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Summary of Findings and  

Policy Alternatives 

Arnon Gafny 

The policy studies in this book are divided into two sections.

 

The first presents the economic background. The second begins 

with an analysis of resource allocation for the social services, 

followed by chapters on developments and particular issues in 

education, health, and the social services.  

As these lines are being written, the Israeli economy is in the 

midst of a deep slump, one of the worst the country has known. 

It began more than two years ago, worsened over time, and  

intensified in 1999. The most conspicuous phenomenon in the 

field are a suspension of economic growth, rising 

unemployment, and decreased investments and exports. The 

downturn interrupted the process of social progress experienced 

by Israel during the first half of the decade and led to a retreat in 

several areas. 

Against this background, the relative importance of 

macroeconomic policy within the overall domain of social-

policy issues has increased; today it has a major impact on the 

advancement of all social issues. In 1998, the Center held 

                                                           

 The original Hebrew version includes a third section that deals with social 

aspects of pluralism in Israel society. The articles in this section were written 

as part of a comparative project begun this year at the Center for Social 
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Washington. The English translation will be published at a later date. 
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several conferences, with the participation of a number of 

leading Israeli economists, to find ways to climb out of the 

slump. A consensus emerged that even if the downturn has 

several exogenous causes, such as international crises, a 

substantial decrease in the pace of immigration, and stagnation 

in the peace process, the main cause of the downturn was a 

combination of an exceptionally large dose of fiscal and 

monetary restraint. 

Zvi Sussman’s article, “Economic Downturn, Growth, and 

the State Budget,” in the first part the book, takes up the 

question of what fiscal policy could lift the economy out of the 

present slump. He finds that contractionary fiscal and monetary 

policies were still being applied by the Government and the 

Bank of Israel, for the third year in succession, even though 

economic conditions changed as early as the end of 1996 and 

warranted a significant change in economic policy. Sussman 

states that “the protracted slump warrants the application of a 

counter-cyclical policy by means of a more expansionary state 

budget and a less contractionary monetary policy, which would 

help the business sector break out of the slump and productivity 

in the years to come “. He stresses, however, that “in view of the 

instability in the world financial system and the rising 

susceptibility of the Israeli economy to exogenous shocks, 

expansionary measures in general, and fiscal policy in 

particular, should be applied in moderation, subject to multi-

annual targets for public expenditure, derived from the optimum 

long-term growth potential of the economy.” 

Sussman explains that the influence of the ‘automatic 

stabilizers’ (which should have increased the budget deficit 

during a downturn) was neutralized by a decrease in expenditure 

as well as by an increase in taxes. If it is agreed that fiscal policy 

can have an effect on economic activity, at least in the short-

term, why – he asks – was it categorically ruled out as an option 

for stimulating the economy to climb out of the slump? The 
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article proposes an alternative fiscal policy in which real public 

consumption is increased by three percent a year, within a multi-

annual framework. To promote growth in the business sector, he 

proposes that the increase be concentrated in items that rapidly 

stimulate domestic demand and at the same time act to reduce 

inequality. 

Resource Allocation 

The analysis of the level and composition of social expenditure, 

in the central section of the book, further highlights the effect of 

the downturn, which has frozen the level of social expenditure in 

the second half of the 1990s. It shows that total social 

expenditure, which accounted for 45 percent of total disposable 

spending (excluding debt servicing) by government at the 

beginning of the decade, climbed to 53 percent by the middle of 

the decade. This new level has been frozen for the past three 

years, however. The economic downturn has also been reflected 

in a change in the composition of social expenditure, an increase 

in the weight of expenditure for income maintenance (mainly 

because of a significant increase in outlays for unemployment 

compensation), and a decrease in the proportion of spending for 

in-kind services. 

An intriguing finding is that, as a result of the preference the 

Government assigned to the education budget in the first half of 

the decade, education has become the second-largest item in the 

overall budget, after defense. The absolute gap between these 

two sectors has been narrowing over the years; if the trend 

continues, the two budgets will be of equal size in the not-too-

distant future. Concurrently, the constant level of health 

expenditure since 1996 stands out; in view of population 

growth, this means that there has been a cumulative decrease in 

average per-capita spending. 
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The chapter on education focuses on the post-primary level, 

on the reduction in the rate of dropping out, and on the 

expansion of eligibility for the matriculation certificate. The 

great effort invested during the past decade to stanch the 

phenomenon of post-primary dropping out has yielded 

significant progress; there are may fewer dropouts today. It must 

be noted, however, that the Arab sector still lags behind the 

Jewish sector; within the Jewish sector, the State-Religious 

system trails the State system. As for matriculation-certificate 

eligibility – the unquestioned key to the socioeconomic future of 

individual Israelis, and not only their entrance ticket to higher 

education – a greater effort has been made during the past few 

years to encourage members of weaker population groups to 

earn matriculation certificates. 

The discussion on higher education touches on an interesting 

and extremely important development that has taken place in the 

wake of the substantial change in policy in the past few years: a 

perceptible growth in the number of students and degree 

recipients, a steady diversification of post-secondary 

institutions, and a process of privatization in higher education. 

The discussion also deals with the elimination of gaps among 

population groups. The disparity between the sexes has changed 

its sign, and today the enrollment rates of women far exceed 

those of men. An analogous process has not occurred with 

ethnic disparities; native-born Israelis of African and Asian 

extraction continue to lag behind. 

The issue of the opening of many private institutions of 

higher education is discussed at length. Although the private 

institutions charge higher tuition ($6,000-$8,000 per year), they 

have introduced study arrangements that are more convenient, 

allowing students to complete degree programs more quickly 

(for example, an undergraduate degree in one year instead of 

three). 
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The article also discusses the question of tuition, which has 

recently been at the top of the public agenda. Center researchers 

favor renewed consideration of a proposal first advanced by 

Assaf Razin, in one of its publications, to allow all students to 

finance their studies by means of loans, whatever their current 

economic circumstances. It should be emphasized that the 

Center’s proposal is different from similar ideas put forward 

recently. According to the original proposal, the loan would 

cover not only tuition but would also provide students with a 

stipend for basic needs. Furthermore, repayment would be 

spread over a much longer term than that mentioned in the 

current proposals, and the monthly installments would be 

commensurate with the graduate’s earning capacity at the time 

of repayment. It is particularly important to stipulate that 

monthly repayments not exceed a defined percentage of the 

borrower’s income. 

An analysis of government expenditure on health points to 

“the continual and consistent attempts by the government to cut 

back its budgetary involvement and increase the public’s share 

in the funding of national health expenditure.” This process has 

pushed the health system into a serious crisis since the passage 

of the State Health Insurance Law. In 1998, for example, the 

health funds instituted direct charges collected from their 

members, either as a fee for visits to physicians or as 

participation in the cost of medications. “This solution deviates 

from the basic philosophy of national health insurance and is 

regressive.” The Center considers such a solution to be 

unreasonable. “If the funds’ expenses are justified, in the sense 

that the competent agencies acknowledge that they reflect the 

real cost of providing service at its existing level, then it follows 

that the collection and government-funding formula is flawed 

and needs to be amended to make up the shortfall”. 

The contribution by the health services to society over the 

years is reflected in the findings about increased life expectancy 
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and decreased infant mortality: the average lifespan in Israel has 

risen by almost 10 years since the State was founded – an 

improvement of 15 percent. A sizable disparity persists between 

the Jewish and the Arab sectors with regard to infant mortality, 

although there has been significant progress in the latter sector. 

The chapter on personal welfare services emphasizes the 

partial privatization of the system, as expressed by the fact that, 

today, most government expenditure for personal welfare 

services is routed to private and nonprofit service-providers. At 

the same time, municipal authorities are increasingly delivering 

and funding these services beyond the 25 percent required by 

law. This process is perceptibly widening disparities in the level 

of service provided to the population of different localities. 

The most impressive development of the past decade 

involved government expenditure and the number of 

organizations that provide services to the elderly. The analysis 

of trends in these services shows that “there is no doubt that 

services for the elderly currently reach a large proportion of the 

elderly population and have improved their quality of life. 

However, several problems still lack appropriate solutions, such 

as long-term inpatient care and the disabled elderly who are not 

eligible for services under the Long-Term-Care Insurance Law.” 

An interdisciplinary team of the Center will soon submit its 

conclusions and policy recommendations with regard to long-

term in-patient care for the elderly and its funding. 

Although expenditure for personal social services has grown 

in the past few years, most of the increase has been channeled to 

long-term care allowances – with a growth trend paralleled in 

other income maintenance programs but not in in-kind services. 

In any case, the distribution of expenditure by major service 

categories reflects a clear preference for the elderly and retarded 

(especially those in institutions) over other groups in distress, 

who do not receive adequate attention in the budget. 
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