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A Message from the Chair  
of the Board of Directors

It is a great pleasure to present the Taub Center’s 
Singer Series State of the Nation Report 2018. As it 
does every year, this publication sheds light on 
some of the central social and economic trends, 
successes, and concerns that face Israeli society. 
Its various chapters and synopses serve not only 
to deepen our understanding of these issues, but 
also to turn our attention to topics that are of 
particular importance at this point in time. 

Israel’s economic policies in the near future, 
and the sources of growth it fosters, will determine 

the strength of the economy in the long term; its education and employment 
policies today will shape the skills of tomorrow’s workforce; its health and 
welfare policies will impact a population that is both aging and growing as 
a result of high fertility. Whether you are a policy maker, a civil servant, a 
business leader, a social activist, a philanthropist, or a layperson, there is 
important information awaiting you in this Report. I trust that it will serve 
as a bedrock of unbiased and professional analyses from which we can learn 
how to make Israel a better society and advance the well-being of all Israelis.

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

Since its founding in 1982, the Taub Center’s 
talented and dedicated professionals have worked 
to ensure that Israel’s policy makers and public are 
provided with tools they need to make informed 
economic and social decisions, helping to improve 
the lives of all those who live in Israel. With the 
support of our dedicated lay leaders, the Center 
continues to expand the dissemination and 
influence of its findings, reaching new critical 
audiences through a variety of mediums and 
formats. From meetings with the country’s senior-
most leaders to our active traditional and social 
media programs, from infographics and short 

videos to an in-depth podcast, from full-length lectures to short executive 
summaries, we do our utmost to ensure our research is accessible to all those 
who stand to benefit from it. We are very pleased to share this year’s Singer 
Series State of the Nation Report and hope you find the research within both 
educational and inspiring.  

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

It is with a sense of great pride and satisfaction 
that I bring you the Taub Center’s State of the 
Nation Report for 2018. As in prior years, the book 
contains ten original research papers that deal 
with various socioeconomic issues of import to 
Israel’s citizenry. In addition, this year’s book has 
been upgraded in two respects. First, aside from 
the new research chapters, the book also presents 
synopses of seven important research papers 
released earlier in the year. The full research 
articles, like all our publications, are available on 
the Center’s website. Second, the introductory 
reviews introduced in last year’s book have been 

significantly expanded and serve as overviews of the five fields the Taub 
Center studies — macroeconomics, labor markets, education, health, and 
welfare.

The book opens with a macroeconomic picture of Israel. The overview 
chapter, written by Professor Benjamin Bental and Gilad Brand, begins with 
a detailed breakdown of GDP and its components, government activity in 
this sphere, and a careful analysis of the fiscal system. It then considers 
productivity and growth, and, specifically, the effect growth has had on 
the standard of living for different parts of the population. In addition, the 
chapter shows that prices in Israel have fallen in most categories, possibly 
because of steps taken by the government. This, however, is not the case in 
the housing market, in which prices are shown to have increased during the 
period studied.

This increase in the price of housing has been in the public eye at least 
since the social protests of 2011. The ability to purchase housing is generally 
demonstrated by calculating the number of months of work required to 
purchase an apartment. In the second chapter, Kyrill Shraberman takes 
issue with use of the average wage for this purpose, and argues that a more 
appropriate measure is household disposable income, which takes into 
account growing labor force participation. An analysis using this measure 
shows the surprising result that the ability to purchase housing today is 
comparable to what it was in the mid-1990’s.

The macro section of the book ends with two short summaries of 
previously released papers. The first, by Kyrill Shraberman, considers 
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household debt in Israel, including differentiating between households in 
which the head of the household is unmarried and those of married couples. 
While there has been a rapid increase in the total liabilities of households in 
recent years, the liability burden has not yet returned to the peak it reached 
in 2000. Moreover, an international comparison of liabilities shows that the 
situation in Israel is relatively good. 

In the short version of the second previously released macro paper, 
Nachum Blass and Professor Alex Weinreb attempt to solve the puzzle of 
discrepancies between fertility rates of different religious groups within 
Israel’s Jewish population and registration in the respective schooling 
systems. The conclusion of the paper is that there is a non-trivial net 
movement away from religious schooling. The authors also demonstrate 
how, if this reflects a net movement away from religiosity, taking this net 
movement into account leads to different demographic projections than 
those put forward by the Central Bureau of Statistics.  

The labor market section of the book begins with an overview chapter 
by Hadas Fuchs and myself. The chapter presents employment trends in 
the different populations, showing that while employment of Arab Israeli 
women has neared the goal of 40 percent set by the government for 2020, 
employment of Haredi men has actually fallen below 50 percent, far from 
the goal of 63 percent set for 2020. In addition, the overview breaks down 
the increase in employment into its determinants for different populations, 
such as Haredim, Arab Israelis, and senior citizens. An interesting analysis 
of employment in high tech is presented, the findings of which are of 
importance for the next chapter. 

In this chapter, Gilad Brand asks to what degree the “Start-Up Nation” 
portion of the Israeli economy can expand with the existing labor force. Using 
the results from the OECD Survey of Adult Skills (PIAAC), he demonstrates 
that the percentage of those with the skills necessary to work in the high 
tech sector that are already employed in high tech is far higher in Israel than 
in any other country. Furthermore, given the distribution of skills and the 
employment patterns of those not currently in high tech, the potential to 
grow the high tech sector is fairly limited, at least in the short run.

The section ends with short expositions of two previously released 
research articles. In the first, Haim Bleikh explores various aspects of 
commuting trends in Israel, showing that while three out of four workers 
travel less than 20 kilometers to reach their workplace, only one in six 
uses public transportation, underlining some of the problems with public 
transportation in Israel.

State of the Nation Report: Society, Economy and Policy 201812



The second, by Hadas Fuchs and Tamar Friedman Wilson, shows that large 
strides have been made by Arab Israeli women in educational achievements, 
as well as improvements, though more limited, in employment.

The third section of the book begins with an overview of the education 
system by Nachum Blass. The chapter shows the impressive increase in 
expenditure on education relative to other countries, although expenditure 
per student is still lower than the OECD average. In addition, the chapter 
shows that although they are still very low, results in international exams 
have improved and the gaps between population groups have decreased.

The second chapter in the education section, by Nachum Blass and Haim 
Bleikh, evaluates the source of differences between allocations to schools 
by sector and supervisory authority on both a per class and per student 
basis. The chapter shows that most differences are explained by transparent 
factors (though not necessarily objective factors, since the formula depends 
on choices by policy makers), such as school size, the socioeconomic 
composition of the school, and the allocation of long school days. In addition, 
there remains a portion — some transparent and some not — that is allocated 
mostly to State-religious schools.

The third chapter in this section, by Hadas Fuchs, Guy Yanay, and Nachum 
Blass, takes a close look at technological education and how it has changed 
over time. It offers a new mapping of technological-vocational tracks and 
demonstrates the impressive growth in the percentage of students in high 
technological tracks. This is particularly true for Arab Israelis, and especially 
for the girls. In addition, there has been a substantial increase in the portion 
of students taking five units of mathematics (the highest level). With this, 
the portion of Arab Israelis taking five units of English is still low, which, in 
turn, reduces their ability to enter the high tech industries (see Gilad Brand’s 
chapter in this volume on the size of the high tech sector for more on this).

The section ends with a short version of the previously published 
literature review on early childhood development by Professor Yossi Shavit, 
Professor Isaac Friedman, Professor John Gal, and Dana Vaknin. In this paper 
the authors show how experiences in early childhood impact development 
and achievement. The findings underline the importance of investing in 
early childhood, and suggest a connection between economic inequality and 
inequality in scholastic achievements, a subject the Center plans on studying 
extensively in the coming years.

The health section begins with an overview of the health system in Israel 
by Professor Dov Chernichovsky. In it, a major problem with the existing 
system is discussed. The problem stems from the fact that many doctors 
work both within the publicly funded health system (health funds and 
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hospitals) and the private system, and doctors often refer patients who come 
through the public system to themselves in the private system. This distorts 
incentives, and, in addition, leads to inequality between those who can 
afford private insurance and those who cannot. This also results in increased 
health care costs through rising wages for physicians. The paper ends with 
sketches of two possible directions that can be taken to solve this problem 
along the lines accepted among developed OECD countries.

The other chapter in the health section, by Professor Alex Weinreb, 
Professor Dov Chernichovsky, and Aviv Brill, looks at fertility rates in 
Israel, and shows just how unusual they are. The authors show that fertility 
rates in Israel are far higher than in any other developed country, but that 
while they have been growing for the Jewish population (and, in particular, 
for the secular Jewish population) they have fallen sharply for the Arab 
population. This, however, is only a starting point, and the paper goes on 
to demonstrate just how unique and remarkable fertility in Israel really is. 
Thus, for instance, Israel is the only country in which the fertility rate is not 
only high, but is also continuing to increase, this despite the low incidence of 
out-of-marriage childbirth and an increase in the age at which the first child 
is born. In addition, the usual pattern in which higher educated women and 
men have fewer children does not hold for Israel’s Jewish population.

The final section is on welfare, and it begins with an overview chapter on 
the welfare system in Israel by Professor John Gal and Shavit Madhala. In 
it, the researchers show that expenditure on welfare has risen, but that the 
plans are concentrated around helping those who work rather than those 
who do not (aside from the recent large increase in disability payments that 
stemmed from public protests). Indeed, the authors find that the growth in 
social expenditure appears to reflect components of the social investment 
approach to the welfare state in Israel, with its emphasis on improving 
human capital and labor market participation. As in previous years, there 
is also an evaluation of the steps taken to combat poverty as per the Elalouf 
Committee recommendations, which shows that in 2017, 48 percent of the 
recommended expenditures were allocated. Adding in expenditures on the 
“Savings for Every Child” program (recommended by the Committee but 
not budgeted in the recommendations) brings the total to over 100 percent. 
However, because of the centrality of the programs not carried out, it is 
unlikely that the goal of decreasing the poverty rate to the OECD average by 
2024 will be achieved.

Finally, the book ends with two more short chapters summarizing 
previously released research. The first, by Shavit Madhala, Dr. Michal 
Almog-Bar, and Professor John Gal, offers a comprehensive overview of 
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welfare nonprofits in Israel. The research classifies organizations according 
to how long they have been operating, the scope of their economic activity, 
their geographic distribution, and other characteristics. It finds that most 
of the funding (governmental and philanthropic) goes to the larger and 
older organizations, and that a disproportional percentage of organizations 
concentrate on Haredi populations, with relatively few assisting the Arab 
Israeli population. 

The second, by Liora Bowers and Hadas Fuchs, looks at the issue of gender 
gaps in pensions. Differentiating between old-age allowances (provided by 
the National Insurance Institute to retirees and elderly living in poverty) 
and occupational pensions (mandatory since 2008), they show that the 
former favors women, while the opposite is true for the latter since women 
tend to earn substantially less than men during their lifetimes. The authors 
stress the importance of increasing the retirement age of women.

It is my hope that you learn as much from reading the chapters in this book 
as I did, and that the research conducted by the Taub Center researchers will 
continue to serve decision makers in setting policies that will benefit Israeli 
society and all its citizens.

Professor Avi Weiss
President, Taub Center for Social Policy Studies in Israel 
and 
Department of Economics, Bar-Ilan University  
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Abbreviations

BOI  Bank of Israel
BRICS  Brazil, Russia, India, China, South Africa: countries deemed         
  to be at a similar stage of newly advanced economic   
  development
CBS  Central Bureau of Statistics
CPI  Consumer Price Index
EVS  European Values Study
G7  Group of Seven countries with the largest advanced  
   economies in the world
GDP  Gross domestic product
IEA  International Association for th Evaluation of Educational   
  Achievement
Meitzav  Hebrew acronym for School Growth and Efficiency   
  Measures; exams administered in the 5th and 8th grades
NII  Israel’s National Insurance Institute
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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
PIRLS  Progress in International Reading Literacy Study; IEA   
  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;   
  IEA administered exams
VET  Vocational Education and Training
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Economic Developments  
in Israel: 

An Overview
Benjamin Bental and Gilad Brand* 

This overview looks at macroeconomic developments in Israel from several 
different and related perspectives. The first part of the chapter discusses 
macroeconomic processes in the Israeli economy, including the development 
of GDP and its components, and government activity in this sphere; it also 
offers a comprehensive assessment of the country’s fiscal system (including 
security spending). The second part examines productivity and growth, 
especially the effects of growth on standard of living in the various sectors 
that make up Israeli society, and recent cost of living developments.

1. Macroeconomic processes

Indications are that 2018 has been an economically robust year for Israel 
in many respects: the employment rate is the highest it has been in years, 
and unemployment is at a historic low. GDP growth for 2018 is expected to 
amount to 3.2 percent — a similar rate relative to the past, reflecting per 
capita growth of 1.2 percent. The labor market has remained tight, and the 
business sector has shown an impressive rise in wages this year as well.1 
Nonetheless, looking ahead, there are worrisome trends: the economy’s 
growth potential is declining due to demographic changes, and Israel’s labor 
productivity shows few signs of growth.

1 A tight labor market is a market in which employers have trouble filling job vacancies. The 
index is the ratio between the job vacancy rate and the unemployment rate.

* Professor Benjamin Bental, Economic Policy [Macroeconomics] Program Chair, Taub 
Center. Gilad Brand, Researcher, Taub Center.
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GDP and its components

Figure 1 shows how GDP per capita (in constant prices) has developed 
since the beginning of the decade. Based on the data, GDP per capita grew 
during this period at an average rate of 1.5 percent per year. Growth and 
productivity are discussed at length in Section 2. 

Figure 1. Trends in GDP per capita
Index year: 2010 = 100, 2015 prices
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Source: Benjamin Bental and Gilad Brand, Taub Center │ Data: CBS, Statistical Abstract of Israel 2017

The following figures present the components of GDP and their relative 
development over the past eight years. The graphs are meant to show 
the processes that characterized Israel’s economy during this period, 
disregarding short-term fluctuations. The graphs are based on Central 
Bureau of Statistics (CBS) national accounting data, and are presented in 
constant values (2015 prices).2

Figure 2 shows the development of the shares of the major GDP 
components: private consumption, public consumption, fixed asset 
investment, exports and imports. This breakdown of GDP makes it possible 
to determine whether growth can be attributed to a component whose 
relative weight increased. The picture that emerges is one of stability: no 
substantive changes in the relative shares of the main GDP components. 

2  To compare with international figures in dollars, the values in the graph should be divided 
by the shekel (NIS) exchange rate in PPP 2015 dollars. According to OECD data, the exchange 
rate was NIS 3.86 to the dollar.
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The share of private consumption rose during these years by slightly less 
than 2 percentage points, while the share of public consumption remained 
constant.3 Investment showed mild volatility, but remained close to an 
average of about 20 percent, ending the period with a slight increase. The 
share of exports declined consistently over the past five years, while that of 
imports has remained the same since 2012. The overall picture might thus be 
described as one of “balanced growth.”

Figure 2. GDP and its components
As a percent of GDP
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Source: Benjamin Bental and Gilad Brand, Taub Center │ Data: CBS, Statistical Abstract of Israel 2017 

Investment

Figure 3 presents trends in the various forms of investment used in 
computing GDP: investment by economic sectors, residential investment, 

3 Since the rate of increase is minimal, it should be interpreted with caution. The 
percentages may not add up to 100, due to the linking of expenditure components based on 
different price indices, and because small year-to-year value changes can also stem from 
problems with the conversion of current values into fixed values. As a rule, the picture that 
emerges from an assessment of current values is a little different: a slight drop in private 
consumption relative to GDP and a slight increase in export surplus. The differences appear 
to stem from the relative decline in consumer prices (see a detailed discussion in the next 
section).
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and investment in fixed assets, which is the sum of the former two types 
of investment. The data indicate that the investment volatility shown in 
Figure 2 is due to investment activity by the economic sectors (including 
governmental and private-sector investment in industrial equipment, real 
estate, infrastructures, and the like). Between 2012 and 2015, the share of 
this kind of investment in GDP fell by 2 percentage points, due, apparently, 
to reduced investment in the natural gas fields. Over the past two years, 
investment recovered, rising by a little over 1 percentage point. Throughout 
the period, residential investment rose consistently, amounting cumulatively 
to a 1 percentage point increase.

Figure 3. Investments and its components
As a percent of GDP, based on constant prices
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Figure 4 shows how residential investment, displayed in Figure 3 as 
a percentage of GDP, translates into monetary terms (the sum total of 
investment in residential construction) and into actual construction data 
(residential construction starts in square meters per year). The figure 
indicates a decline in housing starts over the last few years, and especially 
in 2017 — a worrisome development given the housing shortage in Israel 
and the ensuing price pressure it creates. This decline is also reflected in a 
leveling off of residential investment relative to earlier years. These data 
are extremely important for the housing market, as the housing shortage 
cannot be resolved without diverting additional resources to residential 
construction and increasing residential investment as a percentage of GDP.
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Figure 4. Investment in residential building  
and construction starts
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Government consumption

Government consumption is divided into two components: collective 
consumption (e.g., security and infrastructure) and government expenditure 
for individual consumption (e.g., education and healthcare). As Figure 5 
shows, these two spending components have similar weight. Over the years, 
the expenditure on the individual consumption component has shown 
stability, while the collective component has fallen slightly. The collective 
component’s downturn stems from a decline in the share of security 
spending, which accounted for slightly over half of the collective spending 
at the start of the period but dropped to slightly less than half by its end.4 

The Prime Minister recently proposed increasing the security spending 
component and fixing it at a level of 6 percent of GDP, as was the case in 
2010. If this proposal is approved and public consumption remains at its 
current relative level, the other spending items will be negatively affected  

4  The security consumption figures were taken from the Bank of Israel. Since two different 
data sources were used, there may be small discrepancies.
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(a more detailed discussion on the fiscal effects are provided in the following 
Spotlight, while the economic aspect of the security budget is addressed in 
the Appendix).

Figure 5. Government consumption and its components 
As a percent of GDP
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Spotlight: The fiscal aspect of 
government consumption from a 
historical perspective
The Israeli economy’s impressive stability of recent years 
does not accurately reflect the trends of earlier years. Figure 6 
shows government spending over the course of two decades. In 
addition to consumption, the spending figures include interest 
on public debt, subsidies, current transfers, capital transfers to 
the private sector, gross capital formation, building and land 
purchases, and capital transfers abroad, minus taxes on defense-
related imports. “General government” spending includes not 
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just actual government expenditures but also spending on 
the National Insurance Institute, other national institutions, 
local authorities, and public nonprofits. The stability of 
“government” spending share since 2010 is also seen in Figure 
6, but seen in this way, it appears as the end of an extended 
convergence process in which spending as a percentage of GDP 
dropped by 9 percentage points over a 15-year period.

Figure 6. Government expenditure
As a percent of GDP

Source: Benjamin Bental and Gilad Brand, Taub Center | Data: Bank of Israel

The contraction of the government’s share of GDP over the 
past 20 years was accompanied by major budgetary deficit 
reduction processes and a lowering of the public debt to GDP 
ratio, as can be seen in Figure 7. While, two decades ago, debt 
amounted to 90 percent of GDP, today’s ratio is 60 percent — 
the target set by the Eurozone countries in the Maastricht 
Treaty (which most of these countries do not meet).
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Of particular note is the exceptionally small share of external 
debt (debt owed to foreign creditors), which led to a historic 
change in the Israeli economy’s international standing and 
in its ability to raise funds in the global capital market. These 
figures appear to be due largely to the fiscal discipline that has 
characterized the state budget in recent years: spending rules 
instituted at the end of the last decade (to be discussed below) 
put the brakes on government spending, and the lowering 
of the deficit ceiling resulted in a deficit reduction from 3-6 
percent of GDP during most of the relevant period, to 2-3 
percent in the last few years.

Figure 7. Deficit and government debt relative to GDP

Source: Benjamin Bental and Gilad Brand, Taub Center | Data: Bank of Israel
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An international comparison of Israel’s fiscal policy 

In this section, a comparison is made between Israel’s fiscal policy and that of 
other OECD countries. The data in this section are drawn from OECD sources, 
and may differ from those used in the previous sections.

Figure 8 shows the level of public spending and its major components: 
security, social protection (including transfer payments), and other civilian 
expenditures. Israel stands out in two ways: its public spending share is 
relatively low (40 percent of GDP), while its security expenditures are high 
(6.7 percent of GDP). The combination of these two factors results in a civilian 
spending share (including social protection) of 33 percent of GDP.

Countries differ greatly in terms of the social protection component. In 
France, for instance, the component amounts to 23.2 percent, while at the 
other end of the spectrum is Ireland, with a social protection component 
of 4.7 percent. The disparities reflect differing social outlooks, as well 
as differences in population composition. In particular, Israeli society is 
younger and its unemployment rate is lower than that of other countries, 
and these factors have an impact in terms of transfer payments. In contrast, 
the OECD countries show less variation with regard to the other civilian 
expenditures. Israel (23 percent) is in the lower part of the distribution, but 
the entire range is from 20 to 30 percent. Israel’s similar expenditure rate 
matches its relatively low share of government spending in GDP.

Despite the deficit reduction of the last few years, Israel still has a larger 
deficit than most OECD countries (Figure 9). In some of the other countries, 
not only is there no deficit, but there is actually a surplus. In Ireland (whose 
deficit is minimal) and Greece (which has a budgetary surplus), deficit 
reduction is related to the lessons learned from the global financial crisis 
of 2008, and the necessity to address the resulting debt. Other countries, 
such as Italy, Japan, and Spain, are trying to pursue an expansionary policy 
with the aim of lowering unemployment rates. These factors do not apply 
to Israel, whose deficit is due mainly to a lack of desire to raise taxes and 
eliminate exemptions.
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Figure 8. Public expenditure and its components  
in the OECD countries, 2016
As a percent of GDP
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Figure 9. Deficit and surplus as a percent of GDP  
in the OECD countries, 2016

Source: Benjamin Bental and Gilad Brand, Taub Center | Data: OECD
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Figure 10. Deficit to GDP ratio in the OECD countries, 2016

75.6%

90.8%

0% 50% 100% 150% 200% 250%

Estonia
Luxembourg
Switzerland

Norway
Czech Republic

Latvia
Lithuania
Denmark
Sweden
Slovakia

Poland
Finland

Israel
Germany

Netherlands
Ireland

Average
Slovenia
Hungary

Austria
Spain

UK
France

US
Belgium
Portugal

Italy
Greece

Japan

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

Spotlight: The fiscal system and 
projections for the coming years

The state budget formation is supposed to follow two rules: 
a spending limit (“total spending”) and a deficit ceiling. An 
amendment to the Reduction of Deficit and Limitation of 
Budgetary Expense Law, passed in 2014, allows the government 
to increase its spending in real terms at a rate calculated by 
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the average population growth over the preceding three-year 
period plus the ratio between 50 percent (the figure specified as 
the target for public debt as a percentage of GDP) and the debt-
to-GDP ratio computed for the previous year (in percentages).6 
This year, for example, the formula allows spending to grow by 
2.8 percent: an increase according to the average population 
growth rate (2 percent) plus another 0.8 percent — the result 
of dividing 50 percent by 60 percent which is (approximately) 
the current debt-to-GDP ratio. If the debt-to-GDP ratio target 
is achieved and population growth does not change, this rule 
will enable the government to increase its expenditures by 
3 percent per year, which is to say an increase in per capita 
spending of 1 percent.

The second rule sets the deficit ceiling, which is legislated as 
a “temporary directive” and varies from year to year. According 
to a 2015 amendment to the aforementioned law, for example, 
the deficit ceiling for 2018 and 2019 has been set at 2.9 percent 
of GDP.

On the face of it, these rules obligate the government to 
adjust its programs and their budgetary implications annually 
according to the input data. In reality, and especially given 
the scarcity of resources allocated to civilian spending items, 
various means are found to work around these legal constraints. 
The most straightforward way is through passing another 
“temporary directive,” legislated by the Knesset and permitting 
deviations from the rule. For the 2019 budget, for instance, a 
temporary directive was passed allowing the government to 
increase its expenditures by an additional maximum of 3 percent 
relative to its 2018 expenditures. In many cases, temporary 
directives originally intended to meet urgent but temporary 
needs have been used on behalf of ongoing programs, ones with 
a long-term impact on government spending. For example, in 
2017, programs subsidizing children’s afternoon day care and 

6 This rule replaced that of earlier legislation, according to which the 
permissible spending increase was linked to the rate of GDP growth.
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shortened school vacations for grades 1-3 were approved, and 
the Home-Buyer’s Price Program (Mechir Lamishtaken) was 
extended until the end of 2018, with no reductions on other 
budget items.7 In 2018, funding for these programs was again 
extended by temporary directive to the end of 2019.

Another means of working around the spending and 
deficit rules is to transfer governmental activities to extra-
budgetary frameworks. The Bank of Israel (2016) noted the use 
of the “revenue-dependent expenditures” item, which is not 
subject to the spending ceiling, to fund ongoing government 
projects. Revenues needed to fund these activities are obtained 
from extra-budgetary public entities such as KKL-JNF, the 
Israeli lottery (Mifal HaPais), the Israel Airports Authority, 
and various government companies.8 A notable example 
is the Home-Buyer’s Price Program, which is operated and 
funded by the Israel Lands Authority through the sale of state 
land. Technically, the program is not listed as a government 
expenditure and so does not count as part of the spending that 
would be limited according to the expenditure rules.

In addition to these rules, 2015 saw the legislation of Section 
140a of the “Basics of the State Budget Law,” which extends 
the rules’ applicability over time. This section, referred to 
as the “numerator,” obligates the government to assess the 
budgetary ramifications of its activities over a three-year 
period. In particular, an activity expected to bring about a 
deviation from the budget rules cannot be carried out unless a 
budgetary source has been found for it within the framework 
of the rules (i.e., canceling another activity or finding a funding 
source). The rule applies to all programs, and not just new ones.

7 The Home-Buyer’s Price Program (Mechir Lamishtaken) is an affordable 
housing program for subsidizing first-time home buyers in Israel. 

8 KKL-JNF: Keren Kayemeth LiIsrael — Jewish National Fund is Israel’s 
largest green NGO established in 1901. It supports projects in the fields of 
education, recreation, and the arts.
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Table 1 examines the feasibility of the budget proposal for 
2019 based on the described spending rule — that is, assuming 
that the government will increase its spending in accordance 
with the average population growth of the three previous years, 
minus the required correction (50 percent minus the estimated 
debt-to-GDP ratio for 2018). Based on the data, it appears that, 
even if the government is able to fund the entire expenditure, 
beginning in 2020, it will not be able to overcome the deficit 
restriction currently mandated by law. In the long term, the 
problem will worsen: in 2023 and 2024, the permitted deficit 
rate is expected to drop to 1.75 percent and to 1.5 percent of 
GDP, intensifying the difficulty that it poses. It is clear that 
adjustments will have to be made to the government budget.

Table 1. Government expenditure and deficit 
projections

Year Expenditure 
(NIS billion)

Deficit 
(NIS billion)

Deficit to GDP, 
permitted 

percent

Difference  
(NIS billion)

Percent 
deficit 
to GDP

2019 397.4 40.2 2.90 0.0 2.9

2020 412.0 41.1 2.50 5.3 2.9

2021 426.2 40.2 2.25 6.6 2.7

2022  441.4* 39.9 2.00 7.5 2.5

* Out of overall expenditure, NIS 442.2 billion can be spent.
Source: Ministry of Finance, Budget Expenditure 2019

The budgetary problem revealed by the figures in the table 
is expected to worsen if the Prime Minister’s intention of 
increasing security expenditures to 6 percent of GDP (versus 
today’s level of just over 5 percent), and linking it to the GDP 
growth rate, is realized. Bank of Israel calculations (2018b: 
Table 3, Figures 4-7) indicate the cost associated with this 
proposal. Optimistically assuming continued economic growth 
with no shocks, and adherence to the spending rule, if tax rates 
are not increased — but the deficit ceiling is raised to 3 percent 
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of GDP — then civilian spending (excluding current transfer 
payments) will have to drop from 22.6 percent of GDP in 2019 
to 21.9 percent in 2025. Over the same period, government 
debt will increase from 61.4 percent of GDP in 2019 to 66.3 
percent. If the government wants to maintain the level of 
civilian spending as a percentage of GDP, while also meeting 
deficit targets and stabilizing the debt-to-GDP ratio, it will 
have to raise tax revenues at a cumulative rate of 1 percent 
of GDP until 2022. In this case, the additional security cost 
would be funded by a tax hike that would have to take effect 
immediately. Alternatively, if the civilian spending share is to 
remain at 22.6 percent of GDP without raising taxes, the deficit 
will grow to 3.8 percent of GDP by 2025, and the debt-to-GDP 
ratio will rise to 68.5 percent. According to the spending rule, 
such an increase would entail lowering the spending ceiling by 
0.1 percentage points of GDP relative to today.

These trends are the opposite of the developments that 
formerly characterized the Israeli economy (see Figure 7). 
They will impair the government’s ability to improve civilian 
services and infrastructure, and could potentially weaken the 
Israeli economy’s status in the global capital market.

2. Growth and productivity

Israel is characterized by higher growth rates than those of other OECD 
countries. Central Bureau of Statistics (CBS) reports show that, in 2017, 
the Israeli economy grew by 3.5 percent, compared with an average OECD 
growth rate of 3.0 percent. However, the comparative picture changes when 
GDP per capita growth is examined: because the Israeli population grew by 2 
percent in 2017, the GDP per capita growth rate was only 1.5 percent, while 
in the OECD, GDP per capita grew by 2.4 percent on average.

Nevertheless, international comparisons based on GDP per capita do not 
paint an accurate picture, mainly because the Israeli economy has a larger 
share of children and young adults who do not participate in the labor market, 
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relative to the OECD countries. For a more accurate comparison, Figure 11 
shows the GDP per work hour for Israel and several other countries, as well 
as selected indices starting in 2000.

The data indicate that Israel is not managing to close the gap between 
itself and the OECD and G7 average, and even less so between itself and 
the United States (see also Figure 12). Two other countries worthy of note 
are Slovenia and Greece, whose GDP per work hour figures were similar 
to Israel’s in 2000. As can be seen, Slovenia has overtaken Israel (see also 
Figure 13), while in Greece, the GDP per work hour has declined substantially 
(remember that the country has only just emerged from the great debt crisis 
in which it became mired in 2008).

Figure 11. GDP per work hour in Israel and  
in selected OECD countries
In 2010 PPP dollars

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

Figure 12 shows the GDP per work hour for all OECD countries relative 
to the US GDP in 2000 and 2016 (the countries are organized by this ratio 
for the year 2000). Except for Mexico and Greece, all of the countries below 
Israel (that is, those whose GDP per work hour to US GDP ratios were lower 
than that of Israel in 2000) improved their status; some have surpassed Israel 
(Slovenia, as noted above, along with Turkey and Slovakia). Israel’s GDP per 
work hour fell from 58 to 55.5 percent of the analogous US figure in 2016.
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Figure 12. GDP per work hour relative to the US

Source: Benjamin Bental and Gilad Brand, Taub Center | Data: OECD
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We can clearly see that Israel lies far below the regression line. The 
expected annual rate of growth in GDP per work hour, according to the 
regression, should have been 1.7 percent, approximately that of Slovenia. 
In reality, however, the average growth rate was 1.1 percent. In numerical 
terms, the meaning of this difference is that, in 2016, Israel’s GDP per work 
hour should have been $4 higher than the amount measured for that year 
($35), that is, it should have been 11 percent higher. 

Figure 13. GDP per work hour in 2000 and average growth rate, 
2000-2016

Source: Benjamin Bental and Gilad Brand, Taub Center | Data: OECD
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Israel and the United States (where comparable data exist), normalized to a 
level of 1 in 1987 (the year when the current US data set begins).10  

The graph shows similarity between the two countries in the development 
of the total factor productivity coefficient since 1973. The trend lines almost 
completely overlap, which is consistent with the finding that the gap in GDP 
per work hour between Israel and the US has remained constant. However, 
this trend emerged in Israel only in 1973; prior to that, the rate of growth 
had been much faster. Had Israel’s TFP continued to grow in accordance 
with the trend line based on 1961 to 1973 growth data, the business sector’s 
TFP would be 40 percent higher than it actually is. In other words, the gap 
between Israel and the United States in GDP per work hour, currently about 
40 percent, would have been eliminated!

Figure 14. Total factor productivity, Israel and the US

Source: Benjamin Bental and Gilad Brand, Taub Center | Data: Bank of Israel; US Bureau of Labor Statistics

10  The total factor productivity coefficient as the sum of annual changes in total factor 
productivity growth in the business sector. This coefficient is a residual stemming from 
the difference between the business sector output and the weighted average of the growth 
in production means employed within the sector. This difference is usually attributed to 
technological and organizational developments that allow production factors to be utilized 
more efficiently.
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The slowdown in productivity growth that has characterized the Israeli 
economy since 1973 is well-known; even the rapid growth experienced by 
Israel’s high tech sector from the 1990s on has not altered that trend. It 
is easy to understand why 1973, the year of the Yom Kippur War, was the 
turning point, but it is hard to explain why, 45 years later, the rate of change 
in total factor productivity has yet to recover.

Even the dynamic developments in Israel’s labor market do not appear 
to promise future trend reversal. Extensive documentation has shown that 
the largest increase in labor market participation has actually occurred 
among low income workers. For example, Bank of Israel data (2018a:Figure 
H5) show a steep rise in the number of employed persons per household in 
the lowest income quintile (from 1 at the start of the millennium to over 
1.5 in 2016), versus a very moderate increase in the higher quintiles, to the 
point of stability in the highest quintile. Moreover, gaps in hourly wage 
have remained the same throughout the period, with the lowest quintile’s 
hourly wage standing at 30 percent of the highest quintile’s hourly wage 
(2018a:Figure H6). This being the case, the rapid entry into the labor market 
of low productivity workers (as reflected in their low wages) offsets the high 
tech sector’s impact on total productivity.

Drivers of growth

Growth in the economy can be attributed to several factors: the human and 
physical capital stock, number of work hours, and total factor productivity. 
A look at growth sources by the production function approach allows us to 
analyze the effect of each factor on the growth rate (by examining the changes 
attributed to capital and labor, and by attributing the remainder to TFP). 
Basic growth accounting comprises simple addition of the economy’s total 
work hours, but in order to obtain a more accurate assessment of changes 
in work inputs, they are commonly combined with assessments of labor 
force quality, as workers differ from each other in their characteristics. A 
common method of assessing labor force quality is by weighting all observed 
worker characteristics, combined with estimates of the return on those 

Economic Developments in Israel:  An Overview 39



characteristics.11 Additionally, in recent years another explanatory variable 
has proven important — the share of prime working age adults (ages 25-64) 
in the population.12  

Figure 15a shows the increase of each source of per capita growth in 
aggregated periods. The analysis indicates that per capita growth in the last 
few years has relied mainly on the increased employment rate, alongside a 
decrease in TFP. Since 2012, the labor component — through a rise in labor 
input — has been the primary source of per capita growth.

Figure 15b shows the development of each growth component over time. 
Labor input has risen sharply; in contrast, TFP has not increased in recent 
years, and the capital-to-GDP ratio has also remained nearly unchanged.13 

11 There are several common methods of measuring changes in the economy’s human 
capital stock. The most widely-used method comprises a grouping of years of schooling 
within the population and estimates of the return on education (Argov 2016; Johansson et 
al. 2012). Another accepted means is that of weighting all observed worker characteristics, 
combined with estimates of the return on those characteristics. The advantage of the latter 
approach is that it allows us to take into account other factors that affect the human capital 
stock, such as years of experience. The approach relies on a methodology that has been 
used for a relatively long time (Jorgenson and Griliches 1967); an updated version of the 
methodology was employed by Friedman and Zussman (2008), who presented estimates 
of Israeli labor quality for the period of 1987 to 2005. Brand and Weiss (2016) applied the 
methodology presented by Friedman and Zussman, and provided updated assessments to 
2015. This section adds an estimate for 2016 to the earlier analysis, and updates the estimates 
for 2012-2015 based on changes and updates to the CBS Household Expenditure Survey. The 
methodology and the way in which it was applied in the analysis are presented in Brand and 
Weiss (2016).

12 The standard growth-accounting framework assumes that output Y is produced through 
use of labor input L, by means of physical capital stock K and human capital stock Q. The 
function is defined as follows:  
where A is fixed and α represents the share of capital in the output (usually taken to be a 
third). By means of a few simple manipulations we can also represent the GDP per capita 
(y) as dependent on the capital stock to GDP [output] ratio and the prime working-age 
population share:

where         represents the total population and                     represents the prime working age 
population.
     Representing the production function in this way allows an analysis of GDP per capita 
growth by the major components that affect it (changes in the capital-to-GDP ratio, human 
capital, labor input, and prime working-age population share), and to attribute the remainder 
to total factor productivity. The results are displayed in Figure 15a and Figure 15b.

13 This trend is consistent with the common assumption that, in an open economy, the 
capital stock per GDP is stable in the long term, and not dependent on the levels of the other 
components.

State of the Nation Report: Society, Economy and Policy 201840



Israel’s labor force quality has continued to improve, even though the 
relevant period was, as noted, characterized by the addition of relatively low 
skilled workers to the labor market (see Fuchs and Weiss 2018).14 This trend 
was made possible by two major developments: (A) an aging work force with 
more years of experience in the labor market, due, among other things, to an 
increase in the retirement age; (B) an additional increase in education levels 
(more moderate than in the past), with no decline in the return to education.

Figure 15a. Total increase in per capita GDP and  
determinants of growth
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Source: Benjamin Bental and Gilad Brand, Taub Center | Data: Bank of Israel website; CBS website

14 Bank of Israel (2016) shows that a major portion of the past decade’s employment rate 
upturn can be attributed to a rise in the retirement age. A calculation performed in this 
chapter reveals that, between 2012 and 2016, the Haredi (ultra-Orthodox) population’s 
contribution to the aggregate employment rate was negative, as the sector’s employment 
growth was too small to offset its increasing weight among the prime working-age 
population. The Arab Israeli population, by contrast, has made a positive (though relatively 
small) contribution to the aggregate employment rate increase over the past few years (see 
discussion in Fuchs 2018).
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Figure 15b. GDP per capita growth rate and its sources: 
Development of various growth components
Index year: 1995 = 100
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Source: Benjamin Bental and Gilad Brand, Taub Center | Data: Bank of Israel website; CBS website

The share of prime working-age population has also been declining for a 
decade. This phenomenon, which has been countervailed by the economy’s 
growth potential, is expected to intensify through 2025 and to persist into 
the following decade.15 Looking ahead, as the employment rate continues to 
increase and the prime working-age population share falls, the potential for 
future growth based on increased labor input declines, and other growth-
supporting sources will be needed.

The impact of rising employment rates on Israeli 
household standard of living
As noted, the labor component is responsible for most of Israel’s per capita 
growth. This section looks at the implications of changes in labor market 
data on the standard of living of various population groups.

15 See CBS, Statistical Abstract of Israel 2017, Table 2.5.
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Figure 16 shows the average annual change in total income (gross and net, 
i.e., after taxes and transfer payments), in labor income, and in consumption 
for households at different income levels and in different population 
groups. The growth that characterized these years affected all population 
groups. The steepest rise in net income took place within the middle income 
quintile, while the highest income quintile showed only a moderate increase, 
apparently because the trend toward employment growth is less relevant 
to households in this quintile, where employment rates were already high. 
Consumption levels rose more moderately than did net income, meaning 
that savings rates also increased during this period — except for those in the 
lowest income quintile, whose net income growth translated entirely into 
higher consumption.16 

The data also indicate that households substantially increased their labor 
income, including households in the lowest income quintile. Consequently, 
the weight of labor income in all household income rose by 5 percentage 
points in the lowest quintile, and the share of income from supports and 
transfer allowances decreased by a similar rate. This period’s rising income 
from labor was the source of 83 percent of the growth that occurred in total 
household income, and the only source of income growth in the lowest 
income quintile.17 

The conclusion that arises from these comparisons is that increasing 
employment has made a significant contribution to growth, which in turn 
manifested itself in higher household income and consumption, and a rise 
in the aggregate saving rate (Bank of Israel 2018a, Statistical Appendix, Table 
8). This period was also characterized by a decline in inequality and in the 
incidence of poverty, along with a raising of the poverty line (National 
Insurance Institute 2016).

16  Savings are defined as the difference between disposable income and consumption, and 
do not include expenditures that fall into the category of investment, such as housing. Thus, 
a situation can arise where the savings rate climbs along with an increase in household debt.

17 This quintile also showed a 1 percent decline in income from all other sources.

Economic Developments in Israel:  An Overview 43



Figure 16. Average annual change in household income  
and consumption, 2012-2016
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3. Changes in relative prices and the cost of living

The rise in household labor income stems mainly from employment growth, 
but also from an increase in real wages. Since 2015, wages have risen 
substantially, across all income levels and population groups. This period’s 
wage increase is surprising, given the lack of productivity growth; increased 
wages which are not accompanied by increased productivity should result 
in higher labor costs (per unit of production, i.e., unit labor cost). It is, 
therefore, also surprising to discover that the unit labor measured by wage 
payments as a share of GDP rose only moderately during these years (Figure 
17). The figure illustrates the contradiction: on the face of it, the change in 
unit labor cost should have been expected to be identical to the change in 
real wage relative to the change in labor productivity, since a wage increase 
that is not accompanied by a corresponding rise in productivity may be 
expected to result in higher labor costs for the employer. However, as the 
figure shows, there is a substantial gap between the two indices, and they 
sometimes display opposing trends.

This is explained by a consumer price decline over the past few years that 
did not apply to the business-sector GDP price index (which encompasses 
products and services relevant to business sector activity, but not the 
household consumption basket). The differences between the two price 
indices are reflected in a gap between wages from the worker’s perspective 
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and wages in employer cost terms, as seen in the graph. Consequently, the 
past few years’ relative decline in consumer prices drove real wages up 
without increasing employer costs, thereby supporting a rise in household 
income and in the standard of living.

Figure 17. Unit labor costs and real wages in the business sector, 
rate of annual change
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Source: Benjamin Bental and Gilad Brand, Taub Center | Data: CBS, Household Expenditure Survey

The decline in consumer prices (relative to GDP) appears to be part of 
the stabilization of Israeli prices are stabilizing at a new level, similar to 
that of other developed economies.18 Brand, Weiss, and Zimring (2017) show 
that Israeli consumer prices are significantly and substantially higher than 
those of most other OECD countries, but price gaps appear to be narrowing 
in recent years. A comparison of the consumer price indices of Israel and 
the OECD countries indicates that, since the third quarter of 2014, there has 
been a cumulative price decline of 5.2 percent relative to the OECD average 
(Figure 18).

18 See the discussion in Brand, Weiss, and Zimring (2017) and in Bank of Israel (2018a, Box 
C-1). This explanation comes up frequently in summaries of discussions regarding interest 
rate decisions.
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Figure 18. CPI in Israel and the OECD average
Index period: Q1-2005 = 100, annual moving average
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The downward trend in consumer prices becomes clearer when we look 
at the consumer price index without the housing, petrol, and fruits, and 
vegetables components.19 Since the beginning of 2014, this index has shown 
a cumulative price drop of 3 percent (Figure 19). A comparison based on 
income levels suggests that the price downturn’s impact has been more 
strongly felt at the lower income levels, due to inter-quintile differences in 
the composition of the basket of goods and services (Figure 20).

19  This index is based on what is referred to as “core inflation” — a commonly-used index 
that excludes petrol prices, due to petrol’s status as an external and uncontrollable factor, 
and fruit and vegetable prices due to their volatility. In this chapter’s comparison, the 
housing component, whose trends deviate from the norm, was excluded as well. Focusing on 
consumer prices without these categories allows for an examination of the question of the 
degree to which the inflation trend is exceptional, given the economy’s location within the 
business cycle; the excluded price categories are less relevant to this question.
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Figure 19. CPI without the housing, petrol, fruits, and  
vegetables components
Annual moving average
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Source: Benjamin Bental and Gilad Brand, Taub Center | Data: Bank of Israel

Figure 20. Change in the CPI, 2014-2018
Decline in the average consumption basket by income quintile,  
cumulative change
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This trend of slowing inflation is inconsistent with the labor market’s 
positive trends in recent years (see an extended discussion in Fuchs and 
Weiss 2018), such as the high ratio between job vacancy and unemployment 
rates, and the difficulty of recruiting workers. A price drop while the labor 
market is tight constitutes an unusual situation, and is due, apparently, to 
governmental efforts to reduce domestic price levels.

An econometric estimate was performed to shed light on the factors behind 
this trend. The goal of this estimate was to determine the degree to which 
the consumer price decline is consistent with the economy’s position in the 
business cycle, whether it constitutes a deviation relative to other developed 
countries, and how it can be seen in the various consumption categories. For 
purposes of the estimate, let us assume that local inflation is explained in the 
short term by global price levels and labor market tightness — assuming that 
the residual derived from this estimate reflects only that particular price 
development, which is not part of the standard development of inflation in 
the economy as a whole.20 The analysis reveals that, starting in 2014, Israeli 
inflation (excluding housing, fruit, and vegetable prices) was significantly 
lower than expected given global developments and the state of the labor 
market, and that, during the relevant period, there was a cumulative price 
decline of about 5.5 percent that cannot be explained by these variables.

A similar analysis was conducted for the various consumption categories.21 
The steepest price decrease was found for the communications category, with 
substantial price reductions for food, transportation, and recreation/culture 
as well. At the same time, housing prices rose (Figure 21). The downward 
trend in prices does not appear to be concentrated in specific categories, but 
is, rather, apparent in most categories of household consumption.

20  This analysis employed an augmented Phillips curve, in which domestic inflation is 
explained by unit labor cost and the unemployment gap (the difference between the actual 
and the natural rate of unemployment). The equation also includes export prices and the 
exchange rate, to reflect supply instability. See the detailed discussion in the Appendix.

21 As part of the study, we estimated separate equations for each consumption category and 
one for the general consumer price index. In this estimation, the domestic price change is 
explained by the change in the dollar exchange rate and by the level of the GDP gap (lagged). 
The model includes dummy variables for fiscal quarters and countries. In order to allow 
country specific elasticities with respect to the exchange rate/business cycle and domestic 
price level, interaction variables were added between exchange rates and the country 
dummy variables GDP gaps. The estimate was carried out for the period 2000 to 2018, for 28 
OECD countries (excluding Australia, Canada, Chile, Finland, France, Turkey, and the US). A 
similar comparison has been presented by Bank of Israel (2018a) for other years.

State of the Nation Report: Society, Economy and Policy 201848



Figure 21. Average inflation, 2015-2018
By main categories of the CPI, relative to 28 countries in the OECD, reduced  
by the business cycle and currency exchange rate, annual rate of change
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In summary, the past few years have witnessed a sizable increase in real 
wages that is not attributable to improved labor productivity, but can be 
traced to a decline in consumer prices relative to the prices of all products 
and services produced in the economy; that is, to improved terms of trade 
for workers. An examination of consumer price trends reveals that global 
macroeconomic or domestic factors cannot explain the inflation slowdown 
of recent years, making it likely that the price decline also stems from 
measures taken by the government to lower the cost of living.
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Conclusion

Since the start of this decade, the Israeli economy has, in general, been 
characterized by stability. Real GDP per capita has grown at an average 
annual rate of 1.5 percent, and the distribution of the main GDP components 
— individual consumption, government public consumption, and investment 
— has varied only slightly. At the beginning of the period, residential 
investment as a share of GDP rose by a percentage point, but the past few 
years have seen a moderation of this trend — along with a sharp decline in 
housing construction since last year.

The fiscal system is subject to growing pressure. In the 2019 budget, 
the government is deviating by 3 percentage points from the permissible 
amount, and it also seems to be on the verge of deviating from the legally-
specified deficit ceiling. Such deviations are expected to continue in the 
coming years, thereby stopping the trend toward lower debt-to-GDP ratios 
that have characterized the Israeli economy for many years.

Growth and productivity figures continue to indicate a gap between Israel 
and the OECD countries. An analysis of growth sources shows that growth 
has been due mainly to a rise in labor inputs, while total factor productivity 
has not increased, a situation that is impairing the economy’s ability to close 
gaps between itself and other developed countries. Nevertheless, the increase 
in labor inputs, which has mainly characterized the lower income deciles, 
has increased the income of households at the bottom of the income scale, 
and reduced inequality. Moreover, thanks to a decline in consumer prices 
relative to GDP prices, real household income has risen and consumption 
has grown, despite the fact that labor productivity has not increased.

State of the Nation Report: Society, Economy and Policy 201850



References
English

Aizenman, Joshua, and Reuven Glick. “Military Expenditure, Threats, and 
Growth,” Journal of International Trade & Economic Development 15 (2006): 
129-155.

Alptekin, Aynur, and Paul Levine. “Military Expenditure and Economic 
Growth: A Meta-Analysis,” European Journal of Political Economy 28, 4 
(December 2012): 636-650.

Argov, Eyal. The Development of Education in Israel and Its Contribution to Long-
Term Growth. Discussion Paper 2016.15. Israel: Bank of Israel Research 
Department, 2016.

Bank of Israel. Analysis of the Proposed Budget for 2017 and 2018 and Expected 
Developments over the Remainder of the Decade. Israel: Bank of Israel, 2016.

Bank of Israel. Annual Report 2016. Israel: Bank of Israel, 2017.
Bank of Israel. Annual Report 2017. Israel: Bank of Israel, 2018a.
Bank of Israel. Fiscal Policy in the Past Two Years and Projections for Coming 

Years. Research Department. Israel: Bank of Israel, 2018b.
Benoit, Emile. “Growth and Defense in Developing Countries,” Economic 

Development and Cultural Change 26 (1978): 271-280.
Boz, Emine, Gita Gopinath, and Mikkel Plagborg-Møller. Global Trade and the 

Dollar. NBER Working Paper No. 23988, 2017.
Brand, Gilad, and Avi Weiss. “The Macro Picture of the Israeli Economy in 

2016.” In State of the Nation Report: Society, Economy and Policy 2016, edited 
by Avi Weiss. Jerusalem: Taub Center for Social Policy Studies in Israel, 
2017. 15-27.

Brand, Gilad, Avi Weiss, and Assaf Zimring. “The Macro Picture of Israel’s 
Economy in 2017.” In State of the Nation Report: Society, Economy and 
Policy 2017, edited by Avi Weiss. Jerusalem: Taub Center for Social Policy 
Studies in Israel, 2017. 17-43.

Casas, Camila, Federico Diez, Gita Gopinath, and Pierre-Olivier Gourinchas. 
Dominant Currency Paradigm. NBER Working Paper No. W22943, 2016.

Central Bureau of Statistics. Statistical Abstract of Israel. Israel: Central 
Bureau of Statistics, various years.

Eckstein, Zvi, and Daniel Tsiddon. “Macroeconomic Consequences of 
Terror: Theory and the Case of Israel,” Journal of Monetary Economics 51, 5 
(2004): 971-1002.

Economic Developments in Israel:  An Overview 51



State of the Nation Report: Society, Economy and Policy 201852

Economic Department. Developments and Trends in Israeli Exports. Summary 
for 2017 and Forecast for 2018. Israel: The Israel Export and International 
Cooperation Institute, 2018.

Fuchs, Hadas, and Avi Weiss. “Israel’s Labor Market: An Overview.” In State 
of the Nation Report: Society, Economy and Policy 2018, edited by Avi Weiss. 
Jerusalem: Taub Center for Social Policy Studies in Israel, 2018. 85-104.

Fuchs, Hadas, and Tamar Friedman Wilson. Arab Israeli Women Entering 
the Labor Market: Higher Education, Employment, and Wages. Policy Brief. 
Jerusalem: Taub Center for Social Policy Studies in Israel, 2018.

Guiso, Luigi, and Monica Paiella. “Risk Aversion, Wealth, and Background 
Risk,” Journal of the European Economic Association 6, 6 (December 2008): 
1109-1150.

Hall, Robert E., and Charles I. Jones. “Why Do Some Countries Produce So 
Much More Output Per Worker Than Others?” The Quarterly Journal of 
Economics 114, 1 (1999): 83-116. 

Hamilton, James D. “Why You Should Never Use the Hodrick-Prescott 
Filter,” Review of Economics and Statistics (2017).

Johansson, Åsa, Yvan Guillemette, Fabrice Murtin, David Turner, Giuseppe 
Nicoletti, Christine de la Maisonneuve, Philip Bagnoli, Guillaume 
Bousquet, and Francesca Spinelli. Long-Term Growth Scenarios. OECD 
Economics Department Working Paper 1000. OECD, 2013.

Jorgenson, Dale W., and Zvi Griliches. “The Explanation of Productivity 
Change,” Review of Economic Studies 34, 3 (1967): 249-283.

Mankiw, N. Gregory, David Romer, and David N. Weil. “A Contribution to 
the Empirics of Economic Growth,” The Quarterly Journal of Economics 107, 
2 (May 1992): 407-437.

Ministry of Finance. Estimated Budget Execution. Israel: Ministry of Finance.
National Insurance Institute. Poverty and Social Gaps 2016. Research and 

Planning Administration. Israel: National Insurance Institute. 2016.
OECD. Understanding Financial Accounts, edited by Peter van de Ven and 

Daniele Fano. OECD Publishing, 2017.

Hebrew

Friedman, Amit and Noam Zussman. Labor Quality in Israel. Discussion Paper 
2008.01. Israel: Bank of Israel Research Department, 2008.



Appendix

Analysis of domestic inflation through estimation of a 
Phillips curve

In order to determine whether inflation has developed in an unusual pattern 
over the past few years, given the background variables, an augmented 
Phillips curve was estimated, in which the change in “core” inflation, p 
(inflation without housing, petrol, fruit, and vegetables prices) in year t is 
explained by the change in the unit labor costs ulc; the employment gap, 
defined as the difference between the actual unemployment rate U and 
the natural unemployment rate NAIRU; the shekel-dollar exchange rate 
exchange; import prices pimport; petrol prices ppetrol; and a dummy variable for 
each quarter.

The variables for the labor market appear with a lag, but the estimate 
allows for a simultaneous impact between the exchange rate and price 
levels. Thus, the estimate relies on the commonly accepted assumption that 
prices are influenced by the exchange rate in the short term, while price 
levels affect the exchange rate only in the long term.

Formally, the following model was estimated:

The assumption is that the residuals of this estimate express the particular 
price level changes that have characterized Israel in recent years.

Phillips curve versions also include an expected-inflation variable, but 
because the goal of our discussion is to examine evidence of structural 
changes in relative prices, expected inflation will also express expectations 
regarding those structural changes, and is thus irrelevant in this context. 
Also, the estimate includes the dollar exchange rate, not the basket of 
currencies, in accordance with literature pointing to the dollar as a “leading” 
currency (e.g., Casas, Diez, Gopinath, and Gourinchas 2016; Boz, Gopinath, 
and Plagborg-Møller 2017) and findings showing that Israeli prices are 
strongly influenced by the fluctuation of the dollar exchange rate (Israel 
Export Institute 2017).

Since the natural unemployment rate is not an observed variable and is 
usually estimated with a Phillips curve, this variable has to be expressed 
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through alternate means. The HP filter was employed for this purpose.22 
This estimation indicates a significant slowdown in the development of 
inflation since 2015. Inflation during this period seems to have been about 
2.2 percentage points per year lower than the fundamental economic 
factors would have suggested (Appendix Table 1). This finding is also shown 
in Appendix Figure 1, which displays the estimated residuals without the 
dummy variable for the 2015 to 2018 period. Thus, recent years appear to 
have witnessed an unusual change in the development of prices, probably 
due to governmental efforts to reduce the cost of living.

Appendix Table 1. Estimation results for Phillips curve,  
quarterly figure for three periods
Dependent variable: core inflation (excluding housing)

Estimation starts at year: 2000 2003 2005

Import prices
(standard deviation)

0.450***
(0.103)

0.412***
(0.092)

0.399***
(0.131)

Import prices (1 period lag) 0.221
(0.139)

0.102
(0.125)

-0.018
(0.157)

Energy prices (1 period lag) 0.025
(0.021)

0.027
(0.023)

0.035
(0.028)

Dollar exchange rate -0.332***
(0.094)

-0.338***
(0.088)

-0.345***
(0.092)

Dollar exchange rate (1 period lag) -0.024
(0.105)

0.000
(0.094)

-0.037
(0.114)

Unit labor costs (2 period lag) -0.353
(0.281)

-0.068
(0.177)

-0.081
(0.219)

Unemployment gap (2 period lag) -0.007***
(0.003)

-0.010***
(0.002)

-0.009***
(0.003)

Dummy variable for 2015-2018
(coefficient is 2-year change rate)

-0.022***
(0.004)

-0.022***
(0.004)

-0.022***
(0.004)

Constant 0.607***
(0.134)

0.791***
(0.114)

0.883***
(0.123)

Dummy variable per quarter √ √ √

Number of observations 75 63 55

R2 0.752 0.796 0.802

Note: Robust standard errors in parentheses. *** p < 0.01. 
Source: Benjamin Bental and Gilad Brand, Taub Center

22 Other alternatives were considered for estimating the natural unemployment rate, 
such as the Beveridge curve or the division proposed in Hamilton (2017). The results of the 
estimate are not sensitive to the various alternatives.
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Appendix Figure 1. Inflation net of the impact of  
macroeconomic factors
Residuals from Phillips curve estimates, four quarter moving average,  
in annual terms

-4%

-3%

-2%

-1%

0%

1%

2%

3%

4%

2000 2002 2004 2006 2008 2010 2012 2014 2016 2018

Note: Data are through the third quarter of 2018.
Source: Benjamin Bental and Gilad Brand, Taub Center | Data: Bank of Israel website; CBS

Security spending

The Prime Minister’s proposal that security expenditures be increased and 
their level fixed relative to GDP placed the question of security spending 
levels on the public agenda.

In theory, security consumes resources that could be channeled to other 
uses, public or private. Diverting resources to security is meant, first and 
foremost, to deter enemies and, in so doing, to keep threat at bay. In this 
sense, security spending should be regarded both as insurance against the 
cost of a confrontation that would occur should deterrence fail, and as a factor 
that minimizes the damage resulting from failed deterrence. Accordingly, 
security spending should be dictated by threats and the likelihood of their 
realization, and by attitudes toward risk. However, security investment also 
has positive externalities, especially in terms of the knowledge amassed 
through security research and development, which has applications in 
the civilian economy.23 Clearly, it is very hard to estimate the “optimal 
investment” in security, and economic research on the topic is quite sparse.

23 This phenomenon is especially prevalent in Israel, but of course characterizes security 
systems worldwide, including in the United States.
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Nevertheless, several studies point to the positive relationship that 
is likely, theoretically, to exist under an optimal GDP-security spending 
scenario. Eckstein and Tsiddon (2004), for instance, link security risk 
(terrorism) with the chance of loss of life. Security investment reduces this 
risk and increases life expectancy. This investment comes at the expense 
of consumption enjoyed by the representative individual during their 
lifetime. Accordingly, there is a trade-off between consumption levels 
and the reduced probability of death in a security incident; in the optimal 
investment these two factors would balance out. In such a world, increased 
risk, i.e., the likelihood of being harmed in a security incident, entails a 
higher security investment. Another conclusion that emerges from this 
model is that additional resources available to the economy when GDP rises 
will be channeled to both uses: increased security investment and higher 
consumption. The way the additional resources are divided up between the 
two uses depends, of course, on the marginal utility from consumption and 
on the resources’ contribution to reducing risk.

An empirical study by Guiso and Paeilla (2008) deals with attitudes 
toward risk in the financial context. However, the study also illuminates the 
relationship between income and attitudes toward risk, and the relationship 
between attitudes toward risk and the nature of risk. In particular, the 
authors found that risk aversion declines as individual wealth increases. 
Extrapolating to the national economy, at a given risk level this finding 
should reduce security investment relative to national income and GDP. 
However, the study found that risk aversion of individuals facing risks that 
are uninsurable (in the market) is higher. Since most security risks are not, 
in this sense, insurable, we may reasonably assume that aversion to this form 
of risk is indeed high. This fact may justify high security investment, for the 
purpose of deterring the enemy, lowering the risk of attack (action that is 
referred to in the insurance literature as “self-protection”), and minimizing 
the damage caused if attack does occur (action referred to by researchers as 
“self-insurance”). Nevertheless, the study provides no information on the 
link between income and uninsurable risk and the effect of this link on risk 
aversion levels.

There is also an extensive body of empirical research on the relationship 
between countries’ security spending and their growth rates. Initial work 
in this sphere was carried out by Benoit (1978), who made waves with his 
discovery of a positive relationship between security spending and economic 
growth in developing countries. The findings have been checked again and 
again, and summarized in Alptekin and Levine’s meta-analysis (2012). Most of 
the relevant studies appear to support the existence of a positive relationship 
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between security spending and economic growth rates, even in developed 
nations. However, the studies also note that the relationship is not linear. At 
low security-spending levels the relationship is positive, but after a certain 
point it becomes negative. The authors do not indicate the level at which the 
relationship reverses direction. Rather, they state that, presumably, at low 
investment levels, the externalities (adaptation of military technologies for 
civilian uses) and the risk reduction work to increase growth, while at higher 
levels security investment displaces civilian investment and, accordingly, 
reduces growth. Nevertheless, the authors note that most of the studies 
have been based on data from the 1960s, 1970s and 1980s, when the level of 
global security risk was higher due to the Cold War.

One of the studies reviewed in the article is a 2006 paper by Aizenman 
and Glick. The study employs a growth regression technique based on data 
from 1989 to 1998 and includes, as an explanatory variable, the security 
expenditures, the risk faced by the given country, and the interaction 
between these two variables; the risk index the authors use is based on the 
number of wars waged by the country since 1970. The findings indicate that 
both security expenditures and security risks have a negative impact on 
growth rates, but that the interaction changes the picture for countries with 
high security risk. In particular, at the highest risk level measured by the 
authors, a 1 percent increase in security spending relative to GDP raises the 
growth rate by 0.9 percentage points. Regarding Israel, at the risk level that 
prevailed during the sample period according to the authors’ calculations, 
increasing security spending relative to GDP by 1 percentage point would 
have raised the growth rate by a quarter of a percent.24 

24  These findings should be treated with great caution, as the threats have clearly 
changed a great deal relative to the period with which the study is concerned. Beyond that, 
construction of the linear specification of the model cannot reflect a decline in the impact of 
security investment.
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Rising Housing Prices and Their 
Impact on Households’ Ability 

to Purchase a Home
Kyrill Shraberman* 

Abstract
Rising housing prices of the past decade have reduced the ability of the 
average Israeli household to purchase a home relative to the turn of the 
millennium. However, when buying ability is assessed in terms of total 
disposable household income — and not in terms of the number of monthly 
salaries needed to purchase an apartment, per the accepted method — the 
findings show a more moderate decline in purchasing ability, with the 
current ratio between disposable income and housing prices equaling the 
ratio seen during the mid-1990s. The reason for this is that total disposable 
household incomes rose more than wages did between 1998 and 2016, due 
mainly to a rise in the average number of income earners per household.

A home is one of the largest purchases that households make. As such, the 
amount of credit available to households is a useful indicator of a household’s 
ability to purchase a home. The average degree of household leveraging 
(net credit as a percentage of GDP) has risen since 2009, and is only slightly 
lower than the leveraging level in 2000. This indicates that capital market 
accessibility softens the negative impact of the increased housing price to 
disposable income ratio.

Introduction

Since the second half of 2007, real housing prices in Israel have been trending 
upward (in annual terms). The consistency of this trend over the course of 
a decade, and the rate of increase, are unprecedented. However, relative 
to the changes that have occurred over time in the housing prices of other 
developed countries, the situation in Israel proves unexceptional. 

* Kyrill Shraberman, Researcher, Taub Center. The author wishes to thank Professor 
Benjamin Bental, Professor Gil Epstein, and Professor Avi Weiss for their direction and 
guidance in the writing of this paper as well as Taub Center researchers Haim Bleikh, Shavit 
Madhala, and Noam Zontag for their comments on the drafts. A special thanks to Inbal Gafni 
and Laura Schreiber for their editing and graphics assistance.
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From the mid-1990s through 2007, many developed countries experienced 
housing price increases. Throughout the period, real housing prices in Israel 
rose at an average annual rate of 2.3 percent, while the OECD median housing 
price rose at an average real rate of 2.7 percent per year (Figure 1). This 
trend began to change during the US financial crisis of 2008 — a crisis that 
was sparked, among other things, by an exceptional rise in housing prices 
followed by price drops in the US and other countries. Despite declining 
prices in the wake of the 2008 crisis, OECD housing prices were back to their 
pre-crisis levels by 2017; in some countries, housing prices exceeded their 
2008 levels.

Figure 1. Real housing prices
Index year: 1995 = 100
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Note: Grey lines show price ratios in the various OECD countries.
Source: Kyrill Shraberman, Taub Center │ Data: OECD

Rising housing prices in Israel have generated a great deal of interest, 
both among the general public and among policy professionals. Numerous 
studies are devoted to this issue, analyzing it from a variety of angles. Gruber 
(2014) describes the changes in Israel’s housing market and focuses on the 
practical measures required to address them. Other studies explore the issue 
of public housing and review developments in this segment of the housing 
market (Weinstein 2014; Gal and Madhala 2016). Recently published studies 
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refute the argument that Israel’s rising housing prices constitute a housing 
bubble (Eckstein, Lifshitz, and Larom 2018), and discuss Israelis’ preference 
for housing investment over other types of investment (Bank of Israel 
2017, “Box 3”). Still other works analyze spatial disparities in the ability to 
purchase a home (Consumer Regulations) and inequality between household 
purchasing ability on the basis of macro data (Ben-Shahar, Gabriel, and 
Golan 2018).

In contrast to these studies, this chapter focuses on changes in the 
ability of households to purchase housing. This chapter endeavors to show 
that the most common measure of purchasing ability in the media and in 
public discourse, the number of average monthly salaries needed to buy an 
apartment (for purposes of this study, we will refer to this as the average 
wage index), is insufficiently accurate due to changes in Israel’s labor market 
over the analysis period. Instead, this study measures home-purchasing 
ability by means of a similar, but more appropriate metric: the ratio between 
housing prices and household disposable income (heretofore referred to as 
the disposable household income index).1 The findings show that this ratio 
declined over a lengthy period, but in recent years returned to its 1997 level 
— that is, the last few years have seen a drop in housing prices from the 
perspective of the average Israeli household.

First, the chapter analyzes changes in the average income of Israeli 
households and of different population groups, and shows the difference 
between the accepted index for measuring the ability to purchase a home 
and the proposed index. Second, another aspect of the ability to purchase 
housing — access to the capital market, as reflected in the level of household 
leveraging over time — is examined.

1. The ability to purchase a home:  
A comparative analysis

A households’ ability to buy housing is usually calculated in terms of the 
ratio between the average (or median) apartment price and the average (or 
median) wage. More simply put: how many average monthly salaries are 
needed to buy the average apartment (see Calcalist 2017; Frenkel 2018). This 
average wage index is widely used, but has a number of drawbacks. Firstly, 
income from work is not necessarily a households’ sole source of income. 

1  Disposable income is a households’ financial income from all sources, after taxes and 
financial transfers are taken into account.

61



In addition, many households have more than one income earner: in fact, 
due to significant changes in the labor market over the last 15 years, the 
average number of income earners in a household in Israel has increased. As 
a result, households have managed to keep their disposable income rising at 
a similar pace as the GDP, despite the fact that GDP has grown at a faster rate 
than the average income from work (Kimhi and Shraberman 2015:39, Figure 
12). Between 1998 and 2016, the average disposable household income grew 
by 2.3 percent annually, while the average monthly wage increased by just 1 
percent. Given the problems inherent in using the average wage index, this 
chapter will assess household apartment-purchasing ability in terms of the 
ratio between the housing price index and the average disposable household 
income index.  

The trends indicated by both indices — the average wage index and 
the disposable household income proposed in this chapter — are shown 
in Figure 2 (the indices are indexed with 1998 set as 100). Until 2002, the 
indices developed at a similar rate, but a gap between the two began to 
emerge in 2003. The timing of the gap’s appearance overlaps with changes 
in welfare payments instituted in 2002, which spurred increased labor force 
participation among those populations most affected by the benefit cutbacks 
(Eckstein, Lifshitz, and Larom 2018). At the same time, growing demand for 
workers (mainly highly-skilled workers, but others as well) also contributed 
to a rise in employment (Kimhi and Shraberman 2014).

The gap between the indices indicates that assessing apartment-
purchasing ability based on household income is indeed justified. The 
higher the number of employed individuals within a family, the greater the 
importance of measuring purchasing ability based on the entire household’s 
income, and not on the growth of the salary of any single individual within 
that household.

Figure 2 also shows that, in general, the ratio in both indices declined 
— that is, the ability to buy an apartment improved — between 1998 and 
2007/2008. After that point, it became harder to buy an apartment (the ratio 
increased), both according to the average wage index and the disposable 
household income index. There are differences between the two indices, 
though. According to the average wage index, it became more difficult to 
buy an apartment from 2010 on than in 1998, and, in 2016, the ratio was 20 
percent higher than in the base year. By contrast, the disposable household 
income index shows a much more moderate increase from 2008 on, and 
indicates that, in 2016, it was slightly easier to purchase a home than in 1998.
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Figure 2. Ratio of housing prices to average wage and  
average disposable household income
Index year: 1998 = 100
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the data series.
Source: Kyrill Shraberman, Taub Center │ Data: CBS, Household Expenditure Surveys, central database

International comparisons

The disposable household income index can also be used to compare trends 
in apartment-purchasing ability in Israel to trends in other OECD countries. 
Figure 3 shows the ratio between housing prices and disposable household 
income in different developed countries since 1995. The figure shows 
that declining ability to purchase housing is common among quite a few 
countries, and that this trend emerged before the 2000s and persisted until 
the global financial crisis in late 2007. Since the crisis, the average OECD 
ratio fell slightly, but, in 2014, began to rise again and, by 2017, the median 
apartment-price to disposable-income ratio had nearly returned to its pre-
crisis level, and, in a few countries, even surpassed that level.

Thus, the ability of households to buy apartments in 2017 declined in most 
of the OECD countries relative to 2005, even after the real estate bubble burst 
in 2008. In Israel, a similar picture emerges, though, with differences in the 
timing of the ups and downs. The main difference is that in Israel housing 
prices rose a decade later than in the other developed countries.2 

2 For an international comparison per the average wage index, i.e., the ratio between 
housing prices and average wage, see Appendix Figure 1.
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Figure 3. Ratio of housing prices to disposable household income
Index year: 1995 = 100, Israel and the OECD median, OECD country averages 
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2. The ability to purchase a home:  
By household characteristics

The average figures described above do not necessarily reflect changes in 
the ability to buy an apartment that occurred among all population groups, 
or in different geographic regions. To address this, this section examines 
changes in the disposable income of different groups relative to the change 
in average disposable income.3  

An examination of disposable income by age of head of household 
between 1998 and 2016 (Figure 4) reveals that the income of households 
headed by young adults (ages 25-34) grew at a rate similar to that of the 
average disposable income, while the disposable income of households 
headed by individuals in the 35-54 age range (the 35-44 and 44-54 age groups 

3 The housing needs of households vary greatly not only by household attributes, but 
also by changes in their financial status across the life cycle. However, the price of an 
average apartment can serve as a reference point both in terms of the calculations made 
by households and in terms of overall housing price trends. A later section of this study 
examines differences between housing prices in different geographic areas.
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combined) rose at a lower rate. It thus appears that the ability of young 
adults to buy apartments was not compromised to a greater degree than 
that of the population as a whole.4  

Figure 4. Disposable income by age of head of household
Index year: 1998 = 100, 2016 prices
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Note: In 2012, the CBS survey methodology changed, resulting in a break in the data series.
Source: Kyrill Shraberman, Taub Center │ Data: CBS, Household Expenditure Survey

In addition to the breakdown by age group, it is interesting to assess 
apartment-purchasing ability by geographic area. In most cases, households 
prefer to remain in the same localities or areas of residence over time (Bleikh 
2018). Thus, it is important to examine the changes that have occurred in 
households’ ability to purchase housing in different regions. Figure 5 shows 
the ratio between the housing price index and the average disposable 
household income in major cities and several major regions. Due to data 
limitations, the comparison starts in 2004 and ends in 2016.

4 Total household income is affected by the number of income earners. Married households 
have higher total income than non-married households, and their ability to purchase housing 
is consequently greater. Since the ratio between the incomes of the two types of households 
did not change substantially between 1998 and 2016 (Appendix Figure 2), we may conclude 
that the apartment-purchasing ability trends for single people are similar to the trends for 
married people.
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It appears that, the ability to purchase housing, i.e., the change in housing 
prices relative to disposable income, declined the most in Tel Aviv and 
Jerusalem and in the Southern district. In the Northern, Sharon, and Gush 
Dan districts (excluding Tel Aviv), the ability to buy housing declined to a 
degree similar to the national average. The ability to purchase housing in 
Haifa remained virtually unchanged from the beginning to the end of this 
period, due apparently to a sharp drop in the ratio between prices and 
income between 2004 and 2008. From 2008 on, the trends in Haifa resembled 
those observed in other areas.

Figure 5. Ratio of housing prices to disposable household income
Index year: 2004 = 100, by geographic area

Note: In 2012, the CBS survey methodology changed, resulting in a break in the data series.
Source: Kyrill Shraberman, Taub Center │ Data: CBS, Household Expenditure Survey, central database

Trends in Israel’s immigrant population
In Israel, another aspect of households’ ability to purchase housing is related 
to the share of immigrants in the population.5 In the early 1990s, a wave of 
hundreds of thousands of immigrants from the former Soviet Union arrived 

5  Immigrants are defined as households of Jews and others (by religion of head of household) 
who immigrated to Israel from 1990 onwards.
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in Israel. In the first years following their arrival (and, for some, in later 
years as well), the immigrants were employed in moderate- and low-paying 
occupations (Berrebi, Shraberman, and Yarin 2017), meaning that immigrant 
households’ average income was relatively low. Since 1998, immigrants 
have integrated into the labor force with great success, and their average 
disposable family income has risen at a faster rate than has the average 
Israeli disposable income: 2.9 percent between 1998 and 2016, versus an 
average annual change of 2.2 percent for native-born Israelis.6 This change 
narrowed the disposable income gaps between immigrant and Jewish, 
native-born Israeli households (Berrebi, Shraberman, and Yarin 2017). This 
indicates that the ability of immigrants to purchase housing diminished to a 
more limited degree than the average for the public at large.

3. Household leveraging

A home is one of the largest purchases a household can make, and the 
vast majority of home buyers are obliged to take out loans in order to 
fund the purchase. As such, a useful indicator of households’ ability to buy 
apartments is the credit available to them, and their ability to repay loans. In 
the following section, this variable is represented by the average leveraging 
level of households in Israel — that is, the size of households’ financial 
liabilities to creditors.7  

6  Due to data access constraints, immigrants could not be identified in the CBS Household 
Expenditure Surveys prior to 2003. To overcome this limitation, the rates of change in 
immigrant income are calculated as a remainder: the rate of change in income of non-
immigrant households is deducted from the rate of change of the average income, and 
weighted by the relative share of this group in all households (immigrant and non-
immigrant) in the expenditure total. It should be noted that the immigrant group (as defined 
for purposes of calculating the average rates of change) also includes households of foreign 
workers who have been in Israel for over a year, but their relative share of the total number 
of households present in Israel since 1990 is quite low.

7 We must remember, however, that data on household financial liabilities include only 
those households taking out loans; this does not tell us the relative share of households 
whose mortgage applications were denied. Without these figures, there is no complete or 
precise answer to the question of what happened to credit accessibility. Also, there may be a 
mutual (endogenous) influence between housing prices and credit accessibility — an increase 
in housing prices may cause changes in bank policy (Glaeser, Gottlieb, and Gyourko 2013).
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In order to understand developments with regard to Israeli household 
leveraging, it is important to examine the change in total credit extended to 
households as a percentage of GDP (Shraberman 2018). Figure 6 shows the 
data for three types of credit: housing credit, non-housing credit, and net 
credit (total liabilities minus total financial savings). On the face of it, only 
housing credit is relevant to this analysis, but since general loans are not 
earmarked for specific uses and can also be used towards purchasing a home, 
the comparison includes all types of credit.

Figure 6. Household financial leverage 
Household liabilities as a share of GDP, end of December each year
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Note: Net credit is total financial liabilities less total financial assets. 
Source: Kyrill Shraberman, Taub Center │ Data: Bank of Israel; CBS

The ratio of housing credit to GDP declined slightly between 2000 and 2007, 
then started climbing again. Around 2013, the increase slowed, presumably 
due to a directive issued by the Supervisor of Banks to limit the granting 
of mortgages (Supervisor of Banks 2013). Overall, throughout the relevant 
period, the ratio rose by only 0.4 percentage points, from 26.3 percent of GDP 
in 2000 to 26.7 percent in 2017. 

The ratio between non-housing credit and GDP increased from 10.1 
percent in 2000 to 13.4 percent in 2009. From 2009 to 2013, the increase 
stopped, but the ratio climbed moderately again from 2013, and, by 2017, 
the credit level had reached 15.4 percent of GDP. The net credit to GDP ratio 
shows the most volatile trend. At the beginning of the period, the ratio fell 
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steeply, from 27.1 percent of GDP in 2000 to 10.7 percent in 2009. Mandatory 
pension contributions instituted in 2008 increased household assets, and 
appear to have intensified the downward trend between 2008 and 2009. From 
this point on, however, the trend reversed and the ratio rose continuously; 
by 2017, it had reached 23.4 percent of GDP.

This being the case, current household leveraging is, ultimately, low 
compared to the figures for 2000, despite a rise in the share of non-
housing credit relative to GDP. Nevertheless, the data indicate a decline 
in households’ abilities to repay financial liabilities relative to 2007, which 
could potentially make it hard for them to receive additional credit in the 
future. On the other hand, had the leveraging level remained low, this would 
have impinged on the ability of households to purchase housing, beyond the 
decreased apartment-purchasing capabilities inherent in the ratio between 
housing prices and current disposable income since 2007.8 

Conclusion

This chapter examines changes in households’ ability to purchase housing 
in the wake of the past decade’s rising housing prices. The analysis is based 
on changes in the ratio between housing prices and disposable household 
income (disposable household income index) — rather than the ratio 
between housing prices and the average salary (average wage index), as 
is common practice. This is because the comparison to disposable income 
better reflects a family’s ability to purchase a home.

The data show that rising housing prices have taken their toll on the home 
purchasing market. Since the second half of 2007, the ratio between housing 
prices and disposable income has increased, meaning that it was harder to 
buy an apartment in 2016 than it was in 2007. In spite of this development, 
the ratio between the two indices in 2016 was slightly lower than that of 
the mid-1990s. This means that, because total disposable household income 
increased faster than wages did, the ability to buy housing did not decline as 
much as one might conclude if the average wage index had been used.

8 Declining interest rates between 2000 and 2017 undoubtedly contributed to household 
leveraging, through mortgage recycling and reduced interest costs. For more on the impact 
of a low interest environment on the ability to obtain housing credit, and on the relationship 
between housing prices and interest rates, see Glaeser, Gottlieb, and Gyourko 2013; Kaplan, 
Mitman, and Violante 2017.
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Trends in the housing price to disposable income ratio are not uniform 
across the population. For example, the income of households headed by 
individuals in the 35-54 age range rose less than the average disposable 
income; as a result, this age group had a harder time purchasing housing 
than other age groups. By contrast, households headed by individuals ages 
55 and over had less difficulty purchasing housing than the overall average. 
For households headed by young adults (ages 25-34), home buying ability 
was similar to that of all households.

A geographic analysis indicates that, between 2004 and 2017, the largest 
decline in purchasing ability took place in Tel Aviv, Jerusalem, and southern 
Israel, due to a more rapid increase in housing prices compared with the 
disposable income of households residing in those areas. In Haifa, by 
contrast, the ability to buy housing declined to a lesser degree than in other 
areas; housing prices in that city fell sharply between 2004 and 2008 (since 
then, the ability to purchase housing in Haifa has developed like the rest of 
the country).

Changes in the ratio of household financial liabilities to GDP show that, 
in 2017, household leveraging levels were higher than in 2007, but had yet 
to reach the levels observed in 2000, the start of the assessment period. 
Increased leveraging levels relative to the years that preceded the housing 
price upsurge seem to indicate that capital market accessibility softens the 
negative impact of the increased housing price to disposable income ratio. 
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Appendix

Appendix Figure 1. Ratio between housing prices and  
average annual wage 
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Appendix Figure 2. Ratio of disposable income of unmarried 
individuals to married individuals
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Executive Summary

The Income-Expenditure Gap 
and Household Debt in Israel

Kyrill Shraberman* 

Full research study published in March 2018

How do Israeli households sink into debt? Given the difficulty of assessing 
actual debt due to data limitations, the gap between Israeli household 
income and expenditure can be analyzed alongside characteristics such as 
socioeconomic status, age, marital status, and type of housing expenditure. 
The data show that the type of housing expenditure is the most significant 
factor in determining the gap between income and expenditure among 
those who are unmarried, and socioeconomic status is the most significant 
factor among married couples. In addition, there has been a rapid increase in 
the total liabilities of households in recent years, but the liability burden has 
not yet returned to the peak it reached in 2000. Moreover, an international 
comparison of liabilities shows that the situation in Israel is relatively good.

A negative gap
A negative current gap — when expenditure is greater than income — is 
liable to increase a household’s risk of economic difficulties. In Israel, the 
share of households with a negative gap in the Jewish population stands at 
about one-third of all households in which the economic head of household 
is aged 25-60, 35 percent of households among married couples, and 39 
percent among unmarried persons (as of 2015).

Housing expenditures
One of the most significant household expenditures is the type of housing 
expenditure (no expense, rent, or mortgage). When households are classified 
according to the type of their expenditure on housing (rent, mortgage 

* Kyrill Shraberman, Researcher, Taub Center. Thanks to the Paamonim organization for the 
data used in this study.
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payments, rent and mortgage payments, or no housing expense), households 
that pay rent and mortgage payments have a higher negative gap relative to 
the negative gap of those who pay only rent, only mortgages, or neither.

Figure 1. The current monthly gap per person, 2015
By housing expenditure category and age of head of household
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Source: Kyrill Shraberman, Taub Center | Data: CBS, Household Expenditure Survey

Married and unmarried households
Among unmarried persons, the combined expenditure on mortgages and 
rent is the most influential factor in determining the size of the negative gap. 
This type of housing expenditure is correlated with an increase in the per 
capita negative gap by 156 percent, relative to households without housing 
expenditures (when other characteristics are held constant).

In contrast, among households of married couples, socioeconomic class 
(according to disposable income quintiles) is the most influential factor in 
determining the size of the negative gap. Having a lower socioeconomic 
standing (belonging to the bottom income quintile) is correlated with an 
increase of the negative gap by 23 percent, relative to households with a 
high socioeconomic status (belonging to the top quintile).
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In terms of the effect that consumption categories have on the size of 
the negative gap, expenditures on “personal expenses” — which include 
clothing and footwear, laundry services, haircuts, and cosmetics — are 
correlated with an increase of the negative current gap at the highest 
rate, both among those who are married (7.2 percent) and those who are 
unmarried (4.6 percent).

Household indebtedness
To whom are liable households in Israel indebted? The study analyzes data on 
the debt of households who turned to the nonprofit organization Paamonim 
in order to receive assistance in managing their household finances. These 
households were classified by the entity to which they owe money: (1) banks 
(2) commercial and governmental bodies, and (3) family and friends. Almost 
all households in the Paamonim database (93 percent) owe money to banks, 
46 to 51 percent owe money to friends and family, and between 21 percent 
and 37 percent owe money to commercial entities.

An analysis by the age of the head of household finds that total average 
debt (to all three types of entities, without mortgages) increases with age. 
The average debt in the 25-29 age group was NIS 150,000, compared to NIS 
315,000 in the 50-60 age group.

Comparing total debt by socioeconomic status (income quintiles) shows 
that there is no significant gap between the quintiles in the amount of debt 
owed, but there are differences in the distribution of the entities to which 
households are indebted. While the top income quintile owed the highest 
amount to banks (approximately NIS 174,000), the bottom quintile owed the 
highest amount to family and friends (approximately NIS 110,000). These 
findings suggest that, due to the low income of households in the lowest 
quintile, banks do not grant them high credit ratings, but they manage to 
raise funds from friends and family.
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Figure 2. Average debt for those with debt
By socioeconomic status (per capita income quintile)

Source: Kyrill, Shraberman, Taub Center | Data: Paamonim

An international comparison

An analysis of households’ net leverage (the ratio of total liabilities taken by 
households minus  households’ financial assets to GDP) in Israel, shows that 
between 2000 and 2007 there was a decrease in households’ leverage and, 
since 2007, households’ leverage has increased, but has not yet returned to 
its level as of 2000. An international comparison shows that the leverage of 
households in Israel is very low compared to other developed countries: in 
2017, the share of liability stood at 41 percent of GDP in Israel, compared 
with an average of 66 percent of GDP in other OECD countries.
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Executive Summary

Trends in Religiosity Among the 
Jewish Population in Israel

Alex Weinreb and Nachum Blass* 

Full research study published in May 2018

What will the religious makeup of Israel’s Jewish population look like in 
the coming decades? According to the projections of the Central Bureau of 
Statistics (CBS), the Haredi (ultra-Orthodox) population will compose about 
50 percent of Israel’s Jewish population by 2059. 

These projections have raised serious concerns for Israel’s future economic 
growth given the education and employment patterns of contemporary 
Haredim. However, there are a number of significant demographic shifts 
occurring, some of which, it seems, have not been fully accounted for in the 
CBS forecasts.

This study examines trends in religious mobility among Israeli Jews, as 
reflected in the movement of students between sectors in the education 
system, and finds that the majority of the movement is towards less religious 
streams. 

First grade enrollment and fertility rates
The study determines the number of students in 1st grade according to 
type of school supervisory authority, and compares this to their expected 
number given their subpopulation fertility rates. Fertility rates are much 
higher among Haredi Jews than among National Religious Jews, and higher 
among National Religious Jews than among traditional and secular Jews. 

As expected, the number of students enrolled in the Haredi education 
stream increased at the fastest rate between 2001 and 2015: from about 
16,700 1st graders to about 28,000. In the State-religious stream, the increase 
was from about 15,000 to about 21,500 students, and in the State education 
stream from about 45,000 to about 62,500.

* Professor Alex Weinreb, Research Director, Taub Center; Associate Professor, Department 
of Sociology and Director, Health and Society Program, University of Texas in Austin.   
Nachum Blass, Principal Researcher, Taub Center.
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Figure 1. Average annual change in the number  
of 1st grade students
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Source: Nachum Blass and Yossi Shavit, Taub Center 
Data: Ministry of Education, Transparency in Education: Budget 

However, when those growth rates in 1st grade enrollment are 
disaggregated into different periods within the 15-year timespan, significant 
changes in growth can be seen. As shown in the figure above, growth rates 
were much lower in the Arab and Haredi sectors between 2010 and 2015 than 
in the preceding 10 years, and they were much higher in the State (secular) 
sector. Only in the State-religious sector were there similar growth rates in 
both periods.

Net flow towards less religious education streams
Between 1st and 8th grade, many more students move toward less religious 
education streams than in the opposite direction. Specifically, between 
2001 and 2015, there was a net flow (subtracting transfers in the opposite 
direction) of 9.0 percent of boys and 6.4 percent of girls from Haredi to one 
of the less religious streams by 8th grade (about 60 percent to State-religious 
schools, the rest to State-secular schools). 

Likewise, there was a net flow of 16.4 percent of boys and 11.7 percent of 
girls away from State-religious schools toward the State education stream. 
Meanwhile, almost 98 percent of the students who attended State schools in 
1st grade remained in this stream in 8th grade.
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Religious mobility in Israel:  
Towards secularization

The mismatch between prior fertility and 1st grade enrollment, in addition to 
the net flow of students from more to less religious education frameworks, 
point to the importance of understanding religious mobility in Israel. Higher 
fertility of Haredi and religious families does not automatically translate 
into higher growth rates in these populations because there is significant 
religious mobility, and its net effect is to push more people away from 
religious orthodoxy than toward it. 

If these trends continue, they will have a significant impact on the future 
composition of Israeli society. Though the CBS projections predict that for 
every 100 non-Haredi Jews in 2059 there will be about 50 Haredim, taking 
recent trends in religious mobility into account suggests there will be closer 
to 35 Haredim for every 100 non-Haredi Jews.

Figure 2. The effect of net religious mobility from Haredi to  
non-Haredi sectors on long-term population projections
Number of individuals in each religious stream, in millions
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Data: CBS, Long-Range Population Projections for Israel 2009-2059
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Israel’s Labor Market:  
An Overview

Hadas Fuchs and Avi Weiss* 

Introduction

In recent years, the Israeli economy has been quite robust. Its growth rate is 
stable, and consumer prices have begun to drop relative to other countries 
(Bental and Brand 2018). The labor market is strong: participation rates 
continue to rise, employment rates of both men and women are increasing, 
and unemployment has reached a historic low. The number of job vacancies 
has also increased, and wages have been continually rising. These increases, 
along with a high average number of work hours, indicate that Israel’s labor 
market remains tight.1  

This chapter will present changes that have occurred in the Israeli labor 
market, and break these down along several dimensions. We begin by 
providing an overview of developments on the national level and then zoom 
in to examine changes among specific population groups.

1. The labor market: A general picture

Employment rates
In 2018, Israel’s labor market continues to be strong (Figure 1). Labor 
force participation rates (including employed workers and unemployed 
residents wishing to work) continue to rise slowly (an increase of less than 
1 percentage point since 2014); the employment rate has reached slightly 
more than 78 percent; and the unemployment rate is continuing to decline, 

1 A tight labor market is one in which employers have trouble filling job vacancies. The 
index is the ratio between the job vacancy rate and the unemployment rate.

* Hadas Fuchs, Researcher, Taub Center. Professor Avi Weiss, President, Taub Center; 
Department of Economics, Bar Ilan University. The authors wish to thank Noam Zontag for 
his assistance in processing the data, and Professor Gil Epstein, Professor Benjamin Bental, 
and Gilad Brand for their helpful comments.
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reaching a low of 3.4 percent.2 The upward trend in employment affects both 
men (83 percent) and women (74 percent), and is part of a long-term trend 
that has continued since 2003. Overall, the employment rate for men has 
risen by 7 percentage points, while women’s employment has increased by 
13 percentage points.3 The continual rise in women’s employment follows 
a worldwide trend, but the degree of change in Israel, for both men and 
women, is large compared to other OECD countries.

Figure 1. Employment and unemployment rates
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Men's unemployment rate Women's unemployment rate

Note: Data for 2018 are from the third quarter. In 2012, the CBS survey methodology changed, resulting in 
a break in the data series. Data are without fixed samples.
Source: Hadas Fuchs and Avi Weiss, Taub Center │ Data: Central Bureau of Statistics

There was a change in the trend in 2003, which can be seen clearly in 
a breakdown by population group (Figure 2). The only group that shows 

2  Unless otherwise specified, the data are for ages 25-64; the 2018 figures are for the first 
three quarters of 2018; all of the data in this section are for fixed samples — excluding 
institutionalized individuals and Bedouin living in unrecognized settlements (for more 
detailed information, see the introduction to the CBS Labor Force Survey).

3 In 2012, the CBS survey methodology changed, resulting in a break in the data series. Data 
have been concatenated to their level after the series break. Where not otherwise specified, 
Haredim (ultra-Orthodox Jews) were identified by most recent institution of learning.
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no change is that of non-Haredi Jewish women, whose employment rate 
had been rising for a long time — even before 2003. For all other groups, 
employment rates had previously been declining or remained stagnant. The 
sharpest employment rate increase was among Haredi (ultra-Orthodox) 
women — about 22 percentage points over a decade and a half. Employment 
rates among Arab Israeli women are particularly low, but after a period with 
a notably slow  increase  (2 percentage points between 2012 and 2016),  the 
past two years show a major leap. Overall, since 2003, Arab Israeli women’s 
employment has increased dramatically; the employment rate over this 
period nearly doubled, to about 40 percent. By contrast, employment rates 
of Haredi males have shown no change over the last few years, after rising 
more than 15 percentage points until 2015.

Figure 2. Employment rates by population group and gender
Ages 25-64

Note: Data for 2018 are from the third quarter. In 2012, the CBS survey methodology changed, resulting 
in a break in the data series. Data have been concatenated to their level after the series break. Data are 
without fixed samples (see the explanation in the introduction to the CBS, Labor Force Survey).
Source: Hadas Fuchs and Avi Weiss, Taub Center │ Data: Central Bureau of Statistics
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Employment rates for non-Haredi Jewish men and women are higher 
than the OECD average, the non-Haredi Jewish women’s rate markedly so 
(only that of Iceland’s is higher). The Haredi women’s employment rate also 
surpasses that of OECD women, but the Arab Israeli women’s rate is still 
considerably lower. The employment rate of Arab Israeli men is lower than 
that of non-Haredi Jewish men, and is also below the OECD average. Thus, the 
potential for further growth in employment and labor market participation 
lies with Arab Israeli men and women, and among Haredi men.

In order to shed light on the factors behind the rising aggregate 
employment rate, the increase is broken down into its determinants — the 
change in employment rate for each population group and the change in 
the share of each group in the population. To demonstrate, the change in 
the employment rate for women consists of changes that took place within 
each population group, and of the change in the shares of each of the groups 
within the population over the relevant time period. Assume, for instance, 
that the employment rate within each population group remains identical 

over time, but the share of 
Arab Israeli women 
rises. In such a case the 
employment rate of 
women in the economy as 
a whole would fall due to 
the rise in the share of the 
population group with the 
lowest employment rate. 
This change is denoted 
the “composition effect.”

The population group 
breakdowns for the 
period between 2003 and 
2018 are shown separately 
for men and women in 
Figure 3. The total change 
for women was more than 
double that of men (12 
and 6 percentage points, 
respectively), but the 
two genders show quite 
similar determinants. For 
both men and women, 

Note: Data are without fixed samples through third quarter 2018.
Source: Hadas Fuchs and Avi Weiss, Taub Center │ Data: CBS

Figure 3. The breakdown of the rise in 
employment, 2003-2018
Within sectors and the composition effect
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most of the employment growth was due to changes in the non-Haredi Jewish 
population (5 and 10 percentage points for men and women, respectively), 
mainly because this is the largest of all groups. For both genders, the 
composition effect (the change in the groups’ relative sizes) was negative, a 
decline of 2 percentage points in both groups. That is, the relative growth of 
population groups characterized by lower employment rates (Arab Israelis 
and Haredim) reduced employment rate growth in the economy as a whole. 
While there was an increase in employment in the minority groups, Arab 
Israelis and Haredim (2.4 percentage points for men and 3.9 percentage 
points for women), about half of the contribution from this increase to the 
overall employment rate was offset by the decline stemming from these 
groups’ growing share in the population. 

Figure 4 shows a breakdown by age group, including the composition effect 
caused by the change in the age distribution. Although population aging 
negatively affects employment, the composition effect seen here is relatively 
small. Among women there is a substantial change in employment rates in 
all age groups, with the 
greatest impact coming 
from the 35-44 and 55-
64 groups. These two 
groups also show the 
greatest employment 
growth in recent 
years (2012 to 2017), 
though the reasons 
behind the growth are 
fundamentally different 
for each group. For 
women in the 35-
44 age range, there 
was a major increase 
in the percentage 
of mothers of young 
children entering the 
labor market (Bowers and 
Fuchs 2016). In contrast, 
women ages 55-64 who 
are on the threshold of 
retirement show a very 
large employment rate 

Figure 4. The breakdown of the rise in 
employment, 2003-2017
Within age groups and the composition effect

Source: Hadas Fuchs and Avi Weiss, Taub Center  
Data: CBS, Labor Force Survey
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increase for two reasons. First, women belonging to later age cohorts are 
participating more extensively in the labor market, meaning that they are 
working more than their predecessors did even as they approach retirement 
age. Second, the increase in the retirement age means that women are 
remaining in the labor market for longer periods.

Among men, the most substantial employment rate increase occurred 
in  the 55-64-year-old age group,  and  to a  lesser  extent  in  the 35-44-year-
old group. In contrast to women, the contribution from the increase in the 
younger age group (25-34) was small.  

Wages

Together with the increase in employment, wages continued to rise in 2018, 
at high rates compared to those of the previous year (Figure 5). This  is  in 
addition to the rapid increase in real wages that has taken place since 2014 
— a total increase of 11 percent. It should be noted that the dramatic wage 
increases of the past few years have not been accompanied by a similar 
increase in labor productivity, a necessary condition if this trend is to 
continue in the long term (Brand, Weiss, and Zimring 2017). Early estimates 
indicate trends towards improvement in labor productivity in the opening 
months of 2018; nevertheless, increases in productivity remain much slower 
than wage rises. In 2017, the wage increase was slightly higher in the public 
service sphere, while in 2018, it is more noticeable in the business sector. 
However, the differences are very small; essentially, since 2000, public 
service and business sector wages have been changing in tandem. Mazar 
(2014) shows that until the late 1990s, the relationship between the sectors 
was less robust, and that, while it is a two-way relationship, the private 
sector’s impact on the public sector appears to be more substantial.

Figure  6  presents wages  by  gender  and  sector. Most  of  the  differences 
between the gaps are explained by number of work hours, occupations, 
education levels, and other objective factors, most of which are measurable 
(see Fuchs 2016). However, the similarities in average wage between Haredi 
and  Arab  Israeli  workers  —  both  men  and  women  —  is  interesting  and 
even surprising given the populations’ differing characteristics: school 
study majors, number of work hours, occupations, and the like. The wage 
increases of the past few years were greater in the lower income deciles 
(see, for example, National Insurance Institute 2017), due, to some degree, 
to the minimum wage increase, but the gaps between the population groups 
remain similar. 
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Figure 5. Real wage index
Index year: 2000 = 100
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Source: Hadas Fuchs and Avi Weiss, Taub Center │ Data: Bank of Israel

Figure 6. Average monthly wage
Real wage, 2016 prices
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Spotlight: High tech employment rates

In Israel, the sector that attracts the greatest attention is high 
tech. This is not surprising. Though the sector employs 8 to 9 
percent of Israel’s workers (as of 2017), it contributes 12 percent 
of GDP, a quarter of the country’s tax revenues, and 42 percent 
of exports (excluding diamonds, as of 2014) (CBS 2017).4 This 
spotlight presents employment rates in this sector by gender 
and population group (Figure 7).

As we can see, high tech’s employment share rose 
impressively over the course of a decade, but only for part 
of the population. Although employment increased among 
non-Haredi  Jewish men  from 8  to  15 percent,  the percent of 
Arab Israelis and Haredim employed in high tech remained 
negligible. Women’s employment in high tech is also relatively 
low — a worldwide phenomenon. In 2017, 32 percent of those 
working in the sector in Israel were women — but, as with men, 
the employment rate of non-Haredi Jewish women is much 
higher than of either Haredi or Arab Israeli women. A pleasant 
surprise is that the Haredi women’s high tech employment 
rate has increased substantially: from less than 1 percent in the 
middle of the last decade to a bit above 3 percent today.

Although Arab Israeli women study science in high school at 
much higher rates than do Jewish women (Fuchs 2017), there 
are no signs of increasing employment in the high tech sector. 
One reason for this is the different geographical distributions 
of high tech firms and the population. As shown in Figure 8, 
while most high tech employment is concentrated in the 
center of the country, a large percentage of Arab Israelis live in 
the north (42 percent).5 

4 For more details on this sector, see Bental and Brand (2018).

5 For a more in-depth discussion and additional explanations of this  
phenomenon, and for ideas on how to improve the situation, see Fuchs (2017).  
For a discussion of the impact of commuting on the female Arab Israeli  
population, see Bleikh (2018).
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Figure 7. Share of high tech employment

Figure 8. Share of high tech employment  
by geographic region

Note: In 2012, the CBS survey methodology changed, resulting in a break in the data 
series. Data have been concatenated to their level after the series break.  
Figure 8: Center includes all districts that are not South or North. 
Source for both figures: Hadas Fuchs and Avi Weiss, Taub Center 
Data: CBS, Labor Force Surveys
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The high tech sector suffers from a shortage of workers in 
certain areas — software development, for example, is one of 
the few occupations where the ratio between job seekers and 
vacant positions is less than one (CBS 2018a); that is, where 
there are more positions that need to be filled than workers 
to fill them. The integration of all population groups into this 
sector is essential for its continued growth, and can contribute 
to a reduction in income inequality.

2. Labor market trends by population group

This section focuses on several specific population groups. The important 
parameters of each group will be discussed, and changes in the groups’ 
employment rates will be broken down into their determinants, as was done 
for the population as a whole.

Arab Israeli employment
As noted in the introduction, the employment rate of Arab Israeli men is 
lower than that of non-Haredi Jewish men and is below the OECD average 
(Figure 2). Essentially, after declining sharply until 2003, the group’s 
employment  rate  returned  to  its  1995  level only  in 2017. The educational 
status of Arab Israeli men has been slow to improve as well. In the preceding 
decade (2000 to 2010), the bagrut qualification rate among 12th graders fell 
(due, among other reasons, to a rise in the percentage of those enrolled in 
grade 12 — that is, the pupil base expanded).6 Between 2010 and 2017, the 
bagrut qualification rate rose by 11 percentage points, but still remained 
much lower than the rate for Jewish men.

The increase in the percentage of Arab Israelis pursuing higher education 
during this period was similar for men and women, though the starting 
point for women was higher. Even taking into account the large number of 
Arab Israelis who study abroad, the percentage remains low.

6  The Israeli bagrut exam and certificate is a matriculation exam which is often compared to 
the NY State Regents Examination. A bagrut certificate is awarded to students who pass the 
examinations in a variety of subjects. The bagrut certificate should not be confused with a 
high school diploma which signifies the completion of 12 years of study.

State of the Nation Report: Society, Economy and Policy 201894



Israel ’s Labor Market:  An Overview

The low education level of Arab Israeli men has implications for their 
employment options, and many work in skilled trades in manufacturing, 
construction, and agriculture. Although these percentages are declining, 
they  are  still  quite  high  —  50  percent  in  2017.  These  skilled  trades  are 
characterized by low prestige and low wages, and are at high risk of 
computerization, which could result in workers in these occupations losing 
their  livelihood  (Madhala-Brik  2015).  In  addition,  these  are  physically 
demanding occupations, and Arab Israeli men indeed show a major decline 
in employment rates from age 50 and on.

Workers in skilled trades typically have low education levels; the share 
of skilled workers among Arab Israeli men without academic degrees is 
61 percent (34 percent for Jewish men), and only 6 percent hold academic 
degrees. These figures underscore the importance of upgrading the 
education level of Arab Israeli men.

In contrast to the relative stagnation among Arab Israeli men, the past 
20 years have seen a significant improvement in the education level and 
employment rate of Arab Israeli women, though the employment rate 
itself remains very low. Arab Israeli women’s employment increased by 11 
percentage points between 2003 and 2014 — a nearly 50 percent  increase 
(Figure  2).  Between 2014  and  2016,  the  rate declined  slightly,  but  in  2017 
there was an increase of 2.5 percentage points, and in the first three quarters 
of 2018, there has been an additional rise of 3.7 percentage points. During 
the last third of 2018, Arab Israeli women’s employment rate reached 
about 40 percent. This figure is close to the 2020 target for Arab Israeli 
women’s employment (41 percent) set in 2010 by the Committee to Examine 
Employment Policy in the Ministry of Industry, Trade and Labor (Ministry of 
Industry, Trade and Labor 2010).7 

The rise in Arab Israeli women’s employment over the past two years 
should be viewed against the backdrop of a major decade-long improvement 
in this group’s education level — starting with high school studies, bagrut 
qualification, and technological studies (Fuchs, Yanay, and Blass 2018), and 
culminating in a higher rate of enrollment in academic programs (Fuchs 
2017). The percentage of Arab Israeli women among undergraduate students 
in Israeli institutions of higher education has continued to rise (CBS 2018b). 
That is, the current percentage of Arab Israeli women students is similar to 
their share in the population. These developments herald a cultural change 

7  It should be noted that these figures are without fixed samples, that is, they do not 
include Bedouin living in unrecognized settlements. It is likely that, when adjusting for this 
population segment, the Arab Israeli women’s employment rate is further from the target.
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in Arab Israeli society. Arab Israeli women are more interested in joining the 
labor market — a change that is also evidenced by their employment rate 
increase — and this trend is expected to persist in the coming years. 

In light of the dramatic rise in Arab Israeli women’s employment and 
education levels, it is important for policy purposes to know whether the 
increase in the employment rate is a result of changes in education levels 
(the composition effect), or whether there is also an increase in employment 
for women who do not continue on to higher education. Figure 9 shows that 
the increased employment among Arab Israeli women from 2003 to 2017 
stems almost entirely from improved education levels (the composition 
effect). For Jewish women, the breakdown is different: employment rates 
rose because of higher education levels but they also rose within each 
educational level. Ultimately, both groups improved their employment rates 
to similar degrees (around 12.5 percentage points), but for Jewish women the 
rise in educational upgrade contributed only 24 percent of the employment 
increase, while the corresponding figure for Arab Israeli women was 72 
percent. Employment rates also improved for Arab Israeli women without 
a bagrut certificate (which contributed 18 percent to the total employment 
increase), most of the growth was attributable to those who chose to pursue 
higher education.

Figure 9. The breakdown of the rise in employment, 2003-2017
Within education groups and the composition effect 

Source: Hadas Fuchs and Avi Weiss, Taub Center │ Data: CBS, Labor Force Survey
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Given the importance of education for employment, it could be beneficial 
to direct Arab Israeli women heading for higher education toward a variety 
of academic disciplines, especially technological and engineering studies, 
which have high-income potential (see the Spotlight in Fuchs 2017). Higher 
wages for these women could encourage other Arab Israeli women to 
pursue higher education in a range of fields, which in turn would raise their 
employment rates, improve their socioeconomic status, and reduce poverty 
levels within this group. At the same time, consideration could be given 
to offering professional support and placement assistance to Arab Israeli 
women without higher degrees who want to work (as done by the Ministry 
of Labor’s Riyan Centers).

Haredi employment

As noted above, Haredi men have a low employment rate, and this has not 
risen in recent years (Figure 2). The 2020 target for Haredi men set in 2010 
by the Committee to Examine Labor Policy in the Ministry of Industry, 
Trade and Labor is 63 percent, which, at present, seems unattainable. The 
Haredi male employment rate has increased since 2010 by only 8 percent, 
and currently stands at 48.2 percent. Moreover, the increase in employment 
occurred mainly between 2001 and 2012; since 2015, the rate has remained 
the same and even declined slightly. The employment rate of self-defined 
Haredim (as opposed to the commonly used classification based on the most 
recent study institution — yeshiva) is a little higher at 51 percent in 2018, 
but this figure, too, has not risen in the past three years. During the third 
quarter of 2018 the rate actually dropped below 50 percent for the first time 
since 2014. Just as the benefit cutbacks of the early 2000s led to a significant 
rise in employment among those with large families to support (Mazar and 
Reingewertz 2018), the benefit hikes of 2015 may have affected this group’s 
motivation to work and contributed to a reduction in labor supply and 
employment rate stagnation. 

Many employed Haredim hold part-time jobs. About 42 percent of 
employed  Haredi  males  ages  30-64  worked  part-time  in  2017,  versus  15 
percent of non-Haredi Jewish males. About 70 percent of Haredi men 
employed part-time justify this by the fact that they study in yeshiva. The 
share of academic degree holders among Haredi males is low, and many of 
them have not studied a basic core curriculum in school. However, in contrast 
to Arab Israeli men, only a relative minority of Haredi men are employed in 
skilled industry/construction trades or in unskilled jobs (only 18 percent of 
those employed in 2017, compared with 59 percent of Arab Israeli men and 
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26 percent of non-Haredi Jewish men). About 23 percent of employed Haredi 
men work in education, most without academic or post-secondary training 
other than yeshiva study.8 Due to the Haredi single-sex schools, including 
among the faculty, teaching has not experienced the feminization that the 
occupation has seen in other population sectors.   

The employment rate of Haredi women is increasing, and, as noted, it rose 
rapidly between 2004 and 2013 — an increase of 18 percentage points (Figure 
2).9 Between 2013 and 2018, the rate of increase slowed, and the employment 
rate rose by 5.5 percentage points — a figure similar to that for non-Haredi 
Jewish women. Many Haredi women continue to work only part-time and in 
teaching where employment conditions are more suited to working mothers. 
However, the share of those employed in education dropped from 58 percent 
in 2004 to 46 percent in 2017 (Figure 10). This share is still more than double 
the share of non-Haredi Jewish women working in education, and is quickly 
approaching that of Arab Israeli women (38 percent). Note that the rate is 
expected to stay high; the high fertility rates of Haredi women necessitate 
many teachers.  

The share of Haredi women studying technological education in high 
school has climbed steeply over the past decade with many studying human 
resources and bookkeeping (Fuchs, Yanay, and Blass 2018). There has also 
been a rise in the share of those working in high tech (see the Spotlight in 
this chapter). The percentage of Haredi women pursing an academic degree 
is still very low, although many continue their post-secondary studies in 
Haredi seminaries.

Many Haredi women are still employed in part-time positions — 51 percent 
in 2017. Of those working part-time, 55 percent do so  in order to care  for 
their families and households — a higher share than for Arab Israeli women 
(36 percent) or non-Haredi Jewish women (30 percent). Interestingly, Haredi 
women work relatively fewer hours in nearly all occupations and industries. 
In the high tech sector, for instance, the average number of work-hours 
for Haredi women between 2015 and 2017 was 36, versus 41 for non-Haredi 
Jewish women and 38 for Haredi men. The evidence shows that many Haredi 
women prefer working part-time, which suits their larger families and high 
fertility rates, and are willing to study a variety of post-secondary school 

8  This figure is lower than the percentage of those employed in education shown in  
Figure 10 because it includes only those employed as teachers.

9 Due to the methodological changes in the CBS Labor Force Survey in 2012 and the rapid 
increase that began during this period it is hard to give an accurate estimate, but the rate 
ranges between 14.3 percentage points and 19.3 percentage points.
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subjects that open occupational avenues that are conducive to part-time 
employment. Improving the education level at seminaries, while creating 
new engineering tracks to supplement those already in existence, would 
open more employment options (some at higher wages) for Haredi women.

Figure 10. The share of Haredim working in the education field

Note: In 2012, the CBS survey methodology changed, resulting in a break in the data series. Data have 
been concatenated to their level after the series break.
Source: Hadas Fuchs and Avi Weiss, Taub Center │ Data: CBS, Labor Force Survey

Employment among older adults
Now that the baby boomers (those born between 1946 and 1964) are reaching 
retirement age, the share of working-age people in the population will fall, 
and the dependency ratio will increase.10 While Israel’s rate of population 
aging is low relative to the OECD, when adjusting for the high birth rate the 
country’s dependency ratio is the highest in the OECD. Israel’s dependency 
ratio has been declining since 1984, reaching a low in 2009, but it is expected 
to rise and to return, by 2030, to its level in the early 2000s (UN Population, 
intermediate forecast11). Put another way: Israel’s share of dependent people 
was high in the past also, but there is a change in the dependent population’s 
composition, with a rising percentage of seniors. One way of addressing 

10 Dependency ratio is the ratio between the non-working age population and those of 
prime working age: the 0 to 19 and 65 and over age ranges versus those ages 20 to 64.

11 https://population.un.org/wpp/Download/Standard/Population/.
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the effect of population aging and the declining share of the working-age 
population is to raise the retirement age. The retirement age for Israeli men 
(67) is high relative to the OECD, but the Israeli women’s retirement age (62) 
is low. Israel is one of only three OECD countries in which the gender gap in 
retirement age is not expected to close in the coming years. For over a decade, 
the Israeli government has been trying to raise the women’s retirement age 
by  two  years,  to  64,  but without  success.  Yet,  even  if  the  retirement  age 
were to go up by two years, a three-year gender gap would remain, and the 
women’s retirement age would still be lower than the OECD median (65).

In addition to the savings that a higher retirement age would bring to the 
near-bankrupt National Insurance Institute, it would encourage people to 
stay in the labor market and retire later, and could potentially help reduce 
the employment pension gender gap.12 Within the 45-54 age group, Jewish 
women’s employment rates are similar to those of Jewish men, but in the 
years just before retirement — ages 55-59 — their employment rates become 
similar to those of pre-retirement Jewish males (60-64). 

Alongside the advantages, there is also criticism of initiatives to raise the 
retirement age. One of the claims is that raising the retirement age harms 
those who exit the labor market unwillingly at earlier ages, as it would 
delay their eligibility for old-age benefits by two to five years. There is an 
argument that the share of women employed in physically demanding jobs 
is higher than that of men and so their earlier retirement from the labor 
force is justified and raising the retirement age would unfairly discriminate 
against them, but it is unclear whether this claim is supported by the data. 
The population known for exiting the labor force at a relatively young age 
is Arab Israeli men, many of whom, as noted earlier, work in skilled trades 
in construction and industry. These jobs are physically demanding and the 
percentage of women employed in them is small — less than 3 percent of all 
employed women.

Nevertheless, it appears that women from weaker socioeconomic 
population groups would be hurt by deferred pensions. In 2004, the retirement 
age for women rose from 60 to 62, but the employment rate of Haredi and 
Arab Israeli women (for the most part, those with lower wages) in the 55-64 
age group was relatively low, and has barely risen since. (It should be noted 
that the employment rate of non-Haredi Jewish women with low education 
levels increased.) Figure 11 shows the various age groups’ contribution to 
rising employment rates by sector (as well as the composition effect). Among 

12  A simulation that examined the impact of retirement age showed that retiring at 67 
rather than 62 increases employment pensions by 45 percent (Bowers and Fuchs 2018).
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non-Haredi Jewish women, the largest contribution to employment growth 
was that of the 55-64 age group (35 percent of the total increase), while for 
Haredi and Arab Israeli women most of the employment growth came from 
the 25-54 age range. That is, employment rates for Arab Israeli and Haredi 
women were virtually unaffected by the retirement age increase from 60 to 
62, and we may assume that they will not be affected by any future increase. 
At the same time, the male partners of Arab Israeli and Haredi women ages 
55-64 are not employed either — the latter due to generally low employment 
rates, the former because they leave the labor market at relatively young 
ages. It appears then that those most likely to be negatively impacted by 
a change in the retirement age are older Arab Israeli and Haredi women.13 
Accordingly, consideration should be given to providing support for these 
women should the retirement age actually be raised. Nonetheless, changing 
the “rules of the game” would likely also lead to major behavioral changes.

Figure 11. The breakdown of changes in women’s employment, 
2003-2017
Within age groups and the composition effect

Source: Hadas Fuchs and Avi Weiss, Taub Center │ Data: CBS, Labor Force Survey

13 Those affected would be older homemakers eligible to receive the old-age pension at 
retirement age (National Insurance Institute).
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Conclusion

This chapter offers an overview of developments in employment among 
women and men, and among several specific population groups. This 
breakdown allows us to examine the factors influencing employment trends. 
The past decade and a half have seen rising Israeli employment rates for 
all sectors and genders, and wages have climbed impressively over the last 
few years as well. The largest employment gains are those of Haredi women, 
who are approaching the level of non-Haredi Jewish women in this regard, 
and Arab Israeli women, whose employment rate has doubled and is now 
approaching its 2020 target figure.

The less welcome news relates to Haredi men, whose employment rate 
has stagnated in recent years and even started to drop, and Arab Israeli men, 
who lag far behind Arab Israeli women in terms of improved educational 
levels. If labor market participation is to keep rising, the participation 
rates of Haredi men and Arab Israelis, men and women, must increase. 
Guiding people toward post-secondary STEM studies, providing vocational 
training to those without academic degrees, and encouraging employers to 
aim for diversity in the workplace, could help these groups integrate into 
prestigious, high-paying fields, and thereby strengthen the Israeli economy 
and society as a whole.
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How Much Can the Israeli  
Start-Up Nation Continue  

to Grow? 
Gilad Brand* 

Abstract
A national program to grow the skilled labor force to ready them for 
employment in the high tech sector has been initiated recently by the 
government of Israel. This chapter aims to evaluate the potential for success 
of this approach. The evaluation is through a comparison of the skill level 
of high tech and non high tech workers in Israel and in other developed 
countries as they are measured by the OECD’s Survey of Adult Skills (PIAAC).

The data show that the skills and wages of high tech sector workers (as 
measured by the PIAAC survey) are very different from those in the other 
economic sectors, and that these disparities are exceptional when compared 
to other countries. These gaps lead to a weak connection between the sectors, 
and so it is difficult to expect that the anticipated widening of employment 
in this sector will lead to a significant spread of knowledge and innovative 
work methods from high tech to other industry sectors.

The findings also suggest that policies to encourage high tech employment 
are relevant for only a small share of the working age population (about 
1 percent). This is for two reasons. The first is that, as of now, the share 
of workers in high tech is high relative to other developed countries. The 
second reason is that the skill level of workers outside of high tech are, in 
fact, substantially lower than the average skill level in the high tech sector.

It was also found that due to low proficiency in English and generally 
low skill levels (as measured by the PIAAC survey), the use of vocational 
retraining as a means of integrating Arab Israelis and Haredim into high tech 
is of limited potential value. The little as yet untapped potential lies in the 
non-Haredi Jewish population, to which the majority of high tech workers 
already belong.

* Gilad Brand, Researcher, Taub Center. The author wishes to thank Professor Benjamin 
Bental, Professor Gil Epstein, Professor Alex Weinreb, Professor Avi Weiss, and Dr. Assaf 
Zimring for their enlightening comments. The final result reflects the views of the author 
alone and are his sole responsibility.
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Survey data show that the majority of workers in the non high tech 
industries are characterized by low skill levels, and this is possibly one of the 
reasons for low wages and low productivity in those industries. It is possible 
that focusing on raising skill levels of workers in those segments through 
appropriate retraining, as well as improving the education system (which 
will lead to higher skill levels in the next generation) is preferable to the 
effort to move additional high skilled workers to the high tech sector.

Introduction

Israel’s reputation as the “Start-Up Nation” is well-earned given that high 
tech is such an important component of the Israeli economy. Although 
the sector’s share of the Israeli worker population amounts to only about 
8 percent (Figure 1), high tech accounts for a major portion of the added 
value of Israeli exports,1 and provides a quarter of the country’s income tax 
revenues.2 Moreover, on average, high tech workers earn double the amount 
earned in other sectors.

However, despite the high tech sector’s high wage levels, its employment 
share has remained almost unchanged for over a decade, and there is 
evidence that employers are having difficulty filling positions. For instance, 
Central Bureau of Statistics (CBS) labor market supply and demand surveys 
have consistently shown that the number of available positions in the 
science, engineering, and information technology fields exceeds the number 
of job seekers in these fields.3  

1 See the discussion in Bank of Israel (2011:274).

2 This estimate is calculated by multiplying the income tax payment distribution per 
decile by the prevalence of high tech workers in those deciles. Data on income tax payment 
distribution are shown in State Revenue Administration (2017:Chapter 5). The share of 
high tech workers in each decile was calculated by means of Central Bureau of Statistics 
administrative data.

3 Data for 2017 indicate that there are five software development positions available for 
every job seeker (CBS 2018). By contrast, Bental and Peled (2016) find no evidence of a 
comprehensive shortage of STEM graduates, but note that shortages may exist in specific 
fields. Deming and Noray (2017) argue that the difficulty in filling high tech positions is due 
to rapid technological change that renders some workers’ skills obsolete and increases the 
demand for other workers with expertise in new fields.
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Figure 1. Share of workers in the high tech sector
24 OECD countries, ages 25-65
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Note: The high tech sector includes the following: pharmaceutical production; electronics and electronic 
equipment; aerospace manufacturing; computer programming; data analysis; research and development.
Source: Gilad Brand, Taub Center │ Data: OECD, PIAAC

Recent years have witnessed the launch of several government programs 
aimed at increasing the supply of high tech workers. These include raising 
computer science student quotas, creating intensive career retraining 
programs with a specifically high tech orientation (coding boot camps), and 
instituting reforms to encourage higher level math study in high school.
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Additionally, in January 2017, a comprehensive government program 
aimed at increasing the supply of skilled high tech personnel was approved 
(Prime Minister’s Office 2017).4 The program intends to encourage the 
return of Israeli expatriates and to offer incentives to potential immigrants 
(per the Law of Return) who possess the requisite skills needed in the high 
tech industry. It also streamlines the work permit process for foreign 
experts working in Israel. In order to improve the existing pool of human 
capital, the program proposes increasing the number of student grants 
allocated in technology fields, running programs aimed at exposing pupils to 
science and technology in informal education frameworks, and subsidizing 
retraining courses that will enable academic degree holders to enter high 
tech. The reform also proposes subsidizing extra-academic training (e.g., 
digital courses), expanding the tech course offerings at Haredi (Jewish ultra-
Orthodox) women’s seminaries, and developing a guidance system focused 
on populations that are currently under-represented in high tech — women, 
Arab Israelis, and Haredim.

The aim of this study is to assess the potential impact of government 
efforts for increasing employment in the high tech sector through vocational 
training, by means of the OECD’s Survey of Adult Skills (conducted by the 
Programme for the International Assessment of Adult Competencies — 
PIAAC). The first section presents an international comparison of skill 
levels, illustrating, among other things, the importance of competencies in 
determining worker wages — and how Israel lags behind the comparison 
countries on this parameter. The second section compares the skills 
of high tech workers in Israel to those of workers in the other economic 
sectors. The findings suggest that disparities in favor of Israeli high tech 
workers are especially large relative to other OECD countries. In light of 
the skill differences, the third section discusses the potential for expanding 
employment in Israel’s high tech sector, providing a simulated calculation 
of the percentage of workers currently employed in other fields who 
could transfer to high tech. The simulation indicates that only a negligible 
proportion of Israeli workers (around 1-2 percent) not already in the field 
could feasibly enter the high tech sector, meaning that growth potential 
from professional retraining programs is not large, and the government 
should seek other sources of future economic growth.

4 https://www.gov.il/he/departments/policies/2017_des2292; and The Jerusalem Post 
article (in English) from the same day, https://www.jpost.com/Business-and-Innovation/
Government-approves-plan-to-boost-manpower-in-hi-tech-sector-478505.

State of the Nation Report: Society, Economy and Policy 2018108

https://www.gov.il/he/departments/policies/2017_des2292
https://www.jpost.com/Business-and-Innovation/Government-approves-plan-to-boost-manpower-in-hi-tech-sector-478505
https://www.jpost.com/Business-and-Innovation/Government-approves-plan-to-boost-manpower-in-hi-tech-sector-478505


How Much Can the Israel i  Start-Up Nation Continue to Grow?

What is the Survey of Adult Skills (PIAAC)?

The OECD’s Survey of Adult Skills (PIAAC) evaluates the skill levels of people 
ages 16 to 65 in three basic areas: literacy, numeracy, and problem-solving 
in technology-rich environments. The survey also collects comprehensive 
information on a variety of background variables relating to education, 
the nature of employment and part- or full-time employment, age, gender, 
and more. The tests, and most of the background variables examined in the 
survey, are identical for all participating countries.5  

Not surprisingly, people identified in the survey as having strong 
skills tend to earn higher wage levels. For example, Hanushek, Schwerdt, 
Wiederhold, and Woessmann (2015) show that the unexplained variation in 
wages diminishes greatly when employee achievements on the skills survey 
are taken into account.

A Bank of Israel study (2016) shows that, in sectors where Israeli workers 
have inferior skills relative to the OECD average, productivity is low as 
well (relative to other developed countries) — even when workers’ formal 
education levels are no lower than those of their counterparts elsewhere. 
Moreover, Hanushek and Woessmann (2008; 2012) show that cognitive 
abilities measured on international exams explain economic growth to a 
greater degree than formal education as measured by years of schooling. 
These findings indicate that worker competencies are not determined solely 
by number of years of schooling, but also by the quality of education —
alongside personal and environmental characteristics reflected in the PIAAC 
survey. Thus, the skill level measured by this survey, particularly among 
younger age cohorts, serve as an indicator of economic growth potential 
over the coming years (for a full list of the definitions, see the Appendix).

1. Basic worker skills: International comparisons

Figure 2 shows basic worker skill levels relative to the comparison-country 
average (for OECD countries with available data, as measured by the PIAAC 
survey). The data indicate that Israel’s average skill levels are lower than 
those of most of the comparison countries. When the results are broken 
down by population group, Israel’s poor showing can be traced to the Haredi 
population and, to an even greater extent, to the Arab Israeli population, 

5 The survey was conducted in two stages. The first stage concluded in 2012, and the second 
stage in 2015. Israel participated only in the second stage.
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whose workers display exceptionally low competency levels. The negative 
gap between the average skill levels of the Arab Israeli population and the 
comparison-country average is very large, amounting to a full standard 
deviation (to illustrate how exceptional this is, note that the skill level of 
68 percent of the survey participants are no more than a standard deviation 
from the average). Israel’s non-Haredi Jewish population displays more 
encouraging results; the skill levels measured for this group are close to the 
OECD average.

A closer examination of skill levels by age group reveals an upward 
trend; the skills of the younger age groups surpass those of older workers 
in most Israeli population groups, except for the Haredi sector (Figure 3). 
For example, non-Haredi Jews ages 56-65 show a significant negative gap 
(0.3 standard deviations) relative to the comparison-country average; in the 
46-55-year-old age group the gap narrows to 0.1 standard deviations; and 
the youngest age groups display skill levels no lower than the average for 
the comparison countries. A similar trend was found within the Arab Israeli 
population as well.6 

6 Fuchs, Yanay, and Blass (2018) find a similar trend in the achievements of pupils in the 
Israeli school system.
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Figure 2. The skill level as measured by the PIAAC survey  
relative to the OECD average
28 OECD countries, in standard deviation units, ages 16-65 (age group 
adjusted)

-103%

-28%

-19%

-8%

-120%-100% -80% -60% -40% -20% 0% 20% 40% 60%

Chile
Israel, Arabs

Turkey
Spain

Italy
Israel

Greece
Israel, Haredi

Slovenia
France
Ireland

US
Israel, non-Haredi Jews

Poland
UK

South Korea
Lithuania
Canada

Germany
Austria
Estonia

Slovakia
Czech Republic

Denmark
New Zealand

Norway
Belgium
Sweden

Netherlands
Finland
Japan

Source: Gilad Brand, Taub Center │ Data: OECD, PIAAC

111



Figure 3. The gap between the average skill level in Israel and 
the OECD
28 OECD countries, in standard deviation units, by sector and age group 

Note: The dotted lines represent the 95 percent confidence intervals.
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The results also show that Israel’s PIAAC survey score dispersion is among 
the OECD’s highest, and that Israel is characterized by a high percentage 
of workers with low skill levels.7 For the purpose of this comparison, the 
average achievements of the comparison countries were divided into 
deciles, and Israeli participants’ achievements were compared to their OECD 
counterparts in each decile. The data show that 16 percent of the Israeli 
population is ranked in the lowest skill decile of the comparison countries; 
of these Israelis, 51 percent are non-Haredi Jews, 44 percent are Arab Israelis, 
and 5 percent are Haredi Jews. In addition to the 16 percent of the Israeli 
population in the lowest skill decile, another 13 percent place in the second-
lowest skill decile. Only 7 percent of Israelis can be found in the highest 
skill decile (Figure 4). An analysis by population groups reveals a worrying 
picture: half of the Arab Israeli population is concentrated in the two lowest 
skill deciles, with just a negligible share placing in the highest deciles. As 
noted, Israel’s non-Haredi Jewish population shows relatively encouraging 
scores, and we can see that the skills distribution for this group is fairly 
similar to the OECD average. From this comparison, we can conclude that 
Israel has a large share of workers with low skill levels relative to the OECD, 
and, subsequently, low earning ability. Thus, Israel’s main challenge lies in 
the skill levels of the Arab Israeli and Haredi populations.

7 See the discussion in Ministry of Finance (2016). The authors show that individuals in 
Israel’s highest skills decile have achievements similar to the OECD’s highest decile. By 
contrast, the gaps are wider in the lower skill deciles. The authors conclude that there is 
no gap between high-skilled Israelis and their OECD counterparts, that the gap is relatively 
small at the moderate skills level, and that a large disparity exists between Israel and other 
developed countries at the lowest skill levels.
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Figure 4. The skill level of the Israeli population
By skill deciles, 28 OECD countries, ages 16-65 (age adjusted)

Source: Gilad Brand, Taub Center │ Data: OECD, PIAAC

Another question that can be addressed through the PIAAC survey is that 
of the degree to which basic skill levels correlate with wages, and whether 
the return on skills is similar to the return on formal education. The data in 
Figures 5 and 6 show that, while the skills premium in Israel is noticeably 
high in an international comparison, the return on formal education in Israel 
is similar to the average for the sample countries.8 A possible explanation for 
this is that in Israel skilled workers are more of a rare phenomenon.9 By 
contrast, Israel’s relatively high share of college graduates has, to a certain 
degree, eroded the return on academic education.10 

8 This finding is also noted in Ministry of Finance (2016). Mazar (2018) demonstrates that 
Israel’s high return on skills is due to relatively high returns in the business sector, while the 
return on skills in the public sector is similar to the average for other developed countries.

9 Bank of Israel (2016) finds a negative relationship between a country’s skill levels and its 
return on skills, and concludes that, the rarer a skill is, the higher its price in the  
labor market.

10 Israel’s share of people with an academic education is higher than that of most developed 
countries, and is surpassed only by that of Canada (Katz 2017).
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Figure 5. Skills premium
Increase in hourly wage as a result of a rise of 1-standard deviation in skill 
level, 21 OECD countries, ages 25-65, business sector, controlling for formal 
education and other observable characteristics
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Note: Return is calculated using a standard Mincer equation where hourly wage is regressed on gender, 
marital status, and dummy variables for native-born workers, 10 age groups, and 5 categories of formal 
education (self-reported). Results are significant at the p < 0.01 level for all countries except Greece and 
Israeli Arabs where the results are not significant. The estimate for the Israel, Haredi sector is significant 
at the p < 0.05 level.
Source: Gilad Brand, Taub Center │ Data: OECD, PIAAC
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A breakdown of the data by population groups reveals a more complex 
picture. Particularly notable is that the Arab Israeli population displays a low 
return on skills but a relatively high return on formal education.11, 12 Since 
the skills premium is calculated while controlling for formal education, this 
means that the market offers similar remuneration to Arab Israelis whose 
education levels are identical, but whose cognitive abilities as measured 
in the PIAAC survey differ.13 The question as to why the return on skills is 
relatively low among the Arab Israeli population is beyond the scope of this 
work, but merits future in-depth study.

11 This figure is consistent with the findings of Melzer (2014). Melzer’s article employs 
several different methods in order to address typical problems that arise when calculating a 
wage equation, and shows that the excess return is lower for Arab Israeli men and higher for 
Arab Israeli women when taking these problems into account.

12 This result remained also when a quantile regression analysis was performed.

13 The calculation we performed does not control for fields of study, as some of the return 
on skills is relevant to this choice. Adding this variable to the calculation does not alter  
the results.
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Figure 6. College wage premium: The hourly wage gap between 
workers with an academic education and those without
21 OECD countries, ages 25-65, business sector, controlling for skill level 
(PIAAC) and other observable characteristics
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Note: Return is calculated using a standard Mincer equation where hourly wage is regressed on gender, 
marital status, results on the verbal and quantitative portions of the PIAAC survey, parents’ schooling, 
and dummy variables for 10 age groups and native-born. Results are significant at the p < 0.01 level for 
all countries except for the Israel, Haredi population, where results are significant at the p < 0.05 level. 
Data for the UK do not allow identification of post-secondary school studies alone; the value presented 
represents return on post-secondary schooling and not necessarily academic education.
Source: Gilad Brand, Taub Center │ Data: OECD, PIAAC
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2. The Start-Up Nation: High tech versus  
the rest of the labor market

As noted, on average, workers in Israel’s high tech industry enjoy salaries 
that are double the wages in other sectors of the economy, with Israel 
showing the largest inter-sector disparity of all OECD countries (Figure 
7).14 Additionally, in recent years, the large high tech companies (such as 
Elbit and Google) have been regularly ranked among Israel’s most desirable 
workplaces (The Marker 2018), and it seems reasonable to assume that the 
negative characteristics of high tech employment (such as long work hours 
and the absence of long-term security) are compensated for by more than 
just high wages. Thus, there would appear to be major incentives for workers 
to acquire the necessary high tech skills. The question then arises: Why has 
the share of high tech workers remained unchanged for over a decade?

As detailed in Brand (2017), a possible explanation for the rigidity in the 
supply of workers in the high tech sector is that the unique character of 
high tech human capital in Israel constitutes a barrier to entry for workers 
from other sectors. However, this is not the only possible explanation. It 
is also possible that this rigidity stems from the workers themselves — not 
all of whom are interested in working in the high tech sector at the given 
wages and employment conditions. It is possible that systemic factors, or 
other adjustments in the labor market, prevent the creation of an efficient 
labor market where suitable employers and employees find each other. 
Among other possibilities is that high taxes influence workers’ decisions in 
choosing a profession. The recently conducted PIAAC survey in the OECD 
creates an opportunity to examine how important an obstacle the level of 
human capital is to entry into the high tech sector. If, indeed, the need for 
high-level skills presents an obstacle to workers transferring into high tech, 
we would expect that those workers who are not currently in high tech have 
far lower skill levels than workers employed in the high tech sector.

14 Brand, Weiss, and Zimring (2017) find a larger (2.5 times greater) wage gap when 
comparing high tech to the other sectors. One reason for the differing findings is that the 
comparison presented here includes only full-time employees and workers from the entire 
economy, not just from the business sector. The data source and the comparison-country 
sample differ as well. A calculation of the premium on high tech employment (by means of 
a standard Mincer equation in which such characteristics as skills and fields of study are 
controlled for) also indicates that the Israeli premium exceeds that of any other  
comparison country.
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Figure 7. Wage premium for employment in high tech, 2012-2015
Ratio of high tech sector wages to those in the other sectors,  
18 OECD countries, ages 25-65, full-time employment

Note: The PIAAC survey was conducted in two rounds between 2012 and 2015; data for each country is 
between these dates depending on when the survey was conducted.
Source: Gilad Brand, Taub Center │ Data: OECD, PIAAC

Indeed, the survey results point to stark differences between the skill 
levels of high tech workers and those of workers in other fields. Israeli high 
tech worker skills are rated higher than those of other workers by a large 
margin (nearly a full standard deviation). In international comparison, while 
the skills of Israel’s high tech workers are similar to those of their peers in 
other countries, the skills of Israeli workers in other industries are inferior 
to those of workers in most of the comparison countries (Figure 8). As a 
result, the skill gaps between Israeli high tech workers and Israeli workers 
in other sectors are the largest of all of the comparison countries (Figure 9).
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Figures 8. The skill level of workers compared to  
the OECD average
21 OECD countries, in standard deviation units, ages 16-65 (age group adjusted) 
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Figure 9. The skill level gap between workers in the high tech 
and the non high tech sectors
21 OECD countries, in standard deviation units, ages 16-65 (age group adjusted) 
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Another finding from the survey is that a large portion of the most highly-
skilled workers as measured by PIAAC survey are already in high tech. The 
share of employed persons in the high tech sector among Israeli workers 
ranked in the highest skills quintile is 22 percent — the highest percentage 
of all the comparison countries. Ireland has the second-highest share at 14 
percent, trailing Israel by a large margin (Figure 10a). The skill distribution 
of workers in the high tech sector illustrates the sector’s great reliance on 
the country’s most highly-skilled workers: 60 percent of those working in 
the sector are ranked in the highest skills quintile (Figure 10b).15 

15 Chile, Turkey, and Greece were omitted from these comparisons due to the low number 
of observations of high tech workers (n<50). In several other countries there are no data that 
allow high tech workers to be identified.
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Figure 10a. Share of employees in high tech out of  
the highest skill quintile
21 OECD countries, ages 25-65 (age group adjusted)
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Figure 10b. The composition of employees in high tech  
by skill quintile
21 OECD countries, ages 25-65
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Thus, the Survey of Adult Skills data effectively offer a good explanation 
for the difficulties high tech employers face in filling positions, despite the 
relatively high wages that they offer. There are major differences between 
the worker skills required in high tech and those required by the other 
business sectors, meaning that high tech’s higher wages are not sparking 
worker mobility or substantially changing the composition of workers 
across sectors. Moreover, the high-skilled population as measured by PIAAC 
survey is already well-represented in the various high tech fields, meaning 
that the potential for enlarging the scope of high tech employment is likely 
approaching its upper limit.

3. The potential for expanding the high tech 
sector through Israeli labor

The previous sections noted the advantages of high tech employment and 
the high skill levels required of those working in the sector. This section 
will try, by means of PIAAC survey results, to assess the potential for other 
workers to enter the high tech sector.

What skills are necessary to work in high tech?
The Survey of Adult Skills enables an assessment of worker employment 
attributes relevant to the high tech sector or, in other words, the likelihood 
that workers at various skill levels will be employed in high tech. As can be 
seen in Figure 11, the probability of employment in the high tech sector, as 
measured by the PIAAC survey standard score ranking, is close to zero for 
workers at the lower skill levels, and increases as the skill levels rise.

Similarly, we can assess the probability of science and technology 
graduates at various skill levels finding employment related to their fields 
of study. The results indicate that even among graduates in fields relevant 
to high tech, workers with low skill levels are less likely to be employed in 
occupations in those fields (Figure 12).

Compared with other countries, the data show that Israel’s high tech 
sector has an exceptionally large concentration of workers at the highest 
skill levels.16  

16 The causal relationship between skills and high tech employment can work in two 
directions. In one direction, a high skill level increases the probability of relevant studies at 
in-demand institutions, and also raises the individual’s status in the eyes of employers. In the 
other direction, it is likely that high tech employment, especially in science and engineering, 
improves worker performance on the PIAAC survey, especially on the quantitative portion. 
Since there is a close relationship between scores on the quantitative and verbal portions     
(ρ = 0.91), in this section the assessment was based on the verbal portion only. Including the 
score on the quantitative portion only sharpens the findings based on verbal scores.
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Figure 11. Probability of employment in high tech by skill level
21 OECD countries, ages 25-65

Figure 12. Probability of employment in the science-engineering 
professions for academic graduates in those majors
21 OECD countries

Note for both figures: Probability is calculated using a logistic regression. Explanatory variables are a 
cubic function of verbal skill level and the interaction with gender and English proficiency (written). 
The estimation is based on the measured skill level in the verbal section only and does not include the 
quantitative portion of the survey in order to eliminate as much as possible a reverse causality. The 
dotted lines represent the 95 percent confidence intervals.
Source for both figures: Gilad Brand, Taub Center │ Data: OECD, PIAAC
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Proficiency in English is another skill connected with high tech 
employment. The PIAAC survey conducted in Israel includes a special section 
in which participants are asked to rate their English proficiency level. The 
results show that individuals who reported low levels of English had almost 
no likelihood of being employed in the high tech sector, regardless of their 
skill levels in other areas (Figure 13).17 

Figure 13. Probability of employment in Israel in the high tech 
sector by skill level and English proficiency
Ages 25-65

Note: Probability is calculated using a logistic regression. Explanatory variables are a cubic function of 
verbal skill level and the interaction with gender and English proficiency (written). The estimation is 
based on the measured skill level in the verbal section only and does not include the quantitative portion 
of the survey in order to eliminate as much as possible a reverse causality. The dotted lines represent the 
95 percent confidence intervals.   
Source: Gilad Brand, Taub Center │ Data: OECD, PIAAC

The importance of English proficiency for working in high tech also 
has major implications regarding the composition of the high tech worker 
population. Currently, the decisive majority of those employed in high tech 
(over 95 percent) are non-Haredi Jews. As such, the potential for expanding 
high tech employment lies in the Haredi and Arab Israeli populations, which 
are not currently integrated into this sector. However, English proficiency 
in these populations is poor which is a serious barrier to integration into the 
high tech sector.

17 In general, level of English knowledge is positively correlated with high tech employment. 
This analysis, in particular, focuses on individuals reporting poor or no knowledge of English.
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As shown in Figure 14, almost half of the Haredi population and about 40 
percent of the Arab Israeli population sampled in the survey (ages 26-45) 
report that they have no proficiency in English. About 85 percent of those 
working in the high tech sector report that their knowledge of English is 
good, while only 37 percent of the Arab Israeli and 27 percent of the Haredi 
populations report this level of proficiency. One conclusion that arises from 
this is that improved English instruction in the Arab Israeli and Haredi 
education systems is a necessary step for making the high tech world 
accessible to these populations.

Figure 14. English proficiency level by sector and  
population group, self-reported levels of proficiency
Ages 25-44

Source: Gilad Brand, Taub Center │ Data: OECD, PIAAC
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The potential for expanding the high tech sector: 
Quantitative assessment

Having examined the skills necessary for employment in high tech compared 
with the skill levels in other sectors, it is possible to assess the potential 
for increasing high tech employment in Israel. As shown earlier in other 
contexts, the skills of Israeli high tech workers are much higher than the 
skills of other workers in the labor force. This finding is clearly depicted in 
Figure 15, which shows only partial overlap between the distribution of skills 
in high tech and the distribution of skills of workers in other sectors. Thus, 
many workers in the labor force lack the ability required for employment in 
the high tech field.

Figure 15. Skill distribution in high tech and  
non high tech sectors
21 OECD countries, ages 25-44, Kernel distribution
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Source: Gilad Brand, Taub Center │ Data: OECD, PIAAC

For the purposes of assessing potential employment growth in the 
sector, the relevant portion of the graph is the area of overlap between the 
distributions, which represents those workers whose skill levels match at 
least some of the workers in the high tech sector, but who are not currently 
employed in high tech. The overlapping area is examined by dividing the 
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skill distribution of the OECD high tech sector into percentiles.18 This allows 
a determination of the percentage of workers above a certain skill threshold 
who are not currently employed in high tech.

The comparison focuses on ages 25-44, when the likelihood and feasibility 
of career retraining are relatively high. From the group of workers not 
employed in high tech, subjects who report in the survey that they are 
currently studying disciplines relevant to high tech employment are 
excluded. 

Figure 16 presents the results of the comparison. The horizontal axis shows 
the skill percentiles based on the OECD high tech sector skill distribution, 
while the vertical axis displays the percentage of workers in other sectors 
who fall below the skill threshold. For example, half the population of Israeli 
workers employed outside of high tech fall into the lowest skill decile in high 
tech, and, therefore, the probability that they will be able to work in high 
tech is low.19 By contrast, the skill level of 12 percent of the non high tech 
workers is higher than the high tech skill median, making them more likely 
candidates for successful high tech employment.

An international comparison of these two reference points (Figure 17) 
reveals that Israel has a high share of workers whose skills are low relative 
to those of high tech workers, while its share of workers whose skills are 
high is relatively small. The share of the Haredi sector and, to a great degree, 
the Arab Israeli sector, with the skills to successfully integrate into high 
tech, also appears to be particularly low.20 This means that the potential for 

18 The decision to use the skills distribution in the OECD high tech sector stems from 
the assumption that increasing Israeli high tech employment would likely also involve 
diversifying the types of high tech activity, meaning that the skills distribution of Israeli 
high tech workers could potentially change. As noted, the average skills distribution in the 
comparison countries’ high tech sector is similar to that of Israel; thus, the results are not 
sensitive to this choice.

19 There are several possible explanations for why the share of unskilled workers in high 
tech cannot expand beyond its current level. For example, it is reasonable to assume that 
high tech export is based on a certain share of unskilled workers but it may not behoove high 
tech companies to increase this share. An alternate explanation is that unskilled workers in 
high tech may be high on other skills that are not measured by the PIAAC survey and it is 
reasonable to assume that they are unique within the labor pool.

20 The Ministry of Finance (2017b) finds that the dropout rate of Arab Israeli students in 
programs relevant to high tech employment is high compared with that of Jewish students, 
and that, even among those who complete their degrees, the presence of Arab Israelis in the 
industry is relatively small. It was also found that those Arab Israeli graduates in the relevant 
fields who do find work in high tech earn very high salaries, and that the percentage of those 
pursuing studies in these fields has increased substantially in recent years.
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expanding the high tech worker population in Israel is low in general, and 
this potential is concentrated in the non-Haredi Jewish sector, the sector 
which already supplies most of the high tech workers.

Figure 16. Cumulative distribution of the skill level in  
high tech in the OECD versus the skill level of Israeli workers  
in non high tech
21 OECD countries, ages 25-44, Lorenz curve
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Source: Gilad Brand, Taub Center │ Data: OECD, PIAAC

Figures 17a and 17b are based on two randomly selected reference points, 
but this type of comparison can also be done for the entire distribution. The 
Gini coefficient calculation method enables an assessment of the degree of 
equality between the skill level of high tech workers and those from other 
sectors. The lower the coefficient, the higher the degree of equality, meaning 
the higher the potential for workers to join the high tech field. As shown in 
Figure 18, there is a relatively high level of inequality in Israel, translating 
into low high tech employment growth potential compared with other 
countries. This result is due to a combination of Israel’s already high share 
of workers in high tech, and the low skill level of its workers in other sectors.

Skill percentile of high tech workers in the OECD
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Figure 17a. Skill level of non high tech workers relative to  
high tech workers in the OECD
21 OECD countries, ages 25-44
Share of non high tech workers that match the skill level of the lowest skill 
decile in the high tech sector in the OECD
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Figure 17b. Skill level of non high tech workers relative to  
high tech workers in the OECD
21 OECD countries, ages 25-44
Share of non high tech workers that match the skill level of the upper half  
of the skill distribution in the high tech sector in the OECD
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Figure 18. Gini index of inequality between high tech worker 
skill levels and workers in the other sectors
Ages 25-44
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The potential for increased high tech employment can also be evaluated 
by means of a quantitative estimate. For this purpose, we will look only at 
workers with the following three characteristics:

1. Ages 25-44;

2. Not currently employed in high tech; and,

3. Not currently engaged in science and technology studies (STEM).

State of the Nation Report: Society, Economy and Policy 2018132



How Much Can the Israel i  Start-Up Nation Continue to Grow?

The estimation is carried out under three scenarios: expanded, 
intermediate, and narrow. In the expanded scenario, the assumption is that 
workers ranked above the 34th percentile have the potential to switch to 
high tech; that is, workers in the upper 66 percentiles of the high tech skills 
distribution (in the OECD countries). The intermediate scenario assumes 
that only workers ranking above the skills median have the potential to 
move into high tech, while the narrow scenario includes only workers in the 
upper 34 percentiles.

The results suggest that the potential for expanding employment in 
the Israeli high tech sector is between 3 to 10 percent of the working-age 
population ages 16-64 (Table 1). Consistent with the findings from earlier 
sections, the potential is particularly low in the Arab Israeli population and 
higher in the Jewish population, especially for non-Haredi Jews.

Table 1. Share of those with the appropriate skills to move  
to the high tech sector 
Out of the working-age population, ages 16-64

Narrow  
scenario

Workers over the 
66th percentile in 

high tech

Intermediate 
scenario

Workers over the 
50th percentile in 

high tech

Expanded 
scenario

Workers over the 
34th percentile in 

high tech

Arab Israeli  0.40% 0.51%  1.74%

Haredi 1.33% 4.17% 11.06%

Non-Haredi Jews 3.62% 6.80% 11.87%

Israel total  2.79% 5.32%  9.77%

Note: Subject to the following assumptions: individuals who are not currently employed in the high tech 
sector and are not currently engaged in science and technology studies (STEM).
Source: Gilad Brand, Taub Center 

For a more realistic assessment, two additional characteristics of workers 
are added for those workers who could potentially switch to high tech are 
included in the model:

1. Earning less than 80 percent of the average high tech salary (standardized 
for age group). The purpose of this assumption is to test these workers’ 
motivation to move to high tech. 

2. Knowledge of basic-level English.
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Table 2. Share of those with the appropriate skills to move  
to the high tech sector 
Out of the working-age population, ages 16-64

Narrow  
scenario

Workers over the 
66th percentile in 

high tech

Intermediate 
scenario

Workers over the 
50th percentile in 

high tech

Expanded 
scenario

Workers over the 
34th percentile in 

high tech

Arab Israeli  0.3% 0.5%  1.6%

Haredi  1.3% 2.8%  6.5%

Non-Haredi Jews  3.1% 6.0% 10.3%

Israel total  2.0% 3.8%  7.0%

Note: Subject to the following assumptions: individuals who are not currently employed in the high tech 
sector, are not currently engaged in science and technology studies (STEM), are earning less than 80 
percent of the average wage in the high tech sector (age adjusted), and have at least a basic proficiency  
in English.
Source: Gilad Brand, Taub Center

As shown in the table, the intermediate scenario shows the high tech 
employment growth potential to be about 4 percent of the working-age 
population not currently employed in high tech. For Haredim, the figure is 
about 3 percent, while for Arab Israelis, the potential amounts to just half a 
percent of the target population.

An important element in determining the scope of the potential is worker 
motivation to make the switch into high tech. In order to more accurately 
assess this element, the occupational characteristics of workers identified 
as suitable in the intermediate scenario (about 4 percent of the total target 
population) are examined in light of the five characteristics discussed above. 
This group’s occupational distribution shows that the majority, 68 percent, 
are already employed in occupations either characterized by relatively high 
salaries or characterized by secure long-term employment trajectories that 
compensate for lower wages — such as teaching, the military, or the police 
(Figure 19). The rest of the group, 32 percent, are employed in occupations 
characterized by relatively low wages. This group constitutes 1 percent of the 
total working-age population not already employed in high tech (32 percent 
* 3.8 percent = 1.22 percent). That is, the percentage of workers who may 
expect to improve substantially their employment status by retraining for 
high tech (of all those with the appropriate skills) is very little. Furthermore, 
it is reasonable that these workers have not integrated into high tech as of 
now because of different priorities, like professional interest. This being the 
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case, it appears that the efforts to grow high tech employment is relevant for 
an extremely small share of the labor force in the short term — at least, until 
the population’s skill level improves.

Figure 19. Occupational distribution of workers  
whose skill levels are appropriate for the high tech sector
Ages 25-44, according to the simulation, intermediate scenario 
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Note: Subject to the following assumptions: individuals who are not currently employed in the high tech 
sector, are not currently engaged in science and technology studies (STEM), are earning less than 80 
percent of the average wage in the high tech sector (age adjusted), and have at least a basic proficiency 
in English.
Source: Gilad Brand, Taub Center │ Data: OECD, PIAAC

Conclusion and discussion

Although, the high tech sector in Israel accounts for only about 8 percent of 
total employment, the sector is very important to the economy as a whole. 
It produces about one-fourth of income tax payments in Israel and accounts 
for a major portion of the added value of Israeli exports. From its inception, 
Israel’s high tech sector has enjoyed support and incentives from policy 
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makers. Most recently, a comprehensive government program to encourage 
high tech employment was approved by the government.

Using the OECD’s Survey of Adult Skills Survey (PIAAC), this study 
evaluates the potential for integrating additional workers from the adult 
population in Israel into the high tech sector. The findings suggest that the 
share of additional workers who can successfully integrate into high tech 
on the basis of their skill level is quite small. The potential narrows even 
more when considering that among the pool of potential workers are those 
who have had the opportunity, yet, for one reason or another, chose not to 
pursue a career in this field.

The conclusion that encouraging high tech employment is relevant for 
only a small share of workers is supported by other findings as well. First, 
the average skill level in the working age population is low relative to the 
OECD average, especially among Haredim and Arab Israelis. Second, skill 
level disparities between high tech workers and non high tech workers are 
particularly large in Israel relative to other developed countries. While the 
skill level of Israeli high tech workers are quite similar to those of their peers 
in the OECD countries, skill levels in the other Israeli industry sectors are 
substantially lower. Evidence of this is that despite the particularly high 
wage levels in high tech, the employment rate in the sector has remained 
largely unchanged for over a decade. One conclusion is that the specialized 
and unique human capital required in the high tech field presents obstacles 
to workers from other sectors making the shift to high tech. In addition, it 
seems that the sector has already absorbed the majority of those who can 
work in it. The data show that more than 20 percent of workers in the top 
skill quintile are already employed in high tech — the highest share in any of 
the comparison countries.

A simulation conducted as part of the study shows that the combination 
of the high share of highly skilled workers who are already employed in 
high tech and the low skill level of workers in the other sectors means that 
the potential for increasing high tech employment is low relative to that in 
other countries, at least in the short term.

It was also found that due to generally low skill levels and poor English 
language skills among the Haredi and Arab Israeli population, the possibility 
of improving their employment possibilities in high tech through retraining 
programs is limited. The best but small potential is concentrated in the non-
Haredi Jewish population, from which the majority of high tech workers are 
already drawn. The effectiveness of vocational training in high tech as a tool 
to narrow income gaps across population groups seems dubious.
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An additional factor that indicates that widening employment in high tech 
will not narrow gaps is the wage disparities between workers in the sector. 
Although the average high tech worker has higher wages than workers in 
other sectors, compensation varies widely depending on skill level: while 
the high-tech wage premium is substantial for workers with high measured 
ability levels, the premium falls as ability levels decline (see the second 
analysis in the Appendix). The study also finds that science and engineering 
graduates identified in the survey as not having high ability levels have 
difficulty finding work in occupations related to their fields of study (both in 
Israel and in the OECD countries). Therefore, providing high tech retraining 
for workers with a more diversified skill set will not yield the current wage 
premium measured for high tech employment.  

Alongside this, it should be said that there is a notable shortage of women 
in high tech, and it seems highly likely that a majority of workers with the 
suitable skills and talents lie within this group. Encouraging women to study 
technology and science from a young age and creating high tech employment 
environments that allow for an appropriate work-life balance — like, flexible 
working hours — can also help grow the supply of workers with appropriate 
skills from this population pool.

Beyond the question of the extent to which it is possible to grow the high 
tech sector, there is also room to examine whether this is a worthwhile 
pursuit. It is possible to justify these efforts on the basis that high tech 
employment has a positive external effect on the economy’s other sectors, 
through the spread of innovative work methods to other fields. As noted, the 
unique composition of Israel’s high tech sector’s human capital means that 
worker mobility between sectors is minimal. This and the large technology 
gaps raise doubts regarding the extent of high tech’s positive impact on 
other economic sectors.21 

In fact, the lack of skilled workers in other industry sectors — which is 
likely to widen even more if incentives bring about their integration into 
high tech — may hamper development of the Israeli economy’s comparative 
advantages in other fields, and distort the allocation of resources. For 
example, high tech has a direct impact on the rest of the economy through the 
exchange rate: an increase in revenue from high tech exports appreciates the 
exchange rate and, as a result, reduces the competitiveness of the economy’s 
other exporters. Brand (2017) shows that the share of those employed in 
export industries other than high tech has been trending downward. Since 

21 Brand (2017) shows that high tech’s success in recent decades has not created wage 
pressure in the rest of the economy.
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Israeli exporting is relatively centralized in terms of its areas of activity and 
the composition of its human capital, it might actually be better to curtail 
the country’s high tech-oriented incentives policy.22 

Additionally, as noted, the PIAAC survey data indicate that a large portion 
of Israel’s working-age population is characterized by low skill levels and 
consequently low earning ability. The availability of cheap labor makes it less 
worthwhile for employers to adopt cutting-edge technologies and restricts 
the potential for economic growth.23 Focusing on improving the skills of 
this worker group might yield a higher return than would the investment 
necessary to move better-skilled workers into high tech.

On a positive note, the data indicate an upward trend in the non-
Haredi Jewish population’s skill level, and to an even more substantial 
improvement in the skills of the Arab Israeli population. Within these 
populations, the younger age groups outperform the older ones on the 
PIAAC surveys (compared with the analogous age groups in the OECD 
countries). Thus, the potential for increasing the share of those employed 
in high-wage employment sectors, such as high tech, will grow over time. 
There are indications that, in contrast to other population groups, Israel’s 
Arab population may be generating a lower skills premium. This matter lies 
beyond the scope of this chapter, but merits in-depth attention in the future.

22 Bank of Israel (2012:274) shows that, relative to other developed countries, Israeli 
exporting is concentrated in a small number of tech-intensive industries. A similar 
conclusion also emerges from Ministry of Finance (2017a).

23 Israel’s capital output ratio is only 74 percent of the OECD average, while the local 
investment rate is lower than that of most developed countries. See Brand (2017).
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Appendix

Definitions

This section sets forth the methodology used for the international 
comparison of the PIAAC survey participants’ skills.

Defining the basic skill S for individual i is a simple mean of the individual’s 
achievements on the quantitative and verbal portions of the survey.24  

Since there is a negative correlation between the skills measured by the 
survey and participant age, and since Israel’s age structure differs from that 
of other developed nations, we recalibrate the basic skill Si for age group n 
of individual i, for ten age groups (ranging from 16-65) is standardized as 
follows:25 

Where    denotes the mean of the scores of the OECD countries in the 
sample, in the relevant age group. Hence the standard score Zin for a defined 
individual i is:

Where σn denotes the standard deviation of the OECD country scores, 
in the relevant age group. Similarly, the mean basic skills in country j, 
standardized for age, relative to all of the sample OECD countries in standard 
deviation terms is defined as follows:

24 The survey also contains a section on problem solving in a technology-rich environment, 
aimed at measuring computerized technology utilization skills. Since there are countries 
for which this portion is not included in the survey, we refer to the verbal and quantitative 
sections only. The results are not sensitive to the omission of this part of the survey.

25 In several countries the age variable is not sequential, but rather divided into five-year 
age groups.
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The definition of high tech sector is based on the Standard Industrial 
Classification of All Economic Activities 2011 and per the accepted definition,26 
includes the following industries: Manufacture of pharmaceutical products 
(21), Manufacture of computer, electronic and optical products (26), 
Manufacture of air and spacecraft and related machinery (303), Computer 
programming (62), Data processing (631), and Scientific research and 
development (72). Although the definition also includes Telecommunications 
(61), the latter sector is not included in this study because it does not 
resemble the other high tech fields in terms of export volume and worker 
education and wages. 

High tech employment premium
High tech workers earn, on average, higher salaries than workers in other 
economic sectors, but the premium on high tech employment varies 
depending on worker skill levels. This section presents a comparison of the 
premium on high tech employment at different skill levels, by means of a 
standard Mincer equation. The comparison is shown in the top graph in 
Appendix Figure 1, in which the vertical axis displays the wage difference (in 
percentages) between the high tech and non high tech sectors for workers 
identical to each other in terms of gender, age, family status, skill level as 
measured by the survey, formal education, and occupation (at a two-digit 
level of detail). The horizontal axis shows different skill levels divided 
into quintiles. The lower figure offers a similar comparison, but without 
controlling for occupation.

The comparison suggests that compensation in high tech is higher for 
workers in the upper portion of the skill distribution, while the premium 
is not significantly different from zero for less skilled workers. The figure 
shows that Israel’s skilled workers enjoy a particularly high premium on 
high tech employment.27  

26 A detailed discussion of the definitions can be found in Central Bureau of Statistics  
(2017:41).

27 Ministry of Finance (2018) shows that the premium on a degree from an institution 
with stringent admission standards in terms of psychometric exam scores is higher for 
computer science and engineering than for other fields of study. Krill, Aloni, and Geva (2016) 
demonstrate that, in computer science, graduates of Israel’s state-budgeted colleges earned, 
on average, 40 percent less than did graduates of the country’s more selective universities. 
CBS (2012) also finds major differences in the salaries of college as opposed to university 
graduates in computer science and the exact sciences.
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This indicates that, while the compensation for high tech employment is 
high and meaningful for those workers identified as possessing strong skills, 
the premium is lower for the rest of the worker population, and appears not 
to be positive at all at the low skill levels.

Appendix Figure 1. Wage premium for employment in high tech
The difference between the predicted wage in high tech and other sectors for 
workers with the same characteristics, 18 OECD countries, ages 25-65 

Note: Return is calculated using a standard Mincer equation where hourly wage is regressed on gender, 
marital status, skill level on the verbal and quantitative portions of the exams, dummy variables for 10 
age groups and fixed effects for occupation (at the two-digit level). The figure presents the coefficient for 
the intervening variables between hourly wage and employment in high tech. The dotted lines represent 
the 95 percent confidence intervals. │ Source: Gilad Brand, Taub Center │ Data: OECD, PIAAC 
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Appendix Table 1. Countries participating in the PIAAC survey 
and the additional data available 

Skills data Wage data Identification of 
high tech sector

Identification of high 
tech sector and wages

Austria √ X X X

Belgium √ √ √ √

Canada √ X X X

Chile √ √ n<50 √

Czech Republic √ √ √ √

Denmark √ √ √ √

Estonia √ √ X √

Finland √ √ X X

France √ √ √ √

Germany √ X √ X

Greece √ √ n<50 √

Ireland √ √ √ √

Israel √ √ √ √

Italy √ √ √ √

Japan √ √ √ √

Lithuania √ √ √ √

Netherlands √ √ √ √

New Zealand √ √ √ √

Norway √ √ √ √

Poland √ √ √ √

Slovakia √ √ √ √

Slovenia √ √ √ √

South Korea √ √ √ √

Spain √ √ √ √

Sweden √ X √ X

Turkey √ X n<50 X

UK √ √ √ √

US √ X √ X

All country total 28 22 21 20

Source: Gilad Brand, Taub Center | Data: OECD
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Executive Summary

Back and Forth:
Commuting for Work in Israel

Haim Bleikh* 

Full research study published in October 2018

The subject of commuting has attracted more and more public attention 
in Israel in recent years as road congestion levels continue to rise with 
the increasing number of commuters. Over the last 30 years, the number 
of employed persons working outside their residential area has risen from 
42 percent to 54 percent (as of 2016) among Israelis of working age (25-64). 
The main mode of commuting is by private car and the number of rides 
has grown faster than road expansion — creating the traffic jams that have 
become all too familiar.   

Commuting distance, time, and mode of transportation
Most trips to work are short. Three out of every four workers ages 25-64 
travel 20 kilometers or less to reach their workplace, mostly in private 
vehicles (for 2014-2016). About 60 percent of workers travel for no more 
than half an hour, 30 percent between half an hour and an hour, and about 
10 percent travel for over an hour in each direction. Regarding the choice 
in mode of transportation — 62 percent commute to work by car (including 
shared rides) and only 17 percent commute by public transportation. About 
10 percent commute by bicycle or by foot and 8 percent commute by work-
organized transportation.  

There are large differences in commuting patterns in different parts of the 
country. For example, in both Jerusalem and Petah Tikva many commuters 
travel between half an hour and an hour, but in Jerusalem (where 91 percent 
of residents work within the city) this seems to be due to the extensive 
use of public transportation and large city size while, in Petah Tikva, a 
higher percentage use a private vehicle and commute distances of up to 20 
kilometers, indicating that the travel time is a result of traffic congestion. 
In contrast, Tel Aviv has a high rate (68 percent) of workers with short 
commute times, and the city is also characterized by a high percentage of 
commuting by foot or bicycle.

* Haim Bleikh, Researcher, Taub Center.
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Figure 1. Distribution of workers by length of daily commute  
to work, 2015-2016
Workers ages 25-64
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The choice among modes of transportation for commuting is influenced 
by various economic, social, and geographic factors. Among Arab Israelis 
living in Arab localities, the infrequent use of public transportation is 
notable, stemming from a low supply due to the lack of adequate public 
transportation infrastructure. The topography of some localities creates 
natural constraints that impede mobility as well. This is evident from 
responses on satisfaction surveys. A high percentage of residents of Arab 
Israeli localities reported low levels of satisfaction with the state of the roads 
in their area while Arab Israelis living in localities with a Jewish majority and 
Jewish residents outside of Jerusalem reported higher levels of satisfaction. 
Among those who use public transportation, 82 percent of Jews are satisfied 
with the location of the nearest bus stop to their home, compared to only 63 
percent of Arab Israelis.  
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Figure 2. Residents’ satisfaction levels with residential  
area roads, 2014-2016
By locality type, ages 25-64
How satisfied are you with the condition of roads and sidewalks in your area? 
Consider the width of the roads, sidewalks, the provision of adequate lighting, 
signage, and so forth.
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Among both Jews and Arab Israelis, a large proportion of workers in 
the manufacturing industry commute by work-organized transportation, 
a mode of transportation also commonly used by Arab Israeli men in the 
construction industry. Within the Jewish population, there is widespread 
use of public transportation among Haredim (ultra-Orthodox) and new 
immigrants — especially women — in both large and small localities.

Commuting, migration and housing
Commuting should allow workers to live in their preferred location at 
an affordable price and to work in a place that suits them. The academic 
literature on commuting suggests the existence of a trade-off between 
the journey to work and housing prices; that is, the inconvenience for 
households living farther from employment hubs should be “compensated” 
by lower housing prices. 
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In an analysis of the commuting distances and housing prices among the 
Jewish localities in the “Gedera-Hadera” area (the Central region of Israel), 
the data show that those living in localities closer to central employment 
areas do indeed pay on average a higher price for housing, while workers 
who are forced to travel longer distances receive “compensation” in the 
form of cheaper housing prices.

Figure 3. The relationship between distance to workplace and 
housing prices
By area, median distance to workplace locality and housing price per square 
meter in locality, Gedera-Hadera district, workers ages 25-64
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The relatively short distances between localities in the Gedera-Hadera 
area may encourage choosing longer commutes over moving between 
residential areas. More generally, residents tend to prefer to remain in the 
living environment familiar to them. The internal migration rate between 
localities and within them in Israel stands at about 7 percent of the total 
population in recent years, and about 60 percent of changes in address were 
recorded within the same locality.
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In terms of moving across regions, the data seem to reflect the limited 
ability of low housing prices in the periphery to attract residents away from 
the Central region, where there are a number of socioeconomic advantages 
(e.g., proximity to employment, cultural centers, and leisure areas). 

Arab Israeli women: Geography, commuting,  
and employment

While the employment rate of Arab Israeli women has risen in recent years, 
further increasing their labor force participation rate is an important 
challenge facing policy makers. Over 70 percent of employed Arab Israeli 
women live either in the North or the Triangle (Hadera and the Central 
region) areas. About a third of the employed women from these regions 
work outside their residential area. 

Of those who commute from their residential area, women in the Triangle 
area are more likely to commute to Jewish localities for work than women in 
the North. Also, the commuting distance among women from the Triangle 
is greater than among women from the North. In general, the North is 
characterized by more limited and less diversified employment opportunities 
and big employment hubs like Haifa are a considerable distance from Arab 
Israeli localities. However, for women from the Triangle, their relative 
geographic proximity to the center of the country, characterized by more 
employment opportunities, increases their “commuting tolerance.” Their 
willingness to travel farther distances may be due to a combination of two 
push and pull factors: a relatively long commute that is still considered 
reasonable due to increased employment opportunities, or a shortage of 
employment in the Triangle area, which forces many women to seek work 
farther from home.

Employment rates of Arab Israeli women in mixed localities (66 percent) 
are higher than in the Northern and Triangle regions (about 33 percent) 
but lower than those among Jewish women, indicating that, beyond the 
substantial geographic barriers, there are additional obstacles that affect the 
employment patterns of Arab Israeli women, such as mastery of Hebrew and 
English and social norms.  
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Executive Summary

Arab Israeli Women  
Entering the Labor Market: 

Higher Education, Employment, 
and Wages

Hadas Fuchs and Tamar Friedman Wilson* 

Full research study published in March 2018

Usually, socioeconomic discussions about the Arab Israeli sector focus 
on the gaps that still exist between this sector and Jewish Israelis, and 
do not emphasize the areas where substantial improvements have been 
made. However, large strides have been made by Arab Israeli women in 
educational achievements as well as improvements, though more limited, 
in employment. Academic achievements are important to the discussion 
of employment as well given that Arab Israeli women with an academic 
degree are employed at much higher rates than those without one. At the 
same time, there are still opportunities for further improvement among this 
segment of the population.

High school and qualifying for higher education
In high school, the percentage of Arab Israeli women qualifying for a bagrut 
(matriculation exam) surpasses that of Arab Israeli men and is approaching 
the qualification rate of non-Haredi Jewish women. When controlling for 
socioeconomic background, the matriculation rates among all sub-groups of 
Arab Israeli women are higher than those among Jewish women.

* Hadas Fuchs, Researcher, Taub Center. Writing and editorial assistance by Tamar Friedman 
Wilson, Content Manager, Taub Center.  
The original study was generously supported by The Diane P. and Guilford Glazer Fund  
of the Jewish Community Foundation of Los Angeles.
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Trends in higher education

There has been a notable rise in the share of Arab Israeli women enrolling in 
higher education — particularly notable is an increase of nearly 50 percent 
among Bedouin and Druze women between 2008 and 2013 — while there has 
been almost no change in the enrollment rates of Arab Israeli men. Despite 
these advances, a smaller share of Arab Israeli women hold a degree than 
Jewish women. In 2014, about half of Jewish and Arab Christian women ages 
30-33 held an academic degree, whereas the percentage of degree-holders 
was only 23 percent among Muslim women, 19 percent among Druze, and 16 
percent among the Bedouin.

Despite the fact that over 70 percent of Arab Israeli women who qualify 
for a bagrut certificate study science and engineering majors in high school 
(compared with only 39 percent of Jewish women) — subjects associated 
with a potential for high future wages — in academia they study science and 
engineering at relatively low rates. Rather, a large percentage of Arab Israeli 
women pursue degrees in education: 42 percent among Muslim women and 
46 percent among Bedouin women, compared to only 16 percent among 
Jewish women.

Employment and wages
Among Muslims, Druze, and Bedouin, over 50 percent of employed female 
degree-holders work in education, including many women who did not 
major in education in their academic studies. This share is nearly three times 
higher than the share among Jewish women.

The story of Arab Israeli women in the field of education is a complex 
one. On the one hand, the average number of working hours of Arab Israeli 
teachers (men and women) has risen in recent years and the share of women 
employed part-time decreased, meaning that many women are able to find 
work and with a large number of hours. On the other hand, the data show 
that, in the past few years, Arab Israelis who studied education are having 
trouble finding jobs in the field. While the percentage of Jews who received 
training in education and have since entered the field of teaching has 
remained relatively stable over the past decade or so, among Arab Israelis 
there has been a notable decline.
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Figure 1. Percentage of teacher-training graduates working  
as teachers, by year of graduation
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In addition, demand for Arab Israeli teachers is not expected to grow 
because Arab Israeli fertility rates are declining, the Arab education system 
has reached near full enrollment, and the trend of reducing class size has 
stabilized. Thus, there are indications of an excess of women in the field, 
which is likely to increase further in the future.

In general, employment rates among Arab Israeli women have increased 
since the early 2000s, but the increase was similar to the increase among 
Jewish women, such that the gap between them hardly narrowed. While the 
employment rate of those with a degree has remained stable at around 75 
percent, a particularly notable increase occurred among non-academic Arab 
Israeli women ages 45-54. Nonetheless, the 34 percent employment rate 
among those ages 25-64 in 2017 is still far from the target rate set by the 
government for 2020 — 41 percent.

Wage gaps between Jews and Arab Israelis are low among graduates with 
degrees in the fields of health and education (occupations in which most 
jobs are part of the public sector), but are large among those who studied 
engineering, computer science, business administration and management.
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Figure 2. Employment rate, women ages 25-54
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What are the implications?

These data reveal that gaps between Arab Israeli and Jewish women still 
remain. However, given that Arab Israeli women with an academic degree are 
employed at much higher rates than those without, there is reason to hope 
that the strides made in education will be accompanied by improvements 
in employment in the coming years. This could advance Arab Israeli women 
and could also be a source of growth for the larger Israeli economy.

In order to confront the challenges that remain and promote this 
population group, it is possible to consider a number of options, including: 
improving the Arab education system, advising students to increase 
awareness of “in demand” professions and providing guidance as they 
navigate academic studies and enter the labor market, and increasing 
employment opportunities for workers in Arab Israeli localities and the 
surrounding areas.
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The Israeli Education System: 
An Overview

Nachum Blass* 

Introduction

This chapter presents some of the main developments in the education system 
in recent years. These are by no means all of the important developments, but 
they are the ones that seem noteworthy and interesting. These changes have 
taken place over four dimensions of the system: composition of the student 
population, Ministry of Education budget, profile of teaching personnel, and 
students’ educational achievements.

1. Composition of the student population 

Israel’s student population has increased by 43.6 percent since 2000. This is 
an increase of 2 percent per year, which is exceptional compared to other 
developed countries, and uncommon even for developing countries. The 
growth was not consistent over the period, across age levels, or population 
subgroups. Throughout the period, the fastest growth occurred in the Bedouin 
and Haredi (ultra-Orthodox) education streams. Changes in the growth rate 
in the various educational streams are also of particular importance for this 
period (Appendix Tables 1 and 2). In the Arab and Druze education systems, 
the rate of growth dropped steadily throughout the period; in the Haredi 
and Bedouin systems, there was also a decline, although growth remained 
relatively high. In Hebrew State and State-religious education, the rate of 
growth actually increased.1 

The preschool student population largely resembles the population in the 
past which is important for making projections regarding the composition

1 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.

* Nachum Blass, Principal Researcher, Taub Center.
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of the student population for the coming decade. The number of children 
in preschool increased between 2000 and 2015 by 81 percent (compared 
to a 43 percent growth in the total population). The fastest growth rate 
was between 2010 and 2015 and coincided with the implementation of the 
Compulsory Education Law for ages 3-4.2 During those years, growth in 
preschool students in the Hebrew State education stream was the fastest. 
The Hebrew State-religious and Bedouin education streams have grown at 
the fastest rate in the most recent years (2015-2018) (Table 1). It is reasonable 
to assume that some of the growth in the State-religious education system 
comes from the transfer of students from the Haredi education stream, or 
from a drop in the number of those entering Haredi education in the first 
place. With regard to Bedouin education, its growth rate continues to reflect 
the impact of the implementation of the Compulsory Education Law as well 
as this subpopulation’s higher birth rate. 

Table 1. Change in preschool populations
Ratio between time periods

2000/2005 2005/2010 2010/2015 2015/2018 2015/2020 
Extrapolation

2000/2018

Hebrew State 0.98 1.15 1.36 1.07 1.12 1.64

Hebrew State-
religious

1.01 1.20 1.31 1.11 1.18 1.75

Haredi 1.33 1.21 1.17 1.09 1.15 2.06

Arab 1.45 1.11 1.21 1.03 1.04 1.99

Bedouin 1.76 1.07 1.21 1.11 1.19 2.53

Druze 1.09 1.08 0.98 0.96 0.94 1.10

Total 1.15 1.16 1.27 1.07 1.12 1.81

Source: Nachum Blass, Taub Center │ Data: CBS, Statistical Abstract of Israel, various years

Previous research by the Taub Center shows that the substantial growth 
in the student population of the Arab and Haredi education streams actually 
ended around 2010, and was accompanied by a simultaneous increased 
growth rate in the Hebrew State and State-religious streams. The Center’s 

2 It is also worth noting the particularly high growth rate between 2000 and 2005 in 
the Arab and Bedouin education streams. The most likely explanation for this is the 
efforts to implement the Compulsory Education Law, which focused at that time on the 
socioeconomically weakest localities.
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research also finds that the gaps between the growth rates of the various 
streams of Hebrew education are considerably smaller than expected in 
light of the fertility rates within religious subgroups in Jewish society (Blass 
and Bleikh 2016; Blass and Douchan 2006; Weinreb and Blass 2018).

2. Budget

This section reviews the Ministry of Education budget with special attention 
given to the share of the budget allocated for Special Education between 2000 
and 2018. Figure 1 shows that the budget for Special Education increased at 
almost twice the rate of the overall education budget, at a time that witnessed 
an almost unprecedented growth in the Ministry of Education’s budget (an 
83 percent increase).3 The reason for the rise in the Special Education budget 
is the tremendous growth in the number of students requiring Special 
Education. While the overall number of students increased by 33 percent 
since 2005, the number of students in Special Education rose by 127 percent 
(four times the growth of the budget).4 It is important to note that there 
was no substantive change in the share of students with special needs who 
are mainstreamed; their share ranges between a minimum of 38 percent 
and a maximum of 44 percent. Among those students learning separately, 
the division between students in schools for students with special needs 
and those who are mainstreamed but in special classes has also remained 
quite stable: one-half are in special schools and the other half are in separate 
classes in regular schools. The growth in the number of Special Education 
students was particularly rapid among students diagnosed with autism — 
their number rose from 894 in 2000 to 11,145 in 2018 — and students with 
serious behavioral disorders — their number rose from 2,347 to 17,483 over 
the same period. 

3 After deducting the Special Education budget, the Ministry’s budget grew by 71 percent, 
and the Special Education budget increased by 138 percent.

4 It appears that the exceptional increase was not the result of a systematic decision by 
the administration of the Ministry of Education (each year decisions were made to increase 
the budget at a much smaller rate), but was due to developments over which the Ministry 
had no control (as detailed in the Ministry of Education’s explanations of its proposals to 
change the Special Education Law this year), which ultimately led to changes in the law at 
the request of the Ministry of Education. Changing the Special Education Law sparked a fierce 
public controversy. All of the professional echelon objected to it and saw it as the de facto 
cancellation of the Dorner Commission recommendations, but that is a subject for another 
study.
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The growth patterns of the Special Education student population and 
their placement in the various frameworks have significant consequences 
for the budget. For instance, mainstreaming a larger share of Special 
Education students could reduce the rise in the Special Education budget 
since integrated frameworks appear to be less expensive.5

Figure 1. Change in the regular and Special Education budgets 
Ratio between time periods
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Source: Nachum Blass, Taub Center │ Data: Ministry of Education

Another aspect of the budget discussion is the changes in expenditure per 
student in Israel compared to the average in the OECD. The data in Figure 2 
indicate that the Ministry of Education’s real budget per student increased 

5 Opinions differ as to the impact the full implementation of the Dorner Committee 
recommendations would have had on the cost of integrated frameworks. This is particularly 
relevant to the recommendation that the budget “follow the child” and not depend on the 
organizational framework in which the child studies. The debate has yet to be settled but it 
is most likely that the cost of integrated frameworks would have been lower, if only because 
implementation of the recommendation would have considerably reduced the cost of busing 
to special schools.
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between 2000 and 2014 at a higher rate than in the OECD.6 As can be seen, 
the growth rate of expenditure per student was similar between Israel and 
the OECD from 1995 to 2000, higher in the OECD between 2005 and 2010, 
and higher in Israel since 2010. These figures in part reflect the differential 
effects of the 2008 economic crisis on Israel and on the other OECD countries.

Figure 2. Rate of change of per student expenditure
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Source: Nachum Blass, Taub Center │ Data: OECD, Education at a Glance 2018

Since 2014, the growth rate of the Ministry of Education’s budget has also 
been very rapid as a result of  the implementation of the Oz Letmura (“Courage 
to Change”) labor agreement, the implementation of the Compulsory 
Education Law for ages 3-4, and the introduction of a number of resource-
heavy programs: reducing the number of students per class, implementing 
the differential budget standard in primary school education, activities over 
school vacations for students in the youngest primary classes, and more. In 
light of these developments, it is reasonable to believe that differences in 
the rate of change of expenditure per student between Israel and the OECD 
will continue to grow. If this should occur, it is highly likely that the average 
expenditure per student in Israel will come close or be equal to the average 
expenditure in the OECD. In 2015, the expenditure per student in primary 
education in Israel in PPP dollars was $7,981 compared to $8,631 in the OECD. 
The corresponding figures in high school education were $7,987 and $10,010, 
respectively (OECD, Education at a Glance 2018).

6 2014 is the last year for which OECD data were available.

161



3. Teaching personnel

The period between 2000 and 2018 is extremely important in the Israeli 
education system with respect to teaching personnel. The Dovrat 
Commission (the Task Force for the Advancement of Education in Israel 
headed by Shlomo Dovrat) was appointed in 2003, and, in 2004, it submitted 
its recommendations; in 2007, the Ofek Chadash (“New Horizon”) labor 
agreement was signed with the Teachers’ Union, and, in 2011, the Oz 
Letmura (“Courage to Change”) labor agreement was signed with the 
Secondary School Teachers Association. The recommendations of the Dovrat 
Commission impacted many areas, but their main influence was on changes 
in the employment structure and compensation principles for teachers and, 
subsequently, a change in the profile of the teacher population. 

First, we present figures on primary education — where the transition to 
Ofek Chadash is complete, and highlight the differences between Hebrew 
and Arab education (Appendix Table 4). 

Primary school
Overall, between 2000 and 2018, the growth rate in the number of teachers 
in Hebrew primary education was similar to the growth rate in the number 
of students. However, from 2000 to 2010, the number of teachers grew by 14 
percent, whereas in the following eight years, it increased by 28 percent. The 
average teaching position rose from a 73 percent-time position in 2000 to 77 
percent in 2018. In addition, fears that teachers would leave their profession 
en masse following these new labor agreements did not materialize. 

In Arab education, the numbers were very different. In the first decade, 
the number of teachers increased by 58 percent, whereas in the following 
seven years, it increased by only 20 percent. There is no doubt that this 
reflects rapid growth in the number of students in Arab education in the first 
decade, and a sharp slowdown of growth in the last years. It is noteworthy 
that, despite oft-heard claims of a surplus of teachers in the Arab sector, the 
average job position for teachers in primary education hardly changed and 
even rose a little, from an 82 percent-time position to 84 percent.7 

7 In Israel, where the Ministry of Education has a major impact on teacher employment 
patterns, it is expected that when there is a teacher surplus there will be a drop in the 
teacher hours worked. The reason is the high competition over vacant teaching positions 
and the Ministry’s desire to distribute the vacant positions between more graduates of the 
teachers’ training institutions.
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Another trend seen in Hebrew education is a slight drop in the feminization 
of the system: the share of women dropped from 90 percent of teaching 
personnel in 2000 to 86 percent in 2017.8 In Arab education, the trend is 
in the opposite direction, and the share of women rose from 65 percent to 
78 percent of teaching personnel, respectively. The trends also differ with 
respect to average teacher age and seniority in the two sectors. In Hebrew 
education, the average age and seniority have been dropping since 2010, 
whereas in Arab education, there has been an opposite trend. Regarding the 
level of education among teachers, in both educational streams there has 
been a dramatic improvement. In Hebrew education, the share of teachers 
with an academic degree (rather than a teaching certificate) rose from 50 
percent in 2000 to 89 percent in 2018, and, in Arab education, their share 
rose from 37 percent to 94 percent (higher than in Hebrew education), 
respectively.

High school
In high school, too, the Oz Letmura program has been almost fully 
implemented, and, in 2017, a new labor agreement was signed which 
further improves teachers’ terms of employment.9 Since the signing of the 
Oz Letmura agreement, the number of teachers in Hebrew education has 
risen by 32 percent. The growth rate between 2000 and 2010 was much lower 
than from 2010 to 2018. The number of teachers who joined high schools 
was much greater (more than 7,000) than the number of full-time positions 
(FTE) that were added (2,000), and led to a drop in the average job position: 
from 78 percent-time in 2010 to 70 percent in 2018.10 In Arab education, the 
situation is similar: the average job position dropped during those years 
from 95 percent to 85 percent. 

Similar to primary education, the feminization process has almost 
stopped in Hebrew education (87 percent of teachers were women in 2010 
compared to 86 percent in 2018) while it grew stronger in Arab education, 

8 We do not ascribe any negative connotations to the “feminization” of professions. 
However, we believe that it is most desirable for the teaching profession to reflect more fully 
the diversity of the student population. For this, as well as other reasons, we would like to see 
the entrance of more male teachers into the school system.

9 Similar agreements were signed for primary and middle school teachers.

10 It is worth paying attention to these figures when the media reports a teacher shortage. 
There is no doubt that certain schools have difficulty staffing their teaching positions, 
especially in subjects like math and English, but the overall situation does not reflect a 
shortage — to the contrary.
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where the rate of women teaching in high schools rose from 36 percent 
in 2000 to 57 percent in 2018. The process of the rise in the average age of 
teachers has also stopped in both education streams. Finally, in both streams 
the process of academization of the teaching faculty is nearly complete (92 
percent), although the share of teachers in Hebrew education with master’s 
degrees is still somewhat higher than their rate in Arab education (45 
percent compared to 35 percent). In conclusion, it can be stated that, as a 
whole, the feminization of the teaching profession has stopped (except in 
Arab education), there has been a real improvement in the academic level of 
teaching staff, and there are no actual supply or demand surpluses (except 
at the high school level in Hebrew education).

As part of the discussion of personnel in the education system, a subject 
that we feel is not receiving sufficient attention should be briefly noted: 
the increasing trend of professionals transitioning from other fields into 
teaching.11 Figure 3 shows that, from 2006 to 2016, the rate of professionals 
retraining into education out of the total number of new students in academic 
teachers colleges has risen sharply. This phenomenon is important for two 
reasons. The first is that it indicates that the teaching profession is receiving 
new and more positive appreciation by the academic community. The 
second is that the teacher population is receiving a “high quality” injection 
of personnel with professional training in other fields.12  

Figure 3. Academic history of those entering academic  
teaching colleges

0

2,000

4,000

6,000

8,000

10,000

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Professionals from other fields retraining in education
Candidates without a higher degree in other fields

Source: David Maagan, Central Bureau of Statistics

11 The figures on this subject are based on various studies by David Maagan, CBS.

12 We write “high quality” although the assumption that an academic qualification equates 
with “teaching quality” is still not substantiated by academic empiric research.
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4. Educational achievements

Focusing on educational achievements does not mean that other important 
issues in the education system can be ignored. The essence and goals of 
education, the profile of graduates, relations between teachers and students, 
school climate — these are all important subjects, and possibly even more 
important than the amount of knowledge in math and English as measured 
by written tests. 

There are two reasons for the focus on educational achievements: one 
intrinsic and the other practical. The intrinsic reason is that, despite the 
importance of all of the aforementioned issues as well as others, academic 
content is still perceived by the public as the main purpose of school, 
and success or failure in this realm is largely measured by scholastic 
achievement. The practical reason is that educational achievements and gaps 
in achievement between different groups are widely studied and measured, 
and offer accessible data for drawing conclusions and making evaluations. 
This fact does not mean that “we measure what is measurable and ignore 
what is important.” Educational achievements are a very central part of the 
goals of school. We can only hope that the other issues will also be studied 
and investigated to the same extent, and will be included in future reviews.

The discussion of educational achievement is based mainly on the data 
from the Meitzav tests, and the results of international tests (PIRLS, TIMSS, 
and PISA), and will focus on identifying and describing the change in trends 
since the beginning of the 21st century.13, 14 Due to the desire for brevity in 
this review, national level data of achievements and gaps are presented.15 

There is a great deal of truth in the skepticism surrounding the ability 
of national and international tests to reflect students’ knowledge and skill 
levels accurately. For instance, these are paper and pencil tests that touch on 
only a small part of learned material; the exaggerated importance attributed 

13 Meitzav — Measurement of School Growth and Efficiency for primary and middle school; 
PIRLS (Progress in International Reading Literacy) — for primary school; TIMSS (Trends 
in International Mathematics and Science Study) — for middle school; PISA (Program for 
International Student Assessment) — for high school.

14 A fuller discussion of the bagrut (matriculation) exams is in a separate chapter of this 
book (Fuchs, Yanay, and Blass 2018).

15 A more detailed discussion of the comparison between students in Hebrew and Arab 
education – including controlling for socioeconomic background data – appears in another 
publication by the Taub Center (Blass 2017), and an extensive and comprehensive discussion 
of the issue of gaps in all of their aspects will appear in the book Inequality in Education, Taub 
Center (future publication).
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to them (especially the Meitzav) leads to an emphasis on learning material 
especially for the test by rote; pressure on schools and teachers to show high 
achievement leads to the unauthorized assistance of struggling students 
during the tests or deterring students who may not succeed in the tests from 
participating in them. All in all, the tests may do more harm to the education 
system than good, and educators might do well to consider replacing them 
with tests of much smaller student samples over different and additional 
subjects. Be that as it may, for the purpose of this discussion, there are two 
main reasons to examine achievements on these tests. One reason is that 
they are currently the only tests that enable comparisons among groups at a 
single point in time and along different points in time. Second, even if their 
scientific basis is weak, the public attaches importance to these tests and 
views them as a reflection of the quality of the education system. This makes 
Israel’s attainment on these tests difficult to ignore. 

Dissatisfaction with overall student achievement is an old story that is 
not unique to Israel. The results of the Meitzav tests and the international 
tests regularly fail to meet expectations (the truth is that they never meet 
expectations, in any country), and the gaps in educational and academic 
attainments between students from rich and poor households and between 
Jews and Arabs are very wide. This is true both when looking at the data only 
in Israel, and when comparing Israel to OECD countries and other countries 
that participate in international exams. There is importance, however, 
in examining the trends over time to see whether the education system’s 
attainments are improving or deteriorating. From that perspective, it is 
extremely important to look at the data because of its immediate implications 
for policy decisions. An upward trend would indicate that existing policies 
are producing positive results and should be continued, whereas a trend of 
excessively slow improvement, stagnation, or deterioration would indicate 
the need for a substantial change of course (see also Tamir 2018).

The Meitzav exams (Measurement of School Growth  
and Efficiency) 

Table 2 compares the results of the 2008 Meitzav tests to the results of the 
2017 Meitzav tests.16 The table indicates that there has been a significant 
improvement in scores, with a range between an almost full standard 
deviation in sciences in the eighth grade to one-fifth of a standard 
deviation in English in the eighth grade. An average of half a standard 

16 In 2008, the tests were standardized to enable comparisons over time: the average grade 
in all subjects and at all age levels was 500, and the standard deviation was 100.
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deviation throughout all the tests is undoubtedly a very impressive rise. For 
comparison, during approximately the same time period the improvement 
of test scores in the United States, as measured by the NAEP (National 
Assessment of Educational Progress) tests, was much smaller (Blass 2016). 

Table 2. Scores, standard deviation, and coefficient of variation 
on the Meitzav exams, 2008 and 2017

Exam score Coefficient of variation

2008 2017 2008 2017

5th grade

Math
(standard deviation)

500
 (100)

566
(72)

0.20 0.13

English 500
(100)

534
(98)

0.20 0.18

8th grade

Math 500
(100)

539
(89)

0.20 0.17

English 500
(100)

523
(83)

0.20 0.16

Science 500
(100)

587
(113)

0.20 0.19

Note: In 2008, scores were fixed at 500, with a standard deviation of 100, and a coefficient of  
variation of 0.02. 
Source: Nachum Blass, Taub Center │ Data: RAMA, various reports

The international tests
Israel participates in all of the international tests, and the results 
regularly meet with public disappointment. Israel has always been 
one of the participating countries with the widest achievement gaps 
between its strongest and weakest students, and its scores are around 
the all country average, at best.17 These results are well-known and 
documented (Blass 2011; Ben-David 2011, 2018). What is less well-known, 
and worth publicizing, is that, since 2000, Israel has been in an ongoing 
process of improving test scores and reducing achievement gaps.18  

17 Except for the TIMSS test held in the late 1960s where there are many reservations about 
the sample of Israeli students who participated in this test.

18 As noted previously, in this chapter, the discussion is about the gaps within the Israeli 
education system as a whole, and not the gaps between different population groups and 
within the groups.
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Table 3 shows Israel’s achievements on the international tests in terms of 
test scores and coefficients of variation. The table presents two comparisons: 
one — between all countries participating in the tests; and the other — 
between countries participating in at least the first and last tests (for example, 
PISA 2000 and PISA 2015). The second comparison is necessary because the 
breakdown and number of countries that participated in the tests changes 
from one test to another, and, in order for the comparison to be meaningful, 
only countries that participated in both should be considered.19 The result is 
very similar to that of the Meitzav tests presented in Table 2, that is, students 
in the Israeli education system improved their grades and gaps narrowed, in 
almost all the tests and, in some of them, very significantly.

a. Test scores: In all of the test scores, there is an improvement of 
between 21 and 45 points for Israeli students. The improvement was 
larger than the average improvement in all countries, and larger than 
the average improvement of the countries participating in the first 
and last tests. Furthermore, the average score of Israeli students was 
a little higher than the average of all students in the PIRLS and TIMSS 
tests, and lower than the average of all the students in the PISA exam 
(except for Reading in 2015). In contrast, compared to the average 
scores of the countries participating in all of the tests, Israel’s average 
score was always lower (except for the TIMSS in 2015), but the gap 
narrowed substantially.

b. Standard deviation: When looking at standard deviations (see Table 4)  
the standard deviations narrowed for some tests and grew for others.  

c. Coefficient of variation (CV): The growth in standard deviations may 
indicate a widening of gaps, but when seen in the context of the rise in 
scores the coefficient of variation may better reflect the gaps (Table 
4). While the average in all of the countries participating in the tests 
and the countries participating in both tests did not change, in Israel 
the CV dropped, and in some tests it did so significantly.

19  It is important to note that all the countries participating in the first and last tests are 
developed countries (members of the OECD or satellite countries).
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Table 3. Test scores and coefficient of variation for students in 
Israel, all countries, and participating countries 
Participating countries are those taking the first and last exams in the 
analysis period

Israel All countries Participating 
countries

PIRLS

2001 509 500 532

2016 530 511 542

Difference in score +21 +11 +10

(Difference in  
coefficient of variation)

(-0.017) (-0.043) (-0.002)

TIMSS-Math

1999 466 487 496

2015 511 481 506

Difference in score +45 -6 +10

(Difference in  
coefficient of variation)

(0.000) (0.000) (-0.003)

TIMSS-Science

1999 468 — 507

2015 507 486 518

Difference in score +39 0 +11

(Difference in  
coefficient of variation)

(-0.019) (0.000) (-0.014)

PISA-Math

2000 444 482 482

2015 470 472 482

Difference in score +26 +10 0

(Difference in  
coefficient of variation)

(-0.070) (-0.000) (-0.010)
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Israel All countries Participating 
countries

PISA-Science

2000 446 482 483

2015 470 477 487

Difference in score +24 -4 +4

(Difference in  
coefficient of variation)

(-0.050) (-0.004) (-0.006)

PISA-Reading

2000 461 483 483

2015 483 475 485

Difference in score +22 -8 +2

(Difference in  
coefficient of variation)

(+0.002) (+0.003) (-0.001)

Source: Nachum Blass, Taub Center │ Data: RAMA

Table 4 presents the number of countries participating in all of the 
tests during the first and last years, and Israel’s ranking in terms of score 
improvement relative to those countries. In all of the tests, except for the 
PISA test in reading, it is apparent that Israel was one of the countries 
with the greatest improvement in achievements. For instance, in the three 
PIRLS and TIMSS tests, Israel was one of the top three countries in terms 
of improving test scores. In terms of reducing gaps, Israel was first in the 
PIRLS test, as well as in the PISA test in math and sciences. Unfortunately, 
the situation is much less positive in the PISA-Reading test.

Table 3 (continued). Test scores and coefficient of variation for 
students in Israel, all countries, and participating countries 
Participating countries are those taking the first and last exams in the 
analysis period
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Table 4. Israel’s ranking on selected international exams

PIRLS TIMSS
Math

TIMSS
Science

PISA
Math

PISA
Science

PISA
Reading

Number of participating 
countries in first and 
last exam period

14 12 12 37 37 37

Improvement rating 
(between first and last 
exam)

3 1 2 7 8 8

Standard deviation rank 
(between first and last 
exam) 

6 9 9 1 1 25

(1 = maximum narrowing of the deviation)

Improvement in the 
coefficient of variation 
on the participating 
students’ scores 
(between first and last 
exam) 

1 6 3 1 1 21

(1 = maximum narrowing of the coefficient)

Source: Nachum Blass, Taub Center │ Data: RAMA

It should be emphasized again that, despite the positive picture in terms 
of these trends, the gaps in educational achievements in Israel are still 
quite large. These gaps, and especially their correlation with socioeconomic 
background data and their identification with two main population groups 
— Arab Israelis and Haredim — are the biggest obstacle facing the Israeli 
education system.20

20 This chapter does not discuss the achievements of Haredi students because they hardly 
participate in Meitzav and international tests. However, since they also rarely study the 
subjects under review, it can be assumed that had they been tested, they would have had 
very low achievements.
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Conclusion 

The Israeli education system is under public scrutiny, and rightfully so. 
Judgment of the system is usually harsh and sheds light on its weaknesses, 
and so it should. However, it is worth pointing out that not everything 
is negative, and that, in many areas, progress has been significant. The 
education system is an important layer in creating a strong and thriving 
society, and we should do everything possible to improve and advance it. 
Criticism is one of the most effective tools for encouraging fresh thinking 
and spurring original methods of improvement. At the same time, we should 
not lose sight of positive developments in the level of teaching personnel, 
including the growing infusion of professionals from other academic areas, 
as well as a constant improvement in students’ educational achievements at 
all age levels as shown by Meitzav and international test scores. Recognizing 
the efforts of those actively engaged in the education system and showing 
them appreciation are also powerful ways to cultivate and bolster the 
system. Therefore, we must be fair in our criticism while acknowledging the 
strides made by our education system.
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Appendix

Appendix Table 1. Overall student population, 2000-2018

Overall population 2000 2005 2010 2015 2018

Hebrew, State 805,339 777,910 796,864 902,533 962,440

Hebrew, State-religious 237,680 241,349 262,555 301,511 326,001

Haredi 211,901 273,906 337,364 401,023 441,669

Arab 238,940 301,856 349,261 383,860 387,640

Druze  37,022  39,967  42,325  41,266  40,829

Bedouin  54,590  78,145 96,433 110,870 118,010

Total 1,585,580 1,713,291 1,884,944 2,141,586 2,277,091

Appendix Table 2. Change in overall student population
Ratio between time periods 

Overall population 2000/2005 2005/2010 2010/2015 2015/2018 2000/2018

Hebrew, State 0.97 1.02 1.13 1.06 1.20

Hebrew, State-religious 1.02 1.09 1.15 1.08 1.37

Haredi 1.29 1.23 1.19 1.10 2.08

Arab 1.26 1.16 1.10 1.10 1.62

Druze 1.08 1.06 0.98 0.99 1.10

Bedouin 1.43 1.23 1.15 1.06 2.16

Total 1.08 1.10 1.14 1.06 1.44

Appendix Table 3. Preschool student population only, 2000-2018

Overall population 2000 2005 2010 2015 2018

Hebrew, State 123,657 120,891 139,515 189,951 203,201

Hebrew, State-religious  48,102  48,791  58,292  76,070  84,301

Haredi  58,263  77,450  93,799 109,925 120,033

Arab  37,550  54,388  60,348  72,805  74,681

Druze   7,449   8,109   8,717   8,512   8,190

Bedouin   9,273  16,317  17,396  21,084  23,419

Total 284,294 325,946 378,067 478,347 513,825

For all 3 tables: Source: Nachum Blass, Taub Center │ Data: Ministry of Education, A Broad Perspective
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Appendix Table 4. Primary school teachers, 1999-2018

(1) (2) (3) Ratio

School year 1999/2000 2009/2010 2017/2018 (2)/(1) (3)/(2) (3)/(1)

Hebrew education

All teachers 43,426 49,717 63,671 1.14 1.28 1.47

Full-time equivalent 
posts (FTE)

31,845 38,441 48,867 1.21 1.27 1.53

Average percent of 
full-time post

73% 77% 77% 1.05 0.99 1.05

Women 89.6% 87.1% 85.8% 0.97 0.99 0.96

Under age 29 18.1% 12.3% 11.9% 0.68 0.97 0.66

Age 50 and older 16.6% 26.5% 25.2% 1.60 0.95 1.52

Academic pay level 49.8% 74.0% 89.1% 1.49 1.20 1.79

Master’s pay level 10.9% 19.0% 28.4% 1.74 1.49 2.60

Average weekly 
work hours

22.6 26.0 26.5 1.15 1.02 1.18

Average years of 
recognized seniority

14.3 16.1 15.3 1.13 0.95 1.07

Arab education

All teachers 11,849 17,380 20,881 1.58 1.02 1.90

FTE 8,977 14,582 17,523 1.62 1.20 1.95

Average percent of 
full-time post

82% 84% 84% 1.03 1.00 1.03

Women 65.0% 74.8% 78.1% 1.15 1.04 1.20

Under age 29 33.4% 23.5% 14.1% 0.70 0.60 0.42

Age 50 and older 8.3% 14.3% 15.9% 1.72 1.11 1.92

Academic pay level 37.3% 79.3% 93.7% 2.13 1.18 2.51

Master’s pay level 3.4% 10.4% 23.5% 3.08 2.26 6.95

Average weekly 
work hours

24.9 28.3 29.5 1.14 1.04 1.19

Average years of 
recognized seniority

12.5 12.8 14.5 1.02 1.13 1.16

Source: Nachum Blass, Taub Center │ Data: CBS, Statistical Abstract of Israel
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Appendix Table 5. High school teachers, 1999-2018

(1) (2) (3) Ratio 

School year 1999/2000 2009/2010 2017/2018 (2)/(1) (3)/(2) (3)/(1)

Hebrew education

All teachers 31,293 34,140 41,166 1.09 1.21 1.32

FTE 23,876 26,643 28,748 1.12 1.08 1.20

Average percent of 
full-time post

 76% 78% 70% 1.02 0.89 0.92

Women 68.9% 73.7% 73.2% 1.07 0.99 1.06

Under age 29 9.9% 7.0% 7.4% 0.71 1.06 0.75

Age 50 and older 30.5% 39.7% 37.3% 1.30 0.94 1.22

Academic pay level 73.9% 83.7% 92.2% 1.13 1.10 1.25

Master’s pay level 24.5% 38.7% 44.9% 1.58 1.16 1.83

Average weekly 
work hours

18.3 18.7 25.4 1.02 1.36 1.39

Average years of 
recognized seniority

18 19.2 18.3 1.07 0.95 1.02

Arab education

All teachers 4,095 6,597 10,571 1.61 1.60 2.58

FTE 3,932 6,267 8,981 1.59 1.43 2.28

Average percent of 
full-time post

96% 95% 85%  0.99  0.91 0.89 

Women 35.8% 46.0% 56.6% 1.28 1.23 1.58

Under age 29 21.6% 16.2% 17.5% 0.75 1.08 0.81

Age 50 and older 12.2% 19.4% 19.9% 1.59 1.02 1.63

Academic pay level 71.2% 86.3% 92.1% 1.21 1.07 1.29

Master’s pay level 14.9% 26.9% 34.8% 1.80 1.29 2.34

Average weekly 
work hours

23.0 22.8 31.3 0.99 1.37 1.36

Average years of 
recognized seniority

12.8 13.9 13.3 1.09 0.96 1.04

Source: Nachum Blass, Taub Center │ Data: CBS, Statistical Abstract of Israel
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The Determinants of  
School Budgets:

Per Class and Per Student 
Nachum Blass and Haim Bleikh* 

Abstract

This chapter examines the source of differences between budget allocations 
to official regular primary education schools (grades 1-6), and, more 
specifically, looks for evidence of preferential spending across the various 
education streams and supervisory authorities. The chapter examines the 
variables that are considered in per class and per student budgeting and how 
these considerations are reflected across education sectors and supervisory 
authorities. It then presents an empirical estimation of the influence of each 
variable on the budgetary differences (while controlling for other factors). 

The findings show that the budgeting of schools is for the most part 
based on transparent formulas. The main difference between schools in 
the allocation of teaching hours per class and per student arises from these 
formulas, and stakeholders have little influence on these variables. Thus, 
most of the difference in allocation between the sectors and across types 
of supervisory authority can be explained by ideological, political decisions 
reflected in legislation and budgeting rules. In general, there is consensus on 
such issues as the division of the education system into educational sectors 
and streams based on religiosity, the need to prioritize populations with 
weak socioeconomic backgrounds, and the desire to reduce the number of 
students per class. 

Differences are found in per student and per class budget allocations 
across the sectors and supervisory authorities, even after controlling for 
factors that distinguish them. The source of this difference is in the unique 
budgeting baskets where allocations are not set by a general formula, such 
as special grants, and supplements that are granted to specific sectors and 
supervisory authorities, such as prayer hours for State-religious education 
and budgets for a five-year plan in the Arab sector. These additions and 
baskets lead to the budgets being the highest in the Hebrew State-religious 
education system, and the lowest in the Arab education system.

*Nachum Blass, Principal Researcher, Taub Center. Haim Bleikh, Researcher, Taub Center. 
Thanks to Professors Gil Epstein, Alex Weinreb, and Avi Weiss for their helpful comments.
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Introduction

The Ministry of Education’s budget is the second largest of all government 
ministries. In 2019, it is expected to reach almost NIS 60 billion (The 
Administration for Economics and Budgets, Ministry of Education). In 
the past few years, the budget has grown, with the rise reflected in a real 
increase in expenditure per student — in other words, in the amount 
allocated per student in the education system overall. This increase 
warrants an examination of the budget distribution across different parts of 
the system and how this distribution is determined. Is it primarily based on 
transparent budgeting rules, or is it based on undocumented, deliberate and 
covert preferences or biases that are harder to track and thus undermine 
transparency? 

This chapter is the first part of a wider project analyzing and explaining 
trends in education expenditure (per class and per student) since 2014, and the 
factors that influence the budgetary differences seen throughout the system.1 
The current study examines budgeting per class and per student in 2017 from 
several perspectives: the level of the budget, the gaps between the sectors and 
supervisory authorities, and the variables that influence budget allocation.2 
The study focuses on official regular primary school education, in other words, 
excluding Special Education schools, Haredi education, and schools with the 
status of “recognized but not official.” The data include only six-year primary 
schools, that is, schools that have students from first to sixth grade only.3

1  Since only official regular primary education is being reviewed in this chapter, any 
conclusions drawn should not be used to generalize about other parts of the education 
system.

2 The education system is divided into Hebrew and Arab education sectors. The Arab sector 
is further divided into Arab, Druze and Bedouin education. Hebrew education has three 
streams: State, State-religious, and Haredi education. 
     When there is no reference to any specific kind of budget allocation (for instance, teacher 
work hours), the reference is to the total per student and per class budget, including teaching 
expenses, auxiliary services (maintenance and secretarial staff), training hours and so on. 
The budgetary level of expenditures not related to teachers’ work is estimated at 15 percent 
of school budgets, such that these costs might also be sources of per class and per student 
budget differences between the sectors and supervisory authorities.

3 Schools that also have grades 7-9, or that include only some of the grades from 1-6, were 
not included in this study, to guarantee comparability. Calculations including all of the 
schools did not find significant differences compared to the results detailed in this chapter. 
See Appendix Tables 3a and 3b for these calculations.
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The number of students in primary schools with first to sixth grades only 
in official regular education was 532,000, which is 76 percent of all students in 
grades 1-6 in official regular education in 2017. The total number of primary 
school students was 917,000, and the total in official regular education was 
700,000.4 

The study’s data are limited to this student population for the following 
reasons:

• The budgetary data for this education level are available. 

• This population comprises the vast majority of students in primary 
education.

• The budgeting of these schools adheres most closely to the budgeting 
formulas of the Ministry of Education. 

1. The budgeting of primary education:  
General background

School budgeting usually follows clearly defined rules (Levačić 2006, 2008; 
Ross and Levačić 1999). These rules might be reflected by formulas or 
defined guidelines. At first glance, the clearer and more well-defined the 
budgeting formulas, the less free are the heads of the education system to 
show preferential treatment to a certain sector or to discriminate against 
another one. 

The budgeting rules of the official primary education system in Israel have 
changed fundamentally three times since the founding of the State (Blass, 
Zussman, and Tsur 2016). Today the budgeting of schools is determined by a 
combination of three main budgeting sources:

A. The basic allocation (“the basic standard”)

The basic allocation is meant to guarantee the appropriate number of 
teacher work hours (weekly teaching hours) necessary to cover the required 
curriculum.5 The basic standard is the main component of the school budget 
and is determined by three factors:

4 Taken from A Broad Perspective (B’Mabat Rahav), the Online database of the Ministry of 
Education.

5 The Ministry of Education defines a weekly hour as the annual cost of one teaching hour.
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• A minimum standard per class 
• Number of students per class
• The school’s Nurture Index6  

B. Dedicated “baskets” — allocations according to a formula

These are budgets added to the basic standard based on the school’s student 
profile. These budgets are automatically transferred to the schools according 
to fixed formulas. They are usually dedicated funds, and are “earmarked” for 
specific purposes. The main baskets of this type are:

• Nurture basket — intended to reduce education and academic gaps 
between population groups, based on socioeconomic criteria.

• Mainstreaming basket — for mainstreaming students with special 
needs in regular classes within regular schools. This basket, which is 
automatically allocated to official schools, can be considered part of the 
basic standard.

• Prayer time basket — specifically for Hebrew State-religious schools 
and schools with specialized Jewish studies to hold teacher-supervised 
prayer every morning.7  

• Immigrant integration basket — intended for new immigrants and 
returning residents. 

C. Other allocations (“baskets”)

There are additional discretionary baskets (such as those for road safety 
programs or life skills programs) based on a school’s inclusion in specific 
projects, or that stem from a recognition of a special need. Allocation is 
at the discretion of the Ministry of Education (district heads, supervisors, 
and so on) and their relationships with principals, based on guidelines and 
directives by the Ministry administration, and/or through pressure from 
public entities. 

6 The school Nurture Index is a measurement of the socioeconomic standing of the school 
population. A ranking of 1 indicates the highest/strongest socioeconomic standing and 5 
reflects the lowest or weakest standing.

7 Prayer time could be included in the basic standard, but since it is restricted to Hebrew 
State-religious education, it is listed here among the baskets allocated by formula.

State of the Nation Report: Society, Economy and Policy 2018182



Social-ideological principles reflected in  
budgetary elements 

Budgeting also reflects social and ideological considerations. This section 
briefly examines how the three basic components of budgeting are affected 
by these considerations.

A. The basic standard

The basic standard formulas are intended to be universal and equal, but 
they actually express two very important policy decisions, with far-reaching 
implications: supplemental budgets according to class size and mandating 
reductions in the number of students per class. 

The first is that most of the budget transferred to educational institutions 
depends on the number of classes and not on the number of students. This 
decision gives an advantage — at the budget per student level — to schools 
with small classes. The main reason for this decision is the need to ensure 
that small schools receive funding for at least the minimum number of 
teaching hours required for teaching the curriculum. This need arose out 
of the demographic and political reality in which the education system 
continues to operate. The system was divided into different streams — a 
reality that existed before the founding of the state, and the division was 
legally adopted by the 1953 State Education Law. This often resulted in small 
schools serving minority groups or located in small localities, with a smaller 
number of students per class. Consequently, the budget per student in these 
schools is likely to be higher.

This policy impacts the three aspects that determine the basic standard:

The minimum standard — the minimum number of work hours for 
teachers (in terms of weekly teaching hours) required to teach a full 
curriculum is dependent on grade level and not class size.

The number of students per class — classes of at least 20 students are 
budgeted according to the basic standard. Recently, the Ministry of Education 
has been contending with the educational difficulties that arise from large 
classes through supplementary budgeting: each additional student beyond 
the twentieth (up to a determined maximum number of students for 
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budgeting needs) entitles the school to a supplementary budget.8 When the 
number of students is less than 20 the class receives only half of the basic 
standard budget. 

Figure 1 shows the significance of the per class budgeting method for 
students in the third grade (for illustration purposes only). The graph on 
the left shows the budget per student, and the one on the right presents the 
budget per class, (both in terms of weekly teaching hours). As expected, a 
rise in the number of students raises the budget per class, but in terms of 
budgeting per student it goes down the larger the class size. 

Figure 1. Budget per class and per student
Including bonus for class size, third grade

Source: Nachum Blass and Haim Bleikh, Taub Center | Data: Ministry of Education

8 The compensation formula for class size changed in recent years. In 2016, the maximum 
supplement for a class of 40 students was 7.2 weekly teaching hours, in 2017, it was 6.2, and, 
in 2018, it was 5.2 weekly teaching hours (according to memos of the Director General on 
the standard in primary school education). The hours deducted from the class size bonus 
were used to increase the hours supplemented through the Nurture basket and should have 
strengthened affirmative action for schools with weaker populations (Ministry of Education 
2014:35). In practice, in many schools, there was a decrease in the budget for large classes, 
with compensation for this decrease transferred to the school through the affirmative action 
budget.
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The Nurture Index — another principle of the basic standard is setting a 
differential class size schedule based on the socioeconomic background of the 
school’s student population (the school Nurture Index). For a school whose 
students come from strong socioeconomic backgrounds, the minimum class 
size for budgeting for a large class is 40 students, whereas for a school with a 
weaker socioeconomic standing, it is 32. 

There is a substantial difference between actual class size and the 
maximum size for budgeting purposes. In reality, although there is a fixed 
maximum class size, schools are not required to split large classes into 
smaller classes once that maximum is reached. This means that schools can 
receive budgeting for additional classes as determined by the number of 
students regardless of whether the large class is, in practice, divided into 
two smaller classes or not.9  For  instance,  in  a  school with  80  students  in 
the fourth grade (where the basic standard is 31 weekly teaching hours per 
class), the budget for a school at the strongest socioeconomic level would be 
72.5 weekly teaching hours (62 for two classes + the maximum supplement 
for class size of 10.5 weekly teaching hours), and the average budget for each 
student would be 0.9 weekly teaching hours. On the other hand, in a school 
with a weak socioeconomic ranking, budgeting for a similar number of 
students would be based on three classes and would be 95.4 weekly teaching 
hours, even if the school actually has only two classes with 40 students each 
(93 weekly teaching hours for three classes plus the maximum supplement 
for class size of 2.4 weekly teaching hours). In this case, the budget per 
student would be 1.19 weekly teaching hours. 

Along with the budget supplement for class size, there was an educational 
policy decision to gradually reduce the number of students per class to a 
maximum  of  34  (the  original  decision  made  in  2008  was  to  reduce  the 
number to 32). This decision applies to all students in grades 1-3 (as of the 
end of 2018). 

Both steps — budgetary compensation for size and reducing class size — 
have potentially positive impacts on the quality of life and general climate 
within schools. The latter contributes to reducing class size while the former 
compensates for the difficulty of studying in large classes. These funding 
considerations are applied to schools serving all population groups, including 
those with strong socioeconomic populations, although this somewhat 
negates affirmative action intentions implicit in the original policy.

9 This usually happens when dividing a class would result in classes of fewer than 20 
students each or when the schools faces difficulties due to a shortage of classrooms.
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B. Dedicated budgetary baskets — allocated by formula

Dedicated budgetary baskets are automatically transferred to schools 
according to a fixed formula. Each one of the baskets is meant to advance 
a specific objective of the Ministry of Education and reflects social and 
ideological principles. 

The Nurture basket — the purpose of this basket is to improve the 
achievements of students from weak socioeconomic backgrounds and 
reduce the academic gaps between students from weaker and stronger 
backgrounds. The level of the nurture basket was about 6 percent of total 
teachers’ work hours in primary school education in 2014 (Ministry of 
Education and Culture 2014:16). That same year, following a decision by 
then-Minister of Education Shai Piron, the nurture basket in primary school 
education was increased by 150,000 hours. However, for the most part, 
these did not represent additional teacher hours. The source of most of the 
supplement was the transfer of hours from other budgetary baskets, and at 
least some of the hours had already been dedicated to students from weak 
socioeconomic groups (Weissblei 2015). 

The budgeting formula of the nurture basket is not available to the public, 
except for the general statement that “the school’s relative share of the 
nurture budget (allocation score) is determined based on the school’s Nurture 
Index, the number of students, and the percentage of schools who will enjoy 
the nurture resources according to the Ministry’s decisions” (Ministry of 
Education 2010:5). A report by the Knesset Research and Information Center 
(2016) says that “all of the schools at these education levels, whether strong 
or weak, are entitled to a certain allocation of Nurture hours from the 
basket. According to a report by the inter-ministerial staff, schools classified 
as strong also receive Nurture hours because those schools also have weak 
students.” Following the additional hours added to the basket in 2014, the 
ratio between the allocation to strong and weak schools changed from 1:3 to 
1:6. This measure reinforces the affirmative action aspect of the basket, but 
the impact remains difficult to assess as long as the full formula is unknown.

The mainstreaming basket — the purpose of this basket is to allow 
regular schools to mainstream students with special needs in regular 
classrooms. Since it is allocated by a formula (5.4 percent of all students in 
all schools receive an addition of 1.85 weekly teaching hours each),  it can 
also be viewed as part of the basic standard.10  

10 According to the Ministry of Education (2014), not all of the basket is transferred to the 
school. Some of it — in the past it stood at 0.3 weekly teaching hours — is transferred to the 
regional support center and, therefore, only 1.55 weekly teaching hours go to the school.
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Students with special needs suffering from serious difficulties that cause 
low functionality (about 10 percent of all special needs students enrolled 
in regular schools who learn in regular classes) receive a supplement of 
another 2.7 weekly teaching hours (State Comptroller 2012; Weissblei 2015). 
This supplement is granted on an individual basis, following an evaluation 
of the student’s particular disability. The number of students who receive it 
varies from school to school. 

Prayer time — the supplement for prayer hours at the relevant schools is 
1.22 weekly hours per standard class.

Absorption — the allocation formulas to assist with the integration of 
new immigrants and returning residents takes into account the student’s 
country of origin and the length of the student’s presence in Israel. 

2. School variables and their influence on 
the school budget 

A comparison between budget per class and per student in grades 1-6 in 
official regular education shows several key variables that may influence the 
budget allocation to schools.
A. School Nurture Index  
B. School size
C. Long school day
D. Special Education classes
E. Supervisory authority
F. Teacher profiles

Some of these variables, as will be shown, explain a good deal of the 
differences in budget per student and per class between schools. 

A. The School Nurture Index — the school’s Nurture Index influences 
the number of hours the school receives from the nurture basket and also 
determines the class size minimum for supplementary budgeting. Thus, the 
Nurture Index plays an especially significant role in determining the level 
of budgetary allocation as part of the basic standard and other budgeting 
baskets, including in determining whether the school is included in the long 
school day program.
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B. School size — the size of the primary school usually has to do with the 
number of children living in the district it serves. The division into districts 
is largely determined by Ministry of Education directives on the maximum 
walking distance permissible from the children’s homes to the school and 
educational principles about desired school size (maximum, minimum and 
optimum). Introducing uniform rules about maximum walking distances 
would have an impact both on the size of schools and districts (it would 
reduce them where the population is dense and vice versa).11  

School size is an important factor in determining budget per student and 
there is a direct correlation between school size and the number and size of 
classes — which are major considerations in budget allocation.

C. Long school day — some schools are part of the long school day program. 
As part of this project, 5-8 weekly teaching hours are added to each class — a 
sizable supplement relative to the minimum standard of approximately 30 
weekly teaching hours.12 Inclusion in this program is determined by a variety 
of factors. One of the main determinants is the school Nurture Index, but 
there are other important considerations, like the availability of the school’s 
facilities, as well as the school’s ability to run a successful long school day 
logistically and academically. Therefore, two schools might have the same 
Nurture Index ranking but only one of them will be eligible for inclusion in 
the program. 

D. Special Education — some regular schools have separate Special 
Education classes. These classes are much smaller than regular classes and 
the standard budget allocated to them is higher. 

E. Supervisory authority and sector —the Hebrew State-religious 
schools are smaller and on average have a higher Nurture Index level, which 
explains some of the budgeting differences between sectors. Furthermore, 
they receive unique baskets such as a prayer time basket, a basket for 
separating boys’ and girls’ classes, and rabbi hours. Schools in the Arab, 
Bedouin, and Druze sectors receive supplements as part of five-year plans to 
reduce educational gaps.

11 School principals have little freedom to decide the number of classes in the school due 
to both physical constraints (number of classrooms) and budgetary constraints (number 
of classes approved for budgeting by the Ministry of Education). Attempts to divide classes 
when the number of students is borderline usually fail because of strict rules of the Ministry 
of Education with few exceptions.

12 Schools included in the long school day project are budgeted for a minimum of 37 weekly 
teaching hours per regular class. For grades 1-2 (minimum standard of 29 weekly teaching 
hours), the supplement for a long school day is 8 hours. For grades 3-4 (minimum standard of 
31 weekly teaching hours), the supplement is 6 hours, and, for grades 5-6 (minimal standard 
of 32 weekly teaching hours), 5 weekly teaching hours are added as part of the program.
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F. Teachers — the profile of the teaching personnel (teachers’ level of 
education and seniority) has a major impact on the biggest item in the 
education budget: teachers’ wages. These two variables are greatly affected 
by demographic trends: when the system is expanding due to an increase 
in the number of students, more young teachers are required, which has 
the effect of lowering the average seniority while improving the average 
education level (younger teachers tend to have higher education levels). 

As shown in Table 1, in Hebrew education, the share of teachers who have 
graduate degrees is higher, and teachers’ seniority varies between education 
sector and stream. Nonetheless, the cost of teachers’ teaching hours is almost 
identical in schools of all sectors, supervisory authority types, and nurture 
levels. This figure contradicts the claim that teachers in schools serving 
stronger population groups usually enjoy higher salaries because they are 
better educated and have more seniority, thereby undermining the Ministry 
of Education’s affirmative action policy (see also Blass 2008 for findings that 
are consistent with this claim). 

Table 1. Teacher profiles
By education stream, supervisory authority, and school Nurture Index 
quintile, official regular education, schools with grades 1-6 only

Hebrew 
State

Hebrew 
State-

religious

Arab Druze Bedouin Overall

Median years 
of seniority

13.8 16.3 16.1 16.6 11.1 14.7

Percent with 
higher degree

33% 32% 26% 25% 21% 31%

NIS, cost per yearly teaching hour, by school Nurture Index quintile

Strongest 8,117 8,080 — — — 8,112

2 8,131 8,098 8,154 — — 8,121

3 8,151 8,101 8,128 8,157 — 8,132

4 8,148 8,088 8,148 8,151 8,124 8,137

Weakest 8,152 8,093 8,144 8,153 8,095 8,129

Overall 8,133 8,093 8,142 8,152 8,097 8,125

Note: In the school Nurture Index, the strongest (highest) socioeconomic quintile is 1, the weakest is 5. 
Source: Nachum Blass and Haim Bleikh, Taub Center | Data: Ministry of Education
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Variables affecting budgets – descriptive statistics

Table 2 presents the differences between official primary schools by their 
sector and supervisory authorities according to factors that determine 
budget.13 The data indicate a marked difference between sectors and 
supervisory authorities on these determinants.

Table 2. Distribution of students by school characteristics, 2017
Official regular education, schools with grades 1-6 only

Hebrew 
State

Hebrew 
State-

religious

Arab Druze Bedouin Overall

School Nurture Index quintile 

Strongest 45% 22% — — — 28%

2 23% 33% 1% — — 18%

3 15% 25% 18% 10% — 16%

4 10% 15% 29% 56% 7% 16%

Weakest 7% 5% 52% 34% 93% 22%

School size

Small 2% 7% 1% 0% 1% 2%

Small-medium 20% 42% 18% 37% 15% 23%

Medium-large 40% 32% 46% 47% 44% 40%

Large 39% 19% 36% 15% 40% 34%

Long school day

Has long day 17% 31% 26% 100% 86% 28%

Does not have 83% 69% 74% — 14% 72%

Special Education

Has Special Ed students 36% 45% 11% 16% 18% 31%

Does not have 64% 55% 89% 84% 82% 69%

Note: In the school Nurture Index, the strongest (highest) socioeconomic quintile is 1, the weakest is 
5. Small schools have up to 180 students; Small-medium schools have between 181 and 360 students; 
Medium-large schools have between 361 and 540 students; Large schools have over 540 students.  
Source: Nachum Blass and Haim Bleikh, Taub Center | Data: Ministry of Education

13 Data on the distribution of schools including grades 1-6 only appear in Appendix Table 1.
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The School Nurture Index — in Hebrew State education, 68 percent of 
the students are in the two strongest quintiles, in the State-religious schools, 
55 percent, while in Arab education most of the students are in the weakest 
quintiles (more than 80 percent). 

School size — in Hebrew and Arab State and Bedouin education most 
of  the  students  (between 79 and 84 percent) go  to  large or medium-large 
schools, while in Druze education it is only 62 percent, and in Hebrew State-
religious education, only 51 percent.14 As seen in Figure 2, classes in large 
schools tend to be larger. 

Figure 2. Average number of students per class by school size
Official regular education, by sector and supervisory authority,  
schools with grades 1-6 only

25.4 24.9 24.2 25.025.9 25.6 24.5 25.4
28.9 28.3

25.9 27.8
31.3 31.0

28.2
30.3

Hebrew, State Hebrew, State-
religious

Arab Total

Small Small-medium Medium-large Large

Note: Arab education includes Druze and Bedouin. Small schools have up to 180 students; Small-medium 
schools have between 181 and 360 students; Medium-large schools have between 361 and 540 students; 
Large schools have over 540 students.  
Source: Nachum Blass and Haim Bleikh, Taub Center | Data: Ministry of Education

The data also show that the effect of school size on the average number of 
students per class changes depending on the education sectors. In particular, 
in the Arab education system (including Druze and Bedouin education), 
classes are smaller compared to schools of the same school size in the Hebrew 
sector. For instance, in a large school in Hebrew State education an average 
class has 31.3 students, while a class in a large school in the Arab sector has 
28.2 students, on average. These data reflect an improvement in the relative 
situation of the Arab education system in recent years (Blass 2017).

14  The distribution is based on the average number of students (27-28 students) in the 
regular class in the relevant age groups, plus students in Special Education.
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Long school day — all of the students in the Druze sector, and almost all of 
the students in the Bedouin sector, benefit from a long school day, compared 
to only 26 percent in the rest of Arab education. In the Hebrew education 
system, 16 percent of the students in State schools, and 31 percent of those 
in State-religious schools, have a long school day. Druze and Bedouin schools 
for the most part are included in the long school day program by virtue of 
the low socioeconomic status of their populations and their location in the 
north and south of the country, where this program is more widespread.

Special Education — the vast majority of students in the Arab education 
system are in schools that have Special Education classes, compared to 64 
percent in general Hebrew State education and only 55 percent in Hebrew 
State-religious education.

Tables 3a and 3b present the budget per student and per class on the basis 
of data published by the Ministry of Education on its Administration for 
Economics and Budgets’ website. The data do not include budgets transferred 
to schools by local authorities, parents, and non-profit organizations. 

The data show the influence of these school variables (as presented in 
Table 2) on the actual expenditure. For instance, it is clear that a rise in the 
Nurture Index increases the budget expenditure per class and per student, 
and that the supplemental hours for a long school day increases the budgets 
of the schools participating in the program. The table also shows that the 
influence of Special Education on the budget is especially felt at the budget 
per student level, whereas, at the level of budget per class, the differences 
between schools that have Special Education classes and those that do not 
have such classes are not noticeable. 

The comparison between education systems indicates that the average 
budget allocation in the Druze and Bedouin sector is the highest, and in 
Hebrew State education is the lowest. It is very important to emphasize that 
these are averages, and when a school’s Nurture Index is taken into account, 
it emerges that in all quintiles, the Hebrew State-religious education system 
is funded at the highest level both per student and per class, while Arab 
education is funded at the lowest level.

In addition, there appears to be a correlation between the factors that 
influence budgeting — Appendix Figure 1 shows that the share of schools 
with a long school day increases with the rise in Nurture Index. Due to 
this correlation, caution should be used when drawing conclusions about 
the specific influence of individual variables on budgeting per class and 
per student. For more accurate assessments of the direct influence of 
the explanatory factors on expenditure, the following section presents a 
multivariate analysis. 
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Table 3a. Budget per student, 2017
Official regular education, schools with grades 1-6 only, NIS thousands

Hebrew 
State

Hebrew 
State-

religious

Arab Druze Bedouin Overall

School Nurture Index quintile 

Strongest 13.3 14.9 — — — 13.5

2 14.9 16.8 14.1 — — 15.5

3 16.8 18.6 15.1 18.5 — 16.9

4 18.0 19.6 16.2 18.9 16.8 17.7

Weakest 20.4 23.8 17.2 18.9 19.0 18.6

School size

Small 21.2 22.6 20.1 — 20.6 21.9

Small-medium 19.0 18.6 18.1 19.3 19.7 18.8

Medium-large 15.0 16.9 16.9 18.6 19.2 16.1

Large 13.2 14.7 15.2 18.3 18.2 14.2

Long school day

Has long day 19.3 20.9 18.5 18.8 19.1 19.4

Does not have 14.4 16.1 15.8 — 17.1 15.0

Special Education

Has Special Ed students 13.5 16.7 15.4 17.4 18.0 14.6

Does not have 16.2 18.3 16.6 19.1 19.0 16.9

Overall 15.2 17.6 16.5 18.8 18.9 16.2

Note: In the school Nurture Index, the strongest (highest) socioeconomic quintile is 1, the weakest is 
5. Small schools have up to 180 students; Small-medium schools have between 181 and 360 students; 
Medium-large schools have between 361 and 540 students; Large schools have over 540 students.  
Source: Nachum Blass and Haim Bleikh, Taub Center | Data: Ministry of Education
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Table 3b. Budget per class, 2017
Official regular education, schools with grades 1-6 only, NIS thousands

Hebrew 
State

Hebrew 
State-

religious

Arab Druze Bedouin Overall

School Nurture Index quintile 

Strongest 391 420 — — — 395

2 406 442 410 — — 417

3 432 466 395 462 — 433

4 449 479 411 446 428 439

Weakest 480 549 423 452 469 453

School size

Small 493 535 440 — 486 511

Small-medium 445 449 421 451 446 443

Medium-large 410 456 415 448 460 423

Large 396 433 410 451 482 411

Long school day

Has long day 483 518 456 450 477 480

Does not have 400 425 400 — 403 404

Special Education

Has Special Ed students 402 452 413 458 469 420

Does not have 421 457 415 448 465 429

Overall 415 455 415 450 466 427

Note: In the school Nurture Index, the strongest (highest) socioeconomic quintile is 1, the weakest is 
5. Small schools have up to 180 students; Small-medium schools have between 181 and 360 students; 
Medium-large schools have between 361 and 540 students; Large schools have over 540 students.  
Source: Nachum Blass and Haim Bleikh, Taub Center | Data: Ministry of Education

3. School variables and the budget:  
A multivariate analysis 

The data presented so far present only a partial picture of the possible reasons 
for the variance seen in the budgets of different sectors and supervisory 
authorities. This section takes a closer look and examines the influence of 
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each one of the variables on budgeting per class and per student: the Nurture 
Index, school size, whether the school is part of the long school day program 
or not, the presence or absence of Special Education classes, the education 
sector and school supervisory authority, the median seniority of teachers, 
and the share of teachers with graduate degrees. 

The results of separate multivariate analyses of budgeting per class and 
per student are presented here with a focus on two main aspects:

• the marginal effect of each variable on budgeting assuming that the 
other variables remain fixed; 

• the importance of each variable in the model’s explanatory power. In 
the case of a linear regression, the contribution of each variable to the 
explained variance is calculated.15 

The results of the analysis are presented in Appendix Tables 2a and 2b. 
These tables present four equations for the factors that influence budgeting 
per class and per student. The first equation refers to all sectors and 
supervisory authorities, and the other three present the results separately 
for the Hebrew State, State-religious, and the Arab education systems 
(including Druze and Bedouin). The separate calculations for each sector 
and supervisory authority allow for a more accurate understanding of the 
direction and strength of the influence of the explanatory variables for 
each group separately. The explained variable is the natural logarithm of 
budgeting per class and per student.

The analyses confirm the results presented above regarding the influence 
of school variables on the per class and per student budget. Since the class 
is the basic budgeting unit, findings regarding budgeting per class will be 
presented first, followed by findings for budgeting per student.

Budget per class

The Nurture Index — the higher the Nurture Index (which means the 
school serves students from weak socioeconomic backgrounds), the higher 
the per class budget throughout the system. On the other hand, separate 
calculations by sector and supervisory authority show that the main source 
of the variance is restricted to Hebrew education, since most students in 
Arab education are in the weakest two quintiles (4 and 5). 

15 Adjusted R2 appears in Appendix Tables 2a and 2b.
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It was also found that additional budget per class for those students from 
the weakest socioeconomic background is substantially higher in Hebrew 
State-religious education relative to other streams. In Arab education, the 
additions based on the Nurture Index (beginning from the fourth quintile) 
are closer to those observed in Hebrew State education.

School size — in the smallest schools (up to 180 students), the per class 
budget is the highest, with large differences as schools get larger. The 
differences between small-medium schools and larger schools, on the other 
hand, are not significant. This was found both in the calculations by sector 
and supervisory authority and for the system as a whole. It is important to 
note that the share of small schools in the total system is very small, and 
their high budgets are the exception, not the rule. It is possible that the 
results have to do with so-called “economies of scale” — wherein, in larger 
schools, some of the expenditure elements that are not directly dependent 
on institution size are divided between a greater number of classes.

Long school day — this program raises the per class budget by an average 
of 14 percent in the system at large. In practical terms, this is a significant 
increase in teacher work hours: and increase from 16 to 28 percent of the 
minimum standard for each grade level. Separate calculations by sector 
and supervisory authority show that schools with a long school day have an 
increased per student budget of 15.5 percent in the Hebrew State-religious 
stream and by 13.5 percent in Hebrew and Arab State education.

Special Education — Special Education classes are not correlated with 
per class budget when it comes to the total system. A separate calculation 
by sector and supervisory authority shows that only in the Hebrew State 
education system is the rise in the rate of students with special needs 
positively correlated with per class budget (and, even in this case, the 
influence is very small). The data do not allow us to isolate direct budgeting 
for Special Education classes. Since their share is low at only 12 percent of 
school classes in those schools with Special Education classes (9 percent of 
the total classes in the system), it is likely that the budgetary supplement 
they bring does not substantially raise the average per class budget relative 
to schools without such classes.

Sector and supervisory authority — after controlling for school 
characteristics, the highest average per class budgets are in Hebrew State-
religious schools, and the lowest are in the Arab education sector.

Teacher profile — the share of teachers with graduate degrees and their 
level of seniority have no influence on per class budget when all groups are 
taken together. Only in Arab education was a slight negative influence found 
with regard to seniority. 
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Budget per student  

The Nurture Index — as the Nurture Index rises, so, too, does budgeting 
per student in the system at large. Separate calculations for each sector 
and supervisory authority show that the marginal budgeting supplement 
for Nurture quintiles 1-4 is similar for the different supervisory authorities 
in Hebrew education (State and State-religious). On the other hand, the 
marginal supplement for the weakest quintile is significantly higher in 
State-religious education. 

As in the findings for per class budgeting, it appears that, in the Arab 
education system, the degree of differentiation by the Nurture Index (from 
the third quintile and up) is similar to the figures for Hebrew state education.

School size — generally, per student budget decreases steadily as school 
size increases. A possible explanation is that in larger schools the classes 
are bigger on average (Figure 2 above), and, therefore, according to the 
budgeting mechanism, per student budgeting is lower. Separate calculations 
by sector and supervisory authority show, for instance, that, in the transition 
from medium-large to large schools, coefficients dropped by 7 percentage 
points in all of the groups. This is consistent with the fact that the number 
of students per class in the largest schools is 2.5 students higher than in the 
medium-large schools. 

All and all, in Hebrew education, the per student budget in the smallest 
schools was 23-25 percentage points more than in the medium-large schools. 
On the other hand, in Arab education, the difference between the two sizes 
was 16 percentage points. This result has a lot to do with the fact that, when 
looking at increases in the number of students in relation to school size, the 
increases going from small to medium-large schools in Hebrew education 
are larger than in Arab education (Figure 2 above). In other words, it is likely 
that the sharper drop in per student budget as school size rises in Hebrew 
education has to do with the larger rise in class size (that goes along with the 
rise in school size). 

Long school day — long school day programs raise per student budgeting 
by an average of 15 percent. In Hebrew State-religious education, the increase 
is 17 percent; in Hebrew and Arab State education, it is 14-15 percent. 

Special Education — in contrast to the lack of influence of separate 
Special Education classes on per class budget, the existence of such classes 
in a school increases the per student budget. The rise comes mainly from the 
impact of class size: Special Education classes are smaller, and as a result the 
average number of students per class drops.  
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Separate calculations by educational sectors and supervisory authority 
show between-group variance. This could be due to differences in student 
populations based on diagnostic differences, leading to budgeting variance.

Supervisory authority — as in per class budget, after controlling for the 
effects of school variables, the average per student budget in Hebrew State-
religious education is the highest, and in Arab education it is the lowest. 

Teacher profile — the share of teachers with graduate degrees and 
seniority has no influence on per student budgeting in the system at large. 
In Hebrew education, a positive correlation was found between per student 
budget and the share of teachers with graduate degrees, but at a relatively 
low level of statistical significance. In Arab education, a small negative 
influence was found with regards to seniority, also at a relatively low 
significance level. 

The contribution of the explanatory variables to the 
model’s ability to explain budgeting differences 

Table 4 shows the results of a statistical method that allows us to quantify 
the contribution of variables that influence the explained variance in the 
model.16 The results indicate that a large part of the explained variance 
between schools in level of per student and per class budgeting has to do 
with variables over which stakeholders have little influence — (school 
size, Nurture Index, participation in the long school day program, and the 
presence of Special Education classes).

Overall, the contribution of these factors to the model’s ability to explain 
budget differences is estimated at 87 percent for per class budgeting and 92 
percent for per student budgeting. On the other hand, the contribution of 
sector and supervisory authority is much smaller (13 percent for per class 
budgeting and 8 percent for per student budgeting). As the last line in the 
table shows, the multivariate analysis explains 65 percent of the differences 
of per class budget and 80 percent of per student budget differences.

The estimation for budgeting per student and per class provides a broader 
picture of the influence of certain variables. For instance, this perspective 
illustrates the importance of the budget provided for the long school day and 
Nurture Index. In contrast, the influence on budgeting of separate classes for 
Special Education or school size depends to a large extent on how the budget 
is calculated: these variables’ level of influence changes when examined per 
class or per student.  

16 For the use of this procedure, see Huettner and Sunder 2012.
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Table 4. Contribution of explanatory variables
By budget type, as a percentage of the explained variance 

Budget per student Budget per class

Supervisory authority/sector   7.5% 13.3%

School size 28.9% 16.5%

School Nurture Index 23.5% 20.5%

Long school day 23.4% 48.4%

Special Education 15.8%  1.0%

Teacher profile   0.9%   0.5%

Percent of explained 
variance

79.9% 65.1%

Source: Nachum Blass and Haim Bleikh, Taub Center | Data: Ministry of Education

Conclusion
This chapter examined the variables influencing differences in per student 
and per class budgeting in the official regular primary education system 
(excluding Haredi education). The data indicate that budget differences 
depend on several key school variables: Nurture Index, school size, inclusion 
in the long school day program, number of Special Education classes, 
supervisory authority, and teacher profile. According to the multivariate 
analysis, the first three variables (Nurture Index, school size, and inclusion 
in the long school day program) have the most explanatory value in 
understanding differences in budgeting between schools. 

The multivariate analysis also found that most of the explained variance 
in budget per student (87 percent of the explained variance per class and 
92 percent per student) arises from factors determined by fixed budgetary 
formulas, over which stakeholders have only limited influence, while those 
variables that are not determined by a budgetary formula (the supplementary 
baskets and special supplements) are limited to about 10 percent of the 
explanatory power.  

It appears that a significant part of the variance in level of per student 
budget originates from objective factors and the direct impact of the 
sector and supervisory authorities is relatively small. It is important 
to note, however, that even the objective factors, reflect political and 
ideological views; for instance, the decision to maintain separate sector 
education systems (Hebrew and Arab) and the decision to allow for different 
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supervisory authorities in the education system by level of religiosity are 
political-ideological decisions. The seemingly clear-cut decision to base 
school districts on areas within walking distance of students’ homes is 
not a necessity; this constraint could be resolved by busing policies. Even 
the decision to use the class as the basic budgetary unit is controversial 
and evidence shows that there are instances where the budgeting unit is 
actually per student, including the budget expenditure system for high 
school education in Israel. All of these decisions are based on social realities, 
ideological views, and educational philosophies, and changes in these 
decisions may have potentially far-reaching consequences for budgeting. 

Even after controlling for school characteristics, there appears to be 
a hierarchy of budget expenditures among the sectors and supervisory 
authorities: Hebrew State-religious education comes first, followed by 
Hebrew State education, and finally Arab education. This finding is fully 
consistent with the data that appear on the Ministry of Education’s budgetary 
transparency website. This bias can also be understood from Table 5. This 
table shows the ratio between the standard weekly teaching hours by three 
budgeting levels (by the minimum standard, by the minimum standard plus 
class size bonus, and by the minimum standard plus class size bonus and 
a bonus for a long school day). The lower the ratio, the higher the rate of 
the allocation not explained by transparent and equally applied standards, 
allowing a bias towards a given sector or supervisory authority. 

It can be seen that in Hebrew and Arab State education there is a 
similarity in the ratio between the basic standard, explained by budgeting 
according to the formulas, and the actual standard, whereas in Hebrew 
State-religious education the ratio is 4-5 percentage points lower. Some of 
the seemingly preferential budget, and perhaps even all of it, is explained by 
the special budgetary baskets for Hebrew State-religious education: prayer 
time, separate classes for boys and girls, and rabbi hours. All of these factors 
are meant to maintain the special character of the Hebrew State-religious 
education system. 
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Table 5. Basic minimum teaching hours

Minimum weekly 
teacher hours

Minimum weekly 
teacher hours + class 

size bonus

Minimum weekly 
teacher hours + class 

size bonus + long 
school day bonus

Hebrew State 62% 65% 68%

Hebrew State-religious 58% 60% 64%

Arab 61% 63% 69%

Overall 61% 64% 67%

Note: The estimate’s calculation can be understood through the example of a first grade cohort, where 
the basic minimum is 29 weekly hours. In the first stage, the total number of hours is calculated at the 
minimum level, that is, 29 weekly class hours multiplied by the number of first grade classes. In the 
second stage, the bonus for class size is added according to Ministry of Education data, and according to 
the average number of students in the first grade cohort in a given school. This figure is also multiplied 
by the number of first grade classes in the system. In the third stage, 8 weekly hours are added for those 
schools in the long school day program (with a basic minimum of 37 weekly hours, before any addition for 
class size). A similar calculation is performed for other grades according to the basic minimum standard 
for their budget.
Source: Nachum Blass and Haim Bleikh, Taub Center 

Obviously, there are ideological and political decisions at play; it could just 
as easily have been decided to give the entire State education supplements 
at a similar level so that they could express the differences that distinguish 
them from State-religious education. The determination whether the level 
of preference that arises from these needs is high or low is left to the reader 
to decide.17

17 We should note that as part of the current study we did not examine whether the 
situation described above existed in the past as well or whether it reflects a change (for 
better or worse). It should also be noted that Table 5, unlike the rest of this study, focuses on 
teacher work hours and does not refer to the total budget (for instance, special projects and 
budgetary transfers to local authorities, training hours and auxiliary services). It should be 
stressed again that this chapter is only about part (although a central part) of the education 
system, and it is possible that the conclusions would change to some extent if the analysis 
also included the recognized but unofficial schools and other educational levels.
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Appendix

Appendix Figure 1. Share of schools participating in the  
long school day program by school Nurture Index

2%

17%

33%

47%

56%

Strongest 2 3 4 Weakest
School Nurture Index

Note: In the school Nurture Index, the strongest (highest) socioeconomic quintile is 1, the weakest is 5.
Source: Nachum Blass and Haim Bleikh, Taub Center | Data: Ministry of Education
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Appendix Table 1. Distribution of schools by school profile, 2017
Official primary schools with grades 1-6 only

Hebrew 
State

Hebrew 
State-

religious

Arab Druze Bedouin Overall

School Nurture Index quintile 

Strongest 37% 16% — — — 22%

2 23% 30% 1% — — 18%

3 16% 27% 17% 12% — 18%

4 13% 17% 27% 60% 8% 18%

Weakest 11% 9% 55% 29% 92% 24%

School size

Small 5% 17% 3% 0% 3% 7%

Small-medium 31% 50% 27% 48% 24% 34%

Medium-large 38% 24% 46% 43% 46% 37%

Large 26% 9% 24% 10% 27% 22%

Long school day

Has long day 21% 34% 27% 100% 81% 31%

Does not have 79% 66% 73% — 19% 69%

Special Education

Has Special Ed students 34% 49% 13% 17% 21% 32%

Does not have 66% 51% 87% 83% 79% 68%

Note: In the school Nurture Index, the strongest (highest) socioeconomic quintile is 1, the weakest is 
5. Small schools have up to 180 students; Small-medium schools have between 181 and 360 students; 
Medium-large schools have between 361 and 540 students; Large schools have over 540 students.  
Source: Nachum Blass and Haim Bleikh, Taub Center | Data: Ministry of Education
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Appendix Table 2a. Multivariate analysis, official schools with 
grades 1-6 only
Estimates for overall groups by sector and supervisory authority,  
with separate estimates for each regression group for expenditure per class
Per class

Overall Hebrew State Hebrew State-
religious

Arab

Education sector: State education     Reference group

Hebrew State-religious 0.0552***

Arab -0.0684***

School Nurture Index: Strongest quintile     Reference group

2 0.012* 0.012* 0.011 —

3 0.058*** 0.046*** 0.059*** —

4 0.077*** 0.071*** 0.078*** -0.001

Weakest 0.114*** 0.109*** 0.183*** 0.023**

School size

Small 0.110*** 0.082*** 0.129*** 0.068*

Small-medium     Reference group             

Medium-large -0.013*** -0.025*** 0.015 -0.018**

Large -0.012** -0.029*** 0.013 -0.004

Long school day 0.141*** 0.134*** 0.156*** 0.135***

Special Education: No Special Education     Reference group

Up to 5% 0.00269 0.0109* -0.0143 -0.000988

Over 5% 0.00619 0.0179** -0.0228 0.000165

Teacher characteristics

Percentage of teachers with 
MA and PhD degrees

0.017 0.054 0.027 -0.016

Median seniority -0.000301 -0.000132 0.0000228 -0.00221***

Intercept 12.88*** 12.87*** 12.91*** 12.94***

Number of observations 1257 643 266 348

Adjusted R2 0.651 0.608 0.623 0.719

Note: Arab education includes Druze and Bedouin. In the school Nurture Index, the strongest (highest) 
socioeconomic quintile is 1, the weakest is 5. Division of schools by number of students: Small — up to 180 
students; Small-medium — 181-360 students; Medium-large — 361-540 students; Large — more than 540 
students. Analysis includes only those observations with full data; 22 observations were outliers and were 
omitted. Significance levels: * p < 0.1; ** p < 0.05; *** p < 0.01 (based on robust standard error).
Source: Nachum Blass and Haim Bleikh, Taub Center
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Appendix Table 2b. Multivariate analysis, official schools with 
grades 1-6 only
Estimates for overall groups by sector and supervisory authority,  
with separate estimates for each regression group for expenditure per student
Per student

Overall Hebrew State Hebrew State-
religious

Arab

Education sector: State education     Reference group

Hebrew State-religious 0.0750***

Arab -0.0233***

School Nurture Index: Strongest quintile     Reference group

2 0.031*** 0.032*** 0.018 —

3 0.088*** 0.083*** 0.073*** —

4 0.117*** 0.107*** 0.103*** 0.024**

Weakest 0.169*** 0.151*** 0.207*** 0.069***

School size

Small 0.140*** 0.115*** 0.160*** 0.087*

Small-medium     Reference group

Medium-large -0.100*** -0.120*** -0.093*** -0.074***

Large -0.169*** -0.190*** -0.167*** -0.142***

Long school day 0.156*** 0.149*** 0.171*** 0.147***

Special Education: No Special Education     Reference group

Up to 5% 0.0758*** 0.0875*** 0.0476*** 0.0662***

Over 5% 0.166*** 0.186*** 0.149*** 0.133***

Teacher characteristics

Percentage of teachers with 
MA and PhD degrees

0.0377 0.0911* 0.0447 -0.0105

Median seniority -0.000516 -0.000784 0.000452 -0.00199*

Intercept 9.568*** 9.564*** 9.634*** 9.677***

Number of observations 1257 643 266 348

Adjusted R2 0.799 0.803 0.746 0.743

Note: Arab education includes Druze and Bedouin. In the school Nurture Index, the strongest (highest) 
socioeconomic quintile is 1, the weakest is 5. Division of schools by number of students: Small — up to 180 
students; Small-medium — 181-360 students; Medium-large — 361-540 students; Large — more than 540 
students. Analysis includes only those observations with full data; 22 observations were outliers and were 
omitted. Significance levels: * p < 0.1; ** p < 0.05; *** p < 0.01 (based on robust standard error).
Source: Nachum Blass and Haim Bleikh, Taub Center
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Appendix Table 3a. Multivariate analysis, official primary 
schools
Estimates for overall groups by sector and supervisory authority,   
with separate estimates for each regression group for expenditure per class
Per class

Overall Hebrew State Hebrew State-
religious

Arab

Education sector: State education     Reference group

Hebrew State-religious 0.0496***

Arab -0.0650***

School Nurture Index: Strongest quintile     Reference group

2 0.015** 0.015** 0.015

3 0.0537*** 0.042*** 0.051***

4 0.069*** 0.062*** 0.078*** -0.005

Weakest 0.110*** 0.105*** 0.182*** 0.018*

School size

Small 0.115*** 0.080*** 0.133*** 0.085*

Small-medium     Reference group

Medium-large -0.016*** -0.023*** 0.007 -0.021***

Large -0.0185*** -0.028*** -0.006 -0.011

Long school day 0.146*** 0.143*** 0.147*** 0.144***

Special Education: No Special Education     Reference group

Up to 5% 0.00880** 0.0197*** -0.0077 -0.00415

Over 5% 0.0149*** 0.0344*** -0.0156 -0.00193

Teacher characteristics

Percentage of teachers with 
MA and PhD degrees

0.0269 0.0828** 0.0211 -0.0278

Median seniority -0.00032 -0.0000556 -0.0000917 -0.00231***

Intercept 12.87*** 12.85*** 12.92*** 12.95***

Number of observations 1714 862 416 436

Adjusted R2 0.626 0.583 0.575 0.711

Note: Arab education includes Druze and Bedouin. In the school Nurture Index, the strongest (highest) 
socioeconomic quintile is 1, the weakest is 5. Division of schools by number of students: Small — up to 180 
students; Small-medium — 181-360 students; Medium-large — 361-540 students; Large — more than 540 
students. Analysis includes only those observations with full data; 22 observations were outliers and were 
omitted. Significance levels: * p < 0.1; ** p < 0.05; *** p < 0.01 (based on robust standard error).
Source: Nachum Blass and Haim Bleikh, Taub Center
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Appendix Table 3b. Multivariate analysis, official primary 
schools 
Estimates for overall groups by sector and supervisory authority,  
with separate estimates for each regression group for expenditure per student
Per student

Overall Hebrew State Hebrew State-
religious

Arab

Education sector: State education     Reference group

Hebrew State-religious 0.0786***

Arab -0.0210***

School Nurture Index: Strongest quintile     Reference group

2 0.032*** 0.028*** 0.031*

3 0.088*** 0.076*** 0.086***

4 0.113*** 0.105*** 0.103*** 0.024**

Weakest 0.166*** 0.147*** 0.222*** 0.061***

School size

Small 0.150*** 0.118*** 0.174*** 0.090*

Small-medium     Reference group

Medium-large -0.093*** -0.110*** -0.078*** -0.073***

Large -0.164*** -0.183*** -0.161*** -0.140***

Long school day 0.159*** 0.160*** 0.154*** 0.154***

Special Education: No Special Education     Reference group

Up to 5% 0.0834*** 0.0978*** 0.0582*** 0.0603***

Over 5% 0.179*** 0.206*** 0.160*** 0.133***

Teacher characteristics

Percentage of teachers with 
MA and PhD degrees

0.0439 0.1000** 0.0424 -0.0176

Median seniority -0.000835* -0.000707 -0.000255 -0.00246***

Intercept 9.562*** 9.547*** 9.635*** 9.693***

Number of observations 1714 862 416 436

Adjusted R2 0.784 0.788 0.713 0.72

Note: Arab education includes Druze and Bedouin. In the school Nurture Index, the strongest (highest) 
socioeconomic quintile is 1, the weakest is 5. Division of schools by number of students: Small — up to 180 
students; Small-medium — 181-360 students; Medium-large — 361-540 students; Large — more than 540 
students. Analysis includes only those observations with full data; 22 observations were outliers and were 
omitted. Significance levels: * p < 0.1; ** p < 0.05; *** p < 0.01 (based on robust standard error).
Source: Nachum Blass and Haim Bleikh, Taub Center
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Technological Education: 
Trends and Developments,  

2006 to 2017
Hadas Fuchs, Guy Yanay, and Nachum Blass* 

Abstract

Under the last four education ministers, the Ministry of Education has 
focused much of its efforts on increasing the number and share of high 
school students in technological-vocational education. A second, related 
goal has been to increase the number and share of students taking the 
bagrut (matriculation) exams in math and English at the highest study level 
(five units). This chapter takes an in-depth look at the profile of students 
in high school technological-vocational education, according to a new 
achievement-based classification system of educational tracks proposed 
by the authors. This proposed system replaces the traditional and more 
arbitrary classification into engineering, technological, and VET tracks. 

Study findings indicate that the Ministry of Education has succeeded in 
attaining its declared goals: the share of students in technological education 
has risen and the majority of growth has taken place in the highest level 
track where bagrut attainments are also positive. Achievements are 
particularly impressive for girls in the Arab, Bedouin, and Druze education 
systems. The share of students in Arab education enrolled in the highest 
and most prestigious technological majors is higher than among their 
peers in the Hebrew education system. Achievements of these students — 
in the Arab and Hebrew education system alike — are similar despite the 
fact that students in the Arab sector have far lower socioeconomic profiles. 
The study’s findings give rise to optimism about reducing educational and 
economic gaps between Israel’s different population groups.  

* Hadas Fuchs, Researcher, Taub Center. Guy Yanay, Research Assistant, Taub Center. 
Nachum Blass, Principal Researcher, Taub Center. The authors wish to thank Eliad Tepler 
from the Ministry of Education and Osnat Landau from the Central Bureau of Statistics for 
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Introduction

Over the last decade, the Ministry of Education’s policies for high school 
education have focused on several issues, including two that have received 
particular attention: (1) increasing the share of students in technological 
education; and (2) increasing the share of students who study for and qualify 
on the bagrut exams (matriculation) at the highest level of math and English 
(five units).1, 2 

This chapter evaluates the extent to which the Ministry of Education has 
achieved these two goals, and shows how progress in one goal is connected 
to progress in the other. The chapter first looks at technological education 
in Israel. The second part of the chapter describes changes in the share of 
students taking math and English (as a second language) at the highest level 
(five units). 

Data
This chapter is based on available data on 12th grade students in Israel 
enrolled in regular education (not including Special Education) between 
2006 and 2017 (the years since the last reform in technological education 
was completed). Student data, as well as the data relating to schools and 
bagrut exams, were taken from the Ministry of Education’s virtual research 
room. Data from the website A Broad Perspective (B’mabat Rachav) was used as 
a validity check.3 The study covers 12th grade students from all schools under 
Ministry of Education supervision (not including vocational education and 
training schools managed by the Ministry of Labor, Social Affairs and Social 
Services).4 This includes students in East Jerusalem, the vast majority of 

1 Technological education includes the three traditional tracks: engineering, technology, 
and VET (vocational education and training). Students not in technological education 
tracks are in academic tracks. In the new classification system proposed in this chapter, 
technological education includes three achievement-based tracks: high, medium, and low 
technological tracks. 

2 The Israeli bagrut exam is a matriculation exam that is often compared to the NY State 
Regents Examination. A bagrut certificate is awarded to students who pass the examinations 
in each subject. The bagrut certificate should not be confused with a high school diploma, 
which signifies the completion of 12 years of study. Students are tested in subject matter at a 
level of one to five units where five units is the highest level of study.

3 A Broad Perspective (B’Mabat Rahav) is an Online database of the Ministry of Education.

4 Students in Ministry of Education schools are the vast majority of technological students in 
Israel — 92 percent in 2015 (Winninger 2016).
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whom do not take Israeli bagrut exams and are listed in the database files 
as enrolled in academic tracks, and Haredi students, who also do not, for the 
most part, take bagrut exams. Hence, it is likely that the share of Arab Israeli 
students actually enrolled in the technological track is somewhat higher 
than reported. With respect to Haredim, the small number of observations 
makes it difficult to draw decisive conclusions.

1. The development of technological education  
in Israel

As of 2018, there are 25 different study majors for students enrolled in 
the technological educational tracks that begin in the 10th grade and run 
through 12th grade (Ministry of Education website). The majors are very 
diverse and range from software engineering and robotics to hair design and 
cosmetology. Most of the technological students (74 percent) are enrolled 
in comprehensive schools, which offer both academic and technological 
majors, and a minority (26 percent) are enrolled in purely technological 
education schools.

The share of students enrolled in technological education has experienced 
various changes since the 1960s, which can be divided into three distinct 
time periods. From 1960 to 1980, there was massive growth in the share of 
technological education as part of total high school education, primarily in 
the Hebrew education sector.5 In the 1990s and early 2000s, the proportion 
shrunk, for the most part due to a drop in the share of the technological 
education in the Hebrew education sector, while at the same time there was 
a rapid increase in the Arab sector. Since then, there has been a rise in the 
share of students in technological education both in the Hebrew and Arab 
education systems (Blass and Shavit 2017) and, in the last three years (2015 
to 2017), the share of students has remained stable at 40 percent (Figure 1). 
The share of technological track students in the Arab education system is 
higher than in the Hebrew sector. 

5 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. Bedouin 
education includes Bedouin schools in the North and South. Christian and Muslim students 
who are not Bedouin are usually enrolled in schools in Arab 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.
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Figure 1. Share of technology students out of all 12th graders
By education sector
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Figure 1 shows the progress made over the last decade towards the 
Ministry of Education goal of increasing the share of technological 
education, as well as the stabilization of this trend in the last three years. 
The figure, though, does not show the real revolution that has occurred in 
technological education, especially in the Arab sector (Arab, Bedouin, and 
Druze education). This revolution has to do with the distribution of students 
within the technological tracks, as explained in the next section. 

Technological education — definitions, data, and  
a proposal for a new classification

The nature of technological education has changed greatly over the years. 
While in previous decades technological tracks had more rigid curricula and 
overall bagrut qualification rates among technological education graduates 
were lower than among academic education graduates, changes in the 1990s 
and 2000s adjusted the curricula to reflect changing technological and 
economic realities. These changes included an expansion of the academic 
and science studies in the technological education curricula with a resulting  
improvement in its students’ prospects of taking and qualifying on the 
bagrut exams (Vurgan and Gilad 2008). 
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In 2006, a structural reform of technological education was completed. 
Since then, technological studies in high school have been comprised 
of three subject areas organized according to three selection groups. 
The first selection group requires that students take one of four science 
majors (physics, chemistry, biology, or “technological sciences”) at a level 
of between one and five units. The second and third selection groups are 
determined by the study major, and include expert level and specialization 
subjects. These subjects can also be studied at a level of one to five units. 
In other words, students in technological education take a science subject 
plus two subjects associated with the major in which they enroll (Ministry 
of Education 2002). 

The proliferation of majors in technological education, as well as reforms 
in the system over the years and the expansion of the academic and science 
foundation given to students, have led to a great deal of variance between 
study majors in technological education. This variance is reflected not 
only in the learned material but also in bagrut qualification rates and the 
quality of bagrut certification.6 Some of the study majors include high-level 
engineering studies and preparation for higher education, while others 
focus on more traditional vocational subjects. Traditionally, technological 
education is divided into three groups: engineering and high tech majors, 
technological majors, and other vocational education and training (VET) 
majors. According to the division, determined by the Central Bureau of 
Statistics, students in the engineering majors have the highest achievements 
with good chances of qualifying for bagrut certificates, and are more likely 
to ultimately earn higher wages in the labor market (Weissblei 2018; 
Ministry of Finance 2017). The achievements of students in the technological 
track, and especially those in the VET track, are considerably lower than 
students in the academic track, and their students are characterized by weak 
socioeconomic backgrounds and lower wages (Blank, Shavit, and Yaish 2015; 
Ministry of Finance 2017). 

While the current classification system definitely has some utility, it does 
not adequately account for the variability of majors within the different 
technological tracks.7 The Ministry of Education has already expressed its 
dissatisfaction with the classification system (Vurgan and Gilad 2008) and 

6 The “quality” of a bagrut certification is determined by the level of study of the subject 
matter. Thus, a student who studies and takes the bagrut exam at the three unit level is 
considered to be of “inferior quality” to a student who takes the exam at the five unit level.

7 This argument has also been made by Vurgan and Gilad (2008), and it is implicit in 
deliberations within the Central Bureau of Statistics (CBS) about whether to continue its use 
(reported to the authors by sources within the CBS).

215



the Central Bureau of Statistics intends to discontinue its use.8 That being 
said, some form of classification is needed to differentiate among groups of 
students within technological education. To that end, this chapter proposes, 
then employs, a new classification and division of the technological majors. 
This new classification is not based on a subjective evaluation of the 
curriculum of each major. Rather, it is based on: 

• the rate of those taking the bagrut; 

• the bagrut qualification rate; 

• the rate of students taking five units in math and English. 

These parameters distinguish between the majors based on the share of 
those taking the bagrut exams, and the level of the bagrut certificate with 
which they are expected to graduate (the full list of majors by the Central 
Bureau of Statistics’ classification and by the proposed division appears in 
Appendix Table 1).

Even though this categorization does not take into account some 
potentially important aspects, such as the relevance of the learned materials 
to the labor market, it has other advantages, and, in particular, it avoids 
clustering students with very different abilities into a single category. An 
example of one such misleading categorization can be seen in the medical 
systems major, which was traditionally classified as a VET (weak) major 
despite the fact that 90 percent of the students in this major qualify for 
bagrut certification, and the share of students taking five units in both math 
and English is nearly 20 percent. Another such example is the hair design 
and cosmetology major, which is currently categorized in the technological 
(middle) cluster. This major is by far the weakest among all majors in the 
technological education track, and only 5 percent of its students qualify for 
the bagrut. Categorizing it alongside majors in the technological track with 
a qualification rate of 70 percent is misleading. In an achievement-based 
classification system, these two specific examples clearly belong to the 
strongest and weakest achievement-based tracks respectively.

To avoid arbitrarily assigned majors to different groups, this study 
proposes a division based on the k-means algorithm,9 for which the 
variables were the share of students taking the bagrut exams, the share 

8 Private conversation with sources at the CBS.

9 The k-means algorithm divides the data into clusters based on each data point’s attributes.
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of those receiving a bagrut qualification, and the share of students who 
took five-unit bagrut tests in each major. In order to reduce the influence 
of fluctuations in these rates over the years, the rates were calculated for 
the entire time span, and for majors where the average annual number of 
students per class was more than 20. To maintain comparability to previous 
studies and publications, the new classification maintains a division into 
three groups. The three groups are high, medium, and low technological. 
The vast majority of students in the engineering and technological tracks 
did not move from one group to another (that is, they stayed in the high 
or medium technological group as appropriate) with the new classification, 
while changes in the VET-lower group are substantial; the majority of its 
students move to the medium (formerly “technological”) group (Appendix 
Table 2). 

A comparison of the tracks and bagrut data in the old and new classification 
system is presented in Table 1. In the past, the bagrut qualification rate in the 
engineering group was higher than that of the technological group, and that 
in turn was higher than in the VET group; so, too, in the new division, the 
level of bagrut entitlement of the high technological group is the highest, 
and, in the low technological group, bagrut qualification rate is the lowest. 

According to the new division, the high technological group includes all 
of the study majors in which the rate of bagrut qualification exceeds 70.5 
percent. In the medium technological group, the levels of qualification range 
from 20.7 to 70.5 percent, and, in the low technological group, the level of 
qualification in any single major does not exceed 20 percent. On almost all 
of the indices and in all cases, the groups are more homogeneous than in 
the traditional model, and their internal variance is lower (Appendix Tables 
1 and 3). The division does not retain the same number of study majors and 
students in each group, but it does identify the majors that most resemble 
each other.

The main differences emerging from the re-classification are in the low 
track, which is now smaller and more distinct. It now includes a total of 
seven study majors and the share of students taking and qualifying for a 
bagrut is the lowest of the three tracks. There is a substantial increase in 
the size of the medium track. These changes reflect the changing image of 
technological education. While this used to be perceived as a track where 
graduates had slim chances of going on to higher education, its old image 
has changed since 2006, and no longer squares with the new reality for many 
technological education graduates. Although it is far from the truth, the poor 
image of technological education continues to color the opinions of many. 
The highly publicized spat between the Prime Minister and Minister Silvan 
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Shalom over how technological education dooms its students to become 
blacksmiths and carpenters feeding off of start-ups reflects the persistence 
of this poor image (Zinger 2014).

Table 1. Distribution of tracks and bagrut results in  
the technological tracks: A comparison between the CBS 
classification (old) and this study’s classification system (new),  
2006-2017

Percent of 
technological 

students

Percent 
taking bagrut 

exams

Percent 
with bagrut 
qualification

Percent 
taking 

5-units math 
and English

Classification system Old New Old New Old New Old New

Engineering track/High 32.8% 37.7% 97.6% 97.9% 82.9% 83.9% 27.5% 26.9%

Technology track/Medium 41.9% 57.0% 85.3% 87.6% 45.7% 45.9%  2.6%  2.1%

VET track/Low 25.3%  5.4% 84.2% 61.3% 38.7% 10.3%  1.3%  0.1%

Source: Hadas Fuchs, Guy Yanay, and Nachum Blass, Taub Center │ Data: Ministry of Education

The growth of technological education
As of 2017, 40 percent of 12th grade students are enrolled in technological 
education. Within that, 15 percent of the students study majors in the high 
track, 23 percent in the medium track, and less than 3 percent in the low 
track. Figure 2 shows that the share of 12th grade students in medium and 
low tracks rose from 23 percent in 2006 to 25 percent in 2017.10 Of more 
interest, though, is a decline in the share of students in the academic track 
from 67 percent in 2006 to 60 percent in 2017, which coincided with a 4 
percent rise in the share of students in the high technological track. In 2006, 
the number of students in this high track was only about one-sixth of the 
number of students in academic tracks, but, in 2017, it was about one-fourth. 
There is no doubt that this is an achievement for the Ministry of Education 
and its policy of strengthening high technological education. However, it 
appears that this trend is not primarily caused by students moving from the 
medium to the high technological track; rather, it is fueled by the movement 
of outstanding students out of the academic track. The question is whether 

10 It is possible that the growth in the share of these tracks is a result of rising enrollment 
rates in high school education, with more additional students of lower academic abilities 
joining the ranks.
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the students transferring are those who already have an inclination towards 
science, who would probably have turned to a technological-science track 
in any case, or if these are students who would naturally have favored the 
humanities but were persuaded to study in the technological track. 

Figure 2. Distribution of students by education tracks,  
2006 and 2017

Source: Hadas Fuchs, Guy Yanay, and Nachum Blass, Taub Center │ Data: Ministry of Education

To better understand changes in the structure of high school education, 
it is important to look at more than just fluctuations in the relative share 
of the different tracks; it is important to examine the absolute increase in 
the number of students (Table 2). For example, while the total number of 
students in the 12th grade increased between 2006 and 2017 by almost 18 
percent, the number of students in academic track education increased by 
only about 4,000 students (a 6 percent increase), and the number of students 
in technological education increased by about 14,000 students (a 42 percent 
rise). On closer examination, the biggest increase was in the number of 
students in high technological education — about 7,000 students, or a 65 

  Educational track                  Sample study majors

  High technological  Computer systems; Biotechnology systems; Mechatronics
  Medium technological Systems control; Design; Human resource management; 
   Telecommunications
  Low technological  Culinary arts/Hospitality; Car mechanics; Cosmetology/ 
   Hair design
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percent increase. As noted previously, if the Ministry of Education’s goal was 
to motivate students with the highest academic skills to study educational 
tracks that encourage employment in high tech and advanced industries, it 
appears to have achieved its goal to some extent.

Table 2. All 12th grade students by educational tracks

Academic 
track

Technological track  Total

High Medium Low Total

2006 66,708 10,546 19,987  2,920 33,453 100,161

2017 70,640 17,360 26,700  3,340 47,400 118,040

Percent 
increase

  5.9%  64.6%  33.6%  14.4%  41.7% 17.9%

Source: Hadas Fuchs, Guy Yanay, and Nachum Blass, Taub Center │ Data: Ministry of Education

Along with the growth in the share of students enrolled in technological 
education, the number of schools offering these studies has expanded. The 
number of schools offering only an academic track increased by only 17, 
whereas the number of schools offering technological tracks rose by 291 (207 
comprehensive schools, and 84 technological schools). The comprehensive 
schools are larger than the academic and technological schools, and the 
average number of students in their senior classes is more than double. 
They comprise 44 percent of all schools, and 69 percent of the students who 
graduated in 2017 (Tables 3a and 3b).

Table 3a. Number of students in 12th grade by type of school and 
tracks offered

Comprehensive schools

Academic 
schools

Technological 
schools

Total Academic
majors

Technological
majors

2006 28,678  8,192 63,291 38,030 25,261

2017 24,501 12,286 81,253 46,139 35,114

Their portion of the cohort

2006 28.6%  8.2% 63.2% 38.0% 25.2%

2017 20.8% 10.4% 68.8% 39.1% 29.7%

Source: Hadas Fuchs, Guy Yanay, and Nachum Blass │ Data: Ministry of Education
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Table 3b. High schools, by type of school and tracks offered

Academic  
high schools

Technological 
high schools

Comprehensive  
high schools

Total

Hebrew, State 2006 102  54 222 378

2017  75  56 267 398

Difference -27   2  45 20

Hebrew, State-
religious

2006 121  38  67 226

2017 107  48 128 283

Difference -14  10  61 57

Haredi 2006 233  28  12 273

2017 266  76  54 396

Difference  33  48  42 123

Arab 2006  45  22  58 125

2017  76  40  95 211

Difference  31  18  37 86

Druze 2006   7   4  10 18

2017   4   4  13 21

Difference  -3   0   3 3

Bedouin 2006   3   2  18 23

2017   0   5  37 42

Difference  -3   3  19 19

Overall 2006 511 145 387 1043

2017 528 229 594 1351

Difference  17  84 207 308

Source: Hadas Fuchs, Guy Yanay, and Nachum Blass, Taub Center │ Data: Ministry of Education
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Trends in technological education by sector and gender

The share of students in technological education increased in all of the 
education streams (Hebrew and Arab), but there are large differences 
between sectors and genders. Figure 3 presents the composition of study 
tracks in technological education across the different education streams. In 
all of the education streams, there was an increase in the share of students 
enrolled in technological education, with a particularly noteworthy rise in 
Haredi and Druze education.11 

A look at the high technological track shows that its share of students 
increased in all streams of education except the Haredi stream, and that the 
increase in Hebrew State education was the lowest (only 4 percent). In the 
Arab sector, the increase was larger, and the share of students in this track is 
higher than in the Hebrew sector. The increase was especially large among 
the Druze and Bedouin — 20 percentage points in Druze education and 11 
percentage points in Bedouin education. Here, too, the change primarily 
reflects student preferences, and the driving force comes from students 
transferring from academic education to high technological education. 
The change is substantial and could lead to greater integration of the Arab 
Israeli population, especially the Druze and Bedouin, into more prestigious 
occupations in the Israeli labor market.

The share of students in the medium technological track dropped in 
Hebrew State education and rose slightly in the rest of the educational 
streams except for Haredi education, where there was a significant increase. 
The share of students in the low technological track is very low in the Jewish 
population, and declining in the Arab Israeli population as well. 

11 It is important to note that the number of students in Bedouin and Druze education is 
small. The number of Haredi students enrolled in non-yeshiva high schools is also very small, 
so percentage changes should be interpreted cautiously.

State of the Nation Report: Society, Economy and Policy 2018222



Technological Education: Trends and Developments, 2006-2017

Figure 3. Composition of educational tracks, 2006 and 2017

Source: Hadas Fuchs, Guy Yanay, and Nachum Blass │ Data: Ministry of Education
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Another data point that highlights the change in the Arab sector is the rise 
in the number of girls choosing the high technological track. Generally, in 
all of the education streams except for the Haredi streams, the share of boys 
in technological education is higher than the share of girls. In the Hebrew 
sector, the share of girls in the high technological track is considerably 
smaller than the share of boys, whereas in the Arab sector, the opposite is 
the case (Figure 4). Here, too, the most noteworthy change is in Druze and 
Bedouin education. In Druze education, the share of girls enrolled in the 
high technological track rose from 8 percent in 2006 to 31 percent in 2017, 
and the share of boys in that track rose during those years from 8 percent 
to 26 percent. In Bedouin education, the gap between girls and boys is the 
largest: the share of girls enrolled in the high technological track rose from 
6 percent to 21 percent, whereas among boys it rose from 6 percent to only 
12 percent. The greater increase in the share of girls in the high track is 
accompanied by a large increase in the bagrut qualification rate and in the 
number of Arab Israeli women pursuing academic studies (Fuchs 2017). The 
effects of these trends can already be seen in the sharp drop in the birth 
rate within the Arab Israeli population from 2006 to 2017, and the rapid 
growth in the last two years (2017-2018) in the employment of Arab Israeli 
women (Fuchs and Weiss 2018) — trends that are expected to continue. The 
advancement in educational achievements of Arab Israeli girls, and, in turn, 
in their employment, will no doubt impact future developments in Arab 
Israeli society, although in exactly what additional ways is still unknown. 

In contrast to the changes in the Arab sector, girls are still a minority in 
high technological education in the Hebrew education sector, as in all the 
science studies. Particularly noteworthy is the low share of girls enrolled 
in the high technological track in State-religious education. Most of the 
students in State-religious high schools are in single-sex schools, and the 
schools in this educational stream are relatively small. It appears that the 
small number of students per class, alongside segregated education for girls, 
makes it difficult to open high technological tracks in these schools with the 
result that there are fewer options for girls wishing to study technological 
majors. Indeed, the number of girls’ schools in State-religious education that 
offer technological tracks is small: 19 schools, which is only 18 percent of the 
girls’ schools, compared to 48 percent in all other non-Haredi schools. This 
figure deserves special attention, because there may be religious girls who 
would choose high technological education, but are denied the opportunity. 
One possibility for increasing the options open to these girls is combining 
technological classes between a number of religious schools.
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Figure 4. Share of students in the high technological track,  
2006 and 2017
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In contrast to enrollment in the high technological track, in the medium 
and low tracks, the portion of boys in the Arab sector is higher than that of 
girls, and shows the largest gender gap (Appendix Figure 1). In State-religious 
and Haredi education, the share of girls in the medium track is relatively 
high, and is higher than the share of boys: 28 percent of religious girls were 
enrolled in the medium technological track in 2017 (a 6 percent rise since 
2006) compared to 17 percent of religious boys. Most of that growth comes 
from students in the design major. 

In Haredi education, most of the boys are listed as being in academic 
education. Among the girls, on the other hand, there has been a significant 
increase in the portion of students in the medium technological track, 
increasing from 9 percent in 2006 to 46 percent in 2017, with most of these 
students studying bookkeeping and human resources majors. The large 
increase in the share of Haredi girls enrolled in these majors seems to indicate 
a change in Haredi seminaries and an expansion of educational opportunities 
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offered to Haredi women. Whereas in the past the vast majority of women 
in the Haredi sector went into the teaching profession (Regev 2013), today, 
partly due to a surplus of Haredi teachers, they are pursuing other areas of 
study that direct them towards different occupational tracks. 

The socioeconomic and academic background of students 
in technological education

The socioeconomic and academic profile of technological students is a 
particularly interesting topic.12 The graphs in Figure 5 show that, as expected, 
students’ socioeconomic background is highly correlated with the level of 
academic achievement in each of the technological tracks: the students in 
the high technological track come from the strongest backgrounds, followed 
by the students in the medium and low tracks (Blank, Shavit, and Yaish 
(2015) showed a similar result). Among students in Hebrew education, those 
in the academic and high technological tracks have similar socioeconomic 
backgrounds. In Hebrew education, parents’ average years of schooling for 
students in the high technological and academic tracks is 13.7 years, while 
in the Arab sector, parents’ average years of schooling is 11.8 years in the 
high track and 10.5 years in the academic track. The same holds for other 
variables, with the socioeconomic level of the Arab students in the high track 
being much lower than that of their peers in Hebrew education. In the Arab 
education sector, there is a smaller gap between students in the medium 
technological track and students in academic education, which shows how 
widespread technological education is in Arab Israeli society.

12 The data at an individual level available from the Ministry of Education’s virtual research 
room are parents’ education, number of siblings, and locality of residence. Figure 5 presents 
data both according to the “Strauss Nurture Index” — the school Nurture Index used by the 
Ministry of Education — and by socioeconomic ranking of the student’s place of residence by 
the Central Bureau of Statistics. In the Strauss Nurture Index, a high rank indicates a weak 
socioeconomic population, whereas, in the Central Bureau of Statistics index, it indicates 
a strong population. For clarity, the index that represents the school-level Nurture Index 
for this chapter is the reverse of the Strauss Index, so that in both indices presented here a 
high rank indicates a strong population. The CBS’s socioeconomic clusters of the students’ 
localities are based on 2013 figures, and as part of the Ministry of Education’s policy to 
protect the identity of students, they omitted 47 localities with a population of less than 
5,000. The total residents in these localities is 51,000, which constitutes less than 1 percent 
of the general population. It should be emphasized that the authors of this article estimate 
that the Nurture Index is a more reliable measure than the socioeconomic cluster by locality 
because of processes of selection and choices in high school education enrollment. The high 
school student population is usually more homogeneous than the population of the localities 
where students live.
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Figure 5. Socioeconomic profiles of 12th grade students,  
2006-2017
Averages by track and sector

Note: Socioeconomic cluster and Strauss Nurture Index quintiles run from 1 to 5, with 1 being the weakest 
socioeconomic group and 5 the strongest. See footnote 12 for a more detailed explanation. 
Source: Hadas Fuchs, Guy Yanay, and Nachum Blass │ Data: Ministry of Education

As expected, the mathematics skills of students in high technological 
education, as measured before high school in the quantitative portion of 
the 8th grade Meitzav exams, are higher than those of students in academic 
education and medium and low technological education (Figure 6).13 

13 Meitzav is the Hebrew acronym for Measurement of School Growth and Efficiency.
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The average percentile of the students in the high technological track 
is 16 points higher in the Jewish population and 20 points higher in the 
Arab population than that of students in academic education. The skills of 
students in the medium track are lower, and the skills of the students in the 
low track are the lowest. 

Figure 6. Average percentile in the Meitzav math exam,  
8th grade students, 2006-2017
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Source: Hadas Fuchs, Guy Yanay, and Nachum Blass, Taub Center │ Data: Ministry of Education

In the Arab education sector, the association between mathematical skills 
and study track is stronger. In the lowest quintile of Meitzav achievements, 
the share of students in the high track is very low in both the Arab and 
Hebrew education system, but in the top Meitzav quintiles, that is, among 
those with the strongest mathematical skills, Arab students’ prevalence in 
the high track is notable. This difference is also especially notable among 
girls in Hebrew education with the highest mathematical skills. Among 
boys in Hebrew education technological tracks, the share placing in the 
top quintile of Meitzav scores in the quantitative portion of the exams is 47 
percent; among girls, it is only 26 percent.

Figure 7 shows the level of bagrut qualification across the different tracks. 
The figure shows that the qualification rates of the Arab and Druze students 
in the high track are identical to those of students in Hebrew education, 
ranging around 90 percent. This is a noteworthy finding considering that 
their socioeconomic profiles are lower. Even in Bedouin education, some 74 
percent of the students in the high track receive bagrut qualification.
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Figure 7. Bagrut qualification by educational sector and track, 
2017
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However, there are still significant disparities in the share of students 
who take math and English at the five-unit level. Despite the considerable 
achievements of the Arab and Druze students in the high track (the Druze 
students’ achievements are even higher than those of students in Hebrew 
State and State-religious schools), the differences between the populations 
remain large, as the following section shows. 

2. Bagrut data: Five units in math and English, 
achievements, and study majors

As noted previously, increasing the rate of bagrut qualification at the five-
unit level in math and English is one of the main goals set by the Ministry 
of Education. Figure 8 shows that, after years of decline in the number of 
students taking the bagrut at those levels, the Ministry of Education is on the 
right track to achieve its goal. From 2006 to 2017, the number of students in 
the 12th grade grew by 18 percent, and the bagrut qualification rate rose by 
a total of 42 percent.
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The number of students taking math and English at the five-unit level 
dropped at the beginning of this period, despite an increase in the overall 
number of students. However, this trend did not continue and, in recent 
years, there has been a significant increase in the number of students taking 
the bagrut exams. Following several years with almost no change in the 
number of students taking the English bagrut exam at the five-unit level, 
there has been a 20 percent increase in the number of students testing at 
this level since 2013. The number of students who take five units in math 
dropped substantially between 2006 and 2012. Following incentives initiated 
by the Ministry of Education, the number has since risen significantly and, 
in 2017, for the first time in a decade, exceeded the 2006 number (with a 
56 percent rise since 2012). These impressive results are solid evidence that 
when the Ministry of Education and its leaders set concrete and defined 
objectives, they have the means and the ability to achieve them.

Figure 8. Change in student achievements
Index year: 2006 = 100
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Source: Hadas Fuchs, Guy Yanay, and Nachum Blass │ Data: Ministry of Education

The rise in the share of students studying math and English at the five- 
unit level is different in the Hebrew and Arab education sectors.14 In the Arab 

14 The rate of Haredim taking the bagrut exams is low, and therefore they are not included 
in this analysis.
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sector, in 2006, the share of students studying math at the five-unit level was 
lower than in the Hebrew sector — 11 percent compared to 15.5 percent. 
Furthermore, until 2012, the decrease was larger in the Arab sector, and the 
recovery since has been slower (Figure 9). Though not examined in depth in 
this study, one possible explanation is that the desire to see higher rates of 
bagrut qualification has come at the expense of students studying math at 
the highest levels. 

Figure 9. Share of students taking the bagrut in math  
at the five-unit level
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Source: Hadas Fuchs, Guy Yanay, and Nachum Blass, Taub Center │ Data: Ministry of Education

As previously noted, the number of students taking five units in English 
has risen. In non-Haredi Hebrew education, that rate is very high, and more 
than half of the students take the bagrut exam at that level (Figure 10). In 
the Arab sector, the share of students studying English at the highest level 
is much lower — only 16.6 percent in 2017. Nonetheless, this represents a 
significant increase. The 2017 figure is nearly double the 2011 rate. The low 
level of English in the Arab education sector has a negative impact on the 
ability of these young adults to integrate into occupations with higher wages 
(Brand 2018). Continued improvement in English proficiency in the Arab 
education sector is critical to closing labor market gaps.
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Figure 10. Share of students taking the bagrut exam in English  
(as a second language) at the five-unit level
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Source: Hadas Fuchs, Guy Yanay, and Nachum Blass, Taub Center │ Data: Ministry of Education

Although science and technological education are more common in the 
Arab sector than in Hebrew education, the quality of the bagrut certificate is 
still lower, with fewer students taking high-level math and English (though 
there are indications of improvement). It should come as no surprise, then, 
that the percentage of students taking five units in math and English is lower 
in the Arab sector when broken down into study tracks as well (Appendix 
Figures 2 and 3). The share of students taking high-level math and English 
is low in each of the technological tracks in the Arab sector, especially in 
Bedouin education. The gaps are especially wide in English, and, except for 
students in the high technological track, the share of students taking English 
at the five-unit level is very low.

However, there has been improvement in the Arab education sector. This 
is particularly noteworthy in Bedouin education, where bagrut results in 
2006 were very low (the rate of bagrut qualification was only 41 percent), and 
the number of students who took five units in math was only a few dozen. 
By 2017, enrollment rates through 12th grade rose sharply, and the number 
of Bedouin students in the 12th grade almost doubled. At the same time, the 
number of students with bagrut qualifications rose 2.5-fold, the number of 
students taking five units in math rose 4-fold, and the number of students 
taking five units in English increased more than 11-fold.
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Growth in the share of students taking advanced math and English came 
at the same time as the growth in the share of students enrolled in high 
technological education. Both are goals at the center of the Ministry of 
Education’s agenda, and the source of improvement for both seems to be 
the encouragement the Ministry of Education offered. It is also likely that 
employment opportunities in the labor market, the high return on high 
mathematical skills, and jobs available in the high tech industry, have also 
pushed students to take advanced math and enroll in the high technological 
track. Almost all of the students taking advanced math are either enrolled 
in technological education or are science majors in an academic track. In 
2017, of all students taking five units in math, 47 percent (6.4 percent of 
the total graduating population) were students in technological education, 
most of them in the high technological track (Figure 11). Another 47 percent 
were students in the academic track taking science at the five-unit level, and 
only 6 percent of the students (0.8 percent of the total graduate population) 
were enrolled in non-science academic majors. Among girls, that rate was 
somewhat higher than among boys, but still low (7 percent compared to 4 
percent, respectively, see Appendix Figure 4), and continuing to decline.

Figure 11. Share of students taking the bagrut exam in math  
at the five-unit level by educational track
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Conclusion

Technological education is expanding. There has been a particularly 
noteworthy increase in the share of students in the high technological 
track, which has come mainly from students transferring from the academic 
track. The new classification system presented by this study creates a low 
technological track that includes fewer study majors and fewer students than 
the traditional classification system. The trend of more students enrolling 
in technological tracks is particularly strong in the Arab sector. There are 
also large differences between girls and boys studying in the technological 
tracks in different sectors. The share of girls in Hebrew education enrolled 
in the high technological track, especially in State-religious education, is 
low compared to that of boys, whereas in Arab education, the share of girls 
in this track is relatively high. It appears that fewer State-religious schools 
offer high technological education, thus preventing interested girls from 
pursuing these majors. In Haredi education, the share of girls in medium 
technological education is high, and has risen sharply since 2006. With the 
increase in the share of girls enrolled in this track, new career opportunities 
are opening up for Haredi women, in addition to the classic teaching track.

Alongside an increase in the share of students in technological education, 
there has been an increase in the quality of bagrut qualifications, including 
an increase in the share of students qualifying in math and English at the 
five-unit level. These trends seem to go hand-in-hand: the share of students 
taking five units in math who do not study science or technology at a high 
level is very low, and declining.

Despite progress in the share of students in technological education 
and the share taking advanced math and English, two important questions 
remain: one, has the strong emphasis put on these two subjects come at the 
expense of other subjects, perhaps due to an implicit message that other 
subjects are less important? And the other, should the increase in the 
number of students taking five units in math and English be credited mainly 
to Ministry of Education policies, or are there other factors that contributed 
to this development? Attempts to answer these questions will be the subject 
of future research.
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Appendix Figure 1. Share of students in the medium and  
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Appendix Figure 2. Share of students taking the bagrut exams  
in math at the five-unit level, 2017
By education track and sector
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Appendix Figure 3. Share of students taking the bagrut exams  
in English (as a second language) at the five-unit level, 2017
By education track and sector
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Appendix Figure 4. Share of students studying math  
at the five-unit level (in the academic education track)  
who are not in STEM studies
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Appendix Table 1. List of study majors in technological 
education, 2006-2017
Percent taking bagrut exams, percent with bagrut qualification, percent 
studying 5-units math and English, CBS classification, and new classification 

No. Study major Percent 
taking 
bagrut 
exams

Percent 
with bagrut 
qualification

Percent 
studying 

5-units math 
and English

CBS track New 
track

2030 Hair design/Cosmetology 43.0% 5.4% 0.0% Technological Low

3410 Culinary arts 48.0% 5.9% 0.0% VET Low

1040
Computerized vehicle 
systems

72.9% 7.5% 0.0% Technological Low

3320 Climate control systems 88.8% 8.6% 0.0% Technological Low

1030 Mechanics 69.1% 10.0% 0.0% Technological Low

1020
Mechanical systems 
maintenance

68.3% 11.7% 1.3% Technological Low

3250
Mechanical engineering 
equipment

100.0% 12.5% 0.0% Engineering *

2020 Fashion/Fashion design 61.4% 18.1% 0.2% Technological Low

2510 Early education 84.6% 27.3% 0.0% VET Medium

3510 Telecommunications 83.9% 29.9% 0.4% Technological Medium

1710
Human resource 
management

82.6% 33.2% 0.3% VET Medium

1920 Hotel management 85.5% 33.4% 0.1% VET Medium

2120 Photographic systems 79.6% 40.4% 0.5% Technological Medium

1010 CAD/CAM systems 88.4% 40.5% 3.7% Technological Medium

3310
Supply/Supervision/Quality 
control systems

87.3% 40.7% 1.6% Technological Medium

1720 Bookkeeping 84.4% 41.8% 0.5% VET Medium

1220 Building engineering 94.8% 45.9% 0.1% Technological Medium

1910 Tourism management 95.8% 51.8% 0.7% VET Medium

3210 Aviation systems 97.2% 52.5% 0.8% Engineering Medium

1820 Marketing management 95.5% 53.5% 1.7% Technological Medium

2010 Design 86.5% 53.8% 3.9% Technological Medium

3230 Thermodynamics 99.8% 55.5% 1.4% Engineering Medium

2410 Nursing care 97.1% 56.3% 0.4% VET Medium
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Appendix Table 1 (continued). List of study majors in 
technological education, 2006-2017 
Percent taking bagrut exams, percent with bagrut qualification, percent 
studying 5-units math and English, CBS classification, and new classification 

No. Study major Percent 
taking 
bagrut 
exams

Percent 
with bagrut 
qualification

Percent 
studying 

5-units math 
and English

CBS track New 
track

2520 Teaching 96.5% 56.8% 0.0% VET Medium

1210 Architecture 95.0% 59.2% 3.6% Technological Medium

1120 Computer/Control systems 94.9% 60.6% 17.4% Engineering Medium

3240 Autotech 85.1% 61.7% 0.0% Engineering Medium

3120 Advertising/Public relations 92.3% 63.9% 2.5% Technological Medium

2610 Marine systems 99.9% 65.4% 1.3% Technological Medium

3110 Electronic communication 97.5% 70.4% 3.1% Technological Medium

1830 Shipping 100.0% 70.5% 6.4% Technological High

2110 TV/Film systems 98.9% 72.9% 4.2% Technological High

1810 Export management 99.2% 76.6% 10.6% Technological High

1140 Communication systems 98.5% 79.8% 17.7% Engineering High

3220 Mechatronics 99.1% 81.6% 21.1% Engineering High

1410
Design/Systems 
programming

96.1% 82.9% 33.5% Engineering High

2420 Medical systems 99.8% 88.2% 18.9% VET High

3010 Integrated technology 99.2% 90.5% 43.3% Engineering High

1610 Bio-technology systems 99.9% 94.1% 29.4% Engineering High

1130 Computer systems 99.6% 95.8% 42.2% Engineering High

1420
Computer information 
services

100.0% 100.0% 46.2% Engineering *

* Cannot be classified due to the small number of students. 
Source: Hadas Fuchs, Guy Yanay, and Nachum Blass │ Data: Ministry of Education
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Appendix Table 2. Number of students in each education track, 
old and new classifications, 2006-2017

Number of students 
transferring between tracks

New classification

High Medium Low

Old 
classification

Engineering 146,924 8,046 —

Technological 8,522 155,299 33,762

VET 6,351 109,991 2,942

Source: Hadas Fuchs, Guy Yanay, and Nachum Blass │ Data: Ministry of Education

Appendix Table 3. Standard deviation between study majors  
by technological tracks, 2006-2017
Using the old and new classification systems

Standard deviation between 
the majors within each 
technological track 

Bagrut exams Bagrut 
qualification

5-units math 
and English

Old New Old New Old New

Engineering/High 0.041 0.011 0.239 0.082 0.171 0.133

Technological/Medium 0.149 0.062 0.242 0.120 0.026 0.036

VET/ Low 0.148 0.143 0.218 0.040 0.059 0.005

Source: Hadas Fuchs, Guy Yanay, and Nachum Blass │ Data: Ministry of Education
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On the Relationship Between 
Poverty, Stress, Sensory 
Stimulation, and Child 

Development and Achievements
Yossi Shavit, Isaac Friedman, John Gal,  

and Dana Vaknin* 

Full research study published in May 2018

How do experiences in early childhood impact development and 
achievement? The academic literature indicates that there are various ways 
in which economic inequality experienced in early childhood may lead to 
inequality in scholastic achievement later in life.

It is widely agreed that education is the key to future opportunities, 
success, and intergenerational economic mobility, and that equal 
educational opportunity should be assured for all of Israel’s children. Though 
the prevailing assumption is to address inequalities in education through 
changes to the education system, studies show that scholastic-achievement 
disparities between children belonging to different socioeconomic strata 
appear already at younger ages.
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Socioeconomic and scholastic-achievement 
inequalities

Inequality in scholastic achievements in Israel is among the highest in the 
developed world, which may well be related to economic inequality.

Despite a slight decline in recent years, Israel leads the OECD in disposable 
income inequality. In 2015, the share of children ages 0-17 living in poor 
families was 25 percent. The incidence of poverty among children in Israel 
is very high compared to the norm for welfare states, and child poverty is 
especially prevalent among the Arab Israeli and Haredi populations. 

Figure 1. The incidence of poverty by age group, 2016
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Source: Yossi Shavit, Isaac Friedman, John Gal, and Dana Vaknin, Taub Center 
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Inequality in scholastic performance is also particularly high in Israel. 
The PISA 2015 exam results indicate that the gap between the average score 
of Israel’s 5th percentile and the average score of the 95th percentile ranks 
in the top three of all participating countries for scientific literacy, reading 
literacy, and math.
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Stress and sensory stimulation

Existing research on scholastic achievement suggests that prolonged 
exposure to environmental experiences in early ages is of critical importance 
to the development of the brain and the central nervous system, and that 
early childhood is a time when the brain has the most “plasticity” and is 
particularly open to change.

This literature review argues that the lack of exposure to cognitive stimuli 
in early childhood, as well as exposure to chronic stress situations, may inhibit 
the normal development of cognitive and non-cognitive skills. For example, 
studies show that stress during the young brain’s developmental stages 
can disrupt normal cognitive and emotional development. Similarly, stress 
experienced by a mother during pregnancy may affect the development of 
the fetus and the infant in the future.

Not only does severe childhood deprivation have an impact on chronic 
stress, but there is also evidence that the degree of recovery from damage 
caused by gestational stress is closely related to family socioeconomic 
status — with children of high socioeconomic status recovering more 
readily than those of lower socioeconomic status. Furthermore, the family’s 
socioeconomic status may affect the supply of sensory stimuli available to 
young children, which in turn influences brain development. Therefore, 
children who grow up in an environment of chronic and severe poverty may 
suffer from persistent deprivation of exposure to enriching experiences, 
which may affect the optimal development of cognitive abilities and social 
and emotional skills, as well as future scholastic achievement. Experiential 
deprivation during “critical periods” of brain development and lack of 
exposure to certain vital stimuli while the brain has optimal plasticity can 
be very difficult to compensate for later in life.

Policy options: Addressing poverty in early 
childhood and its impact on scholastic 
achievements

Interventions aimed at coping with the consequences of early childhood 
poverty and inequality on the educational achievements of children can focus 
on a wide range of areas — the labor market, healthcare system, education 
system, etc. The literature review focuses on three possible approaches:
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1. Substantially increasing access to day care and improving the 
quality of care
Educational frameworks for young children could mitigate the 
disadvantages of growing up in a family of low socioeconomic 
background and can lead to better cognitive performance and non-
cognitive development later on. In fact, research has shown that the 
educational programs with the highest rates of return are those that 
target the youngest age group, from birth to age 5.

In Israel, only 20 percent of children ages 0-3 attend recognized 
and supervised day care centers or family day care (only 10.6 percent 
in the Arab Israeli sector). Consideration should be given to policies 
that would substantially increase the supply of high quality early 
childhood education and care programs and allow easier access to 
day care centers for children whose parents do not regularly and 
continuously participate in the labor market. There should also be 
special emphasis on developing a system of day care centers to serve 
the Arab Israeli population.

2. Comprehensive interventions at the community level, focusing 
on families with young children living in poverty
Poverty and severe distress can make it hard for parents to provide 
their children with the best possible developmental environment. 
Directly and holistically addressing the diverse needs of families 
through “poverty-aware social work” can make a big difference, 
but cannot be done on a large scale without a major expansion of 
community-level programs that focus specifically on the needs of 
families suffering from severe deprivation.

3. Addressing poverty more comprehensively and effectively
Another approach is direct intervention to curb the prevalence of 
child poverty. This could be accomplished through increasing cash 
payments that can help alleviate the financial difficulties of families  
with children lacking sufficient basic financial resources.
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Figure 2. Family income support and child allowances  
as a percentage of the average wage
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The Israeli Healthcare System: 
An Overview
Dov Chernichovsky* 

Israel’s healthcare system could potentially become the victim of its own past 
success. In international comparisons, Israeli mortality and life expectancy 
rates are impressive, and to the extent that these can be attributed to 
healthcare they represent the healthcare system’s strong performance. A 
recent OECD report also testifies to Israel’s strong health metrics (OECD 2017). 
However, present health parameters are the result of the healthcare system 
of the past, while the outcomes of the system’s current activity will only 
be revealed in the future. Healthcare system outcomes, like life expectancy, 
years of good health, and functional status, take time to manifest, sometimes 
over the course of a generation.

As noted in previous Taub Center reports, looking forward, the 
healthcare system faces considerable challenges associated with an aging 
population and a greater prevalence of functional impairment. Efforts 
are needed to prevent the negative effects of smoking and poor nutrition 
— in particular, obesity and diabetes (Bowers and Chernichovsky 2017; 
Chernichovsky, Kaplan, Regev, and Stessman 2017). Additionally, the Israeli 
public healthcare system is characterized by unacceptable waiting times 
for elective procedures (Bowers and Chernichovsky 2016). The increase in 
demand for healthcare services is occurring during a period of existing and 
emerging shortages in healthcare personnel (shortages already exist in long-
term care and are emerging among physicians) (Chernichovsky and Regev 
2014) and in hospital beds, at least partially because of competition between 
the private and public systems for the same personnel. Even the system’s 
senior management regard Israeli healthcare’s current status and projected 
future status with worry and concern.1 Issue-specific approaches such as the 
Program for Reducing Waiting Times constitute no more than patchwork 
solutions to these problems.

1 For a discussion by senior Ministry of Health personnel, see Filut (2018).

*Professor Dov Chernichovsky, Senior Researcher and Chair, Health Policy Program, Taub 
Center; Professor (emeritus), Department of Health Systems Management, Ben-Gurion 
University of the Negev. I wish to thank Roee Kfir for his comments and clarifications, 
and Aviv Brill, Hadas Chazan, and Kirill Moskalev for their assistance with the statistical 
processing and the preparation of material.
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This chapter provides an overview of the Israeli healthcare system, 
including a discussion of the system’s funding crisis and an examination of 
the general challenges in meeting patient needs. This crisis has intensified 
due to the rising cost of healthcare personnel and rising healthcare prices, 
which are themselves linked to the problematic way in which the system’s 
public-private mix functions. All of these factors hamper efforts to address 
future challenges of growing demand for care, foster inefficiency, widen 
gaps, and lengthen waiting times in the public hospitalization system. 

A few measures recently taken by the state indicate potential improvement 
at the nominal funding level, and an initial effort to regulate the system’s 
public-private mix — which in turn affects real funding through the wage 
and price systems. However, if the public-private mix issue, which poses 
a basic structural challenge to the system, is to be addressed, additional 
measures are required.

1. Health indices: An international comparison

The health of Israel’s population looks good by common health metrics. 
Infant mortality is low (3.1 per thousand births) even compared with 
healthcare systems similar to Israel’s, i.e., those based on health funds 
and similar entities that compete among themselves: Belgium, Germany, 
the Netherlands, France — to a lesser degree — and Switzerland (Figure 
1). Life expectancy at birth is also relatively high at 82.5 years (Figure 2). 
Nevertheless, there are signs that, in terms of life expectancy and years 
of healthy life, Israel’s relative status is liable to decline (Bowers and 
Chernichovsky 2017). 

A disturbing finding that appears in Figure 1 is the stabilization of 
infant mortality since 2013, despite the potential for improvement on this 
parameter in Israel’s periphery (Chernichovsky, Bisharat, Bowers, Brill, 
and Sharony 2017). The finding may indicate that the system is not making 
sufficient progress, or preparing properly for the future. This is particularly 
true if disparities in healthcare access grow due to the increased use of 
privately funded care and the relationship between access to healthcare 
services and the ability to pay (see details in Section 3).
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Figure 1. Infant mortality
Per 1,000 live births

6.8

3.1

8.0

3.65.4

3.5

0

1

2

3

4

5

6

7

8

9

1995 1997 1999 2001 2003 2005 2007 2009 2011 2013 2016

Israel OECD Similar countries

Figure 2. Life expectancy at birth
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Note to both figures: Countries with a similar healthcare model have managed competition of health 
funds, plans, and the like (Belgium, France, Germany, Netherlands, and Switzerland).
Source for both figures: Dov Chernichovsky, Taub Center | Data: OECD.Stat
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2. Funding sources

As in previous years, an examination of the healthcare system includes 
an international comparison of the system’s funding sources. The basic 
assumption is that, given the challenges facing the system, Israel cannot 
afford to remain an outlier when it comes to trends and features of its 
healthcare funding, and, in particular, public funding. In 2017, current 
national healthcare expenditure as a share of GDP remained stagnant at a 
level of 7.4 percent, versus an average of 8.9 percent in the OECD countries 
(Figure 3).2 The gap is even larger relative to countries that, like Israel, 
provide universal coverage through competing health funds or plans. In 
these countries, healthcare spending as a share of GDP is 11.0 percent.

Figure 3. Healthcare expenditure as a percent of GDP
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Source: Dov Chernichovsky, Taub Center | Data: OECD.Stat

Given Israel’s impressive economic growth, the lack of change in 
healthcare spending as a percentage of GDP does not mean a constant level 
of healthcare expenditure. Rather, the relatively small increase in Israel’s 
healthcare expenditure per capita is a strong indication of widening gaps 

2 Unless stated otherwise, the data are based on Central Bureau of Statistics (2018a).
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between it and healthcare spending in other developed Western countries. 
From 1995 until 2017, healthcare expenditure per capita has increased 2.7 
times in those countries with similar healthcare systems, and 2.6 times in 
the OECD countries on average (including developing countries). Israel’s 
expenditure has doubled (Figure 4). As shown in the next section, the 
situation is even worse than the data suggest, due to the relatively rapid aging 
of Israel’s population, on the one hand, and the relatively large increase in 
physicians’ salaries — which affects healthcare prices — on the other hand.

Figure 4. National expenditure on healthcare per capita
In current US dollars
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Source: Dov Chernichovsky, Taub Center | Data: OECD.Stat

In Israel, public spending as a share of total healthcare spending is 62.8 
percent, versus an OECD average of 73.4 percent, and an average of 78.2 
percent in the group of countries whose healthcare systems are similar to 
Israel’s (Figure 5). Worse yet, Israel is distinguished by an increase in private 
healthcare spending which has negative consequences for equality in health 
and healthcare accessibility, as well as for efficiency, given existing market 
failures (see details in the next section).

The Israel i  Healthcare System: An Overview 255



Figure 5. Share of public expenditure out of total  
healthcare expenditure
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In 2017, there was a 3.8 percent growth in healthcare expenditure out of 
the gross domestic product. However, this increase must be standardized 
to take into consideration two main factors: (A) healthcare prices have 
increased more than the general price index; (B) the aging of the population.

With regard to price increases, inflation in the cost of private healthcare 
services from 2011 to 2018 was over twice that of general inflation according 
to the consumer price index (CPI): 9 percent versus 4 percent, respectively 
(Figure 6). The largest single factor contributing to this increase is the 
“healthcare services” item, which includes co-payments and services 
purchased through the health funds (supplementary insurance), as well as 
payments for private insurance and private healthcare. The price rise for 
private healthcare amounted to 20 percent in the past decade, and its share 
of healthcare spending is rising steadily.
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From a demographic perspective, between 2011 and 2017, the ratio 
between the number of standardized persons and the number of persons 
without standardization rose by 2.4 percent (Ministry of Health 2018).3  
Taking these changes into account, the increase in real healthcare spending 
in 2017 amounts to only 1.6 percent.

Figure 6. Price changes in private healthcare services and the CPI
By expenditure category, January 2011 to October 2018
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Source: Dov Chernichovsky, Taub Center | Data: CBS, CPI

Figure 7 summarizes the situation over time. Since the National Health 
Insurance Law was enacted in 1995, there has been a 45.0 percent rise in 
national healthcare expenditure per capita. This increase is nearly identical 
to that of the rise in GDP per capita, meaning that healthcare spending as a 
share of GDP has, in fact, remained constant at about 7 percent. However, 
these figures do not take into account the two important factors noted 
above: the development of healthcare prices, and demographic changes.

3 The calculation for standardized persons was performed in accordance with the Israeli 
capitation formula, which is used to allocate resources to the health funds as per relative 
client needs. This formula takes into account the age and gender of every resident. Thus, 
calculating the total number of standardized persons differs from calculating the number of 
persons based solely on the number of residents.
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When considering the relative rise in healthcare prices, the spending 
increase has eroded by about 12 percentage points (the light green line 
in Figure 7).4 Taking into account demographic changes, which indicate 
changes in population healthcare needs, the increase erodes at a similar 
rate: 11 percentage points (the orange line in Figure 7). An index that takes 
into account the combined effect of these factors (the dark green line in the 
graph) shows a 23 percentage point erosion in the spending increase, to 21.5 
percentage points. This means that while growth in GDP per capita (which 
also indicates a rise in the standard of living) stands at 1.7 percent per year 
on average, healthcare expenditure has shown only a 0.9 percent increase 
per standardized person.

Figure 7. Increase in GDP per capita and healthcare expenditure 
per standard capita
Index year: 1995 = 100
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4 In light of the public-private mix, the system has two relevant price indices: the healthcare 
price index is relevant to public healthcare and its budgeting, while the Central Bureau of 
Statistics’ health price index is relevant to privately-funded consumption. In order to assess 
the real national healthcare expenditure, including both public and private spending, the 
two indices are weighted by means of a scale that reflects the share of each expenditure type 
in the spending total. For a discussion of the healthcare price index, see Ministry of Health 
(2018); the CBS health price index is presented in Figure 6.
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In order to address the issue of eroded healthcare expenditure, the state 
has recently taken two steps that are likely to improve future budgeting 
of the public healthcare system in general, and of the health funds in 
particular. First, the system of calculating the number of individuals 
for budgeting purposes has been changed: until 2014, the demographic 
coefficient in the basket was calculated using a set rate for a period of three 
years, determined by a government resolution.5 Between 2005 and 2013, the 
rates ranged between 0.9 and 1.2 percent per year. However, since 2014, 
the demographic coefficient rate has been calculated annually based on the 
previous year’s actual demographic growth, giving greater weight to the 
changing healthcare needs of the population.

Second, since 2016, the health cost index has given greater weight (61.7 
percent, versus 36-40 percent prior to 2016) to the healthcare sector wage 
index, which has a relatively strong influence on the cost of services. These 
changes, which reflect the aging of the population and rising physician 
wages, will lead to public budgeting that more closely matches both the 
increase in needs on the one hand, and the means required to meet them on 
the other hand. 

Any update of this kind to the public budget has the potential to ease the 
burden on household budgets. In light of the data, this reduction is indeed 
necessary: the share of healthcare spending out of household disposable 
income rose from 3.9 percent in 1997 to 5.9 percent in 2016, while over 
the same period, the share of public funding out of the total healthcare 
expenditure declined (Central Bureau of Statistics 2016; Chernichovsky, 
Bleikh, and Regev 2016).

3. Physician wages 

As noted in the previous section, growth in national healthcare spending 
per capita should be assessed in the light of two factors: demographic 
developments and the rise in healthcare prices relative to the consumer 
price index. Unlike the demographic impact, which is unavoidable, changes 
in prices are a result of policy in two interrelated spheres: physician wages 
and regulation of the public-private mix (discussed in the next section).

5 The demographic coefficient is the population growth rate in standardized persons, 
according to the Israeli capitation formula. In light of changes in the population’s age and 
gender distribution, the change in the number of standardized persons may differ from the 
change in the number of residents.
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Physician wages in the public sector rose by 42 percent in nominal terms 
between 2011 and 2017, while the average wage of salaried workers in the 
economy rose by only 15 percent over the same period (Figure 8). There 
was also an increase in doctors’ income from private healthcare. A Ministry 
of Finance report notes: “The average wage of a physician employed in the 
government hospitals, with at least ten years’ seniority, was NIS 790,000 
in 2016 (annual gross), of which, 29 percent came from private healthcare. 
This wage reflects a real increase of 76 percent compared with 2007. Out of 
this, there was an 84 percent wage increase from public healthcare, and a 59 
percent wage increase from private healthcare” (Belinsky, Ben Naim, and 
Hecht 2018). In international comparison, Israel’s physician pay increase 
over this decade is exceptional (Ministry of Health 2018). The share of labor 
costs in the healthcare services price index currently stands at 70 percent.

Figure 8. Trends in physicians’ wages relative to average  
market wage
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The nature of services provided by doctors gives rise to an imperfect 
market. One of the failures touches on the monopoly power of physicians, ex 
post facto, over patients, who place their health in the hands of professionals 
they trust (ex post small numbers). This situation raises the possibility of 
doctors inducing demand for their services and increasing their incomes in 
accordance with a patient’s ability to pay. This is one of the main reasons for 
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the state’s relatively large-scale involvement in the healthcare system. The 
purpose of this involvement is, among other reasons, to provide a public 
counterweight to private healthcare — by means of the government and 
the health funds — through the group purchase of healthcare services. One 
expression of this involvement is the wage agreements adopted between the 
state and public-service doctors, that were also ultimately adopted by the 
health funds. For this reason, most managed healthcare systems prevent 
physicians from working in both the public and the private systems — and, 
all the more so, from referring patients from the public to the private system, 
where physicians can encourage demand. Another option is to institute a 
regulated integrated system (see the in-depth discussion of two methods for 
doing so in the next section). 

In Israel, neither public nor private healthcare is the dominant system; 
together they form an ungainly hybrid. A Ministry of Finance report notes 
that, “in contrast to most occupations, where there is a very clear distinction 
between work in the public and private sector, and where transfers from 
one to the other are actually criticized (sometimes a ‘cooling-off period’ 
is even required when moving from the public to the private sector), the 
employment of doctors in both systems simultaneously is not unusual and is 
actually perceived by the general public as acceptable” (Belinsky, Ben Naim, 
and Hecht 2018).

Today, physicians who work in the public system can refer patients 
for treatment to themselves in the private system, usually with payment 
through supplementary and commercial insurance. In the private system, 
they charge for treatments, at least some of which can and should be 
performed within the public system. The private treatments cost more than 
if the same treatment had been performed in the public system. Moreover, 
the doctors limit their work hours in the public system to some degree for 
this purpose. This creates wage pressure and price increases in the public 
system — a phenomenon that a separation of the public and private spheres 
or regulated integration of the two could prevent.

4. Israel’s public-private mix conundrum

The complicated public-private mix within Israel’s healthcare system is 
shown in Figure 9. Along with totally private and totally public funding, 
there is an array of additional voluntary healthcare insurance arrangements, 
known as supplementary insurance. This supplementary insurance is 
purchased through the health funds but is not commercial insurance; 
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it is characterized by group premiums — and is not based on the policy 
holders’ personal health or medical characteristics but rather solely on age 
and household size. They are not underwritten but they do have a qualifying 
(waiting) period.6   

Despite its (semi) public character, supplementary insurance, like 
commercial insurance and private payments, can fund activity in privately-
owned facilities only. Thus, this form of insurance causes some public-
system activity to move to the private system: the demand for shorter 
waiting periods, and for the option of physician choice, is met by a supply 
of service providers who work in the private system (Figure 9). The public 
system also provides the private system with other services and, by default, 
with a safety net in case of complications or emergencies.

Figure 9. Public-private mix of the Israeli healthcare system

Source: Dov Chernichovsky, Taub Center

6 Due to these features, they are not supervised by the Commissioner of Insurance in the 
Ministry of Finance, but rather by the Ministry of Health.
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This setup has several undesirable outcomes:

• Wage and price rises (as noted above);

• Private infrastructure, some of it redundant, is created alongside 
existing public infrastructure that is underutilized;

• Concerns regarding the performance of unnecessary medical procedures.

Even with the private system’s relatively high salaries, which continue to 
rise, profitability continues to rise, as evidenced by a trend of health funds 
and private insurers buying private medical facilities. Notable examples are 
Assuta, Naara Medical Center, and Herzliya Medical Center.

The Israeli healthcare system is thus losing control over private healthcare 
expenditure in the short term, and of all healthcare expenditure in the 
long term, as is the case for the US. The system is becoming less efficient; 
households are spending more and more of their disposable income on 
privately-funded healthcare; and inequality in service accessibility is 
growing. The advantages of freedom of choice and shorter waiting periods 
are possible mainly in the private market.

Models for solving the problem:  
Separation or integration

International experience offers two directions for solving the problem. One 
model is based on a total separation of the public and private systems; the 
other, on their regulated integration.

The separated model

In this solution, the two systems exist at separate funding and infrastructure 
levels. Public funding would be composed of the regular health tax and 
payments currently transferred to the health funds for supplementary 
insurance (which is nearly universal with 80 percent of the population 
insured). The government would fund supplementary insurance for those 
entitled to government assistance.7 Additionally, as is currently the case, the 
public framework would offer the option of choosing a broader healthcare 
basket than the basic one. Figure 10 illustrates how this system would work. 

7 As is the case today, those eligible for income support who do not pay healthcare taxes 
would receive public insurance.
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Figure 10. The separated model

Source: Dov Chernichovsky, Taub Center
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In the private system, citizens can pay for treatment as they choose, 
through a variety of commercial insurance policies or out of their own 
pockets. However, unlike today, patients would not be able to switch from 
the public to the private system in order to continue the same treatment nor 
would they be allowed to fill privately-prescribed prescriptions at publicly-
funded facilities. On a practical level, all patients, before seeking treatment, 
would have to decide in which system they prefer to receive their care, and 
this choice would obligate them throughout the course of treatment — as in 
the publicly-funded healthcare systems of the UK and even the US.  

Two additional features of this model are that healthcare workers 
whose income is based on public funding would not offer private, for pay, 
treatment, and that emergency services provided by the public system 
would not support the private system.

The integrated model

In this solution, the private and public systems would be merged (Figure 
11). Under this model, every resident would receive basic public insurance, 
combining today’s basic and supplementary coverages as in the separated 
model (arrangements based on similar principles exist in some European 
countries, such as the Netherlands). Added to this would be another 
insurance tier based entirely on private funding, but, in contrast to the 
separated model, elective services (supplementary and commercial 
insurance tiers) would be provided as part of the same system that delivers 
the public services. The integration means that every resident would be able 
to create a kind of personal insurance policy or basket of services, one based 
on principles of both public and commercial insurance (Figure 11).

The publicly-funded basket would define eligibility for treatments and 
would, perhaps, also allow a certain degree of freedom of choice — but not 
reduced waiting times or “lifesaving drugs.” Services would be provided 
within a time frame and at a geographic distance specified by law, at 
institutions designated for this purpose — privately or publicly owned — 
and treatments from different funding sources would be regulated. 

It should be emphasized that, in this option as well, it would be necessary 
to ensure the existence of an entirely separate private system, in which 
residents could pay out of pocket or through insurance for treatments or 
services that are not included in the integrated system’s offerings (such as 
reduced waiting times). To illustrate, the system would be analogous to an 
airplane in which one might choose between economy class, business class, 
or first class — or to fly in a separate, private plane.
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Figure 11. The integrated model

Source: Dov Chernichovsky, Taub Center

In both options, all institutions receiving partial or full public funding — 
regardless of ownership — compete for the same activity. Patient choice of 
physician and shorter waiting times would be available in the framework of 
specific insurance arrangements.

Conclusion

This chapter examined Israel’s healthcare system with a focus on two 
interrelated issues: (A) funding levels and the distribution of funding 
between the private and public systems; (B) the private-public mix within 
the system as a whole. In many respects, these aspects of the system have 
not changed in recent years, that is, the system is stagnating. This means 
that there is high probability that the relative health of Israel’s population 
will deteriorate — since achievements like the country’s life expectancy 

Private funding 

Out-of-pocket payments; 
commercial insurance

(+ co-pays)

Public funding for basic 
coverage

Health tax; 
general taxes (+ co-pays)

Funding

Private funding for 
coverage of choice

Commercial insurance
(+ co-pays)

Supply

Tier with 
choice

Basic tier of public
funding including some 

options

Services offered 
under different 

regulations than the 
combined system

Regulated combined 
system

State of the Nation Report: Society, Economy and Policy 2018266



levels indicate past investment and not the system’s present status. We (or 
the next generation) will be able to see evidence of today’s stagnation only 
in the future.

The government is taking a number of steps in the right direction to cope 
with the system’s problems. According to the latest budget, Israeli public 
expenditure on healthcare is expected to grow by about 7 percent (about NIS 
2.4 billion) in 2018, and by about 7.1 percent (about NIS 2.5 billion) in 2019. 
This is a large increase compared with the anticipated GDP growth for these 
years (according to an October 2018 Bank of Israel forecast) of 3.8 percent 
and 3.7 percent (respectively), and state budget increases of 4.7 percent 
and 5.5 percent (respectively) (Ministry of Finance 2018). Thus, the public 
healthcare budget’s share of GDP and of the budget as a whole should be 
growing during these years, although the recent decision to institute across-
the-board cutbacks does not bode well for such growth.

Regarding the public-private mix, the government has adopted several 
measures meant to address structural problems in the healthcare system:

1. A six-month cooling-off period, during which a physician may not refer 
patients to themselves from the public system to the private one.

2. A full-timers regulation — physicians working full-time only in the 
public system.

3. Integrating into government service employees of healthcare 
corporations and the Research Fund which have become ways of 
bypassing regulations and hiring non-state employees to work in state-
owned hospitals.

4. Continued implementation and development of the Program for 
Reducing Waiting Times, which has led, in certain cases, to public 
funding for shorter waiting times in private institutions as well.

Nevertheless, these measures alone are not capable of ultimately solving 
the complex problem posed by the Israeli healthcare system’s public-private 
mix. This thorny issue needs to be addressed in a comprehensive manner, 
including through regulation of the funding distribution between the two 
systems — a basic basket of publicly-funded services with an additional 
private elective basket through some sort of arrangement. A new, agreed-
upon wage system should also be created for physicians, and they should 
be employed within a single publicly-funded system, independent of the 
institution’s ownership.
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Israel’s Exceptional Fertility
Alex Weinreb, Dov Chernichovsky, and Aviv Brill* 

Abstract

It is widely-known that fertility levels in Israel are very high relative to 
other developed countries. This chapter discusses other exceptional aspects 
of Israel’s fertility, most of which are much less well-known, even though 
they may have significant implications for public policy. Our focus is on: 
Who is having children, at what age, within marriage? How educated are 
they? Among the key results, we find: (1) Over the last 15 years, fertility in 
Israel has increased by 0.2 children, even as Haredi and Arab fertility has 
fallen, and even as the mean age at first birth has increased by at least 2 
years in Israel’s Jewish, Christian, and Druze populations. (2) Non-marital 
fertility rates remain among the lowest in the OECD, though they are rising, 
especially among women in their 30s and early 40s. (3) Rates of childlessness 
in Israel are low by international standards, especially for Jewish women — 
for women aged 45 and over, the rates are more than twice as high among 
Israeli Arabs. (4) The difference in overall fertility levels between Israel and 
other developed countries is disproportionately driven by higher Israeli 
fertility at later ages — 30s into early 40s — and higher fertility among more 
educated Israelis. 

Combining these findings, we conclude that a higher proportion of 
children in Israel are born to older parents and college-educated parents 
than is the case in other OECD countries, and a smaller percentage live in 
single-parent households. We briefly discuss the implications of this for a 
range of educational and welfare policies.

* Professor Alex Weinreb, Research Director, Taub Center; Associate Professor, Department of 
Sociology and Director, Health and Society Program, University of Texas in Austin. Professor 
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Introduction

It is widely-known that fertility levels in Israel exceed fertility levels in all 
other developed countries, and that this is the main factor driving Israel’s 
unusually high rate of population growth. The implications of this high 
growth rate are frequently discussed in scholarly, lay, and public policy 
literature: the constant need to increase the supply of healthcare clinics, 
schools, housing, and other infrastructure, just to maintain current levels 
of per capita supply and access (Rosen, Waitzberg, and Merkur 2015; Gamzu, 
Kaidar, Afek, and Horev 2016; Tal 2016); the likely effects of population 
growth on Israel’s physical environment and settlement patterns (Orenstein 
and Hamburg 2010; Tal 2016), on its political climate (Shamir and Arian 
1982; DellaPergola 2001), and “national transfer accounts” in general 
(Chernichovsky and Shraberman forthcoming).1  

The goal of this chapter is to describe aspects of Israel’s fertility regime 
that are less well-known but also have significant implications for public 
policy across a number of key areas. The study begins with a description 
of levels of fertility from three perspectives: cross-sectional, temporal, and 
across subpopulations within Israel. It then focuses on four factors frequently 
associated with fertility differences: levels of non-marital fertility and 
childlessness, trends in age at first birth, and trends in women’s education. 

The principal message of this chapter is that Israel’s fertility is not only 
exceptional because it is high. It is exceptional because strong pronatalist 
norms cut across all educational classes and levels of religiosity, and 
because fertility has been increasing alongside increasing age at first birth 
and education — at least in the Jewish population. From an international 
perspective, these are atypical patterns. They are at odds with standard 
accounts of the Second Demographic Transition (SDT), in which the 
continued downward shift of fertility to levels far below “replacement level” 
is primarily driven by changes in attitudes to marriage, sex, cohabitation, 
and the value of children themselves.2  

1 “National transfer accounts” refers to a systematic accounting system used to assess how a 
population’s age structure affects a range of macro-economic activity.

2 Replacement level fertility is the total fertility rate at which a population exactly replaces 
itself from one generation to the next, without migration. This rate is roughly 2.1 children 
per woman for most countries.
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Israel’s national fertility profile is also different from that of other 
developed countries in quite a different way. In those peer countries, over 
the 19th and 20th centuries, fertility converged to a relatively homogeneous 
national pattern that cut across other social identities (e.g., religion, 
religiosity, class, and ethnicity). Watkins (1991) describes this as a process of 
“demographic nationalism.” Fertility converged to a national profile in the 
same way as language, education, and attitudes in general. State-building 
naturally entailed this type of behavioral homogeneity. On this dimension, 
too, Israel is different. There may be a shared pronatalism that cuts across 
all social boundaries, but, in the Jewish population at least, pronatalism 
expresses itself very differently across levels of religiosity. There are no signs 
that this variability is shrinking over time. To the contrary, Israel’s fertility 
patterns remain, as DellaPergola (2009:148) noted, “uniquely resilient.”

Understanding these elements of Israeli exceptionalism is important for 
policy makers in Israel since they directly influence both the life-course 
of Israeli women (and their partners) and, more especially, the profile of 
Israeli children. Regarding the latter, for example, relative to their peers in 
other OECD countries, Israeli children not only have more siblings, as will be 
shown, they are also more likely to live in two-parent households with older 
and more educated parents.

Data and methods
To establish how different Israel’s fertility characteristics are, we follow 
standard practice of comparing Israel to other developed countries. In most 
cases, comparisons are restricted to the OECD, the 34-country “club” that 
includes almost all the world’s most developed countries. The OECD is not 
only an appropriate reference group in terms of Israel’s developmental 
characteristics and aspirations; by including non-European countries like 
Japan, South Korea, Turkey, Mexico, and Chile, the OECD captures more 
cultural heterogeneity than the European and North American countries 
with which Israel is sometimes compared (e.g., Bystrov 2012a). Additionally, 
there is a clear methodological advantage to restricting the comparison to 
the OECD: standardized data protocols across all member countries inspire 
confidence in the meaningfulness of the comparisons. 

An initial series of comparisons — focusing on fertility levels, non-marital 
fertility, age at first birth, and childlessness — are made at the macro-level. 
The main measure of fertility in this initial series is what demographers call 
the Total Fertility Rate (TFR). This describes the number of children that 
a woman would give birth to if she were to pass through her childbearing 
years bearing children in accordance with the current schedule of age-
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specific fertility rates. The TFR is the most widely used measure of fertility 
in demographic studies. Unlike the Crude Birth Rate — widely used outside 
the field of demography — the TFR takes into account differences in age-
structure both within and across countries, which is the single most 
important determinant of all three main demographic parameters: fertility, 
mortality, and migration. Throughout this section, in addition to OECD data, 
we use data from Israel’s Central Bureau of Statistics (CBS), or from reports 
published by CBS researchers.

The final two sections, focusing on childlessness and the relationship 
between fertility and education, use micro-level data from nationally 
representative surveys: the Israel Social Survey (ISS) and the European Values 
Survey (EVS). Since age-specific rates (necessary to estimate TFR) cannot 
easily be constructed from those data, comparisons in these sections focus 
on the number of children ever born by a given age. Those data are described 
in further detail below.

1. Fertility levels and trends

Our account of Israel’s fertility exceptionalism begins with absolute 
differences in fertility levels, and the variation in those levels across time, 
and across Israeli subpopulations. 

In the cross-section
As seen in Figure 1, Israel’s TFR in 2015 was 3.1, which is unusually high, and 
well above the population “replacement level” of 2.1. This figure places Israel 
squarely at the top of the table for the OECD, and almost one full child above 
the next highest fertility countries, Mexico and Turkey. In fact, Israel’s TFR 
in 2015 was 4.15 standard deviations above the OECD mean of 1.68 children. 

Putting Israel’s TFR in historical perspective is helpful. Within Western 
European OECD countries, TFR was last as high as 3.1 in Italy in 1931, 
Germany in 1914, the UK in 1908, and France in 1889. Within non-European 
OECD countries, TFR was last as high as 3.1 in Japan in 1952, in the US and 
Australia toward the end of the baby boom in the mid-1960s, and in South 
Korea in 1976.
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Israel’s TFR is also much higher than that of BRICS countries and other 
emerging economies (see Figure 2).3 For example, it is more than half a child 
higher than the TFR in India, Indonesia, Peru, and South Africa. 

Figure 1. Total fertility rates, 2015
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1.8

3.1

0.0 0.5 1.0 1.5 2.0 2.5 3.0 3.5 4.0 4.5

South Korea
Poland

Portugal
Greece

Spain
Italy

Slovakia
Hungary

Japan
Luxembourg

Austria
Germany

Switzerland
Slovenia

Czech Republic
Estonia
Canada
Finland

Netherlands
Belgium

Latvia
Denmark

Norway
UK

Iceland
Australia

US
Chile

Sweden
France
Ireland

New Zealand
Turkey
Mexico

Israel

Source: Alex Weinreb, Dov Chernichovsky, and Aviv Brill, Taub Center | Data: OECD Database, Chart SF2.1

3  BRICS refers to five large and regionally influential countries that are not members of the 
OECD: Brazil, Russia, India, China, and South Africa.

Israel ’s Exceptional Ferti l i ty 275



Figure 2. Total fertility rates, 2015
BRICS and other developed or emerging economies
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Ironically, Israel’s fertility is closest to that of its direct neighbors, despite 
a magnitude of differences on a number of other characteristics. In fertility 
levels, as in geography, Israel is sandwiched between Egypt and Syria (see 
Figure 3). Jordan’s fertility levels are also similar. 
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Figure 3. Total fertility rates, 2015 
Middle East countries
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A final perspective on how unusually high Israel’s TFR is can be seen by 
looking at the relationship between GDP per capita and TFR. Over the last 
100 years, there has been a strong negative association between these two 
characteristics, graphed in Figure 4 using 2013 data from 177 countries. It 
confirms that the vast majority of countries in the world fall close to the 
main fitted (dashed) line, especially at low and high levels of GDP per capita. 
Israel, in contrast, falls on an alternative (dotted) line with seven other 
countries. Of these eight countries, Israel is the only one that is not a major 
oil-producer.  

The shaded areas in Figure 4 allow us to make direct comparisons between 
Israel and countries that have similar levels of fertility or wealth. The green 
shaded area, for example, highlights the countries with a similar per capita 
GDP: their TFR fell between South Korea (1.24) and New Zealand (2.02). The 
grey shaded area highlights countries with a similar TFR: their GDP per 
capita ranged from $1,684 (Haiti) to $13,741 (Algeria). Israel’s GDP per capita 
was about five times greater than the average of this group.
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Figure 4. The relationship between total fertility rate and  
GDP per capita, 2013
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Trends, 1970 to 2015
Fertility in Israel is also unusual because of its temporal trajectory. Over 
the last 150 years in developed countries, there has been a widespread and 
recognizable reduction in fertility. Known as the “Fertility Transition,” this 
began as new norms of “family limitation” spread, facilitated by reductions 
in mortality, and increasing income and costs associated with childrearing. 
The result was that the TFR fell in most developed societies to the 2 to 3-child 
range by the 1930s. From the 1960s, these norms spread to most other areas 
of the world, generating equally sharp reductions in fertility. Meanwhile, 
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the creation of highly effective hormonal contraceptive methods and the 
emergence of new types of family arrangements, attitudes toward women’s 
roles, and family-centered values in general, pulled fertility even lower. It is 
in this Second Demographic Transition (SDT), as it is now known, that TFR 
has fallen below 1.5 in many countries, especially in Europe and Asia. 

Some scholars have identified small subpopulations within Israel — 
primarily secular Ashkenazim in the 1990s — that appeared to have some 
SDT characteristics (Friedlander and Feldman 1993; Bystrov 2012a). More 
recent analyses suggest, however, that those subpopulations only had SDT 
characteristics for a limited period, and that Israeli fertility bucks the SDT 
trend (Okun 2016).  

This second view is the correct one. Not only has Israel’s TFR never 
dropped below 2.8 children. It actually increased by 0.2 children between 
1995 and 2015, with a significant portion of that increase occurring in the 
secular subpopulation — shown below — which, on paper at least, has the 
most distinct SDT characteristics in Israel. 

It is important to note that Israel is not the only country to have 
experienced an increase in fertility over those years, or even an increase of 
that magnitude. However, every other OECD, BRICS, and emerging economy 
that experienced a comparable increase began from a much lower level of 
TFR, typically below 1.4. This is shown in Figure 5, which plots the change 
in TFR between 1995 and 2015 against the level of TFR in 1995. With the 
exception of Israel, every country with a TFR greater than 2.0 in 1995 
experienced a reduction in fertility by 2015. If patterns of fertility change in 
Israel had followed that standard pattern, Israel’s fertility would now be 0.75 
children less than it was in 1995, instead of 0.2 children more.
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Figure 5. Change in total fertility rate 1995-2015  
by 1995 total fertility rate 

Source: Alex Weinreb, Dov Chernichovsky, and Aviv Brill, Taub Center | Data: OECD Database, Chart SF2.1

Religion and religiosity
The stability in Israeli fertility across time hides considerable heterogeneity 
across different subpopulations, especially across different ethno-religious 
groups and levels of religiosity. Since the 1970s, religion and religiosity have 
been a major focus of scholarly research on fertility in Israel (Friedlander 
and Goldscheider 1979, 1984; Friedlander, Eisenbach, and Goldscheider 1979; 
Bystrov 2012a), and a major cause of anxiety among social commentators, 
who worry about the long-term impact of differential fertility on the Israeli 
society and economy. 

By religion

The 1960 to 2016 trends in TFR shown in Figure 6 confirm that religion 
continues to be a major driver of fertility differences. The solid black line 
is TFR for Israel as a whole. It shows that TFR dropped from a high of 3.85 
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in 1960 to 2.92 in 2000, before rising again to 3.11 in 2016. Whereas the TFR 
of Israeli Jews tracks this average quite closely, slowly converging to that 
average before rising above by 2015, the TFR of Christians dropped below it in 
the 1970s to a current TFR of 2.05, Druze fertility fell from 7.3 to 2.3 children 
between 1970 and 2010, and Muslim fertility also dropped precipitously from 
an estimated TFR of 9.2 in 1965 to 3.3 fifty years later.

Figure 6. Total fertility rates by sector
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These large reductions track standard patterns in other Arab and Muslim-
majority societies.4 At the same time, they also point to the main source of 
Israel’s unusual fertility profile. Since 2005, national fertility levels have 
risen — even as Muslim and Druze fertility have fallen and Christian fertility 
has remained stable — because of increases in the fertility of Israeli Jews. 
In other words, Israel’s unusual fertility profile is a product of fertility in 
its Jewish population. Other Israeli subpopulations have followed the more 
standard global pattern of reducing fertility.

4 Muslim-majority countries, among them theocracies like Iran, poor religious societies like 
Bangladesh, emerging economies like Indonesia and Turkey, and Arab countries like Tunisia 
and Lebanon, have experienced some of the most rapid decreases in fertility ever observed.

TFR
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By religiosity

It is widely recognized that fertility in Israel is highly correlated with 
religiosity (Friedlander and Goldscheider 1979; Bystrov 2012b; Okun 2016). 
Two important clarifications need to be made to that claim. 

First, this is only true for Jews. Figure 7, drawing on Hleihel (2015), graphs 
TFR by religiosity between 1980 and 2013 for Israeli Jews. There are clear signs 
of differences in fertility by religiosity: TFR among Haredim has fluctuated 
around 7 children per woman since the 1980s, and around 2.5 children per 
woman among the secular and the traditional who identify as not religious. 
This is a 4.5 child difference, with other religious levels arrayed between 
these two extremes.  

Figure 7. Total fertility rates by level of religiosity,  
Jewish population

0

1

2

3

4

5

6

7

8

1980 1984 1988 1992 1996 2000 2004 2008 2012

Haredi National religious
Traditional-religious Traditional-not religious
Secular

TFR

Source: Alex Weinreb, Dov Chernichovsky, and Aviv Brill, Taub Center | Data: Hleihel 2015

In contrast, the correlation between fertility and religiosity is much 
weaker among Israeli Muslims. This can be seen in Figure 8. Using data from 
Hleihel (2011), Figure 8 plots the TFR of the Israeli Muslim population from 
1981 to 2007. We see a parallel reduction across the three levels of religiosity 
in the 1980s, a 1-child difference in TFR for most of the 1990s between the 
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least and most religious, but then a convergence and reduction for the final 
decade of observation. In other words, only in the middle years of this 27-year 
sequence did the fertility of Israeli Muslims show the same type of variation 
by religiosity seen among Israeli Jews, and even in those middle years, there 
was only a 1-child difference between the most and least religious, and no 
difference whatsoever between the very and moderately religious. 

Figure 8. Total fertility rates by level of religiosity, 
Muslim population
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The second important clarification is related to sources of change in 
Israel’s fertility over the last 20 years. Even though Haredi fertility increased 
significantly across the 1980s, Haredi fertility in the 2007 to 2013 period was 
a little lower than in the mid-1990s. In contrast, there have been increases 
in fertility — in both relative and absolute terms — in the non-Haredi Jewish 
population. In other words, the 0.2 increase in fertility shown in Figures 4 
and 5 is largely a product of increases in the fertility of non-Haredi Jewish 
women. Put differently: even among Jewish women who self-identify as 
secular and traditional but not religious, the combined TFR always exceeds 
2.2, making it higher than the TFR in all other OECD countries (which also 
include religious subpopulations, many of which have higher fertility).
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2. Factors associated with fertility

In this section, we compare Israel to other OECD countries on some core 
Second Demographic Transition (SDT) dimensions. Concepts associated with 
the SDT are typically used to frame analyses of behavior in contemporary 
developed societies. Based on an initial series of papers by Dirk van de Kaa 
and Ron Lesthaeghe (van de Kaa 1987, 2001; Lesthaeghe and Surkyn 1988; 
Lesthaeghe 2014), the key idea underlying SDT is that fertility reductions in 
developed societies since the 1960s have been driven by long-term types of 
culture change that influence marital patterns — more postponing marriage, 
not marrying at all, or choosing some other living arrangement — and 
fertility behavior — decoupling sex from reproduction (and reproduction 
from marriage), postponing childbearing, choosing not to have children at 
all. The overall result has been a decrease in the number of births per woman. 
Yet certain shifts can also facilitate somewhat higher fertility within SDT 
settings. We address one of these first.

Non-marital fertility
Across OECD and other developed countries, as shown in Figure 9, there 
is a positive correlation between TFR and the percentage of children born 
outside marriage. Normatively proscribed and labeled “illegitimate” (in the 
pre-SDT era), these now represent a significant portion of births in many 
countries, especially northern European countries and Mexico. Given the 
long-recognized concentration of child poverty in single-parent families, 
this fertility pattern has also had a significant impact on the trajectory of 
welfare policy. For this reason alone, it is important to understand how 
different Israel is in this regard, and how different it is likely to remain in 
the future. 

It is clear from Figure 9 that high levels of non-marital fertility do not 
explain Israel’s high fertility. To the contrary, relative to OECD countries, 
Israel is a complete outlier. It has high fertility despite having one of the 
lowest rates of non-marital fertility (and more generally, a low rate of non-
marital cohabitation).5 Across all OECD countries, only Japan, South Korea, 
and Turkey score lower, but with much lower fertility levels.

5  In 2016, 95 percent of self-identified couples in Israel were married (Family Day — Families 
and Households in Israel, February 13, 2018). This is true at older ages, too. For example, among 
the 14 countries that, by 2007, had collected nationally representative data on the elderly as 
part of the Survey of Health, Ageing and Retirement in Europe (SHARE) network (Austria, 
Belgium, Czech Republic, Denmark, France, Germany, Greece, Italy, Netherlands, Poland, 
Spain, Sweden, Switzerland), Israel had the highest percentage of people married at every 
age above 50 (Kohli, Künemund, and Vogel 2008).
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Figure 9. The relationship between the total fertility rates and 
the share of births outside of marriage, 2014

Note: 2014 or the nearest date with available data.
Source: Alex Weinreb, Dov Chernichovsky, and Aviv Brill, Taub Center   
Data: OECD Database, Charts SF2.1 and SF2.4

On the other hand, non-marital fertility in Israel is increasing, at least 
above age 30. This is shown in Figure 10, which graphs the number of births 
per 1,000 never-married women between 1990 and 2015. We see that the 
expected low rates of non-marital fertility are completely stable across this 
25-year period among women in their teens and 20s — they average 1.0 births 
per 1,000 never-married teens, 3.1 per 1,000 never-married 20-24-year-
olds, and 8.6 among 25-29-year-olds. In contrast, there are strong upward 
trajectories in the probability of giving birth for all older unmarried women, 
with the sharpest rise among women in their late 30s: from 24 births per 
1,000 unmarried women in 1990 to 60 in 2015. There is a parallel trajectory 
among women in their early 40s — from 12.7 in 1990 to 32.8 in 2015. There 
was also a more moderate increase among never-married women in their 
early 30s. 
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Figure 10. Number of births per 1,000 never-married women
By age group of mother
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Source: Alex Weinreb, Dov Chernichovsky, and Aviv Brill, Taub Center   
Data: Population and Immigration Authority, Population Census 

These changes have a meaningful impact on fertility in Israel, especially 
at the oldest ages. As of 2015, about 1 in 6 children born to a mother aged 
40 or older in Israel was born to an unmarried mother (as opposed to about 
1 in 11 children born to women aged 35-39, and about 1 in 20 children born 
to women aged 30-34). Moreover, since non-marital fertility is strongly 
proscribed and highly unusual among Arab Israelis and Haredim, we can 
infer that these unmarried mothers are disproportionately part of Israel’s 
non-religious Jewish population. 

Finally, and more generally, this growth in the composition of births to 
unmarried mothers, at least above age 30, is consistent with standard SDT 
expectations. But what marks Israel as different is that marital fertility and 
non-marital fertility have risen together. This combination is unusual in 
developed countries. 
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Age at first birth

Before the era of effective modern contraception, fluctuations in age at first 
birth were one of the main factors driving overall fertility levels (Hirschman 
1994). This was the reason that Malthus, a late 18th century demographic 
theorist, argued that “civilized” societies should encourage women to 
delay marriage (Malthus 1798). Since there was minimal fertility outside of 
marriage, raising age at marriage would reduce fertility rates by shrinking 
the reproductive window within which a woman was exposed to the risk of 
pregnancy, that is, the period from marriage to menopause.

Age at first birth has continued to increase in the OECD — driven largely 
by improved access to effective contraception and rising levels of women’s 
education and employment. Figure 11 confirms that these increases in age at 
first birth are negatively related to current fertility levels. TFR averages 1.4 
in the 10 OECD countries that experienced at least a 2.5 year increase in age 
at first birth across the 2000 to 2014 period, and 1.7 in the 9 countries where 
the increase was 0.5 to 1.5 years.  

Figure 11. Relationship between the change in age at first birth 
and the total fertility rate
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Israel’s high fertility, of course, moves it away from this line entirely. 
Age at first birth in Israel in 2014 was 27.5, which places Israel at the 25th 

percentile — a little low — but still more than a full year higher than in the 
US. This hides considerable heterogeneity across subpopulations, shown for 
Israel in Figure 12, which graphs trends in age at first birth from 1994 to 
2016 by subpopulation. Age at first birth in 2016 was 28.6 among Jews, 28.5 
among Christians — both of these much closer to the OECD median — 25.0 
among Druze, and 23.8 among Israeli Muslims. In itself, these differences 
show that average age at first birth for each sub-group in Israel is not a good 
predictor of their aggregate fertility levels. As of 2016, for example, Jewish 
fertility levels were only marginally lower than Muslim’s, but there was a 4.8 
year difference in age at first birth, implying a quite different age pattern for 
fertility among Israeli Jews than Arab Israelis.

Figure 12. Mother’s mean age at first birth
By sector
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Source: Alex Weinreb, Dov Chernichovsky, and Aviv Brill, Taub Center   
Data: CBS, Statistical Abstract of Israel

More surprising is the quite different relationship across Israel’s 
population groups between changes in age at first birth and fertility. Between 
1994 and 2016, age at first birth increased by about 3 years for Christians and 
Druze, and by 1 year for Muslims. These increases fit the overall reduction 
in TFR in these populations, alongside a shift in the timing of fertility to 
older ages. Among Jews, however, age at first birth increased by about 2.8 
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years, even as Jewish women’s TFR — not Haredi, as established above — rose 
by about 0.2 children. This means that gains to fertility at older ages have 
outweighed reductions in fertility at younger ages.

The trend among Israeli Jews is a reversal of the traditional relationship 
between age at first birth and fertility. It is in line with recent arguments that 
countries with a high level of gender equality can yield a fertility dividend 
in which increases in fertility at older ages (e.g., over age 30) outweigh 
reductions at lower ages (Myrskylä, Kohler, and Billari 2011). Other signs of 
this internationally include the generally positive relationship between rates 
of women’s labor force participation and TFR across low-fertility developed 
countries (Ahn and Mira 2002; Brehm and Engelhardt 2015; Rindfuss, Choe, 
and Brauner-Otto 2016). The very high labor force participation of Jewish 
women in Israel — one of the highest in the OECD (Fuchs 2016) — is consistent 
with that more recent phenomenon, though it should be noted that other 
countries with this pattern have a much higher proportion of non-marital 
births than is the case in Israel.

Childlessness6 
Across countries with high contraceptive prevalence, there is no clear 
relationship between prevalence of childlessness and TFR. This can be seen 
in Figure 13. If childlessness at age 40-44 is a good measure of childlessness 
per se, Figure 13 shows that countries in Eastern Europe and East Asia tend 
to have both lower levels of childlessness and lower TFR than countries in 
Western Europe and the US, Canada, and Australia. In other words, a higher 
percentage of women in Eastern Europe have a child, but among those who 
have a child, far fewer give birth to a second child than is the case among 
their Western European counterparts.

From an international perspective, Israeli women have historically had 
very low rates of childlessness. In fact, only about 3 percent of Israeli women 
born in the 1930 to 1934 birth cohort who married remained childless. This 
is on par with childlessness rates among Hutterite women, who have the 
highest documented fertility rates on record (Rowland 2007).7 

6 There is some debate about whether to refer to women without children as “childless” 
or “childfree” (Tanturri and Mencarini 2008; Blackstone 2014). Since the latter makes an 
implicit assumption about choosing to not have children — which does not accurately 
describe women actively trying to conceive — this study sticks with the more traditional 
term, though it includes women who have chosen to remain childfree.

7 The Hutterites are a small Anabaptist Protestant denomination that emerged in the 16th 

century. They reside in small communal settlements — mostly in the US and Canada — and 
are known in demography for their historically high fertility rates.
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Figure 13. The relationship between the percent of childless 
women and the total fertility rate

Source: Alex Weinreb, Dov Chernichovsky, and Aviv Brill, Taub Center | Data: OECD Database, Chart SF2.5

Figure 13 suggests that things have since changed a little. The level of 
childlessness in Israel at age 40-44 — one of the main international indices 
of childlessness — is roughly 11 percent. That is much more in line with the 
relatively low percentages found in Eastern and Central Europe than with 
patterns in Western Europe. There is also much more frequent discussion 
in Israel about childlessness, from an emerging activist and scholarly 
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literature (e.g., Donath 2015) to A.B. Yehoshua’s 2014 novelistic portrayal of 
an intentionally childless woman (Nitzevet). Yet we have already shown that 
there is rising fertility at ages 40-44 for single mothers (Figure 10) — who 
perhaps would have remained childless in a less pronatalist society — and 
other researchers have also pointed to the late fertility patterns in Israel 
(Okun 2016).  

Figure 14 addresses this critique 
of the ages 40-44 measure by 
estimating the percentage of 
women who are childless at ages 
45-59. Very few women give birth 
in this age range. The estimates 
are derived from two series of 
nationally representative surveys: 
the 2008-2009 waves of the 
European Values Survey (EVS), 
collected in 47 European countries 
— this is the most recent wave 
available — and the 2007, 2008, 
2010, and 2012 waves of the Israel 
Social Survey — selected to match 
the available years of the EVS.  

Figure 14 shows that childlessness 
in Israel for women in this older 
45-59 age group at the time of the 
survey — roughly 1947 to 1967 birth 
cohorts — was about 6.4 percent 

for Israeli Jews and 13.7 percent for Israeli Arabs. Israeli Jews and Arabs are 
therefore at opposite ends of the European regional spectrum. This suggests 
that even if pronatalist norms are strong in Israel, at least among less 
religious Jewish women in these cohorts, they were more often combined 
with liberal attitudes to non-marital fertility, meaning that having a child 
outside of marriage outweighed the unacceptability of non-marital fertility. 
As Bystrov (2012a:285-286) remarks: “The importance of having at least one 
child . . . is stronger than the belief in marriage, as a rising percentage of 
Jewish women at late childbearing ages give birth.”

Figure 14. Share of childless 
women ages 45-59, 2007-2012
By sector (Israel) and location

Source: Alex Weinreb, Dov Chernichovsky, and 
Aviv Brill, Taub Center
Data: European Values Study (EVS) 2008-2009;
CBS, Social Survey 2007, 2008, 2010, 2012
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Education
Women

Women’s education has long been one of the most important determinants of 
fertility. Educated women were the first to lower their fertility, both before 
and after the emergence of effective contraception (Caldwell 1980). Driven 
by desires to reduce the risk of undesirable health consequences associated 
with childbearing, begin childbearing later in order to facilitate education, 
invest more in a smaller number of children (the “quality-quantity” trade-
off (Becker and Tomes 1976)), develop a career outside the home, self-
identify as “modern,” and improve their own quality of life (more non-child 
related consumption, more leisure time, etc.), educated women have largely 
continued to have lower fertility than their less educated peers. 

This standard relationship between education and fertility has a 
predictable consequence: rising levels of education — desirable for many 
reasons at both the individual and societal level — impose a fertility “cost” 
on societies. That is, even where the fertility rate within each educational 
class remains the same across time, a society with rising educational levels 
will tend to experience a reduction in fertility, since a larger share of women 
(and men) will move into a lower fertility educational category. 

To consider what this longstanding relationship between education and 
fertility looks like in Israel relative to other developed countries, we use 
the same combined data file from the EVS and the Israeli Social Survey. A set 
of regression models using these data focuses on the relationship between 
education and number of children ever born, while controlling for monthly 
household income.8 Regression results are presented in the Appendix. 

Figure 15 presents the marginal effects of education on the predicted 
number of children by five-year age-group in Israel, for women up to ages 
40-44 and men up to ages 45-49, from different sectors, with household 
income set to its mean.9  

8 Note that these are not set up as causal models. Rather, they describe cumulative fertility 
by different ages in the simplest terms. However, they explain a high proportion of the total 
variation: 55 percent in models used to draw Figure 15.

9 Analyses are restricted to women ages 20-44 and men ages 20-54. Sample sizes are: 6,206 
Jewish women, of whom 650 are Haredi; 1,510 Arab Israeli women; 8,146 Jewish men, of 
whom 812 are Haredi; and 1,927 Arab Israeli men.
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Figure 15. Predicted number of children by age, gender,  
and religiosity, 2008-2012

Source: Alex Weinreb, Dov Chernichovsky, and Aviv Brill, Taub Center │ Data: CBS, Social Survey
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The patterns observed in Figure 15 only partly match the standard 
relationship. Among both Arab Israeli women and men, we see the expected 
variation by education level. At every age, those with the lowest education 
levels have the most children. And, at most ages, those with a college degree 
have fewer children than secondary school graduates, amounting to a 
1-child difference among those aged 25-29, and about 0.5 children difference 
above age 35.10  

Among Jews, the education-fertility patterns align less with the standard 
relationship. Only among non-Haredi women do the least educated have 
more children than those who completed secondary school or have a degree 
— with the fertility trajectory being very similar for the latter two groups. In 
contrast, the fertility gradient among non-Haredi men is very similar across 
all educational categories. Likewise, among both Haredi women and men, 
those with a college degree appear to have lower fertility in their late 20s, 
but over the next 10 years, cumulative fertility appears to converge to those 
of their less educated peers. 

To see how this compares to patterns in Europe, the same set of models 
were specified using EVS data, and combined with data on non-Haredi and 
non-Arab Israelis. Figure 16 presents these data in three panels, each specific 
to women in a single educational category. Likewise, given the variability 
in patterns of fertility and childlessness across European countries 
demonstrated above (e.g., Figures 1 and 13), each of the panels divides the 
European countries into three regions: Eastern Europe, the countries of the 
Mediterranean, and Northern Europe.

Two important findings can be seen in Figure 16. First, cumulative fertility 
in Israel is not higher at every age within every educational level. Among 
the least educated women, in particular, Israelis (not including Haredim and 
Arab Israelis) actually have lower fertility in their 20s than their European 
counterparts: higher Israeli fertility at this education level only emerges in 
women’s late 30s. Fertility also appears to start a little later among Israeli 
secondary school graduates than their European peers, but then quickly 
accelerates to higher levels. In fact, only among those with a college degree 
do we not see lower Israeli fertility during women’s 20s. 

10 If the standard relationship between education and fertility seen in both Arab Israeli 
society and neighboring Arab states continues to hold, then the rapid increase in Arab Israeli 
women’s integration into both higher education and the labor force (Fuchs and Weiss 2018) 
will increase the difference in TFR between the most and least educated Arab Israeli women 
over the next decade.
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Figure 16. Predicted number of children by education level, age, 
and residential region among women
Israel (2008-2012) and Europe (2009)
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A second important finding is related to the fertility gradient across 
education levels. By age 40-44, as per the standard pattern in developed 
countries, cumulative fertility levels in Europe are considerably higher 
among the least educated than among the most educated. Women of this age 
who did not complete secondary school have 0.4 children more than women 
who completed secondary school, and 0.6 children more than women with 
a college degree. Among non-Haredi Jewish Israelis of the same age, in 
contrast, the gradient is much shallower, and the difference smaller in both 
relative and absolute terms. The least educated women in this population 
report 2.8 children, while those with complete secondary school and those 
with a first degree have only 0.3 fewer children. This equivalence between 
fertility of high school and university graduates itself marks Israeli fertility 
as quite different from its counterparts in other developed countries.  

Combining these two findings — the relatively late age at first birth in 
Israel, and the relatively small differences in fertility across educational 
categories — also tells us something important about the types of families 
into which children are born. Specifically, the large differences in fertility 
between Israeli women and those in other developed countries are smallest 
among the least educated, and largest among the most educated. This means 
that most of the difference in fertility between Israel and European countries 
originates in relatively educated families — a high and increasing percentage 
of families in Israel — having more children. Israel also has proportionately 
more high-parity children born to older parents, that is, children who have 
at least a couple of older siblings.  

Men

We get a different perspective on the same phenomenon by looking at the 
relationship between men’s education and the number of children they 
have. Even though demographers rarely consider male fertility, men’s 
characteristics certainly influence their children’s outcomes (Greene and 
Biddlecom 2000; Flouri 2005). Figure 17 replicates the model used to create 
Figure 16 on men, but up to ages 50-54. The way that fertility differences 
between Israeli and European men increase across educational levels is even 
more distinct than in the trends among women. Among the least educated, 
cumulative fertility of Israeli men looks similar to that of their European 
counterparts. For the large majority with either complete secondary school 
or a first degree, fertility of Israeli men begins to exceed that of their 
European counterparts by ages 35-39. These different trajectories mean 
that even when the sample is limited to non-Haredim and non-Arab Israelis, 
high school and college educated men in their early 40s in Israel have, 
respectively, 0.6 and 0.8 children more than their European peers. 
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Figure 17. Predicted number of children by education level, age, 
and residential region among men 
Israel (2008-2012) and Europe (2009)  
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Conclusion

Fertility in Israel is not only an outlier because it is much higher than in any 
other developed country. It also has several other unusual characteristics: 

1. Israel is the only developed country where, over the last 20 years, 
fertility has increased (by 0.2 children) from an already high level. 

2. That increase in the overall level of fertility in Israel is largely driven by 
rising fertility rates among the majority non-religious and traditional 
Jewish population. The rising share of the population that is Haredi also 
contributes, but that is at least partly offset by the 0.7 child reduction in 
Haredi TFR between 2004 and 2013. 

3. Among Israeli Muslims, Christians, and Druze, there have been sharp 
reductions in fertility since the mid-1990s, paralleling reductions in 
neighboring Arab countries. These reductions have been associated with 
increases in age at first birth, which is consistent with global patterns. 
In contrast, the rise in Israeli Jews’ TFR has occurred despite a 2.5-year 
increase in age at first birth. 

4. Other than Israel and Turkey, all OECD countries with a TFR above 1.8 
have at least 35 percent of children born outside marriage. In Israel, it is 
less than 10 percent.

5. The percent of women who are childless into their 40s is significantly 
lower in Israel than in Western Europe and North America, but it is 
higher than in OECD countries in other regions (Latin America, Central 
and Eastern Europe). 

6. The difference in fertility between Israel and other developed countries 
is disproportionately driven by (a) higher fertility at later ages — 30s 
into early 40s — and (b) higher fertility among more educated groups. 

Some aspects of Israel’s unusual fertility profile are not surprising given 
some of Israel’s other characteristics. For example, compulsory military 
service delays marriage and fertility for most Jewish Israelis, which is 
consistent with the relatively low levels of non-marital fertility and the high 
age at first birth (in the Jewish population sampled here). Easy access to 
contraception — including during military service — is another factor. 
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The recent increase in fertility is more surprising. So, too, is the fact 
that fertility among Israeli Jews is most noticeably different from that of 
Europeans — who represent the majority of OECD member countries — 
among more educated women and men. Overall, this suggests that fertility 
in Israel over the last couple of decades has not been as sensitive to the 
types of structural factors that are associated with low fertility in other 
developed countries: fertility has crept up even as healthcare and education 
costs have increased, as the ratio of living expenses to wages has risen above 
the OECD average, and in spite of the fact that relative to the cost of living, 
pronatalist subsidies like child support are less generous in Israel than in 
many European countries (though higher fertility means that total months 
of leave across a mother’s life course, aggregated across all births, is closer 
to the OECD average11).

All this provides some support for researchers who have argued that 
financial and material factors have less of an effect on fertility in Israel than 
cultural factors. In her review of the reasons for secular Israelis’ high fertility, 
Okun (2016) summarizes them as a “constellation of interrelated factors 
which together characterize the socio-economic and cultural environment 
of [Israeli] fertility behavior.” She goes on to list these factors: 

“a combination of state and family support for childbearing; a 
dual emphasis on the social and political importance of women’s 
employment as well as of fertility; policies that support working 
mothers within a conservative welfare regime; a family system in 
which parents provide significant financial and caregiving aid to 
their adult children; relatively egalitarian gender-role attitudes and 
household behaviour; the continuing importance of familist ideology 
and of marriage as a social institution; the role of Jewish nationalism 
and collective behaviour in a religious society characterized by ethno-
national conflict; and a nationalist discourse which defines women as 
the biological reproducers of the nation” (Okun 2016: 252).

11  The OECD defines the “total paid leave available to mothers” as the number of weeks a 
mother receives paid maternity leave multiplied by the percentage benefit relative to her 
prior salary (see OECD PF2.1 at http://www.oecd.org/els/family/database.htm). In Israel, 
women receive 15 weeks at full pay, which is the 73rd percentile in the OECD. However, that is 
a per child measure. To calculate the total paid leave available to mothers across all children, 
we multiply the per child measure by current fertility rates. On that measure, Israeli women 
receive this benefit an average of 43 weeks throughout their lives. This places them in the 
44th percentile in terms of total maternity benefits received (calculations available from 
author). For a more detailed look at maternity leave in Israel, see Bowers and Fuchs (2016).
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Following Okun, we do not think that any single factor in this list can 
single-handedly explain why non-religious Israeli Jews have more children. 
Rather, it is these factors’ total combined effect. For now, at least, they appear 
to have collectively inoculated non-religious groups within Israeli society 
against the most powerful effects of the SDT forces. “Demand” for children 
remains high in these groups, and actual fertility reflects that demand.

How long will high Israeli fertility continue? That is not clear. On the 
one hand, Israeli fertility has defied forecasts of impending reduction for 
many years. On the other hand, the housing crunch and rising costs of living 
may make it more difficult for family members to extend the same types 
of assistance in the future that they do now. If that happens, those rising 
costs will eventually weaken the relationship between Israel’s strong family 
ideology and its high fertility, pushing people’s actual fertility below their 
stated “ideal number.” That difference, too, is a normal pattern in OECD 
countries that is not currently reflected in Israel (DellaPergola 2009). 

Policy implications

It is important to think of how these unusual fertility characteristics could 
affect social policy in Israel, beyond the well-known consequences of 
high growth for continued investment in housing, healthcare, education, 
infrastructure in general, and national accounts more broadly. Pointing to 
these characteristics is especially important given how specific policy norms 
and practices diffuse from one country to another (Meyer, Boli, Thomas, 
and Ramirez 1997; Swidler and Watkins 2017). Israel’s exceptional fertility 
characteristics mean that policy makers’ focus should be somewhat different. 

First, the fact that a higher proportion of children in Israel are born to 
older parents and college-educated parents than is the case in European 
countries has implications for targeting particular types of educational, 
social, and health policy. Older parents tend to be wealthier and more 
financially stable (income is higher in one’s 30s than one’s 20s), which 
influences their own children’s outcomes across a wide range of domains, 
from health to schooling and to the accumulation of human capital in 
general (Akee, Copeland, Keeler, Angold, and Costello 2010). Parent’s levels 
of education also has indirect effects on outcomes for other children in 
their neighborhoods, over and above the effects of children’s own parents. 
Specifically, even if a child’s own parents are not college-educated, living in 
an area where friends’ and neighbors’ parents are college-educated allows 
for positive spillover effects, as ideas and norms associated with higher 
education diffuse from more- to less-educated families. 
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The combination of these direct and indirect educational effects has 
important implications for social and education policy in Israel. For example, 
it may allow policy makers to disproportionately target areas with low levels 
of parental education, especially when parental educational levels in the 
area are homogeneously low — that is, almost no parents have more than 
secondary school education. In contrast, interventions in areas with high 
parental education can be more limited to individual families: the children 
of the college-educated already have access to familial stores of human and 
cultural capital. 

Similar arguments can be made about public health. Israel has very low 
infant and child mortality in general, even among the relatively poorly-
educated, but those rates are higher in the Arab Israeli sector. One of the 
reasons for this Jewish-Arab difference is the relatively low educational 
status of parents, in combination with segregated residential patterns: there 
are few mixed Jewish and Arab neighborhoods, and few mixed schools. This 
combination reduces the spillover of positive child health norms from more- 
to less-educated families. As education in the Arab Israeli sector continues 
to rise, this barrier to increased child health should weaken, bringing with 
it continued reductions in infant and child mortality. Policy makers could 
perhaps magnify this effect by having more educated Arab Israeli women act 
as health-peers for their less-educated counterparts. This could, for example, 
be another way to avoid some of the undesirable health consequences of 
high levels of consanguineous marriage and other types of community 
homogamy in Arab Israeli marriage patterns (Zlotgora et al. 2003).

The principle underlying both of these cases is that having a higher 
proportion of educated parents places less of a burden on the education or 
public health system to be the primary driver of behavior change, or the only 
pathways to upward social mobility and improved health in Israeli society. 
This is especially true in educationally mixed neighborhoods.  

A second policy implication addresses the implications of Israel’s low 
rates of non-marital fertility, especially among Muslims and religious 
Israelis. According to data from the Current Population Survey (2007-2012), 
one-quarter of all households in the US include a single mother, and another 
6 percent a single father (Mather, Fu, and Hansen 2013), in comparison to 5 
percent of all households in Israel (CBS 2017), which house 8 percent of all 
Israeli children (CBS 2018).  

These low rates in Israel have at least two implications. First, because in 
international comparison, poverty rates are higher among single-parent 
families than two-parent families (Maldonado and Nieuwenhuis 2015), Israel 
arguably has lower poverty rates than it would have if the share of single-
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parent families was closer to the OECD norm. Yet, the fact that poverty 
rates in Israel are among the highest in the OECD — in spite of the low rates 
of single parenthood — points to a lurking danger: as the share of single 
parents increases over the next few years, as it has over the last several years, 
poverty rates will also increase — unless we can weaken the relationship 
between single parenthood and poverty. 

Second, putting aside the first concern, welfare policy designed to reduce 
poverty does not have to be as focused on single-parent families as is the 
case in most other OECD countries. The relative scarcity of single parents 
in Israel means that they are dispersed in areas full of two-parent families, 
rather than being concentrated in the poorest neighborhoods or cities, as in 
the case in the US. There, current public housing benefits and practices (e.g., 
applicants encouraged to look for rentals advertised on the U.S. Department 
of Housing and Urban Development (HUD) listings) means that in some US 
cities — examples include Detroit and Flint (Michigan), Camden and East 
Orange (New Jersey), and Rochester (New York) — more than 70 percent 
of city households include a single parent. These concentrations of single-
parent families do not exist in Israel, and that fact partly stems from Israeli 
fertility patterns. 

A third policy implication of Israel’s exceptional fertility regime is related 
to the low percentage of Israeli women who do not have any children (though 
that percentage is rising). This percentage is higher among Israeli Muslims, 
since a higher proportion of women do not get married — and very few of 
these women, if any, have children as single mothers. Are these women 
more likely to be incorporated in the labor market? Do they contribute to 
their natal household income? More generally, are working women in the 
Arab Israeli sector disproportionately childless? Answers to these questions 
can help determine how rising rates of labor force participation among Arab 
Israeli women influence household poverty levels. They may also tell us 
more about how Arab Israeli women navigate the work-family balance, since 
this may be different from their Jewish counterparts. 

The overarching message that emerges from these examples is that 
social and economic policy in Israel needs to be sensitive to a general set of 
characteristics associated with fertility in Israel, not only the overall level 
of fertility. Who is having children, at what age, within marriage or another 
type of long-term partnership? How educated are they? Who is not having 
children? Answers to each of these questions should affect the content of 
policy. And, in all of these, Israeli fertility, relative to other OECD countries, 
is exceptional. Policy needs to be formulated accordingly.
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Appendix

Appendix Table 1. Education and completed fertility in Israel
By gender and sector (models used to generate Figure 15)

Jewish/Other sector Arab Israeli sector

Women Men Women Men

Income (10 categories) 0.0489***
(6.49)

0.0816***
(11.48)

-0.0263
(-1.15)

-0.0815***
(-4.73)

Level of education

Did not complete high school Reference group

Completed high school -0.188*
(-1.97)

-0.122
(-1.52)

-0.502**
(-2.74)

-0.00657
(-0.04)

Completed first degree (college) -0.133
(-0.57)

-0.0258
(-0.09)

-0.387
(-1.24)

0.0811
(0.21)

Age

20-24 Reference group

25-29 0.786***
(6.60)

0.288**
(3.17)

1.330***
(6.44)

0.644***
(4.50)

30-34 1.736***
(14.54)

1.061***
(11.45)

2.587***
(13.40)

1.883***
(13.43)

35-39 2.302***
(20.66)

1.826***
(19.45)

2.574***
(13.59)

3.287***
(22.99)

40-44 2.577***
(22.96)

2.283***
(25.06)

2.983***
(15.61)

3.620***
(24.85)

45-49 — 2.632***
(28.37)

— 4.616***
(29.60)

Education * Age interactions

Completed high school * 25-29 -0.319*
(-2.29)

-0.0395
(-0.34)

0.322
(1.15)

-0.146
(-0.62)

Completed high school * 30-34 -0.297*
(-2.09)

-0.0588
(-0.48)

-0.582*
(-2.12)

-0.474*
(-1.99)

Completed high school * 35-39 -0.267‡
(-1.96)

-0.118
(-0.96)

0.164
(0.59)

-0.660**
(-2.61)

Completed high school * 40-44 -0.309*
(-2.24)

-0.133
(-1.07)

0.462
(1.48)

0.0513
(0.20)
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Jewish/Other sector Arab Israeli sector

Women Men Women Men

Completed high school * 45-49 -0.244‡
(-1.90)

-0.511‡
(-1.77)

Completed college * 25-29 -0.464‡
(-1.81)

-0.231
(-0.76)

-0.726‡
(-1.86)

-0.413
(-0.88)

Completed college * 30-34 -0.619*
(-2.44)

-0.348
(-1.16)

-0.887*
(-2.22)

-0.717
(-1.59)

Completed college * 35-39 -0.505*
(-2.01)

-0.161
(-0.54)

-0.275
(-0.65)

-1.702***
(-3.70)

Completed college * 40-44 -0.413
(-1.63)

-0.121
(-0.40)

0.324
(0.67)

-0.372
(-0.80)

Completed college * 45-49 — -0.331
(-1.10)

— -0.996*
(-2.16)

Haredi-specific estimates

Haredi 0.710***
(4.26)

0.399***
(3.62)

Haredi * Completed high school 0.0562
(0.26)

0.116
(0.32)

Haredi * Completed college 0.255
(0.50)

0.363
(0.81)

Haredi * 25-29 1.185***
(4.56)

1.751***
(10.74)

Haredi * 30-34 1.618***
(6.02)

2.494***
(13.96)

Haredi * 35-39 2.136***
(7.32)

3.091***
(16.20)

Haredi * 40-44 2.150***
(6.50)

2.942***
(14.33)

Haredi * 45-49 — 2.105***
(10.10)

Haredi * Completed high school * 25-29 0.133
(0.41)

-0.264
(-0.58)

Haredi * Completed high school * 30-34 0.769*
(2.21)

-0.904*
(-1.98)

Appendix Table 1 (continued). Education and completed fertility 
in Israel
By gender and sector (models used to generate Figure 15)
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Jewish/Other sector Arab Israeli sector

Women Men Women Men

Haredi * Completed high school * 35-39 0.861*
(2.33)

-0.983*
(-2.13)

Haredi * Completed high school * 40-44 0.376
(0.90)

-1.002‡
(-1.95)

Haredi * Completed high school * 45-49 — 0.509
(1.03)

Haredi * Completed college * 25-29 -0.665
(-1.12)

-1.402‡
(-1.88)

Haredi * Completed college * 30-34 0.205
(0.34)

-0.363
(-0.63)

Haredi * Completed college * 35-39 0.507
(0.80)

-1.211*
(-2.08)

Haredi * Completed college * 40-44 -0.131
(-0.19)

-1.166*
(-2.05)

Haredi * Completed college * 45-49 — 0
(.)

Constant 0.0146
(0.17)

-0.340***
(-4.97)

0.946***
(5.65)

0.452***
(3.53)

Observations 5211 6272 1412 1693

Adjusted R2 0.518 0.550 0.385 0.576

Note: t statistics in parentheses.
‡ p < 0.10; * p < 0.05; ** p < 0.01; *** p < 0.001.
Source: Alex Weinreb, Dov Chernichovsky, and Aviv Brill, Taub Center 

Appendix Table 1 (continued). Education and completed fertility 
in Israel
By gender and sector (models used to generate Figure 15)
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Appendix Table 2. Age pattern of completed fertility in Israel 
and European regions
By level of education (models used to generate Figure 16)

(1) (2) (3)

Less than 
high school

Completed 
high school

Completed 
college

Income -0.0577
(-0.76)

0.0477‡
(1.91)

0.118**
(2.83)

Region

Israel Reference group

Eastern Europe 0.770***
(6.23)

0.148***
(3.97)

0.0637
(0.68)

Mediterranean countries 0.523***
(6.71)

0.0802*
(2.18)

-0.150***
(-4.08)

Northern Europe 0.431***
(3.84)

0.117**
(2.92)

-0.115***
(-4.37)

Age

20-24 Reference group

25-29 0.807***
(65.15)

0.417***
(5132.49)

0.244***
(29.74)

30-34 1.804***
(57.84)

1.433***
(492.39)

1.066***
(50.64)

35-39 2.369***
(72.55)

2.098***
(483.86)

1.822***
(74.96)

40-44 2.636***
(92.43)

2.328***
(530.15)

2.191***
(96.07)

Region * Age interactions

Eastern Europe * 25-29 -0.303*
(-2.67)

0.214***
(3.65)

0.0230
(0.28)

Eastern Europe * 30-34 -0.908***
(-6.28)

-0.249***
(-3.87)

-0.305*
(-2.50)

Eastern Europe * 35-39 -1.211***
(-6.54)

-0.512***
(-7.01)

-0.658***
(-7.24)

Eastern Europe * 40-44 -1.157***
(-6.33)

-0.639***
(-7.76)

-0.925***
(-7.03)

Mediterranean * 25-29 -0.0211
(-0.25)

0.229**
(3.37)

-0.0319
(-0.66)
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(1) (2) (3)

Less than 
high school

Completed 
high school

Completed 
college

Mediterranean * 30-34 -0.318**
(-2.69)

-0.321*
(-2.25)

-0.277*
(-2.64)

Mediterranean * 35-39 -0.871***
(-4.46)

-0.570***
(-4.09)

-0.442*
(-2.58)

Mediterranean * 40-44 -0.950***
(-5.31)

-0.537***
(-3.95)

-0.642***
(-5.30)

Northern Europe * 25-29 0.133
(1.09)

-0.00822
(-0.18)

0.0902
(1.45)

Northern Europe * 30-34 -0.550**
(-2.90)

-0.295**
(-3.16)

-0.0910
(-0.90)

Northern Europe * 35-39 -0.782***
(-4.01)

-0.594***
(-6.84)

-0.243***
(-3.55)

Northern Europe * 40-44 -1.149***
(-7.10)

-0.696***
(-9.26)

-0.468***
(-5.85)

Constant 0.285**
(2.80)

-0.0332
(-0.65)

-0.0610
(-0.73)

Observations 3444 9446 6030

Adjusted R2 0.229 0.388 0.325

Note: t statistics in parentheses.
‡ p < 0.10; * p < 0.05; ** p < 0.01; *** p < 0.001.
Source: Alex Weinreb, Dov Chernichovsky, and Aviv Brill, Taub Center 

Appendix Table 2 (continued). Age pattern of completed fertility 
in Israel and European regions
By level of education (models used to generate Figure 16)
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Israel’s Social Welfare System: 
An Overview

John Gal and Shavit Madhala* 

Introduction

Recent developments in Israel’s social welfare system, including 
developments during the past year, point to two prominent trends. One 
trend is the observed long-term stability in social spending levels and 
indications of the limited effectiveness of measures to address poverty and 
inequality. The other trend signals that “social investment” policies are 
being implemented.

The trend towards stable expenditure began in the early 2000s, after the 
adoption of a policy leading to substantial cuts in spending in the social 
security and welfare systems; the cutbacks were most notable in the lowering 
of generosity of benefits and the accessibility to various social security 
programs. That period saw a major increase in poverty and inequality levels. 
This process is clearly seen in Figure 1, which looks at social security and 
social welfare spending as a percentage of gross domestic product (GDP), 
and at poverty-incidence and inequality-level figures from the beginning of 
the millennium.1 The data indicate long-term stability with regard to social 
spending and the effectiveness of poverty- and inequality-fighting measures. 
The data also show a trend toward somewhat increased spending over the 
past two years, with a concomitant slight decline in poverty and inequality.

1 Social security spending includes spending on programs operated by the National 
Insurance Institute, the Ministry of Defense (benefits for disabled veterans and bereaved 
families), and the Ministry of Finance (assistance to victims of Nazi persecution and negative 
income tax). Social welfare spending includes the expenditures of government ministries 
involved with social issues, whose activities focus on addressing poverty and exclusion: the 
Ministry of Labor, Social Affairs and Social Services; the Ministry of Housing; the Ministry of 
Aliya and Immigration; and the Ministry for Social Equality.

* Professor John Gal, Principal Researcher and Chair, Welfare Policy Program, Taub Center; 
Paul Baerwald School of Social Work and Social Welfare, The Hebrew University of Jerusalem. 
Shavit Madhala, Researcher, Taub Center.
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Figure 1. Welfare expenditure as a percent of GDP,  
family poverty incidence, and the Gini index of disposable  
income inequality

0.0

0.1

0.2

0.3

0.4

0.5

0%

5%

10%

15%

20%

25%

2000 2002 2004 2006 2008 2010 2012 2014 2017

Gini index of inequality,
disposable income

Social security and services expenditure

Incidence of poverty (families)

% of population 
% of GDP 

Gini index

Note: The Gini index of disposable income inequality (after transfer allowances and taxes) per 
standardized person has a range of 0 to 1, where 0 expresses perfect equality and 1 expresses perfect 
inequality. In 2012, the CBS survey methodology changed, resulting in a break in the data series.
Source: John Gal and Shavit Madhala, Taub Center │ Data: Ministry of Finance; NII; Bank of Israel

The stability of expenditure rates following the benefit cutbacks of the 
early 2000s has led to a situation where Israel’s social spending, which 
even before these cuts was more limited than that of other welfare states, 
remained appreciably lower in international comparison. The slight changes 
in poverty and inequality levels over the past two years appear to stem 
from a combination of the increased labor market participation of various 
population groups (though at low wage levels), and social security program 
changes focusing on specific populations whose members can be brought 
above the poverty line with relative ease. Elderly people living in poverty 
are a notable example of this. However, these changes have not affected the 
majority of the needy population, and the overall trend continues to be one 
in which the share of Israeli families living in poverty, and the degree of 
inequality between Israelis, has remained among the highest in the OECD.

The problems faced by those seeking to escape the cycle of poverty are 
illustrated by an international comparison of the total number of weekly 
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work hours per household (combined hours of all household members) in 
the income distribution’s lowest decile that are required to lift a household 
above the poverty line (Figure 2). The comparison shows that an especially 
large number of household work hours are required in Israel relative to the 
other OECD countries. It is not surprising that Israel’s current incidence of 
poverty shows very little progress towards the target set five years ago by 
the Committee for the War Against Poverty (the Elalouf Committee) — a 
reduction down to the OECD average of 11 percent of all families.

Figure 2. Weekly household work hours required for a household 
at the lowest income decile to rise above the poverty line, 2016

Note: Weekly work hours required per household, not per person.  
Source: John Gal and Shavit Madhala, Taub Center │ Data: OECD.Stat
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Alongside the trends of stability, recent years seem to indicate a change 
of emphasis in certain social welfare areas, signaling what welfare state 
discourse refers to as a “social investment” approach. This approach, which 
over the past two decades has generated considerable interest and has been 
implemented to varying degrees in European welfare states (the European 
Commission) and elsewhere (Smyth and Deeming 2016), seeks to highlight 
the welfare state’s contribution to promoting growth and social cohesion. It 
does this by placing greater emphasis on developing the human capital of 
its population. It also stresses the optimal integration of all citizens, women 
and minorities included, into the labor market and society at large.

One leading proponent of this approach, Anton Hemerijck (2017), notes 
the three main elements of social investment:

1. Facilitating “flow,” i.e., the entry and exit of people of different age 
groups and genders in and out of the labor market over the life course;

2. Improving the quality of “stock,” i.e., continuously upgrading human 
capital and skills;

3. Ensuring the existence of effective “buffers” in the form of safety 
nets providing social security to residents and social stability to aging 
societies faced with frequent economic transitions.

Hemerijck stresses the importance of combining these elements for the 
success of the social investment approach. A welfare state that relies on the 
logic of social investment will, from the outset, make special investment in 
programs to strengthen the skills and competencies of its population, and 
will encourage citizens’ full participation in the social and employment 
spheres. Such a welfare state will provide its citizens with tools for optimal 
integration into the labor market, along with effective mechanisms to 
protect them and facilitate their re-entry should they stop working. The 
assumption is that social policy should not only address present inequality 
and personal distress, but should also constitute a long-term investment in 
the society’s future (Morel, Palier, and Palme 2012; Nolan 2013). 

As noted, a few features of the social investment approach appear to have 
penetrated Israeli social policy in recent years (Zehavi and Breznitz 2018). 
As can be seen in Figure 3, this shift is reflected in policy decisions across a 
variety of areas: early childhood and education systems; programs to advance 
the integration of Arab Israeli and Haredi adults into the labor market; and 
the promotion of programs such as Noshmim Lirvacha, operated by the 
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Ministry of Labor, Social Affairs and Social Services to address the social 
exclusion of families living in poverty. There is also an effort (if partial) to 
raise the income of workers living in poverty by increasing the minimum 
wage and expanding access to work grants. In addition, the Savings for 
Every Child program, which seeks to jump start young Israelis’ transition to 
post-secondary education and the labor market, is well suited to efforts to 
increase human capital and facilitate future social mobility.

However, alongside these measures intended mainly to reinforce the 
“stock” and “flow” elements of the social investment approach, little effort 
has been made to upgrade the “buffer” components, i.e., unemployment 
insurance and income support programs. The accessibility and generosity 
of these programs in the Israeli welfare state are limited, resulting in under-
utilization on the part of their target population. This is the case despite 
the Elalouf Committee recommendations and support for program changes 
from the Bank of Israel and the National Insurance Institute. In this sense, 
the decline in spending on unemployment insurance and income support 
programs, as shown in Figure 3, is not only the result of improved labor 
market participation, but also attests to the limited value these assistance 
programs provide to those who are unable to participate in the labor market.

Figure 3. Changes in expenditures on selected social  
investment areas, 2017 vs 2014
NIS million, 2017 prices

Source: John Gal and Shavit Madhala, Taub Center │ Data: Ministry of Finance; NII
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1. Social expenditure

Social expenditures, which include government spending on education, 
healthcare, and social welfare, amounted to about NIS 223 billion in 2017 
— an increase of NIS 18 billion compared with 2016.2 This increase is also 
seen in relative terms: the share out of all government spending over 2017 
amounted to 59 percent, an increase of 2 percentage points over 2016 
(Figure 4), while social spending as a percentage of GDP rose by a little under 
1 percent (from 16.8 percent in 2016 to 17.6 percent in 2017). In financial 
terms, social welfare spending alone increased this year by about 9 percent, 
amounting to about NIS 110 billion in 2017.

Figure 4. Social expenditure
By area, as a percent of overall government expenditure

Note: Overall government expenditure: government spending as detailed in the implementation budget, 
reduced by spending lines for debt payment, interest, and charges.
Source: John Gal and Shavit Madhala, Taub Center │ Data: Ministry of Finance; NII; CBS

2 Spending on education and healthcare includes the Ministry of Education and Ministry 
of Health budgets (including development budgets) and health tax spending. Social welfare 
spending includes social welfare and social security spending as specified in footnote 1. 
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National Insurance Institute benefits

Social security spending is a major expenditure in all welfare states, 
including Israel. The agency responsible for providing most of the relevant 
benefits is the National Insurance Institute (alongside benefits for disabled 
IDF veterans and bereaved families paid by the Ministry of Defense, and 
Holocaust survivor benefits paid by the Ministry of Finance). The total 
National Insurance expenditure on benefits for 2017 was NIS 82.4 billion. In 
financial terms this constitutes a 10 percent increase compared with 2016 
spending levels (in recent years the rate of annual increase has been about 
3.5 percent).

An examination of the changes in total expenditure on benefits in GDP 
terms also shows an increase in spending; in 2017, spending stood at 6.5 
percent of GDP (Figure 5). Most of the increase was due to additional spending 
on the Savings for Every Child program, which, in 2017, amounted to NIS 
4.2 billion. When total expenditure is reduced by this program addition, 
no change in expenditure is found, and, in 2017, spending came to about 6 
percent of GDP.

Figure 5. NII expenditures on benefits as a percent of GDP

Note: Other includes military reserve duty grants, bankruptcy aid, grants following accidents, and 
“compassion” grants (in cases where the benefit was denied because the individual failed to pay into the 
NII or they were registered as self-employed). 
Source: John Gal and Shavit Madhala, Taub Center │ Data: NII; Bank of Israel
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One social security issue on the public agenda this past year is that of 
benefits for people with disabilities. Out of all National Insurance Institute 
benefit spending, the expenditure on general disability benefit is the 
second-largest, after old-age and survivor benefits: its share of total benefits 
spending is about 19 percent. In 2017, this expenditure amounted to NIS 15.3 
billion. Figure 6 shows that, since the early 1990s, the percentage of general 
disability pension recipients rose substantially; as of 2017, they numbered 
about 242,000 (4.9 percent of the population in the eligible age range), versus 
73,000 in 1990 (2.9 percent of the population). 

In February 2018, following an 
intensive campaign of protests by 
organizations representing people 
with disabilities, an increase in 
the general disability benefit was 
approved by the Knesset. The 
measure raised the basic disability 
benefit per person per month 
between NIS 470 and NIS 770, to 
reach a total of NIS 3,270 by March 
2018. The Additional Monthly 
Pension (AMP) was merged into 
the calculation. Prior to this, the 
AMP was given only to those with 
disability levels of 80 percent or 
over, but now all individuals with 
disabilities eligible for the general 
disability benefit will receive the 

AMP in the same amount of NIS 452 per month. The cost of this increase is 
estimated at NIS 240 million.

Another important change that has occurred is an increase in the 
monthly earnings limit (income from work that a person with disabilities 
can earn without their disability benefit being reduced) from NIS 2,800 to 
NIS 3,700. By the end of 2019, the Minister of Finance and the Minister of 
Labor, Social Affairs and Social Services will submit regulations specifying a 
further increase in benefits, ensuring that the disability benefit will not drop 
below NIS 3,700. The decision was also made that, beginning in 2022, the 
benefit will be linked to the average wage. From a budgetary perspective, it 
was decided that the total cost of all the additions in all of the roll out stages 
will be NIS 4.34 billion per year (Knesset 2018a).

2.9% 3.0%
3.8%

4.3%
4.7% 4.9%

1990 1995 2000 2005 2010 2017

Figure 6. Share of general 
disability benefit recipients  
out of the population
Ages 18-65

Source: John Gal and Shavit Madhala, Taub Center  
Data: NII; CBS
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The results of this legislative development are already reflected in 
the general disability benefit relative to the average wage (Figure 7). A 
comparison over time shows that, from 2010 on, the disability benefit eroded 
slightly relative to wages. This erosion continued until January-February 
2018, when the benefit as a percentage of the average wage grew thanks 
to the agreements reached, enabling the disability benefit of a person with 
a spouse and two children, for instance, to reach about 64 percent of the 
average wage (compared with 54 percent before the change).

Figure 7. General disability benefit as a percent  
of the average wage
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Work grants

The purpose of work grants, which are administered through the Israel Tax 
Authority (Ministry of Finance), is to increase the income of working families 
whose income from work is particularly low. Since the work grant was made 
available to the entire population in 2012, there have been no major changes 
in the amount of the average grant, which stands at about NIS 3,700 per 
year. The total grants distributed in 2016 came to some NIS 1.1 billion, an 
increase of about NIS 100 million from 2015. A look at these figures in GDP 
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terms reveals that the share of work grant spending is less than 0.1 percent 
of GDP, and, since 2012, there has been no substantial change in the share 
of spending (Figure 8a). Nor have there been major changes in the grant’s 
take-up rate over this period (Figure 8b). In 2017, eligibility for the grant 
was extended to single parents, which added another 50,000 people to the 
population of those entitled. Since eligibility applies to the year preceding 
the change, the increase in the number of those potentially eligible relates 
to 2016 as well which, apparently, caused that year’s take-up rate to fall.

Figure 8a. Amount paid out for work grants and  
the number of those eligible for them
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Figure 8b. Share of work grant recipients  
out of all potential recipients
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Expenditure on employment

Expenditure on active labor market policy (ALMP) in Israel, that is, on 
programs to encourage the optimal integration of different populations into 
the labor market, is among the lowest in the OECD. Of this expenditure, the 
share that Israel devotes to vocational training is 0.06 percent of GDP — half 
of the OECD average, which is 0.13 percent of GDP (Figure 9).

The social disparities that characterize Israel’s labor market, the shortage 
of appropriately skilled workers in certain fields, and the modest scope of 
Israel’s vocational training system compared with that of other OECD nations 
have caused Israel’s vocational training system to be perceived, in recent 
years, as an area ripe for investment. Vocational training is seen as both a 
potential economic tool — for upgrading human capital in the labor force 
— and a social tool — for reducing disparities between population groups 
(Bank of Israel 2018b; Kuczera, Bastianić, and Field 2018). This issue was also 
addressed in the recommendations of the Committee for the War Against 
Poverty in 2014.
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Figure 9. Expenditure for active labor market policies (ALMP) 
as a percent of GDP, 2016
OECD countries

Source: John Gal and Shavit Madhala, Taub Center │ Data: OECD.Stat

The agency responsible for government-funded vocational training is 
the Manpower Training and Development Department in the Ministry of 
Labor, Social Affairs and Social Services (it was formerly a division within 
the Ministry of Economy). The Department’s purpose is to train human 
capital in accordance with the Israeli economy’s evolving needs. A look at 
the Department’s spending since the early 2000s reveals a number of trends 
including a trend towards increased spending (Figure 10). This trend started 
in 2009 but slowed slightly in 2013, from which point there has been an 
annual spending increase. Essentially, from 2013, when the Department’s 
total expenditure amounted to about NIS 852 million, through the end of 
2017, the Department’s budget grew by 26 percent.
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The Department’s expenditures can be divided into two types: 
expenditures on youth training, and expenditures on adult training. Making 
this distinction shows that most of the changes during the relevant period 
are in spending on adult training. The share of spending in this area out 
of all Department spending was about 60 percent in 2000, but fell over the 
years, to about 33 percent in 2008. Recently, with an increase in the absolute 
amount of the budget allocated for adult vocational training, and despite 
declining unemployment rates, it has risen again, reaching about 43 percent 
in 2017 (an expenditure of NIS 370 million).

Figure 10. Budget of the Manpower Training and Development 
Department and the unemployment rate
NIS billion, 2017 prices
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Day care centers

The Day Care Centers Department in the Ministry of Labor, Social Affairs and 
Social Services is responsible for ensuring appropriate conditions and an 
educational care environment for infants and toddlers up to age three, and 
is additionally tasked with promoting the integration of mothers of young 
children into the labor market. When adopting the recommendations of the 
Trajtenberg Committee in 2012 (the committee established in response to 
the 2011 social protests), the government decided that over the course of 
six years from the date of the resolution, the country’s stock of child care 
facilities would be enlarged to serve 30,000 children, through public funding 
for the construction of new day care centers. Policy efforts in this area 
reflect the centrality that welfare states currently ascribe to early childhood 
education, and the importance of early educational interventions for human 
capital enhancement, especially for children of families suffering economic 
distress (Shavit, Friedman, Gal, and Vaknin 2018). It is no surprise that early 
childhood intervention is a major element of social investment approaches.

Spending data from the Day Care Centers Department indicate that, 
from 2011 to 2017, their budget grew by about 94 percent, and, in 2017, 
amounted to about NIS 1.64 billion (Figure 11).3 During this period, the share 
of spending on construction and converting buildings to day care centers 
out of the Department’s budget increased substantially, from only about NIS 
2 million, in 2011, to about NIS 260 million in 2017. According to a report 
by the Citizens’ Empowerment Center in Israel, from 2013 to mid-2016, a 
total of 16 new day care centers were built, serving 1,200 children (about 4 
percent of the target number). The second half of 2016 saw a sizable increase 
in the number of day care centers officially authorized and given permits, as 
well as the addition of 88 day care centers (Citizens’ Empowerment Center in 
Israel 2017). Budget implementation figures, when compared with original 
allocations for construction and building-conversion, indeed suggest that, 
between 2012 and 2014, the implementation rate was about 18 percent on 
average, while between 2015 and 2017, it rose to 100 percent.

3 The budget’s “Encouraging Parental Employment” line item.
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Figure 11. The budget for day care centers and  
after school programs
NIS billion, 2017 prices

Source: John Gal and Shavit Madhala, Taub Center │ Data: Ministry of Finance

In October 2018, the Knesset passed the Day Care Supervision Law, 
establishing government oversight and licensing of day care centers. The 
new law, which will take effect on September 1, 2019, makes the operation of  
day care centers serving seven or more children contingent on a license from 
the Supervisor of Day Care Centers in the Ministry of Labor, Social Affairs 
and Social Services. This license will be issued following safety inspection 
and background checks to ensure that day care center workers do not have 
criminal records. The Supervisor is to publish a list of authorized day care 
centers for young children that notes the facilities’ addresses and whether 
they have valid operating licenses (Knesset, 2018b).
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2. Implementation of the Elalouf Committee 
recommendations

The Committee for the War Against Poverty, headed by MK Eli Elalouf, 
was established in 2013 on the initiative of the then-Minister of Welfare 
and Social Services, Meir Cohen. A year later, the Committee submitted a 
set of recommendations to the government, encompassing a variety of 
issues. The Committee’s main objective was to lower Israel’s incidence of 
poverty to the accepted OECD level. The Israeli government discussed 
the recommendations and incorporated some of them into its programs. 
Looking at the recommendations’ implementation allows for an assessment 
of government efforts to advance major poverty-addressing measures and 
to reach the goal set by the Committee.

The Taub Center has been monitoring the implementation of the 
Committee’s recommendations since they were approved. Figure 12 shows 
that the spending increase in 2017 as compared with 2014 for all areas 
covered by the final Committee recommendations amounts to some NIS 
3.6 billion — 48 percent of the total recommended expenditure, totaling 
NIS 7.4 billion per year. The partial implementation is due to the fact that 
several recommendations have not been fully implemented, while others 
were not adopted (such as the recommendation to increase income support 
benefits). The Savings for Every Child program, implemented in 2017, 
though discussed by the Elalouf Committee, was not included or costed out 
in its recommendations. Taking into account the added expenditure on 
the implementation of the Savings for Every Child program, the spending 
increase comes to about NIS 7.8 billion (in percentages: the percent added in 
the social welfare area for 2017 is 206 percent, and in all areas, including the 
Savings for Every Child program, 106 percent).

It appears that, should present trends continue, the likelihood of achieving 
the stated objective of the Committee and of the Israeli government — a 
substantial decline in the incidence of poverty within the span of a decade 
— is very low.
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Figure 12. Additional expenditure on implementation  
of the Elalouf Committee recommendations for the  
War Against Poverty
As a percent of the budget recommendations of the Committee
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Conclusion

Data on Israeli social welfare spending in recent years, and decisions by the 
government and its ministries on issues relating to the social welfare and 
social security of the country’s residents, point to two main trends. On the one 
hand, Israeli social welfare spending is low, and there appears to have been 
no major increase in spending to address the high poverty and inequality 
levels that have characterized Israeli society for the past two decades. A few 
measures taken in this area, such as legislation to increase general disability 
benefits, constitute responses to specific instances of political and public 
pressure. The government’s official adoption of the recommendations 
of the Committee for the War Against Poverty have not brought about a 
dramatic change in poverty policy, either. Although a large portion of the 
recommendations have been adopted, their chronic under-funding, and the 
government’s failure to implement other major recommendations, such as 
more generous income support benefits, have impaired the effectiveness of 
current poverty-fighting efforts.

On the other hand, an interesting trend has surfaced — one that signals 
a change in policy maker attitudes toward the role of the welfare state. 
Findings indicate a new emphasis on elements of the social investment 
approach in Israeli welfare-state activity. This approach has generated 
a great deal of interest in European welfare states, and though it has yet 
to become a focus of Israeli public discourse, its spirit has permeated local 
social welfare planning processes. This is reflected in the recent emphasis 
placed on efforts to improve Israeli human capital and labor-market access: 
expansion of the early childhood education system; increased investment in 
vocational training; the creation of vocational programs targeting specific 
sectors; operation of holistic programs to help families living in poverty 
enter the labor market; and, the implementation of the Savings for Every 
Child program. However, there is still no indication that other major 
elements of the social investment approach will be adopted — elements that 
aim to ensure the quality of life of those who are not participating in the 
labor market (and their optimal re-entry), or that provide a buffer for those 
who are unable to integrate into the labor market.
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Executive Summary

Welfare Nonprofits in Israel: 
A Comprehensive Overview

Shavit Madhala, Michal Almog-Bar, and John Gal* 
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Civil society organizations (or nonprofit organizations) are playing a growing 
role in the field of welfare in Israel. In 2016, 43,000 nonprofit organizations 
were registered, a particularly high share of organizations per capita. Of 
them, 15 percent were active in the field of welfare.

However, to date, there has been a lack of data on the scope of these 
organizations’ activities and funding. This study, conducted in cooperation 
with the Center for the Study of Civil Society and Philanthropy at the Hebrew 
University, maps out the welfare nonprofits in Israel. The study includes 
an analysis of active organizations working in the field of welfare between 
the years 2013 and 2016 whose annual revenues exceeded NIS 500,000 — a 
total of 748 organizations. The research examines characteristics such as 
sources of revenue, the number of paid staff and volunteers, and the target 
populations they aim to reach.

The organizations are classified according to how long they have been 
operating, the scope of their economic activity, their geographic distribution, 
and other characteristics.

Organization characteristics 
Of the welfare nonprofits analyzed in the study, about one-fifth of the 
organizations serve the general population, about one-fifth are intended for 
children and youth, and the remainder focus on target populations such as 
people with disabilities and the elderly.

* Shavit Madhala, Researcher, Taub Center. Dr. Michal Almog-Bar, Director, the Center for 
the Study of Civil Society and Philanthropy in Israel, the Hebrew University of Jerusalem. 
Professor John Gal, Principal Researcher and Chair, Welfare Policy Program, Taub Center;  
Paul Baerwald School of Social Work and Social Welfare, the Hebrew University of Jerusalem.
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Some organizations provide services intended for particular sectors within 
Israeli society. About 7 percent have services designated for the Arab Israeli 
population, while 23 percent are intended for the Haredi (ultra-Orthodox 
Jews) sector. The study also finds that about one-fifth of all organizations are 
new (operating for under 15 years) and, among the organizations focusing 
on the Arab Israeli and Haredi populations, the share of new organizations 
is relatively large. One-fifth of the nonprofits are national organizations 
operating in five or more locations throughout Israel. About 20 percent of 
Arab Israeli organizations operate nationally, compared with 13 percent of 
Haredi organizations.

Figure 1. Distribution of nonprofit welfare organizations  
by population group served and main target population

Source: Shavit Madhala, Michal Almog-Bar, and John Gal, Taub Center; the Center for the Study of Civil 
Society and Philanthropy | Data: Financial and Written Reports filed by nonprofit organizations
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Level of funding and sources of revenue

The total revenue of the welfare nonprofit organizations examined in the 
study amounts to NIS 13.8 billion a year. About 23 percent of that sum goes to 
organizations working with children and youth, 22 percent to those focused 
on the elderly, and 21 percent to those serving the general population. The 
main sources of revenue are from the provision of services (39 percent) and 
public funding sources (34 percent). Additional funds come from donations 
and bequests (25 percent).

Figure 2. Distribution of revenues of nonprofit welfare 
organizations by revenue source

Source: Shavit Madhala, Michal Almog-Bar, and John Gal, Taub Center; the Center for the Study of Civil 
Society and Philanthropy | Data: Financial and Written Reports filed by nonprofit organizations

Out of the total revenue, only about 2 percent of donations go to 
Arab Israeli organizations, while the share of donations received by 
Haredi organizations is relatively high — 30 percent. Among Arab Israeli 
organizations, the majority of funding is public (57 percent) whereas, among 
the Haredi organizations, funding from donations is prominent (38 percent).
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Most of the revenue of more longstanding organizations (operating for 
more than 15 years) comes from the provision of services and public funding 
while, among newer organizations, most revenue comes from donations. 
The study finds that funding disproportionately goes to the organizations 
with more resources. The vast majority of government funding (85 percent) 
goes to large organizations with an annual revenue of over NIS 10 million. 
Similarly, about half of philanthropic donations go to organizations whose 
revenues are in the top decile of the income distribution (the top 10 percent).

Figure 3. Organization size and the distribution of revenues  
from public sources
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Source: Shavit Madhala, Michal Almog-Bar, and John Gal, Taub Center; the Center for the Study of Civil 
Society and Philanthropy | Data: Financial and Written Reports filed by nonprofit organizations

Personnel: Paid staff and volunteers

Total personnel in the organizations examined stands at 370,000, of which 
66 percent (243,000) are volunteers. Most of the volunteers can be found in 
nonprofits that focus on families (31 percent) and working-age adults (17 
percent), while a particularly high percentage of paid staff can be found 
in organizations that care for the elderly (33 percent). When looking at 
personnel by organization size, about 87 percent of the organizations’ 
personnel are concentrated in the large organizations, and it seems that, 
among small organizations, the proportion of volunteers is higher. Only 1 
percent of total personnel are either employed or volunteer in Arab Israeli 
organizations, compared to 11 percent in Haredi organizations.
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Implications of the data

Mapping out Israel’s welfare nonprofits sheds light on the disparities that 
exist among them. The study finds substantial gaps between older and 
newer organizations, between large and small organizations, and between 
organizations active among the Jewish population and those active among 
the Arab Israeli population. For example, the largest and most veteran 
organizations receive most of the government and philanthropic funding 
that is available. 

Moreover, the shortage of organizations serving the Arab Israeli society, 
and the sector’s limited share of resources, restrict Arab Israeli citizens’ 
access to social services, despite the sector’s many welfare needs. These 
findings indicate a need to strengthen civil society organizations in the 
Arab Israeli sector so as not to further increase existing social gaps between 
Jewish and Arab Israelis.
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Executive Summary

Today’s Workers,  
Tomorrow’s Retirees:

Understanding the Pension 
Gender Gap in Israel

Liora Bowers and Hadas Fuchs* 

Full research study published in September 2018

In recent years there has been much public discussion about a variety of 
issues relating to pensions in Israel, including concern about the performance 
of pension funds and the implications of an aging population on the pension 
system. In Israel, pension income comes primarily from two sources: old-
age allowances (provided by the National Insurance Institute to retirees 
and elderly living in poverty) and occupational pensions (mandatory since 
2008). The differences between men and women for each of these pillars are 
expected to dictate the degree of future gaps in pension income.

Pension savings by gender
Data for 640,000 people who held a pension fund with Menorah Mivtachim 
(the largest new pension fund in Israel) in 2017 indicate that there is indeed 
a gender gap in private pension savings and this gap increases with age. The 
most significant gap was found among those ages 45-54: men in this age 
group have 28 percent higher occupational pension savings than women.

Among older age groups (44 and older), the average pension gender gaps 
are higher among Arab Israelis than the rest of the population, but for those 
ages 44 and under, the expected gaps are similar. This seems to reflect an 
intergenerational shift — younger Arab Israeli women are employed at 
higher rates and therefore their pension contributions are expected to be 
higher than those of the previous generation. 

The private pension savings of Haredi women in the 25-34 age group is 26 
percent higher than that of Haredi men, reflecting the higher employment 
rates of women in this population group.

* Liora Bowers, Director of Finance, Operations and Policy Analysis, Taub Center.  
Hadas Fuchs, Researcher, Taub Center.  
The Hadassah Foundation has provided generous support for the creation and 
implementation of this project.
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Figure 1. Average pension savings by gender (in NIS) and  
gender gap (in percent), 2017
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Source: Liora Bowers and Hadas Fuchs, Taub Center | Data: Menorah Mivtachim, New Pension Funds

What affects the gender pension gap?
A comprehensive index that measures the expected future pension gender 
gaps in European countries provides a framework for comparing the 
situation in Israel to that in Europe.

Employment data: The employment rate of women in Israel is relatively 
high: about 66 percent among women of working age, and policies encourage 
women’s employment — for example, women receive higher tax credits 
than men. Since private pension funds play a very important role in post-
retirement income, the higher magnitude of employed women reduces 
gender disparities relative to the world.

However, other data widen the gap; the hourly wage gap between men 
and women in Israel falls in the middle of the OECD ranking (standing at 
about 19 percent as of 2016), and there is a relatively high gap (16 percent) 
between the number of weekly work hours for women (about 37 hours) and 
for men (about 44 hours).
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Continuity of employment: Paid maternity leave in Israel (15 weeks) is 
considered an insured period for the purposes of calculating the accrual of 
pension entitlements, but if a woman chooses to extend into unpaid leave, 
as many do, this period is not insured. In Israel, the protection of pensions 
during periods of childcare is relatively limited compared to countries in the 
OECD, most of which have policies for reducing these gaps.

Retirement age: Israel is among the nine OECD countries that have 
retirement age gaps between men and women, and one of only three that 
are expected to maintain this gap through 2060. The conditional retirement 
age for men in Israel (67) is the highest in the OECD, while for women it 
is 62, though many women continue to work after this age. The difference 
in working years due to the gap in retirement age contributes greatly to 
reducing women’s pension income relative to men’s. 

Government benefits: Benefits actually provide an advantage for women. 
While a man and a woman who paid NII contributions for at least 35 years 
and retire at the official retirement age will receive an identical monthly 
benefit from the NII, employees can opt to defer the benefit until the age 
of 70 (the absolute retirement age) and receive an additional 5 percent for 
every year of delay. Because of the gap in the conditional retirement age, a 
woman who chooses to retire at age 70 will receive 22 percent more than a 
man who does the same. 

Pension payment coefficient: Israel is among only four OECD countries 
that take into account gender when calculating the monthly sum to be 
paid to each insured individual in the fund, a practice that is not legal in 
many other countries. Since the life expectancy of women is higher, pension 
companies divide the total savings into a higher number of payments — 
thus, unmarried women receive a lower sum each month than unmarried 
men. (It is important to note that, among married couples, the coefficient is 
also influenced by the calculation of survivor’s pension benefits should one’s 
spouse pass away. Due to the fact that a woman is more likely in practice to 
benefit from a survivor’s pension than is her husband, the coefficients used 
for married men and women are fairly similar.)

The future pension gender gap
A simulation to estimate future pension gender gaps finds that, among 
married individuals who retire at the age of 67, a man will receive about NIS 
2,000 more a month from a pension (occupational and old-age allowance) 
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than a woman: NIS 15,300 compared to NIS 13,300, on average. Among single 
individuals, the gender gap is even larger in favor of men: about NIS 3,000.

Figure 2. Monthly pension income for married men and women 
at various retirement ages
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Source: Liora Bowers and Hadas Fuchs | Data: Menorah Mivtachim

The simulation also shows that retirement age has a significant impact on 
pensions: a woman who retires at age 62 will receive about NIS 3,800 less per 
month than one who retires at age 67, both because of lower total accrual 
in her pension fund and because she will not receive additional funds for 
postponing the old-age allowance.

In general, it seems that gender plays a more prominent role in retirement 
policies in Israel than in other OECD countries. A five-year retirement age 
gap, the pension payment coefficient, and the lack of pension accrual during 
breaks in employment for childcare are just a few examples of how gender 
shapes retirement policies in a uniquely profound way in Israel that has a 
large effect on pension gaps between men and women.
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