages/budget.aspx and also at 
http://meyda.education.gov.il/files/MinhalCalcala/shkifut2012--2017.pdf
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that, in 2017, students in the State-religious system benefited from the 
highest budgets at all levels of the Nurture Index and as a result also from 
an overall perspective. Students in the official Hebrew system ranked 
second, followed by students in the official Arab system, and trailing well 
behind them were students in the recognized unofficial system and exempt 
schools.14 Nonetheless, based on hours per student, the relative situation of 
the unofficial networks has improved considerably. A more detailed analysis 
of the factors behind the differences in allocation between the various 
parts of the system and disparities between them in primary education is 
presented in two recent Taub Center publications (Blass & Bleikh, 2018; in 
preparation). The conclusion of the researchers is that the extent of budget 
preference is dependent primarily on four main factors: the students’ 
socioeconomic backgrounds; budgeting rules that are on the one hand 
universal but on the other hand give priority to schools with characteristics 
that are more commonly found in certain parts of the education system than 
others (such as school size, its inclusion in the long school day program, 
etc.); other operational rules in the education system, such as the maximum 
distance of a child’s residence from the school; and the preference given to 
official education over recognized unofficial education and exempt schools. 
Nonetheless, some of the preference cannot be explained by the universal 
rules and is apparently the result of budget preference given to the State-
religious system over other parts of the education system and to Hebrew 
education over Arab education. 

Middle schools: The average expenditure per student in middle schools rose 
from NIS 16,486 in 2012 to NIS 20,460 in 2017, an increase of 24 percent. Here 
again, the increase in the Arab sector was higher than in the Hebrew sector. 
As in the case of primary schools, the expenditure per student in the State-
religious schools was significantly higher than in the Hebrew State school 
system and in the Arab State system and this was the case at all Nurture 
Index levels. 

High schools: In the high school system, the average expenditure per 
student rose from NIS 21,165 in 2012 to NIS 27,658 in 2017, an increase of 
30 percent (which primarily reflected the effect of the Oz Le’Temura wage 
agreement signed in 2011). The budget per student in the high school system 
in all the years was higher in the Hebrew system than in the Arab system 

14 “Exempt schools” are, for the most part, Haredi schools that teach very few, if any, 
secular subjects. Parents who send their children to these schools are “exempt” from the 
Compulsory Education Law.
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although the budget in the Druze system was close to the Hebrew average. 
Here again, the expenditure per student in the State-religious system was 
the highest at NIS 37,669 in 2017 as compared to NIS 29,048 in the Hebrew 
State system (a difference of 30 percent) and to NIS 22,642 in the Arab State 
system (a difference of 66 percent). It is worth mentioning that an Arab 
student (including Druze students whose budget is relatively generous) 
attending a school with a low Nurture Index benefits from a budget of NIS 
22,575, as compared to NIS 39,573 that is allocated to a student in the Hebrew 
system attending a school with a similar Nurture Index (a difference of 75 
percent).15 In this context, the academic achievement (in all its aspects) of 
Druze students, who enjoy much higher budgets than other Arab-speaking 
students (and also a long school day), are very similar to those of their 
Hebrew-speaking counterparts and sometimes even exceed them. This may 
not be an empirical basis for the link between investment in education and 
academic achievement, but it is, nonetheless, food for thought. 

International comparisons of expenditure per student 
The public discourse in Israel usually focuses on comparisons to other 
countries, such as the US, Finland, and Japan. The reasons for this are 
probably the desire to be similar to the US and other countries that can show a 
higher level of academic achievement. However, due to the large differences 
between Israel and these countries in size and ability to allocate resources 
to education, as well as differences due to culture and values, it appears that 
comparisons should be made to other countries, and, in particular, European 
countries. In view of the difficulty in finding one or more countries with 
whom a meaningful comparison can be made, the current comparison is 
made to the OECD average. The data presented in Figure 4 clearly show that 
the growth in expenditure per student was slower between 2005 and 2011 
than between 2011 and 2016. The reason for this is that between 2007 and 
2011 only the teachers belonging to the Teachers Union (teachers in primary 
and middle schools) received large pay increases following the signing of the 
Ofek Hadash agreement and only in 2011 did the high school teachers also 
receive a significant pay increase following the signing of the Oz Le’Tmurah 
agreement. It is likely that the difference in the rate of increase in teachers’ 
salaries between Israel and the OECD countries continued to grow until the 

15 The budget transparency data are presented in quintiles on the Budget Transparency site 
of the Ministry of Education. However, the relative proportion of Arab students is also larger 
in the lower Nurture Index quintiles and vice versa, so that in the higher quintiles, they 
constitute a lower proportion. This fact highlights the advantage of the Jewish students even 
in the lower quintiles.
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recent completion of the process in which all the high school teachers joined 
the agreement. 

Figure 4. Index of per student expenditure
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post-secondary studies.
Source: Nachum Blass, Taub Center | Data: EAG 2019, Table C.1.3.

As shown in Figure 5, the Ofek Hadash and Oz Le’Temurah agreements led 
to a situation in which the expenditure per student in terms of purchasing 
power parity (PPP) in the primary schools almost reached the OECD average; 
however, the gap remained large in the high schools (although it is expected 
to narrow with the implementation of this sector’s new wage agreements). 
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Figure 5. Per student expenditure
2016 PPP dollars
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Source: Nachum Blass, Taub Center | Data: EAG 2019, Table C.1.1.

Another criterion for investment in education that is mentioned in the 
OECD’s Education at a Glance is the rate of expenditure per student relative 
to GDP per capita. This criterion indicates the priority of education in each 
country, although it should be remembered that a country such as Israel, 
which has a larger share of school-age children, will find it difficult to 
make the same expenditure per student as a country with a smaller share 
of students in the population. Figure 6 shows that, in 2010, Israel invested 
a smaller share of GDP per capita in each primary school student than the 
OECD average and the gap has grown between 2010 and 2016. In the high 
school system, there was a large gap in favor of the OECD at the beginning 
of the period, but it had closed by the end of the period and expenditure per 
student in Israel even somewhat exceeded the OECD average. 
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Figure 6. Per student expenditure as a percent of per capita GDP
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Source: Nachum Blass, Taub Center | Data: EAG 2019; 2013, Indicator B1

Teachers
The Ofek Hadash and Oz Le’Temurah agreements brought about a major 
change in the structure of teacher employment (see Blass, 2016). In general, 
the data indicate that, on balance, the wage agreements led to positive 
change. The number of teachers grew twice as quickly as the number of 
students and 50 percent faster than the number of classes (see Figure 1). 
The expectation that teachers’ salaries would improve was realized and the 
average nominal monthly wage of a teacher rose by about 63 percent, from 
NIS 6,859 in 2004 to NIS 11,187 in 2015. At the same time, the CPI rose by 
only about 25 percent. Despite the number of additional teacher work hours 
required, the annual nominal wage per hour grew during this period by 
about 34 percent (see CBS, 2019b). Furthermore, there was a large addition 
of hours in the education system, which was reflected in both the number of 
hours per class and number of hours per student. In contrast, the fear that 
teachers would drop out of the system in large numbers turned out to be 
unfounded. Indeed the drop-out rate of teachers was 4.3 percent in 2016 and 
3.8 percent in 2015 as compared to 3.8 percent in 2007, the last year prior 
to the start of the implementation of the Ofek Hadash agreement. The CBS 
even reported that “there has recently been somewhat of a downward trend 
in the number of teachers leaving the system — from 4.6 percent on average 
between 2001 and 2003 to 3.9 percent on average between 2014 and 2016” 
(CBS, 2019c). 
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An international comparison

The situation of teachers in Israel has also improved relative to the OECD 
averages (Figure 7 ). 

Figure 7. Index of teacher’s wages
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Source: Nachum Blass, Taub Center | Data: EAG 2019, Table D.3.5.a

Between 2005 and 2010, the increase in primary school teacher wages was 
faster than the increase in wages for middle and high school teachers. The 
reason for this is, of course, the wage agreement with the Teachers Union, 
which represents the primary school teachers, preschool teachers, and some 
of the middle school teachers. That agreement was signed in 2007 while the 
agreement with the Teachers Organization, which represents the rest of the 
middle school teachers and the high school teachers, was signed in 2011.16  

Despite this, teachers’ wages are higher in the OECD in PPP terms with a 
particularly large gap for beginning teachers. Thus, for example, while the 
annual salary of a beginning primary school teacher in Israel is $21,276 in 
PPP dollars, the comparable wage in the OECD is $32,058. On the other hand, 

16 It appears that the delay in the signing of the agreement with the teachers belonging 
to the Teachers Organization led to substantial accumulated losses for its members, even 
though the improvement in their wages that was eventually negotiated was larger.
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the salary of a primary school teacher with maximum seniority in Israel 
is $53,639 as compared to $55,364 in the OECD. For high school teachers, 
the beginning salary in Israel is $22,629 while in the OECD it is $35,859; in 
contrast, the salary of a high school teacher with maximum seniority in 
Israel is $54,969 as compared to $60,677 in the OECD.17 

Teachers in Israel earn less than other employees with university degrees. 
Thus, the salary of a preschool teacher is about 15 percent less than that of 
other university graduates; the salary of a primary school teacher is about 
12 percent less; the salary of a middle school teacher is about 4 percent less; 
and the salary of a high school teacher is about 6 percent less. Nonetheless, 
the situation of teachers with seniority is better than that of their peers in 
the OECD. The reason for this is that the weight given to seniority in the 
calculation of teachers’ salaries in Israel is greater than in the OECD. Thus, in 
2018, the salary of a middle school teacher in Israel with maximum seniority 
(36 years) was higher than that of a beginning teacher by 116 percent while 
in the OECD countries, where the maximum seniority is 25 years, it was only 
66 percent higher.18 

The comparison of teachers’ wages per hour of frontal instruction 
between Israel and the OECD shows that salaries are significantly lower in 
Israel, especially in the primary school system (Figure 8).

Figure 8. Net wage per instruction hour
Teacher with 15 years experience, PPP dollars
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17 See EAG 2019, Table D.3.1.a.

18 See EAG 2019, Table D.3.2.a and D.3.3.a.
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Is there a teacher shortage?

Before discussing the question of a teacher shortage, it is important to 
define the term.19 To this end, there are a number of external criteria that do 
not rely on subjective reports that are closely tied to the specific situations 
of principals and/or supervisors and education department heads in the 
municipalities. 

In general, it can be said that the existence of a teacher shortage or an 
expectation of one is largely dependent on the demand components for 
teacher work hours on the one hand and the potential supply of work hours, 
or in other words the hours that the teachers in the system (or outside it) are 
prepared to work, on the other hand.

Due to the relatively lengthy period for teacher training, and the frequent 
changes in both demand and supply, it is difficult to provide policy makers 
with an accurate forecasts. Moreover, in order for the forecast to be an 
efficient tool, it must relate separately to supply and demand according 
to subject, the education segment, the supervisory authority, and the 
geographic region. Therefore, the complexity of projections and of policy 
formation based on projections should lead to more humble claims and to 
the recognition that these are only estimates. From a systemic perspective, 
it is our opinion that the potential “waste” of resources through the training 
of too many teachers is preferable to a teacher shortage, which can result in 
harm to a large population of students.20  

Claims are often made that there is a general shortage of teachers, of 
teachers in certain subjects, and of high-quality teachers. These claims 

19 In a research report ordered by the Ministry of Education, a shortage of teachers was 
defined as follows: “The shortage of teachers that existed in the schools at the beginning of 
the 5774 school year (2013/14), based on the number of new teachers joining the schools as 
well as the number of existing teachers whose hours were increased” (Donitsa-Schmidt & 
Zuzovsky, 2014, p.3). In our opinion this definition involves an internal contradiction, since if 
the schools have recruited teachers “without any difficulty” (according to the wording of the 
research questionnaire) or persuaded existing teachers to expand their hours, it makes little 
sense to speak of a teacher shortage. Moreover, it may be that the teachers are responding 
to a situation of excess demand and would have been interested in increasing their hours. 
Relying on the reports of the principals is problematic in our opinion. It is perhaps sufficient 
to point out that while Donitsa-Schmidt and Zuzovsky (2014) wrote that 74 percent of 
primary school principals reported a serious shortage of teachers and another 23 percent 
reported a moderate shortage, in the PISA 2015 study the parallel numbers for science 
teachers in the high schools were 32 percent and 27 percent, respectively (OECD, 2016, Table 
II.B.14).

20 A side benefit is enjoyed by children within the immediate and close vicinity of someone 
studying in a teachers’ college.
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are problematic for the simple reason that there is almost no situation in 
which a class is without a qualified teacher.21 School principals always find 
someone to put in front of the class. The challenge is to identify indicators 
of a shortage or a developing shortage. There are several clear signs of a 
teacher shortage, although they are very general and may be misleading for 
policy making. Therefore, they should be examined in the context of the 
subject being taught, the age group, the geographic location, the supervisory 
authority, and the sector. 

It is also important to distinguish between the existing situation and a 
past trend or a trend that is expected to evolve in the future. The following 
questions are commonly presented in the professional literature when 
deciding whether there is a teacher shortage or an expectation of one.  

1. Are the number of students and classes growing faster than 
the number of teachers?22  

When the number of students — and primarily the number of classes — is 
increasing faster than the number of teachers and there are no changes 
in the curricula, in the number of teaching hours required, or in the time 
students are in school, then, at least in theory, a teacher shortage can be 
expected. The severity of the shortage will depend on the size of the gap 
between the increase in the number of students and the increase in the 
number of teachers. The data presented in Figure 1 clearly show the opposite 
situation. In other words, the number of teachers has increased faster than 
the number of students and classes, a situation that should, in fact, lead to a 
surplus of teachers. 

2. Are the number of uncertified teachers growing? 

This criterion is perhaps the most indicative of a teacher shortage since it 
implies that the system is compromising on the teachers’ level of education 
and training. However, the CBS data indicate that the share of teachers 
without a college degree — and uncertified teachers — has dropped from 

21 This was recognized by Donitsa-Schmidt and Zuzovsky (2014, p. 3).

22 It is actually the number of teaching work hours that should be used but that number 
depends on teacher full-time equivalent (FTE). Therefore, if there are no changes in FTE, then 
it is the total number of teachers that is relevant.
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18.4 percent in 2009 to 6.3 percent in 2018. Among teachers in the Hebrew 
education system, the decline was from 19.3 percent to 7.2 percent while in 
the Arab sector it was from 15.7 percent to 3.3 percent (CBS, 2019b).23 

3. Is there an increase in the average number of teaching hours 
(part-time and full-time teaching positions)?

When the demand for teachers — or for teacher hours — is static,24 an 
increase in those teaching in full-time positions may be an indication of a 
teacher shortage. In other words, there is a need to encourage teachers in 
the system to increase their work hours in order to meet demand. However, 
during the past decade, the situation has not in fact been static. Since the 
signing of the new wage agreements, there has been a substantial increase in 
the demand for teachers (more students, more classes, and more hours per 
class); however, this demand has been met by an increase in the number of 
teachers but almost no change in the employment status (which is about 75 
percent of a full-time position) in every segment of the education system.25 
Therefore, this criterion does not indicate a teacher shortage either. 

4. Is the average class size increasing? 

Another widely accepted indicator of a teacher shortage is an increase in 
class size resulting from the need to reduce the number of classes due to a 
teacher shortage. As can be seen from Figure 9, this is not the case. On the 
contrary, since 2014, class size has declined in all segments except in middle 
schools. Therefore, this criterion does not indicate a teacher shortage either.

23 The figures are lower for the Arab education sector because the teachers in this sector are 
significantly younger and the share of new teachers is higher.

24 A static situation is defined as no change in the number of students and/or classes, no 
parallel increase in the number of teachers, no change in the number of allocated teaching 
hours, and no change in the teacher FTE that is required by the wage agreements with the 
teacher unions.

25 The authors of the Dovrat Committee Report expected that the change in FTE at the 
end of a transition period would lead to a situation in which there would be a need for 
fewer teachers and that this would make it possible to increase teachers’ wages without 
significantly increasing overall expenditure. However, this was not the outcome.

State of the Nation Report: Society, Economy and Policy 2019270



The Education System: An Overview

Figure 9. Average number of students per class
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5. Is there a decline in the number of teaching hours per class 
and per student?

A decline in the number of teaching hours per class can be the result of a 
number of factors:

a. The Ministry of Education has decided that too many teaching hours 
are being provided  

b. Budgetary constraints
c. Agreements with the teachers’ unions that reduce the number of 

work hours they must provide 
d. A teacher shortage

However, as can be seen from Figure 10, not only has the number of work 
hours per class not declined, it has increased significantly, such that this 
criterion cannot serve as proof of a teacher shortage either.
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Figure 10. Weekly class hours
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6. Has there been deterioration in the “quality” of teachers?26 
This criterion is essentially an offshoot of the second criterion, which 
examines the growth in the number of uncertified teachers in the system. 
In this context, a decline in the “quality” of teachers, which is measured 
according to their average level of education and/or academic qualifications, 
is reflected in one of the following variables: the level of the academic 
degree; teachers’ scores on the psychometric exam; and their average scores 
on the bagrut exams. These can be looked at for all teachers, for just the new 
teachers, or for potential teachers who are currently studying in the various 
teacher training institutions. 

a. All teachers
An examination of the “quality” variables for all teachers shows that the 
share of teachers with a bachelor’s degree has risen from 55 percent to 57.8 
percent since 2010 and the share with a master’s degree has risen from 23.8 
percent to 35 percent (see CBS, 2019b, Table 9). The share of teachers with an 
academic degree and its level are considered an indicator of teacher quality. 

26 The term “quality” appears in quotation marks because educational research has not 
unambiguously shown a positive causal correlation between education and a university 
degree and success in teaching, another term that lacks a clear and undisputed definition.
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In this case, there has been no decline in teacher quality over time. Further 
evidence of this is presented in a study by David Maagan (CBS, 2017) which 
examined the characteristics of high school teachers between 2004 and 
2015. One of the variables examined was the psychometric score of teachers 
in various types of schools. The data show that, in almost all the school 
groupings, the psychometric scores of teachers have risen and especially 
among schools with students from a strong socioeconomic background. 
Similar findings appear in a press release from the CBS (2017). Nonetheless, 
it is important to emphasize that also in the stronger schools, in which the 
average education of the students’ mothers is 13 years or more, the average 
psychometric score of the teachers is no more than 550 and in weaker 
schools it is less than 500. 

b. New teachers
The majority of new teachers studied in one of the following four types 
of institutions: universities, teachers colleges, general colleges, or the 
Open University.27 Each of them have advantages and disadvantages. The 
universities are apparently preferable for training in specific subjects 
while the teachers’ colleges are preferable for pedagogic training. In recent 
years, the share of university graduates has declined and there has been an 
increase in the share of graduates from general colleges in all segments of 
the education system. Thus, the share of college graduates in the primary 
schools has risen from about 8 percent in 2010 to about 18.5 percent in 2017; 
in the middle schools from about 5 percent in 2008 to about 18 percent 
in 2017; and in the high schools from about 9 percent in 2008 to about 
16 percent in 2017. To the best of our knowledge, there has not been any 
research to empirically determine if one type of teacher training institution 

27 Tamar Ariav, President of Beit Berl College, points out that general colleges (public and 
private) do not have permission to train teachers. They can teach education but cannot 
award a teaching certificate, which is the exclusive domain of teachers colleges and 
universities. Furthermore, all of the institutions that have a teacher training program grant 
their program graduates a teaching certificate without a degree. This model is known as 
the “prerequisite model” (first an academic degree and then a teaching certificate). Teacher 
training for preschool education and primary education is also only provided by teachers 
colleges. Training for middle school teachers and special education is provided by all the 
institutions and training for high school teachers (Grades 11–12) is usually available only in 
universities, although there are circumstances in which colleges can also train teachers for 
these grades (for matriculation; information based on a personal email dated September 24, 
2019).
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has advantages over the others.28 The opinions on this issue rely more on 
impressions and suppositions rather than research findings. Mahlouf and 
Lipstat (2018) did in fact point to a positive connection between the type 
of degree and academic achievement, but, after controlling for various 
variables, this link was not statistically significant.29 

c. Teacher training
A study of teacher training programs (Maagan, 2015) shows that the 
psychometric score of first-year students in university education 
departments rose from 539 to 606 between 2005 and 2014 while the score 
of students in teachers colleges fell somewhat, from 510 to 504. A press 
release with more recent data (CBS, 2017b) indicates that the psychometric 
score in the Hebrew and Arab State education systems remains relatively 
unchanged while there is a slight decline in the State-religious education 
system. Another press release (CBS, 2019b) that reported data on students’ 
normalized matriculation scores, showed a drastic decline in the Arab 
education system.

Whether the scores of all teachers, new teachers and students in teacher 
training have risen or declined, it is important to recall that these scores 
are low relative to other occupations. The only conclusion that can be made 
from this analysis is that the data do not indicate any significant decline in 
the acceptance criteria for teacher training and therefore there is no basis 
for concluding that the academic “quality” of teachers has declined due to a 
shortage of teachers. 

28 Numerous studies in other countries and several in Israel have examined the link 
between teachers’ education and its quality on the one hand and the academic achievements 
of their students on the other; however, the results have varied. There has also been research 
into the difference between longer term teacher training in an institution and shorter term 
teacher training programs, but that question is not related to the issue being examined here.

29 It is important to emphasize that many colleges offer teaching training, some of which 
are teachers colleges and others that are general colleges. There appears to be large variation 
in the quality of the training they provide and therefore it is impossible to generalize. In this 
context, we would mention the highly negative report published by the Council for Higher 
Education on the quality of instruction in the universities’ education departments (Wineberg 
Committee Report, 2015). Yossi Mahlouf from the National Authority for Measurement and 
Evaluation in Education points out that a multivariate analysis of Hebrew-speaking schools 
that controls for the schools’ background variables, teacher profiles, the pedagogy in the 
classroom, the proficiency grouping and student beliefs (in the case of math teachers) 
produces no statistically significant connection between the type of bachelor’s degree (a 
BEd from a college or a BA/BSc from a university) and level of formal education (bachelor’s 
degree or master’s degree, etc.) on the one hand and the academic achievement of the 
students on the other hand (personal email dated September 25, 2019).
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7. Has there been an increase in the number of teachers 
hired by schools from the graduates of teacher training 
institutions? 

Another criterion for determining whether there is a teacher shortage is 
the share of teachers hired by schools from graduates of teacher training 
institutions. In theory, an increase in this share is an indicator of a teacher 
shortage since it shows that the schools have become less selective in their 
hiring practices. However, an increase may also indicate that alternative 
employment possibilities for these graduates are shrinking and so they 
accept employment in schools, which essentially describes a teacher surplus. 
In other words, this is an indicator that may point in opposite directions. 
What then do the data show? 

The data published this year by the CBS (2019d) show that the number of 
“graduating teachers,” the number of graduates from retraining-as-teachers 
programs and the number of graduates with teaching certificates from 
universities in the Hebrew sector grew between 2008 and 2017. The share 
of graduates hired by the schools on the completion of their studies fell by 
about 3–5 percentage points, but in the two years following the completion 
of their studies, the share rose by about 6–8 percentage points. In contrast, 
the share of graduates who found a teaching job fell drastically in the Arab 
sector, from 74 percent in 2008 to 53 percent in 2017, with a change in 
trend occurring in the years 2012 to 2013 (ibid., Table 2). These data seem to 
indicate a surplus of teachers in the Arab sector, although the data presented 
in Appendix Table 2 in this survey indicate that the FTE among Arab teachers 
has increased more than among Hebrew teachers to some extent, which is 
an indication of exactly the opposite. 

8. Is the share of teachers teaching subjects outside of their 
area of training and expertise increasing?

One of the phenomena that adversely affects the functioning of the education 
system in Israel — which is also common in other countries — is the large 
number of teachers teaching subjects that are outside their area of training 
and expertise. There are a variety of reasons for this, such as a limited supply 
of teachers in a particular subject, and the inability to allocate a full-time 
teaching position for a particular subject area due to a limited number of 
students or classes. The data on the share of teachers teaching “outside their 
subject” usually relate to core subjects, such as Hebrew, English (as a second 
language), and math. In a CBS press release (CBS 2017a), it was stated that, 
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for example, the share of math teachers with an appropriate educational 
background to teach math is higher in the Arab education system than in 
the Hebrew education system. The reason is apparently that teachers in the 
Arab system are younger due to the more recent development of the system 
and, therefore, they are better trained. Another reason may be the freedom 
of their principals to choose candidates with more appropriate training 
when there is a teacher surplus. 

The State Comptroller dealt with this issue in his 2018 report and 
concluded that, on the basis of the Ministry of Education data, 64 percent 
of the 8,150 Hebrew teachers do not have training to teach this subject and 
of about 13,300 English teachers in primary schools and middle schools, 
about 40 percent do not have the appropriate training (State Comptroller, 
2019). There is no doubt that the phenomenon of teachers teaching subjects 
without appropriate training is undesirable. From recently published data 
in the CBS Statistical Abstract (CBS, 2019a, Table 4.49), it seems that the share 
of teachers teaching English and math who were not specifically trained to 
do so is lower in 2018 than in 2012, while the share of those teaching Hebrew 
without specific training rose. Does this speak to a teacher shortage or to 
a basic issue in teacher training, and is the current situation worse than in 
other countries?30 We do not currently have answers to these questions, but 
this is certainly a subject worthy of further study. 

It is of course possible to come up with additional criteria for determining 
if a teacher shortage currently exists or is expected in the future, such as 
changes in dropout rates, increases in the average teacher age, a decline 
in the share of the population that goes into teaching, a gap between the 
number of those entering the teaching profession and the number leaving 
it, a gap between projected retirement and projected demand, etc. Whatever 
the case, the current survey indicates that the assumption of a severe 
shortage of teachers is not supported by the data. 

If this is the case, why is this issue still on the public agenda? The answer 
is that even if there is no overall shortage of teachers, there can still be 
localized shortages and shortages in specific subject areas, in specific 
geographic regions, or in specific schools. These situations can vary from 

30 A surprising statistic from the TIMSS 2015 research is that according to teacher reports 
62 percent of 8th grade students in Israel are taught by teachers whose training includes both 
specialization in math and in the teaching of math, the highest rate among all the countries 
examined. It was also found that the achievements of students taught by teachers with 
appropriate training were the highest among all the countries examined (IEA, 2015h). In the 
previous TIMSS test, which was carried out in 2011, Israel was among the leading countries 
according to this criterion (eighth-ranked) (IEA, 2011).
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one school to another within a particular geographic area and between 
geographic areas. Thus, for example, there can be a situation in which a 
school with a student population of low socioeconomic status will find it 
difficult to hire teachers and to provide its students with an education of the 
desired quality, breadth, and variety, while a nearby school with a stronger 
student population will have a waiting list of teachers interested in being 
hired there. Another example would be a school principal who employs a 
large number of teachers and then finds it difficult to find an appropriate 
teacher to teach a certain subject. The complaint will probably be that there 
is a shortage of teachers even though the shortage applies to a very small 
portion of their teaching staff. 

The picture that emerges from this is that there is a great deal of room for 
improvement. The Israeli education system still draws its teachers from the 
weaker university students; there are still many schools where the teachers 
that teach a particular subject do not have the specific training to do so; and 
the rate of drop-outs from the teaching profession is still high. Nonetheless, 
relative to other countries and relative to the past, there has certainly been 
progress during the long-term expansion of the system. 
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Appendix

Appendix Table 1. Ministry of Education comparative budgets by 
budgetary lines, 2015-2018
NIS billion

Budget line Original budget Amended budget Implementation 
budget

2018 56.2 61.3 57.9

002040 District office 1.7 2.1 1.7

002041 Special education 7.1 7.6 7.5

002042 Preschool 6.9 7.3 7.3

002043 Primary/Middle school 15.2 16.7 16.5

002044 High school 9.0 9.4 9.3

002045 Settlement education 3.3 3.9 3.6

002046 Complementary education 3.8 6.4 4.7

002047 Teaching staff 
administration

2.0 2.3 2.0

002048 Tutoring/transportation 3.3 4.0 3.9

002049 Support for religious 
studies

1.1 1.5 1.4

2015 48.9 50.6 47.9

002040 District office 1.6 1.8 1.5

002041 Special education 5.8 5.9 5.8

002042 Preschool 5.9 6.1 6.0

002043 Primary/Middle school 14.6 14.7 14.5

002044 High school 7.6 7.5 7.4

002045 Settlement education 3.1 3.2 3.0

002046 Complementary education 3.5 4.1 2.9

002047 Teaching staff 
administration

2.1 2.3 2.0

002048 Tutoring/transportation 3.3 3.5 3.4

002049 Support for religious 
studies

1.1 1.2 1.2
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Appendix Table 1 (continued). Rate of change, Ministry of 
Education comparative budgets by budgetary lines, 2015-2018

Budget line Original budget Amended budget Implementation 
budget

Rate of change 2015-2018 15% 21% 21%

002040 District office 6% 18% 10%

002041 Special education 23% 29% 30%

002042 Preschool 17% 21% 21%

002043 Primary/Middle school 4% 13% 14%

002044 High school 19% 25% 25%

002045 Settlement education 9% 19% 19%

002046 Complementary education 7% 54% 62%

002047 Teaching staff 
administration

-7% -2% -3%

002048 Tutoring/transportation 1% 13% 15%

002049 Support for religious 
studies

-7% 26% 24%

Source: Nachum Blass, Taub Center | Data: Ministry of Education, Accounts Reports, 2015, 2018
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Appendix Table 2. Teacher characteristics

Selected variables 2009/2010 2018/2019

Total Hebrew Arab Total Hebrew Arab

Gender

Men 19.2% 15.8% 30.9% 18.6% 16.8% 24.6%

Women 80.4% 84.1% 69.0% 81.0% 83.2% 73.9%

Age       

Up to 29 12.3% 9.7% 21.0% 11.2% 10.5% 13.2%

30-39 31.5% 28.9% 40.7% 31.0% 29.7% 35.5%

40-49 27.3% 28.5% 23.3% 30.3% 29.9% 31.6%

50+ 28.3% 32.3% 15.0% 27.1% 29.9% 18.2%

Recognized years of teaching seniority

1-10 32.7% 29.0% 45.6% 39.5% 39.7% 38.8%

11-20 31.3% 31.6% 31.0% 27.6% 25.6% 34.1%

21-30 21.2% 23.7% 13.0% 21.7% 22.2% 20.2%

31+ 12.7% 14.1% 7.9% 11.2% 12.5% 6.8%

Hours of weekly teaching

1-10 7.1% 8.1% 4.0% 2.9% 3.5% 0.9%

11-20 17.2% 18.7% 12.5% 12.0% 13.0% 8.9%

21-30 41.9% 41.0% 45.8% 27.4% 28.4% 24.1%

31+ 33.4% 32.2% 37.7% 57.7% 55.1% 66.2%

Salary level (1)

Non-academic 18.4% 19.3% 15.7% 6.3% 7.2% 3.3%

BA 55.0% 51.5% 67.5% 57.8% 56.1% 63.6%

MA or higher 23.8% 26.9% 13.7% 35.0% 36.0% 31.6%

Note: The data do not always sum to 100% in the original.

Source: CBS, 2019, Table 9



Staying in School Longer, 
Dropping Out Less:

Trends in the High School  
Dropout Phenomenon

Guy Yanay, Hadas Fuchs, and Nachum Blass 

Introduction

The current criterion for evaluating the education system in Israel (on the 
national, municipal, and even school level), and, in particular for evaluating 
the secondary school system, is the bagrut (matriculation) rate, whether as 
a percentage of the relevant age group (12th grade students) or of all those 
taking the exams. There is a general consensus that this is an important 
indicator, since successful attainment of the bagrut certificate is very difficult 
for large segments of the Israeli society and is the necessary qualification for 
continuing on to post-secondary and higher education and, thus, is a key to 
social mobility. However, the almost exclusive focus on the bagrut exams 
and certificate ignores another very important criterion — the dropout rate 
from the education system. One measure of the system’s performance is 
its ability to ensure that every student able to do so will matriculate, while 
another is the determination and the success in ensuring that every student 
completes 12 years of schooling, no matter how difficult this may be. 

This research focuses on a comparison of high school dropout rates 
between cohorts of students who completed high school between 2003 and 
2017 (that is, those who started 10th grade between 2001 and 2015).1 The 
analysis is based on the available dataset of students and schools from the 
Virtual Research Room of the Ministry of Education. This dataset identifies 
students registered for 10th grade for each class for each year and allows a 

*  Guy Yanay, Research Assistant; Hadas Fuchs, Researcher; Nachum Blass, Principal 
Researcher, Taub Center for Social Policy Studies in Israel. We wish to thank Eliad Tepler, 
Ministry of Education, for his help in accessing data, and Professors Avi Weiss, Gil Epstein, 
and Alex Weinreb for their helpful comments. This paper was first published in September, 
2019.
1 We relate to the year of high school completion. For example, students in the 2017 cohort 
began 10th grade in 2015 and completed 12th grade in 2017.
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comparison to those who do not appear in the registry as 12th grade students 
in the following three years.2  

In this work, the discussion focuses on changes in dropout rates: for the 
system as a whole; differences in trends between the technological education 
system and the academic education system; between the Arab and Hebrew 
education systems; between genders; between schools with different scores 
on the Nurture Index; and between schools in different geographic districts.3 
The first part of the study focuses on the extent of the dropout phenomenon 
according to a number of variables, while the second is devoted to a statistical 
analysis of the decline in dropout rates among various population groups. 
The final section provides a summary and conclusions. 

1. Dropping out of high school 

The overall dropout rate in the system
The most important feature of the dropout rate is its decline from 9.9 percent 
in the 2003 cohort to 7.6 percent in the 2017 cohort (Figure 1). Although a 
decline of 2.3 percentage points may not at first glance appear to be that 
significant, it represents a 23 percent reduction in the phenomenon, which 
occurred primarily among the weakest students in the system. Also, since 
the 2012 cohort, the decline has been continuous: between 2006 and 2012, 
there were slight fluctuations, and in 2008, the dropout rate reached 10.1 
percent, such that in practical terms the reduction since then has been 

2 This is in order to also identify students who remained behind a year. It should be 
mentioned that among students who dropped out, there are also those who continued their 
studies in frameworks offered by the Ministry of Labor and Welfare or in Haredi institutions 
(yeshivot ktanot). The former is a relatively small group and the effect of the latter will be 
discussed.

3 The Hebrew and Arab education systems are based on the supervisory authority and 
language of instruction. The Hebrew education sector includes Hebrew State, State-religious, 
and Haredi schools. In the Hebrew education sector, we do not relate to the type of 
supervision, apart from the Haredi supervision, since differences between State schools and 
State-religious schools are not significant in the current context. The Arab education system 
includes Arab, Druze, Bedouin, and Circassian sectors; it is not differentiated by religion like 
the Hebrew education system, although there are Christian, Muslim, and Druze schools. For 
the sake of brevity and convenience, we will simply refer to the Arab education system in 
what follows.
The majority of students in Hebrew education can be assumed to be Jewish, and the majority 
of students in the Arab sector can be assumed to Arab Israelis. Nevertheless, the division by 
the Central Bureau of Statistics is based on the language of instruction and not the religion or 
sector of the students.
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even greater. It is important to note that these data relate to all students 
who began 10th grade, including Haredi (ultra-Orthodox Jewish) students, 
although the data for Haredi boys are not very reliable. Thus, a significant 
share of those in the Ministry of Education database who appear as starting 
10th grade but not continuing on to 11th or 12th grade did not, in fact, drop out 
but rather transferred to other educational frameworks that do not report 
to the Ministry of Education (see the Spotlight that follows). 

Figure 1. Dropout rates 
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schools
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schools
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Source: Guy Yanay, Hadas Fuchs, and Nachum Blass | Data: Ministry of Education

Due to the unreliability of the data on Haredi dropout versus transfer, 
this research focuses on non-Haredi schools, which, overall, show a more 
positive trend. Among these schools, the dropout rate for the 2003 cohort 
was 8.7 percent while for the 2017 cohort it was only 5.4 percent, a reduction 
of more one-third. As the rate of high school enrollment approaches 100 
percent, each percentage point of reduction in the dropout rate becomes 
even more significant. Nonetheless, a dropout rate of 5.4 percent among 
students who started 10th grade is still quite high and further improvement 
is needed. 

As mentioned, the dropout rate from Haredi schools is much higher than 
from other schools and the data on those schools is problematic. Therefore, 
the research will focus on the data for non-Haredi schools and the discussion 
of Haredi schools will be restricted to the following Spotlight. 
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Within the Haredi sector, there is a large gap in dropout rates 
between girls and boys. Dropout rates among Haredi girls are low and 
are similar to those among girls in the rest of the Hebrew education 
sector, while the dropout rate among Haredi boys is very high and 
has not shown a notable decline over time. Thus, the share of Haredi 
boys who do not make it to 12th grade was 35 percent in 2003 and 34 
percent in 2017. 

Although this dropout rate is exceptionally high relative to other 
sectors, dropouts from the Haredi sector — as opposed to the other 
sectors — are in part explained by their transfer to studies in higher 
yeshivas (yeshivot gedolot). The data do not track students who leave 
institutions under the supervision of the Ministry of Education and 
yeshivas are not under Ministry supervision. However, the data of 
the Central Bureau of Statistics include students attending higher 
yeshivas from among Haredi dropouts and they show that about 
one-half of them (i.e., about 17 percent of the Haredi male cohort) 
transfer to higher yeshivas under the supervision of the Ministry 
of Religious Services. It is unlikely that more than 15 percent of the 
students in Haredi education drop out of school and do not enter a 
higher yeshiva.4 Although it is reasonable to assume that some of 
the students appearing as dropouts in fact attend non-recognized 
institutions (Horowitz, 2016), it is estimated that dropout rates in 
the Haredi sector are still relatively high (Weisblai, 2019). Further 
research is needed to gain a greater understanding of the Haredi 
educational trajectory after boys leave the supervised school system. 

4 According to the CBS Labor Force Survey, the average years of schooling for Haredi 
men is relatively high. In other words, there is no indication that they drop out of all 
educational frameworks.

Spotlight

Dropout rates from Haredi schools
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Dropout rates across educational tracks and within 
technological education

The dropout picture is even more interesting when examining the rates for 
the academic and technological school systems (Figure 2).5 It appears that 
while in the academic school system (not including Haredi schools) the 
dropout rate declined from 8.2 percent to 5.3 percent between 2003 and 
2017, in the technological school system there was a much larger decline 
during that same period — from 9.5 percent in the 2003 cohort and a peak 
of 10.2 percent in the 2007 cohort to 5.6 percent in the 2017 cohort. The 
dropout rate in the technological school system has declined by almost one-
half within a decade. These figures are also consistent with the success rates 
of students in the technological tracks, which are currently equal to those 
of students in the academic track (Fuchs, Yanay, & Blass, 2018). Thus, the 
dropout rates from technological education have now converged to those of 
academic education at around 5.5 percent. This is an important development 
and the second part of this work focuses on some of the reasons for this. 
Technological education was in the past considered to be for weaker students; 
today, it is nearly equivalent to the academic track and is distinguished from 
it primarily in terms of meeting student preferences and is no longer viewed 
as restricting future opportunities and professional development. 

Figure 2. Dropout rates from academic and technology  
education tracks
Excluding Haredi schools
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Source: Guy Yanay, Hadas Fuchs, and Nachum Blass | Data: Ministry of Education

5 The classification of students into educational tracks is according to their track in 10th 
grade.
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Technological education is divided into three tracks — high, medium, and 
low — as suggested and described by Fuchs, Yanay, and Blass (2018). Just as 
these tracks are differentiated by their students’ bagrut rates, they are also 
distinguished by their dropout rates. Figure 3 shows that the dropout rate 
among students in the high technology track has fallen from a peak of 4.4 
percent in the 2006 cohort to only 1.5 percent in the 2017 cohort.6 Essentially 
it is much lower than in academic track education (5.3 percent), even 
though this track has increased its share of the entire high school system 
from 10.5 percent in 2006 to 14.7 percent in 2017. This outcome emphasizes 
the characterization of the high technology track as one for high-achieving 
students. During this same period, there was also an impressive decline 
in dropout rates from the medium technology track —from 11 percent to 
7 percent, which is two percentage points more than the dropout rate in 
academic education. The largest drop — and perhaps the most substantial 
— occurred among students in the low technology track which faces a 
challenge keeping its students in the system. While this track accounts for 
only 3 percent of the total students, its dropout rate fell from 28 percent to 
19 percent.

The decline in dropout rates in technological education as a whole, and 
particularly in the high technology track, might have been explained by the 
change in the mix of its students, i.e., a shift of high-achieving students from 
academic education to high technology education. However, the fact that 
the decline in the dropout rate occurred in all the tracks simultaneously, as 
well as in academic education, indicates that this is a broader phenomenon.7  

6 In contrast to other data which has been available since 2001 (relevant for the 2003 
cohort), the division into technological tracks (high, medium, and low) has existed only since 
2004 (which is relevant for the 2006 cohort) when the reform in technological education was 
carried out.

7 These data, though interesting and encouraging, also indicate that the division proposed 
by Fuchs, Yanay, and Blass (2018) into high, medium, and low technology, which was 
unrelated to dropout rates, describes the differences between these tracks quite accurately.
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Figure 3. Dropout rates by technology track level
Excluding Haredi schools
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Source: Guy Yanay, Hadas Fuchs, and Nachum Blass, Taub Center | Data: Ministry of Education

Dropout rates across sectors
As in past descriptions of academic achievements in the Arab education 
sector over the last decade (Blass, 2017; Fuchs, 2017; Fuchs, Yanay, & Blass, 
2018), the decline in the dropout rate among these students — both relatively 
and absolutely — is larger than the decline among students in the Hebrew 
education sector (Figure 4). While in the Hebrew sector8 (without the Haredi 
schools) the dropout rate fell from 7.1 percent in 2003 to 4.2 percent in 2017, 
among the Arab-speaking population it fell from 15.3 percent to 8.1 percent 
during the same period. Within the Arab education system, the achievements 
of Druze students are especially notable and their dropout rate is very close 
to that of Hebrew education students (non-Haredi). In the Bedouin sector, 
the dropout rate has fallen from 16.4 percent to 9.6 percent. Although this 
rate is more than double that of the non-Haredi Jewish sector, it is important 
to take into account the background characteristics of the Bedouin students 
and the opportunities that the education system offers them.9 Overall, the 
Hebrew education system in Israel is close to full attendance rates while in 
Arab education there is room for further improvement.

8 Students in the Hebrew education system, which includes a very small number of Arab-
speaking students.

9 Nonetheless, it is possible that Bedouin students drop out before 10th grade, and thus, the 
dropout rate of those who do not reach 12th grade is even higher.
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Figure 4. Dropout rates by education sector
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An examination of the differences between the sectors in technological 
education and those in academic education reveals that students in Hebrew 
academic education drop out at consistently lower rates while there is 
the opposite trend in the Arab education sector; that is, Arab students in 
technological education drop out at lower rates (Figure 5). The dropout 
rate in Arab academic education is higher than in the Jewish sector and 
for the 2017 cohort it was double. Meanwhile, in technological education, 
the overall gap between the Hebrew and Arab education dropout rates is, 
in contrast, much less (7.2 percent among Arabic-speakers vs 4.7 percent 
among Hebrew-speakers in the 2017 cohort). 
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Figure 5. Dropout rates by education sector and track
Excluding Haredi schools
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Although the decline in the dropout rate among students in the Arab 
education system and in technological education combined to produce the 
significant decline in the dropout rate in technological education in this 
sector, it can be seen that these trends did not occur simultaneously. The large 
decline in dropout rates in the Arab sector occurred in the early 2000s (from 
15.3 percent for the 2003 cohort to 11.4 percent for the 2005 cohort), and in 
Arab academic education the dropout rate stabilized around the 11 percent 
level up until 2013. In contrast, the decline in the drop rate in technological 
education as a whole began only in 2009, and from 2003 to 2008 it ranged 
from 9.7 to 10.4 percent (see Appendix Figure 1). The second segment of 
the decline can be attributed, at least in part, to the reform in technological 
education. This reform — which began in 2004 and was completed in 2006 — 
increased flexibility in the technology tracks and opened them up to high-
achieving students as well (Fuchs, Yanay, & Blass, 2018). 

The main success achieved in technological education in Arab society 
occurred in the high technology track. In this track, the dropout rate in Arab 
education is particularly low for the 2017 cohort, at only about 1 percent 
(Figure 6). Furthermore, the high technology tracks are the only ones in 
which the dropout rate in Arab education is lower than that in Hebrew 
education. Some of these tracks have expanded significantly in the Arab 
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education sector during the last 15 years (Fuchs, Yanay, & Blass, 2018), and 
this fact contributed to the overall decline in the dropout rate in the Arab 
education sector. 

As will be shown, multivariate analyses of the dropout rates show that 
the most important factor in the decline in the Arab education sector is in 
fact the student’s family background, rather than the shift between tracks. 
The effect of studying in the high technology track on the chances of 
dropping out are no different for a Hebrew and an Arab student, as a cursory 
examination might have indicated. 

Figure 6. Dropout rates by education sector and technology  
track level
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Dropout rates for boys and girls

Dropout rates differ substantially between the genders. As in the case of 
gaps in bagrut qualification rates, the dropout rate among girls is lower than 
among boys. Among boys, dropout rates fell from a peak of 11.3 percent in 
the 2003 and 2008 cohorts to 7.1 percent in the 2017 cohort. Among girls, 
there was a consistent decline during the entire period, which brought the 
dropout rate down from 6.2 percent in the 2003 cohort to 3.7 percent in the 
2017 cohort. For both genders, the total decline is about 40 percent since the 
beginning of the 2000s (Figure 7). 
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Figure 7. Dropout rates from the school system by gender
Excluding Haredim
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Dropout rates of boys and girls in the Hebrew education sector are 
respectively lower than those of boys and girls in the Arab education sector, 
although the gap between sectors is lower in the case of girls (Figure 8). 
The dropout rate for Arab Israeli girls in the 2017 cohort was 4.7 percent 
as compared to 3.2 percent among girls in the Hebrew sector. The dropout 
rate among Arabic-speaking boys remained high at 11.6 percent for the 2017 
cohort (as compared to 5.1 percent among Hebrew-speaking boys). The 
difference between the genders is similar across the various groups in Arab 
education — Arabs, Druze, and Bedouin. Over the years, the differences in 
dropout rates between the genders has narrowed in both the Hebrew and 
Arab education systems. 
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Figure 8. Dropout rates by gender and education sector
Excluding Haredi schools
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Dropout rates across schools based on the school  
Nurture Index
Not surprisingly, the dropout rate in most cases rises with a school’s Nurture 
Index (which is an indicator of socioeconomic status) both in the Hebrew 
and Arab sectors.10 What is surprising — although it is consistent with 
the findings for the success rate on the bagrut exams for Arabic-speaking 
students, which lag only a little behind those of students in the non-Haredi 
Hebrew education sector11 — is that schools with similar Nurture Index 
rankings in the Hebrew and Arab education systems have different rates 
of high school completion.12 Figure 9 and Appendix Table 1 present the 
dropout rates and average Nurture Index ranking according to quintiles 
(in other words, one-fifth of all schools in each sector) in the Hebrew and 

10 The Nurture Index recording system changed in 2008 and therefore the data are 
presented only for the 2008 and 2015 cohorts. The Nurture Index runs from 1 to 10, where 10 
is the lowest socioeconomic ranking and 1 is the highest.

11 See Blass, 2017; Fuchs, 2017; Fuchs, Yanay, and Blass, 2018; and also Appendix Table 1.

12 It is worth mentioning that the Nurture Index is calculated for each student and on the 
basis of this calculation the Nurture Index of the school is calculated; however, the data that 
were available for this research only included the school Nurture Index.
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Arab education sectors for the 2017 cohort. The quintiles were calculated 
separately for the Hebrew and Arab education systems. The average Nurture 
Index according to quintile in Arabic-speaking schools is lower than that 
for the quintiles in Hebrew-speaking schools, which is an indication that 
Arabic-speaking students are characterized by a lower socioeconomic status. 
At the same time, and somewhat more unexpectedly, it appears that when 
comparing schools with similar Nurture Index rankings, the dropout rates 
in Arab schools are lower than in State and State-religious schools, as can be 
seen in Figure 9. 

Figure 9. Dropout rates by education sector and school  
Nurture Index, 2017 cohort
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Thus, for example, the dropout rate for students in the 20 percent of the 
Arab schools characterized by the lowest Nurture Index, i.e., 5.9 on average 
(which corresponds to a stronger socioeconomic status), is only 1.9 percent. 
In contrast, the dropout rate is 4.5 percent among students in Hebrew 
schools with a similar average Nurture Index, i.e., those in the fourth 
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of the Hebrew non-Haredi sector. In the second quintile of the Arab student 
population and the corresponding quintile in the Hebrew system (the lowest 
quintile), the dropout rates are 7.6 percent in Arab education and 8.5 percent 
in Hebrew education. This finding points to the fact that Arabic-speaking 
secondary schools with a Nurture Index similar to Hebrew-speaking schools 
have a greater ability to keep their students in school. 

There is also a noteworthy decline, from about 15 to 10 percent, in dropout 
rates since 2010 in Arabic-speaking schools with the lowest socioeconomic 
status. This improvement is also expressed in the increase in bagrut rates — 
from 31 percent in 2008 to 40 percent in 2017 (see Appendix Tables 1 and 2). 

Dropout rates across geographic districts
Dropout rates in the Hebrew education sector according to geographic 
district clearly show that, as in the case of the analysis according to the other 
variables, rates have fallen during the study period (Appendix Table 3).13 
Furthermore, dropping out, in general, is low in all the geographic districts 
and, in 2017, ranged from 3 percent to no more than 5 percent. 

In the Arab education system, there are large differences in dropout rates 
across geographic districts, and in all of them, except Haifa, they are higher 
than in the Hebrew sector (the dropout rate in Hebrew schools in Haifa is 4.9 
percent as compared to 4.2 percent in the Arab schools). In Tel Aviv-Yafo, the 
dropout rate in Arab schools has not declined and has even risen somewhat 
over the years, although this involves only a small number of students (less 
than 300). About 17 percent of Arab high school students in the Tel Aviv 
district drop out of school. It is worth mentioning that these data do not 
relate to Arab Israeli students who attend Hebrew schools. 

A multivariate analysis presented in this study will show the contribution 
of socioeconomic variables to the differences across geographic districts. 
After controlling for these variables, the remaining differences in dropout 
rates across districts are very small, including in the Arab sector (except in 
the Tel Aviv district). 

Dropping out among immigrants
Despite the decline in their share in the student population, immigrants 
still constitute about 9 percent of the relevant cohorts in the Hebrew State 
and State-religious schools. The dropout rate among immigrants is high 
and stood at 9.2 percent in the 2017 cohort, which is more than 2.5 times 

13 The school districts correspond to the Ministry of Education districts.
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that of Israel-born students in Hebrew schools (whose dropout rate was 3.4 
percent). Focusing on immigrants who arrived after the age of 12 (who it is 
assumed did not attend primary school in Israel), this rate rises several fold 
and, despite the downward trend, stood at 19.4 percent in the 2017 cohort. 
A high dropout rate among immigrants who arrived at a late age is not a 
new phenomenon and has been described in many places, including in the 
Central Bureau of Statistics annual abstracts, publications of the Knesset 
Information and Research Center (Appel, 2000), publications of the Taub 
Center (Sever, 2002) and a study by Cohen-Goldner and Epstein (2014). This 
phenomenon is also observed in other countries (Corak, 2011; Beck, Corak, 
& Tienda, 2012). 

The dropout rate for immigrants who arrived at a young age has been 
characterized by a downward trend in recent years (from 9.7 percent in the 
2008 cohort to 6.3 percent in the 2017 cohort); however, the high dropout 
rate among immigrants who arrived at a late age is an enduring trait of 
the immigrant population and has been near the 20 percent level since the 
2011 cohort (Figure 10). Nonetheless, the number of immigrants arriving 
at high school age is declining and stood at only 1,150 in the 2017 cohort 
as compared to 3,751 in the 2003 cohort, so that, the absolute number of 
dropouts is quite small. 

Figure 10. Dropout rates by immigration status
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Although the data show a particularly high dropout rate among immigrant 
students who arrived after the age of 12, it should be kept in mind that the 
Ministry of Education database does not include data from the Population 
Authority. It may be that these high dropout rates are the result of a return 
to the country of origin or a move to a different country altogether and, 
therefore, the data should be treated with caution. In addition, data on the 
immigrant population, and particularly data for immigrants arriving at an 
older age, is subject to information and reporting deficiencies. For example, 
there is no data on parents’ level of education and date of arrival for many of 
the immigrants.14 Nonetheless, the findings are presented here, since this is 
an issue that deserves attention and is in need of further study. 

As mentioned, one of the main potential reasons for a high dropout 
rate among students who arrived after the age of 12 is their leaving Israel 
at some point after immigration: in 2017, the Ministry of Immigration and 
Absorption estimated that about 17 percent of immigrants leave Israel.15  
However, even if the immigrants are dropping out because they return to 
their country of origin or move to a different country, it is still important to 
determine whether there is reverse causation, namely whether returning 
to their country of origin or migration to a different country is influenced 
by difficulties in acclimatization experienced by the immigrants during 
adolescence. Another possible factor might be disappointment or difficulties 
with the education system and a preference for other educational frameworks 
in Israel (Haisraeli, 2019). 

Although this phenomenon is well-known and despite the gravity of the 
problem, there seems to be little research into the reasons for it, and policy 
proposals to deal with it. Therefore, a more thorough examination of the 
issue is needed, which — in addition to an analysis of administrative data 
— will be based on interviews with officials responsible for the integration 
of immigrants in Israel in general and within the education system in 
particular, with teachers who have experience in working with immigrant 
students, and with the students and their parents. Following such a study, it 
will be possible to carry out an in-depth analysis of the integration policy of 
immigrant students in secondary education. 

14 Another issue to be considered in the context of immigrants who arrived at an older 
age is the identification variable that is used for tracking the student. Upon arrival, many 
immigrants register according to their passport number and the shift to the identity number 
makes it difficult to track them over the years. In this study, we overcame the problem by 
using internal data of the Ministry of Education which made it possible to match passport 
number to identity number. We wish to thank Eliad Tepler from the Research Room for his 
support in this effort.

15 See the Knesset press release on June 7, 2017 https://tinyurl.comy4m3kl6p
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2. Multivariate analysis

The previous section presented a descriptive analysis of dropout rates based 
on selected cross-sections of the student population. A regression analysis 
was conducted to estimate the power of the relationship between dropping 
out according to these cross-sections while controlling for cross-effects. 

The regressions were run separately for the Arab and Hebrew education 
systems for the 2006 to 2017 cohorts. For each student, the following 
variables were included in the regression: gender, track (academic/high, 
medium or low technology), school district (the reference district is the 
Center), socioeconomic status with a proxy of parents’ years of schooling and 
number of siblings, immigrant status (for Jewish students), and a cohort fixed 
effect. Due to the complexity of the Arab education system in the Jerusalem 
district, it was omitted from the analysis. Additional regressions were run 
that supported statistically significant differences between the Hebrew and 
Arab student populations in all of the variables. For the sake of simplicity, 
the results for the two sectors are presented separately in Appendix Table 
4. Columns (1) and (2) present coefficients of linear regressions for the two 
sectors while Columns (3) and (4) present the marginal impacts obtained 
from logistic regressions. The directions of the results are identical in both. 

Most of the results are consistent with the descriptive analysis in both the 
direction and the statistical significance of the coefficients. The dropout rate 
among girls is lower than the rate for boys (a difference of 3 percentage points 
among Hebrew students and 7 percentage points among Arab students); 
immigrants drop out at a rate of about 5 to 5.5 percentage points more than 
native-born students; and students from a low socioeconomic background 
drop out more than those from a high socioeconomic background, where 
each additional year of parents’ schooling is associated with a decrease of 
0.5 percentage points in the dropout rate (1.1 percent for Arabs). In high 
technology education, the dropout rate is lower than in academic education, 
such that the gap is 2 percentage points in the Hebrew system and 4 or 6 
percentage points in Arab education. In the medium and low technology 
tracks, the gap is higher (2 to 3 percentage points in the medium technology 
track and 10 to 15 percentage points in the low technology track). 

With respect to geographic district, the analysis of dropout rates in State 
and State-religious schools shows that a significant share of the differences 
between districts is due to factors that are not purely geographic. Thus, it 
appears that the emphasis in public discourse on the geographical periphery 
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is overstated.16 Controlling for the background variables of the students and 
their study track shows that in the Hebrew education sector there are only 
small differences in dropout rates across geographic districts. The lowest 
dropout rate when taking into account socioeconomic background is in the 
Center district. The differences across the various districts range from 0.5 
percent to 1 percent and the highest dropout rate after taking account of 
other variables is in fact in the large cities, namely Jerusalem and Tel Aviv. 

In the Arab education system, the analysis shows that, here, again, 
geographic factors are not the only ones that influence the dropout rate. 
Schools in the Center district (the reference group), are found to have 
the lowest relative dropout rates (as is the case of schools in the Hebrew 
education system). The gap between most of the districts with an Arab 
student population is somewhat higher, but is not greater than 2 percentage 
points. The Tel Aviv district is an outlier, such that even after taking into 
account socioeconomic factors the dropout rate is higher by about 8.5 
percentage points than that in the Center district. 

An Oaxaca decomposition was conducted for the education system as a 
whole in order to determine the extent to which the decline in the dropout 
rate in each sector is the result of changes in the composition of the 
population (changes that are the result of an improvement in the student’s 
socioeconomic background, a change in the relative number of students in 
the different study tracks, etc.) as opposed to a change in the size of the 
estimators (the unexplained part). The decomposition compares between 
the 2006 and 2017 cohorts. The results are presented in Appendix Table 5. 

The decomposition for the Hebrew education system shows that most of 
the decline in the dropout rate (73 percent) cannot be explained by changes 
in the student composition. In the Arab education system, about one-half 
of the decline is explained by changes in the composition of students. The 
most important factor in the decline in dropout rates in the Arab education 
system is the student’s family background, as measured by parents’ years 
of education and number of siblings. Of the 3.6 percentage point decline 
in dropout rates between the 2006 cohorts and the 2017 cohorts, only 
1.4 percentage points are explained by the change in the composition of 
the observed variables. Of this effect, changes in family background are 
responsible for 1.2 percentage points while changes in the relative sizes 
of the tracks are responsible for only 0.4 percentage points. Gender and 
geographic district have negative effects. 

16 See, for example, the session of the Knesset Science and Technology Committee on 
February 14, 2017, https://tinyurl.com/y2uxe2sp
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3. Discussion and conclusions

The public discourse on academic achievement in secondary schools usually 
focuses on bagrut rates, which in the best case currently is 60 percent of 
the age cohort.17 Nonetheless, even today, about 8 percent of students in 
an age cohort drop out from their studies and do not complete 12th grade. 
This group is the focus of this study; most of its members come from weaker 
socioeconomic backgrounds. It is important to remember that part of 
this group is composed of Haredi boys who transfer to yeshiva in order to 
continue their religious education. 

The data on dropping out can be viewed from two angles. The first is 
optimistic and emphasizes the large improvement in recent years. The 
second is more pessimistic and points to the continuing existence of the 
drop-out phenomenon and its concentration in certain population groups. 

A positive development is the continuous decline in dropout rates in 
Hebrew non-Haredi schools — from 8.7 percent in 2003 to 5.4 percent in 
2017. The highest dropout rates are among the weakest population groups 
and dropout rates are lower among girls in all the groups. 

Another positive development is the long-term decline in dropout rates in 
the various tracks of the technological education system. This development 
is an indication that technological education has reached a more equal status 
relative to academic education with regard to the future opportunities that 
it provides to students. Moreover, the high technology track may, in fact, 
provide even more future educational and employment opportunities and 
its contribution is particularly significant in the Arabic-speaking sector. 

The third positive development is seen in the narrowing of gaps in the 
dropout rate between the Hebrew and the Arabic-speaking sector. Taking 
into account the school’s socioeconomic background, the dropout rates in 
Arabic-speaking schools are lower,  and sometimes considerably lower,  than 
those in Hebrew-speaking schools. This can be viewed as a major achievement 
by the Arabic-speaking schools, which are successfully dealing with their 
student body which is drawn from weaker socioeconomic backgrounds.

A somewhat surprising finding is the lack of difference,  or the existence 
of only a small gap,  in dropout rates between geographic districts, at 
least in the Hebrew education sector. This finding is an indication that, if 
socioeconomic factors are taken into account, the achievements in schools 

17 For example, in 2016, about 90 percent of the age cohort attended 12th grade and about 
63 percent of them matriculated. Therefore, 57 percent of the age cohort matriculated 
(CBS, 2018; Table 8.19). In this context, we would mention that about 6 percent of 12th grade 
students who did not matriculate did so at a later stage (ibid., Table 8.23).
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located in the geographic periphery are not lower than those of schools in 
the Center with respect to dropout rates. 

It is, nonetheless, important to continue efforts to reduce dropout rates, 
particularly among boys in the Bedouin sector and among immigrants who 
arrived after the age of 12. To accomplish this, methods for locating dropouts 
from the system should be improved. Currently, locating these students is 
done by comparing student lists from year to year. It is important to locate 
these students throughout the years by cross-referencing the relevant age 
cohort lists from the population census bureau with student enrollment lists. 
It would also be useful to track Haredi students who drop out of frameworks; 
while many go on to higher yeshivas to continue their Torah studies, there 
is also the possibility that a significant number of boys drop out and that this 
issue is not being dealt with.

In order to reduce dropout rates further, it would be desirable to improve 
the existing educational frameworks and to encourage initiatives for the 
development of innovative frameworks that can deal with dropouts. With 
respect to specific populations, such as immigrant students who arrive in 
Israel after the age of 12, consideration should be given to the development 
of designated frameworks that will operate in conjunction with youth 
institutions or with other types of institutions (such as mother-tongue 
cultural centers, immigrant garins (literally, a kernel — a small group of 
people) in the schools, boarding schools, or pre-military academies). 

Finally, consideration should be given to the possibility of providing 
financial compensation on the school level, such as additional budget 
for each dropout who is returned to the system. This option should be 
implemented with caution since public policy literature presents numerous 
examples of unexpected and undesirable consequences resulting from this 
type of compensation. Nonetheless, financial compensation has considerable 
power, both on the individual and institutional level. 

Indeed, even if the achievement of a decline in dropout rates is impressive, 
the words of Bialik are appropriate: 

“The road is long, the battles are many.”  
(The Last Dead of the Desert, Haim Nahman Bialik) 
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Appendix Table 1. Characteristics of the Nurture Index quintiles, 
2017 school year (Nurture Index from 2015)

Education 
sector

Nurture 
Index 

quintile

Size Maximum 
Index 
score

Minimum 
Index 
score

Mean 
Index 
score

Dropout 
rate

Bagrut 
rate

Hebrew 1 14,213 2.34 1.20 1.87 0.0172 0.8927

2 14,294 3.67 2.34 2.91 0.0264 0.8595

3 14,256 5.31 3.69 4.47 0.0335 0.7949

4 14,363 6.44 5.36 5.90 0.0447 0.7377

5 14,301 9.66 6.49 7.55 0.0852 0.6236

Arab 1 6,195 6.94 3.85 5.94 0.0189 0.6952

2 6,265 8.00 6.94 7.57 0.0589 0.5982

3 6,003 8.38 8.03 8.23 0.0915 0.4554

4 6,367 8.83 8.39 8.61 0.1260 0.4176

5 6,370 9.88 8.83 9.10 0.1052 0.4011

Source: Guy Yanay, Hadas Fuchs, and Nachum Blass, Taub Center | Data: Ministry of Education
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Appendix Figure 1. Trends in dropout rates in technological 
education and Arab education
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Appendix Table 2. Characteristics of the Nurture Index quintiles,
2010 school year (Nurture Index from 2008)

Education 
sector

Nurture 
Index 

quintile

Size Maximum 
Index 
score

Minimum 
Index 
score

Mean 
Index 
score

Dropout 
rate

Bagrut 
rate

Hebrew 1 13,840 2.45 1.00 1.97 0.0264 0.8147

2 14,428 3.85 2.46 3.14 0.059 0.7470

3 14,120 5.60 3.86 4.75 0.0568 0.6330

4 14,132 7.11 5.61 6.32 0.0838 0.5294

5 14,334 9.78 7.11 8.05 0.1091 0.4981

Arab 1 5,103 7.12 3.37 5.95 0.0302 0.5503

2 5,078 7,80 7.16 7.56 0.0731 0.3974

3 4,856 8.17 7.82 7.98 0.1503 0.3066

4 5,549 8.77 8.22 8.42 0.1303 0.3269

5 4,207 9.83 8.78 9.25 0.1590 0.3105

Source: Guy Yanay, Hadas Fuchs, and Nachum Blass, Taub Center | Data: Ministry of Education

Appendix Table 3. Dropout rates by geographic districts

Hebrew education,  
excluding Haredi schools

Arab education

2003 2017 2003 2017

Jerusalem 6.70% 4.00%

North 8.30% 5.00% 13.40% 5.40%

Haifa 7.60% 4.90% 9.90% 4.20%

Center 6.20% 3.40% 11.80% 4.00%

Tel Aviv 6.90% 4.40% 16.80% 17.10%

South 8.00% 4.90% 15.40% 10.80%

Judea/Samaria 7.60% 3.20%

Source: Guy Yanay, Hadas Fuchs, and Nachum Blass, Taub Center | Data: Ministry of Education
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Appendix Table 4. Regression results, school dropouts,  
2006-2017

Dependent variable

Linear estimators Logistic marginal effects

Jews Arab Israelis Jews Arab Israelis

Gender -0.033*** -0.072*** -0.032*** -0.073***

(-0.001) (-0.001) (-0.001) (-0.001)

High tech -0.022*** -0.037*** -0.024*** -0.061***

(-0.001) (-0.001) (-0.001) (-0.001)

Low tech 0.153*** 0.142*** 0.126*** 0.095

(-0.004) (-0.004) (-0.004) (-0.003)

Medium tech 0.032*** 0.020*** 0.028*** 0.019***

(-0.001) (-0.001) (-0.001) (-0.001)

District

Jerusalem 0.011***  0.015***  

(-0.001) (-0.001)

North 0.004*** 0.020*** 0.006*** 0.023***

(-0.001) (-0.001) (-0.001) (-0.002)

Haifa 0.006*** 0.025*** 0.007*** 0.033***

(-0.001) (-0.001) (-0.001) (-0.003)

Tel Aviv 0.012*** 0.084*** 0.014*** 0.099***

(-0.001) (-0.001) (-0.001) (-0.008)

South 0.006*** 0.035*** 0.009*** 0.035**

(-0.001) (-0.001) (-0.001) (-0.003)

Judea/Samaria 0.003** 0.004**

(-0.001) (-0.002)

Parents years 
of schooling

-0.006*** -0.011*** -0.005*** -0.011***

(-0.0001) (-0.0001) (0) (0)

No. of siblings 0.003*** 0.005*** 0.002*** 0.004*** 

(-0.0002) (-0.0002) (0) (0)

Immigrant 0.056*** 0.049***  

(-0.001) (-0.001)

Constant (2016) 0.109*** 0.175***

(0.002) (0.002)
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Dependent variable

Linear estimators Logistic marginal effects

Jews Arab Israelis Jews Arab Israelis

Year (fixed 
effects)

Yes Yes Yes Yes

Observations 693,085 232,991 293,085 232,991

Log likelihood -122,826.3 -54,6509.21

Akaike Inf. Crit. 245,702.6 109,262.4

R2 0.037 0.072

Adjusted R2 0.037 0.072

Residual std. 
error

0.210 0.256

(df=693,060) (df=232,969)

F statistic 1,103.221*** 864.386***

(df=24; 693,060) (df=21; 232,969)

Note: * p < 0.10; ** p < 0.05; *** p < 0.01.
Source: Guy Yanay, Hadas Fuchs, and Nachum Blass, Taub Center

Appendix Table 4 (continued). Regression results, school dropouts, 
2006-2017
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Appendix Table 5. Results of Oaxaca decomposition analysis

Jews Arab Israelis

Coefficient se Coefficient se

Overall 0.028235 0.036389

Endowment 0.007600 0.000083 0.014329 0.000563

Coefficient 0.015642 0.000512 0.016536 0.002213

Interaction 0.004994 0.000490 0.005523 0.001454

Endowment

(Intercept) 0.000000 0.000000 0.000000 0.000000

Gender -0.000153 0.000048 -0.000870 0.000240

start track High 0.000784 0.000038 0.002610 0.000280

start track Low 0.000290 0.000054 0.002260 0.000250

start track Medium 0.000228 0.000009 -0.001240 0.000160

Jerusalem 0.000154 0.000025

start North district 0.000044 0.000008 0.000440 0.000180

start Haifa district 0.000290 0.000009 -0.000100 0.000030

start Tel Aviv district 0.000004 0.000019 -0.000120 0.000080

start South district 0.000061 0.000013 -0.000790 0.000240

Judea/Samaria -0.000018 0.000028

Education 0.001636 0.000041 0.008550 0.000470

Siblings 0.002033 0.000156 0.003590 0.000810

Immigrant 0.002509 0.000207

Coefficient

(Intercept) 0.059987 0.005483 0.064810 0.010390

Gender -0.011150 0.000766 -0.012860 0.002140

start track High -0.000371 0.000387 -0.004080 0.001020

start track Low 0.001192 0.000110 0.003450 0.000170

start track Medium 0.003699 0.000277 0.004070 0.001090

Jerusalem 0.000983 0.000066

start North district -0.000592 0.000149 -0.000770 0.001490

start Haifa district 0.000403 0.000227 0.001020 0.000230
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Jews Arab Israelis

Coefficient se Coefficient se

start Tel Aviv district 0.000003 0.000386 0.000040 0.000430

start South district -0.000462 0.000718 -0.002540 0.000470

Judea/Samaria 0.000239 0.000373

Education -0.037115 0.004468 -0.036910 0.007350

Siblings -0.005104 0.000542 0.000300 0.001620

Immigrant 0.003930 0.000248

Interaction

(Intercept) 0.000000 0.000000 0.000000 0.000000

Gender -0.000162 0.000036 -0.000440 0.000030

start track High 0.000080 0.000085 0.001680 0.000410

start track Low 0.000191 0.000028 0.001500 0.000110

start track Medium 0.000201 0.000015 -0.000970 0.000230

Jerusalem 0.000229 0.000022

start North district -0.000026 0.000006 -0.000050 0.000090

start Haifa district 0.000014 0.000006 -0.000100 0.000020

start Tel Aviv district 0.000000 0.000003 -0.000010 0.000050

start South district -0.000020 0.000020 0.000480 0.000060

Judea/Samaria -0.000038 0.000053

Education 0.001134 0.000138 0.003270 0.000610

Siblings -0.002300 0.000234 0.000150 0.000850

Immigrant 0.005691 0.000483

Note: * p < 0.10; ** p < 0.05; *** p < 0.01.
Source: Guy Yanay, Hadas Fuchs, and Nachum Blass, Taub Center

Appendix Table 5 (continued). Results of Oaxaca decomposition 
analysis
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Emerging Early  
Childhood Inequality: 

Poverty and Future  
Academic Achievement

Dana Vaknin, Yossi Shavit, and Isaac Sasson 

Abstract

Average academic achievement in Israel is among the lowest in the OECD 
and inequality in academic achievement is among the highest. Similarly, 
economic inequality and the incidence of poverty in Israel, particularly 
among children, are among the highest in the developed world. This study 
looks at whether and how household income in early childhood (from 
birth to age 5) affects later academic achievements on standardized tests. 
The study is based on the Population and Housing Census conducted in 
Israel in 1995 and 2008, which includes information on family income 
and socioeconomic background. Data on children’s achievements on the 
Meitzav exams in Grade 5 (Meitzav is the Hebrew acronym for School 
Growth and Efficiency) were also used. The findings show that being at 
the lower end of the family income distribution in early childhood has an 
adverse and statistically significant effect on future academic achievement, 
even when controlling for household income in later childhood and other 
sociodemographic variables, such as parents’ education and family size. 
Also, there are substantial differences between stages of early childhood 
and the effect of family income on future academic achievement. The effect 
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of relative poverty was found to be stronger for young children between 
birth and two years of age than for those between 3 and 5-years-old. These 
findings support “The First Thousand Days” theory, according to which early 
childhood should not be viewed as a single uniform unit but rather greater 
attention should be given to the first thousand days of life, which are critical 
to a child’s future development.  

Introduction

The early years of an individual’s life are considered to be a highly important 
stage. The conventional wisdom is that if an investment is made in early 
childhood, then children will experience optimal development, will achieve 
greater success in school and in their adult lives, and will be better able to 
realize their full potential. In recent years, thanks to the development of brain 
sciences and the development of advanced, non-invasive research tools such 
as MRI and fMRI, which make it possible to measure the activity of children’s 
brains, this theory has been supported by research findings (Lenroot & 
Giedd, 2006). By means of such technological tools, researchers have found 
that, during early childhood, the environment and accessibility of learning 
and enriching experiences have a major impact on the development of the 
structure of the young brain (Rosenzweig, 2003; Lupien, McEwen, Gunnar, & 
Heim, 2009; Noble et al., 2015). 

This paper discusses the link between family income during early 
childhood — which is a critical age developmentally — and academic 
achievement in later years for Israeli children. It is known that the average 
academic achievements of students in Israel are among the lowest of those 
countries participating in international tests such as PISA and TIMSS. In 
addition, it is known that achievement gaps among students in Israel are 
among the highest in the OECD (RAMA, 2016). This paper will examine the 
question of whether the high variance in academic achievement among 
Israeli students is also related to the high levels of economic inequality and 
poverty among children. The literature on the unique effect of poverty at a 
young age on future achievement indicates that poverty is related to elevated 
levels of stress, low levels of positive stimulation, low parental investment in 
the cognitive development of their children, and the relatively low quality of 
early childhood education (Brooks-Gunn & Duncan, 1997; Guo, 1998). These 
factors are likely mediating variables of the negative effects of poverty on 
child development. 
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1. Economic inequality and poverty among 
children in Israel
Disposable income economic inequality in Israel is among the highest in 
the OECD countries. The share of households under the poverty line in 
Israel is higher than in any other developed country (Gal, Krumer-Nevo, 
Madhala, & Yanay, 2018). According to the Report on Poverty and Social Gaps 
of the National Insurance Institute (NII), in 2017, there were 466,400 families 
living in poverty in Israel, which included 814,800 children (NII, 2018). In an 
international comparison, the rate of poverty was 19.5 percent in Israel in 
2015, the highest among the 32 OECD countries that were examined (Figure 
1).1 Not only is Israel’s incidence of poverty the highest among developed 
countries, the problem is particularly acute in the case of children, where 
the rate of poverty for children ages 0 to 17 is 25.5 percent (OECD, 2016c).

According to the OECD definition, the incidence of poverty measured by 
disposable income among children in Israel was 23.8 percent in 2017. Thus, 
Israel is again high in the OECD ranking, with only Turkey having a higher 
incidence of poverty among children. According to the Israeli equivalence 
scale, the incidence of poverty in 2017 stood at 29.6 percent after transfer 
payments and direct taxes. This is compared to the per capita incidence of 
poverty which stood at 21.2 percent, 18.4 percent among families, and 17.2 
percent among the elderly (NII, 2018).2 The phenomenon of poverty among 
children in Israel is particularly serious among the Arab Israeli and Haredi 
(ultra-Orthodox Jewish) populations, which are also characterized by very 
high birth rates (Ben-David & Bleikh, 2013). The data of the NII show that 
families with children constitute more than one-half of the total number 
of families living in poverty. Two-thirds of these families live in long-term 
poverty,3 with a particularly high incidence among families with high 
correlates of poverty, i.e., large Haredi families, those without a wage earner 
of working age, and families where the head of the household has only eight 
years of schooling or less (NII, 2018). 

1 According to the accepted OECD system of measurement, the incidence of poverty is 
defined as the proportion of individuals whose income is below the poverty line, which is 
defined as 50 percent of the median disposable household income in the population.

2 The worsening of the incidence of poverty according to Israeli measures as compared 
to the OECD’s methods of measurement is due to the fact that Israel’s equivalence scale 
attributes a greater weight to large families and the share of large families in Israel is much 
higher than in the other OECD countries (NII, 2018).

3 According to the NII, families living in long-term poverty are those whose income and 
consumption are both below the poverty line, since consumption is influenced primarily by 
permanent income rather than temporary fluctuations in income.
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Comparative studies have shown that societies with high economic 
inequality suffer from more serious health and social problems, such as 
mental illness, obesity, violence, drug abuse, murder, low levels of trust, 
and low academic achievement (Kaplan, Pamuk, Lynch, Cohen, & Balfour, 
1996; Wilkinson & Pickett, 2007; 2009). Furthermore, it is well known that 
countries with a high level of income inequality are characterized by low 
rates of intergenerational economic mobility, which implies a high level of 
inequality in economic opportunity (Corak, 2013). 

Figure 1. Overall poverty rate and poverty among children  
ages 0-17, 2015
After transfer payments and taxes, OECD countries
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2. Inequality in academic achievement in Israel

Academic achievement4 in Israel is much lower than in other developed 
countries, a situation that has remain unchanged over time and which 
receives periodic confirmation by various international academic 
achievement tests, such as PISA and TIMSS (Feniger & Shavit, 2011; RAMA, 
2016). Thus, for example, Israel is ranked highest among the OECD countries 
in the share of students at the lowest achievement level in mathematics 
(32 percent versus the OECD average of 23 percent). Despite continuous 
improvements in the Israeli education system over the years (Blass, 2018), 
the achievements of Israeli students remain disappointingly lower than the 
OECD average (Dahan, 2018). 

Not only do Israeli students perform poorly on international tests, but the 
level of inequality in achievement among students in Israel is the highest 
among the OECD countries and has been among the highest of developed 
countries for decades (Ben Dor, 2011; RAMA, 2016; 2017). For example, in 
Israel, the gap between the representative scores of the 5th and the 95th 

percentile in scientific literacy on the PISA exam, which measures the 
academic level of 15-year-olds, is the largest among the 70 countries that 
participated in the test in 2015 (except for Malta) and is also the largest 
among the OECD countries. In reading and mathematical literacy, Israel ranks 
highest among the OECD countries in terms of the gap between the weakest 
students and the strongest students and is ranked third among all countries 
and economies that participated in the testing. The reading comprehension 
scores of students in Israel are the most widely dispersed from among the 
skills tested, with a gap of 371 points between the representative scores of 
the 5th and 95th percentiles (Figure 2). The high variance in the scores in 
Israel is consistently observed in every round of PISA testing and in other 
international tests as well (RAMA, 2016; Dahan, 2018). 

4 The concept of “academic achievement” relates to the quantity of knowledge accumulated 
by an individual in a defined field, whether or not it has been acquired in the education 
system. The level of academic achievement and the degree of inequality in academic 
achievement can be measured using standardized tests such as Meitzav, PISA, the 
matriculation exams, the psychometric exam, etc. This study will focus on achievement of 
this type.
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Figure 2. The gap between the representative score of the 
5th percentile and that of the 95th percentile in reading 
comprehension on the PISA exam, 2015
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The high inequality in academic achievements among students in Israel is 
to a large extent a reflection of the economic inequality among families. 
Research has shown that students from strong socioeconomic backgrounds 
attain higher academic achievements on average than students from weak 
socioeconomic backgrounds. For example, the probability of a student 
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attaining a matriculation certificate — which to a large extent determines 
his chances of being accepted to academic studies — improves with his 
family’s economic status (Ayalon & Shavit, 2004). Higher income parents can 
send their children to better schools, can afford tutoring when necessary, 
and can also afford educational tools such as books and computers for their 
children (Shavit, forthcoming). 

In recent years, it has become increasingly clear that inequalities in 
academic achievement develop at very young ages, even before children 
enter the education system (Shavit, Friedman, Gal, & Vaknin, 2018). 
Feinstein (2003), for example, analyzed the results of cognitive tests given 
to 22-month-old infants in the United Kingdom. The findings show that 
even at that young age there are clear developmental differences according 
to socioeconomic status.5 The most striking finding shows that from the 
moment that developmental gaps appear, they become more pronounced 
over time (when examined at ages 3½, 5, and 10). The research findings, 
which are presented in Figure 3, show that, over time, children from strong 
socioeconomic backgrounds continue to improve their achievements on 
child development tests, while the relative achievements of children from 
weak socioeconomic backgrounds decline with age. In view of these and 
other similar results, researchers have concluded that a relatively large part 
of the gaps between children from different socioeconomic backgrounds 
emerge in early childhood (Barnett, 1995, 2011; Feinstein, 2003; Heckman, 2006). 

5 Socioeconomic background (or socioeconomic status — SES) is measured according to 
the occupational classification of the two parents at the time of their child’s birth. Similar 
findings were obtained when socioeconomic background was measured according to the 
combined education of the parents and also according to the education of the mother or 
father alone.
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Figure 3. Average ranking of cognitive skills among children 
ages 22, 42, 60, and 120 months by socioeconomic background
United Kingdom, children born in 1970
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Source: Dana Vaknin, Yossi Shavit, and Isaac Sasson, Taub Center | Data: Feinstein, 2003

3. The importance of early childhood:  
A critical developmental period

Advances in the study of the brain, including the development of non-
invasive technologies such as MRI and fMRI, have led researchers to 
the conclusion that the early years of life are an unparalleled window of 
opportunity for cognitive, emotional, and social development (Rosenzweig, 
2003; Sowell et al., 2003; Kuhl, 2004). During this period, the brain develops 
at a particularly rapid pace. By the age of one, the brain reaches 70 percent 
of its size; by the age of three, 85 percent; and by the age of five, 95 percent, 
on average. Researchers who advocate this approach have constructed the 
theory of “The First Thousand Days,” according to which the thousand days 
from conception until the child’s second birthday constitute a critical period 
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in the development of the child’s abilities and also form the basis for future 
development.6  

The psychology literature usually distinguishes between a critical period 
for development and a sensitive period for development. A critical period 
is a specific and defined developmental period during which exposure to 
necessary stimulation is essential to a particular skill development; lack 
of exposure results in the skill not developing at that time and sometimes 
never developing. During this period, the infant is particularly sensitive to 
the presence or absence of specific experiences or stimuli and only during 
this period can they have an influence on the development of the nervous 
system (Bailey, Bruer, Symons, & Lichtman, 2001). For example, if one eye is 
prevented from seeing at a young age, then this will alter the distribution of 
cells in the brain that deal with vision and may lead to the long-term loss of 
depth perception (Wiesel & Hubel, 1963). A sensitive period is one in which 
the brain reacts optimally to certain experiences. After the conclusion of this 
period, the development of the relevant skill is no longer optimal, although 
it is still possible. For example, it is known that the cognitive system in 
the brain is particularly sensitive to the acquisition of language in early 
childhood and in order to acquire language children must be exposed to it at 
very early stages in their lives (Kuel, Wiliams, Lacerda, Stevens, & Lindblom, 
1992; Nelson & Sheridan, 2011). An extreme example is Genie, an American 
girl who from a very young age was subject to severe language deprivation 
with no social interaction with the rest of her family. Since she was never 
exposed to language during the critical period, her ability to absorb and 
produce syntax was limited at a later age (Curtiss, 1977; for a review of the 
literature, see Shavit et al., 2018, p. 16-30).7 

In order to understand why early childhood is such a critical period for 
development, it is important to understand the biological and physical 
processes that take place during it. Particularly important developmental 
processes occur even before birth, thus emphasizing the importance of 
early childhood in neural, cognitive, emotional, and social development. 
One of these is synaptic printing. At birth, infants have more cells and more 
synapses than are necessary (known as synaptogenesis); with age, a process 

6 For example, http://first1000daysfl.org/ ; https://thousanddays.org/

7 In recent years, it has become increasingly clear that the boundaries between the critical 
period and the sensitive period are not sufficiently clear. Thus, development continues 
even after the critical period, although closing the gaps is much slower, more difficult and 
incomplete. Therefore, brain researchers currently tend to relate to the sensitive periods as 
critical periods.
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of specialization occurs. During this process, the sensitivity to stimuli that 
the infant is not exposed to declines, but at the same time, the infant acquires 
capabilities in those skills that he does practice (Sanes & Jessel, 2013). In 
other words, on the one hand, there is a decline in the ability to perceive 
experiences and stimuli that do not occur frequently, while on the other 
hand, there is an improvement in the acquisition of experiences and stimuli 
to which there is frequent exposure. 

The ability of the brain to change in response to its environment and 
experiences is optimal in the early years of life, namely in early childhood. 
Therefore, there are those who claim that educational intervention will be 
more effective and also more economically efficient during the first three 
years of life (Heckman, 2006; 2008). Although skills and abilities can be 
developed at later ages, this occurs optimally at younger ages and requires 
less energy and investment on the part of both the individual and society 
(Levitt, 2009). 

4. The link between family income in early 
childhood and academic achievement

As mentioned previously, socioeconomic disparities are to a great extent 
related to gaps in cognitive development from the time of early childhood. 
Research has shown, for example, that poverty in early childhood has adverse 
and statistically significant effects on achievement during the third decade 
of life, including low income, fewer weekly work hours, and fewer years 
of schooling (Duncan, Ziol-Guest, & Kalil, 2010). Studies have even found a 
relationship between family income in early childhood and the structure of 
the brain. For example, it was found that family income is related to the 
total internal surface of the brain in areas responsible for language, reading, 
spatial perception, and executive function,8 and that this effect is especially 
strong among children in families with the lowest incomes (Noble et al., 2015). 
However, the factors that link between family income in early childhood 
and the development of learning abilities and academic achievement at later 
ages constitute a kind of “black box” in this field of research in general and 
for the current study in particular. The theoretical discussion in this section 
focuses on the social, family, and biological factors that can explain why 
developmental disparities are liable to develop between children of different 

8 Executive functions are high cognitive control and monitoring processes, such as 
emotional regulation, delayed gratification, and selective attention.
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socioeconomic backgrounds at such an early age, including parenting styles, 
stress, sensory stimuli, and quality of early childhood education (Figure 4). 

Figure 4. The processes that link between family  
socioeconomic background and cognitive development and 
academic achievement

Source: Dana Vaknin, Yossi Shavit, and Isaac Sasson, Taub Center
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for the basic needs of their children, such as food, shelter, and physical 
conveniences, and allow their children to develop naturally without any 
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Stress

Stress is an individual’s feeling of doubt in his ability to deal with a particular 
situation at a particular period in time. Stress can diminish the functioning 
of essential nervous systems that are located in the prefrontal cortex, which 
are responsible for moderating social behavior, planning, and emotions 
(Hyman & Cohen, 2013). In situations of prolonged stress, there is elevated 
secretion of hormones such as cortisol, which depress the immune system 
and lead to cognitive and behavioral changes. The chronic secretion of such 
hormones can lead to the creation of other psychological symptoms, such as 
nervousness, mental unrest, anxiety and depression, avoidance and fatigue 
(Gordon & Hen, 2004; Ropper, Samuel, & Klein, 2014). Studies have shown 
that, during early childhood, the brain is particularly sensitive to stress 
situations (Lupien et al., 2009) and chronic exposure to such situations in 
early developmental stages can disrupt cognitive and emotional aspects of 
normal development and can cause a significant delay in the ability to learn 
(see Shavit et al., 2018, p. 8-17). 

Many researchers believe that among families living in financial distress 
there is higher likelihood of negative experiences involving high levels 
of stress, such as exposure to negative environmental stimuli, violence 
in the family and in the community, the breakdown of the family unit, 
frequent residential moves, difficulties in the work place, job instability 
and unemployment, and also greater use of negative parenting strategies 
(Conger, Ge, Elder, Lorenz, & Simons, 1994; McLoyd, 1998; Bradley & Corwyn, 
2002; Mullainathan & Shafir, 2013; Lipina, 2016). Prolonged exposure of 
young children to chronic stress and socioeconomic deprivation (toxic 
stress) can disrupt the development of brain structure and increase the risk 
of low cognitive functioning that will continue into adolescence (Lupien 
et al., 2009; Blair, 2010; Shonkoff, 2011; Shonkoff et al., 2012; Center on 
the Developing Child at Harvard University, 2019). Young children who 
experience the burden of their family’s economic and social stress are likely 
to enter the education system with greater risk of behavioral problems, 
poorer executive functioning, learning disabilities or ADD; they also show 
lower overall academic achievement in school (Phillips & Shonkoff, 2000; 
Nelson & Sheridan, 2011). 

Sensory stimuli

As noted, during early childhood the brain is particularly sensitive to 
external environmental stimuli and environmental experiences that then 
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affect its structural and functional organization. Thus, experiences and 
environmental influences at an early age can leave a lasting mark on the 
developing brain’s architecture (Shonkoff et al., 2012). The rate of infant 
brain development is at its peak during the first years of life and the 
growth in each of its areas is to a great extent dependent on the receipt 
of the relevant stimuli. These stimuli provide the basis for learning and 
infants need enriching sensory stimuli for healthy development (Sanes & 
Jessel, 2013; Child Welfare Information Gateway, 2015). For example, it was 
found that the average level of intelligence of infants ages 6-31 months who 
grew up in orphanages in Romania was lower than that of infants who grew 
up in foster families, due to the lack of sufficient attention and emotional 
support from caregivers and the low exposure to enriching language stimuli 
for infants in orphanages (Nelson, Fox, & Zeanah, 2013; see also Chugani 
et al., 2001). In other words, the early years of life are a critical period for 
the receipt of enriching stimuli — both physical and emotional — that are 
needed for healthy development. 

The family’s socioeconomic background in early childhood can influence 
the supply of sensory stimuli that children are exposed to at this critical age 
and this is likely to have an influence on cognitive neural development. For 
example, it has been found that more educated parents invest more time 
in educational activity connected to early cognitive development, such as 
reading to their children (Leibowitz, 1974; Timmer, Eccles, & O’Brien, 1985; 
Sandberg & Hofferth, 2001). Research has also shown that parents from a 
strong socioeconomic background tend to talk to their infant children 
more and in more complex ways than parents from weaker socioeconomic 
backgrounds, which supports the development of a broader vocabulary 
among their infants (Hart & Risley, 1995; Hoff, Laursen, & Tardif, 2002). In 
contrast, parents from particularly weak socioeconomic backgrounds are 
liable to find it difficult to provide their children with cognitive stimuli, 
such as toys, books, and other learning tools (Sheridan & McLaughlin, 2014). 
Parents who have to work at more than one job also have less time and fewer 
resources to provide these kind of activities for their children (Spera, 2005). 

It is important to stress that economic distress is not necessarily related 
to low exposure to cognitive and intellectual stimuli, although it does seem 
to reduce the likelihood of high, positive exposure. Furthermore, even 
though children from strong socioeconomic backgrounds may suffer from 
a lack of enriching cognitive stimuli, children who grow up in deprived 
economic situations in general experience greater distress and may have 
fewer resources to deal with these stressors (Evans, Li, & Whipple, 2013). 
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The quality of education in early childhood

Studies have shown that a family’s socioeconomic status influences the 
childcare choices that they make (Fuller, Holloway, & Liang, 1996; Early & 
Burchinal, 2001). For example, there is a greater likelihood that more educated 
parents send their young children to an educational framework (Kim & 
Fram, 2009) and that their children spend more time in such frameworks 
(Early & Burchinal, 2001; Wolfe & Scrivner, 2004). Furthermore, children 
in families with strong socioeconomic backgrounds tend to participate in 
higher-quality educational programs (Paszzalunga & Pronzato, 2014; Del 
Boca, 2015; Kulic, Skopek, Triventi, & Blossfeld, 2017). In contrast, children 
from weak socioeconomic backgrounds are more often in informal childcare 
arrangements (Early & Burchinal, 2001) and have a lower likelihood of 
participating in high-quality early childhood education programs (Blossfel 
et al., 2019). 

Research also indicates that investment in education in early childhood 
can lead to a significant improvement in a child’s skills, both cognitive 
and non-cognitive, which in the long term can improve educational and 
occupational opportunities. One of the most well-known longitudinal 
studies in the field of education is the High/Scope Perry Preschool Study, 
which tracked a group of 3 and 4-year-olds growing up in disadvantaged 
environments in the 1960s. The children in the study were randomly divided 
into an experimental group (program group) and a control group. The 
children in the program group attended a two-year high-quality educational 
program five times a week for two and a half hours each time, until their 
entry into kindergarten. The educational staff in the program had academic 
training, there was a low staff-to-child ratio, and the program included 
weekly home visits. The children assigned to the control group started 
kindergarten without having participated in any special early childhood 
intervention program. The researchers gathered data on the two groups 
from ages 3 to 11 and again at the ages of 14, 15, 19, 27, and 40. In subsequent 
studies, it was found that the program yielded a high positive return both for 
the participants and wider returns for society at large (Barnett, 1985, 1996; 
Schweinhart et al., 2005; Heckman, Moon, Pinto, Savelyev, & Yavitz, 2010). 
Every dollar invested in the treatment group in early childhood yielded a 
profit of more than 70 dollars at age 27 (Barnett, 1996). It was also found that, 
at age 40, those who had been in the treatment group had higher incomes, 
committed fewer crimes, and had a higher likelihood of completing high 
school and being employed (Figure 5).
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James Heckman calculated the rate of return on the Perry Preschool 
Intervention Project and found that every dollar invested in the educational 
intervention at age 4 yields a social return of 60 to 300 dollars by the age 
of 65 (Heckman et al., 2010). Heckman’s most recent study shows that the 
children of the program participants, who are today 30 years old on average, 
continue to show benefits in their educational, health, and occupational 
outcomes. In other words, a high-quality early childhood education for 
disadvantaged populations can break the intergenerational cycle of poverty 
(Heckman & Karapakula, 2019). 

Figure 5. Results of the High/Scope Perry Preschool Study
For participants at age 40
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5. The research goal and hypotheses

The goal of this study is to determine whether family income in early 
childhood has an effect on the future academic achievements of students 
in Israel according to standardized tests. Based on the literature review, the 
study examines two separate hypotheses: 
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1. There is a positive correlation between family income during early 
childhood (birth to age 5) and future academic achievement (according 
to the Meitzav exams), even after controlling for family income at later 
ages and additional sociodemographic characteristics, such as parents’ 
education and family size. In other words, the higher family income is 
in early childhood, the higher will be the child’s academic achievement 
in adolescence. As indicated by the literature review, many researchers 
have emphasized not only the relative quantity of socioeconomic 
resources available to the family but also the unique effect of poverty. 
According to this approach, poverty experienced in early childhood is 
liable to adversely affect the supply of cognitive stimuli available to 
children and to create stress situations, which in turn have a negative 
effect on outcomes later in life. Therefore, the study will consider not 
only the effect of income as a continuous variable but also that of being 
located at the extremes of the income distribution, namely being among 
the poor and being among the wealthy. 

2. The effect of family income during early childhood on academic 
achievement is stronger for children from birth to age 2 than at ages 3 
to 5. This hypothesis is in line with “The First Thousand Days” theory, 
according to which the sensitivity of infants to environmental influences 
diminishes with age. 

6. Research method

Data

The dataset was produced especially for this study by the Central Bureau of 
Statistics (CBS). The file was created by merging the Population and Housing 
Census for 1995 and 2008, the Population Registry, and the Meitzav files of 
the Ministry of Education. The merging of the files was carried out on the 
level of the individual according to identity number. In order to maintain 
anonymity, the identity number was replaced by a fictitious number. Data 
was analyzed in the CBS Research Room and subject to restrictions to ensure 
privacy. 

The fifth Population and Housing Census in Israel was conducted in 
October-November of 1995. It collected a variety of demographic, economic, 
and social data on Israel’s population and households. A sample of 
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twenty percent of all the households9 in the census filled out an extended 
questionnaire that included questions on socioeconomic indicators, such 
as housing situation, ownership of durable goods, employment, marriage, 
births, income, standard of living, ethnic origin, and level of religious 
observance. This was a representative sample of households and population 
groups in Israel in 1995 (CBS, 1999). In order to obtain the socioeconomic 
background of the research population in later years, the data from the 1995 
census was merged with household data from the 2008 census. In this way, it 
was possible to identify the participants in the earlier census and to measure 
their socioeconomic status at two points in time. 

Since the study focuses on early childhood, the study subjects were limited 
to individuals from birth to 5-years-old at the time of the 1995 census, i.e. the 
1990 to 1995 birth cohorts. Those same individuals were aged 13 to 18 at the 
time of the 2008 census. Children who were born during the period 1990 to 
1995 and who took the Meitzav exams in Grade 5 were tested between 2000 
and 2005. 

The full dataset for all the research variables included only a limited 
number of Arab Israelis and analysis of this population was not possible. The 
analysis therefore relates only to the Jewish population (for an analysis that 
also includes the Arab Israeli population, see Vaknin, 2019). 

Variables

Table 1 presents the descriptive statistics for the variables used in the 
analysis. The following is a description of the variables and the measurement 
methods. 

Dependent variable — academic achievement: Academic achievement was 
measured by means of the Meitzav exam administered in Grade 5 (at age 10). 
The Meitzav exams are given in school and include tests in math, language 
skills, English (as a second language), and science. Exams are administered 
in Israel each year in Grade 5 and in Grade 8 among a representative 
national sample. The Meitzav exam in mathematics measures the student’s 
proficiency in the basic mathematical principles included in the curriculum, 
including numerical, algebraic, and geometric skills. In the Meitzav exam, 
the student is asked to combine mathematical skills, to apply his knowledge 
of mathematical concepts and to demonstrate his mathematical ability on 

9 A household is defined as any person living on his own and any group of people living 
together in the same home who maintain a joint budget for food expenses. A household 
usually corresponds with a family (CBS, 2019).
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both a high and low order of thinking. The Meitzav test in the child’s native 
language measures language proficiency, reading comprehension, ability for 
written expression, and linguistic knowledge. The Meitzav exam in English 
examines fluency in English relative to the level expected according to the 
curriculum, including auditory comprehension, reading comprehension, 
and writing ability. The Meitzav test in science measures scientific and 
technological proficiency in subjects such as materials, energy, ecological 
systems, and processes in living organisms (RAMA, 2017; 2018). 

The variables taken from the Meitzav exams are the overall score in 
Grade 5 (the scores in the four subjects range from 0 to 100). In this study, 
we present the analysis for the Meitzav exams in Grade 5 since they have a 
greater number of observations with complete information than the Grade 8 
tests.10 For the purpose of the analysis, the scores on the Meitzav exams were 
standardized within each examination year with the average set to zero and 
the standard deviation to one. 

Family income: This variable measures the average monthly per capita 
household income, according to the Population and Housing Census of 
1995 and 2008, which includes labor income (from the income tax files), NII 
benefits, and other types of income included in the questionnaire. As is the 
practice in similar studies (such as OECD, 2011), average monthly per capita 
income was calculated by dividing monthly household income by the root of 
the number of household members. The income reported in the 2008 census 
was adjusted using the CPI for 1995. 

Measures of poverty and wealth: In addition to the continuous household 
income variable, it was determined whether the respondent belonged to one 
of the extreme quintiles in the per capita distribution of income: the lowest 
quintile, which we refer to as “poor,” and the upper quintile which we refer 
to as “wealthy.” These were measured in the 1995 census (during the period 
of early childhood) and in the 2008 census (during adolescence) and were 
defined as dichotomous variables, such that a value of one means that the 
individual belongs to the lower quintile (the poor) or the upper quintile (the 
wealthy) of the income distribution. We include these two dichotomous 
variables in the analysis in order to determine whether being poor and/or 

10 In most of the subjects on the Grade 8 test, the number of observations for which there 
was complete information was about 500 or less, which is in contrast to 1,000 observations or 
more for the Grade 5 tests. Therefore, we decided to present the findings for the Grade 5 tests 
only. Nonetheless, it is important to mention that the findings presented below are also valid 
for the Grade 8 Meitzav tests for some of the subjects (Vaknin, 2019).
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being wealthy has an impact on achievement in a way that deviates from 
the linear effect of per capita disposable income. As mentioned, researchers 
stress the effect of poverty on cognitive development and attribute less 
importance to the influence of income that is above the poverty line. The 
variable “wealthy” was also included in the analysis in order to determine 
whether it is symmetric to that of “poor” and whether it has a particular 
effect on future achievement.11  

Parents’ education: Parents’ education is measured by the highest degree 
attained upon completion of formal education by the parents. This variable 
represents the education level of the more educated of the two parents. 
Parents’ education was categorized according to a scale of five categories: 
no education (including those who never attended school or did not obtain 
any diploma); graduates of elementary school or junior high school; high 
school graduates without bagrut (matriculation); high school graduates with 
a bagrut certificate or a certificate from a post-secondary non-academic 
school; and university graduates (a BA, MA, or PhD). Although formally this 
variable is measured on an ordinal scale, we relate to it as an interval scale. 
Tests show that the relationship between this variable and the achievement 
variables was approximately linear and that the intervals between the average 
achievements in its categories are similar. Of the parents in the sample, 
29 percent have an academic education; 38 percent have a matriculation 
certificate or a post-secondary, non-academic diploma; 25 percent only 
graduated from high school; 5 percent finished only elementary school or 
junior high school; and 4 percent have no formal education.

11 A regression equation that includes three different measurements of a family’s economic 
situation is liable to suffer from a high level of multicollinearity between the different 
measures (i.e., high correlation between the variables), which may have an impact on the 
standard errors and on the estimators’ levels of significance. Therefore, we estimated the 
degree of multicollinearity between the variables by means of a Variance Inflation Factor 
(VIF). The degree of multicollinearity between the three measures of income (continuous 
income, being poor, and being wealthy) was examined for all of the tests in all of the age 
groups. The results are presented in Appendix Table 1. It was found that all of the VIF values 
are below a threshold of 10 and most of them are even less than 2, which indicates low 
multicollinearity (Hair, Anderson, Tatham, & Black, 1995). 
In addition, Appendix Table 2 and 3 present the Pearson correlation between family income 
in 1995 and in 2008, on the one hand, and the measures of being poor and being wealthy, as 
well as the other independent variables, on the other hand. This is done in order to test the 
possibility that the weaker effect of income in a later age group (ages 3 to 5) is the result of a 
relatively strong correlation of family income in 1995 with the other variables in the model. 
If that were the situation, it could be claimed that the effects of income on the 3 to 5 age 
group are “swallowed up” by the other variables in the model. As can be seen, this is not the 
case. The correlations in this group are in fact weaker than in the younger group (birth to age 
2) and they point to links that are weak to intermediate, except in one case.
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Student’s gender: Gender is measured by a dichotomous variable — with 
a value of 1 for girls and 0 for boys. Gender was included in the analysis 
since tests commonly show disparities between the achievements of boys 
and those of girls (see, for example, RAMA, 2018). 

Number of siblings: The number of siblings was measured at two points 
in time — in early childhood and in adolescence. The number of live births 
from the Population and Housing Census of 1995 was used to calculate the 
number of siblings during early childhood. The number of live births in 
the 2008 census was used to calculate the number of siblings added to the 
household between the two censuses. 

Table 1. Description, averages/percents, and standard deviation 
of the research variables
Jewish students

Variable Description Children born 
1993-1995

(birth to age 2)

Children born 
1990-1992

(ages 3 to 5)

Total

Family income, 
1995

Monthly household 
income per capita, in 
NIS, 1995 Census

₪4,562.93
(₪4,263.26)

₪4,797.58
(₪6,715.76)

₪4,685.38
(₪5,677.67)

Family income, 
2008

Monthly household 
income per capita, 
in NIS, 2008 Census. 
Adjusted for 1995 CPI

₪7,066.02
(₪5,188.54)

₪7,428.88
(₪5,731.73)

₪7,255.37
(₪5,481.32)

Poor in 1995 Lowest quintile in 
monthly household 
income distribution  
per capita, 1995

20.30
(0.40)

19.70
(0.39)

20.00
(0.39)

Poor in 2008 Lowest quintile in 
monthly household 
income distribution  
per capita, 2008

20.80
(0.41)

19.20
(0.39)

20.00
(0.40)

Wealthy in 1995 Highest quintile in 
monthly household 
income distribution  
per capita, 1995

19.20
(0.39)

20.70
(0.40)

20.00
(0.40)

Wealthy in 2008 Highest quintile in 
monthly household 
income distribution  
per capita, 2008

18.80
(0.39)

21.10
(0.41)

20.00
(0.41)
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Variable Description Children born 
1993-1995

(birth to age 2)

Children born 
1990-1992

(ages 3 to 5)

Total

Parent’s 
education

Highest degree of most 
educated parent, 5 
category interval scale

3.86
(1.01)

3.82
(1.02)

3.84
(1.02)

Siblings in 1995 Number of siblings. By 
number of live births of 
mother for women over 
15-years-old,  
1995 Census

2.34
(1.28)

2.68
(1.24)

2.52
(1.28)

Additional 
siblings, 2008

Additional siblings from 
1995 to 2008 Census, by 
number of live births of 
mother

1.04
(1.12)

0.69
(0.92)

0.85
(1.04)

Gender Dichotomous variable,  
1 = girls; 0 = boys

50.2
(0.50)

51.1
(0.50)

50.7
(0.50)

Born at the 
beginning of the 
year

Dichotomous variable,  
1 = born January-June;
0 = born July-December

50.4
(0.50)

47.3
(0.49)

45.8
(0.50)

Meitzav score, 
Math

Adjusted score from 
each exam year

-0.003
(0.972)

0.005
(1.035)

0.00
(1.00)

Meitzav score,
Language skills

Adjusted score from 
each exam year

0.059
(1.019)

-0.076
(0.969)

0.00
(1.00)

Meitzav score, 
English (as a 2nd 
language)

Adjusted score from 
each exam year

0.059
(0.985)

-0.078
(1.013)

0.00
(1.00)

Meitzav score,
Science

Adjusted score from 
each exam year

0.322
(0.874)

-0.427
(0.995)

0.00
(1.00)

Source: Dana Vaknin, Yossi Shavit, and Isaac Sasson, Taub Center

Table 1 (continued). Description, averages/percents, and standard 
deviation of the research variables
Jewish students
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7. Main findings

In order to estimate the effect of disposable per capita family income in early 
childhood on academic achievement at a later age, a multivariate linear 
regression analysis was performed. The models for predicting achievement 
included family income in the 1995 census (when the child was ages birth 
to 5), family income in the 2008 census (when the child was age 13 to 18),12 
parents’ education, family size, and other sociodemographic variables.13 In 
order to test the second research hypothesis, the analysis was carried out 
separately for two age groups: the 1993 to 1995 cohorts (from birth to age 5 
in 1995) and the 1990 to 1992 cohorts (ages 3 to 5). This makes it possible to 
test whether there are differences between the two age groups and to test 
the validity of “The First Thousand Days” theory regarding the importance 
of early childhood. 

Appendix Table 4 presents the regression estimators for predicting the 
score on the Meitzav exams in mathematics in Grade 5. Model 1 relates to 
children from birth to age 2 during the 1995 census while Model 2 relates 
to children who were ages 3 to 5 in that census. As already mentioned, the 
current study examines not only the effect of continuous family income but 
also the effect of being located at the extremes of the income distribution. 
Therefore, the income variables of “poor”’ and “wealthy” at the two points 
in time were added (1995 and 2008). 

The results for the two regressions presented in Appendix Table 4 show 
that parents’ education has a strong positive effect on achievement, a finding 
that is familiar from the literature (see, for example, Shavit & Blossfeld, 
1993). There also appears to be a negative effect for number of siblings during 
early childhood. This finding is consistent with previous studies, according 

12 For most of the respondents, the dependent variables were measured between 2000 
and 2005, i.e., before the measurement of family income in 2008. In this sense, it cannot be 
assumed that there is a causal effect of income at ages 13 to 18 on achievements in Grade 5 
(at the age of ten approximately). Nonetheless, we control for the income variables in 2008 in 
order to reduce the extent to which the effect of income in 1995 mediates the effects of later 
income. We assume that the disposable family income per capita for families with children 
aged 10 is highly correlated with their income during the years when their children were 
ages 13 to 18. A similar calculation which is presented below shows that this correlation is 
about 0.60.

13 It is important to mention that a preliminary test found that the specific effect of 
children’s economic circumstances in early childhood, as measured in the 1995 census, on 
academic achievement at later ages remains basically unchanged when the control variable 
for “new immigrant” is included. This test was carried out in order to control for the possible 
effect of the large wave of immigration during the 1990s from the former Soviet Union.
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to which the number of siblings has a statistically significant and negative 
effect on educational achievement (see, for example, Shavit & Pierce, 1991; 
Navon, 2018). In other words, at a given level of parental resources, the 
greater the number of children, the lower the children’s average academic 
achievements are expected to be. These findings strengthen the theory 
of dilution of resources, which claims that additional children in a family 
means that resources are spread more thinly (Downey, 1995). In other 
words, children who grow up with fewer siblings benefit from a larger 
portion of the family’s resources on average, in contrast to children who 
grow up in large families, a situation that facilitates more optimal cognitive 
development (Blake, 1989). These two effects will reappear in most of the 
analyses presented in this article. 

The current discussion focuses on the statistical effect of the family’s 
economic situation in very early childhood (in 1995) on achievement. The 
first model in Appendix Table 4 indicates that belonging to the lowest 
quintile in the family income distribution in 1995 has a negative effect on 
the score in the Meitzav mathematics exam score, even when controlling 
for income at a later stage, parents’ education, size of family, and other 
variables. It was found that relative poverty experienced in early childhood 
has a particularly strong and statistically significant negative effect when 
measured during the first two years of life (b=-0.323, p=0.000), but not for ages 
3 to 5 (b=-0.117, p=0.178). In other words, the effect of poverty experienced 
from birth to age 2 on achievement in mathematics in Grade 5 is greater 
than the effect of poverty at the age of 3 to 5. The meaning of the coefficient 
(b=-0.323) is that belonging to the lowest quintile of the income distribution 
from birth to age 2 results in a lower score on future tests in mathematics of 
about 30 percent of a standard deviation. Moreover, the differences between 
the two age groups in the effect of “being poor” were found to be statistically 
significant (p=0.065).14 In other words, belonging to the lower extreme of 
the income distribution from birth to age 2 leads to lower achievements in 
mathematics in Grade 5. In contrast, later measures of being wealthy and 
being poor, which were measured in 2008 and at the time of the academic 
testing, do not show a statistically significant impact on mathematics scores 
in Grade 5.

14 In order to test the significance of the differences between the two age groups (birth to 
age 2 versus ages 3 to 5) a dummy variable for the interaction between age group and each of 
the other independent variables in the model (family income, parents’ education, number of 
siblings, etc.) was added.
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Figures 6 and 7 illustrate the relationship between income and 
achievement using a graphic presentation of predicted scores on the Meitzav 
test in mathematics in Grade 5 (in standardized scores) for children from 
birth to age 2 and ages 3 to 5, according to family income in 1995. The middle 
line represents the average effect of income at three levels: at the level of 
the poor, at the mid-level, and at the wealthy level. The shading around the 
middle line represents the degree of variation in these effects (95 percent 
confidence intervals).15  

Figures 6 and 7 show that the predicted Meitzav test in mathematics in 
Grade 5 is not influenced by the change in continuous family income during 
early childhood. In contrast, the differences in the effect of poverty during 
early childhood on future achievement between the two age groups is clearly 
evident. Thus, children from birth to age 2 whose family’s income was in the 
lowest quintile of the income distribution in 1995 achieve lower scores in 
their adolescence. As mentioned, this effect was not found to be statistically 
significant for the older age group (ages 3 to 5 in 1995). As can be seen in 
Figure 6, the confidence interval for those belonging to the lower extreme 
of the income distribution does not even overlap that of the highest income 
earners. In other words, poverty in infancy has a statistically significant and 
large effect on future achievement. The graphs also show that belonging to 
the top quintile of the income distribution in early childhood (“wealthy”) 
increases the child’s future achievements, but as mentioned its effect was 
not found to be statistically significant. 

15 The prediction of the graphs was based on the existing model, which includes both the 
statistically significant effects and the statistically non-significant effects of the three income 
measures during early childhood (continuous income, being poor, and being wealthy), at 
the average value of the rest of the variables included in the regressions, including average 
income in 2008.
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Figure 6. Predicted score on the Meitzav exam in math, grade 5, 
for children from birth to age 2

Figure 7. Predicted score on the Meitzav exam in math, grade 5, 
for children ages 3 to 5

Source: Dana Vaknin, Yossi Shavit, and Isaac Sasson, Taub Center | Data: CBS
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At this stage, the question arises as to why the effect of income from birth 
to age 2 is no longer seen in in the 3 to 5-year-old age group. It is common 
to think that family income is fairly stable from one year to the next, so 
the effect of income in the first two years of the child’s life should appear 
as an indirect effect of the measurement of income during the subsequent 
three years. However, disposable per capita income is not stable among 
families with infant children. As can be seen in Appendix Table 5, mothers in 
Israel usually give birth in their late twenties and early thirties (CBS, 2015). 
At these ages, there is a fair degree of economic mobility. Romanov and 
Zussman (2003) show that, in Israel, the degree of salary mobility is higher 
at younger ages than at later ages. This is due to the significant changes that 
occur in the earning power of younger individuals, which is primarily due to 
changes in labor force participation rates, seniority at work, acquisition of 
higher education, and job mobility. Their research shows, for example, that 
the correlation in salary income between 1993 and 1996 among subjects ages 
25 to 34 was 0.68. Moreover, a low share (49 percent) of the poor (who belong 
to the lowest income quintile) remain in the lowest income quintile for three 
years. The stability coefficients in salary constitute a kind of ceiling on the 
stability in disposable per capita family income among families with very 
young children. In addition to salary mobility, there are additional changes 
that occur which affect disposable per capita income, such as the increase 
in the average number of children per family, and there are also changes in 
family benefits (maternity allowance, maternity leave, etc.). 

Appendix Table 6 presents the joint distribution of the disposable income 
quintiles for households where the head of household is between the ages of 
25 and 27 and five years later (when the head of the household is between 
30 and 32). Of the households in the lowest income quintile whose head is 
ages 25 to 27, 30 percent remained in the lowest quintile five years later, 19 
percent moved to the second quintile, 13 percent moved to the third quintile, 
10 percent moved to the fourth quintile, and 8 percent moved to the highest 
quintile (Rubashevski-Banit, 2019). In other words, a fairly significant share 
of the households moved to a different income quintile after five years. The 
correlation between disposable per capita income quintile of the head of a 
household ages 25 to 27 and disposable per capita income quintile five years 
later is only 0.39. As previously mentioned, this is evidence of the high rate 
of mobility in disposable income among households with young children 
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and this makes it possible to explain why the effect of family income from 
birth to age 2 does not persist for ages 3 to 5.16  

The parallel analyses for the Meitzav scores in Grade 5 for language skills 
(Hebrew), English (as a second language), and science appear in Appendix 
Table 7 to 9 and the results are quite similar to those for mathematics. These 
models also show that belonging to the lower quintile of family income in 
1995 has a strong and statistically significant negative effect when measured 
from birth to age 2, but not when measured later in childhood. These tables 
also show that — as in the case of mathematics — the measures of later 
income (measured in 2008) do not have a statistically significant effect on 
achievement. To illustrate, we present the findings for Hebrew in Figure 8 
and 9 (a similar pattern was found for English and science). These graphs also 
clearly show the substantial differences between the two age groups (birth 
to age 2 versus ages 3 to 5) in the effect of poverty on academic achievement 
in Grade 5.

In order to test whether family income in early childhood has an effect 
on achievement in later life, we estimated the effect of poverty also on the 
likelihood of eligibility for bagrut (matriculation). Since this is beyond the 
scope of the discussion, it will be mentioned only that the findings remain 
unchanged. Thus, poverty from birth to age 2 reduces the likelihood of 
qualifying for a bagrut certificate, which was not the case for the 3 to 5 age 
group (see the full findings in Vaknin, 2019). These results may indicate that 
an environment of poverty experienced in early childhood is liable to create 
a long-term path dependency with respect to academic achievement. In 
other words, poverty from birth to age 2 is likely to have an adverse effect 
on achievement at young ages which in turn is likely to have an adverse 
effect on later achievement during adolescence (Case, Lubotsky, & Paxson, 
2002; Cunha, Heckman, Lochner, & Masterov, 2006; DiPrete & Eirich, 2006). 

16 The skeptical reader can be persuaded by another argument, as follows: Ideally, the data 
analyzed should include measurements of poverty for the two age groups (birth to age 2 and 
ages 3 to 5). This would have made it possible to estimate the effect of each of the poverty 
measurements on future achievement (which we will refer to in their standardized form as 
a and b). Unfortunately, we do not of course possess repeat measurements and we estimate 
the influence of each measurement separately (which we will refer to in their standardized 
form as a* and b*; their values are 0.128 and 0.043 respectively). It can be shown that the 
following equalities hold: b*=b+ra; a*=a+rb, where r is the correlation between disposable per 
capita income for the two age groups. Based on the aforementioned, it can be assumed that 
this correlation is equal to about 0.39. The solution of the equations for the two unknowns — 
a and b — yields -0.152 and -0.061, respectively. In other words, the finding that the effect of 
poverty from birth to age 2 is much stronger than for children ages 3 to 5 would be correct 
even if we had two measurements.
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Figure 8. Predicted score on the Meitzav exam in language skills, 
grade 5, for children from birth to age 2

Figure 9. Predicted score on the Meitzav exam in language skills, 
grade 5, for children ages 3 to 5

Source: Dana Vaknin, Yossi Shavit, and Isaac Sasson, Taub Center | Data: CBS
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8. Discussion

This study examines the question of whether the economic situation of 
families when their children are infants has an effect on later academic 
achievements of students in Israel. According to the findings, this is the 
case. Belonging to the lowest quintile of the income distribution during 
early childhood has a negative and statistically significant effect on future 
academic achievement, after controlling for family income at later ages 
and additional background variables, such as parents’ education and size 
of family. Furthermore, the effect of relative poverty in early childhood on 
future educational achievement was found to be particularly strong when 
measured for those from birth to age 2 — more so than when measured for 
children ages 3 to 5. 

Based on these findings, it can be claimed that poverty experienced in 
early childhood is liable to create a kind of “scar” that remains and may 
even widen over time since research suggests that small gaps between 
individuals or groups at an early stage in life tend to increase over time. The 
findings of this study provide support for the “The First Thousand Days” 
theory, according to which the sensitivity of the child to his environmental 
conditions is greater during the first two years of life.

This study supports the theories that emphasize the unique effect of 
poverty on circumstances later in life. According to this research approach, 
poverty has negative effects on academic achievement, and these effect may 
be mediated, for example, by situations of chronic stress that have their 
origins in a lifestyle shaped by poverty. The study found clear evidence for 
the unique effect of poverty during the early years of life, as shown in the 
models for predicting achievement on the Meitzav exams. An alternative 
approach states that family income affects academic achievement at all 
levels of income, both high and low. This approach asserts that the more 
socioeconomic resources are available to the family, the more resources 
are available to strengthen children’s cognitive development and learning 
abilities. It is important to say that this approach does not distinguish 
between the various stages in early childhood in the measurement of 
economic status, while this study highlights the differences. Whatever the 
case, our findings do not support the claim that higher income at any point 
in early childhood has a positive effect on future achievement. Rather, our 
findings indicate that poverty has a unique effect while family income above 
the poverty threshold during early childhood does not have a major effect 
on future achievement. 

Emerging Early Childhood Inequality 341



One of the most important findings emerging from this study is that major 
differences exist between the various stages of early childhood with respect 
to the effects of poverty on future academic achievement. As mentioned, the 
effect of relative poverty during early childhood was found to be stronger 
when measured from birth to age 2 than when measured at ages 3 to 5. 
Based on these findings, it can be claimed that early childhood should not 
be viewed as a single stage with uniform characteristics throughout, but 
rather consideration should in fact be given to “The First Thousand Days” 
theory, since that period is the most important in determining the future 
development of a child. 

In Israel, the investigation of early childhood is particularly important 
for several reasons. First, the population in Israel is younger than in other 
developed countries. The main reason for this is the particularly high average 
fertility rate of 3.1 children per woman. This is the highest rate among the 
OECD countries, where the average fertility rate is 1.6 children per woman 
(OECD, 2016a). In Israel, there are currently about 2.5 million children under 
the age of 18, which constitute about one-third of the population and of 
which about 40 percent are under the age of 6 (CBS, 2016; Israel National 
Council for the Child, 2016). Furthermore, poverty among children in Israel 
is more common than in other OECD countries. According to the data, about 
26 percent of children under the age of 17 in Israel live in households whose 
disposable income is below the poverty line while the rate among the OECD 
countries is only half that (OECD, 2016c). In other words, Israel has a large 
number of children, many of whom are infants, and a great number of them 
live in relative poverty. 

The effect of the timing and duration of poverty on the life circumstances 
of children in Israel has not been the subject of an in-depth investigation 
and here lies the importance of this study. According to the literature, 
infants living under conditions of extreme poverty are likely to suffer from 
chronic stress and insufficient exposure to positive and enriching stimuli, 
and therefore their cognitive and emotional development is liable to be 
delayed relative to children with a higher socioeconomic status. These 
developmental gaps can explain part of the gaps in academic achievement 
between socioeconomic levels, which are, as noted previously, among the 
widest in the developed world. Thus, this study makes a unique contribution 
to the investigation of inequality in academic achievement in Israel. 

The results of the research are likely to have important implications for 
social policy. First and foremost, the research demonstrates the importance 
of reducing the extent and incidence of poverty among children and 
particularly poverty in the early years of life. As mentioned, the incidence of 
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poverty among children in Israel is among the highest among the developed 
countries (NII, 2018). Thus, for example, consideration should be given to 
shifting some of the Child Allowance from adolescents to infants, which 
would help young parents improve the quality of their children’s childcare 
and education at this critical age, particularly among the most disadvantaged 
families. Currently, the Child Allowance is universal and is paid from birth 
until the age of 18, without any major change in its amount over this period 
(Wasserstein, 2016). In the current study, it was found that the early years 
of life, and in particular birth to age 2, have long-term effects on students’ 
level of achievement. Therefore, it may be worthwhile to consider adopting 
a differential distribution pattern for the Child Allowance in Israel, such as 
decreasing it for families with older children in favor of families with very 
young children. 

Finally, consideration should also be given to the quality of early 
childhood education. The Compulsory Education Law in Israel does not 
apply to children from birth to age 3. Despite the high rate of fertility (OECD, 
2016a), the rate of employment among mothers of children up to age 3 in 
Israel is very high relative to the OECD countries (OECD, 2014; 2016b). The 
high rate of employment among these mothers is also related to high rates 
of registration for early childcare facilities (OECD, 2017). In Israel, one-third 
of the children under the age of three are in a preschool framework, which 
is very close to the average for the OECD countries. However, only 20 percent 
of the children in this age group are in recognized childcare frameworks 
under government supervision (Israel National Council for the Child, 2016; 
OECD, 2017). In other words, there are a large number of young children with 
working mothers who send their children to childcare that is unregulated 
and are not subject to any form of government or public monitoring. In 
view of the importance of early childcare frameworks in the development 
of a child’s abilities, both cognitive and non-cognitive, and in particular 
those children living in conditions of economic distress, greater importance 
should be given to increasing the accessibility of high-quality educational 
frameworks for young children, particularly during the first years of life. 

An important constraint on this study is the lack of repeat measurements 
of income during early childhood. There is no long-term survey in Israel that 
tracks families and children over a sufficiently long period and on a scale that 
would enable a reliable statistical analysis. In order to answer the research 
question, two measurements of family income, which were taken from the 
Population and Housing Census in 1995 and 2008 had to suffice. Today, there 
is a growing understanding that exposure to poverty in early childhood 
has a cumulative effect over time. Thus, the environment experienced at a 
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young age is likely to create long-term path dependency into adult life, in the 
areas of education, employment, and even health (Case et al., 2002; Cunha 
et al., 2006; DiPrete & Eirich, 2006). Research has also found that poverty 
beginning in early childhood and continuing over time has a decisive effect 
on cognitive abilities later in life, relative to poverty experienced at later 
ages (Guo, 1998). In order to estimate the cumulative effect of poverty in 
early childhood on students’ academic achievement, repeat measurements 
of family income over time are needed, as well as repeat measurements of 
academic achievement throughout childhood. 

Unfortunately, the data did not allow the inclusion of the Arab Israeli 
population in the analyses. Furthermore, there are no data that make it 
possible to examine the effects of poverty on children’s development in 
many of the Haredi communities. These constraints make it difficult to draw 
conclusions from the research that apply to the entire population in Israel. 

In future research, it is our intention to deal with some of the limitations 
encountered in this study. First and foremost, we will not continue to use 
the Population Census as a measure of family income, since it provides a low 
number of observations with complete data. The share of a cohort for which 
there is data on family income in the two census periods is only 3 to 4 percent. 
In future research, parents’ income will be measured using income tax data 
in combination with Population Registry records. The use of income tax data 
allows a larger sample and the inclusion of the Arab Israeli population in the 
analysis, and also enables the measurement of income continuously for the 
years from the birth of the subject until the year of the Meitzav exams. A 
larger sample size allows the addition of a fixed effects analysis to examine 
the differences between the effects of income for siblings in the same family 
who were born in different years between 1990 and 1995. 
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Appendix

Appendix Table 1. Multi-collinearity variance inflation factor 
(VIF) test, for all variables in the model

Meitzav Grade 5

Math Hebrew English Science

Born 1993-1995 (birth to age 2)

Income in 1995 1.539 1.545 1.544 1.536

Poor in 1995 1.271 1.271 1.271 1.263

Wealthy in 1995 1.681 1.678 1.701 1.681

Income in 2008 3.384 3.416 3.389 3.369

Poor in 2008 1.414 1.421 1.414 1.406

Wealthy in 2008 2.720 2.742 2.778 2.737

Parents’ education 1.364 1.377 1.384 1.368

Number of siblings in 1995 1.311 1.320 1.309 1.290

Additional siblings by 2008 1.255 1.254 1.267 1.244

Gender 1.006 1.007 1.009 1.010

Born at the beginning of the year 1.007 1.006 1.007 1.007

Born 1990-1992 (ages 3 to 5)

Income in 1995 2.018 1.175 2.062 1.994

Poor in 1995 1.318 1.237 1.319 1.312

Wealthy in 1995 1.964 1.514 1.982 1.932

Income in 2008 3.104 3.129 3.120 3.093

Poor in 2008 1.417 1.414 1.399 1.399

Wealthy in 2008 2.475 2.514 2.458 2.479

Parent’s education 1.385 1.383 1.354 1.391

Number of siblings in 1995 1.197 1.217 1.195 1.216

Additional siblings by 2008 1.131 1.150 1.143 1.143

Gender 1.023 1.019 1.017 1.020

Born at the beginning of the year 1.011 1.013 1.011 1.010

Note: Values less than the threshold (VIF<10) indicate low multi-collinearity (Hair et al., 1995). 
Source: Dana Vaknin, Yossi Shavit, and Isaac Sasson, Taub Center
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Appendix Table 2. Pearson correlation between family income  
in 1995 and the remaining independent variables for children 
born 1993-1995, 1990-1992, and the total sample
Pearson coefficient, significance level, and number of observations

Family income in 1995

Born 1993-1995  
(birth to age 2)

Born 1990-1992 
(ages 3-5)

Total sample

Family income in 2008 0.372** 0.254** 0.291**
0.000 0.000 0.000

3,249 3,546 6,795

Poor in 1995 -0.379** -0.255** -0.293**
0.000 0.000 0.000

3,249 3,546 6,795

Wealthy in 1995 0.620** 0.440** 0.495**
.0000 0.000 0.000

3,249 3,546 6,795

Poor in 2008 -0.189** -0.122** -0.143**
.0000 0.000 0.000

3,249 3,546 6,795

Wealthy in 2008 0.314** 0.231** 0.256**
0.000 0.000 0.000

3,249 3,546 6,795

Parents’ education 0.311** 0.224** 0.245**
0.000 0.000 0.000

2,606 2,913 5,519

Number of siblings in 1995 -0.088** -0.023 -0.040**
0.000 0.220 0.003

2,551 2,852 5,403

Additional siblings by 2008 -0.022 -0.060** -0.046**
0.266 0.002 0.001

2,499 2,731 5,230

Gender (1 = female) -0.041* 0.021 -0.002
0.018 0.203 0.901

3,249 3,546 6,795

Born at the beginning of the 
year

-0.003 0.002 0.000
0.869 0.887 0.987

3,249 3,546 6,795

Note: *p<0.05 (2-tailed); **p<0.01 (2-tailed).   
Source: Dana Vaknin, Yossi Shavit, Isaac Sasson, Taub Center
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Appendix Table 3. Pearson correlation between family income  
in 2008 and the remaining independent variables for children 
born 1993-1995, 1990-1992, and the total sample
Pearson coefficient, significance level, number of observations

Family income in 2008

Born 1993-1995 
(birth to age 2)

Born 1990-1992 
(ages 3 to 5)

Total sample

Family income in 1995 0.372** 0.254** 0.291**

0.000 0.000 0.000

3,249 3,546 6,795

Poor in 1995 -0.293** -0.274** -0.282**

0.000 0.000 0.000

3,249 3,546 6,795

Wealthy in 1995 0.417** 0.417** 0.417**

0.000 0.000 0.000

3,249 3,546 6,795

Poor in 2008 -0.481** -0.450** -0.464**

0.000 0.000 0.000

3,249 3,546 6,795

Wealthy in 2008 0.780** 0.757** 0.767**

0.000 0.000 0.000

3,249 3,546 6,795

Parents’ education 0.387** 0.375** 0.379**

0.000 0.000 0.000

2,606 2,913 5,519

Number of siblings in 1995 0.010 -0.012 0.003

0.608 0.516 0.851

2,551 2,852 5,403

Additional siblings by 2008 -0.141** -0.117** -0.133**

0.000 0.000 0.000

2,499 2,731 5,230

Gender (1 = female) 0.004 0.025 0.016

0.841 0.130 0.194

3,249 3,546 6,795

Born at the beginning of the 
year

0.006 0.029 0.018

0.721 0.087 0.149

3,249 3,546 6,795

Note: *p<0.05 (2-tailed); **p<0.01 (2-tailed). | Source: Dana Vaknin, Yossi Shavit, Isaac Sasson, Taub Center
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Appendix Table 4. Linear regression to predict Meitzav exam 
score in mathematics in Grade 5 for children born 1993-1995 and 
1990-1992

(1) 
Born 1993-1995 
(birth to age 2)

(2) 
Born 1990-1992 

(ages 3 to 5)

B β B β

Income in 1995 -0.001 -0.003 -0.003 -0.012

(0.006) (0.010)

Poor in 1995***    -0.323** -0.128 -0.117 -0.043

(0.068) (0.087)

Wealthy in 1995 0.109 0.045 0.100 0.040

(0.075) (0.099)

Income in 2008 0.017* 0.095 0.004 0.021

(0.008) (0.009)

Poor in 2008 -0.014 -0.006 -0.103 -0.039

(0.070) (0.087)

Wealthy in 2008*** -0.049 -0.020 0.185~ 0.073

(0.095) (0.111)

Parents’ education 0.168** 0.172 0.183** 0.189

(0.027) (0.032)

Number of siblings in 1995 -0.082** -0.109 -0.066** -0.080

(0.021) (0.025)

Additional siblings by 2008 -0.032 -0.036 -0.027 -0.023

(0.024) (0.034)

Gender (1 = female)*** -0.115** -0.059 0.054 0.026

(0.047) (0.058)

Born at the beginning of the year 0.109** 0.056 0.138* 0.067

(0.047) (0.058)

Constant -0.499** -0.589**

R2 0.130 0.101

N 1,528 1,159

Note: ~p<0.10; *p<0.05; **p<0.01; *** differences between the two coefficients are significant at the 0.10 
level. Standard error in parentheses.
Source: Dana Vaknin, Yossi Shavit, and Isaac Sasson, Taub Center
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Appendix Table 5. Fertility rates by age, Israeli population

Age 1960-
1964

1965-
1969

1970-
1974

1975-
1979

1980-
1984

1985-
1989

1990-
1994

1995-
1999

2000-
2004

2005-
2009

2010-
2014

Overall  
fertility  
rate

111.4 109.2 115.3 112.5 102.6 95.8 86.7 85.4 87.0 87.9 90.9

19-15 46.6 37.3 40.3 40.5 31.3 22.0 19.4 17.7 16.1 14.0 11.5

24-20 229.5 208.6 203.5 194.8 174.7 153.6 131.7 120.2 114.0 106.3 107.7

29-25 230.3 239.0 226.9 204.9 194.3 201.7 193.0 189.7 179.5 171.5 174.8

34-30 154.0 168.1 170.4 150.3 137.5 144.8 147.3 156.7 161.5 167.1 177.2

39-35 77.5 84.9 91.8 80.8 71.8 73.7 75.8 81.7 88.5 96.0 105.3

44-40 26.3 23.3 24.3 19.6 15.8 17.0 17.6 19.4 21.8 24.4 28.2

49-45 5.9 5.6 3.7 2.4 1.4 1.4 1.7 1.5 1.8 2.5 3.1

Total 
fertility

3.85 3.83 3.80 3.47 3.13 3.07 2.93 2.93 2.92 2.91 3.04

Source: CBS, 2015

Appendix Table 6. Disposable household income mobility  
per capita after 5 years
25-27-year-olds

Income quintile after  
5 years

1 2 3 4 5

Lowest 0.30 0.23 0.14 0.07 0.03

2 0.19 0.24 0.25 0.15 0.06

3 0.13 0.16 0.21 0.25 0.14

4 0.10 0.12 0.15 0.24 0.28

Highest 0.08 0.11 0.12 0.18 0.40

Share of households removed 
from the sample

0.21 0.14 0.12 0.10 0.09

Source: Rubashevski-Banit, 2018
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Appendix Table 7. Linear regression to predict Meitzav exam 
score in language skills (Hebrew) in Grade 5 for children born 
1993-1995 and 1990-1992

(1) 
Born 1993-1995

(birth to age 2)

(2) 
Born 1990-1992

(ages 3 to 5)

B β B β

Income in 1995 0.008 0.037 -0.003 -0.023

(0.006) (0.003)

Poor in 1995 -0.200** -0.076 -0.076 -0.030

(0.072) (0.078)

Wealthy in 1995 0.045 0.018 0.105 0.044

(0.080) (0.081)

Income in 2008 -0.001 -0.004 -0.001 -0.008

(0.009) (0.008)

Poor in 2008 -0.056 -0.022 -0.076 -0.031

(0.075) (0.082)

Wealthy in 2008 0.137 0.054 0.170 0.072

(0.102) (0.105)

Parents’ education 0.209** 0.204 0.176** 0.193

(0.029) (0.030)

Number of siblings in 1995 -0.074** -0.094 -0.056* -0.072

(0.022) (0.024)

Additional siblings by 2008 -0.003 -0.004 -0.023 0.154

(0.026) (0.032)

Gender (1 = female) 0.252** 0.124 0.297** 0.068

(0.050) (0.054)

Born at the beginning of the year 0.044 0.021 0.131* 0.067

(0.050) (0.054)

Constant -0.737** -0.775**

R2 0.117 0.109

N 1,511 1,153

Note: *p≤0.05; **p≤0.01. Standard error in parentheses.
Source: Dana Vaknin, Yossi Shavit, and Isaac Sasson, Taub Center
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Appendix Table 8. Linear regression to predict Meitzav exam 
score in English (as a second language) in Grade 5 for children 
born 1993-1995 and 1990-1992

(1) 
Born 1993-1995

(birth to age 2)

(2) 
Born 1990-1992

(ages 3 to 5)

B β B β

Income in 1995 0.009 0.042 0.003 0.010

(0.006) (0.010)

Poor in 1995*** -0.146* -0.056 0.072 0.027

(0.071) (0.085)

Wealthy in 1995 0.063 0.026 0.010 0.004

(0.077) (0.098)

Income in 2008 0.003 0.015 0.015~ 0.081

(0.008) (0.009)

Poor in 2008 -0.053 -0.021 0.043 0.016

(0.072) (0.087)

Wealthy in 2008 0.102 0.042 0.065 0.026

(0.099) (0.107)

Parents’ education 0.202** 0.204 0.229** 0.238

(0.028) (0.031)

Number of siblings in 1995 -0.070** -0.091 -0.085** -0.105

(0.022) (0.025)

Additional siblings by 2008 -0.042~ -0.046 -0.066* -0.059

(0.025) (0.033)

Gender (1 = female)*** 0.084~ 0.043 0.246** 0.122

(0.048) (0.057)

Born at the beginning of the year 0.073 0.037 0.104~ 0.051

(0.048) (0.057)

Constant -0.659** -0.983**

R2 0.107 0.123

N 1,516 1,146

Note: ~p<0.10; *p≤0.05; **p≤0.01; *** differences between the two coefficients are significant at the 0.10 
level. Standard error in parentheses.
Source: Dana Vaknin, Yossi Shavit, and Isaac Sasson, Taub Center
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Appendix Table 9. Linear regression to predict Meitzav exam 
score in science in Grade 5 for children born 1993-1995 and  
1990-1992

(1) 
Born 1993-1995

(birth to age 2)

(2) 
Born 1990-1992 

(ages 3 to 5)

B β B β

Income in 1995 0.001 0.007 -0.001 -0.003

(0.006) (0.010)

Poor in 1995 -0.205** -0.089 -0.062 -0.024

(0.064) (0.087)

Wealthy in 1995 0.094 0.044 0.075 0.030

(0.069) (0.099)

Income in 2008 0.002 0.011 0.013 0.072

(0.007) (0.009)

Poor in 2008 -0.025 -0.0121 0.026 0.010

(0.064) (0.088)

Wealthy in 2008 0.073 0.033 0.035 0.014

(0.089) (0.112)

Parents’ education*** 0.144** 0.163 0.164** 0.174

(0.025) (0.032)

Number of siblings in 1995*** -0.071** -0.106 -0.033 -0.041

(0.019) (0.025)

Additional siblings by 2008 -0.015 -0.019 0.017 0.015

(0.022) (0.034)

Gender (1 = female)*** -0.064 -0.037 0.119* 0.060

(0.043) (0.058)

Born at the beginning of the year 0.040 0.023 0.005 0.002

(0.043) (0.058)

Constant -0.049 -1.123**

R2 0.091 0.067

N 1,515 1,128

Note: ~p<0.10; *p≤0.05; **p≤0.01; *** differences between the two coefficients are significant at the 0.10 
level. Standard error in parentheses.
Source: Dana Vaknin, Yossi Shavit, and Isaac Sasson, Taub Center
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The Healthcare System:
An Overview

Dov Chernichovsky 

Introduction

In Israel, as in other advanced countries, the challenges facing the healthcare 
system currently are high on the public agenda. While it is likely that the 
recurring elections are a contributing factor, there are undoubtedly also 
objective causes including some that have challenged the system for a long 
time. It seems that there is broad consensus, at least among patients and 
their families, that the healthcare system in Israel is faltering, at least when 
it comes to dealing with stressful emergency situations in a dignified way at 
the most sensitive interaction points with the public, namely in emergency 
rooms and internal medicine departments. 

There is growing intensity to the public discussion of the healthcare system 
in Israel, but with respect to the root causes, nothing is new. The healthcare 
system has reached the current situation as a result of long-term processes 
that have been written about and discussed in the past.1 This review, which 
is based on a wealth of data recently published by the Ministry of Health, 
the Central Bureau of Statistics (CBS), and the Organization for Economic 
Cooperation and Development (OECD), seeks to shed light on the issues that 
policy makers should be aware of if the relatively high level of health of 
Israel’s population is to be maintained. Accordingly, this review deals with 
the population’s health from different perspectives than the commonly 
accepted ones: the level of public financing of the healthcare system in 
Israel, which is low relative to other developed countries, and which raises 
the question of the system’s sustainability even in the short run; the prices 
of medicine in Israel, which have been increasing due to the changes in the 
composition of private funding and exposure to market failures; and to long-
term challenges to the health of the population in the periphery and with 
respect to long-term care. 

*  Dov Chernichovsky, Principal Researcher and Chair, Health Policy Program, Taub Center 
for Social Policy Studies in Israel; Professor Emeritus, Department of Health Economics, Ben-
Gurion University of the Negev. Special thanks go to Chen Sharony, Kiril Moskalev, Laura 
Schreiber, and Hadas Chazan who assisted in the preparation and writing of this chapter.

1 See, for example, the discussion later on in this report of the situation of the acute care 
hospital system, including the situation of the emergency room services and the internal 
medicine departments, which is a reflection of the changes with which the system is dealing.
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The health of the population: New indices for 
evaluation and prioritization

Life expectancy in Israel continues to rise. In continuation of the major 
upward trend that began around 1995, it has risen by almost one year during 
the current decade — from 81.7 to 82.6 (Figure 1). It remains higher than 
the average of the OECD countries and also the European countries whose 
healthcare services, like Israel’s, are provided by health maintenance 
organizations or plans (in Israel, Kupot Holim or health funds), including 
Belgium, France, Germany, the Netherlands, and Switzerland (herein: 
“similar countries”). Overall, the upward trend in life expectancy in Israel 
is not significantly different from the average increase in these countries. 

Figure 1. Life expectancy at birth

Note: Similar countries: Belgium, France, Germany, the Netherlands, and Switzerland.
Source: Dov Chernichovsky, Taub Center  
Data: https://data.oecd.org/healthstat/life-expectancy-at-birth.htm

In July 2019, the Ministry of Health published a comprehensive report on the 
leading causes of death in Israel from 2000 until 2016 (Haklai, Goldberger, & 
Aburba, 2019). The relatively positive situation in terms of life expectancy 
reflects, on the one hand, the low rate of infant mortality, which fell during 
the current decade from 3.6 to 3.1 per 1,000 births (Figure 2), and, on the 
other hand, the low rates of age-adjusted mortality per 1,000 population from 
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the main causes of death, i.e., malignancies2 and especially cardiovascular 
disease (Figure 3). Primarily with respect to mortality due to these two 
causes, Israel is doing well relative to the US and the 15 EU countries.3 

In contrast, Israel is in a relatively poor position with respect to mortality 
rates from diabetes, sepsis, and kidney disease.4 With respect to the ranking 
of the ailments according to mortality rates, cancer and cardiovascular 
disease are first and second, respectively, in Israel as well as in Europe and 
the US. Cerebrovascular diseases rank fourth in Israel and in the US, which 
is similar to the ranking in the EU countries (third). Diabetes, in contrast, 
is ranked as the third leading cause of death in Israel, with a similar rate to 
cerebrovascular diseases, while in the US, it is ranked in eighth place and in 
the EU countries in ninth.

Figure 2. Infant mortality rates per 1,000 births

Note: Similar countries: Belgium, France, Germany, the Netherlands, and Switzerland.
Source: Dov Chernichovsky, Taub Center  
Data: https://data.oecd.org/healthstat/infant-mortality-rates.htm

2 Malignant growths generally refers to cancer.

3 It is worth mentioning in this context that the data are age-adjusted and, therefore, the 
relatively young age of the population in Israel is taken into account.

4 A serious infection of the blood that can quickly deteriorate into a life-threatening 
situation.
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Figure 3. Leading causes of death, 2015
Rates per 100,000 persons 

Source: Dov Chernichovsky, Taub Center | Data: Haklai, Goldberger, and Aburba, 2019

The traditional indices for examining the level of health, which also relate 
to the quality of medical care, are based on mortality rates by age group and 
on the life-expectancy based on those rates. However, being alive does not 
always testify to the quality of life or the ability to function, particularly in 
view of modern medicine’s ability to extend life. Therefore, since the 1990s, 
indices have been developed that try to evaluate a year of life based on its 
“quality.” The Disability-Adjusted Life Years (DALYs), a commonly used 
measure of overall disease burden, was used for the first time in Israel by 
Chernichovsky and Bowers (2014) to evaluate the health of the population. 
The index is the cumulative numbers of years lost due to ill-health, disability, 
or premature death. In other words, the burden of illness is defined as the 
gap between the current health situation of the population and the situation 
in which the population is living to its full potential.  
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Figure 4. Leading determinants of loss of function (DALYs), 2017
As a percent of all causes of loss of function 
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Note: Share of DALYs for a particular cause relative to DALYs for all causes.
Source: Dov Chernichovsky, Taub Center | Data: IHME, 2018

Indeed, when one views the level of health and its determinants in terms 
of DALYs, then the data of the Global Burden of Disease (GBD) produces a 
different picture than the one based on causes of mortality as described 
above. In the case of cardiovascular disease, strokes, and even dementia, 
Israel’s situation is indeed good relative to the US and EU (Figure 4). However, 
from the perspective of loss of function related to headaches and diabetes, 
Israel at a relative disadvantage. 

In a comparison of changes in the total amount of DALYs in Israel between 
2007 and 2017, an increase can be seen in all causes for loss of function, apart 
from cardiovascular disease (Figure 5). The main reasons for this are a 21 
percent rise in Israel’s population over this period and its aging population.  
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Figure 5. Changes in the leading causes of loss of function or 
premature death (DALYs) in Israel, 2007-2017

Source: Dov Chernichovsky, Taub Center | Data: IHME, 2018
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Dr. Amnon Mussak

Deputy Director, Neurology Department 
Headache and “Physical Reinforcement”

Tel Aviv Sourasky Medical Center

In the case of chronic diseases, pain is cited as the main cause of 
suffering. This is not a new revelation; nonetheless, more and more 
individuals are reporting they suffer from pain and are seeking relief. 
The following two factors are contributing to the upward trend in the 
incidence of pain: 

• Longer life expectancy, which is accompanied by a multiplicity of 
pain symptoms related to bodily structure. 

• A change in the perception of pain. In the past, pain was perceived 
as “something to endure,” while today, in view of higher life 
expectancy and general higher standards of living — which are 
reflected in medical advances, on the one hand, and a desire to 
enjoy life, on the other — people are less willing to accept pain 
than in the past. 

The obvious solution is to develop and promote services for pain 
management. However, this is occurring at a very slow pace relative 
to the fast-growing need. In 2011, a sub-specialty of two years was 
established in pain management at centers recognized for this 
purpose. Acceptance to this specialty is from almost any other 
medical specialty. At the end of the internship in pain management 
,physicians are required to pass exams given by the Scientific Council 
of the Physicians Association, and those who pass are awarded the 
title of pain management specialist. 

Spotlight 

Palliative care in Israel
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The data from the first clinics to be established within the Clalit 
Health Services (in 2014) indicate that 80 pain management specialists 
are caring for 1.9 million patients per year who initially come to their 
family physician with a complaint of pain. By way of comparison: 161 
specialists in endocrinology treat 1.6 million individuals per year who 
come to their family physicians with high blood pressure, diabetes, 
etc.; 254 gastroenterologists treat 1.5 million individuals per year 
who come to their family physician with intestinal problems; and 
512 cardiologists treat 0.6 million individuals per year who come to 
their family physician with heart complaints. The shortage in pain 
management of headaches is particularly acute. Physicians come 
to this specialty after an internship in neurology. At the moment, 
there is no subspecialty for headaches in Israel and the expertise in 
pain management is primarily aimed at general pain. In Israel, there 
are currently only three practicing physicians with a sub-specialty 
in headaches and another four who treat headaches without being 
specialists. In general, physicians do not tend to get involved in 
the treatment of pain or the treatment of headaches in particular, 
a situation that contributes to patient distress. Neurologists do 
not continue on to a specialty in pain or in headaches, despite the 
technological progress in this field. As a result, waiting times in pain 
management clinics are about a year and there are many patients 
who utilize their supplementary or commercial insurance to access 
treatment privately. This means that weaker population groups do 
not necessarily get the treatment they need and certainly not within 
a reasonable time frame. In view of the nature of the problem and its 
effect on social welfare, including its economic effect, this is clearly 
an unacceptable situation. The problem is worse in the country’s 
periphery than in the center. 

The Ministry of Health and the health funds have tried to meet 
the challenge by training nurses to provide initial care for pain. The 
Israeli Medical Association saw this step as a justification to declare a 
work dispute and the process was partially halted. The health funds 
have designated physicians who are not pain specialists to treat pain 
without any special training and calls them “pain caregivers.” 
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Medicine continues to move in the direction of specialties and 
sub-specialties. The field of pain itself has already branched into 
preventative care, specialties in invasive procedures, and headache 
treatment. The solution to the shortage in pain management 
specialists includes the following measures: 

A. Increasing the number of positions and training centers. 

B. Encouraging physicians to be trained as pain specialists by 
providing incentives, job positions, and attractive wages. 

C. Planning of medical manpower according to needs. 

D. Doubling the number of pain management specialists in Israel, 
which is the minimum necessary to shorten the long waiting lines. 
This translates into an addition of at least 80 physicians. 

E. Sharing of positions with the health funds with the promise that 
the physician will later move to service in the community (which 
is already being implemented in part today).
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National expenditure on healthcare and its 
sources of funding: The growing gap between 
Israel and similar countries

Despite the upward trend in the share of healthcare expenditure out of 
GDP from 7.1 percent in 2010 to 7.5 percent in 2018 (Figure 6), the share of 
the state in healthcare expenditure is lower than the average of the OECD 
countries and more so relative to the average of the countries with similar 
healthcare systems. As can be seen from the long-term trends, the gap 
between Israel and the OECD and between Israel and the similar countries 
has been widening since 1995, primarily due the relative stability in the 
share of healthcare expenditure out of GDP in Israel.5 There are indications 
that the gap between Israel and the OECD is narrowing somewhat, but not 
the gap between Israel and those countries with similar systems. 

Figure 6. National expenditure on healthcare as a percent of GDP

Note: Similar countries: Belgium, France, Germany, the Netherlands, and Switzerland.
Source: Dov Chernichovsky, Taub Center | Data: https://data.oecd.org/healthres/health-spending.htm

5 This is partly due to the relatively rapid growth in Israel’s GDP, at least during the past 
decade. In other words, the expenditure on healthcare is barely keeping up with the growth 
in GDP.
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These rates translate into an average expenditure per capita on healthcare 
of $5,700 in the similar countries as compared to $2,950 in Israel (as of 2018; 
CBS, 2019a; 2019b). The gaps between Israel and the similar countries are 
reduced, though not entirely, when demographic differences are taken 
into account. Adjusting for demographic characteristics raises the rate of 
healthcare expenditure out of GDP to about 8.4 percent for Israel, expenditure 
per capita of $3,300.6  

The share of public financing within health expenditure in Israel remains 
relatively low at 64 percent, as compared to 78 percent in countries with 
similar systems (Figure 7), despite an upward trend in Israel since 2010. 

Figure 7. Share of public expenditure in national expenditure  
on healthcare

Note: Similar countries: Belgium, France, Germany, the Netherlands, and Switzerland.
Source: Dov Chernichovsky, Taub Center | Data: OECD.Stat

6 With respect to healthcare expenditure as a percentage of GDP, in 2017, there is a 
discrepancy between the data of the CBS, which reports a figure of 7.6 percent, and the data 
of the OECD, which reports a figure of 7.5 percent.
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The composition of private healthcare 
expenditure: A cause for concern

The low share of healthcare expenditure out of GDP, as well as the low 
expenditure per capita, are not in line with the relatively high share of private 
financing of the healthcare system, since the share of healthcare out of GDP 
and the expenditure per capita tend to be positively correlated with private 
expenditure. High rates of private expenditure, in addition to contributing 
to widening healthcare disparities, expose the system to market failures that 
manifest as rising prices of medicine and healthcare costs. A prime example 
is the US, where the share of private expenditure in healthcare spending is 
particularly high. The increase in private expenditure in the composition of 
medical financing in Israel is making things increasingly similar to that in 
the US, and the results are becoming apparent.

The composition of the private financing is changing in favor of voluntary 
insurance in general and commercial insurance in particular. Between 2010 
and 2018, there was an increase in financing by means of voluntary insurance 
of about 3 percentage points — from 8.2 percent in 2010 to 11.1 percent in 
2018 (Figure 8). Of this increase, about 75 percent is due to the purchase of 
commercial insurance. Moreover, the data show that, since 2014, there has 
been a relative decline in the share of supplementary insurance (sold and 
controlled by the health funds) in favor of commercial insurance. 
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Figure 8. Share of private expenditure out of total healthcare 
expenditure and the components of private expenditure
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Source: Dov Chernichovsky, Taub Center | Data: CBS, 2018; 2019c

At least on the face of it, a drop in the share of private self-financing in favor 
of voluntary insurance can contribute to greater equality in the system. 
However, the upward trend in the share of commercial insurance at the 
expense of the share of supplementary insurance as well as the moderate 
increase in the share of public financing (Figure 7) is liable to neutralize this 
effect since supplementary insurance has a cross subsidy element and there 
is no underwriting requirement. The socioeconomic profile of the insured 
population supports this neutralizing effect, which leads to more inequality 
and a loss of efficiency.  

An examination of the data on health insurance in the recently published 
Central Bureau of Statistics Social Survey (CBS, 2019c) indicates that commercial 
insurance is more sensitive to income than supplementary insurance 
(Figure 9). The share of those insured through supplementary insurance 
is higher than the share of those insured through commercial insurance 
and the variance in the share of those with supplementary insurance by 
income group is lower than that for commercial insurance and for those 
with both types of insurance.7 Furthermore, most of those insured, and 
especially those carrying commercial insurance or both types of insurance, 

7 An examination of the survey data according to level of education also shows a connection 
between education and voluntary insurance in general and commercial insurance in 
particular.
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report a better health status than those who carry less insurance (Figure 
10). The reasons given for carrying insurance include surgeries, the ability 
to choose a physician, which in most cases means shorter waiting times, 
and to cover the costs of medicines not included in the healthcare basket 
— services whose immediate effect on health can be substantial. In other 
words, the health status of those with voluntary insurance, and commercial 
insurance in particular, is superior — both in theory and in practice — to 
that of individuals without voluntary insurance, and in particular without 
commercial insurance. 

The relative growth in commercial insurance at the expense of out-
of-pocket expenditure and primarily at the expense of supplementary 
insurance is liable to reduce the equity of healthcare and the accessibility 
to services, including surgeries and medicines, and the situation is liable to 
worsen as the prices of medical care increase. 

Figure 9. The percent of those who report carrying voluntary 
insurance
By insurance type and grouping by monthly income
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Source: Dov Chernichovsky, Taub Center | Data: https://tinyurl.com/sv4ne4e
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Figure 10. Share of those who report carrying voluntary 
insurance
By insurance type and self-evaluation of health status
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The price of medical care in Israel:  
Has the dam broken?

As noted, expenditure on healthcare rose from 7.1 percent of GDP in 2010 to 
7.5 percent in 2018. This increase beyond the growth in GDP does not imply a 
real increase in terms of quantity of services or the quality of treatment and 
service, once the increased needs of the population — due to demographic 
changes such as aging and high fertility rates — and increasing medical 
prices relative to the price index of GDP prices are taken into account. 

Figure 11 shows that healthcare expenditure per capita has risen by about 
4 percentage points more than GDP per capita since 2010. This increase has 
compensated for the demographic increase in the sense that the increase in 
healthcare expenditure per standard person was approximately equal to the 
growth in GDP. When the increase in the price of medical care relative to 
the rise in GDP prices is taken into account, it appears that the increase per 
standard person is about 13 percentage points less than when the increase 
does not take prices into account. In other words, in real terms, expenditure 
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on healthcare per standard person has actually shrunk due to the relative 
increase in the price of medical care; which is a likely outcome from a long-
term decline in the share of public financing in favor of private financing in 
which the share of commercial insurance rises. 

Figure 11. Per capita healthcare expenditure with adjustments 
for demographic factors and price rises in medical care in Israel
Index year: 2010 = 100
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The issue of medical prices in Israel is clearly, and perhaps somewhat 
surprisingly, reflected in a recent OECD report. The OECD looks at medical 
care prices in its member countries, including Israel, relative to the US that 
serves as the basis for comparison. This comparison shows that Israel is 
fifth-ranked among the OECD countries with respect to the prices of medical 
care, after Switzerland, Iceland, Norway, and Sweden. In fact, the level of 
medical care prices in Israel is 10 percent higher than that in the US, 53 
percent higher than that in the OECD countries, and 26 percent higher than 
that in the countries with similar healthcare systems (Figure 13). 
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Figure 12. Index of healthcare basket prices, 2017
Index: US = 100
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Note: Similar countries: Belgium, France, Germany, the Netherlands, and Switzerland.
Source: Dov Chernichovsky, Taub Center | Data: Health at a Glance, 2019; https://tinyurl.com/tdd9q8k

Israel faces a challenge from the rising price of medical care relative to 
GDP prices. We do not have comparative data for these prices relative to 
other countries over time, i.e., we are not able to compare Israel’s rate of 
inflation in medical costs to those of the similar countries. Nonetheless, 
the comparison of prices carried out by the OECD shatters the myth that 
the price of medical care in Israel is relatively low. The reason is related 
to the public/private mix as discussed previously, and primarily the rising 
share of voluntary insurance and, in particular commercial insurance, in the 
financing of the system. 

Once again, disparities between the center and 
the periphery

The CBS recently published its 11th Report on the Face of Israeli Society that 
relates to the gaps between the country’s center and the periphery, which, 
of course, favor the center (CBS, 2019d). The report points to gaps in health 
levels and accessibility to medical services that have been widening over 
time (CBS, 2019e). The Taub Center has repeatedly warned of these widening 
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gaps and indicated that the current policy is not contributing to a meaningful 
solution (Chernichovsky, 2013). At least in the case of medical services the 
phenomenon is universal. Thus, high-quality medical services tend to be 
concentrated, for a variety of reasons, in the socioeconomic centers, which 
is also where political power is concentrated, of the medical establishment 
as well. 

In the absence of a geographical allocation, there is no mechanism to 
prevent the funneling of financial resources to the center. This is particularly 
the case in a system like Israel’s where healthcare is publicly funded but 
its physicians are exposed to privately funded demand that is higher in the 
economic centers of the country, mainly the metropolitan area of Tel Aviv. 
This type of system feeds on itself. Budgets flow to places where physicians 
and equipment are found, and they are attracted to privately funded demand 
in the center, where higher incomes feed that demand in a cyclical fashion 
and at the expense of areas outside of the center, like the periphery. 

Once again, long-term care
In October 2019, the insurance companies in Israel declared that they were 
no longer selling long-term care insurance policies that are not supplied 
through the health funds’ group insurance. This step pulled the carpet 
out from under the Ministry of Finance’s traditional stance, according to 
which long-term care insurance in Israel is to be provided in the commercial 
insurance market. 

Chernichovsky, Kaplan, Regev, and Stessman (2017) discuss the issue of 
financing long-term care in Israel and rule out the commercial long-term 
care insurance solution because the sector is exposed to the following 
market failures (Pestieau & Ponthiere, 2010): 

• A significant measure of short-sightedness and moral hazard: Individuals 
tend not to purchase commercial insurance in the belief that someone 
else (mainly the state) will provide them with long-term care if needed, 
even if they do not have the appropriate insurance. 

• A relatively narrow economic base for the coverage of claims: This is the 
result of the limited size of the target group, low-income earners cannot 
afford insurance, while high-income earners may prefer to incur the 
expense directly rather than purchase an insurance policy, particularly 
in view of its high price. In addition, although it may become clear ex-
post that public alternatives are insufficient, their very existence may 
reduce the demand for commercial insurance. 
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• Actuarial problems due to the difficulty in forecasting the growth 
in the long-term care population and its long-term care needs. This 
uncertainty also contributes to the relatively high premiums for long-
term care insurance. 

• The accumulation of insurance reserves over time requires investments 
that will be exposed to capital market risks. 

• There is a fear that adverse selection will ensue. Individuals who are 
at higher risk, and primarily those whose risk factors are difficult to 
identify, tend to purchase insurance at a higher rate.8 

These various factors are interconnected. The fact that the young refrain 
from acquiring insurance — and especially those who were born into a 
National Health Insurance system — is the result of both shortsightedness 
and a lack of awareness of future needs as well as a lack of expertise in the 
long-term care insurance market (which leads the young to believe that the 
public service will provide them with sufficient care when the time comes). 

A structural problem with long-term care insurance that exacerbates the 
situation is the lack of symmetry between the insurer and the insured. When 
the insured individual submits a claim for compensation to the insurance 
company he is not able to fully exploit his rights without outside assistance. 

These basic problems are accompanied by a number of issues that 
characterize the commercial insurance market in Israel: 

• Selective insurance: Since the insurance companies are not obligated 
to accept every request to purchase insurance, in general, it is the 
population most in need — the elderly and the chronically ill — who 
are left without insurance protection. In theory, it could be claimed 
that the elderly of today should have acquired insurance at an earlier 
stage; however, the long-term care insurance market came into being 
only relatively recently and so this claim has no basis. Moreover, as long 
as there is no formal compulsory universal insurance (also by means 
of imposing a tax), there will always be individuals who do not acquire 
insurance at a young age, and when the time comes they will remain 

8 There is no consensus regarding the importance of this market failure in the context 
of life insurance, pensions, long-term care insurance, and inheritance insurance, since 
the information possessed by the individual is not necessarily superior to the forecast of 
the insurance company when it has access to the insured individual’s full medical records 
(Handel & Lizzeri, 2003).
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without long-term care or will receive long-term care at the public’s 
expense. 

• A lack of information with which to make an informed choice: The public 
does not currently have the appropriate tools to make an informed 
choice among the various insurance policies, especially with respect to 
understanding the coverage and the policy terms (exceptions, linkage of 
compensation to the CPI, etc.). Additionally, the public lacks information 
on the risk of being in need of long-term care. The extent of the shortfall 
in information is reflected in the significant share of insured individuals 
who don’t even know if they have long-term care insurance and to an 
even greater extent have no knowledge of the terms of the policy and 
the extent of their insurance coverage. 

• Limitation on the level of insurance coverage: The insurance 
compensation is limited by a pre-determined ceiling. As a result, the 
insured individual is exposed to the risk of an increase in the price of 
long-term care services and has no guarantee that future insurance 
payouts will suffice (Gross & Brammli-Greenberg, 2003). Moreover, 
most of those who have long-term insurance do not have long-term care 
coverage for the length of time needed and it is usually restricted to 
between three and five years. Thus, if an individual requires long-term 
care for a longer period, his family may be forced to finance the cost 
of care when the insurance allocation period ends. The short durations 
reduce the insurer’s level of risk — and therefore also the insurance 
premium — but increase the individual’s uncertainty regarding his 
rights to make a claim. 

• Interruption of insurance continuity: The problem of insurance 
continuity arises when someone who is insured through group 
insurance leaves the group (following retirement, layoffs, etc.) and 
when the group’s long-term care insurance is not renewed at the end of 
the insurance period. In such cases, insured individuals remain without 
coverage. This problem is particularly serious for the elderly or the 
chronically ill, for whom there is only a small probability that the new 
insurance company will agree to insure them. The instructions of the 
Supervisor of Insurance are meant to solve the problem of continuity by 
forcing the insurer to allow individuals to acquire a commercial policy 
without renewed underwriting. It appears that this possibility has 
vanished from the market. 

State of the Nation Report: Society, Economy and Policy 2019382



The Healthcare System: An Overview

Summary and conclusions

The population’s health status. Israel’s achievements are impressive, 
particularly in terms of preventing death and extending life, but apparently 
some of them are the results of past investments in the system and of 
economic growth in general. When health is examined in terms of loss 
of functioning as a result of premature death and lowered functioning as 
the result of disease and disability (DALYs), then the effect of back pain, 
headaches, and depression on lack of functioning can also be seen, beyond 
the loss of life due mainly to cancer and cardiovascular disease. In addition, 
there is a worrying increase in diabetes which affects both mortality and 
loss of functioning and which is particularly prevalent in Israel relative to 
other developed countries. The data suggest a need for a discussion about 
expanding the method used to measure health outcomes to include loss of 
function and welfare rather than simply mortality prevention. Attention 
should be given also to pain management, depression, and diabetes. 

Financing of the system. The share of healthcare expenditure out of GDP 
and the share of public financing out of total financing of healthcare are 
low relative to other countries and relative to the shares in Israel when the 
National Health Insurance Law went into effect (1995). Underlying the data 
are also issues of the relative efficiency of the Israeli system until today 
and the basic question of whether these rates of expenditure and financing 
are sustainable. Can the system continue to function at its current level — 
which is high relative to other countries — with a low level of expenditure 
on healthcare relative to other developed countries? In view of the inflation 
in medical care prices, which in general is the result of failures in the 
health insurance market and the medical care market, it would seem that 
the situation is not sustainable. Such unsustainability extends into social 
issues like the increasing inequity in terms of access to healthcare that is 
characteristic of a system that relies on private financing to a large extent. 

Allocation to the periphery. The issue of the geographic periphery comes 
up again and again. The accepted solution in other countries to reducing 
gaps in accessibility to medical services, particularly in countries that 
are not federations, is allocation on a geographic basis. This was also the 
recommendation of the Netanyahu Committee (1990), which laid the 
foundations for the National Health Insurance Law. It recommended dividing 
Israel into districts and dividing resources among the district authorities 
according to a district index. The health funds, which operate as regional 

383



cost centers, would receive financing only in the second stage and according 
to a capitation mechanism or an accepted allocation, with a correction for 
existing gaps in infrastructure. The recommendation was not implemented. 

Long-term care insurance. In other developed countries, the commercial 
insurance market has not been part of the solution to long-term care financing. 
The declaration of the commercial insurance companies in Israel that they 
are abandoning this type of insurance puts Israel in the same position as 
these countries. The developed countries (apart from Switzerland and the 
US, of course) have essentially given up on it. Therefore, Chernichovsky 
et al. (2017) suggested that Israel institute compulsory national long-term 
insurance that would provide a resident — possibly according to a means test 
— with a basic layer of insurance that would rest on publicly financed and 
accompanying services. To this basic layer could be added supplementary 
insurance services according to personal choice. 

Long-term care would be financed in part from existing public sources with 
a need to add additional, new sources of financing. There are two available 
alternatives: The first is a proposal by the Ministry of Health to increase the 
health tax by 0.5 percent and to cancel the means test (the “codes”) used 
by the Ministry of Health to determine eligibility for public assistance in 
institutional care. The second is a proposal by the authors of the Taub Center 
for independent designated financing of the healthcare system by means of 
compulsory insurance, taxes, or a combination of the two. Another possible 
source of financing for expanding public responsibility for long-term care 
involves raising the retirement age, first for women and then also for men. 

In view of the aging of the population and the increase in needs beyond 
the growth in GDP, there will be a slowdown in the rate of increase in 
resources that the state will be able to allocate to the financing of long-
term care. Therefore, consideration should be given to combining a public 
mechanism, which is based on taxation or compulsory payments in a pay-as-
you-go system, and an additional mechanism of intergenerational regulation 
that will provide the system with stable sources in the form of payments of 
compulsory insurance that accumulate over time.

It would be best if all payments to finance national long-term care will be 
collected by the National Insurance Institute, deposited in a special fund and 
managed, as is common in other countries, by a single authority that is not 
part of the healthcare system.
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The Acute Care Hospitalization 
System in Israel:

The Current Situation
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This study is one of two that examines the hospital system in Israel:

• The Acute Care Hospitalization System in Israel: The Current Situation

• The Acute Care Hospitalization System in Israel: From a Vision of 
Decentralization to a Centralized and Out-of-Control Reality

These two complementary studies discuss a system in crisis, which reflects 
the situation of the health system in Israel as a whole. The crisis is a result of 
two factors: (a) widening gaps between the medical need and the allocation 
of public resources to the system; (b) the growing involvement of the state 
in the ongoing management of the system. 

Accordingly, the first study discusses the infrastructure of the system and 
its financing, namely the market and number of beds and their funding, their 
dispersion in the community and their utilization, both over time and from 
an international perspective. The second study discusses the regulation of 
the hospital system that affects the system’s efficiency and accessibility.
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Abstract

The hospital system in Israel operates for the most part as an “internal 
market” which came into being with the passage of the National Health 
Insurance Law in 1995 (hereinafter: the Law). In this market, entitled health 
services are provided according to patient need and they are financed and 
regulated by the state. The provision of these services is the responsibility 
of the four health (or sickness) funds (HMO-type institutions), whether by 
purchasing them or producing them. In general, hospitalization services are 
acquired from public hospitals, although the status of these hospitals has not 
been defined in the law. 

The hospitalization market in Israel is characterized by a fundamental 
structural flaw that adversely affects its functioning, namely the multiple 
roles of the state within the market. On the one hand, the state is responsible 
for financing and regulation and, on the other hand, it is a supplier of about 
one-half of the acute hospitalization services, competing with other hospitals 
not owned and run by the state, but under its regulation and finances. Thus, 
the state’s multiple roles lead to a conflict of interest and, notwithstanding 
the repeated proposals for reform since 1978 and even prior to that, the 
issue has remained unresolved. 

In Israel, there are about 2.2 acute (curative) care hospital beds per 1,000 
population as compared to an average of 3.6 in the OECD and 4.1 in the 
European countries in which, like Israel, the provision of services is secured 
by health funds (Belgium, Germany, the Netherlands, and Switzerland, 
and to a lesser extent also France; these will be referred to hereafter as the 
“similar countries”). Even after adjusting for the younger age structure of 
the population in Israel relative to other countries, the number of acute care 
hospital beds stands at 2.5 per 1,000 population, which does not significantly 
reduce the gap between Israel and other countries. 

The share of expenditure on hospitalization in the GDP, after adjusting for 
age is 2.1 percent as compared to 2.3 percent in the OECD countries and 2.8 
percent in the similar countries. 

In Israel, as in the OECD countries and the similar countries, there is a 
trend towards reducing the number of hospital beds per 1,000 population 
and hospitalization expenditure. This phenomenon is also related to 
technological and organizational changes in medicine. However, in Israel,  
the problem is particularly acute. The relatively low number of hospital 
beds, as well as the decrease in hospitalization expenditure, can be explained 
and even justified by the relatively young age structure of the population in 
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Israel. However, this does not justify or explain the relatively sharp decline 
in the number of beds per 1,000 population and in the level of hospitalization 
expenditure in view of the rapid aging of the population in Israel relative to 
other countries. 

The low average number of hospital beds per 1,000 population is even 
more acute in the geographic periphery of the country, where demand for 
beds is high relative to supply, and stands in contrast to the situation in the 
central areas of Tel Aviv, Jerusalem, and Haifa. This means that residents 
of the periphery travel long distances for hospital services. The average 
distance to the nearest hospital in the Northern district, the Southern 
district, and Judea and Samaria is 15-20 km as compared to 3-4 km in the 
Tel Aviv and Jerusalem districts. The distance to a national medical center 
(Ichilov, Beilinson, Sheba, and Hadassah) is 133 km on average for residents 
of the Northern district and 92 km for residents of the Southern district, as 
compared to about 30 km for residents of the Tel Aviv and Center districts. 

The geographic inequity in the allocation of beds also relates to the 
inefficiency of having oversized hospitals in areas with a relatively high 
supply of beds. Research examining the potential efficiency of hospitals 
according to size, concluded that the size of Sheba, Sorasky, Soroka, and 
Rambam medical centers is beyond the optimal size (800 beds) for a hospital. 

Despite the relatively low number of beds, the number of hospital 
discharges per 100,000 population in Israel is similar to the OECD average of 
about 15,000 per year, and lower than the average for the similar countries 
of about 16,000 per year. Israel accomplishes this by means of a particularly 
high hospital bed turnover rate. Thus, in 2016, the average number of 
hospitalizations per bed was 66 in Israel, as compared to an average of about 
41 in the OECD countries and about 44 in the similar countries. The Israeli 
turnover rate reflects, on the one hand, relatively short average hospital 
stays and, on the other hand, particularly high occupancy rates. The average 
length of a hospital stay in Israel is 5.2 days per patient, which is lower than 
in the OECD countries (6.7 days) and in the similar countries (6.2 days). The 
average rate of occupancy for hospitals in Israel is 94 percent, as compared 
to 75 percent for the OECD and the similar countries. 

These figures paint a picture of an acute care system where the following 
outcomes can be expected: 
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• Diminished ability of the system to deal with routine emergency 
situations (whether or not they are related to the security situation). 

• Reduced quality of treatment due to short hospital stays beside pressure 
to reduce them as a result of long waiting times outside of the hospitals 
and within the emergency rooms. 

• Lack of competition between hospitals in the internal market, at least 
with respect to quality of service, in view of the inability of hospitals to 
respond in terms of supply to changing market conditions. 

This speaks to the absence of a national strategy with respect to the following 
interrelated factors: the number of acute care hospital beds, the size of 
hospitals, and their geographical dispersion. This lack, in all its aspects, is 
reflected in an expansion of hospital which are already over the optimal size 
of about 800 beds and the additional hospital beds in locations where there 
are already sufficient to meet the population needs, in place of adding beds 
and resources in the periphery and building a new hospital in addition to 
Soroka in the South. The government’s program to shorten waiting times is 
an admission of the poor functioning of the public hospital system and an 
attempt, by means of flawed regulation, to deal with these failures. 

That is, prior to making additional investment to fill the gap, it is 
important to reduce and rectify the involvement of the state in the system’s 
ongoing management, a situation that only exacerbates the problem, as will 
be described in the second study. 
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Introduction

The hospital system in Israel includes acute care, psychiatric, rehabilitation, 
and long-term care hospitalizations. The discussion will focus on the first 
— hospitalizations that are primarily for short-term acute care, including 
recovery from surgery that, in general, cannot be treated in the community. 
In principle, two types of acute care can be distinguished: urgent care, 
characteristically emergency care, and elective care, including treatment in 
outpatient clinics that theoretically is not urgent and which can be provided 
within a reasonable time period. Apart from the character of the care, the 
relatively short hospital stay is basically what differentiates acute care 
hospitalization from other types of hospitalization, including psychiatric, 
rehabilitation, and long-term care, whose duration is often for the patient’s 
remaining lifespan. 

A cautious estimate puts the number of patients treated in the acute care 
hospitalization system at about 1.1 million annually.1 Although this is lower 
than the number of individuals treated in the community on a daily basis, the 
intensity of contact in the hospital system is greater as the system is closely 
identified with emergency care related to access to specialists and including 
life-saving procedures, as seen from the patients’ perspective. Moreover, 
contact with the system is of a social-emotional nature, since in most cases 
the patient is accompanied by family members and friends. In addition, 
hospitals are identified with medical training, research, infrastructure, 
and emergency situations. All create high public sensitivity to the system’s 
activity, which is difficult to quantify in clear and unambiguous terms. 

In an ideal world, the functioning of the hospital system would be measured 
by its contribution to health and social welfare, including elements related 
to equity, efficiency, and public satisfaction with service and treatment. 
However, in reality, there are no accepted measures of long-term health 
impact of hospitalization.2

Therefore, as is customary, the focus is on the relationships among 
a basic measure of inputs, total number of beds, and measures of output, 
number of hospitalization days, and primarily the number of cases dealt 
with by the system. Between the indices of inputs and those of outputs are 
process indices, which measure the average hospital stay and the rate of bed 

1 Based on a total of about 1.3 million cases per year (2016) of which about 22 percent are 
repeat hospitalizations (according to OECD figures that are shown in Charts 15 and 16 and 
figures of the Ministry of Health on their site: https://www.health.gov.il/UnitsOffice/HD/
MTI/info/Pages/General_hospitalization.aspx)

2 Measurements of the quality of the hospital care system that can distinguish among 
institutions are subject to debate and are not dealt with in this paper.
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occupancy, which are often expressed in terms of “bed turnover,” i.e., the 
number of annual hospitalizations per bed. These can be used as a general 
indicator of quality of care and service. 

The dispersion of the total number of beds in the country among the 
various hospitals according to their location is expressed in the size of the 
hospitals and their geographic dispersion. The size of the hospitals suggest 
potential efficiency of bed utilization, and the geographical dispersion of 
hospitals dictates access to hospitalization. 

Since there are no clear measures of hospital system performance, apart 
from medical ones, that can be used by the public to judge its performance, 
the public at large is especially sensitive to issues of accessibility and 
quality of service (as opposed to care).3 For urgent care, this is measured by 
waiting times in emergency rooms and waiting times for service in hospital 
departments. For elective procedures, which are theoretically less urgent, 
quality is measured primarily by two interrelated factors: waiting times for 
elective hospitalization and the patient’s freedom to choose a hospital and 
— more importantly — a treating physician. Recent policy measures adopted 
by the government indicate that it is also aware that the system does not 
meet public aspirations in this important and sensitive domain. This 
recognition has been expressed in, among other things, the adoption of a 
special program for the shortening of waiting times for surgery and imaging 
procedures, and the convening of a special inter-ministerial committee 
(whose recommendations have not yet been published at the writing of this 
report) to deal with the overload in internal medicine departments.4 The 
question is, of course, what has led to the current situation and whether the 
government plans will help solve these problems. 

According to the National Health Insurance Law, the state has ultimate 
responsibility to ensure the provision of medical services specified in the 
law, known as the “basket of services,” of which acute hospitalization is a 
major component.5 Accordingly, the state must fulfill its role by means of 
regulation in four different domains: 

3 In 2014, the state began promoting indices of hospitalization quality as part of the National 
Program for Quality Indicators in Hospitals in Israel. The measurement of hospital processes 
and output is a controversial issue for two reasons: first, the indices are liable to encourage 
hospitals to embellish the picture, and second, the inability of the public to choose a hospital 
and a physician means that these indices are of limited value to the public.

4 For a discussion of the national plan to shorten waiting times, see Chernichovsky and Kfir 
(2019).

5 National Health Insurance Law, 5754-1994.
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1. Total beds and their dispersion according to the size of the hospital and 
their dispersion in the population. 

2. The budget of the health system, which provides the basket of services. 

3. Budget execution.

4. The correction for market failures that influence the incentives in the 
system. 

This regulation, which is supported by other legislation (primarily the 
budgetary Arrangement Laws), dictates the ability of the system to achieve 
its basic goals using the means available to it and according to the spirit 
of the law. Those goals are the promotion of health, control of costs, and 
economic sustainability, equity, and efficiency. 

In this study, government policy according to the outcomes of the 
regulation described in 1 and 2 above is examined. The second study 
primarily discusses 3 and 4 (Chernichovsky & Kfir, 2019). In the absence of 
absolute criteria for evaluation, we present international comparisons and 
comparisons over time. Accordingly, in the next section, we discuss the 
structure of the hospitalization market, while focusing on the conflicting 
roles played by the state in that market. The following two sections 
discuss the hospital system infrastructure and market expenditure on 
hospitalization, as well as planning and licensing policy for hospital beds 
relative to population distribution and the size of various hospital facilities. 
This is with the goal of examining the basic infrastructure of the system and 
its ability to achieve its goals in terms of efficiency and equity. In the final 
section, we discuss the functioning of the system as reflected in the annual 
bed turnover rate and occupancy rate, which are indicative of pressures on 
the system and their implications. 

The acute care hospitalization market in Israel

Public hospitals: The lack of legal and administrative 
standing 
While it is simple to define an acute care hospital according to the main type 
of services it has a license to provide, in the absence of a clear legal definition, 
the definition of a “public hospital” has been based on a convention that has 
evolved over time. 
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The status of “public” is commonly attributed to the group of hospitals in 
Israel whose main function and activity is the provision of entitled medical 
services under the Law, regardless of hospital ownership. Consequently, 
public hospitals include the following: 

• Hospitals owned by the state. These hospitals operate as government 
bodies. Most of their employees are civil servants, and their budgets, 
including the revenue from the sale of medical services, is practically 
managed as part of the state budget although the revenues from 
provision of entitled care should come from rate of service. They include, 
among others, Sheba, Rambam, Sourasky, and Barzilai medical centers.6 

• Hospitals owned by Clalit Health Services (the largest health fund 
in Israel). These institutions operate as auxiliary units of the health 
fund and its employees are, for the most part, health fund employees. 
Hospitals of this type are obligated to provide services to members of all 
other health funds as well. These include Rabin, Beilinson, Soroka, and 
Carmel medical centers. 

• Independent hospitals. These hospitals are incorporated as non-profit 
institutions, such as Shaare Zedek and Laniardo medical centers; as 
public-benefit corporations, such as Hadassah; or as limited companies, 
such as Assuta Ashdod. 

Chernichovsky and Kfir (2019) suggest a formal definition of the “public 
hospital” based on the relationship between the hospital and the state 
health basket, regardless of the hospital ownership or in what form it is 
incorporated, according to three basic criteria: 

• Normative: The hospital is obligated to offer its services, including 
elective services, as part of the National Health Insurance Law to all 
residents of the country equally. 

• Functional: The hospital fulfills publicly oriented functions, such as 
urgent care, emergency services, and teaching. 

6 See the full list in the Appendix. Among the government hospitals, there are several 
municipally-owned hospitals, such as Sourasky.
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• Economic: The hospital’s main source of revenue is from the provision 
of services included in the basket of services, i.e., the sale of services to 
the health funds. 

The conflicting roles of the state
There are 58 hospitals in Israel (not including long-term care hospitals): 44 
acute care hospitals, 12 psychiatric hospitals, and 2 rehabilitation hospitals 
(Figure 1). Of these, 19 are government-owned, 11 are privately-owned, 
10 are under some form of public ownership or are owned by non-profit 
organizations, 12 are owned by the health funds (primarily Clalit Health 
Services), and 6 are owned by missions.  

Figure 1. Hospital ownership, 2017
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About one-quarter of the hospital beds are owned by the state. The share 
is particularly high in the case of psychiatric hospitals (81 percent) and 
particularly low in the case of long-term care and rehabilitation hospitals 
(7 percent) (Figure 2). In the case of acute care hospitals, 47 percent are 
owned by the state, 29 percent are owned by Clalit Health Services, and 17 
percent are owned by other public hospitalization institutions. The rest are 
privately owned.
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Figure 2. Hospital beds by type and hospital ownership, 2016

Note: Data for this figure are from 2016 and so do not necessarily match data in previous Taub Center 
publications. 
Source: Dov Chernichovsky and Roi Kfir, Taub Center | Data: Ministry of Health, 2016

The acute care hospitalization market is therefore characterized as follows: 

• The health funds expend the public budget for entitled hospitalization 
services; they purchase these services from hospitals. 

• The state and Clalit Health Services are the two main suppliers in the 
market, in addition to a group of independent suppliers, most of which 
are non-profit organizations. 

• The hospitals that are defined as public sell services to the four health 
funds, the largest of which — Clalit Health Services — has a national 
market share of about 50 percent of the country’s residents. 

• Clalit Health Services provides itself with a significant share of the 
hospitalization services that it purchases. 

• The state fulfills several important roles simultaneously: the financing 
of the health services basket that is provided through the health funds, 
oversight of the system and its regulation, the sale of hospitalization 
services to the health funds in government hospitals, management 
of government hospitals, and direct budget responsibility for the 
operations of government hospitals.
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Thus, this market is characterized by sellers with potential monopolistic 
power and buyers with potential monopsonistic power,7 with the ability 
to dictate prices, at least in local markets. In order to achieve efficiency 
and control over the potentially uncontrolled growth in hospitalization 
expenditure, the state has to provide appropriate regulation in addition 
to its responsibility for ensuring the provision of efficient and equal 
hospitalization services to the population. This is elaborated on further in 
the second part of this study (Chernichovsky & Kfir, 2019). 

However, the state’s role in financing and regulation is inconsistent with 
its role as a major provider of hospitalization services, which gives  it undue 
monopolistic powers in the system, and, in contrast to other suppliers, its 
revenues are ensured regardless of the sale of hospitalization services. The 
state, therefore, fulfills two conflicting functions in the system: on the one 
hand it “employs” the health funds as contractors for the provision of public 
health services and regulates their activity based on the National Health 
Insurance Law and other legislation, and on the other hand, the health funds 
“employ” the state as a contractor for provision of hospitalization services 
in its hospitals. 

The long-awaited solution
This situation in which the state serves as both a supplier of services and as 
the source of funding is unhealthy and inevitably leads to conflicts of interest. 
As a supplier of services, the state cannot fulfill the function of a regulator 
that is independent and impartial — a role it is meant to fulfill for all the 
institutions in the system, according to its sovereign status as specified in 
the National Health Insurance Law. Similarly, it is liable to exploit its budget 
power and its legislative and regulatory power in order to unfairly compete 
with other suppliers and to apply unjustified pressure on the health funds. 
Furthermore, the state is liable to refrain from necessary revisions to the 
budget of the health basket and to the prices of hospitalization services and 
instead to prefer short-term budget solutions for the hospitals it owns and 
through them for the health funds. This distortion was among the factors 
behind the collapse of the hospitalization price mechanism (Chernichovsky 
& Kfir, 2019). Finally, the state’s involvement in the management of hospitals 
is also liable to compromise the fulfillment of its role as sovereign. 

7 Monopsonistic power is the ability of one or a number of buyers of services to dictate 
prices to sellers of the services. Clalit Health Services potentially has such power in their 
dealings with the hospitals due to their share of the market.
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For all of these reasons, the state’s ownership of the hospitals that it 
operates and whose services it sells to the health funds, which are funded 
by tax revenues, has been a subject of public discussion since 1978, when the 
government was presented with the first proposal to create a hospitalization 
authority. Since then, the issue has been discussed again and again by 
numerous public committees and their conclusions are summarized in the 
recommendations of the Amorai Committee presented in 2002.8 The opening 
of the Committee’s report reads as follows: 

“A reality in which the Ministry of Health is simultaneously 
a consumer of health services, a supplier of health services, the 
supervisor of health services, and the source of regulation and rules is 
untenable and is one of the main problems facing the health system. 

“The Ministry of Health must relinquish its role as a producer of 
services (primarily hospitalization services) and focus on formulating 
national health policy and on its responsibility to provide the public 
with health services, according to changing needs and based on 
intermediate and long-term planning rather than solving momentary 
crises.” (Amorai Committee Report, 2002; p. 20) 

Overall, the committees’ recommendations have had several objectives: 

• To end the ownership and operational management of hospitals by the 
government and the health funds. 

• To improve the efficiency and accessibility of health services by 
shortening waiting times through a competitive market. 

• Efficient use of the system’s resources by creating regional clusters of 
medical campuses in order to prevent duplication. 

• Managerial flexibility within the hospitals. 

• Quality control in the system. 

The time has clearly come for the government to work to implement the 
recommendations of the many committees that it appointed. 

8 For a survey of the committees, see the Appendix, Incorporation of Hospitals.
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Physical infrastructure and financing of 
operations

The number of acute care hospital beds per capita represents the ultimate 
potential of the system. The number of beds (multiplied by 365 days) 
dictates the maximum number of hospitalization days annually. Therefore, 
alongside the determination of hospitalization prices, supervision over the 
number of beds is a basic regulatory tool for overseeing the system’s level of 
activity and its nature. The prices hospitals receive clearly affect the average 
hospital stay and the number of hospitalizations for a given number of beds 
and, in the final analysis, they have a significant influence over the system’s 
total budget. 

Number of acute care hospital beds
There are about 2.2 acute care hospital beds per 1,000 population in Israel,9 
as compared to 3.6 in the OECD countries (Figure 3 and 4) and 4.1 in the 
similar countries to Israel. If Israel’s younger age distribution is taken 
into account, the adjusted number of beds is approximately 2.5 per 1,000 
population, which is insufficient to reduce substantially the gaps between 
Israel and other countries. 

As in the case of the OECD and the similar countries, the number of hospital 
beds per 1,000 population in Israel is characterized by a downward trend 
(Figure 4). This trend can be attributed to technological and organizational 
changes across all the countries. However, in Israel, the decline has been 
steeper — between 2002 and 2017, there was a decline of 22 percent, versus 
an average of 15 percent in the OECD countries and about 20 percent in the 
similar countries during the same time period. This is despite the rapid aging 
of the Israeli population compared to other countries.  

9 This refers to the number of statutory beds according to the hospital’s license. In practice, 
the hospitals maintain beds beyond the number specified in their license and the Ministry of 
Health does not intervene.
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Figure 3. Number of acute care hospital beds per 1,000 
population, 2016 

2.2

0 1 2 3 4 5 6 7 8
Mexico

Canada
Chile

Sweden
UK

ISRAEL
Spain

US
Iceland

Denmark
Italy

New Zealand
Ireland
Turkey
Finland

Netherlands
France

Norway
Portugal

Latvia
Estonia

Switzerland
Greece

Luxembourg
Czech Republic

Slovenia
Hungary

Poland
Slovakia
Belgium
Austria

Lithuania
Germany

Korea
Japan

OECD average
3.6

 

Note: Data are current to 2016 except for Ireland, Italy, and the US where the data are from 2015.
Countries in orange are those with a similar healthcare system to Israel — Belgium, France, Germany, the 
Netherlands, and Switzerland. 
Source: Dov Chernichovsky and Roi Kfir, Taub Center | Data: OECD.Stat

State of the Nation Report: Society, Economy and Policy 2019400



Figure 4. Number of acute care beds per 1,000 population
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Financing
The annual expenditure on hospitalization in Israel equals about 2 percent of 
GDP or about NIS 3,700 per capita (in 2017). About two-thirds of that amount 
is for acute care hospitalization. 

The share of total expenditure on hospitalization within total national 
health expenditure is characterized by a consistent downward trend, at least 
since the passage of the National Health Insurance Law (Figure 5), from a 
level of about 43 percent at the beginning of the period to a level of about 33 
percent at the end.10 Since the share of national health expenditure within 
GDP is stable, there essentially has been a decline in the share of expenditure 
on hospitalization within the GDP. 

10  The discussion here is based on the figures of the Central Bureau of Statistics. According 
to OECD figures, the proportion of expenditure on hospitalization in Israel constitutes about 
27 percent of health expenditure. This share is similar to the average of the OECD countries 
and to that of the similar countries. 
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Figure 5. Expenditure on hospitalization out of total healthcare 
expenditure

Source: Dov Chernichovsky and Roi Kfir, Taub Center | Data: CBS, Statistical Abstract of Israel

In an international comparison, the expenditure on hospitalization out 
of GDP in Israel is lower than the average of the OECD countries. This 
remains the case even after adjusting for the age structure, such that the 
level of needs in Israel is about 0.9 percent relative to the average in the 
OECD countries. In other words, even with an adjusted average (2.1 percent 
instead of 1.9 percent), the rate in Israel remains low relative to that in the 
OECD countries (2.3 percent) and even lower relative to the similar countries 
(2.8 percent) (Figure 6). This situation is the result of the downward trend 
in this expenditure in all the countries between 2000 and 2005/2006, and a 
subsequent rise. 
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Figure 6. Expenditure on hospitalization out of GDP, 2014
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In sum, the share of expenditure on hospitalization out of GDP in Israel is 
consistently lower than the average for other countries. Moreover, the gap 
between Israel and other countries is widening (Figure 7).11  

11 These figures do not take into account the increase in prices of medical services relative 
to rises in GDP prices. See Chernichovsky (2018).  
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Figure 7. Inpatient acute and rehabilitative care out of GDP
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Hospital size and geographic dispersion

According to the Public Health Ordinance (1940), only the state can issue a 
license to open a hospital.12 This also applies to adding or converting beds 
to alternative uses, the opening of operating rooms, and the acquisition 
of special equipment. In other words, in addition to securing funding to a 
public hospital, as defined previously, the state has control over the total 
number of beds and their mix, over the size of hospitals, and hence their 
number and their location. 

There is a functional relationship between these variables that has an 
effect on the functioning of the system and its ability to achieve its medical 
and social objectives. The dispersion of the overall number of beds among 
any number of hospitals is reflected in their size, which influences their 
potential efficiency. The geographic dispersion of the hospitals in the 
population dictates accessibility for hospitalization and to specialists, two 
factors that influence satisfaction on the one hand and the equity of the 
system on the other (Bowers & Chernichovsky, 2016). 

12 Public Health Ordinance No. 40–1940, paragraph 24. 
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Hospital size

Hospital size relates to the hospital’s efficiency in terms of the cost of 
hospitalization and its quality. The “(overly) small” hospitals are expensive 
to run in view of their high fixed costs relative to low operating levels. 
They are also often unable to deal with complex cases due to their lack 
of specialization because of both appropriate infrastructure, both in 
manpower and equipment. On the other hand, the “(overly) large” hospitals 
are liable to suffer from problems related to managerial control and logistic 
complexity. Research based on the experience in other countries indicates 
that a hospital benefits from economies of scale (where the rate of growth in 
output is greater than the growth in inputs) at a level of 200 to 300 beds and 
begins to lose these advantages starting from about 800 beds.13   

Therefore, the larger hospitals in Israel (Figure 8), starting from Shaarei 
Zedek and ending with Sheba, are “too large.”14 The relatively smaller 
hospitals, from Schneider to Yoseftal, are “too small” and hospitals between 
these two groups are in the optimal range; their expansion along with 
specialization in specific medical services should go up to the 800 bed size. 

13 Giancotti, Guglielmo, and Mauro, 2017. In general, studies have pointed to the 
diseconomies of scale at under 200 beds and above 600 beds. Studies in Israel point to 
diseconomies of scale only from 1,000 beds and upward. Therefore, for purposes of this 
discussion, the range of optimal efficiency was set as 300 to 800 beds. See Chernichovsky,  
et al., 2009; Chernichovsky and Zmora, 1986.

14 The issue of efficiency in this discussion does not take into account differences in the cost 
of capital or its alternative uses. In this context, the operating costs of Sheba Medical Center, 
for example, are higher due the cost of land in the center of the country, particularly for a 
low-rise facility.
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Figure 8. Acute care hospitals in Israel by number of beds
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Geographic dispersion

The number of acute hospital beds and the size of the hospitals in overall beds 
dictate the number of hospitals in the country. The geographic dispersion 
of the hospitals influences the geographic accessibility of hospitalization. 
The number of acute care hospital beds in Israel according to district reveals 
the inequality in the number of beds per 1,000 standardized population      
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(Figure 9). In the North and South, the number of beds per 1,000 standardized 
population is the lowest; in Jerusalem, it is the highest.

Figure 9. Number of acute care hospital beds per 1,000 
standardized population by district, 2017
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The number of beds per capita has fallen in all the districts over the years 
(Figure 10). The decline in the Tel Aviv district has been the most moderate 
while the sharpest declines occurred in Jerusalem, the Center, and Haifa. 
Nonetheless, the relatively steep decline in the latter districts has slowed in 
recent years whereas, in the Center and the South, the downward trend has 
continued. In other words, despite a narrowing of gaps, there appears to be 
some stabilization, although it is to the detriment of the South. 
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Figure 10. Number of acute care hospital beds per 1,000 
standardized population by district
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How far away is the nearest hospital?
In order to examine the accessibility of service and its quality, distances 
from a population center to a hospital according to the following categories 
were examined (Figure 11): to the nearest hospital; to the nearest regional 
medical center — Rambam from Hadera northward and Soroka from 
Ashkelon southward; and to each of the national centers, i.e., Ichilov, 
Beilinson, Sheba, and Hadassah. The rationale for this division is that for 
less serious conditions, patients are sent to the nearest hospital; in more 
complex cases, to regional centers in the South and the North; and in special 
cases, to national centers. 

State of the Nation Report: Society, Economy and Policy 2019408



Figure 11. Average distance (km) to hospitalization facilities by 
type and geographic district
Average distance...

Source: Dov Chernichovsky and Roi Kfir, Taub Center | Data: Distances established by GID based on maps

Distance to the nearest hospital: The data in Figure 11 show that the 
longest average distance to the nearest hospital (19.3 km) is in the Northern 
district, followed by Judea and Samaria (18.6 km), and the Southern district 
(15.9 km). In these three districts, the distance to the nearest hospital is 
greater than in the others, which enjoy the shortest distances to a hospital 
(i.e., the Tel Aviv district — 3.2 km, and the Jerusalem district — 4.3 km). 

Distance to a regional center: The Northern and Southern districts are the 
farthest from a regional medical center: the Northern district is an average 
distance of 45.1 km from a regional center, and the Southern district is 
41.0 km away. This contrasts with the Jerusalem district where the average 
distance is 4.3 km, and the Tel Aviv district, 5.0 km. 

Distance to a national center: The Northern and Southern districts are the 
farthest from national medical centers. Residents of the North travel 132.9 
km to a national center; residents of the South travel 92.2 km; and even in 
the Haifa district, which is only semi-peripheral, residents must travel more 
than 100 km to a national center. This is in contrast to residents of the Tel 
Aviv district who travel the shortest distance to a national center — about 
29.7 km. 
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In other words, the differences between the Center and the periphery are 
reflected in relative accessibility to medical services, to hospital beds, and 
to specialized departments. The distribution of hospital beds in Israel is 
correlated with waiting times: the districts with the lowest number of beds 
per capita have the longest waiting times (Bowers & Chernichovsky, 2016). 

The system’s acute care activity
The output of the hospital system is conventionally measured by the 
number of hospitalizations or discharges relative to the number of beds 
over the course of a year, an index known as the hospital bed turnover rate. 
The quality of care and service are affected by the quality of hospitalization 
inputs, namely manpower and equipment, by the length of waiting times for 
hospitalization, and by the duration of a hospital stay and its quality. Due to 
data constraints, though, we are only able to examine hospital discharges. 

The hospital bed turnover rate is calculated by combining two measures: 
the average hospital stay and the average annual bed occupancy rate.15 
The shorter the average hospital stay, the higher will be the number of 
hospitalizations per bed at a given occupancy rate; and the higher the 
occupancy rate, the higher will be the number of hospitalizations for a given 
average hospital stays. Given the low number of beds per 1,000 population 
and the downward trend relative to other countries, it can be expected 
that demand pressure on the supply of hospital beds in the health system 
will continue or even intensify.16 This is likely to be reflected in a high bed 
turnover rate, as an expression of a relatively short hospital stay, and a 

15 The calculation of the bed turnover rate is as follows:  
                                        Annual number of hospitalizations = 
                    (number of beds × 365 days) × (average bed occupancy rate) 
                                                (average length of hospital stay) 
                                                                          or       
                                              annual number of hospitalizations 
                                                                        beds     
                                                                           =         
                                      (365 days) × (average bed occupancy rate) 
                                                (average length of hospital stay)

16 This pressure exists despite technological improvements and improved efficiency and 
is the result of the character of community medicine and its quality, as well as the accounts 
legislation that is part of the Arrangements Law (the capping mechanism), which, since 1997, 
has reduced the prices of hospitalization to the health funds and has created excess demand 
for hospitalization. See Chernichovsky and Kfir, 2019.
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high occupancy rate, which is indeed the situation in Israel relative to other 
countries.

The average hospital length of stay in Israel is short relative to both 
the OECD countries and the similar countries: 5.2 days per patient versus 6.7 
and 6.2, respectively (Figure 12). The average hospital stay in Israel fell from 
6.1 in 2001 to 5.2 in 2016, a decline of 15 percent, while in the OECD it fell 
from 8.1 days to 6.7 days, a decline of 17 percent (Figure 13). 

Figure 12. Length of average hospital stay for acute care, 2016
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Figure 13. Length of average hospital stay for acute care
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Hospital bed occupancy in Israel is the highest among the OECD countries, 
apart from Ireland.17 In 2016, the bed occupancy rate in the acute care 
hospital departments stood at 94 percent, while the average for the OECD 
and the countries similar to Israel stood at only 75 percent (Figure 14).18 In 
other words, the bed turnover rate in Israel, which takes into account both 
the average hospital stay and the bed occupancy rate, is exceptionally high 
relative to other countries. Thus, the bed turnover rate in Israel in 2016 
stood at about 66 versus an average of about 41 in the OECD countries and an 
average of about 44 in the similar countries.19 

17 The index of bed occupancy is calculated relative to the standard number of beds but in 
practice the hospitals can add beds, which can result in more than 100 percent occupancy.

18 During the winter months, the bed occupancy rate can reach more than 100 percent in 
the hospitals. This reality has not changed since 2000.

19 It is important to mention the functional connection — as opposed to the mathematical 
connection — between average hospital stay and occupancy rate. A short hospital stay 
implies that the care is more intensive and the ability to discharge these patients is more 
limited relative to patients who are hospitalized for a longer period of time. Therefore, 
when the hospital stay is shorter, in general, the tendency is to maintain a relatively low 
hospitalization rate in order to be prepared for new patients, since it is more complicated to 
discharge patients who have just arrived. 
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Figure 14. Bed occupancy rate for acute care, 2016
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The number of discharges per 100,000 population in Israel is about 15,000 
per year, which is similar to that in the OECD but lower than in the similar 
countries, where it is about 16,000 per year (Figure 15).20 In general, from 
2000 until 2016, there was a decline in the number of discharges both in 
Israel and the OECD countries, although in Israel the decline was steeper: 
113 discharges on average per year as opposed to 57 in the OECD (Figure 16). 

20 This involves acute care hospitalizations which include both inpatient and outpatient 
care. The relevant statistics are unclear.
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Figure 15. Number of annual hospital discharges per 100,000 
population, 2016
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Figure 16. Number of hospital discharges per 100,000 population
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All of these indicators are reflected in the general budget per bed which has 
increased consistently since 2005 (Figure 17).21 The change in the budget per 
bed reflects and also facilitates the reduction in average hospital stay and 
the increase in bed occupancy, since each bed is used more intensively and 
by more acutely ill patients.22 In other words, the system’s operating budget 
has not been reduced since 2006 and there was an increase in efficiency, at 
least as measured by the bed turnover rate. However, this potential has been 
exhausted, at least in the case of acute care hospitalization, as can be seen 
from the high occupancy rates and the short average hospital stay, which, 
as has been noted, involves a variety of risks: the lengthening of waiting 
times for elective procedures, and the deterioration in the situation of the 

21 This is calculated as the hospitalization budget divided by the number of beds in the 
system. It is reasonable to assume that the increase is dictated primarily by the hospital 
system but the rate of increase is upwardly biased in view of the relative increase in beds for 
long-term care in Israel.

22 A shorter hospital stay is reflected in a higher average cost per hospitalization day due to 
the more intensive activity (tests and the like) during the initial days of the hospitalization.

The Acute Care Hospital ization System in Israel:  The Current Situation 415



emergency rooms and the departments. All this is in view of the possibility 
of “overly high occupancy” relative to the seasonal and random fluctuations 
in hospitalization needs. 

Figure 17. Hospital expenditure on hospitalization beds
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Dr. Haim Silver

Specialist, cardiology and internal medicine;  
Director, Marom Heart Institute; Chairman, Cardiology in the 

Community Department

1. Prevention of unnecessary hospitalizations

With respect to cardiology care, it is possible to avoid a great many 
hospitalizations by discharging the patient from the emergency room 
following the initial workup. This relies on medical protocols with 
proven records of efficiency and safety. For example: 

• Chest pain. In most cases, patient risk can be assessed within about 
10 hours if there is a chest pain unit attached to the emergency 
room. Sheba Hospital operates such a unit with great success. 
Similar units should be established in every hospital.

• Fainting. Most patients who arrive in the emergency room after a 
fainting spell can be discharged within a few hours if it is certain 
that the situation will be monitored. 

• Atrial fibrillation (a common irregular heartbeat). In most cases, 
patients can be discharged within a few hours if it is certain that 
the situation will be monitored. 

• In other important cases, such as hospitalization for severe 
infections and a loss of equilibrium in the case of a chronic illness, 
there are similar approaches in order to avoid hospitalization. 

These changes require the strengthening of emergency rooms with a 
variety of specialists, along with the development and expansion of 
various units within the emergency rooms. 

Spotlight

Physicians speak about the situation
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2. Improving the efficiency of care and diagnosis during 
hospitalization

• A switch to two shifts of physicians in the hospitalization 
departments. Currently, work is organized around one shift – from 
8:00 to 16:00. After that, physicians are on call and a patient who 
is admitted after 16:00 receives only vital treatments. This system 
involves an underutilization of resources and there should be an 
expanded staff of physicians during the afternoon and evening 
hours as well. 

• Tests during evening hours and on weekends. Currently, there are 
no non-urgent imaging tests carried out for hospitalized patients 
during the evening hours, on Fridays and on the Sabbath. This 
leads to lengthier hospitalizations. 

3. A scientific evaluation of in-home care in place of 
hospitalization 

There have recently been proposals to replace hospitalization with 
in-home care. Intuitively, this appears to be a sound and beneficial 
idea, but this solution has not been sufficiently examined from a 
scientific perspective. In-depth research is required before adopting 
this solution. 

 
4. Ensuring a continuum of care

In this case, a total change in perspective is needed, which primarily 
involves the connection between the hospitalization departments in 
the hospitals and the physicians in the community. In the first stage, 
the practice of coordination by telephone between the department 
and the physician in the community should become routine. This 
communication will lead to the necessary transfer of information and 
continuation of monitoring. 
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The Committee to Improve the Situation in the Internal Medicine 
Departments headed by Professor Tur-Kaspa emphasized in its draft 
report that hospitals will have to find a solution to the bottleneck in 
delaying patient discharge from the hospital departments — finding 
an institutional solution for continuing hospitalization, the carrying 
out of various tests and procedures, such as echo cardiograms, 
Doppler tests and imaging, cardiac catheterization, and tests by a 
senior consultant from a different department. “Solutions for these 
issues and their immediate implementation will prevent unnecessary 
hospital days and will release beds in the internal medicine 
departments on a national level.” These recommendations are in line 
with mine.

Dr. Arik Segal

Gastroenterology Department, Soroka Medical Center

I have been working as a hospital physician for 16 years and in 
my opinion the hospitalization model for the internal medicine 
departments should be changed in a number of areas: 

• Bed-ridden patients suffering from dementia are often sent to 
the hospital with bed sores and prolonged infections by old-age 
homes following the incorrect use of antibiotics to treat resistant 
bacteria. The hospitals correctly treat the patient with older 
generation antibiotics, such as synthomycine, and as soon as the 
patient’s fever subsides they are sent back to the old-age home. 
These patients serve as a direct channel for spreading resistant 
viruses in the hospitals and as a result crowding is exacerbated 
unnecessarily. The treatment of these patients does not improve 
their survival and exposes other patients to bacteria that are 
resistant to antibiotic treatment during their hospitalization. 
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This outcome is not inevitable and there are certainly possible 
solutions. For example, hospital physicians who are specialists in 
infectious diseases could advise the old-age homes in treatment, 
including monitoring the use of antibiotics (which requires an 
increase in the number of physicians who specialize in infectious 
diseases). It would also be preferable to treat bedsores in the old-
age homes rather than the hospitals. This will reduce the need for 
hospitalization, will significantly reduce the spread of infections in 
hospitals and shorten hospital stays. 

• Many patients are hospitalized unnecessarily for an ambulatory 
evaluation that can be done within 12 hours. For example, the 
diagnosis of chest pains requires the testing of enzymes at intervals 
of 6 hours, an EKG, and a stress test or stress echo test. The 
diagnosis of anemia often requires blood samples, a gastroscopy, 
and a colonoscopy. 

There is a need to establish ambulatory internal medicine 
departments with a multidisciplinary orientation that will be 
headed by an internal medicine physician with a holistic perspective, 
alongside specialists such as a cardiologist, a gastroenterologist, 
and a diabetes expert, with the ability to carry out ultrasound and 
echo testing. These departments can provide a solution in many 
cases and will prevent unnecessary hospitalizations. 

• Acute infectious diseases can be dealt with at home, including 
intravenous drug treatment. To this end, medical teams need to be 
trained to work in such a framework. Furthermore, in many cases, 
long-term care patients or patients on ventilators wait in hospitals 
to be transferred to appropriate institutions while not receiving 
any treatment. These hospitalizations are a drain on the time of the 
physician and other medical staff and occupy beds unnecessarily. 

There is a need to establish ambulatory rehabilitation units for 
those patients requiring it following an acute illness in order to 
restore them to their pre-illness condition. 
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Clearly, it is not being recommended that the internal medicine 
departments be shut down, but they can be reduced in size and 
designated for the treatment of those patients who genuinely need 
to be hospitalized in an internal medicine department or an intensive 
care department. 

Prof. Ziv Gil

Director, Ear, Nose and Throat Department and  
Head and Neck Surgery,  
Rambam Medical Center

During the past five years, there has been a program at the hospital 
to improve the output of the department without adding manpower 
or beds and to adopt a “patient-first” approach. The new medical 
basket includes the choice of a surgeon at no cost, personal support 
from a staff member, providing the personal telephone numbers of 
the senior staff and the director of the department, a personal visit 
twice daily, and more. Five years after its inauguration, the results 
are impressive: an increase of 250 percent in the number of clinic 
visits (from 9,000 to 23,000), an increase of 430 percent in the number 
of surgeries (from 870 to 3,800), a shortening of waiting times to the 
clinic (from 28 to 13 days, and increased satisfaction among patients 
(from 64 to 98 percent). These achievements had immediate economic 
benefits, with the department moving from a loss to a profit. These 
results were achieved while shortening the hospital stay, reducing 
unnecessary hospitalization of patients who were referred from the 
emergency room, reducing repeat hospitalizations, and increasing 
the use of the surgical theaters by 50 percent. The statistics can be 
viewed on the department’s website. 
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Conclusion

The number of hospitalizations in Israel is similar to the OECD average, while 
the number of beds per capita is low and hospital bed turnover is particularly 
high. Therefore, there is a growing likelihood of the following outcomes in 
the system: 

• Reduced capability to deal with emergency situations (not necessarily 
related to security events). 

• Diminished quality of care due to shortened hospital stays and pressure 
to reduce them further to reduce the long waiting times for hospital 
care and in the emergency rooms.23  

• A lack of competition between hospitals in the internal market, at least 
over the quality of services, in view of the inability of the hospitals to 
respond in terms of supply to changing conditions in the market. 

These outcomes are due to a lack of strategic planning for the acute hospital 
system in addition to a lack of efficiency and equity in the allocation of 
hospital beds in Israel. This characterization of the system is evidenced 
by the recent steps of the Ministry of Health and the Ministry of Finance 
that include special programs to shorten waiting times for surgery and 
imaging procedures and the creation of a special working group to examine 
overloading in the internal medicine departments (whose recommendations 
have not yet been published at the time of writing this report). 

The situation is first and foremost the result of demand for hospitalization 
that is not being met with sufficient sources of financing. The addition of 
acute care hospital beds in Israel appears to be inevitable in coming years, 
in view of technological advances and the lead time required to build new 
hospitals. According to the information available to us, considerations of 
both equity and efficiency — including those related to quality of care and 
service — suggest a need for the addition of hospital beds on the following 

23 Payment per hospitalization day, as is the practice in Israel, encourages relatively long 
hospital stays, in contrast to payment per case, for example. Thus, it would have been 
expected that in view of the rates of occupancy in Israel, the number of hospitalization days 
would be relatively low. However, hospital stays are, in fact, relatively short in Israel.  
In other words, demand pressure and the capping mechanism on the supply side offset the 
basic incentives built into the system of payment per hospitalization day (Chernichovsky & 
Kfir, 2019).
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scale: in the South — establishment of a new hospital in addition to Soroka; 
in the North — the expansion of HaEmek Medical Center in Afula and Ziv 
Medical Center in Safed and the creation of campuses with the mission 
hospitals; and in the Center — expansion of Hillel Yaffe Medical Center in 
Hadera and Kaplan Medical Center in Rehovot. 
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Name Number of beds Ownership Location

Sheba 1,544 Government Ramat Gan

Sourasky 1,138 Municipal-Government Tel Aviv-Yafo

Soroka 1,087 Clalit Health Services Beer Sheba

Rambam 962 Government Haifa

Assaf Harofeh 878 Government Beer Yaakov

Rabin Beilinson 809 Clalit Health Services Petah Tikva

Shaare Zedek 804 Public Jerusalem

Sapir-Meir 742 Clalit Health Services Kfar Saba

Galilee 723 Government Nahariyya

Hadassah (Ein Kerem) 718 Hadassah Jerusalem

Wolfson 683 Government Holon

Barzilai 567 Government Ashkelon

Kaplan 544 Clalit Health Services Rehovot

HaEmek 529 Clalit Health Services Afula

Hillel Yaffe 506 Government Hadera

Hacarmel 467 Clalit Health Services Haifa

Bnai Zion 431 Municipal-Government Haifa

Laniado 338 Public Netanya

Ziv 331 Government Safed

Baruch Padeh 328 Government Tiberias

Assuta (Ashdod) 291 Public Ashdod

Hadassah (Mt Scopus) 288 Hadassah Jerusalem

Mayanei Hayeshua 266 Public Bnei Brak

Rabin (Golda) 241 Clalit Health Services Petah Tikva

Schneider 235 Clalit Health Services Petah Tikva

Assuta (Tel Aviv) 192 Private Tel Aviv-Yafo

St. Vincent 134 Mission Nazareth

EMMS Nazareth 121 Mission Nazareth

Holy Family 119 Mission Nazareth

Elisha 102 Private Haifa

Herzliyah 85 Private Herzliyah

The Italian 76 Mission Haifa

Yoseftal 65 Clalit Health Services Eilat
Source: Dov Chernichovsky and Roi Kfir, Taub Center | Data: Ministry of Health, 2018a

Appendix 

Appendix Table 1. Hospitals by size and ownership
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Incorporation of hospitals

The debate over how much autonomy the government hospitals should 
have, at least with respect to budgets, management of human resources, and 
labor relations, has lasted for more than 40 years. The first to raise the issue 
was Victor Shem-Tov, the Minister of Health in 1975 to 1976. In 1978, Eliezer 
Shostak, then Minister of Health, submitted a proposal to the Ministerial 
Committee for Economic Affairs to establish a hospitalization authority, 
but it was not accepted. At a later stage, a committee was created within 
the Ministry of Health headed by Oren Toktali. The committee thoroughly 
examined the issue over a period of three years and submitted a two-volume 
document on the creation of a hospitalization authority.24  

The discussion of this issue has dragged on for years. Mordechai (Motta) 
Gur, who was the Minister of Health from 1984 to 1986, created a committee 
headed by Dan Michaeli, the Director General of the Ministry of Health. The 
committee examined a proposal to establish a branch within the Ministry 
of Health that would operate as a kind of hospitalization authority or an 
internal administrative unit. From 1987 to 1988, Yaacov Tsur, the Minister 
of Health, worked to increase the autonomy of the government hospitals. In 
a document published in 1987, Guidelines for the Operation of Hospitals as Part 
of the Autonomy Arrangement, hospitals were permitted to develop and sell 
services not included in the Clalit Health Services’ basket of hospitalization 
services on the basis of cost-plus, and the revenues could be used by the 
hospitals. Government hospitals were also given permission to employ 
temporary workers and to make limited independent purchases. 

From 1988 to 1990, the Netanyahu Committee, which was officially called 
the Investigative Government Committee to Examine the Functioning and 
Efficiency of the Health System and headed by Supreme Court Justice Shoshana 
Netanyahu, also reviewed the issue. The Committee recommended that the 
government hospitals and those owned by the health funds be transferred to 
independent management or incorporated, or in other words to change from 
dependent entities managed and budgeted by the public sector — primarily 
the government — into autonomous and competitive entities in an internal 
and monitored market, which would operate independently and would be 
based on revenues from the sale of services, primarily to the health funds. In 
general, the goals of incorporation were as follows: 

24 For further details about the committee and other discussions of the issue, see https://
tinyurl.com/yxgtdt9p; https://tinyurl.com/y4ov26h5
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• Release of the government and the health funds from the function of 
managing hospitals. 

• Greater efficiency and improved accessibility to healthcare services by 
way of shorter waiting times in a competitive market. 

• Efficient use of the system’s resources by creating regional clusters of 
medical campuses in order to prevent duplication of services. 

• Managerial flexibility within the hospitals. 

• Quality control of the system. 

The Committee sought to create a situation in which the Ministry of Health 
and Clalit Health Services would no longer have a role in the management 
of the hospitals they owned and, instead, they would concentrate on their 
primary functions. Among the ministerial functions of the Ministry of 
Health, the Netanyahu Committee noted the need to formulate policy 
for the health system, supervision and monitoring of the supply of those 
services, regulation of the introduction of new medical technology, as well 
as the gathering, analysis, and publication of information essential to the 
functioning of the health system. Another goal of the committee was to 
create healthy competition among the hospitals in order to improve their 
efficiency and patient accessibility. The incorporation of the hospitals, 
according to the committee, would improve labor relations in the hospitals, 
shorten waiting times, and reduce duplication. According to the Committee’s 
recommendations, an incorporated hospital would operate independently 
and according to its revenues. If the hospital’s revenues exceeded its 
expenses, revenues would be used to improve service, to increase worker 
compensation in parallel with increases in their output, and for new 
investments in equipment and buildings, subject to the approval of the 
Ministry of Health. 

From 1991 to 1992, the Ministry of Health, with the assistance of a group 
of external consultants, formulated a policy for the operation of government 
hospitals as corporations. The goal of the incorporation, according to then 
Minister of Health Ehud Olmert, was to more efficiently use the infrastructure 
of the public health services while raising the degree of satisfaction among 
patients and workers and improve the level of service. In early 1992, six 
government hospitals registered as corporations and a board of directors 
was appointed for each of them. These hospitals were not defined as non-
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profit organizations and were not registered with the Registrar of Non-Profit 
Associations, but rather were listed as companies without registered share 
capital with the Registrar of Companies. 

Representatives of the employees of the government hospitals vehemently 
opposed the operation of the hospitals as corporations. This led to the issue 
of a restraining order by the Labor Court in 1992, which essentially froze the 
process of incorporation in that format. Finally, in late 1993, a green light 
was given for the continuation of the incorporation process, when the Labor 
Court ruled that the state can continue the process, subject to the law and 
existing collective bargaining agreements. 

When Haim Ramon became Minister of Health in 1992, a new stage began 
in the incorporation of the government hospitals. The goal was to gradually 
make all of the hospitals more autonomous by means of transforming them, 
in the first stage, into budget auxiliary units. Ramon’s program specified 
that the government hospitals must operate on the basis of a business plan 
based on a balanced operating budget and in which hospital expenditures 
are dependent on revenues. According to the plan, the business plan must be 
submitted to the Ministry of Health (rather than the boards of directors that 
were chosen for each incorporated hospital) (Ronel, 2010; Flotkin, 2017). 

However, in practice, by the end of 1995 only some of the powers in 
the areas of salaries, labor relations, and financial management had been 
transferred to the incorporated hospitals and even those were highly 
limited in scope. One of the main reasons was that negotiations with 
representatives of the various employee groups in the public health system, 
such as the nurses and the administrative and maintenance employees in 
the government hospitals, did not lead to an agreement. 

Nevertheless, the operating guidelines of the independent government 
hospitals were summarized in a government notice of the then Director 
General of the Ministry of Health, Mordecai Shani, and distributed as a 
binding directive to the relevant hospitals. The hospitals were meant to 
cover the salary-related costs of their workers and to gradually shift to an 
independent status. The notice allowed each independent hospital to sell 
medical services not included in the basket specified within the National 
Health Insurance Law and to use the revenues for medical research and the 
development of health service infrastructure. The notice did not lead to 
the incorporation of the hospitals and the release of the Ministry of Health 
from the direct management of the government and municipal hospitals 
and essentially only exacerbated the problem of both private and public 
presence within the health system. 
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Therefore, the organizational structure and operating methods of the 
hospitals, subject to systemic considerations of the health services, 
remained one of the major issues in the health system and has been 
discussed by additional committees, including the Amorai Committee in 
2002, the Lion Committee in 2004, and the German Committee in 2014. The 
German Committee recommended the creation of a statutory medical center 
authority that would report to the Minister of Health, but not to the Ministry 
of Health or to the Ministry’s director-general. The authority would be 
responsible for government hospitals, health corporations, research funds, 
“friends of” organizations, and other entities. However, instead of such an 
authority, the Government Medical Centers Branch, which reports to the 
director general of the Ministry of Health, was created in 2016 and the basic 
situation did not change. 

The State Comptroller, who examined the issue in depth in his 2012 report, 
pointed to the institutional conflict of interest in the Ministry of Health and 
wrote as follows: 

“Since the health system does not operate as a competitive 
market, it is important that the Ministry of Health supervise 
it. However, since the Ministry of Health is the owner of the 
government hospitals and also supervises them, it is doubtful 
whether it has the ability to fulfill that function. The double 
function of the Ministry raises a concern of conflict of interest. 
In view of the aforementioned problems, several government 
committees have — since the early 1990s — examined the 
possibility of separating between the Ministry and the hospitals 
that it operates and the optimal model for their incorporation. 
Furthermore, between 1997 and 2007, the government made 
various decisions regarding the status of hospitals. However, 
as of December 2012 [and essentially until today] the issue has 
still not been fully resolved.” (State Comptroller, 2012; p. 617)     
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Abstract

The special government program to reduce waiting times expresses the 
inability of the public hospital system which provides entitled hospitalization 
to meet the public’s needs and expectations in the area of acute care 
hospitalization. The government’s attempt to deal with the challenge has 
been through a complex and intensive intervention plan which preserves 
the regulatory frameworks that contributed to lengthy waiting times in 
the first place. The plan and its regulatory antecedents deviate from the 
fundamental principles that are meant to provide the foundation for the 
organization and management of universal coverage in Israel, in general, 
and the hospitalization system, in particular. 

The vision and the reality
In contrast to the vision of the Netanyahu Committee (1990) and the National 
Health Insurance Law to create a publicly financed internal market in which 
competing health funds purchase services from autonomous hospitals, the 
state finds itself increasingly involved in the daily management to the point 
of micro-management of the hospital system.1 The situation places the state 
far beyond its role to mitigate structural market failures in the system. 
The result is an ongoing erosion of the economic rationale underlying the 
activity of the system and the accountability of its administration. 

The fundamental flaws in the regulatory framework of the public hospital 
system make it less worthwhile to invest resources in the expansion of 
infrastructure (hospital beds) and in operations and purchasing (such as 
programs to reduce waiting times). Therefore, before resources are invested 
in the expansion of physical infrastructure, operations and purchasing on 
a large scale, consideration should be given to reforming the regulatory 
infrastructure, including ending state ownership and operation of hospitals, 
a situation that more than anything else reflects the disproportionate 
involvement of the government in the system. 

The “public” nature of hospitals
The state has yet to define clearly the status of a “public” hospital, despite 
its importance in shaping the relations between the state and hospitals, 

1 Health funds are like American HMOs. The National Health Insurance Law of 1995, which 
mandates all citizens resident in the country to join one of four official health insurance 
organizations, known as Kupat Holim (קופת חולים — literally meaning “Sick Funds”) which 
are run as not-for-profit organizations and are prohibited by law from denying any Israeli 
resident membership.
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whether directly or indirectly through the health funds. As part of the vision 
of the Israeli health system, as outlined in the recommendations of the 
Netanyahu Committee and the National Health Insurance Law, and based on 
a review of the state’s activities in this area in recent years, a definition is 
hereby proposed for a public hospital based on the following three criteria: 

• The normative criterion: The hospital is obligated to offer entitled  
services equitably, including elective services, as part of the National 
Health Insurance Law to all residents in need. 

• The operational criterion: The hospital operates systems of a public 
nature, such as urgent care departments, emergency facilities, and 
teaching and research activities. 

• The economic criterion: The hospital’s main revenues are from the 
supply of entitled services for national entitled healthcare, i.e., from the 
sale of services to the health funds. 

Accordingly, the economic discussion is not about hospital financing and its 
deficits, but rather the financing of entitled care provided by the hospital as 
part of the overall configuration for financing the entitled healthcare under 
Israeli universal coverage. 

Hospitalization prices: The Cap mechanism 
In contrast to the spirit of the Law, and as an over-reaction to the structural 
market failures in the healthcare system, including the hospitalization 
system, the state has created a complex mechanism for regulation of acute 
care hospital prices and quantities in the internal market in which the 
health funds and the hospitals operate. This essentially involves the central 
planning of a large number of processes in a complex and dynamic system. 

The original purpose of the regulatory mechanism, which is known as cap 
or capping, was to deter the hospital from inducing demand by oversupplying 
services, and was accomplished by setting reduced prices for services (about 
one-third of regular prices) beyond a limit set for each hospital vis-à-vis any 
health fund. Instead of the reduced prices operating only on the margins and 
temporarily, they became the norm for the hospital system. 
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The Cap mechanism led to a number of distortions in the system: 

A. A weakening almost to the point of elimination of the relative price 
mechanism (according to average cost) as a system that signals 
priorities, such as hospital-based services versus home or community-
based services, or one particular treatment over another that uses the 
same infrastructure and manpower.

B. Difficulty in identifying the between hospital deficits that are in part 
created by below average prices and their causes. This process has led 
to a weakening of transparency and of accountability in the economic 
management of hospitals. 

C. The artificially low prices for procedures carried out in public hospitals 
make it difficult for them to pay for medical staff and thereby to 
compete with private hospitals or clinics for the services of specialists 
in the afternoon hours. This supported the expansion of the demand 
and supply for carrying out procedures in the private health system 
financed by supplementary and commercial insurance. 

D. Health fund budgets, and in particular those of small health funds, 
became dependent on the cap prices which became the main mechanism 
for government financing of entitled care. This was in place of providing 
health funds with a realistic budget to finance entitled care, including 
hospitalization services, according to average cost and as required 
by the law. The government became accustomed to financing part of 
the healthcare entitled care budget with artificially low prices for 
hospitalization services and their full or partial financing of hospital 
system deficits from the state budget external to the entitled care 
budget. 

In the choice between financing the deficit of the health funds if they were 
paying actual hospitalization prices, and financing hospital deficits that result 
from artificially reduced prices, the government chooses to consistently 
increase acute care hospital deficits financing. This way, the government 
has greater flexibility in budget allocation than it has in the control of the 
health funds’ budget. This is apparently due to a lack of transparency and 
the fuzziness in the definition of relations between the state and public 
hospitals (see the discussion in the section on public hospitals). According 
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to the basic principles of the Netanyahu Committee and the National Health 
Insurance Law, though, the function of the state is not to become involved in 
deficit financing of entitled care. 

The Cap mechanism or the reduced hospitalization prices have apparently 
also contributed to the under-utilization of public hospital infrastructures, 
and an expansion of the privately financed supply of services by non-
public institutions, where the mechanism does not apply. Since the only 
effective constraint facing public hospital administration in the expansion 
of service on the margins is the availability of manpower, the reduced prices 
on the margins have limited their ability to pay physicians for additional 
hours during the afternoon. This constraint has been partly neutralized by 
the government deficit finance policy, but mainly by the growing exodus 
of moonlighting physicians to the private system, which is financed by 
supplementary and commercial insurance. The problem clearly became 
even more pronounced in the case of planned (elective) surgical procedures, 
in which the public system could have shortened waiting times by means of 
the existing infrastructures, if it was compensated at full cost rather than the 
reduced cap price. As a result, waiting lines developed in the public hospital 
system despite the trend in expanding activities of the public hospitals. 

The plan to reduce waiting times
The inclusion of the same elective services both in the Cap mechanism, 
which is meant to reduce the supply of services for entitled care, and in 
the national plan to reduce waiting times, which is meant to expand those 
same entitled care services, is a contradiction in the logic of government 
policy. The government created a budget mechanism separate from the 
regular financing of entitled care which then required a complex system of 
reporting and monitoring of purchases made as part of the designated budget 
framework. This setup serves to further distance the government from the 
principle of decentralization that underlies the Law and complicates the 
financing of the system and its management. Moreover, the combination 
of the need to manage and monitor the purchases carried out as part of the 
plan with the requirement to reduce defined quantities as part of the health 
funds’ supplementary insurance purchasing2 has led to a situation in which 
the large majority of the plan’s budget was ultimately channeled to non-
public institutions. 

2 Supplementary insurance (shaban) of this type is provided by the health funds and includes 
cross-subsidies across insured individuals. For this reason, this type of insurance does not fall 
under the insurance regulations but under the National Health Insurance Law.
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The inefficiency of the system

According to the findings of this study, from 2002 to 2013 (years for 
which there is complete data), there has been an increase in productivity 
in hospitalization service production of about 20 percent. One would 
expect that this addition would have enabled the system to improve the 
financial performance of hospitals and perhaps also of the health funds. 
Furthermore, the additional productivity could have improved availability 
of hospitalization services to the public. Neither of these has occurred. 
Rather, the deficits of the hospitals and the health funds have grown and 
service to the public remains lacking, as reflected in the latest plan to reduce 
waiting times. Therefore, there is at least circumstantial evidence that the 
regulatory policy — primarily in the form of the Cap mechanism and the 
public-private mix — has led to systemic inefficiency that adversely affects 
every aspect of the public system’s financing and service. 

The general principles for reform
As shown in a previous study, the acute care hospitalization system in Israel 
suffers from a shortage of resources (Chernichovsky & Kfir, 2019). However, 
the previously noted fundamental flaws in the regulatory framework of 
the public hospital system are likely to reduce the effectiveness of any 
resource investment in the expansion of infrastructure (hospital beds) and 
in operations and purchasing (such as programs to reduce waiting times). 

Therefore, the situation calls for a re-examination of the regulatory tools 
that the government has used since the enactment of the National Health 
Insurance Law, with respect to both their costs and benefits and whether 
they are aligned with the principles underlying the Law. In this context, 
we propose that the current regulatory policy of Cap mechanisms, deficit 
financing, and the plan to reduce waiting times be abandoned in favor of 
an overhauled integrated finance model, which the government has already 
decided on as part of Paragraph 63 of the Arrangements Law, 2017-20183 
(which has yet to be implemented).  

In the full implementation of the integrative model, direct budgeting of 
the hospitals by the state serves only as a complementary residual tool to 
the main financing tool through the entitled healthcare service basket. This 
model sets default prices for public hospitals so that they reflect the relevant 
production costs. The special, non-basket, cost components — teaching, 

3 The Arrangements Law is a government-sponsored bill presented to the Knesset each year 
alongside the State Budget Law. It incorporates government bills and legislative amendments 
that are necessary for the government to fulfill its economic policy.
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research, emergency services, and the operation of small hospitals in the 
periphery as well as excellence centers of a national nature — will be borne 
by public hospitals through direct state budgeting. This will avoid distortions 
in the relative prices that public hospitals charge the health funds. Of no less 
importance is to replace the existing model. 

Instead of the Cap mechanism, it is possible to adopt and develop 
mechanisms such as those widely used in other countries, including 
Diagnostic Related Grouping (DRG), a cost accounting mechanism used in 
many countries as a means of spreading risk and regulating quantities. The 
experience accumulated so far leads to the recognition that the choice of any 
particular regulatory tool in order to deal with failures in the hospitalization 
market necessarily involves the creation of some distortions and regulatory 
costs and that the regulation of the risk of over-supply of hospitalization 
services in entitled care can be achieved to only a limited degree. 

Physician choice in public hospitals
The issue of reducing waiting times relates to the ability to choose a physician 
in the public acute care system. The public pressure on this issue — which 
stems from a higher standard of living and a more sophisticated public — 
has created a significant challenge for the state, which has tried to meet 
that challenge, at least in part, by the improvised program to reduce waiting 
times. One way of meeting the challenge is by making the supplementary 
health services (shaban in Hebrew) universal and to “shift” them to the 
public system. This involves the implementation of a wisely crafted 
program of choice that is financed by shaban revenues and co-payments 
that will be channeled to the public system. The program, which should not 
be confused with private medical services (sharap in Hebrew), will include 
those physicians in the public system who today work in the private system 
during the afternoon hours and it will allow them to work full-time in the 
public system with appropriate compensation. 
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Introduction

The recommendations of the Netanyahu Committee (Report of the Netanyahu 
Committee, 1990) and the National Health Insurance Law, 5754-1994 
(herein: the Law) which followed those recommendations are based on the 
assumption that the healthcare system — including hospitalization — is too 
complex and dynamic for the state to operate efficiently. Therefore, the 
vision of the Committee and the Law was the decentralization of service 
provision by granting maximum autonomy to the competing healthcare 
providers, in an internal market regulated by the state.4 

According to the Law, the state is to ensure the provision of available 
and high-quality medical services to its citizens, by means of financing 
and regulation. The health funds, whose status is defined in the Law, are 
the “budget holders” or, in other words, they utilize the budget that the 
government provides in order to manage the consumption of services and 
their provision under state regulation.5  

Although the Committee discussed the roles of public hospitals in the 
context of entitlement and finance, they are not specifically mentioned in 
the Law and essentially there is no official definition of a public hospital. 
Accordingly, there is no formal definition of the state’s role in the financing 
and regulation of the provision of hospitalization services as part of the 
publicly funded entitled care, since such a definition is meant to be regulated 
based on the Law’s principles. 

Whether or not a hospital is considered to be public is not determined by 
its ownership by the state. As will be discussed, the Committee, like others 
both before and after it, ruled out a situation in which the state, which is 
meant to finance and regulate the system, would at the same time operate 
and compete in the hospitalization market.6 In other words, there was no 
connection made between the ownership of a hospital and its status as a 
public institution operating on the basis of the Law. 

4 For a discussion of the concepts of an internal market and a system of managed 
competition, see Chernichovsky (1995, 2002).

5 A budget holder is a term that refers to health funds that are responsible for the utilization 
of a public budget. In this context, it should be mentioned that the primary function of a 
health fund is not the direct provision of services but rather the regulation of its provision to 
the patient as it sees fit, by means of suppliers with which it contracts.

6 This approach formed the foundation for the recommendations of the various committees 
that examined the issue of incorporating public hospitals and which proposed a model 
in which a hospital would operate independently from the sale of its services (for further 
details, see Chernichovsky & Kfir, 2019, Appendix).
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The principle of decentralization also dictated the method of financing 
of hospitalization services in entitled healthcare. Financing was meant to 
come entirely from health fund payments for services provided to members 
rather than from other sources, including direct financing from the state 
budget. In this context, it is important to note that health fund budgets, 
allocated through a risk-adjusted Cap mechanism, are for entitled care, 
which, according to the Law, are meant to pay the total cost of providing 
this care. 

In the end, the state must ensure the conditions for sustainable 
hospitalization services at reasonable levels of availability and efficiency 
while maintaining conditions of social justice or equity as required by the 
Law. This is in addition to the financing of the national entitled healthcare. 
This involves several challenges for the state: (a) dealing with structural 
market failures that also characterize the internal market created by the Law; 
(b) ensuring accessibility to hospitalization within a reasonable amount of 
time and within a reasonable distance from the patient’s place of residence; 
(c) ensuring the existence of an infrastructure whose financing is not part 
of the ongoing financing of entitled care and which has national importance 
beyond entitled care, as in the case of emergency services (particularly in 
view of the country’s security situation), infrastructure for the training of 
medical personnel, and centers for medical research and excellence. 

In other words, the main challenge facing the state in relation to the 
healthcare system in general and the hospitalization system in particular is 
to ensure a reasonable level of financing for all the functions of acute care 
and to maintain a fine balance between decentralization and autonomous 
operations, on the one hand, and the necessary state regulation, on the 
other hand, in order to sustain the system’s activity and to deal with market 
failures. To this end, the state must avoid regulation that becomes micro-
management of the system. All this must be accompanied by systems of 
appropriate incentives and maximum transparency. 

Based on the findings in Chernichovsky and Kfir (2019) that the state has 
failed in its strategic role to ensure that sufficient resources are available to 
the system and that the existing resources are used efficiently and equitably, 
this section relates to the state regulation of the system. This regulation 
affects the degree of efficiency with which resources are utilized and the 
equity of their allocation. The discussion does not include the internal 
management of hospitals but rather the total environment within which 
they function with a focus on the resources available to the system and their 
utilization according to the incentives put in place by the state. 
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The rest of the document is structured as follows. In the next section, 
the definition of public acute care hospitals in the context of the National 
Health Insurance Law is discussed. This definition, which is not an official 
one, is crucial to the proper functioning of the system. In the subsequent 
two sections, there is a detailed discussion of the incentives created by 
government regulation, primarily through the determination of acute care  
hospitalization prices. The price mechanism created by the state dictates to 
a large extent the character of the system’s operations and has contributed 
to the need for a special program to reduce waiting times for hospital 
procedures. This program is discussed in the subsequent section. It reveals a 
basic flaw in the functioning of the system and is the ultimate example of the 
divergence from the basic decentralization principles that should guide the 
system as reflected in the recommendations of the Netanyahu Committee. 

“Public” hospitals: The lack of a functional 
definition

“Public hospital” is a key term in the discussion of health policy in Israel. 
As already noted, the law does not define a public hospital nor the meaning 
of the term “public.” The lack of a formal definition constrains a discussion 
of the policy for financing and regulating the acute care hospitalization 
system, particularly in view of the state ownership of a large portion of the 
hospitals, on the one hand, and its responsibility to finance the entire system 
and regulate it as directed by law, on the other.7  

From the state’s perspective, the role of a public hospital is expressed 
in its obligation to ensure the entitled care as set down in the Law to the 
public. According to this principle, every public hospital in Israel must offer 
all entitled services produced in its facilities to the health fund members, 
at all times, without discrimination or preference on the basis of their 
membership in a particular health fund and independent of the payment for 
the service.8 The obligation is similar to that of the health funds according 
to the National Health Insurance Law, although it applies to a public hospital 
only, and not to other service providers who provide services on the basis of 
a commercial contract with the health funds. 

7 For further details on the state ownership of hospitals, see Chernichovsky and Kfir (2019).

8 This norm was first spelled out only in 2011 in Medical Administration Bulletin 45/2011 
entitled “Rules for the provision of services included in entitled care by the hospitals, 
under the financing of the health funds.” The bulletin specified that a public hospital 
cannot choose not to produce a service that is included in entitled care or not to offer it to a 
particular health fund, unless it has received written approval from the head of the Medical 
Administration in the Ministry of Health.
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A hospital that is not owned by the state, which is obligated to provide care 
by means of its resources and in particular under conditions that are liable 
to cause it a loss, is essentially required to participate in the financing of the 
national entitled care from its own sources rather than from the sources 
specified in the Law. The existing arrangement, in which the state takes on 
itself the authority over sources that do not belong to it, is problematic and 
creates a distortion that needs to be resolved.9 

A significant portion of entitled care is provided by the so-called public 
hospitals and many of the services are provided only by them. The public 
hospitals account for a particularly large portion of the hospitalization 
services provided in the geographic areas in which they operate (for 
example, Soroka in Beer Sheba and Hadassah in Jerusalem). In the absence 
of a guarantee of the provision of care by these hospitals, a situation might 
arise in which some of the local residents would not be able to obtain 
hospitalization services as specified by the Law or the availability of these 
services in their area would be lower than in other areas or even relative 
to residents of that same area who are members of other health funds. 
Under these circumstances, the state does not fulfill its obligation to provide 
services with reasonable availability and under equitable conditions, as 
specified by the Law. 

A relationship has developed over the years between the state and the 
hospitals that provide services according to the Law but are not owned by 
the state which alternates between two extremes: 

• The state is responsible for supervising hospitals and ensuring that they 
manage their budgets responsibly, based on their own sources. 

• The state is responsible for ensuring the provision of entitled care by 
hospitals according to the standards specified in the National Health 
Insurance Law, securing their sources as part of the financing of care. 

9 The power of the Ministry of Health to provide or withhold a license does not imply 
that it has the authority to require a non-government entity to bear part of the burden to 
finance entitled care services as a condition for receiving an operating license. According 
to the Health of the People Ordinance (1940), the Ministry of Health has the authority to 
grant a license to establish a hospital, including the various units operating within it, and 
to supervise its activity. The granting of a license to establish a hospital should be viewed as 
allocating the right to operate it on behalf of the state. The Clalit Health Fund and Hadassah, 
for example, established hospitals even before Israel became an independent state and they 
“granted” the hospitals to the state in order to implement the law. In the historical context, 
the license regulates the activity of these hospitals once they are established. A license 
certainly cannot be viewed as a concession with economic value that is granted by the state 
in exchange for the obligation to participate in the funding of the budget for entitled care.
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Until 2014, the attitude of the state towards non-government hospitals 
tended toward the first approach. The state refrained from direct and explicit 
support of hospital budgets. It was expected that hospitals would finance 
their activities, and primarily the provision of entitled care, independently 
through their own sources (the sale of medical services, donations, and 
donations from owners). Therefore, in cases where the state saw a need to 
support the budgets of non-government hospitals, it did so through one or 
both of the following channels: 

• Participation in the financing of construction projects (Clalit Health 
Fund — various projects; Hadassah 2008 and 2011). 

• Support as part of a stabilization agreement (Clalit Health Fund 2006) or 
a recovery program (Laniardo 2006 and Hadassah 2014). 

Some of the support also stems from the unofficial recognition that hospitals 
fulfill public functions, including the training of physicians, supporting 
research and sustaining national centers of excellence, as well as emergency 
preparedness, all of which are not budgeted as part of the National Health 
Insurance Law.

A “public hospital” was first defined in the 2002 Arrangements Law as 
follows:10 

• A hospital owned by the government, a local authority, or a health fund; 

• “A hospital that is a public corporation as defined in Paragraph 9 of the 
Income Tax Ordinance” (a non-profit organization or a public benefit 
corporation). 

According to this functional definition, the first group includes all of the 
public hospitals that the state sought to include in the Arrangements 
Law in order to implement the National Health Insurance Law while the 
second includes private hospitals that were not meant to be included in the 

10 The Arrangements Law is a government-sponsored bill presented to the Knesset each 
year alongside the State Budget Law. It incorporates government bills and legislative 
amendments that are necessary for the government to fulfill its economic policy.
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Arrangements Law. An exception was created with the establishment of the 
Assuta Ashdod Hospital (see the discussion below).11 

As part of the 2015-2016 budget proposal, the government decided that 
from 2015 onward it would submit an annual budget to support the ongoing 
operations of hospitals defined as public. This decision put an end to the view 
that non-government hospitals are expected to operate without any public 
financial support in order to provide health services within the framework 
of the National Health Insurance Law. 

The aforementioned change in perspective was reflected in Paragraph 
63 of the Arrangements Law, 2017-2018 (Accounts Settlement Legislation, 
2017-2019), which is referred to in the Ministry of Health as the National 
Budgeting Model. The paragraph authorizes the Minister of Health and 
the Minister of Finance to reduce the existing budgets for subsidies to 
government hospitals and support of non-government hospitals, to increase 
the budget for entitled care, and to instruct the health funds to pass on the 
amount added to their budgets to hospitals according to a formula specified 
in a directive. This approach is closer to the spirit of the National Health 
Insurance Law, according to which the budgets for hospitalization are to be 
provided by means of the health funds’ purchase of this service. 

Paragraph 63 is yet to be implemented and apparently will not be in 
the current legislative period (until the end of 2019). However, it reflects 
an important development in how the state views the status of public 
hospitals and their financing. The state has, for the first time, clarified 
that the administrative and legal framework for the various supporting 
budgets will be through the financing of entitled healthcare including acute 
hospitalization and not through the deficit financing of hospitals and health 
funds. 

Clearly, this is not to say that special support will be ruled out in 
situations that obviously involve internal market failures, such as specific 
support for “overly” small hospitals like Yoseftal in the south and Poriya 
in the north, where there is a national interest in their operation, in part 
due to considerations of equity. Similarly, and as part of the integrated 
financing model that will be described below, the state will directly and 
transparently finance any activity that is not directly related to the provision 
of entitled care, such as teaching and research, national emergency services, 
and the like. 

11 This document was written when it became clear that the hospital would have a deficit 
of NIS 150 million in 2017, its first year of operations. How the government views this 
deficit constitutes a test of the hospital’s “publicness,” particularly since it is owned by a 
health fund that is responsible for providing entitled care and whose activity is liable to be 
negatively affected in this respect.
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In summary, we propose defining a public hospital on the basis of 
its role vis-à-vis entitled care, regardless of its ownership or its form of 
incorporation. Accordingly, we propose three basic criteria: 

• The normative criterion: The hospital is obligated to offer its services, 
including elective services, as part of the National Health Insurance Law 
to all residents equally. 

• The functional criterion: The hospital fulfills publicly oriented 
functions, such as urgent care, emergency capabilities, teaching, and 
research. 

• The economic criterion: The hospital’s main source of revenue is from 
the provision of entitled care, i.e., the sale of services to the health funds.

Therefore, the economic discussion will not deal with the financing of 
hospitals and their deficits, but rather with the financing of services that the 
hospitals provide, as part of the financing policy of entitled care. 

A hospital that meets these three criteria, regardless of its ownership 
— such as the Hadassah Medical Center and Assuta Ashdod, which are not 
owned by the state — is to be considered public, like the Sheba Medical 
Center, which is state-owned. In contrast, a hospital whose activity 
primarily involves the sale of services outside the framework of the National 
Health Insurance Law, such as the Assuta Medical Center in Tel Aviv, is not 
considered to have a public status. 

With respect to private financing in public hospitals as defined above, in 
the vast majority of cases in other countries, even if the hospital is privately 
owned but has a public status, such a hospital is not allowed to offer 
privately funded health services (sharap) except by special arrangement.12 A 
Supreme Court ruling prohibited state-owned hospitals as a public supplier 
from selling privately financed services, in order to prevent a situation in 
which public infrastructure paid for by the taxpayers is used to encourage 
and subsidize privately financed services.13 In this context, it is important 
to mention the special status of the Hadassah and Shaare Zedek medical 
centers in Jerusalem which are currently permitted to provide privately 
financed medical services (sharap). 

12 Sharap is the Hebrew acronym for privately funded healthcare services provided in a 
public hospital.

13 Supreme Court 4253/02, 4325/02, Professor Gabi Barnash v. the State of Israel, March 17, 
2009.
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Thus, the two main challenges facing the state in this context are the 
following: 

A. The creation of a relationship between the state and hospitals in which 
the commitment to public financing is not interpreted as a reduction 
in the budget responsibility of the hospital administrators and as an 
obligation on the part of the state to cover every operating deficit that 
is connected to the sale of hospitalization services to the health funds.14  

B. Minimal harm to the relations between the health funds, as the 
managers and purchasers of medical care, and the hospitals, as suppliers 
of services to the health funds within the framework of the Law. 

The state’s success in dealing with these two challenges, according to the 
spirit of the Law, will be the test of the system’s functioning, as will be 
discussed below.

14 This issue is currently at the center of the discussion with respect to Assuta Ashdod, 
which is privately owned from a legal standpoint. The issue is related to the public resources 
which Maccabi Health Services, a non-profit organization which is almost completely state-
financed, used to finance facilities under its ownership.
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Following a lengthy tender process, it was decided in 2011 that the 
hospital in Ashdod, whose creation was established in the Hospital in 
Ashdod Law of 2002, would be built and operated by Assuta Ashdod 
Ltd. In 2012, the Association for Civil Rights in Israel submitted a 
petition to the Supreme Court against the permit to operate sharap 
services in the hospital (privately funded healthcare services), which 
was awarded as part of the tender, and, as a result, the state had to 
specifically relate to the hospital’s status. 

According to the practical definition in the Arrangements Law, the 
hospital planned for Ashdod is not a public hospital. It was planned 
to operate as a limited company (not owned by the state or the 
municipality) under Assuta Medical Centers Ltd., which is owned by 
Maccabi Health Services. 

The state claimed in its response to the Supreme Court that the 
planned Assuta Ashdod Hospital is a public hospital, despite its private, 
for-profit ownership and incorporation, since the main purpose in its 
creation and operation is to provide public health services. Later on 
in its argument, the state explained that the permit to offer sharap 
services in the hospital is a kind of default for public hospitals that 
have not been prohibited from offering them, such as the public 
hospitals in Jerusalem. 

As part of the proposed Arrangements Law, 2013-2014, the 
definition of a “general public hospital” was changed in June 2013 
(Accounts Settlement Legislation, 2014-2016) and the following 
criterion was added: 

“A hospital that is not a hospital as mentioned in paragraphs 
(1) to (4), whose certificate of registration according to the 
Health of the People Ordinance of 1940 includes facilities for 
urgent care (emergency room).”

The operation of an emergency room in a hospital is not the only 
characteristic of its functioning as a public hospital, but the existence 
of a clear mark of identification in the law and in a hospital’s certificate 
of registration that allows for a simple and clear-cut definition of a 
public hospital according to its function. 

Spotlight

The hospital in Ashdod
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Equal access to hospitalization

Securing equal access to hospitalization, in addition to the determination 
of prices which will be discussed below, is necessary in view of (a) the 
unequitable distribution of hospital beds and hospitals in Israel, (b) the 
special status of hospitals (as regional and national medical centers), and (c) 
the relatively small number of health funds in the system, alongside their 
dominance in various areas of the country. These factors provide sellers of 
hospitalization services or their buyers with exceptional market power as a, 
at least on the local level. 

Every hospital has significant market power in its locale, and it increases 
as the local population’s access to other hospitals decreases (Chernichovsky 
& Kfir, 2019). Exceptional market power is also the result of the positioning 
of a hospital as a “national center” or a “super hospital” to create a center 
of excellence with a high level of specialization and particularly high costs 
of care. 

An example of this exceptional market power in the health system is 
the Soroka Medical Center in the south, which has no competitors in the 
surrounding Negev and operates as a kind of regulated monopoly that 
is required to provide service without discrimination between the health 
funds in the south and in general. This is in spite of its ownership by Clalit 
Health Services which competes with other health funds in this region, and 
who are also dependent on the hospital. In the past, Clalit tried (though 
unsuccessfully due to appropriate regulation) to use the hospital as a means 
of competition with other health funds, which in itself was legitimate. Clalit 
also used the pretext that the prices of hospitalization are not realistic and 
that it cannot subsidize the other health funds. 

As described previously in the discussion of public hospitals, the state 
requires that hospitals be accessible to the entire population, regardless of 
their ownership or location and independent of their commercial relations 
with the health funds. The state established the obligation of the health 
funds to provide access to hospital services in the National Health Insurance 
Law and the regulations that followed from it. The Law’s Regulations 
(Arrangements for Choosing a Service Provider), 5765–2005 limits, at 
least in theory, the freedom of a health fund to prevent access to hospital 
services with which it does not have a commercial arrangement. Such an 
arrangement, as noted, obligates the state from a budget perspective to fund 
hospitalization, potentially not through the health fund. 
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On the other hand, the health funds possess market power as purchasers 
of services. It has more than once been claimed in the health system that 
“Clalit Health Services can dry up any hospital,” in view of its dominance 
in the market, particularly outside of Jerusalem. This is the situation also in 
other local contexts, such as the relative power of the Meuhedet Health Fund 
with respect to hospitals in Jerusalem. In these cases, the problem is usually 
resolved by means of agreements between the dominant purchaser and the 
dominant seller, which is to the mutual benefit of the two sides and includes, 
among other things, the use of close proximity and access to hospitalization 
as a marketing tool for the health funds. The “localness of the arrangement” 
is one of the reasons for the secrecy surrounding agreements between health 
funds and the hospitals.15 Clearly, such agreements are liable to constrain 
the public’s freedom to choose, which is, as mentioned, a marketing factor — 
though also an economic factor — in the health funds’ considerations. 

The prices of public hospitalization (the Cap 
mechanism): The Golem that turned on its master

As previously noted, the state has final responsibility to ensure access 
to entitled medical services, including hospitalization services, that are 
efficient and sustainable, within a reasonable distance and time. To this end, 
it must deal with structural market failures that characterize the internal 
market created by the Law. This is accomplished by, among other things, 
measured regulation of hospitalization prices. 

The first market failure relates to the asymmetry of information in the 
encounter between the physician or service provider and the patient with 
respect to treatments and available alternatives. This situation makes it 
possible for hospitals to encourage demand for their services, while the health 
funds, which pay for the hospitalization, have only limited control over the 
regulation of demand. In other words, a situation may arise of excessive 
hospitalizations that do not contribute to health, and place an economic 

15 According to economic theory, the market solution in a monopoly-monopsony situation 
is negotiations and a local arrangement between the sides that differs from the unique 
solution obtained in a market with either a monopoly or monopsony. Since the economic 
arrangement between a monopoly and a monopsony is local and differs from arrangements 
between the monopoly and other buyers or between the monopsony and other suppliers, 
there is a tendency not to bring the details of the local agreement to the public’s attention. 
This fact makes it even more difficult for the state to maintain control over agreements 
within the system.
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burden on the health funds and, ultimately, on the state. Therefore, the state 
has an interest in regulating the quantity of hospitalization. The basic tool 
available to the state to accomplish this is regulation of the number of beds 
and their distribution among the population, by means of the licensing of 
hospitals according to the Health of the People Ordinance of 1940.16 

The second market failure follows the hospital’s cost structure, which is 
characterized by a high proportion of fixed costs. In addition to capital and 
depreciation expenses, which by nature are “invisible” and fixed in the short 
run, there is a high proportion of salaries within hospital costs in Israel, that 
are quasi-fixed and are not dependent on the quantity of services provided.17 
The aforementioned structure of production costs, under free market 
conditions and in a situation of numerous hospitals, can lead to a situation 
of selling services at marginal costs that entail a loss in the long term. This 
may translate into a hospital’s lack of economic sustainability in the long 
run since its fixed costs are not covered, a situation that can endanger the 
healthcare system as a whole. The knowledge that the state will refrain from 
closing hospitals is liable to encourage this strategy.18 

The state therefore has an interest in determining prices that are equal to 
the average service production cost, to protect the economic sustainability 
of hospitals over time. And, indeed, the services provided by the public 
hospitals in Israel are regulated on the basis of a price regulation law. In 
general, there are two types of prices: services that are paid for on a per 
diem basis, and elective services that are paid for per procedure (primarily 
surgical), for which a prospective average price is determined according to 
a system of “differential pricing,” practically an Israeli DRG. These activities 
are generally priced according to average cost and are defined as default 
prices in accounts settlement between hospitals and health funds. In other 
words, in the absence of an agreement or some other legal directive, the 
health funds pay the hospitals according to the regulated prices. 

Regulated prices create a system of relative prices that has the power 
to influence the production decision of hospitals as well as consumption 
decisions made by health funds. For this reason, the cost fixing of various 

16 In this context, it is worth mentioning Roemer’s Law, according to which a hospital bed is 
always occupied.

17 Most of the salary expenses are fixed in the short run. The Interministerial Health Prices 
Committee uses a conventional breakdown of costs in which the weight of salaries within 
total production costs is 73 percent. Other costs, such as medical equipment, administration, 
and security are also fixed in the short run.

18 See the earlier discussion in the section on public hospitals.
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services can serve as a tool for the state to signal hospitals regarding 
preference for the production of one service or another. 

It is clear that the determination of average prices at the level of average 
cost increases economic risks to the health funds. A price higher than 
marginal cost is likely to encourage longer hospital stays and unnecessary 
treatments, a situation over which the health funds have limited control. 
In order to reduce this risk, the state also attempts to limit the quantity of 
entitled care provided by the public hospitals. The policy of quantitative 
constraints has been at the heart of the economic regulation of the public 
hospital system in Israel during the past two decades and is at the center of 
the discussion in this document. 

The policy of quantitative constraint by means  
of the Cap mechanism

The need for the quantitative constraint of hospitalization by means of 
a price mechanism is based on two factors. The first is the relatively low 
compliance with hospital licensing in Israel — regarding the number of beds 
and other types of physical infrastructure — in determining the level of 
services provided. The second is, as mentioned, the hospitals’ incentive to 
increase the supply of services to beyond the needs, when the price is equal 
to the average cost but is higher than the marginal cost. 

The idea of reduced prices, or the Cap mechanism, is to set a default price 
for services provided by the hospital beyond the “optimum quantity” for 
entitled care; the capped price is lower than the regulated price according 
to average cost. The cap price is meant to deter hospital administrators from 
exploiting their power and expanding the supply of services where health 
funds have limited power to regulate the demand. The setting of cap prices 
requires that a “quantitative norm” be established for each hospital vis-à-vis 
a health fund beyond which services will be considered excessive and will be 
billed at reduced prices. 

The classic Cap model, which was adopted in the Arrangements Laws 
from 1997 to 2005, can be described as follows (see Figure 1): 

• A production ceiling is set for each hospital with respect to each health 
fund up to a quantity y0 which is the normative quantity. 

• For consumption of services up to the value of the consumption ceiling, 
the health fund pays the default prices which are regulated, according 
to average cost, as described by the slope of Curve A. 
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• For the “excess” quantity, beyond y0, the health fund pays a cap price, 
which is about 33 percent of the full price, as represented by the slope 
of Curve B. 

Figure 1. The Cap mechanism

Source: Dov Chernichovsky and Roi Kfir, Taub Center

The decision to use the Cap mechanism requires the state to deepen its 
involvement in the negotiations and arrangements between health funds 
and hospitals, and adopt the role of a kind of “central planner,” in violation 
of the principle of decentralization and autonomy on which the vision of 
the Israeli model rests. Also, from a theoretical perspective, the use of a Cap 
mechanism requires the regulator to deal with a number of fundamental 
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health funds need to receive at each of the public hospitals (or in other 
words, the quantitative operations of each hospital multiplied by four 
health funds multiplied by the number of public hospitals), as well as know 
the production function and the production costs of each hospital. All this 
takes place in a highly complex system characterized by rapid changes in 
production technology, the size and distribution of the population, and 
more.19 

Second, the state may have conflicting interests due to the system of 
incentives in which it operates. Setting the cap ceiling too low will artificially 
lead to a reduction in expenditure and in savings in the health funds’ budgets, 
which is desirable from the state’s perspective. Therefore, there is a built-in 
risk of exploiting the Cap mechanism in order to achieve savings in the state 
budget at the expense of hospital budgets rather than achieving the goal of 
quantitative restraint to mitigate structural market distortions. 

To this is added the need for effective budget monitoring of hospitals, and 
especially state-owned hospitals that know their expenses will be covered 
regardless of capped prices since their deficits are eventually covered by 
their owner, namely, the state. Therefore, in the absence of an effective 
budget constraint, the hospital may expand supply at the cap prices even 
beyond the norm determined by the regulator. 

Meeting these challenges does not appear to be practical, as shown by 
past experience and as will be described below. 

Updating the quantitative norms
The quantitative norms were first introduced into law in 1997 and since then 
have required an annual update, according to the population growth, the 
expansion of hospital infrastructure, changes in the geographic distribution 
of health fund members, changes in health services in the community, and 
changes in technology and prices. In view of the complexity of the update 
and the frequency of changes in the various components, the task of updating 
quantitative norms appears to be nearly impossible, as argued above. 

Since 2002, the quantitative norms in the Arrangements Law (Curve 
C in Figure 2) have been increased at rates that are significantly lower 
than the rate of population growth (Curve B). The decision to update the 
quantitative norms has been bundled together with the decision regarding 
the real updating of the entitled care budget (demographic change; 

19 The quantitative activity of each hospital is measured by gross expenditure (prices X 
activities) in fixed prices.
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Curve D) and essentially serves as a tool to achieve budget restraint rather 
than quantitative restraint.20 

In retrospect, it appears it was in fact during the years in which the state 
sought to tighten the restraint on the consumption of hospitalization within 
entitled care, as part of the overall budget restraint policy since 2002, that 
the output of the acute care hospitals increased by 28 percent (Curve A), 
while the quantitative norm set by law grew by only 8 percent (Curve C).

Figure 2: The process of divergence in the implementation of the 
Cap mechanism
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2017; Plotnik and Keidar (2015). 

20 According to the National Health Insurance Law, the healthcare budget is updated 
according to the Health Price Index, which represents the prices of inputs, the addition of 
services and the basket of medicines, as well as a demographic coefficient. The demographic 
coefficient is meant to capture the growth in demand for health services as a result of 
the growth in the population. The state has the authority according to the law to set the 
demographic coefficient each year and this decision is a central component in the state 
budget decisions in the area of health.
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A. Medical services supplied by government-owned hospitals — price 
weighted amount.21 

B. Population adjusted to health demand factors according to the Cap 
formula.22 

C. Total consumption ceiling, cap decrees, government-owned hospitals.23 

D. Real demographic index of the national healthcare budget for entitled 
care.

E. Number of licensed acute care hospital beds.

21  The index of quantity of services is the gross figure appearing in the reports of the 
Ministry of Health until 2015 in fixed prices. The gross figure is the product of the quantity 
of each service multiplied by the price of that service according to the Ministry of Health 
price list. The regulated prices are not market prices that contain information about supply 
and demand and therefore do not constitute a satisfactory measure of the economic cost or 
benefit of each service. Nonetheless, an examination of the hundreds of service codes in the 
price list and the thousands of services that are provided according to those codes indicates 
that the prices of services are highly correlated with cost and benefit. This is according to 
the assumption that both the errors in the cost accounting of the Ministry of Health and 
the excess demand or supply are not correlated with the prices. To this should be added the 
stability that has characterized the price list over the years, such that apart from the uniform 
updates in the price list (“Price Index of a Hospitalization Day”), there are relatively few 
changes in the price list from year to year and most of them are more or less a “zero sum” 
exercise (in other words, the reduction in the prices of some services is offset by the increase 
in others with respect to monetary value of the service). Gauging the gross data on activity 
using the Price of a Hospital Day Index provides a series of service quantities and changes in 
output over time.

22 The capitation formula is the key according to which the National Insurance Institute 
distributes the budget for entitled care among the health funds, according to their number 
of members and their characteristics. The formula weights variables such as age and gender 
which are used to predict the consumption of health services. Therefore, the change in the 
size of the standardized population serves as a measure of the changes in demand for the 
entitled services.

23 The Arrangement Laws define the rate of the “real addition” for all the demand ceilings 
of the acute care hospitals each year. These also apply to the consumption ceilings by the 
Maccabi, Meuhedet, and Leumit health funds at the Clalit hospitals and therefore do not 
reflect the quantitative norm derived from the legislation. In contrast, the consumption 
ceilings of the government hospitals do not reflect the changes in the quantitative norm 
either, since in 2010 and 2011 the content of the services in the law was changed. The real 
standardized coefficient is calculated by multiplying the national coefficient appearing in the 
law by the change in the proportion of the Clalit hospitals within the total caps.
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In other words, from 2002 to 2007, public hospital outputs lagged behind the 
rate of population growth (the gap between Curve A and Curve B); however, 
in subsequent years, the gap was closed due to the rapid increase in outputs 
during the second half of the decade and the continued growth since then. 
In particular, it is worth noticing the growth in productivity — the gap 
between the increase in output and that in factor of production inputs (the 
gap between Curve A and Curve E).24 The divergence between output and 
inputs during the second half of the previous decade can be described as a 
genuine “productivity explosion,” with a 4.2 percent annual increase. Since 
then, as mentioned, there has been a moderate rate of growth (about 1.5 
percent per year). 

In other words, the fear that central planning will not correctly assess 
technological progress in hospitalization has been realized. It appears that 
the updating of the quantitative norm, which represents the optimum 
quantity of hospital services for entitled care (Curve C), was arbitrarily set 
and is not based on any factual information on the changes in the quantity of 
hospitalization services and hospital production costs. Moreover, it appears 
that the state has not made an effort to monitor the actual quantitative 
norm, but rather has used the quantitative restraint tool for purposes of 
budget restraint, which was not the regulation’s purpose. 

Budget control
As noted, apart from its systemic importance, budget control over public 
hospitals constitutes an essential component of the regulatory regime of 
cap pricing. A look at the subsidizing of government hospitals in the survey 
years shows divergence in the budget that was not the state’s intention. 
During a period in which output and revenues grew faster than inputs, 
the expectation is that the additional efficiency in production will reduce 
the deficit in absolute terms. Instead, not only did the deficit not shrink in 
absolute terms but it actually more than doubled, even relative to the level 
of activity in the hospitals (Figure 3). In other words, it is possible that, in the 
end, the increased efficiency did not compensate for the deficits created as a 
result of the Cap mechanism and other inefficiencies in the system. 

24 The number of licensed acute care hospital beds serves as a proxy for factor of production 
inputs, i.e. capital and labor. Hospital beds are meant to be correlated with manpower 
inputs by way of the administrative standardization keys and with capital inputs by way of 
construction and equipment procurement to create new hospital departments.
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Figure 3. Budget for revenue balance (covering deficits) for 
government hospitals
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Budget support is entirely attributed to the financing of entitled care and is 
presented in the figure as a portion of the total value of the entitled care that 
is provided. This is based on the assumption — though a weak one — that 
medical services not included in entitled care (births, health tourism, and 
others) are balanced or even contribute to a surplus. Thus, all of the budgets 
provided by the state directly to public hospitals are financing the deficit 
that is due to the provision of entitled care. 

The supplemental budget constitutes an even larger share of the 
financing of entitled care than that reflected in Figure 3. The figure presents 
the supplemental budget that is recorded in the government hospitals’ 
operating budget (Paragraph 94 of the Budget Law) which constitutes 
only part of the support provided to these hospitals from the state budget. 
Thus, the state supports hospitals by way of additional channels, both in 
money and in-kind, and that support is recorded in other budget lines, such 
as budget-financed pensions, computer development and maintenance, 
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physical development and equipment, financing, insurance, and other 
administrative overhead. According to the presentation of the Ministry of 
Health to the National Institute for Hospital Policy Research (NIHP, 2016; p. 
12), in 2014, the total support stood at NIS 2.14 billion, which implies about 
NIS 800 million in indirect support. When this is taken into account, the 
proportion of financing of entitled care provided directly from the budget in 
2015 is estimated to be about 22 percent. 

The Golem that turned on its master
The divergence between the formal quantitative norm and the actual 
quantity, together with an expansion of the discounts in the agreements 
reached by the hospital administrations and the health funds, has created 
a situation in which the caps do not apply only on the margins but to wide 
swaths of activity on an ongoing basis. The process, which includes the 
direct supplementary budgeting, simply evolved rather being the result of 
an intentional and transparent process based on a change in approach to 
the financing of the system. What was meant to be a temporary situation 
in fact became the norm — backed up by deficit financing from the state — 
according to which both the hospitals and the health funds operate and make 
production and consumption decisions in a dominant cap environment. 
Thus, the Cap mechanism has led to a number of distortions in the system: 

• The weakening, and in practice even the elimination, of the relative 
pricing tool (according to average cost) as a factor that can signal 
priorities in the system, such as the continued value of a hospital-based 
service rather than the consumption of the same service in a clinic or 
in the community or the relative value of one treatment over another 
using the same infrastructure and manpower.

• Difficulty in identifying the connection between a hospital deficit and its 
causes. This process has led to an additional weakening of budget control 
in the system, and of the management accountability of hospitals. 

• The artificially low price of procedures in public hospitals has made 
it difficult for them to compete with private hospitals or clinics for 
the services of specialists (who come from the public hospitals) in the 
afternoon hours, which has contributed to the expansion of the supply 
and demand for procedures in the private system, which are financed 
mainly by supplementary and commercial insurance. 
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• The creation of a dependency of the health funds, and in particular 
the small ones, on the artificially low cap prices, instead of providing 
a realistic price to the health funds based on their decisions about the 
provision of entitled care and according to average cost. 

The national plan to reduce waiting times: 
Adding insult to injury

Since 2013, the issue of reducing waiting times has been the top priority of the 
Ministry of Health, which identified a systemic failure in the waiting times 
for elective services in the public hospitals. The state viewed the prices of 
surgical procedures that it sets as the main barrier to expanding output and 
availability, primarily to beyond the morning hours, in the public hospitals. 
This is particularly the case in view of the high prices received by specialists 
— who are employees of the public system — as part of their work in private 
clinics that is financed by supplementary and commercial insurance.25 

In 2014, it was decided to allocate a budget to the plan to reduce waiting 
times and an initial draft of the plan was drawn up. The implementation of 
the plan finally began in 2017. 

Due to the state’s desire to preserve the Cap mechanism as a primary tool 
in the budgeting of the system, it was decided that the reduced prices in the 
public hospitals would not be canceled and that the budget for expanding 
the number of surgical procedures in order to reduce waiting times — close 
to NIS 900 million per year — would be provided as an “earmarked” budget 
separate from the regular budget for entitled care. The earmarked budget 
that is provided to the health funds is conditional on a detailed reporting on 
elective surgical procedures as part of the designated agreements. For each 
surgical procedure that meets the conditions of the plan, the health fund 
receives 81.5 percent of the price on the Ministry of Health’s supervised list 
price for that procedure. This price is meant to be higher than the marginal 
cost or cap and to enable the payment of incentive pay to the staff in order 
to increase output. 

Furthermore, in January 2018, the “cooling-off law” went into effect. It 
restricts physicians in the public system from referring patients to their 
private practices for a period of six months. As a result, it was decided that 
the earmarked budget of the health funds would be made conditional on 
the health funds’ reduction of at least eight surgical procedures financed 

25 For further details, see for example Chernichovsky (2018).
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by supplementary insurance (shaban) for every addition of ten surgical 
procedures financed by the plan. This mechanism, which is referred to as 
“shifting,” was accompanied by a decision to reduce the membership fees in 
the supplemental plans. 

The plan to reduce waiting times requires that the state and the health 
funds again manage a particularly complex system of reporting and 
monitoring of purchasing carried out as part of the earmarked budget. The 
health funds, in an effort to reduce the bureaucratic burden, used the budget 
in the shaban format. Namely, almost all of the designated purchasing is 
today channeled to carrying out surgical procedures as a part of a choose-
your-physician track in the private clinics and hospitals, within the same 
mechanism under which shaban operates. The result is that the main 
outcome of the plan is, paradoxically, to replace the source of financing for 
surgical procedures in the private hospitals and clinics from membership 
fees and co-payments of shaban members to financing from the state budget, 
or in other words tax revenues. With respect to public hospitals, the result 
is that even under the new pricing arrangement they are unable to compete 
with private facilities for the services of those physicians. 

In other words, the state is essentially adding another budget arrangement 
patch to the system, in violation of the spirit of the Law and the principle of 
decentralization, according to which the entitled care budget is integrative 
and managed by the health funds at their discretion. 

The state therefore finds itself in a vicious circle. At first, it sought to 
restrain the provision of services in order to ensure the financing of entitled 
care in a framework of its limited resources. To this end, it established a cap 
pricing system, which as mentioned required it to deepen its involvement 
in the planning and management of the provision of entitled care. It then 
realized that for a large portion of the services there is a shortfall in the 
quantity provided, rather than an excess, and that it is necessary to encourage 
production rather than restrain it. However, due to the budget dependency 
that the state developed as part of the Cap mechanism, the solution proposed 
did not loosen restraints and thus allow it to reduce its involvement in the 
public system but rather it led to the allocation of an earmarked budget in 
a separate purchasing mechanism. This separate mechanism distanced the 
state even further from the goal of decentralization, in which, for the first 
time, the state “designates” part of the budget for entitled care and must 
maintain a centralized and regulation-intensive mechanism of support. 
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Conclusion

Looking back at the development of the government’s regulatory policy 
during the past two decades reveals a consistent process of deepening 
involvement in the daily management of the hospital system. This process 
began with an attempt to deal with the structural market failures in the 
system and gained momentum with the creation of the health funds’ budget 
dependency and, following that, the dependency of the state on regulatory 
tools that diverged from their original purpose. The process of divergence 
led to, among other things, the atrophy of the price system and the erosion 
of the economic rationalization and accountability of the system’s managers. 
In this context, the designated plan to reduce waiting times constitutes 
the peak of this process, with the state preferring to adopt a complicated 
bureaucratic and intervention-intensive mechanism rather than repair the 
existing regulatory mechanisms, reduce intervention, and strengthen the 
system’s economic rationalization. 

The state’s special plan to reduce waiting times reflects the lack of a 
solution to the current problems of the public hospital system, many created 
by the state’s excess involvement in the system. The efforts of the state to 
deal with the challenge involve a complex and intervention-intensive plan, 
while preserving the regulatory tools that contributed to the creation of the 
need for the plan in the first place. Furthermore, the plan deviates from the 
fundamental decentralization principles on which the public health system 
and, in particular, the hospital system are meant to be based. 

The problematic nature of the system’s regulation is especially evident 
from the main findings of this study. In view of a nearly 20 percent increase 
in the productivity in the production of hospitalization services, it would 
have been expected that the system could improve the hospitals’ financial 
performance and perhaps even that of the health funds. Furthermore, 
the additional output could have been used to improve the availability of 
hospitalization services to the public. In other words, the gains should have 
been divided between the producers (the hospitals) and the consumers (the 
health funds and the public). However, this did not happen. The deficits of 
the hospitals and the health funds, in fact, grew and service to the public 
remained lacking, as evidenced by the plan to reduce waiting times. Thus, 
at least circumstantially, the regulatory policy — and primarily the Cap 
mechanism and the public-private mix — has created systemic inefficiency 
that has adversely affected every aspect of the public system, its financing, 
and its service. 
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As shown in the previous study, the general hospital system in Israel 
suffers from a shortage of resources (Chernichovsky & Kfir, 2019). 
Nonetheless, the fundamental flaws in the regulatory infrastructure of the 
public hospital system are liable to reduce the value of investing needed 
resources in expanding infrastructure (hospital beds) and in operations and 
procurement (such as the plan to reduce waiting times), as long as there is 
no change in the regulatory system. 

Given this situation, an examination of the development of regulation 
since the passage of the National Health Insurance Law, as well as future 
reforms that are on the agenda, with respect to these fundamental principles 
set down by the Netanyahu Committee (1990) and in the Law (1994), which 
we have called the principles of decentralization. The priority to minimize 
state intervention in the workings of the internal market of hospitalization 
services stems from these principles. This applies to both the regulatory 
mechanism that the state chooses to impose on the autonomous entities 
operating in the internal market and the need for the state to shed its 
ownership of hospitals, as was recommended by the Netanyahu Committee 
and a series of other committees (see Chernichovsky & Kfir, 2019, Appendix). 

Guidelines for reform
In view of all of this, it would be worthwhile to re-examine the regulatory 
tools that have been used by the state since the National Health Insurance Law 
was enacted, with respect to both their cost and benefit and the usefulness 
of the principles that underlie the Law, namely the state’s responsibility 
for regulating a decentralized system. In this context, a number of changes 
should be considered, the main one being a retreat from the existing 
regulatory policy of the Cap mechanism, deficit financing and plans to reduce 
waiting times in favor of the integrated financing model, which has already 
been approved by the government, and the implementation of regulatory 
and risk management tools widely used in other countries. 

In the integrated financing model, the budget framework is fixed and 
predetermined (instead of retroactive deficit coverage) and is based on the 
normative cost of services (rather than being specific to each hospital), in a 
manner similar to the budgeting of the health funds in the National Health 
Insurance Law. Prospective and normative budgeting is the essential basis 
for strengthening the budget control and accountability of the hospitals’ 
administration. The model can include a number of components: 
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• Integrated financing model: Completion of the process that began 
with the adoption of Paragraph 63 of the Arrangements Law, 2017-2018 
(which has not yet been implemented) and transition to an integrated 
financing model with a high level of transparency. In the full adoption 
of the model, the direct financing of the hospitals by the state will serve 
as a complementary tool to the main tool for financing entitled care, 
namely the sale of hospital services to the health funds. 

• Revision of hospital prices paid for by the health funds: The 
integrated financing model will make it possible to redefine hospital 
prices, so that they reflect the relevant production costs for purposes 
of planning the provision of the health fund entitled care. These should 
reflect production costs and should reflect to the health funds the price 
of hospital-based services relative to the price of community-based 
services. Overall, it is desirable that the accounts settlement prices 
include only the cost components that reflect the production costs of 
services for all producers, including land and capital costs, rather than 
special publicly oriented components, such as emergency services and 
teaching.

• Direct budgeting as a supplementary financing tool to the financing 
through health funds: Direct state financing of the public hospitals’ 
special cost components, including teaching, research, emergency 
services, development of national centers of excellence, and support 
for small hospitals in the geographic periphery should be considered. 
The definition of direct budget financing will require clear, defined, and 
transparent rules for the budgeting of the hospitals. 

• Supervision of prices and management of structural market risks: 
Instead of the Cap mechanism, it is possible to adopt and develop 
mechanisms that are widely used in other countries. The Diagnostic 
Related Groupings (DRG) system of cost accounting is used in many 
countries as a tool for distributing risk and regulating quantities and is 
consistent with a mechanism of differential pricing which the state has 
already introduced and is developing. The integrated financing model 
makes it possible to set prices that are lower than average cost in cases 
of clear market failure in the internal market, alongside maintenance of 
the framework for normative financing of entitled care. There is no way 
to avoid recognizing the cost of intervention tools to deal with market 
failures and the fact that regulation of the risk of oversupply of services 
to the basket can be achieved only to a limited extent. 
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