Social Expenditure and Its Composition

1. The Expenditure Trend

The draft budget submitted to the Knesset each year covers the
totality of spending by government ministries in all domains.
Much of this spending is devoted to the social services —
education, health, personal social services, housing, and
immigrant integration. In addition to these functions, there are
the benefits paid to individuals and families by the National
Insurance Institute, partly funded from the State budget. The
aggregate of these two large categories constitutes the central-
government social budget of the State of Israel.

The 1999 social-service budget is NIS 90 billion, 39 percent
of the total budget. To facilitate a comparative assessment of
this figure over time and across domains, we have adjusted the
nominal values, here and below, in accordance with the relevant
price indices (see appendix for a detailed explanation). The
adjusted figures are presented in constant (1997) prices, the last
year for which there are final data on government spending and
the various price indices. Accordingly, the adjusted figure for
total expected social spending in 1999 is NIS 81 billion,
following NIS 79 billion in 1998 and NIS 73 billion in 1997.

The State budget actually comprises two budgets —an
“ordinary budget” of current expenditure and a “development
budget” that includes investment activity such as construction.
Most of the social budget is part of the current budget; that is,
the budget excluding investment in buildings and equipment. To
simplify the presentation, therefore, we shall deal mainly with
current expenditure, or the current budget.
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Total current social spending in 1999 will be NIS 71 billion,
up from NIS 69 billion in 1998 and NIS 65 billion in 1997. Of
this sum, NIS 40.5 billion is allocated for the aggregate of in-
kind social services — education, health, welfare, and so on. This
figure is unchanged from the final budget of 1998 and NIS 2
billion higher than the actual 1997 expenditure.
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Extending the comparison to the entire decade reveals the
sharp distinction in the evolution of in-kind services between its
two halves: an annual average increase of seven percent in the
first five years, and of only 4.3 percent in the second half of the
decade. If we take population growth into account, there was an
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Table 1. Social Expenditure in Total and Current Budget
(NIS millions, 1997 prices)

Overall Current In-kind services
budget ~ budget  Total Current
Budget  Budget

1980 33,594 30,101 24,653 21,160
1990 46,538 41,446 30,700 25,609

1995 66,099 56,868 43,447 34,216
1996 72,237 61,706 48,023 37,492
1997 72,996 64,505 46,858 38,367
1998 79,169 69,144 50,890 40,865
1999 80,678 70,992 50,221 40,536

Table 2. Social Expenditure as Percent of Total Budget
(excluding debt servicing) and of GDP

Percent Percent
of budget of GDP

1980 31.7 17.7
1990 45.2 18.7
1992 51.7 22.7
1994 53.1 21.3
1996 53.2 21.9
1998 52.8 23.1

1999 55.7 23.1
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annual average growth of 2.75 percent in per-capita expenditure
for the entire decade, but most of the increase was in 1994-1996.
Since 1996, per-capita expenditure has been almost unchanged
at about NIS 6,600.

Another manifestation of the dynamics of social spending is
provided by the relative data, and especially in a comparison
with the increase in the toal budget and of the national economy.
At the beginning of the decade, total social expenditure
accounted for 45 percent of total disposable spending (excluding
debt servicing) by the government; by mid-decade the
proportion had risen to 53 percent. Expenditure has been frozen
at this new level for the past three years. As a percent of GDP,
social expenditure climbed from 19 percent to 23 percent.

The relative and absolute increase in government expenditure
for social services was made possible by a decrease in the other
components of government spending. The defense budget,
which accounted for 30 percent of government expenditure at
the beginning of the decade (after a steep decrease from 40
percent in 1980) declined steadily, reaching 24 percent of this
expenditure in 1998. The share of the other components of
expenditure has also decreased.

Table 3. Social Expenditure and Defense Expenditure
(as percent of total budget)

Social Defense

expenditure expenditure

1980 31.7 39.5
1990 45.2 31.3
1995 52.4 24.6

1999 55.7 23.0
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Figure 4. Social Expenditure as percent of
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As stated, these changes were not spread out uniformly
across the entire period, which was an extremely diverse era in
social, political, and economic terms. In the first half of the
1980s, Israel suffered triple-digit inflation; the attempts to arrest
it included a contractionary fiscal policy. Toward the end of that
decade, government social expenditure began to rise in both
absolute and relative terms. This trend accelerated with the start
of large-scale immigration, resulting in a significant increase in
the housing and immigrant-integration budgets. Even after the
flow of immigration tapered off, the impressive growth in
government social spending continued, a reflection of the
Government’s overt policy of changing priorities, against the
background of the peace process that began in 1993 and the
accelerated economic growth of 1993-1996. In the second half
of the 1990s, the growth in government social expenditure
slowed. At the same time, the economic slump generated an
increase in the income-maintenance component of social
expenditure; but there was also an increase in spending for
education, especially in the 1998 budget.

During the course of the past two decades, there has been
strong volatility in the investments component of social
expenditure. At the beginning of the 1980s, investments
accounted for 10-15 percent of social spending, but by the end
of the decade the figure was only 4 percent. One reason for the
decline was the budget cuts imposed as part of the economic
stabilization program. In the early 1990s, this investment
component soared, reaching 28 percent of total social
expenditure in 1992. This was due to the immigrants’ housing
needs. When the magnitude of immigration ebbed, the
investment component decreased to 12 percent in the last two
years.
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As stated, there are two major categories of governmental
social expenditure: income maintenance and in-kind services.
The essential difference between the two is that the former
includes most transfer payments by the central-government
sector, whereas the latter includes services delivered directly or
funded by the government, in part or in full. In addition to this
difference, and other philosophical and practical aspects, there is
another important difference between them: transfer payments
are made on the basis of universal criteria that set defined
parameters, usually by means of laws, whereas in-kind services
are determined with a more specific reference to the particular
service itself and to the relevant expenditure line. Consequently,
the level and composition of government expenditure for in-kind
services largely reflect current needs and the priorities of the
Government and Knesset coalition. In contrast, income-
maintenance expenditure is dictated by the approach of those
who, at some time in the past, laid down the rules and
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parameters of the expenditure, on the one hand, and by
exogenous factors associated with demographic changes and the
macroeconomic situation, on the other hand. Hence the
fluctuations in the relative weight of each of these components
(see Table 4) reflect the interworking of these factors. In the past
five years, there has been a slight uptrend in the relative size of
income-maintenance expenditure and a downtrend in
expenditure for in-kind services

Table 4. Trend of Social Expenditure in the Current Budget
(Average annual percent change)

Total Income In-kind

maintenance services

1980-85 1.4 5.5 -0.5
1985-89 4.5 7.6 2.6
1989-95 6.7 6.3 7.0
1995-99 5.7 7.7 4.3

2. In-Kind Social Services

As noted, social expenditure accounts for 53 percent of central-
government expenditure (excluding debt servicing) and for 23
percent of GDP, and has been rising in both absolute and
relative terms. Within this category, expenditure for in-kind
services comes to 64 percent of total government spending for
social services and to 14 percent of the total output of the Israeli
economy.

The in-kind social services delivered by the government
include education, health, personal welfare services,
employment, immigrant integration, and housing. Government
involvement in the provision of these services is implemented
by direct supply of the service or by full or partial funding of
services provided by other agencies — nonprofit organizations or
businesses.
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Table 5. Expenditure for In-Kind Services in the Current
Budget, by Type of Service (NIS million, 1997 prices)

Total Education Health Personal Other

Social
Services
1980 21,160 11,406 7,833 1,364 556
1990 25,609 12,781 8,417 1,786 2,625
1995 34,216 18,330 11,235 2,518 2,132
1996 37,492 20,852 11,918 2,620 2,102
1997 38,367 21,343 12,121 2,834 2,070
1998 40,865 23,038 12,286 3,159 2,382
1999 40,536 22,584 12,361 3,371 2,220
Average percent change
1980-85 -0.5 -0.5 -0.3 -2.6 0.1
1985-89 2.6 2.0 1.2 8.8 16.4
1989-95 7.0 7.2 5.6 7.0 13.0
1995-99 4.3 5.4 2.4 7.6 1.0

For 1999, the government allocated NIS 50 billion (in 1997
prices) for in-kind social services. Of this sum, NIS 10 billion is
earmarked for investment through the development budget. By
far the largest part of this investment is for housing; the rest is
mainly for education and health.

In the course of the decade, average per-capita government
expenditure for the provision of social services has risen from
NIS 9,986 in 1990 to NIS 13,268 (constant 1997 prices — a
cumulative increase of 33 percent, most of it in the first half of
the decade.

Education. The education line is the second-largest item in
the State budget, after defense. The absolute gap between these
two sectors has been narrowing over the years; if the trend
continues, the two budgets will be of equal size in the not-too-
distant future and education may even overtake defense. For
1999, the Government allocated NIS 23 billion for education,
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equal to 31 percent of government social expenditure and 16
percent of total government expenditure (excluding debt
servicing), or seven percent of GDP. By comparison, total
national expenditure for education — including private and other
public spending for education, in addition to central-government
spending — comes to 10.5 percent of GDP. This figure in itself
indicates the ongoing increase in the share of the education
system in the national economy.

Health. The health budget for fiscal 1999 will be NIS 12.3
billion —a sum very similar to direct government expenditure in
each of the past three years. In other words, the absolute level of
health spending has been constant since 1996; in view of
population growth, this means a cumulative decrease in per-
capita spending. A view across the entire decade shows that, in
the first half, health spending increased at an annual average rate
of nearly six percent, but by only 2.4 percent per annum in the
second half. A more detailed analysis of developments in this
important social field is provided later in this report, in the
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section that focuses on recent developments in the health
system.

Personal social services. The third-largest social-service
component in the current budget — NIS 3.4 billion — goes for
special treatment of the most disadvantaged and vulnerable
groups in Israeli society. This funding covers a range of services
for special groups, including the retarded, teenagers in distress,
elderly in need of community or institutional assistance, and
relief services for individuals and families. At the beginning of
the decade, NIS 1.8 billion was allocated for these services,
meaning that the sum has nearly doubled over the course of the
decade. Growth of this category has outpaced that of the other
components of social expenditure. It should be emphasized,
however, that most of it is directed to one target group, under
the Long-Term Care Insurance Law, and substantial hardship is
evident in other services.

Housing. Almost all of this item appears in the development
budget, since by its very essence it is meant mainly for long-
term investment. Total expenditure will be NIS 8.5 billion in
1999, similar to the allocation for the past five years. It should
be noted that government-sector activity in this field was very
small in the 1980s — NIS 2 billion to NIS 3 billion per year; with
the onset of large-scale immigration it increased immediately to
more than NIS 10 billion. The peak expenditure was NIS 15.5
billion in 1992 — comparable to the sum allocated for the
education system that year and 1.5 times larger than the
appropriation for health services.
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3. Income Maintenance

Our discussion of the income-maintenance component of
government social expenditure includes all benefits paid through
the National Insurance Institute (NII). In recent years this
component has accounted for about 35 percent of social
expenditure and is on the rise. In 1998, for example, the NIl paid
out NIS 28 billion (in 1997 prices) in benefits, or 36 percent of
total government social expenditure. The budget for 1999 is
NIS 31 billion.

State expenditure for income maintenance, along with the tax
system and its social parameters, manifest the State’s
involvement in and contribution to the attainment of social
justice. The progressivity of the tax system has a bearing on the
inequality of income distribution. This is also one of the
important goals of the transfer-payments system; according to
NII reports, it does play a meaningful role in reducing income
disparities. Transfer payments also fill other functions that have
broader significance. They constitute the social safety net of the
economy and prevent the emergence of a situation in which
citizens finds themselves with no source of income. They fill
additional functions as well, some of them technical, such as
adjusting the tax base to correspond to family size and
correcting market failures in savings and insurance.

Total expenditure for income maintenance has doubled in the
present decade, while the population grew by only 35 percent.
As a per-capita average, the government spent NIS 3,400 (in
1997 prices) on this component at the beginning of the decade,
and NIS 5,000 in 1999 — a 50 percent increase. During the same
period, per-capita GDP rose by 13 percent and per-capita private
consumption by 29 percent. Do these figures mean that the
burden of transfer payments has ballooned beyond the
appropriate level? The answer depends largely on the
respondent’s socioeconomic world view. It should be borne in
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mind, however, that the total burden of public expenditure has
decreased in the past two decades, so that the relatively swift
growth of the income-maintenance component reflects a change
in preferences that modified the composition of public
expenditure but not necessarily increased the associated burden.

The largest component of income-maintenance outlays goes
for old-age pensions and survivors’ benefits. These outlays,
which reflect the role of National Insurance as a pension-
insurance provider, will come to NIS 11.5 billion in 1999 (in
1997 prices). The sum of this expenditure hinges on the national
average wage, to which old-age pensions are indexed, and on
the size of the benefit-eligible population, which is a function of
demographic changes.

Table 6. Income-Maintenance Expenditure, by Main
Components (NIS millions, 1997 prices)

Total Old-age Children General Un- Income Other  Holo-

and dis- employ- mainte- National caust-

survivors ability ment nance Insurance Victims

1980 8,941 4,019 2,700 983 163 0 794 283
1990 15,838 7,071 3,511 1,788 1,158 526 1,423 362
1995 22,652 9,181 5156 2,627 1,508 1,340 2,241 599
1996 24,214 9,608 5386 2,913 1,681 1,430 2,431 765
1997 26,138 10,046 5649 3,204 2,248 1,592 2,580 819
1998 28,279 10,763 5734 3540 2,656 1,890 2,842 854
1999 30,456 11,482 5921 3934 2981 2,142 3,052 945

The size of the elderly population of pension recipients has

been rising by 4 percent per year, a rate exceeding that of the
population at large (2.6 percent annually), and has reached
513,000 persons. Today, the 65+ age group accounts for about
10 percent of the population. Given the rise in life expectancy
and decline in birth rates, this proportion is expected to grow.
Consequently, the share of this expenditure item within total
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public expenditure is also expected to grow. It is true that the
share of old-age pensions in total transfer payments has
decreased during the last three years, but this results from the
relatively swift increase in items such as unemployment
compensation and income-maintenance payments, with which
we deal below, rather than from a decline in this spending
component.

Child allowances are the second-largest component of
income-maintenance expenditure. The chief purpose of these
benefits is to adjust the base for income tax, whose rates almost
totally disregard taxpayers’ family size. Nevertheless, child
allowances have served as an instrument of government
macroeconomic fiscal policy. Thus, in the 1980s, as part of the
efforts to fight inflation and government deficits, allowances for
the first and second child were abolished, only to be restored in
1993. The issue of child allowances remains on the agenda,
however; at frequent junctures, when a fiscal need arises,
various alternatives are explored, ranging from their partial
abolition to conversion to taxable income to leaving their current
status untouched.

The average outlay in 1998 on account of child allowances
was NIS 5.8 billion (in 1997 prices). During the last two years it
increased by an annual average of four percent, even though the
number of families receiving child allowances grew by only 2.4
percent. In 1998, 872,000 families received child allowances, of
whom the large majority, 566,000 received them for only one or
two children, while another 162,000 received an allowance for
three children.

The aggregate of transfer payments in table 6 above includes
unemployment compensation, as well as payments under the
Income-Maintenance Law and a column headed “other NII
payments,” which covers workers’ injury compensation,
maternity benefits, and other payment categories. The trend in
the first two of these reflects the magnitude and depth of the
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unemployment problem. While unemployment-compensation
payments reflect the magnitude of the acute and usually
transient problem of unemployment, payments under the
Income-Maintenance Law mark the problem of chronic and
permanent unemployment, which is almost intractable to
macroeconomic means or employment policy.

Table 7. Expenditure for Unemployment Compensation and
Payments under the Income-Maintenance Law
(NIS million, 1997 prices)

Unemployment Income-
compensation Maintenance Law
1994 1,292 1,175
1995 1,508 1,340
1996 1,681 1,430
1997 2,248 1,592
1998 2,656 1,890
1999 2,981 2,142

The figures in Table 7 reflect the sluggish state of the
economy. The total amount of unemployment compensation
paid out in 1997 was 33 percent higher than in 1996. The figures
for 1994-1997 reflect actual payments, whereas that for 1998, is
the sum originally budgeted. Every indicators predicts
intensification of the slowdown in 1999, with rising
unemployment; hence the size of this expenditure is liable to
grow next year.

Total 1998 payments under the Income-Maintenance Law
were budgeted at NIS 1.9 billion (in 1997 prices). This figure,
too, is downward-biased. In the past few years, expenditure
under the Income-Maintenance Law has been climbing by 10
percent per year. There is admittedly an internal dynamic for
legislation-based expenditures of this type, but the numbers
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unquestionably climb faster in periods of economic downturn
than in “boom” years. Evidence of the internal dynamic can be
found in Table 6, which shows that the two expenditure
components discussed here rose from 10.6 percent of total
transfer-payment outlays in 1990 to 16 percent in 1998. In real
absolute terms, there was threefold growth during the course of
the decade, with the largest jumps occurring in the years of
greatest slowdown — 1992, 1996, and 1998.



