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[bookmark: _Toc458949176]An outline for economic-social strategy
Executive summary 
Israel's economy is characterized by lights and shadows. The inflation rate is very low and the country's assets in foreign currency relative to the GDP are very high, and the economy sailed through the global crisis that erupted in 2007 with relative success. However, whereas the economy's per capita growth rate at the beginning of the crisis was very high as compared to that of other OECD countries, our position deteriorated from year to year from the 4th place in 2007 to the 23rd place in 2014, which is consistent with our position in the long-run GDP per capita. Even more alarming is the relatively low productivity of the Israeli economy. As a result, Israel's ranking in GDP per worker has remained as low as it was at the beginning of this millennium. Significant empowerment of productivity is vital for improving the economic welfare of Israeli residents.
In addition, economic inequality in Israel is among the highest in the world. Although there has been some improvement in recent years in incomes obtained in the market, however, as compared to developed countries we remain in fifth place. Israel's ranking in the poverty rating is even worse. 
Reducing the cost of living by increasing competition in many economic sectors forms the third target of the economic policy.
The issues of low productivity, income inequality, and lack of adequate competition are not isolated from each other and are a long-term simmering problem, even in the social sphere.
We present below the major problems in each chapter and our main recommendations. The full recommendations appear in each chapter separately. 

1. [bookmark: _Toc458949177]Recommendations for economic growth
Increasing the GDP per capita and improving the relative position of Israel among the developed countries require a significant acceleration in the GDP per hour worked, by expanding the physical and human capital per worker and improving productivity. The main recommendations for attaining these goals include: 
Increased investment in education for all sectors of the population, with an emphasis on technology education,
Investments in infrastructure and R&D, 
Incentives to enter the labor market for groups with lower participation rates in the labor force, 
Elimination of distortions in the tax system and in the law to encourage  capital investments, 
Creation of competition in monopolistic and oligopolistic sectors by using a variety of means, 
Removal of barriers to doing business, 
Resolving the conflict with the Palestinians is another fundamental step, the contribution of which to economic growth is very important. 
While there is disagreement about the political success of the Oslo Accords, it certainly contributed to Israel's economic prosperity by lowering the country risk and considerably weakening the Arab boycott. However, these rewards are fragile and can be lost. The lack of some settlement with the Palestinians over time could undermine the legitimacy of trade with Israel, which is extensively based on export to the major trade blocs in the world.
[bookmark: _Toc458949178]Competition, growth, and lowering the cost of living
Competition is the best mechanism for the distribution of business opportunities and therefore its existence is an important prerequisite for growth, entrepreneurship, and the opening of small and medium businesses, creating in turn employment opportunities. In addition, it is an important condition for reducing the cost of living. The main recommendations for achieving these objectives are:
An authority to open monopolies to competition has to be formed - by strengthening the powers of the Antitrust Commissioner, equipped with powers to take active initiatives.
The government should act to create competition in all the business sectors in which it operates directly.
It is recommended to formulate competition-enabling legislation that will prevent workers in vital infrastructures from striking, when such strikes are against the introduction of competition into the monopolistic industries. 
Tariffs must be reduced to allow imports to compete with domestic products. 
Exclusive import licenses should be withheld, and, where possible, existing exclusive licenses should be withdrawn.
Government-owned business enterprises that produce business products should be privatized, but only together with the creation of competition in the industry.
Government involvement in competitive commercial industries should be downsized.
In branches with negative externalities, such as environmental pollution or market failures, regulation and supervision are needed.
[bookmark: _Toc458949179]The Government's Economic and Social Policy
1. [bookmark: _Toc458949180]Direct involvement - Supply of public services
The desired extent of the provision of public and social goods by the government is to a large extent an ideological issue. The OECD countries differ in their worldview, and the range of their government’s spending as a percentage of the GDP is wide (from 30% to 60%). Strawczynski (2015) examined the effect of a variety of statutory taxes on growth in Israel and found that only the corporate tax, which is about 10% of all taxes, has a negative and significant relationship with GDP growth.
General government spending as a percent of GDP in Israel is declining, and in recent years Israel has been ranked in the lower third of the OECD countries. The ranking of civilian expenditure is even lower and is in the penultimate place among these countries. The decrease in the proportion of the GDP spent on civilian purposes is reflected in all public services.
These findings point to the importance of the rehabilitation of public services, by means of the addition of resources, which should be contingent on making them more efficient. Moreover, in the Israeli society, which is divided between religious and non-religious Jews and between Jews and Arabs, and which is an immigrant society where newcomers and veterans coexist, public spending is especially important also for cohesion and reducing disparities. The main recommendations are: 
The rate of increase in public expenditure will increase at a fixed rate, similar to the long-term growth rate of the GDP. 
Since the share of the GDP allocated to public expenditure has reached its lowest point, in particular in the civil area, we must strive toward the median level of expenditure in developed countries. Therefore, it is recommended that the share of general government spending in the GDP be increased by 1 percentage point during the next two years. The results of the change should then be examined, and, if there are no negative side effects, it should be raised in the following two years by an additional 1 percentage point of the GDP.
A budget deficit that does not exceed 3% of the GDP should be maintained, and the average over time should not exceed 2% of the GDP.
The tax system has two significant defects. The first is that the government has granted numerous tax exemptions that have no economic or social justification. These exemptions impede efficient allocation of resources and therefore affect the growth rate. Most exemptions are regressive and therefore intensify inequality. The second flaw in the tax policy is that the share of indirect taxes in the total taxes is much higher than the OECD average. It should be noted that indirect taxes are regressive and affect people with a low income to a greater extent. The main recommendations are: 
To cancel tax exemptions that serve no economic or social purpose and benefit primarily those who already enjoy a high income.
To try to avoid raising statutory taxes as much as possible, but if the cancellation of tax exemptions will not suffice to finance the desired public spending, adjustment of tax rates will also be required.
The estate tax should be introduced.
[bookmark: _Toc458949181]Reducing economic inequality
Inequality in economic income, determined in the market, is one of the main problems of the State of Israel. Inequality increased steadily from the early 70's until 2003, and has since then declined to some extent due to the increase in employment rates. The Israeli tax policy and the policy for the transfer of payments by the National Insurance moderated the economic inequality, but to a lesser degree than in most developed countries. The improvement in income distribution on the market since 2004 has not been translated into an improvement in the distribution of disposable income, because, at the same time, the government reduced the progressive nature of income tax. Moreover, Israel's position remains problematic even today. Regarding the poverty rate, Israel is in second place among the OECD countries, and in the index of inequality, Israel is ranked fifth. It is important to emphasize that even among families with five or more persons with two breadwinners the poverty rate is very high, because the employees' addition focused on low-income occupations.
Reduction in income inequality is an economic, social, and ethical value, especially in light of its high level in Israel. Reducing inequality not only does not interfere with economic growth, but also enhances it. The main recommendations are:
Measures to increase participation in the labor force should be taken, such as the increase of grants to low-income workers, mandatory core studies in funded schools, the expanded building of day-care centers and nurseries, and the extension and matching of vocational training courses to the demands of the economy,
The number of foreign workers should be reduced, 
Labor laws should be enforced, by increasing the number of inspectors to the rate accepted in the developed countries,
Inequalities in education spending per student should be reduced, 
Direct measures should be instituted to alleviate poverty among working families,
The old age pension should be increased and the child allowance should be increased for the first three children only.


[bookmark: _Toc458949182]Governance and the process of determining socio-economic policy
To plan and implement the policies needed to accelerate growth, reduce inequality, increase competition, reduce the cost of living, and maintain stability, requires a government that can function effectively. The low level of governability of the government in Israel has many roots, such as the antiquated structure of government departments, lack of research departments in the scope accepted in the present era, and the pronounced centrality of the Ministry of Finance in the decision-making process. An improvement in governance requires a series of reforms in many aspects of the executive branch.
1. [bookmark: _Toc458949183]The budgeting process
The way to enjoy both fiscal discipline and efficient allocation of the budget is through dividing the decision-making process in the government into two phases. In the first phase, all the budget aggregates will be determined: spending, taxes, and the deficit. Since the fiscal discipline is derived from the aggregate budget, it is proposed at this stage that the Prime Minister and the Minister of Finance be granted a prioritized status in the decision-making process.
In the second stage, after the budgetary aggregates are determined, the composition of the budget will be decided in a collaborative process, which will enhance the involvement of the expenditure ministers in determining the total composition and also the budget composition of each office, because most of the knowledge and expertise in the variety of services supplied is located in the ministries that supply these services.  
Another serious problem is the low level of transparency in the data presented to the government in the decision-making process on the budget size and its composition. Although the power to decide on the budget proposal to be placed on the Knesset's table is in the hands of the government, its members receive very little data. The unsatisfactory data submitted to the ministers on the composition of the budget, and the short time allotted to them for forming their positions and discussing them, undermine the effectiveness of budget allocation. The main recommendations are:

Detailed information at a level that is presented to the Knesset must be submitted to government members in the budget principles book, during the discussion of the proposed budget.
The existing rules and powers existing in the budget implementation phase should remain intact. However, the number of sections requiring approval for transfer from one section to the other should be significantly reduced. 
[bookmark: _Toc458949184]The structure of the government 
The structure of the government and offices leading the public policies is obsolete, frequently changing, and exposed to political pressures. Because of this, the State of Israel has operated through a government structure that is largely a reflection of the relations within the changing coalition and of political ambitions and interests that have nothing whatsoever to do with national and professional needs. The structure of the governmental system is not based on rational and professional thinking that relies on updated public needs. The political arrangements, which often change after the elections, are those which determine the distribution of portfolios, the establishment of offices, and sometimes even their internal structure and their span of control. Therefore, the main recommendations are: 
The structure of the government in Israel should be redesigned to include a maximum of 15 ministries defined in law.
Each government office should be required to establish a research unit to help formulate focused knowledge in the areas of the office’s responsibilities.
The powers of the Prime Minister's Office should be strengthened as the headquarters and as a coordinating office between the other ministries.
The enactment of the Civil Service Law in Israel should be considered in order to define the skeletal structure of public administration, the key institutional players, the mechanisms that manage these, and the limits on the change allowed in the structure of future Israeli governments.
[bookmark: _Toc458949185]The Knesset's function
The Israeli Knesset wears two main hats: legislation and regulation. When it wears the first hat, surprisingly it emerges as a relatively strong entity. Its committees are entitled to correct and even change bills, and their chairpersons have significant powers. In recent decades we have witnessed a very significant increase in the number of private bills submitted on the Knesset table as compared to other parliaments around the world. The Knesset members put on the table in the last 15 years about 20,000 private bills, as compared to a few hundred in European parliaments. This development had an adverse impact on one of the hats that the Knesset wears: supervising the activities of the government. The main recommendations are:
To set a quota for the bills that each Knesset member can place on the Knesset table so that their amount in Israel will be closer to the amount in Europe, and the weekly quote of bills should be reduced.
To require MKs to draft quality explanations of a bill, including an indication of its cost and its effects, and assess their quality beforehand. 
To promote the Basic Law on Legislation.  
To set the limitation of the number of ministers by law, to allow a sufficient number of MKs to serve in the committees. 
To reduce the number of members in each committee to nine. 
The activity areas of the committees should match the ministries' structure. 
To grant the committees hearing powers and sanctions for non-appearance. 
To add to the committees one working day and activity hours at the expense of plenum sessions. 
To increase the committees' professional staff, and the Knesset's Research and information Center.

The activity of lobbyists in the Knesset
The phenomenon of lobbyists occurs worldwide and strongly influences government decisions and many laws. Governments in modern times take into account the implications of their decisions on the welfare of all sectors of society, including the business sector. Stakeholders and external parties are invited to the various committees to voice their opinions, and useful information and external insights can improve policies. However, the main concern of the lobbyists is for the interests of a very small group at the expense of all or most of the citizens of Israel. Most of the activities of the lobbyists are expressed in representing the narrow interests of the wealthy and business corporations. The ability of the wealthy to finance lobbyists is far greater than that of non-profit associations and organizations that represent the interests of the general public. Moreover, there is concern that lobbyists are rewarded on the basis of how successfully they maximize the profits of their clients, a phenomenon that could worsen the damage caused to the general public. The lobbyists' efforts to slant the legislation so that it benefits businesses and in particular larger companies also affects the public image of the Knesset. The poor transparency prevailing in the Knesset regarding lobbying activities creates opportunities for political and public corruption and adds to the increasing mistrust of the Israeli public in their elected officials. The main recommendations are:
The lobbyist will submit a quarterly report to Knesset Chairman and Secretary, describing the actions in which he/she participated during that quarter. A separate report will be submitted for any registered customer of the lobbyist. The quarterly report will include:
▪ Customer information and information of other parties that are funding the lobbyist work,
▪ The objectives of each client he/she promotes,
▪ The payment he/she received from the client and from others in respect of each goal promoted,
▪ The client and lobbyist's contributions to any political body.
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[bookmark: _Toc458949187]Socio-Economic Policy Perception
[bookmark: _Toc458949188]Introduction and summary
Avi Ben-Bassat and Dror Strum
[bookmark: OLE_LINK33][bookmark: OLE_LINK34]Israel's economy is characterized by lights and shadows. The inflation rate is very low and the country's assets in foreign currency relative to the GDP are very high, and the economy sailed through the global crisis that erupted in 2007 with relative success. However, whereas the economy's per capita growth rate at the beginning of the crisis was very high as compared to that of other OECD countries, our position deteriorated from year to year from the 4th place in 2007 to the 23rd place in 2014, which is consistent with our position in the long-term GDP per capita (Figure A-2, Bank of Israel Report, 2014). Even more alarming is the relatively low productivity of the Israeli economy. As a result, Israel's ranking in GDP per employee has remained as low as it was at the beginning of this millennium. Significant empowerment of productivity is vital for improving the economic welfare of Israeli residents.
In addition, economic inequality in Israel is among the highest in the world. Although there has been some improvement in recent years in incomes obtained in the market, however, as compared to developed countries we remain in fifth place. Israel's ranking in the poverty rating is even worse. An additional problem is the high cost of living, resulting from the lack of competition in key sectors.
The issues of low productivity, income inequality, and lack of adequate competition are not isolated from each other and are a simmering problem, even in the social sphere.
This chapter constitutes an introduction to and summary of the strategic program as a whole. It discusses the program's macroeconomic objectives, the approach that will be taken to achieve them, and principal recommendations. An extended analysis of the complex socio-economic problems and detailed recommendations are presented in the following chapters. For the readers' convenience, this chapter presents references to the chapters detailed in each of the sections listed in it.
1. [bookmark: _Toc458949189]Policy objectives and the means to attain them
The goal of any civilized society is to bring the largest possible part of the population to a state of prosperity. Its purpose is both economic and moral: economic, because prosperity increases the wealth and welfare of the society, and moral, because it allows greater resources to be devoted to rescuing vulnerable populations from poverty by means of aid in general and particularly by means of expanding education and improving the earning capacity of the poor. Realization of the super-goals of the strategic plan would be manifested in breaking the deadlock in two main objectives of the economy: the acceleration of productivity and the GDP growth rate and the reduction in economic inequality. In a number of sectors, monopolies or oligopolies are at work, which greatly increases the cost of living. An increase in competition and the lowering of the cost of living as a result form the third objective of the economic policy. In addition, it is important to preserve the price stability that has been achieved with great effort over three decades. All these are the main targets of the economic and social policy.
The vision is of a society in which per capita growth will be greatly increased and prosperity will be enjoyed by all ranks of the population, not only the privileged few, a society in which there is real equality of opportunity, with minimal barriers to occupation and entrepreneurship, and in which the distribution of the national pie would be more equitable. The realization of this vision requires that the fundamental problems that characterize the economic structure be resolved. Committed leadership, courage, and determination are also required, together with a comprehensive plan to achieve the objectives set out below.
a.1. Sustainable Economic Growth
[bookmark: OLE_LINK35][bookmark: OLE_LINK36]The GDP per capita in Israel is below the median of OECD countries (20th place). Improving the relative position of Israel requires a significant acceleration in the GDP per hour worked, in which Israel is ranked 25th among the developed countries (Figure 1). Acceleration of the GDP growth per worker depends on three key factors, all of which show weakness in the Israeli economy: first, investment in physical capital per worker; second, human capital per worker; and third, productivity. Productivity depends on high technology and on actual improvement in production efficiency.



Figure 1: GDP per hour worked, 2014, current dollar in PPP terms
[image: ]
Source: OECD
Physical capital per worker in Israel is far below the median of the developed countries (Figure 2), and in addition, the trend in this area does not bode well. Only 19% of the GDP in Israel in 2000-2010 was allocated to investments in production assets, as compared with 22% in the OECD. Without expanding the percentage of resources directed toward investments, we will not succeed in improving the economy's ranking in terms of the GDP per employee. The disparity in the total capital per worker is a result not only of the scarcity of investments by the business sector, but also of the paucity of the government's investment in infrastructure.






Figure 2: Capital stock per employee in the business sector, 2011, PPP in 2005 prices
[image: ][image: ]
Source: Penn World Table
Human capital per worker in Israel lags behind that in developed countries. Expenditure per student is below the median, as are student achievements in international tests, which reflect the quality of education. The proportion of people with technological education in the total working age population is the lowest among the OECD countries (Figure 3). 
Technology in Israel, as reflected by investments in research and development, is in the second place among the OECD countries (Figure 4). This partly compensates for the lack of investment in physical capital and human capital. However, it appears that investment in research and development is focused on limited industries and a large part of the traditional industry does not benefit from it. Moreover, a crucial part of the traditional type of industry is concentrated in development towns, perpetuating their low level of development.
An equally serious problem is the relative withdrawal of Israel in scientific publications and the decrease in the number of students eligible for a bachelor degree in science and mathematics. For further details, see the chapter in the strategic plan that discusses the importance of science and technology for growth and reducing inequality.
The participation rate in the labor force has risen; however, in two population groups it is still significantly lower than in the other groups: Orthodox men and Arab women. In addition, the upward trend in life expectancy will greatly reduce the proportion of the population that is part of the labor force and therefore will also reduce production potential.
Figure 3: Percentage of adults* (25-64) with professional-technological education in 2012
[image: ][image: ]

Source: OECD, Educational at a glance, 2014
* High-school or non-academic tertiary education 
Figure 4: Gross domestic spending on Research and development, GDP percentages, 2012
[image: ]
Source: OECD and Central Bureau of Statistics
There are no data on manufacturing efficiency, which is a key factor in increasing productivity, but it is doubtful that Israel is one of the countries that have high production efficiency.
In summary, Figure 5 shows the strengths and weaknesses of the Israeli economy relative to developed economies.
Figure 5: Components of the Competitive Index: Israel and developed countries, 2013
[image: ]
Source: World Economic Forum
Recommendations to increase the growth and productivity rate:
The government must act to solve the basic problems and increase the pace of growth in a number of ways simultaneously:
[bookmark: OLE_LINK37][bookmark: OLE_LINK38]Increased investment in education for all sectors of the population, with an emphasis on technology education,
Investments in infrastructure and R&D, 
Incentives to enter the labor market for groups with lower participation rates in the labor force, 
Elimination of distortions in the tax system and in the law to encourage foreign capital investments, 
Creation of competition in monopolistic and oligopolistic sectors, using a variety of means and in particular the introduction of new players,
Removal of barriers to doing business. 
For an extensive discussion of these measures, see Chapter Two and the detailed Competition document.

a. 2. About peace and economy 
[bookmark: OLE_LINK40][bookmark: OLE_LINK41]Resolving the conflict with the Palestinians is another fundamental step, the contribution of which to economic growth is very important. While there is disagreement about the political success of the Oslo Accords, it certainly contributed to Israel's economic prosperity. However, these rewards are fragile and can be lost. The lack of some settlement with the Palestinians over time could undermine the legitimacy of trade with Israel, which is extensively based on export to the major trade blocs in the world.
The main purpose of the economic agreements with the Palestinians was to give the Palestinian Authority (PA) the freedom to manage the lives of its population within the limitations imposed by the absence of borders between Israel and the PA areas. Although the economic agreement was designed to last for a five-year period only, it has survived until today, except for a number of amendments in the year 2000. The first achievement is the great increase in trade with Jordan and Egypt, with whom a peace treaty was signed. Although the volume of trade with these countries is limited, because of the nature of the specialization of their and Israel’s economies, the existence of trade should not be underestimated, being the foundation that supports our relations with these countries.
A greater impact was evident in Israel’s trade with countries in Asia, which until the Oslo Accord had yielded to the Arab boycott. After the signing of the agreement with the Palestinians, the ban has been effectively dissolved. The loosening of the embargo allowed Israel to import goods from cheaper sources. For example, vehicle imports from Japan increased greatly at the expense of higher-priced imports from Europe. The proportion of imports from Asia, and especially from China, quickly surged. Until 1993, Israel did not import any goods from China, but since then imports have risen sharply so that in recent years imports from China constitute nearly 10% of Israel’s total imports. A slightly more moderate development was also observed in other Asian countries. In total, the proportion of imports from Asia increased between 1992 and 2011 from 10% to 22%. The trade with these countries was also influenced by the economic policy, and especially by the reduction in tariffs and the removal of administrative restrictions on imports from countries with which Israel had no trade agreement. However, the expression of this policy occurred as from 1993 onwards. Israeli exports to Asia also increased significantly and their share in total exports rose at a similar rate to that of the increase in imports from this continent.
The greatest contribution of the Oslo Accords to Israel's economy was reflected in the lowering of the country risk of Israel. Country risk is estimated on the basis of a country's ability to repay its debts and therefore is affected by its economic performance, but also on the basis of its security situation, since a state under constant military conflict may, with high probability, be caught in a financial crisis. The higher the country risk, the higher the interest rate on loans. Foreign investments in manufacturing enterprises are affected even more by economic risks and especially by security risks. Indeed, investments in Israel by foreign residents amounted for many years, up to 1992, to about only $100 to $200 million per year. After the Oslo Accords, foreign investments began to grow rapidly. In 1995, they reached $1.4 billion, and in 2000, $8 billion. Since then, these investments have remained at a very high level, about $6 billion a year, with sharp fluctuations resulting from changes in the global economy and the security situation in Israel.
A calm security situation has a significant effect not only on foreign investment, but on many other economic activities. The Intifada during 2002-2005 had particularly devastating effects. The loss of life, injuries, fears, and immense uncertainty undermined the personal security and lifestyle of Israelis. However, the Intifada had also an economic price – the GDP was critically affected and for two years actually decreased instead of growing (for more information, see Eckstein and Tsiddon[footnoteRef:1]). Not only did the GDP decrease in those years, but local investments in new plants and the expansion of existing plants were also severely damaged, reducing the potential for the future growth of the economy. In addition, studies show that the number of attacks in the territory of the State of Israel and security incidents within its borders had a real impact on incoming tourism to Israel and on the stock market value (Eldor, Hauser and Melnick[footnoteRef:2]). [1:  Eckstein, Z., Tsiddon D., 2004. Macroeconomic Consequences of Terror: Theory and the Case of Israel. Journal of Monetary Economics 51(1), 971-1002.]  [2:  Eldor R., S. Hauser, and R. Melnick, 2005. The Impact of Terrorism and Anti-Terrorism on Financial Markets. Nova Publishers (77-90). ] 

The absence of a peace agreement, or at least an arrangement between Israel and the Palestinians, does not constitute a stable situation. Tensions are simmering beneath the surface, and in recent months we have witnessed a renewal of attacks, first through the initiative of individuals but more recently, as signs have begun to indicate, through organized sabotage activities. If we do not come to our senses soon, these actions may intensify and take a heavy toll in lives and also cause the loss of economic achievements. If, God forbid, the Intifada is renewed, past experience shows that its high price in terms of loss of GDP will be severe, and the standard of living will be affected as well as public services, which are already beginning to scrape the bottom of the barrel. A study conducted on the effect on public attitudes of the number of fatalities caused by terror from 1988 to 2003 shows that as the number of casualties intensified, the willingness of the Israeli citizens to make concessions and establish a Palestinian state increased. It will be a shame to reach the desired goal, for us as we;;, at a painful price (Gould and Klor[footnoteRef:3]). [3:  Gould D. and E. F. Klor, Does Terrorism Work? The Quarterly Journal of Economics, November 2010.] 

The absence of a peace agreement or arrangement with the Palestinians based on two states for two nations also threatens the main fruits of the Oslo Accords: the country’s risk reduction and the weakening of the Arab boycott. The voices calling to boycott Israel and especially its economy are increasingly growing. So far, the expression of these voices was not significant, but the experience of other countries shows that once such initiatives emerge, they continue to increase. We had better be the initiators of resuming the negotiations for a peace agreement, not just outwardly, but with real intent, before we are forced to do so. The world will not buy empty declarations and stalled operations. In contrast, putting an end to the conflict would allow our relations with the important Arab countries and the Muslim world to be upgraded and open additional markets for the Israeli economy.
At the internal economic level, a resolution of the conflict with the Palestinians would facilitate the solution of the conflict with the entire Arab world and gradually reduce defense expenditure, as happened after the agreements with Egypt and Jordan, leaving more resources for improving the welfare of the population. Of course, this does not obviate a comprehensive move toward streamlining and reducing the defense budget even today.
[bookmark: OLE_LINK43][bookmark: OLE_LINK44]a. 3. Competition, growth, and lowering the cost of living
[bookmark: OLE_LINK45][bookmark: OLE_LINK46]Competition is a tool, not an end in itself. However, in the Israeli economy, overloaded as it is with monopolies, the lack of competition in many industries affects the foundations of the economy and its business dynamics and the ability to develop sources of investment and employment. Competition is the best mechanism for the distribution of business opportunities and therefore its existence is an important prerequisite for growth, entrepreneurship, and the opening of small and medium businesses, creating in turn employment opportunities.
The immediate effect of the lack of competition is high prices and a high cost of living. Indeed, the price of many products and services in Israel is extremely high as compared to those in developed countries. This is partly due to inefficiency, but a quite significant factor is the lack of competition in many industries, especially in those that provide infrastructure services for other important industries in the economy, such as power, the ports, and communications. On the internal competition index of the World Economic Forum for 2013, Israel is ranked 95th. Lack of competition in key industries also affects the efficiency of resource allocation in the economy and therefore the rate of growth.
The effect of creating competition or increasing it on the cost of living in Israel is clear and can be seen in the distant and recent past:
The reform of opening the mobile device service market, in which Bezeq had a monopoly, to competition with another operator in 1993, led to a 35% price decrease in real terms in the usage fee of these services. However, the beneficial effect of competition was not limited to tariffs, but lead to an expansion of the number of users, so that within 3.5 years, the number of mobile devices in use grew more than ten times. In addition, the investments in this area have increased significantly, adding net economic activity to the economy and to the GDP.[footnoteRef:4] [4:  Gronau, R. 2001. Structural Changes in Public Utilities in Israel. From Governmental Interference to Market Economy (Ed. By A. Ben-Bassat), Am-Oved, 403-405.] 

A similar effect can be seen also in the reform that took place a few years later, in the field of international calls, where breaking the monopoly and introducing an additional two international calling operators (the companies Barak and Kavey Zahav) as of July 1997, resulted in a decrease in the price of calls of about 70%. Here, too, the price reductions led to an increase (net) of 15-20% in the total amount of usage (call minutes) (Gronau, Ibid.).
Reductions in the price of mobile device services in recent years were also the result of a reform, and its outcomes can be seen in Figure 6. 
The increase in the mobility of subscribers has increased the competition in the cellular telephone market




Figure 6: Effect of subscribers' mobility on the revenues of cellular telephone operators
[image: ]
Source: Bank of Israel processing and global wireless matrix
One significant result of competition is that from the moment a supplier in the market lowers its price other suppliers are forced to lower their price as well. Hence, when there is discrimination in business inputs, competition is severely affected. One of the signs of this phenomenon is found in capital inputs: the lack of competition in the access of small businesses to financing sources in Israel puts them at a significant competitive disadvantage, which affects two complementary aspects. First, it perpetuates a high level of concentration (the Israeli economy is markedly characterized as an economy that is clearly dominated by large corporations); second, at the dynamic level, it marks private enterprise, and the underlying motivation for opening small businesses, as dangerous, and weakens the important economic forces driving growth and entrepreneurship. The data indicate that the cost of capital for small businesses in Israel is, on average, substantially higher than that for large businesses, which are seen as less risky, because of the lack of opportunities to compete with them.
The existence of monopolies and oligopolies creates a circle of people who benefit from particularly high incomes, originating from the immunity of the businesses with which they are involved to competition. These include the controlling shareholders, senior executives, and associates, and thus, inequality in society is enhanced. In addition, non-competitive industries that are protected directly, or indirectly, by the Government, create an environment that does not allow initiative and competition. On the social level, government monopoly protection sends a dangerous message of a society in which capital is attained as a result of not only work and initiative, but also connections and nepotism.
An economy that is based on the relationships between owners of capital and economic power is an inefficient economy where there is constant distortion in resource allocation, and particularly in the allocation of credit in the economy. 
Lack of competition is a fundamental problem in the Israeli economy. Its foundations are rooted in the fact that the powerful elements shielding the cores of the monopolies and oligopolies are not only private businessmen, but to a large extent also strong labor unions (in particular in the infrastructure monopolies - electricity, water, air and sea ports, land, telecommunications, cement, etc.). In addition, the monopolies and oligopolies enjoy the protection of government control that protects them from competition and positions obstacles and barriers to prevent the entry of competitors. Even the capital market is not yet competitive in the services it provides to SMEs and households.
Increased competition will contribute to the efficient allocation of resources and consequently to the removal of barriers to growth and equal opportunities and will reduce the cost of living considerably. To achieve it, mobilization of all the systems toward making the entire environment pro-entrepreneurial, mostly in monopolistic industries, is required. Moreover, because of the inferior starting point of the Israeli economy in the context of competition, the steps taken by the IAA in its current format are not sufficient. This activity is focused almost entirely on preventing further deterioration in the competition situation in the various sectors of the economy. The change must be reflected in proactive measures to address the dozens of monopolies and oligopolies that already exist in the economy, the scope of influence of which exceeds one-third of Israel's GDP, and open them to competition.
Clear evidence of the benefit in store for the economy from a large scale competitive move can be seen in a process that was already instituted in the early 90s, the result of the decision made in the 80’s to expose the market to imports. Within this process, the state exposed entire industries (metal products, footwear, clothing, and furniture) to general competition from imports from other countries. During this process, there was an approximately 20% decline in prices in those product sectors that were opened to imports versus the Consumer Price Index. Moreover, there was a similar decline in the prices of the local produce that competed with imported products.[footnoteRef:5] [5:  Gabay and Rob, 2001. The policy of exposure to imports. From Governmental Interference to Market Economy (Ed. By A. Ben-Bassat), Am-Oved, 366-367.] 

In some areas, there are sky-high protective import taxes that affect the possibility of allowing products from abroad to compete with local products. Their reduction is of great importance, especially in industries in which it is difficult to increase the number of competitors in the local market.
Exclusive import licenses also block the possibility of competition through imports, and therefore, must be maximally prevented.
[bookmark: _Toc458949190]Recommendations for increasing competition in the business sectors 
[bookmark: OLE_LINK47][bookmark: OLE_LINK48]An authority to open monopolies to competition has to be formed, based on the powers of the Antitrust Commissioner, to be equipped with pro-active initiative authority to formulate a five-year plan to open monopolistic markets to competition and prioritize these markets by clear criteria, such as their level of influence on the cost of living and growth. This can be achieved by strengthening the powers of the Antitrust Commissioner and it is advised because of the existence of a professional knowledge center at the Antitrust Authority.
The government should also take action regarding its other offices and agencies, to create competition in all sectors of business where the market structure is not competitive. This issue must be a national project since the creation of competition and its increase is vital and required both for privately owned enterprises, such as banks, insurance providers, and food producers, and for government-owned enterprises (in fact, those controlled by the workers), such as the ports and the power industry. Competition is a powerful engine and essential for expanding and increasing the GDP and for lowering the cost of living. Lack of competition also characterizes the primary production components - land, capital, and workers. 
[bookmark: OLE_LINK49][bookmark: OLE_LINK50]At the same time, we must formulate competition-enabling legislation that will prevent workers in vital infrastructures and plants from striking, when such strikes result only because of the introduction of competition into the monopolistic industries. Experience shows that the power of the strong trade unions in preventing competition is even greater than the power of businessmen, and the current Antitrust Law has no power in this regard. Of course, any action in this area requires careful boundaries, and intervention in the freedom to strike will be only in those cases when the strike is intended to prevent the opening of a monopoly to competition and not in cases when the strike has a legitimate background, such as worsening employment conditions. 
Steps have to be taken to eradicate the inferiority of the financing of small businesses by launching a reform in the banking capital market and give national priority to this effort.
Tariffs have to be reduced to allow imports to compete with domestic products, with an emphasis on the sectors where monopolies or lack of competition exist for some reason or other (oligopoly or cartel).
[bookmark: OLE_LINK51][bookmark: OLE_LINK52]Exclusive import licenses should be withheld, and, where possible, existing exclusive licenses, particularly in branches where there is no competition, should be withdrawn.
[bookmark: OLE_LINK53][bookmark: OLE_LINK54]The government should not be the owner of companies that produce classic business products. The government-owned business enterprises should be privatized, but only together with the creation of competition in the industry; otherwise monopolistic profits will be transferred to individuals at the expense of the general public. Opening the market to competition must be a pre-requisite for any privatization, not as in the past.
[bookmark: OLE_LINK55][bookmark: OLE_LINK56]Government involvement in the commercial industries should be downsized as well as the bureaucracy that places barriers to trade and entry into these sectors, provided that they operate under competitive conditions. These barriers are located in different fields of action, such as business licensing, planning and construction, government tenders, purchases via the Internet, and more. 
[bookmark: OLE_LINK57][bookmark: OLE_LINK58]In branches with negative externalities, such as environmental pollution, regulation and supervision are needed to protect the public interest. In regions where there are market failures, such as the development regions, an effective incentive system has to be introduced. That is, the creation of distortions in the allocation of production components, which will eventually affect economic growth and social welfare, has to be avoided. For example, the preference given to industry in the development regions results in a distorted industrial composition in these areas and attracts mostly traditional industries that are characterized as being capital intensive and providing little employment.
For a detailed analysis of these issues and recommendations, see the chapter on competition that will be published separately.
[bookmark: OLE_LINK59][bookmark: OLE_LINK60][bookmark: _Toc458949191]The Government's Economic Policy and its Contribution to Economic Objectives
Success in achieving the main goals, set out in Section A, is largely dependent on the government's policy. It operates to achieve them mainly through intermediate objectives: fiscal discipline, setting priorities in the state budget, effective allocation of the taxpayers' money, increasing productivity, and reducing market failures.
Two types of government involvement enable the achievement of objectives: First, indirect involvement in the activity of the business sector, by means of converting the structure of the markets to a competitive one, regulation of business activity, and monitoring compliance (see Section A. 3.), and second, direct involvement in providing public and social goods. In Israel, the two types of involvement suffer from problems that need to be addressed. 
b. 1. Direct involvement - Supply of public services
[bookmark: OLE_LINK61][bookmark: OLE_LINK62][bookmark: OLE_LINK7][bookmark: OLE_LINK8]The answer to the main question “What is the desired extent of the provision of public and social goods by the government?” is to a large extent an ideological one. The OECD countries differ in their worldview, and the range of their government’s spending as a percentage of the GDP is wide (from 30% to 60%). The quintessential capitalist worldview maintains a low proportion of public spending, while the outlook of the welfare state, largely developed after the Second World War, advocates greater public spending. Concerning the impact of public spending and the tax rate derived from it on the growth rate, no clear cut conclusion has emerged from studies conducted around the world. Strawczynski (2015)[footnoteRef:6] examined the effect of a variety of statutory taxes on growth in Israel and found that only the corporate tax, which is about 10% of all taxes, has a negative and significant relationship with GDP growth. [6:  Strawczynski, M. 2015. The taxing policy in Israel in the near future in light of growth and inequality. ] 

[bookmark: OLE_LINK63]The proportion of the GDP expended on the public in Israel is declining, and in recent years Israel has been ranked in the lower third of the OECD countries. The ranking of civilian expenditure is even lower and is in the penultimate place among these countries (see data in Chapter Two, which deals with the economic activity of the government); only South Korea is ranked lower than Israel. The decrease in the proportion of the GDP spent on civilian purposes is reflected in all public services. In education, Israel’s ranking went down to the26th place among the OECD states. This is expressed in severely overcrowded classrooms (ranked 27th) and the deterioration of the achievements of our students in international tests. Health services also deteriorated: the standard expenditure per person in Israel is ranked in the 19th place in the OECD community. Dahan and Hazan (2012)[footnoteRef:7] examined the extent of the generosity of the welfare system and found that the child allowance, the maximum number of days for which the unemployed qualify for unemployment benefits, and income support are lower than those granted by a large majority of the OECD member states, while the old age pension is close to the median in these countries. [7:  Dahan, M. and Hazan, M. (2012). Priorities in Government Budgets. Economic Quarterly.] 

These findings point to the importance of the rehabilitation of public services, by means of the addition of resources, which should be contingent on making them more efficient. Moreover, in the Israeli society, which is divided between religious and non-religious Jews and between Jews and Arabs, and which is an immigrant society where newcomers and veterans coexist, public spending is especially important also for cohesion and reducing disparities.
[bookmark: _Toc458949192]Main recommendations on the expenditure policy
[bookmark: OLE_LINK64][bookmark: OLE_LINK65]The entire public expenditure should be changed as follows. The rate of increase in public expenditure will be set at a fixed rate, similar to the long-term growth rate of the GDP. This will halt the decline in the proportion of government spending in the GDP and provide the economy with certainty. In addition, the proposed rule will act as a stabilizer of economic activity. Structural changes in the long-term GDP growth rate will require corresponding adjustments in the increase rate of expenditure.
Since the share of the GDP allocated to public expenditure has reached its lowest point, in particular in the civil area, we must strive toward the median level of expenditure in developed countries. Therefore, it is recommended that the share of general government spending in the GDP be increased by 1 percentage point during the next two years. The results of the change should then be examined, and, if there are no negative side effects, it should be raised in the following two years by an additional 1 percentage point of the GDP.
Preference should be given to increasing the rate of civil spending over that of spending on defense. 
A budget deficit that does not exceed 3% of the GDP should be maintained, and the average over time should not exceed 2% of the GDP.
An increase in the share of the GDP allotted to public expenditure will also require that the average tax rate be raised (see details below).
[bookmark: OLE_LINK66][bookmark: OLE_LINK67]The tax system has two significant defects. The first is that the government has granted numerous tax exemptions that have no economic or social justification. These exemptions impede efficient allocation of resources and therefore affect the growth rate. Most exemptions are regressive and therefore intensify inequality.
The second flaw in the tax policy is that the share of indirect taxes (such as VAT) in the total taxes is much higher than the OECD average. It should be noted that indirect taxes are regressive and affect people with a low income to a greater extent. 
[bookmark: _Toc458949193]Main recommendations on the taxing policy
A rise in statutory taxes should be avoided as far as possible. However, if the cancelation of tax exemptions is not sufficient to finance the increase in government expenditure, then statutory taxes shall be adjusted.
[bookmark: OLE_LINK68][bookmark: OLE_LINK69]The focus should be on canceling tax exemptions that serve no economic or social purpose and benefit primarily those who already enjoy a high income. Notable examples in the business sector are the tax exemption for strategy and export companies. However, employees and households too have been given distorted exemptions, such as the exemption on deposits in study funds and the exemption from VAT of fruits and vegetables and of goods in Eilat.
Most exemptions pertain to income and therefore their cancellation will also rectify the ratio between income taxes and indirect taxes. For the desired order of canceling exemptions, see Chapter Two.
The whole set of changes in the tax system, outlined in Chapter Two, will increase the share of direct taxes in the total taxes, contribute to increased economic efficiency, improve the fairness of the tax system, and reduce inequality in income distribution.
For a detailed analysis of the budget, its financing and its implications, and for further details on the recommendations, see Chapter Two of the Economic and Social Strategy. 
b. 2. 	Reducing economic inequality
Inequality in economic income, determined in the market, is one of the main problems of the State of Israel. Inequality increased steadily from the early 70's until 2009, and has since then declined to some extent. The Israeli tax policy and the policy for the transfer of payments by the National Insurance moderated the economic inequality, but to a lesser degree than in most developed countries. The improvement in income distribution on the market since 2004 has not been translated into an improvement in the distribution of disposable income, because, at the same time, the government reduced the progressive nature of income tax. Moreover, Israel's position remains problematic even today. Regarding the poverty rate, Israel is ranked in second place among the OECD countries, and in the index of inequality, Israel is ranked fifth. 
Reduction in income inequality is an economic, social, and ethical value that needs to be nurtured, especially in light of its high level in Israel. Reducing inequality not only does not interfere with economic growth, but also enhances it. There are two reasons for this. First, the smaller the inequality, the greater is the political and social stability, and consequently the motivation of businesses to expand and invest in production assets increases. Second, a reduction in inequality means increasing the investment in the education of the general population. As noted, investment in physical capital and human capital are the two key variables in the process of growth of any economy. Despite this, the expenditure per pupil in Israel is greater the higher the socio-economic cluster of the community to which the pupil belongs. Reducing inequality in education is a key element in reducing salary gaps in future generations of workers.
[bookmark: _Toc458949194]Recommendations to reduce economic inequality:
Measures to increase participation in the labor force should be taken, such as the increase of grants to low-income workers, mandatory core studies in funded schools, the expanded building of day-care centers and nurseries, and the extension and matching of vocational training courses to the demands of the economy,
The number of foreign workers should be reduced, 
Labor laws should be enforced, 
Inequalities in education spending per student should be reduced, 
Tax exemptions that have no economic or social objective should be eliminated, 
Direct measures should be instituted to alleviate poverty among working families,
The old age pension should be increased and the child allowance should apply to the first three children only, 
Competition in monopolistic and oligopolistic industries should be increased and the cost of living lowered. 
It should be noted that within the framework of the Economic Plan for 2015-2016, the government decided to extend the grant given to a working parent in a single-parent family. The amendment is expected to provide an incentive thereafter for the parent in a single-parent family to increase the scope of work and thus increase the income of his/her household, both because of the increase in revenues and because of the increased grant. In addition, the government increased the child allowance for the second child up to fourth child in the family. The recommendation of the team dealing with welfare policy was that it would be better if the first to the third child were the target of the child allowance increase (see Chapter Three).
For a more detailed analysis and measures to reduce inequality, see Chapter Two and Three of the Social-Economic Strategy.
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[bookmark: _Toc458949195]Chapter 2:  
[bookmark: _Toc458949196]The Government's Socio-Economic Policy
Avi Ben-Bassat
1. [bookmark: _Toc458949197]Introduction 
The government's economic activity is focused on two levels. The first is the supply of services to the public. The second is the regulation of business activity and the creation of conditions that will contribute to its prosperity. The government's economic strategy to accelerate productivity and growth will be discussed in the next document of the Grand Strategy Forum, to be published soon. Another document, to be published in the coming days, will discuss in detail the characteristics of poverty in Israeli society and the desired welfare policy.
The current document discusses the government's fiscal policy and its impact on the overall economic objectives: economic growth, adequate public utilities, and a reduction in inequality. Also discussed are the tax policy and the efficiency of incentives, which the government uses to handle market failures.
There is no doubt that the government is committed to delivering public goods, such as security, which citizens consume as a group. However, from the beginning of the 20th century, governments took upon themselves to provide also products, the consumption of which is personal, where the benefit to individuals is also influenced by the consumption scope of these products by others, such as education. Social welfare will rise because of the economic contribution inherent in providing these services, and because it contributes to the realization of social and moral values. For example, the provision of education by the Government will allow a higher level of human capital than if education is acquired in the free market by each individual according to his/her ability, and thus, will contribute to the empowerment of growth and per capita GDP. However, public investment in education also contributes to the expansion of equal opportunities and the reduction in economic inequality. Moreover, as the public at large has a broader education, the culture, human relations, and social cohesion in the country will be more improved.
The production of goods and services by the government involves the danger of inefficiency. The extent and quality of the goods and services traded on a free and competitive market are of the quality and scope desired by the residents of the country. However, the services provided by the government have no objective criteria and therefore we must be cautious in determining both their extent and the way in which they are delivered. Efficiency is an important goal also when the government's indirect involvement is concerned. Incentives, taxes, and fines should focus on achieving goals, while minimizing the distortions in the allocation of production means to industries, companies, and individuals. Otherwise, social growth and welfare will suffer. For example, the preference given to industry in development zones, under the Encouragement of Capital Investment Law, causes a distortion of the composition of industry in these areas, and attracts in particular traditional industries, which are capital-intensive and provide few employment opportunities.
[bookmark: _Toc458949198]The Desired Scope of Government Spending
The scope of services provided by governments has greatly expanded during the 20th  century.[footnoteRef:8] However, despite the trend of expansion, there is a fairly large variance in the proportion of public spending in terms of the proportion of the GDP, resulting mainly from the different worldviews held by different countries, but also from the controversy about a government's efficiency in the production of products and the side effect of taxing on the growth rate. It is difficult to measure the efficiency of a government, for the products it manufactures are not traded in the market. However, even if we accept the argument that a government is less efficient, we must remember that it produces social goods, such as education and health, in order to overcome market failures in these areas. In other words, there is a concern that the consumption of education and health will be smaller than desired for the society as a whole. It is difficult to assess to what extent the neutralization of market failures offsets the lower efficiency of the public sector.[footnoteRef:9] [8:  For a summary of the development in the scope of government expenditure in developed countries, see J. Zeira et al., The desired size of the Government - between economics and politics. The Israeli Democracy Institute, Caesarea Conference, 2009.]  [9:  The public sector is not necessarily always less efficient, and there are well-known cases in which the privatization of public utilities affected their quality and effectiveness considerably. For example, the privatization of nursing services in schools. See State Comptroller's Report for 2009, p. 343. ] 

The second argument maintains that the higher the tax rate, the smaller the motivation for investing in fixed assets, and, together with this, the economy's growth rate decreases. Many studies have been conducted on the relationship between the proportion of the GDP allocated to government expenses (and the tax burden resulting from it) and the growth rate. The results of these studies are not conclusive concerning the significance of the relationship and its direction. Zeira and others (2009) reached the same conclusion and present, by way of illustration only, figures depicting the proportion of the GDP allocated to government expenditure, the average tax rate, and the growth rate of developed countries from 1970 to 2007. They note: "There is a large variance in public spending, ranging from 58% of GDP in Sweden to 32% of GDP in Japan. However, the variance in growth rates is not so great. The figure shows that the relationship between public spending and growth rate is not strong at all and it seems that there is no real correlation between the variables." The relationship between the average tax rate and the growth rate is similar. Strawczynski (2015) examined the effect of a range of statutory taxes on growth in Israel and found that only the Corporate Tax has a negative and significant relationship with GDP growth.
These findings indicate that the main differences between the countries regarding the scope of services provided by the government do not stem from the pros and cons of one approach as compared to another, but from the worldview about the government's role and responsibility.
Given the above, it is proposed to examine public expenditure in Israel according to two comparative criteria: international and historical. Until 1967, the proportion of the GDP expended by the government was relatively very low, amounting to 35%. The Six Day War, and to a greater extent, the Yom Kippur War, caused substantial expansion of government spending, which amounted to an average of 75% of the GDP between 1973 and 1985, a most exceptional rate in comparison to any OECD country. The expansion of public expenditure left hardly any resources for the business sector and slowed down its development. The Stabilization Plan of 1985 served as a turning point in the economy in many areas and especially the government's budget. The huge government deficit was eliminated immediately and a gradual process of reducing public expenditure in proportion to the GDP started, while the average tax rate was also reduced.
As long as the proportion of the GDP allocated to public expenditure was higher than the average in the OECD, there was a relatively broad agreement to continue reducing taxes. In 2003, the then Finance Minister Benjamin Netanyahu formed a plan for a gradual decrease in direct tax rates and public spending, both as an engine of growth for the business sector and because in his perception the public services were "too fat." Since then, Israel's rank on the scale of GDP per capita has moved from 23rd to 20th place, mainly because of the economic recession in the countries affected by the economic crisis that hit the world in 2007. However, the price of this policy in terms of the scope and quality of public services was high. The proportion of the GDP allocated to public expenditure reached 41.3% in 2013, while the average proportion in OECD countries is 45.2% of the GDP (Figure 1). That is, most of the developed countries allocate a larger portion of the national pie to public services.[footnoteRef:10] [10:  The data presented here are according to the OECD definitions. It should be noted that these definitions differ slightly from the accepted definitions in Israel and are preferable for the sake of comparison. ] 

Figure 1: Government expenditure, GDP percentages, OECD countries, 2013

Source: OECD
Note: For South Korea, Mexico, New Zealand and Iceland – last available datum. 
As part of the budgetary policy for the years 2015 to 2016, a restriction of the growth in the rate of government expenditure to 2.66% per annum was maintained. Although the expected rate of growth in these years was not faster, the economy's long-term growth rate was 3.5% on average. Therefore, in the coming years, too, the proportion of the GDP allocated to public expenditure is expected to continue to decline, if the restriction of the expenditure growth is not changed.



b. 1. 	Defense expenditure
The geopolitical location of the State of Israel has dictated very large spending on defense since its inception. The peace treaties with Egypt and Jordan and the Oslo Accords enabled a reduction in the weight of defense spending in terms of the GDP, but it is still considerably higher (6% of GDP) than the sources allocated on average by OECD states for their defense (1.5% of GDP). In fact, the defense expenditure is greater than that recorded in the budget book, because the defense establishment also benefits in kind from sources that are not budgeted, such as duty service and land. Zeira and Wolfson (2015) estimated the non-budgeted expenditure on security at 4.3% of the GDP.
After the Second Lebanon War, a public committee was established, headed by David Brodet, to review the defense budget. The committee recommended three principles: a multi-year outline for the security budget, a substantial enlargement of the resources allotted to security, and forcing the security system to contribute its share through a streamlining program. It is advisable to conduct a review of these principles for the following reasons.
First, all countries, including Israel, have adopted an annual budgeting system, because economic uncertainty is very great and therefore it is very difficult to estimate the tax revenues in the medium and long term. Canada tried to move to a multi-year budget, but withdrew from the program following its failure. Israel adopted a two-year budget in 2011-2012, but this attempt failed as well, and the last government returned to the annual budget system. Nevertheless, a multi-year budget for the security system remains. This pattern is even more problematic than a two-year period for the entire budget, because it places the burden of budget adjustment as a result of unexpected events on only the civilian budget.
The Defense Ministry claims that the system cannot operate without long-term planning. This is indeed a worthy argument, but one must distinguish between planning and budgeting. Effective planning must be long-term and involve all government offices, but budgeting must be annual because of the uncertainty in income and the events that have budgetary implications. Long-term planning should be the benchmark that budgeting strives to meet. However, because of uncertainty in income, sometimes it will be above the benchmark and sometimes below. Multi-year budgeting should be ensured only for infrastructure projects. Such projects are found in all ministries, and indeed the Ministry of Finance allows long-term commitment for those projects. Therefore, there is no real reason to prescribe a format for the defense budget that is different from that prescribed for the budgets of other offices.
Second, according to the Ministry of Finance report, the security system has not conducted the restructuring plan undertaken at the Brodet Committee.[footnoteRef:11] Moreover, although it had been promised a multi-year budget, the Defense Ministry deviated from it by approximately 2 billion shekels in each of the years 2011 and 2012 (Bank of Israel Report 2012, Table 3.F and Bank of Israel report 2011 Table 8.F). [11:  The Brodet Committee (2007) addressed the overall problems related to the efficiency of the security system. The Ben-Bassat Committee (2006), which examined duty service in the IDF, pointed to hidden unemployment in compulsory military service.] 

Third, another committee was recently established to examine the defense budget, headed by the PMO Harel Locker. Hopefully, this committee will consider the changes in the range of threats facing the State of Israel. While some threats have increased, on the other hand, most of the confrontation states (Iran, Egypt, Syria, and Lebanon) in recent years have been facing a severe economic crisis that does not allow them to realize their threats. Moreover, Israel's security expenditure from 1998 to 2014 was 78% larger than the total spending of the bordering countries. Adding to the budget of the bordering countries that of Iran, we find that during the said period the Israeli defense budget was only 7% smaller than that of the confrontation countries, including Iran (Figure 2). It should be noted that, according to foreign reports, Israel had developed nuclear weapons to protect herself long before the said period, and in addition made preparations to demolish the Iranian nuclear reactors in the last decade.[footnoteRef:12] Against the background of the economic situation in the confrontation states, there is a concern that an Israeli initiative to expand the defense budget would accelerate into a renewed arms race that would not change the balance of power, but would affect the economic welfare of all the countries in the region, including Israel. [12:  An examination of the military potential required of a state in our region requires attention to all the threats that each state faces. For example, Iran's potential enemies are many and larger than those of the State of Israel.] 

Notwithstanding the foregoing, in early 2016 an agreement was reached between the Ministry of Defense and the Ministry of Finance to extend the defense budget by 3 billion shekels per year and not change it for five years.



Figure 2: Defense expenditure, Israel and the confrontation states, billions of US dollar, 2010 prices, 1998-2014
[image: ]
Source: Sipri
Note: Syria's security expenditure after 2010 is based only on estimates.
b. 2. 	Civil expenditure
The total public expenditure in Israel is smaller than the median of the OECD countries, while the security expenditure is the highest among these countries. The combined effect of these two parameters is a very low level of expenditure for civilian purposes. In fact, only South Korea allocates fewer resources to civil services than Israel (Figure 3). The gap between Israel and the OECD median is huge - 11% of the GDP. The price of this policy severely affects each of the public services, and especially education, health, and welfare.





Figure 3: Government expenditure excluding defense and interest, GDP percentages, OECD, 2013
[image: ]
Source: OECD
Note: Last available data for Denmark, Iceland, Finland, France, Germany, Greece, Ireland, Japan, South Korea, Norway, Poland, Slovakia, Slovenia, Spain, Switzerland, Canada, and New Zealand.
b. 3. 	Expenditure on education
Israel spends on education a larger part of the GDP than most developed countries. Nevertheless, the expenditure per student is relatively low, because the percentage of children in the Israeli population is larger (Dahan and Hazan, 2012). Since the beginning of the millennium, there have been fluctuations in expenditure per pupil in primary education (dollars in PPP prices), until 2009 when it fell and then rose again, but its rank among the 33 OECD countries in 2012 was improved by one rank only, from 25th  to 24th (Figure 4a). When calculating the expenditure per student as a percentage of GDP per capita, Israel's ranking was improved to a greater extent - from the 25th to the 17th place (Figure 4b). This improvement in ranking also reflects the sharp slowdown in the growth rate of GDP per capita in most developed countries as compared to Israel, and is the result of the global economic crisis. In recent years, the slowdown in growth arrived in Israel, so that the improvement originating from relative changes in the growth rate is at least partially temporary.

Figure 4a: Annual expenditure per student by educational institutions for all services, Primary education, in equivalent USD converted using PPPs, 2012

[bookmark: OLE_LINK70][bookmark: OLE_LINK71]Source: OECD, Education at a Glance, 2012
Figure 4b: Annual expenditure per student in primary education as rate of the GDP per capita, 2012

Source: OECD, Education at a Glance, 2012

Figure 5: Average number of students in a classroom in primary education, OECD countries, 2012
[image: ]
Source: OECD

Figure 6: Achievements of Israel and the average of the OECD countries in the Pisa tests, 2012
 [image: ]
Source: The National Authority for Measurement and Evaluation in Education
One expression of the low level of expenditure per pupil in primary schools is the congestion of classrooms in Israel in comparison with other countries (Figure 5). However, more troubling are the achievements of Israeli students in comparative tests (PISA). The scores of Israeli students (haredi schools excluded) are lower than the OECD average in all subjects: reading comprehension, science, and mathematics and in the overall score (Figure 6).
To the low education budget one must add the poor efficiency of the system. This is due in particular to the struggles of the teachers' unions, which consider the best interests of the teachers much more than the benefit of their students. One of the characteristics of the low efficiency is the ratio of actual teaching hours and position hours (a phenomenon known as Air Hours), a mechanism designed to improve the remuneration of teachers through administrative tasks, some of which are unnecessary or overfunded. Even the reforms adopted in recent years – Ofek Hadash and Oz Letmura - are characterized by a low ratio of hours given to students (personal and collective) and the number of hours for which teachers receive financial recompense. In contrast, the Dovrat reform, which tried to address the evils of the education system, was shelved under pressure from the teachers' unions. 
The education system's budgeting also suffers from significant inequality between affluent local authorities and local authorities of low economic status. The main differences between the local authorities in expenditure per pupil result from the supplementary funding provided from the resources of the local authority, especially for high school students (see Ben-Bassat and Dahan, 2009). The investment in education from independent sources in the three lowest clusters, where most of the Arab local authorities are concentrated, is very small – between 150 and 760 shekels per student per year. From the fourth cluster, the local authorities' expenditure on education per student rises to a higher level of 1840 shekels and up to a peak of 4,180 in the eighth cluster. The gaps in education spending are even more pronounced because of the parents' participation in its financing. This participation is especially evident beginning with the fifth cluster and reaches its peak in the tenth cluster. Reinforcement of these findings is also shown in Justman et al. (2014): "Participation by the local authorities tips the scales in favor of the more established authorities, and creates significant gaps in favor of the strong populations in the total expenditure per pupil."
Finally, but not least, school administration also suffers from inefficiency, because the powers granted to school principals to recruit and motivate good teachers is very limited (see Dovrat Commission Report, 2005).
The problems of the education system affect the technological and cultural level of Israeli society as well as the skills of young recruits to the army. Enhancement of human capital is also the most important key to increasing economic growth and reducing inequality in the next generation of workers.
b. 4. 	Health expenditure
The health needs of a population depend on its composition according to the age of its members, since the need for health services is focused primarily on the elderly. The proportion of youngsters in Israel is high relative to the developed countries and therefore health needs are lower. Thus, a comparative analysis of actual spending on health is based on spending per standard capita, which is calculated on the basis of normative expenditure by age, determined by the Ministry of Health (capitation method). When calculating the expenditure per standard capita in the developed countries on the basis of Israel's capitation method, it seems that the health situation is somewhat better than that of education. However, also health services have deteriorated and in 2010 the expenditure per standard capita in Israel is ranked in the 19th place among the OECD countries, that is, below the median (Figure 7). 
Figure 7: Health expenditure per standard capita, the OECD states, GDP per capita percentage, 2010
[image: ]
Source: Adapted from the OECD data and the CBS
b. 5. 	Welfare policy[footnoteRef:13] [13:  Because of the severity of the problems in the welfare area, a special chapter was devoted to this issue in the strategic plan.] 

Welfare costs in Israel are much lower than the average in the OECD countries. Dahan and Hazan (2012) examined the extent of the generosity of the welfare system through the support indices of needy population groups. It was found that child allowances, the maximum number of days an unemployed individual is qualified for unemployment benefits, and income support allowances are located below those granted by the large majority of OECD member countries, while the old age pension is close to the median in these countries. 
The economic policy and the welfare system have an impact also on the inequality in income distribution. Inequality in economic income, which is determined in the market, steadily increased from the early seventies until 2009, and has since declined to a certain extent. The Israel tax policy and the policy of transferring payments moderate the economic inequality, but less than in most developed countries. In disposable income, that is, economic income minus taxes and plus transferred payments, there has also been an upward trend since the early seventies, and in recent years it has been stabilized. This means that the improvement in the distribution of income generated in the market was offset by a policy that reduced the progressivity of income tax, and therefore, the inequality in disposable income has not improved, and since 2004 has stabilized with some fluctuations (Figure 8). Moreover, Israel's position remains problematic even today. A report published by the OECD organization in early 2016 found that the poverty rate in Israel is in first place among the OECD countries and on the index of economic inequality Israel is ranked third.





Figure 8: Gini index for income inequality, 1975-2013
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Figure 9: Inequality index (right axis) and poverty rate (left axis) for disposable income following taxes and transfers for OECD Countries; most recent available data
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Table 1: Distribution of gross and net income by deciles, 2011
	Decile
	Gross income
	Net income

	
	Shekels
	[bookmark: OLE_LINK17]Proportion of Total Revenues
	Shekels
	Proportion of Total Revenues

	1
	977
	1.0
	974
	1.3

	2
	1,964
	2.1
	1,901
	2.5

	3
	3,053
	3.2
	2,950
	3.9

	4
	4,167
	4.4
	4,021
	5.4

	5
	5,285
	5.6
	5,046
	6.7

	6
	6,593
	7.0
	6,095
	8.1

	7
	8,273
	8.7
	74,02
	9.9

	8
	10,813
	11.4
	91,44
	12.2

	9
	15,586
	16.5
	12,145
	16.2

	10
	37,961
	40.1
	25,475
	33.9

	Top percentile
	120,271
	12.7
	77,451
	10.3


Source: State Revenue Administration Report 2011-2012.
To illustrate the gap in income, let us look at the distribution of the total gross income less income tax (Table 1). The poorest 10% of the population receive 1% of the gross income, while the top decile gains 40% of the total revenues, and the top percentile (the richest 1% of the population) receives almost 13% of the national pie. That is, the income of an individual in the top percentile is 130 times more than that of an individual in the lowest decile. While the tax system is progressive and corrects some of the inequality, the gaps remain huge. The net income from the taxes of an individual in the top decile is 34 times larger than that from an individual in the lowest decile, and that of an individual in the top percentile is 103 times larger. 
Reducing economic inequality is an economic, social, and moral value that needs to be nurtured. Equality not only does not interfere with economic growth, but also enhances it, for two reasons. First, equality contributes to greater political and social stability, which in turn increases the motivation to invest in production assets. Second, equality means increasing the investment in the education of the general population (for further details see Ben Bassat and Dahan, 2004; Strawczynski, 2015) and thus accelerates the rate of economic growth.
[bookmark: _Toc458949199]The Tax System
Government expenditures are financed by taxes and income from property, such as land sales. Reducing the proportion of GDP allocated to government expenditure was accompanied by a reduction in the tax burden. In fact, the tax reduction policy formulated in 2003 led to a reduction in public spending. The trend of reduction in the two main parameters of fiscal policy - expenditure and taxation – came to a halt following the public outcry in 2011. The protest signaled to the leaders of our nation that enough is enough. Israel's tax burden rate (29.5%) is among the lowest in the OECD countries. In an overwhelming majority of the developed countries, the tax burden is much higher (Figure 10).
The main problems of the tax system are inherent in its composition. They are evident in two distinctive features, which affect the fairness of the tax system and its contribution to reducing income inequality. First, the share of indirect taxes is significantly higher than the norm for OECD countries. Second, the system is heavily loaded with tax exemptions that serve no socio-economic target.
c. 1. 	The weight of indirect taxes
Taxes are divided into two categories: indirect taxes, such as VAT and purchase tax, and direct taxes, such as income tax and corporate tax. Indirect taxes are collected as a percentage of the value of purchased products, and therefore are regressive in relation to the individual's income. The smaller the individual's income, the greater the proportion of it spent on consumption, and therefore the greater the proportion of indirect taxes vis à vis his/her income. Income tax, on the other hand, is progressive, meaning the higher the individual's income, the higher is the tax rate. Since 2003, income tax rates and corporate tax have been reduced, while the rate of indirect taxes has risen. As a result, the weight of indirect taxes in Israel reached 50%, while the average weight in the OECD countries is only 39% (Figure 11). Thus, the policy adopted by Israel minimizes the progressivity of the tax system. Strawczynski (2015) showed that the overall progressivity of the tax system has decreased from 2001 to 2012. 


Figure 10: Tax burden, OECD countries, GDP percent, 2013
[image: ]
Source: OECD
Figure 11: Proportion of indirect taxes of total taxes, OECD, 2013
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Source: OECD data processing
c. 2. 	Tax exemptions[footnoteRef:14] [14:  For further details see Ben-Bassat et al., 2000.] 

Tax relief exists in the tax laws of many countries, because of the need to adapt the tax system to the natural differences between taxpayers. Tax relief helps to increase the degree of fairness of the tax system by increasing horizontal justice. For example, a disabled person receives tax relief relative to a healthy person who earns equal pay, because the level of welfare of the disabled person (for a given income level) is lower, and because it is likely that the expenses involved in his/her mobility, including to the workplace, are larger. Tax relief is partly a policy means to achieve national objectives, such as tax breaks for investments in development areas. These are designed to encourage enterprises that otherwise would not establish themselves in these areas to invest and to create jobs for the local residents. However, setting the limits and criteria for granting tax breaks is quite difficult, and all the more so is setting the desired size of the benefit.
The use of tax exemption as an incentive to achieve national and social goals has its drawbacks. First, it is difficult to estimate the cost of the tax benefit. Interested parties may present an underestimation of the cost of tax relief, as part of their campaign to obtain those concessions. In addition, the provision of public funding to achieve national goals passes through a finer sieve than that for giving tax breaks. The cost of the tax relief also does not require the approval of the Knesset, as does the state budget, and therefore the decision makers may be tempted to approve a tax exemption more easily than direct budgetary expenditure.
The main problem stems from pressure groups that work to achieve tax benefits also for activities that have no national, social, or economic objectives. Typically, the results achieved by pressure groups do not reflect the balance of power in a democratic society. Moreover, the achievement of one pressure group creates an incentive for other pressure groups to obtain tax breaks as well. The multiplicity of such successes unravels the fabric of the tax system; it reduces the tax base and consequently requires higher tax rates. The beneficiaries of exemptions pay a lower effective tax, while others are forced to pay higher taxes. Moreover, usually individuals at high income levels enjoy more tax breaks, which thus intensifies the inequality in income distribution.
According to the data of the State Revenue Administration, the scope of the tax benefits in 2014 reached 47 billion shekels. Some were designed to achieve social or economic purposes, but some of them do not achieve these objectives and benefit strong pressure groups. Some of the exemptions are justified, but the extent of the benefit is of abnormal dimensions. Figure 12 presents the distribution of the tax exemptions in 2014. I will review briefly the exemptions, the cancellation of or a change in which should be considered. 
c. 2.1 Exemptions under the Law of Encouragement of Capital Investments
The Encouragement of Capital Investments Law has a number of goals: the promotion of settlement and employment in the development areas, the encouragement of exports, and since 2006 also the support of strategic companies. Strategic companies are defined as companies the scope of the income of which exceeds 13 billion shekels in Development Area A, or 20 billion shekels in the rest of the country.[footnoteRef:15] The incentives to eligible firms include grants and reduced corporate tax. This section discusses only the tax benefits for two goals - export and strategic companies. The tax benefits totaled 7.2 billion shekel in 2014. [15:  The criterion of a strategic company was replaced in 2011 by the criterion of "special preferred enterprise." To the new definition were added conditions that were not required previously. However, the principle of discrimination and the inherent distortions remained intact.] 

Figure 12: Ten tax benefits with the highest cost in billions of shekels, 2014
[image: ]
Source: State Revenue Administration Report 2011-2012 (forecast).

The export tax benefits were designed to improve the balance of payments in foreign currency of the State of Israel. However, the production of exported goods has no advantage over the production of import substitutes for the domestic market. Import substitutes improve the balance of foreign-currency just as do exports. Another argument of the proponents of favoring export focuses on the necessity of exports in order to compete in international markets, and therefore, its success serves also as a measure of innovation and efficiency. But, the manufacturer of the import replacement has to deal also with companies from all over the world that market their products in Israel.
The preference for strategic companies did not produce any results, although it cost the economy huge sums of money. Before the special benefits were granted, four companies met the size criterion (Teva, Check Point, Intel, and ICL) and since then not even one new company has been established that meets this criterion. In fact, the benefit serves as a pension given to the existing strategic companies, since they operated in Israel even without the above mentioned exemption.
Worst of all, however, is the discrimination against SMEs as compared to strategic companies, since the former companies have to pay a much higher corporate tax. Even companies that produce import substitutes are discriminated against as compared to exporting companies. As a result, the ability of the companies discriminated against to compete with companies that pay a reduced corporate tax is affected, in hiring, in obtaining credit, etc. In other words, the discrimination distorts the distribution of production means in the economy between different companies. It is possible that some of the discriminated companies are more efficient companies, but the discrimination impairs their ability to compete for production means and therefore affects their ability to grow, and also damages the economy's growth rate.
c. 2.2 	Exemption of study funds
Study funds were originally intended to encourage employees to invest in training and improvement of human capital. Until 1980, it was possible to withdraw the money accumulated in these funds for the purpose of continued education in the country and abroad after three years. From that year onward, however, the education funds became double-purpose funds. In addition to the original goal, it was decided that the employee is entitled to withdraw the fund after six years for any purpose. Thus, the relationship between the original aim of improving human capital and the actual use by the employees of the funds gradually disappeared. A tax exemption is granted on the employer's contributions at a level of 7.5% of the salary, limited to twice the average wage.
If the tax benefit had encompassed all the workers in the economy, then it would be considered an overall tax reduction. However, the education funds arrangement includes only 37% of employees (about 1.3 million workers). This means that the tax benefit is not uniform and characterizes mainly workplaces organized by the Histadrut. Moreover, according to estimates by the State Revenue Administration, the rate of benefits increases with the employee's income. If we consider that the benefit rate for each deposited shekel increases as well with income, then we find that most of the benefit reaches a very small group. The Public Commission for Tax Reform (Ben Bassat et al., 2000) found that 56% of the benefit reaches the top two deciles of those entitled. In 2014, the benefit amounted to 4.4 billion shekels. According to the current table of those entitled to the benefit, more than a half of the benefit reaches half a million workers who are in the top two deciles, while 2.2 million workers are ineligible for the benefit. Such a serious discrimination in the labor market is unfair and counterproductive to the allocation of employees between different companies. 
c. 2.3 	Pension exemptions 
The Israeli government, like many governments around the world, encourages pension savings, based on the fear that, because of the workers’ lack of long term planning, they will not save a sufficient amount for old age and may fall on the back of the public. Savings for pensions are subsidized through two tools. First, the issue of bonds designated for pension funds, bearing preferred interest. The Ministry of Finance estimated that this benefit amounted to 3 billion shekels in 2015. Second, tax exemptions on employee and employer contributions that are ceiling blocked (for details, see Abramson and Israel, 2015, Table 1). The Ministry of Finance estimated that the tax benefit in 2015 amounted to 13.9 billion shekels. Government intervention in pension savings raises many problems. (A) Since 2007 pension savings have been compulsory. Thus, the question arises whether the government should continue to encourage the savers do their duty, and if so, is the incentive rate appropriate? (B) Savings through subsidies of earmarked bonds for pension funds is relative to the value of the saver's deposits. However, the tax benefit is regressive: the higher the member's income in the fund, the greater the rate of the tax benefit. Abramson and Israel (2015) showed that the total benefits to the saver over the course of his/her life, assuming 35 years of work, amounts in the top decile to 1.5 million shekels, as compared with 90,000 shekels only for savers in the bottom decile. (C) The tax benefits are granted up to a maximum of four times the average salary in the economy. Why should the government subsidize such a high standard of living in retirement? (D) Subsidies through dedicated bonds reduces the volume of the tradable market for the bonds and is counterproductive. (E) The pension support system is very cumbersome and difficult to understand. For all these reasons, a reform of the system of incentives for pension savings is warranted.


[bookmark: OLE_LINK20][bookmark: OLE_LINK21]c.2.4 	VAT Exemptions
There are two exemptions from value added tax (VAT): fruits and vegetables and goods purchased in Eilat. Both these exemptions have no economic or social justification. The fruits and vegetables exemption discriminates between products and therefore distorts the consumption basket of households and the composition of production in the economy. Its contribution to reducing inequality is negligible, since it is granted to all households without an income test. The VAT exemption in Eilat is designed to compensate the residents for their distance from the center of the country. The main beneficiaries of it are, however, domestic and foreign tourists. In this area, too, there is no justification for favoring Eilat, as compared to other tourism destinations in Israel.
c 3. 	The estate tax[footnoteRef:16] [16:  For further reading see Ben Bassat et al., 2000; Tal Wolfson, 2012. ] 

Inheritance tax or estate tax was already instituted in antiquity and is common today in most developed countries, although there are considerable differences in the tax rates prevailing in them (Table 2). Two main arguments are raised in favor of imposing estate (or inheritance) tax. First, the inheritance increases the income and economic wellbeing of the heir, and therefore, like any other income, has to be taxed. It should be noted that the heir is a separate taxpayer from the endower so there is no basis for the claim of double taxation. The second reason is the desire to reduce the transmission of inequality from generation to generation and thereby increase equal opportunities in society. The transfer of intergenerational wealth is one of the main mechanisms through which the transfer of inequality from generation to generation is increased. Studies have indicated that the share of capital accumulated by households that is accounted for by inheritance ranges from 40% (Davis and Schorrocks, 2000) to 63% (Scholz and Gale, 1994) and up to 80% (Summers and Kotlikoff, 1980).[footnoteRef:17] [17:  The gaps result from the different calculation methods ] 



Table 1: Rate of marginal estate tax, in percent, 2014
	State
	Marginal tax rate
	State
	Marginal tax rate

	Belgium *
	3-80
	Italy ***
	4-8

	Bulgaria *
	0.4-6.6
	Japan *
	10-55

	Denmark *
	0-51.7
	Luxemburg **
	0-48

	Finland **
	0-35
	The Netherlands*
	10-40

	France *
	5-45
	Poland****
	0-20

	Germany *
	7-50
	Portugal*****
	10-10.8

	Ireland *
	0-33
	South Africa *
	0-20

	South Korea*
	10-50
	Spain****
	7.6-81.6

	Turkey*
	1-10
	England
	40

	USA
	18-40
	Philippines* 
	0-20


Source: World Wide Estate and Inheritance Tax Guide, 2014, E&Y
* 	Depends on the scope of the inheritance and/or kinship
** 	Depends on the scope of inheritance and citizenship
*** 	Depends on kinship only
**** 	Progressive taxing – one of the considerations to determine the tax rate is the economic condition of the bequeathed. 
***** 	Depends on the type of asset, real estate (higher), and other assets
Israel imposed estate tax in 1949. The tax was imposed on all the deceased’s bequeathed assets, including assets that were transferred to another person without charge during the five years preceding his/her death. The deceased’s debts and expenses were deducted from the value of the assets. Most of the population in Israel was exempt from the estate tax because of the deductions permitted by the law, so that by 1979 about 85% of the bequests were exempt from tax. In this year, the amounts of deductions were increased considerably, and the share of exempted estates rose by 98%. The revenues from estate tax in the 70's were at a rate of approximately 0.4% of the GDP (in terms of 2014 – about 4 billion shekels per year). In 1981, the estate tax was abolished for several reasons, but first and foremost because of the acceleration of the annual inflation rate to 101%. The galloping inflation gnawed at the tax base and turned it into an arbitrary entity. The main reason for the cancellation of the estate tax in Israel is no longer valid, in light of the decline in inflation in recent years to less than 3% per year.
Other arguments raised to repeal the estate tax are not unique to Israel, and can be made in every developed country that imposes inheritance and estate taxes: high administrative costs and the need to avoid the liquidation or weakening of family-owned industrial enterprises when the head of the family dies. Another prevalent argument is that it is easy to avoid the estate tax and therefore its collection rates are low. Data of the Federal Tax Authority in the USA show that the scope of estate tax evasion is not extraordinary as compared to other taxes and is also considerably lower than the difference between the potential taxes expected from corporate tax and the actual collection of this tax (Slemrod, 2007). Also, the claim that an individual can avoid paying inheritance tax by inheriting during the endower's life was not substantiated (McGarry and Joulfaian, 2004). 
[bookmark: _Toc458949200]Demographic Implications on the State Budget in the Future[footnoteRef:18] [18:  For further reading on this subject see Asaf Geva, 2013. ] 

According to demographic projections of the Central Bureau of Statistics, a significant change in the population composition is expected. In 2009, the ultra-Orthodox population’s share in the population was 10% and that of the Arabs was 20%. The share of these two groups, and especially that of the ultra-Orthodox, should increase gradually. In 2059, the proportion of Haredim will reach 27% and that of Arabs 23% (Table 3). These two groups have different characteristics from the rest of the population, which have macroeconomic implications: (a) The rate of participation in the labor force of Ultra-Orthodox men and Arab women is significantly lower than that of the corresponding groups in the population. (B) The rate of education level and GDP per worker in these groups is lower than the average. (C) The birth rate in these two groups is higher than the average. (d) The poverty rate among these populations is higher than the average.
Another development that has macroeconomic consequences is the increased life expectancy. As a result, the dependency ratio in the economy will increase greatly. That is, the ratio of the number of residents who are retired (aged 65+) and the working-age population (ages 20-64) will increase from 18.2% in 2009 to 33.2% in 2049 (Figure 13). 
If the behavioral characteristics of the groups described above remain unchanged, then the following results are expected:
1. An increase in public spending on health, education, and welfare.
2. A decline in the employment rate of the population.
3. A decline in the percentage of those eligible for matriculation.
4. A decline in GDP per hour worked relative to that expected in the OECD. 
Table 3: Long term population forecast by sectors (percent)
	Year
	Jews and other non-Ultra-Orthodox
	Ultra-Orthodox
	Arabs

	2009
	70
	10
	20

	2019
	66
	12
	22

	2029
	62
	15
	23

	2039
	58
	19
	23

	2049
	54
	23
	23

	2059
	50
	27
	23


Source: CSB
Figure 13: Ratio between the retired population (65+) and the working age population (20-64)
[image: ]
Source: The committee examining the financial stability of National Insurance



[bookmark: _Toc458949201]Recommendations
e. 1. 	State budget expenditure
1. 	The fiscal rule for public expenditure has to be changed as follows. The rate of increase in public expenditure will increase at a fixed rate, similar to the long-term growth rate of GDP. This will halt the decrease in the share allocated to public expenditure and will provide certainty to the economy. In addition, the proposed rule will act as a stabilizer of the economic activity.
2. 	Since the share of the GDP allocated to public expenditure, and particularly civil expenditure, has reached a very low point, the share of public expenditure as a percentage of the GDP should be increased over the next two years by 1 percentage point. The results of the change then have to be examined, and, if no negative side effects have emerged, it should be raised in the following two years by another percentage point of the GDP. 
3. 	Growth rate should be given preference in civilian expenditure (education, health, infrastructure, and social welfare) over defense spending.
4. 	The inequality in education expenditure per student should be reduced while also taking into account the education expenses received from the local authorities.
5. 	A budget deficit not exceeding 3% of the GDP should be maintained.
6. 	Multi-year planning of the state budget at the cluster level is required, as a long-term guideline. However, the actual budget of all ministries must be determined on an annual basis, in order to meet the uncertainty in revenues.
7. 	The government must streamline the production of services and planning policies in all areas, in order to maximize every tax cent collected from the public.
e. 2. 	Tax system
GDP growth is expected to increase tax revenues by the same rate, so that expanding spending at the rate of GDP growth should not increase the deficit over time. However, the increase in the share of the GDP allocated to public expenditure requires an increase in the average tax rate. Therefore, it is proposed:
1. To avoid raising the statutory tax rates (both direct and indirect) as far as possible and to focus on aborting tax exemptions. However, if the desired level of public expenditure makes it necessary, an adjustment of the existing tax rates will be required.


2. 	Tax exemptions that have no economic or social objective should be cancelled. The desired order of cancellations is: Tax exemption for strategic companies, tax exemption for export companies, tax exemption for study funds, and exemptions from VAT.
3. 	The measures to encourage pension savings are regressive and very cumbersome; therefore, it is recommended that:
a. 	The tax exemption on deposits should be abolished and converted into a benefit at a fixed rate to a shekel deposited.
b. 	A stop should be put to issuing designated bonds for pension funds and the benefit inherent in them should be converted into a benefit at a fixed rate for a shekel deposit.
c. 	The benefits from retirement savings should be limited to twice the average wage.
4. 	Estate tax should be included in the tax system in the spirit of the proposal of the Commission for Tax Reform (Ben-Bassat committee, 2000), while the parameters should be adjusted according to the state of the economy today.
The total changes in the tax system will increase the share of direct taxes, contribute to economic efficiency, improve the fairness of the tax system, and reduce inequality in income distribution.
e. 3. 	Adjusting the economic policy to the demographic changes 
1. The retirement age should be linked to life expectancy in increments, every two or three years.
2. The investment in education should be increased, with an emphasis on technology education.
3. A core curriculum should be required in the ultra-Orthodox education system supported by the state.
4. Ultra-Orthodox men and Arab women should be encouraged to enter the  labor force.
It should be noted that the recommendations in Chapter Three of the socio-economic program that deals with inequality, such as increasing work grants, reduction of foreign workers, and the enforcement of labor laws, will contribute also to preparing the country for the expected changes in the population composition.
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1. [bookmark: _Toc458949204]Introduction
a. 1. 	The renewed expansion of inequality in developed countries and the motivation to narrow the gaps 
Inequality is one of the main symptoms that the modern state has been busy attempting to reduce for over a hundred years. In the second half of the 20th century, many countries managed to achieve significant accomplishments in reducing the scope of poverty and reducing inequality. However, in recent years there is a growing consensus among researchers and institutions that inequality is again one of the main risks to society in the developed countries.[footnoteRef:19] [19:  World Economic Forum: Global risks 2015, 2015; OECD, Divided We Stand. Why Inequality Keeps Rising, 2011] 

Income inequality is worsening even among the relatively egalitarian countries, and governments are required to invest considerable effort in planning welfare policies and in allocating resources in useful ways to repress it over time. Alongside local factors that affect the distribution of income in each country, there are several factors, global and structural, that are simultaneously influencing many of the developed countries. Among these, the following factors are worth mentioning: (a) the strengthening trend of "labor migration," which has increased the supply of non-skilled workers in developed markets, strengthened the competition among these workers, and led to a decline in their salaries; (B) the continued transition of manufacturing industries to East Asia and South America and the resulting weakening of the middle and low levels of workers in terms of technology in the industry; (C) a dramatic increase in the return on human capital in science and technology industries and vocations, a process which led to the upwards "run" of the income of individuals belonging to these industries and occupations; and (d) a significant increase in life expectancy, which amplifies the challenges faced by the pension system and the health and welfare systems.
As a mirror image of the negative consequences resulting from high levels of poverty and inequality, one can mention several types of motivation and justification behind designing policies to reduce poverty. Among these are the following types of motivation.
Moral motivation: The realization of a sense of responsibility and care for those who are in need or are faced with a low standard of living;
Social motivation: The desire to reduce and eliminate the negative phenomena that accompany poverty and inequality (e.g., inter-class alienation, violence, crime);
Economic motivation: A wider diffusion of income and assets may lead to an increase in the potential for growth (e.g., according to the logic of marginal propensity to consume that diminishes with the increase in income). In a number of recent research articles, it was even claimed that a higher level of equality corresponds to faster growth.[footnoteRef:20] In addition, diversification of assets among a greater number of civilians may increase, at least in some respects, the stability of the economy, because of the spreading of the risks inherent in it; [20:  Yosi Zeira, 2006. About the relation between inequality and economic growth. Economic Disputes Series. The Economy and Society Program at the Van Leer Institute. ] 

Insurance-existential motivation: Insurance and fortification of the citizen against economic scenarios that involve risk and unexpected life circumstances strengthen the confidence he or she feels in others and in society as a whole. It also reinforces the tendency of individuals to take risks, which has economic value, for example, to initiate the establishment of a business, move between jobs, and to devote time to academic and professional training to raise their earning potential;
Strategic Motivation: All the reasons mentioned above show that reducing inequality is a key for creating social cohesion and civil resilience.
Since these justifications and motivations are multiple and varied and belong to different fields, it seems that a number of policy instruments can be discussed, which serve the realization of several goals simultaneously, through wide agreement regarding their justification as helpful tools for a number of reasons.
a. 2. 	Poverty and inequality in Israel
Israel's poverty rate is still very high by international standards. Despite the positive change that has taken place in recent years in this context, Israel remains at the top among the developed countries in the indices of poverty and inequality (Figure 1)



Figure 1: Poverty Rate, OECD countries (% of poor individuals)
[image: ]
Source: OECD.Stat
Poverty cuts across many issues and is deeply related to many of the economic and social challenges that Israel faces in the second decade of the 21st century.
Given the many divisions that characterize the country, it can be said that Israeli society is especially sensitive to the effects of poverty and inequality, or at least is very vulnerable to the persistence and expansion of these phenomena. The social divisions intensify the long-term impact of economic inequality, but are also intensified and amplified by it. Among the other consequences which arise from this situation is the weakening of social cohesion, which in turn is required for the purpose of leading social changes (and vice versa) and for coping with crises having an external source and unexpected timing. 
The changes occurring in the rate of participation in the workforce and the unemployment rate in the past decade have indeed brought the increase in the poverty rate to a halt.[footnoteRef:21] The participation rate in Israel is similar to the OECD average and the level of unemployment is low and approaches the natural rate of unemployment. Despite these processes, the poverty rate in Israel is significantly higher relative to OECD countries. A further decline in poverty must therefore be the result of productivity improvements and the operation of the various policy instruments that will be reflected in the short and long term and will include "fishes" in addition to "fishing rods" - while preserving growth generating incentives in the long-term. These tools should be designed, considering among other things: (1) the decline in the progressivity that characterizes the tax burden in Israel;[footnoteRef:22] (2) the universal structural phenomena that characterize the economies of many developed countries; (3) and the variety of lessons and solutions proposed in the research, theoretical, and empirical literature.[footnoteRef:23] [21:  The positive change in the last year is questionable because of an unexplained gap between the manpower survey data and the Household Expenditure Survey. So far, the CBS was unable to explain the dramatic rise in wages and employment of the lowest deciles in the expenditure survey, which is not supported by the Labor Force Survey. The CBS has appointed an inquiry team on this matter. ]  [22:  Michel Strawczynski, Israel's taxation policy in the coming years in the mirror of growth and inequality, 2015 (Ahead).]  [23:  See, for example, Atkinson, Anthony B. Inequality - What Can Be Done? Cambridge: Harvard UP, 2015. Print] 

Many government programs implemented in recent years have been described as valuable in terms of increasing equal opportunities and reducing poverty (e.g., transport infrastructure development). However, a relatively small number of steps have been designed from the outset in order to provide a direct, thorough, and comprehensive solution to the problem of poverty. Considering the magnitude and the implications of the poverty reality in Israel, it seems that it is necessary to design a solution of this type.
The proposals below consider some of the measures that should be implemented in the coming budget in order to further decrease the poverty levels, and which will be taken into account in the design of the long-term social policy of Israel.
The team stresses the need for the Israeli government to set its own objectives for a continued and gradual reduction in poverty rates, in an effort to approach the OECD average; and this effort has to be reflected in the long-term and system-wide strategic planning of Israel.
a. 3. 	The scope of poverty
In recent years, there has been a decline in the poverty rate in Israel and simultaneously the Gini index for inequality has improved. Nevertheless, international comparisons indicate that Israel's situation, in both contexts, is still rather poor.
As of 2013, 18.6% of the families and over one fifth of the individuals in Israel are under the poverty line. In addition, about 23% of elderly people and 31% of children are poor (see Figure 2). 
Figure 2: Incidence of poverty among Individuals, families, children, and the elderly
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Source: National Insurance, Poverty and Social Gaps Report, 2013, Table 5
The Gini index of financial income inequality fell from 0.537 in 2001 (the peak year in the last 25 years) to 0.479 in 2013, and the Gini index of disposable income inequality fell from 0.392 in 2006 (the peak year) to 0.363 in 2013 (see Figure 3 below).[footnoteRef:24] According to the 2011 data (the most recent released by the OECD), Israel was ranked 29th out of the 34 OECD countries on the Gini index by disposable income and 17th by economic income.[footnoteRef:25]  [24:  Beginning in 2012, the sample on which the calculation of the incidence of poverty is based has been changed. Previously, it was based on a combined sample of the labor force survey and the Expenditure Survey, and from 2012 was based on the Expenditure Survey only. As a result, there have been discontinued changes in the rate of poverty of certain groups and in 2013 also in the total rate, as mentioned above.]  [25:  Refers to Israel's position according to its data in 2013, as compared to the data of the other countries in 2011, the most recent figures that exist regarding the OECD countries. ] 



Figure 3: Gini index of inequality, 2011: the magnitude of reduction in the transit from the Gini financial income to Gini disposable income
[image: ]
Source: OECD, for the Gini Index of Israel for 2013: National Insurance Institute
The improvement in the Gini index and the decline in poverty levels can be attributed largely to the changes in the labor market, led by the increase in the rate of participation in the workforce and the continuing decline in the unemployment rate (see Figure 5). 
In addition, in more general terms, one can mention Israel's economic recovery after the beginning of the decade (the second intifada and the global trade crisis) and fairly high level of growth, as compared to other developed countries, which have characterized Israel in recent years. During the decade from 2004 to 2013, the GDP per capita in Israel grew at an average annual rate of 2.4%, at a time when many developed countries were characterized by lower growth rates.



Figure 4: Gini indices of economic income and net income (annual figures and four-year means)
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Source: Adapted by the Kohelet Forum on Economics from data of the National Insurance Institute, 2015

Figure 5: Participation rate, ages 25-64 (%)
[image: ]
Source: OECD.stat


A. 4. 	The policy of reducing poverty in recent years
In recent years, two main committees operated in Israel that recommended policy measures directly relevant to the field of poverty, in addition to various research teams making specific recommendations in this area.[footnoteRef:26] [26:  See, e.g., Dahan et al., "Why are there more poor people in Israel?" Israel Democracy Institute, 2007. Similarly to the recommendation described below, this team has recommended raising child allowances for first three children.] 

In 2011, the commission for socio-economic change (the "Trachtenberg Committee") was operative. The Committee dealt with the situation of the "middle class"; however, some of its recommendations concerned, in theory or in fact, the state of the poor population as well.
During 2014, the commission to fight poverty (the "Alalouf Commission") was operative, directing its entire resources and recommendations to address the situation of people living in poverty.
Both the Trachtenberg Committee and the Alalouf Committee created a distinction between tools, adopting which would influence the immediate or near term, and the tools, the effects of which would be evident only in a few years, and even decades. To the first type of tool belong measures from the field of benefits transfers (immediate impact) and from the field of employment (short and medium term impact). To the second type belong first and foremost some measures in the field education (long term).
While some of the recommendations published by the Trachtenberg Committee were implemented and began to influence positively the standard of living of the population (for example, expanded finance of pre-primary education), other parts of the recommendations were not accepted or have not yet been implemented. On the other hand, the Alalouf Committee's main recommendations, which considered a wide range of issues remained – as of the writing of this document – on paper. It should be noted that there are several issues that resurfaced in the recommendations issued by both committees. The reason for this is that some of the recommendations of the Trachtenberg Committee were not implemented, in full or at all, up to the operation of the Alalouf Commission. Most of the recommendations listed below belong to this group of recommendations that were discussed in the two committees, as well as in other forums.

[bookmark: _Toc458949205]The Main Contexts of Poverty in Israel
b. 1. 	The effect of the number of providers and household size on the probability of being poor
There is an ideological and research debate concerning the characterization of the reasons and causes of the emergence of poverty (e.g., emphasizing the weight of government policy versus choices made by individuals). A no less profound controversy exists about the policy tools that should be adopted to reduce poverty. However, almost no one disputes that high levels of inequality and poverty are problematic and undesirable in many ways, and are usually accompanied by extremely negative repercussions in various areas of social life. Moreover, it seems that there is a consensus that poverty is more prevalent in some situations than in others, although the nature of these conditions varies from country to country and from one society to another and although the reason for the formation of these situations can be subject to dispute ("situations" means the totality of social, economic, cultural, and governmental circumstances, and so on).
The characterization of the causes contributing to the expansion of poverty in Israel - or at least of the factors that correlate with a high level of poverty - has been discussed in many contexts: by researchers in academia, research institutes, and policy teams, inside and outside the government. Nevertheless, it is worthwhile reiterating the main points and the findings in this context.
In general, we can say that the poverty rate has increased with the rise in the number of persons in the household, at least when the number of persons is higher than 5, or as the number of wage earners in the household is smaller (see below Figure 6 and Figure 7). In different compositions of the number of earners and the number of persons, the combined outcome of these characteristics can be identified.






Figure 6: Poverty rate by number of persons in the household and by nationality
[image: ]
Source: Adapted from the Family Expenses Survey, 2013
* For the distribution of households by size see Appendix

Figure 7: Poverty rate by the number of earners in the household and nationality*
[image: ]
[bookmark: OLE_LINK28]Source: Adapted from the Family Expenses Survey, 2013
* The National Insurance data relate to the poverty rate among households with two earners and more, and as such the figure presented by the Institution is between 3.5% and 6.8% (see Figure 11 below). 
In addition to the influence of the household size and number of wage earners on the probability of an individual being below the poverty line, in Israel the religious and national affiliation of the household strongly influences this probability. As shown in Figure 8, two earners heading a household reduce the likelihood of poverty significantly. A Jewish household headed by two providers is able to support three additional persons (i.e., three "dependents") and is characterized, on average, by a poverty rate of less than 10%, even without taking into account the fact that in some households belonging to this group one of the two breadwinners is employed only part-time. Even in the case of households with five dependents, i.e., a total of seven persons, the poverty rate is 16.3%, a figure lower than the poverty rate among the total households in Israel in which an average of 3.33 people (or 3.87 when omitting households with one person only) are living.[footnoteRef:27] This description holds for the Jewish population, but is very different from the corresponding description regarding the Arab population. [27:  CBS Statistic Yearbook 2014, Table 5.1.] 

Figure 8: Poverty rate by number of persons and the number of earners per household, Jews and others
[image: ]
Source: Adapted from the Family Expenses Survey, 2013

Indeed, in the Arab society, too, the number of wage earners has a positive effect on the likelihood of being an individual being poor, as in the trend prevailing in the Jewish society. However, among Arab households with two earners the poverty rate already crosses the 20% threshold at the level of two, or four persons in total. This can indicate that wage earners belonging to these households (i.e., a group of two breadwinners in the Arab sector) are employed in occupations or industries that pay less as compared to their counterparts in the Jewish sector.
Figure 9: Poverty rate according to the number of persons and the number of earners per household, Arabs
[image: ]
Source: Adapted from the Family Expenses Survey, 2013
For many families, a large number of children inevitably means that the family is below the poverty line. This is because in a significant portion of these families, even when there are two earners, the earners participate in the labor market in part-time jobs and in low-wage industries. Therefore, the ability of the government to lift these individuals from poverty through income grants is limited. Figure 10 shows that a family with five children where the wage earner is working for a minimum wage in one job (as is the case in most families) is more than 50% below the poverty line. This illustrates the difficulty of lifting a family from poverty by providing a grant to work. The situation is not significantly improved in a family with four children, which is located at a distance of 50% below the poverty line.


Figure 10: Distance* of total family income from work and universal pensions from the poverty line by income profile, 2013
[image: ]
Source: National Insurance, Poverty and Social Gaps Report 2013, Table 3
* "Distance" here means the gap, in percentage, in terms of the relevant poverty line for the household size. For example: the most extreme column on the right reflects an income higher by 39% than the relevant poverty line for an individual without children. 
b. 2. 	Poverty rate among households headed by two or more providers
Since the beginning of the last decade, the poverty rate has increased among families with two earners or more by 3.4 percentage points. Most of the increase took place between 2007 and 2013. In the past year, the poverty rate of families with two breadwinners continued to grow, albeit at a lower rate than in previous years (see Figure 11). Against the background of the absence of a database that tracks the income of those households over time, some have viewed this process as a clear indication of the deterioration in the economic situation of households located in the lower parts of the income scale. The reason for this lies in their opinion that, as compared to the past, the participation of two members of the household in the labor market is no longer a guarantee – or it is now a less strong guarantee – that the family will leave the cycle of poverty. In contrast, others stressed a counter interpretation according to which this process is actually an indication of positive change in the situation of the poor population. In their view, this process indicates that many households that were previously characterized by the participation of one breadwinner in the labor market have now added a second person to the cycle of employed people. Since these households are still characterized, at least at this stage, by relatively low wages - and often by a high number of dependents as compared to the average households (in two breadwinners group) with longer seniority in the job market - increasing their rate of participation resulted in a total rise in the poverty rate among this group (this kind of interpretation is found also in the most recent Poverty Report issued by the National Insurance Institute).
Whatever the focus may be, both directions reflect as one the fact that the income of many households in Israel is particularly low, so that even increasing the employment rate – among these households and in the overall economy – is not sufficient, although it brings a significant reduction in poverty levels. In addition, some measures are needed to increase the level of income in the short and long term, in the short term, by policy means that will be used to increase, in the case of households, the supply of working hours, and in the medium and long term, by increasing labor productivity. Something that has to be done both through changes in the characteristics of the workers themselves and through the structural characteristics of the economy.
Finally, it should be noted that despite the increase in the poverty rate among this group, as compared with families with a smaller number of earners, the poverty rate in this group is still very low. In this respect, it can be concluded that two working breadwinners is indeed a key to reducing markedly the probability of being under the poverty line, but this is not an absolute guarantee for exiting from poverty.







Figure 11: The incidence of poverty of families with two earners and more *
[image: ]
Source: National Insurance, Poverty Report, various years
* 	Until 2005, the figures are for "two earners" and from 2006 onwards for "two earners and more." Nevertheless, over the years the rate of families with three earners and more is quite low. 
** 	The years 2012-13 are part of a new series. 
[bookmark: _Toc458949206]Recommended measures
In light of the foregoing, the team found it appropriate to recommend the execution of the following steps. These measures are part of a wider range of policies, some of which were already discussed at the Alalouf Committee and the Committee for Economic and Social Change (see above), and some of which should be tested and presented to decision makers in the near future. In this respect, and because issues are discussed at length within the framework of the aforementioned committees, the recommendations offered below refer to those areas that the team deemed of special significance.
The choice of these five measures is based on one or several of the following characteristics: (A) there is a broad agreement among the team members (although not full) that the chance of success of the policy step is good and its benefit-cost ratio is high; (B) the step can be implemented (or at least initiated) within a short time; (C) the impact of implementing the move on poverty reduction is imminent or may be felt within the time framework of one budget year or slightly more; (D) the step has been tested in the recent past or was even marked as a policy objective in various forums, or it is in the initial or partial stages of application, and thus, its accelerated implementation and bringing it to fruition are justified.
The following is a summary of the main measures, followed by a breakdown of the cost and the expected consequences of all measures.
*	*	*
At the same time as the final formulation of this paper was accomplished, the government decided to adopt some of the recommendations proposed by the staff. Hopefully the rest of the recommendations will be adopted during the next few years.
In the case of child allowances, the government decided to cancel the cut in child allowances made by the previous government, a step that is consistent with our recommendations. Nevertheless, the government decided to redirect some of the money to long-term savings for the children, which will be released only at the age of 18. Although this measure has a positive aspect, in terms of the desire to create savings for families with limited liquidity, something that is desirable in itself, two reservations are voiced, however, concerning this move: a. limited liquidity means that the families need resources today, and delaying the transfer of funds is not consistent with the original purpose of returning child allowances to needy families; B. if the goal of the step is to impart saving habits, this will not be achieved by a single step that is not accompanied by a comprehensive framework and more diversified policy measures. Such a plan should include, for example, the introduction of education on managing finances, and in our opinion there are no shortcuts to achieving this important goal.
Another decision made by the Government is to give a discount to public transport and water, without the introduction of new categories within the VAT framework. This way of providing a benefit is consistent with our recommendations to avoid creating new categories within the framework of VAT. However, in our opinion it would be desirable to channel the funds to a more significant enlargement of the working income grant, something that remains to be done in the years to come. We express our hope that this step will be applied, starting with the 2017 budget, in light of the need to reduce the poverty of working individuals, which, as shown above, has increased in recent years. Even the National Insurance Poverty Report 2014 that was published recently pointed to this issue.
c. 1. 	The main measures recommended
Many agree that the key to removing people from poverty and enabling social mobility over time lies in increasing the investment in education. The concrete recommendations in this area appear in the chapter on the budget. Therefore, this chapter will mention the recommendations that are designed to cope with poverty, beginning with the short range.

(a) Increasing the Work Grant Funds
The amount of the work grant will be raised and the structure of grant allocation will be changed - for different profiles of eligibility - in order to strengthen the incentives to enter the labor market and to increase the disposable income of low-wage earners. This will be done taking into account the changes in the minimum wage, which were already decided – so that the new minimum wage (4600 NIS) will return to its position in the center of the trapezoid defining the range of income qualifying the individual for a work grant.
The annual cost will range between 1 and 2 billion shekel, according to the take-up rate.
(b) Child Allowances
The child allowance for the first three children will be raised, uniformly, from 140 to 220 shekel. For more children, the fourth and above, the allowance will remain at the current height, 140 shekel. The change will take effect as part of the 2016 budget and will apply only to children born on January 1st 2016 onwards.
The annual cost for the purpose of this change in the first three years, 2016, 2017, and 2018, will be 273, 409, and 546 million shekels, respectively. 
(c) Core Studies
Expansion of the core curriculum for all schools in all the educational streams in Israel in the forthcoming school year. The promotion of this program was already started during the tenure of the outgoing government, but like other moves it has been frozen during the transition between governments.
(d) Day Care Centers, Nurseries, and After-School Activities
Acceleration of the construction of new buildings and formulation of complete regulations for the after-school centers to improve the education and the nurturing of the children, and to enable larger sections of the adult population to enter the labor market or increase their working hours.
(e) Professional Training Courses
Expansion and focus of the world of professional training in relevant areas of domestic demand. Vocational training is relevant for the purpose of integrating non-skilled workers seeking to enter the labor market relatively late (e.g., ultra-Orthodox men), but equally for the purpose of addressing the needs of skilled workers who lost their jobs in industries that are in retreat.
(f) Reducing the Number of Foreign Workers[footnoteRef:28] [28:  In Tali Regev's opinion, a reduction in the amount of foreign workers is not relevant to the problem of poverty, therefore this recommendation should not be part of the recommendations regarding welfare.] 

A reduction in the number of foreign workers, or at least preventing an increase in their number, will have a positive impact on employment rates and wage levels among the disadvantaged, low-education groups of workers. In addition, for some sectors, reliance on manpower at exceptionally low labor costs weakens the incentive to improve efficiency, make technological progress, and therefore to increase the productivity and the earning potential of workers in the industry.
(g) Streamlining and Strengthening the Enforcement of Labor Laws
Stringent and comprehensive enforcement of labor laws serves several purposes: control of the number of foreign workers and curbing the expansion of their employment unnecessarily and against government policy; preventing abuse and erosion of working conditions; and ensuring that minimum wages will be paid according to the law. This goal is particularly important in view of the existence of an excess supply of workers with little education, which increases the temptation to breach the laws, especially by paying workers less than the minimum wage required by the law.
(h) Avoiding the Reduction in VAT on Basic Commodities
The team recommends refraining from any form of applying differential VAT, and in particular recommends avoiding a reduction in VAT on "basic goods." Because of budget constraints in the coming years, dictated by the need to meet reasonable deficit objectives, the resources required to operate this step would come at the expense of other measures, which in the team's view are more effective in dealing with poverty.
The funding of some of the items (such as day-care centers and vocational training courses) is divided between several action plans and budget items, the implementation of some of which, as stated, has already begun. For this reason, it is difficult to assess the exact total cost of taking these steps and the cost required for the purpose of their completion.[footnoteRef:29] [29:  Nevertheless, see Eran Yashiv and Nitsa Kassir, The labor market of Israeli Arabs. Tel Aviv University, 2013. Their work relates only to the Arab sector; however, based on the data presented in their work, it can be assessed that the costs of the supplementary measures may reach one billion shekels more.] 

The team would like to emphasize that the acceleration and completion of these steps is essential and that some of the results of their application, at least with regard to sections D to E, are expected to be seen already in the short term.
We recommend the establishment of an accompanying research team to examine the results of the changes – similar to the inter-ministerial team established to examine the effectiveness of the work grant programs.
Sections F-G include recommendations that resurfaced in recent years in a large number of publications and discussions. They should be integrated into the current budgeting and in more extensive change measures that the new government will bring to execution.
c. 2. 	Justification for the moves, the impact on poverty and the budgetary cost
(a) Work Grant
Since 2007, Israel has implemented a work grant program (initially "negative income tax"). The success of this policy has led to increased employment rates and an increase in the disposable income of households belonging to the lower income deciles. The success of the policy is also evident in the increase in the take-up rates of this grant under the program. In the more distant future (in a decade), it would be appropriate to re-consider the definition of the eligibility profiles for labor grants given the demographic trends that will have changed by that time.



Table 1: Structure of the work grants – data of the existing trapezoid and the suggested trapezoid

	
	Eligibility Status
	Jump to the Beginning of Climbing
	Increase Angle 
	Grant Vertices
	Decrease Angle
	Height at Decline Completion

	Existing Situation
	Age 55+ or 23+ with 1 or 2 children
Age 23+ with 3+ children
Single parent with 1 or 2 children
Single parent with 3+ children
	80
120
120
180
	16.10%
23.50%
24.15%
35.25%
	330
480
495
720
	23.00%
23.50%
34.50%
35.25%
	20
20
30
30

	Suggested Situation
	Age 55+ or 23+ with 1 or 2 children
Age 23+ with 3+ children
Single parent with 1 or 2 children
Single parent with 3+ children
	180
190
220
250
	27.25%
31.75%
37.00%
39.50%
	650
730
850
920
	30.00%
32.75%
37.25%
39.00%
	140
140
140
140



Figure 12: Structure of work grants – existing trapezoid
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Figure 13: Structure of work grants – suggested trapezoid
[image: ]
Increasing the grant trapezoid for each entitlement group may lead to the exit from poverty of an additional 7,500 households (as compared to the scenario of the existing grant data and assuming a gradual increase in utilization), and to the upward distancing of tens of thousands more households from the poverty line.
Figure 14: Net income substitution rate during the employment-unemployment transition, 2012 (disposable income in unemployment situation as a percentage of disposable income in a work situation)
[image: ]
Source: OECD, Going for growth, 2015
(b) Child allowances
It is proposed to raise the child allowances paid for the first three children (without changing the benefits for children born before May 2003). The cost of adding 80 shekel to the allowance for all the first three children, according to various calculations, is between 1.3 to 1.5 billion shekel, depending on the timing of the change and dates of birth to be included in the change.
The expected decline in poverty - given that all children in the 1st to 3rd position will receive the addition - is 1.4 percentage points. In terms of 2012, this represents a decline from 19.36% to 17.95% of households under the poverty line.
It should be noted that according to the estimate presented in the draft for state budget of this year, an expenditure of 5,276 million shekel for child allowances (for 2.74 million children) is expected in 2015. That is, an average effective monthly allowance of 160.5 shekel. Given this estimate, the proposed change in the data for 2014 (i.e., simulation of full maturation, so that all the children in places 1-3 receive the increased allowance and all the children in place 4 and above receive a benefit of 140 shekel), reflects the continued decline in the cost of the overall budget in comparison with previous years.
Figure 15: Child allowances: present format and proposed format
[image: ]
Source: National Insurance Institute Website; the team's proposal


The team's proposal is based on the economic principle of "economies of scale" inherent in raising children. Because the cost of raising children in the fourth and fifth position is lower than that of the first children, it is reasonable to suggest that the state will moderate its support respectively, depending on the child's family placement.
Figure 16: Expenditure on child allowances, and the number of children for which an allowance was received
[image: ]
Source: National Insurance, Quarterly Statistics 2014, IV, Tables 6.1, 6.3.1; Finance Ministry: Budget draft 2015; CBS: Israel's population forecast by the year 2034; estimate
* Calculation assumptions: For children born until 05/31/13, the amount of the allowance is according to the tables prevailing today. For those born after 1.6.13, the allowance has increased from 139 to 220, if they are in positions 1-3, and remained at NIS 139 for the fourth child onwards.






Figure 17: Mean "effective" allowance (total expenditure on child allowances divided by the number of children up to the age of 18) in 2013 prices*
[image: ]
Source: Social Security, Quarterly Statistics 2014, IV, Tables 6.1, 6.3.1; Finance Ministry: Budget draft 2015; CBS: Israel's population forecast by the year 2034; estimate
(c) Core studies 
The continued investment in the human capital of the entire population is a condition for maintaining and increasing the employment rates, the development of industries with added value, increased productivity, and increased disposable income of individuals and households. The importance of teaching core subjects to the populations that are not learning them today is huge, precisely because the share of these populations in the general population is increasing.
Therefore, it is imperative that the government to be established in the coming months, regardless of its composition and political identity, will take action to complete and strengthen the process of introducing the core curriculum into all schools and educational streams in Israel. 
The call to enforce the core curriculum in all the education streams rose again in different incarnations in recent years and in many discussion frameworks. A practical plan began to be promoted during the days of the outgoing government, but the transition period has placed a question mark over its completion.
Finally, it should be noted that out of all the measures mentioned above and below, this step is the one that will require the highest degree of consistency to generate a continuous and gradual change in the ultra-Orthodox community. However, its fruits are likely to be seen only in a few years. Because of this and because it is a complex change in political terms, it is necessary to mobilize all the parties concerned, especially the elected representatives and professional officials, in order to complete the move. It is important to persuade the ultra-Orthodox leadership, which is part of the new government now being established, that this step is of paramount interest for the population represented by them – and that it is necessary to act in concert in order to create the conditions for the integration of the Haredi public in the technology sectors that are leading the growth of the economy.
Figure 18: Rate of Ultra-Orthodox students in the education system (out of the total students, including those in the Arab education system)
[image: ]
Figure 19: Rate of Ultra-Orthodox students who are eligible for matriculation certificate (out of the total Ultra-Orthodox students)
[image: ]
Source: Taub Center, 2013
(d) Day care centers, nurseries, and after-school activities
The consolidation and expansion of the options available to households for early childhood education and extending the time pre-school and school children stay in educational settings in the afternoon is valuable for two main reasons. (1) It raises the quality of education and enrichment programs provided to children at an early age and (2) it frees the parents' to join the workforce or increase the hours of their jobs, thereby increasing their disposable income.
This reinforcement depends on a number of steps, some of which are already in various stages of implementation, since the Trachtenberg Committee's recommendations were accepted. However, the completion of the construction of the new infrastructure and a full regulation of this field, including supervision and training of staff in the different settings, is advancing at a slower pace than planned (see the proposed budget, 2015). It should be noted that the expected benefits to wage earners and potential wage earners from the full implementation of these measures will ensue very quickly - in terms of availability for work. For the children themselves, it is clear that reinforcing and nurturing this area of education has profound implications for the development of the next generation even if the fruits of these steps will be evident only in a few years.
Finally, it should be emphasized that the option to move forward and accelerate this area of education is important precisely because great design work has been done in this field. Thus, the main progress required is in the area of funding and implementation, in contrast to other policy areas, the "immature" ones, which require continued staff work.
(e) Professional training courses
In recent years, emphasis has been placed on incentives for the Ultra-Orthodox and Arab populations to enter the labor market. In addition, among other things, increasing productivity was discussed, especially by strengthening the human capital of these populations and of the older populations in the labor market.
However, it seems that sufficient attention was not given to the efforts required for the re-introduction of potential workers into the labor market, primarily workers who were made redundant in those economic branches that deteriorated in Israel in recent years. In past years, developed countries have increased the budgets devoted to the implementation of the policy of the Active Labor Market, aimed at increasing the flexibility and transition of workers between different branches during their career, and to strengthen the adaptability of the economy to the changes that occur in technology and in the patterns of global demand. These countries have dedicated funding for this purpose that amounts to 1%-1.5% of the GDP, a very high rate as compared with the accepted expenditure in Israel for this area (see Figure 20).
One of the key elements of this policy lies in the implementation of vocational training centers, allowing workers to move between different types of professional careers during their work life.
Figure 20: Expenditure on the Active Labor Market policy as a percentage of GDP, 2011
[image: ]
Source: OECD.stat
(f) Reducing the number of foreign workers
While until a few years ago this issue was discussed intensively,[footnoteRef:30] recently the debate on the rate of foreign workers in the Israeli economy has declined significantly. However, the rate is still very high, and in 2014 stood at 11.4% of the workforce in the business sector. Although in recent years there has been a slight decrease in the rate of foreign workers (and a significant decrease in their number as compared with the peak year, 1999), their absolute number has continued to grow: the decline in their rate, with a corresponding increase in their number was due to the increase in the participation of Israeli workers. In fact, the absolute number of foreign workers in Israel in the past two years replicates the peak level of the past three decades.[footnoteRef:31]  [30:  Eckstein et al., "Employing Foreign Workers," the Caesarea Forum of National Economic Policy Formulation, the Israel Democracy Institute, June 2010.]  [31:  Nevertheless, it should be noted that a significant portion of the foreign workers under review who arrived in Israel over the past three decades are employed in the nursing field and the pressure to import and employ them has increased in light of the aging of the Israeli population during the said period. ] 

The importance of the issue of foreign workers for the picture of poverty and inequality in Israel resurfaces because of the persistently high number of foreign workers as stated (around an average of approximately 275 thousand foreign employees during the past 15 years), and in light of recent developments that have occurred in labor migration to Israel, with the arrival of tens of thousands of migrant workers from Eritrea and Sudan, which – despite the policy measures taken during the past two years in response to this issue – have begun to find their place in various economic sectors, first and foremost in the basic services sector, such as food services and hotels.
The significance of a high proportion of foreign workers in Israel is dramatic. Beyond intense political disagreements concerning questions of shaping Israel's immigration policy and its implementation and the skirmishes between foreign workers (or "migrant workers") and residents of cities and neighborhoods where they are living in very high numbers, the implication of their existence – with or without permission – on the employment situation and the level of wages of many Israelis is direct and significant. Foreign workers enter sectors characterized by low-education workers, thus pushing downward the average wage in these sectors and then completely squeeze out the Israeli workers from these industries, thereby reducing their chances of being employed.
Figure 21: Number of foreign and Palestinian workers (in thousands) and their rate out of the total employees in the business sector
[image: ]
Source: Bank of Israel Report, 2014 Table 5-N-3
* Data are concatenated for all the years in which methodology changes occurred (1995, 2001, and 2009), excluding 2012. In this year many changes were made to the Labor Force Survey, presented as a break in the series in the transition from 2011 to 2012. Nonetheless, the changes were hardly relevant to foreign workers and this is why their number, unlike their percentage, is quite reliable in the transition between the years. 
Figure 22: Rate of foreign workers in the labor market, 2008 or a later available year
[image: ]
Source: OECD; for Israel – Bank of Israel 
* The figures for Britain, Switzerland, Norway, and Israel refer to the rate of foreign workers out of the total employees; on the other hand, for the rest of the countries, the rate is out of the total labor force. 
Against this background, it can be said that reducing the extent of poverty depends in part on limiting the number of foreign employees, controlling their approved employment in the sectors for which they were assigned, and ensuring their return to their home countries in the case of non-renewal of permits. Thus, the employment and support policy of economic sectors should therefore set as its central objective the reduction of foreign workers' aid to the bare minimum.
(g) Streamlining and expanding the enforcement of labor laws and investment in a pro-active employment policy 
Thorough enforcement of labor laws is valuable in many contexts. First, it is valuable for the purpose of limiting the volume of foreign workers and controlling their real numbers, in other words, in terms of both preventing abuse and making employers see the 'real cost' (legal) of employing these workers (which may in some cases reduce the incentive for employing them); and by ensuring employees' stay only for the time allowed and preventing leakage between sectors.
Secondly, it is valuable for maintaining the prevention of exploitation (including withholding wages and deprivation of rights), and for giving the remuneration required by law, according to the intention of the legislature (minimum wage) and in accordance with the agreements reached between the representative organizations. Another advantage is that the players will see the "real price" of the means of production, and its value in term of the economy and long-term planning.
In the current state of affairs, Israel is lacking in this respect in several ways. The number of inspectors responsible for the implementation and enforcement of labor laws is quite small by international standards (see Figure 23). In addition, the scope of expenditure on improving the labor market (at least from the standpoint of strengthening of its training, etc.) is quite low as compared to the average of developed countries (see Figure 20). 
Figure 23: Number of employees per inspector
[image: ]
Source: OECD: Israel: A divided society Results of a review of labor-market and social policy
* Benchmark level for these groups according to the ILO 
(h) Avoiding a reduction in VAT on basic commodities
The team calls to refrain from any form of applying differential VAT, and in particular to avoid a reduction in VAT on "basic goods." The use of this tool is not expected to have a significant impact, if any, and in particular it can be assumed that much of the benefit would reach the deciles for which it was not originally designed. In addition, this step is expected to involve a marked decline in tax revenues and the additional cost of the operation of the supervisory and enforcement mechanism.
However, if the government decides to reduce, or eliminate, the VAT on some products, then, as a necessary evil, the staff recommends that this reduction will apply to supervised products and not necessarily to other products. This is because among these products the government will be better able to ensure that the discounts will reach the price of products, and will not be used as an allowance for firms owners (especially within the framework of monopolistic branches).
[bookmark: _Toc458949207]Budgetary resources
The basic assumption of the team is that the implementation of the mentioned measures should not involve the expansion of the deficit in the medium term. Therefore, the main funding source should be a lateral reduction in tax exemptions, first and foremost in benefits on pension savings and training funds, and the abolition of VAT exemption in Eilat, and the imposition of estate tax according to a format similar to that proposed by the Ben Bassat Committee - while updating the relevant parameters (transfer threshold regarding tax application, its rate and the like).
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1. The process of determining socio-economic policy
To plan and implement the policies needed to accelerate growth, reduce inequality, increase competition, reduce the cost of living, and maintain stability, requires a government that can function effectively. The government in Israel delays making critical decisions, for various reasons, but also, even when decisions have been reached, the government system makes it difficult to translate them into action. The low level of governability of the government in Israel has many roots, such as the antiquated structure of government departments, lack of research departments in the scope accepted in the present era, and the pronounced centrality of the Ministry of Finance in the decision-making process. An improvement in governance requires a series of reforms in many aspects of the executive branch.
a. 1. Centralization of the socio-economic policy process and its budgeting: main findings[footnoteRef:32] [32:  This chapter is largely based on Avi Ben-Bassat and Momi Dahan (2006), The Balance of Power in the Budgetary Process, Chapter I and Chapter IX.] 

The state budget is the main expression of government policies in all areas of life: security, economy, and social services. The planning of policies, their translation into a budget, and their implementation should reflect the public's demand in every field, the resources available to the policy-makers, and national priorities. At the same time, one should consider the implications of public expenditure and its financing on the activities of all economic units: businesses, non-profit institutions, and households.
The attitude of each government minister toward a policy and its budgetary cost is influenced by his or her worldview, but also by his or her position in the government. Many researchers divide the ministers into two main groups. The first group consists of ministers who see mainly the general interest, such as the Prime Minister and the Minister of Finance, while the second group comprises ministers who, in addition to general interests, are also concerned with the narrow interest of a specific group. In the second group are usually ministers in charge of the offices that provide public services (ministers responsible for expenditure, "expenditure ministers"). These ministers may also consider the political capital they may reap from an increase in the expenses of the office that is under their responsibility. A bigger budget will allow them also to gain political capital by looking after specific constituency groups, which in future elections will reward them for their policies. Moreover, since they are not directly responsible for tax collection, they are lenient in assessing the damage inherent in them. These ministers tend to ignore the fact that some programs benefit only those who conceived them, while the funding of the program falls on the shoulders of all taxpayers. As a result, they tend to approve excessive expenses beyond those that are desirable from the perspective of the general population.
Globally, we can see an array of decision-making processes in various countries, beginning with those where the process is very centralized, that is, the main authority is in the hands of the Prime Minister and Minister of Finance, through those practicing the collaborative model, where the Prime Minister and Minister of Finance have excessive power regarding budget aggregates, that is, total expenditure, taxation, and deficit, but the designated ministers are full partners in the formulation of the composition of the budget, and ending with those characterized by a decentralized process, where all the government members are equal partners in formulating the budget as a whole. 
Theory and empirical findings clearly indicate that a centralized process increases the budget discipline in all dimensions: a reduced public expenditure and a smaller deficit and government debt. However, the empirical studies do not answer the question as to the extent to which the centralized process affects the choice of priorities such that they correspond to the wishes of the public and benefit the production efficiency of the public services. The expenditure ministers specialize in specific areas, such as health, education, and welfare, and therefore they and their staff have rich and solid information on the issues that they supervise, as compared to the Ministry of Finance or the Prime Minister's Office. They know the public's demand for services better and are much more proficient in producing these products and services. Ignoring the information advantage of the expenditure office by limiting their weight in decision making may distort the allocation of resources for different uses. Moreover, the government's responsiveness to crises in the areas under the responsibility of the expenditure ministers will be slower.
The process of determining and budgeting the social and economic policy in Israel is highly centralized in all stages, as compared to the standards in the OECD countries (Figure 1). This is evident in the analysis of the decision-making process in Israel, especially in terms of the status of each institution in the budgetary process. Israel had chosen to grant the Minister of Finance and the Prime Minister strategic power over the expenditure ministers at the stage of preparing the budget and summarizing the government's position. Even for determining the composition of the budget, seniority was granted to the Minister of Finance and the Prime Minister in the cooperation with the expenditure ministers (the collaborative model). Many of these decisions contribute greatly to maintaining budgetary discipline, but take their toll; the exclusion of the offices where knowledge and expertise in many areas are concentrated could be to the detriment of the desired priorities of the public and damage the production efficiency of the public services. The choice of a centralized process began after the stabilization program (1985), following the severe budget crisis during the “lost decade” (1974-1985). During this period, public spending reached 74% of the GDP, and the budget deficit amounted to 14% of the GDP. The consequences of this policy on the rate of inflation and growth were devastating. As a remedy for the diseases of the "lost decade," the government changed its economic worldview and fiscal policy radically. The share of the GDP expended by the government fell gradually and currently amounts to only 39%, one of the lowest among the OECD members. The deficit in the public sector budget as a whole fell sharply to an average of about 4% of the GDP. These impressive results would not have been achieved if the two main parties had not internalized the necessity to manage the budget responsibly. The positive developments in fiscal discipline and their stability over time allow one to reconsider whether such a high level of concentration is still required in planning and implementing the state budget.
Figure 1: Centrality index in the budgetary process in Israel and in the OECD countries
[image: ]Index

The social and economic policies and the accompanying budget proposal are formulated in Israel by the Ministry of Finance. Once the hearings in the Ministry of Finance are completed, it is customary to present the proposal to the Prime Minister and obtain his approval and support. The proposal, agreed by the Prime Minister and the Finance Minister, is presented for the government's decision according to law. This gives the Prime Minister and Minister of Finance the strategic power to determine the budget agenda. This process suffers from many failures, including the following key points:
In practice, the expenditure ministries are not involved in planning the policy and the budget, not even the budget of their office. In theory, they should submit their proposals to the Ministry of Finance, but because of the poor effectiveness of their participation, their responsiveness is low. Their exclusion is expressed both in the evaluation of the relevant starting point for the new budget (the autopilot) and in determining the required changes in order of preference and reforms.
Although the Budget Department at the Finance Ministry plays a central role in preparing the budget proposal and in implementing the Budget Law, the department employs only about 50 professionals; the budget departments in other countries have a larger number of employees. Even in relatively small countries, such as the Netherlands and Belgium, the number of employees exceeds 100. Against this background, the exclusion of the professional staff of the offices responsible for expenditure, which are far larger and more specialized, affects the quality of planning.
The designated offices receive the budget proposal in their office for reading three to two weeks before the discussion in the government. They receive the overall budget proposal and the planned reforms one week before the deliberations begin, so that their ability to examine the proposed budget for their office against the total budget and prepare for a discussion at an appropriate level is limited.
The proposed policy booklet and the budget proposal derived from it, which is presented to the government, is very meager in terms of quantitative data, both in comparison with the world and as compared with the budget book that is submitted to the Knesset (see the section on transparency below). Therefore, the ability of the government to discuss it in depth is virtually zero, despite the fact that setting a budgetary policy in a parliamentary regime is a key tool of the executive branch. In fact, the government decides on the approval of the budget with closed eyes.
The time devoted to discussion of the state budget in the government is extremely limited: one day to two days. In comparison, the Knesset has two months for discussion.
a. 2. Recommendations for a collaborative process of setting priorities and budget composition
The way to enjoy both fiscal discipline and efficient allocation of the budget is through dividing the decision-making process in the government into two phases. In the first phase, all the budget aggregates will be determined: spending, taxes, and the deficit. Since the fiscal discipline is derived from the aggregate budget, it is proposed at this stage that the Prime Minister and the Minister of Finance be granted a prioritized status in the decision-making process, according to the current format, i.e., continuation of the centralized procedure for the aggregated budget.
In the second stage, after the budgetary aggregates are determined, the composition of the budget will be decided in a collaborative process, which will enhance the involvement of the expenditure ministers in determining the total composition and also the budget composition of each office. Splitting the process into two phases, coinciding with a change in the balance of power between the various stages, will allow fiscal discipline to be achieved and priorities to be selected that will maximize social welfare and contribute to efficient production of public services. The discussion on the composition of the budget starts with a discussion of the objectives and the economic program for their realization.
The implementation of the last recommendation also requires organizational changes in government offices. Since the 1980s, as the position of the Ministry of Finance strengthened, the status of the expenditure offices has been waning. Consequently, their prestige deteriorated, affecting their ability to recruit first-rate human resources. Further, the decline in government stability in the last decade has reduced the attractiveness of these offices. To refine the process of budget allocation between offices and between different programs, the attractiveness of the designated offices must be increased. This process will take place gradually, in tandem with the expansion of their authority. This expansion must occur simultaneously with the imposition of the liability on the offices to supply the services under their responsibility within the budget approved by the government. 


a. 3. Recommendations on budget hearing schedule
A series of discussions should be held in the government on the budget, which will begin on April 1st and end on the eve of Rosh Hashana.
a. The material for each budget discussion will be given to the participants at least two weeks in advance.
b. Discussion No. 1 in the government: the Minister of Finance and Ministers of selected expenditure offices shall present to the government an input-output analysis of the past year in their offices.
c. Following this discussion, there will be a meeting of the Ministers' Committee on Economics, where the Finance Minister will present his proposal for priorities (at the level of clusters) for the coming year. The proposals will have limited fiscal targets.
d. Discussion No. 2 in the government: a vote on the draft of the Finance Minister concerning priorities at the level of cluster details (such as education, health, welfare, and security).
e. Discussion No. 3 in the government: the National Economic Council will present the government with a macro-economic assessment and growth forecast,
f. Discussion No. 4 in the government: the Minister of Finance will submit to the government a draft budget drawn up by government agencies. At the end of the hearing, the government will hold a vote on the proposal of the Minister of Finance.
g. The state budget will be submitted to the Knesset no later than the end of October.
h. Non-approval of the state budget by late December will lead to immediate dissolution of the Knesset and new elections. The grace period practiced today is only aggravating the instability.
a. 4. Recommendations for the construction of the state budget
a. It is proposed that in every office responsible for expenditure, a budget unit in charge of building the budget proposal will be established. The resources for this will come from the budget of the office in question.
b. The National Economic Council should acquire a statutory status. Its status, the tenure of the chairman, and its powers must be defined by law, in order to reinforce its independence and functioning.
c. The Ministry of Finance will collaborate with the offices in preparing the transition pages toward the next fiscal year. A summary of the transition pages of each budget item, that is, the changes in the various budget items dictated by natural growth, legislation, binding agreements, government decisions, and budget summaries, will be signed by the person in charge of the budget section in the relevant office and by the deputy Budget Director.
d. If the parties cannot agree on the summary of the transition pages, the dispute will be brought before the heads of the Budget Departments in the two offices, and, if they do not reach a decision, the dispute will be taken the CEOs of the two offices for a decision. In the absence of an agreement between them, the amount involved in the transition pages will be determined by the Minister of Finance, after consultation with the minister responsible for the budget line. For expenditure items, the implementation of which is under the responsibility of the Minister of Finance, and for income items, disputes will be decided between the Ministry of Finance CEO and the head of the National Economic Council.
e. The Ministry of Finance and the relevant ministry will submit proposals for changes (additions and reductions) in each of the offices responsible for expenditure, subject to the expenditure ceiling set. A mechanism for bilateral negotiating will be established between the expenditure office and the Ministry of Finance in all of the administration levels. Contentious issues unresolved between the CEOs or by the heads of the budget departments of the two ministries, will reach bilateral negotiations between the Minister of Finance and the expenditure minister.
* The recommendations above are based on Ben-Bassat and Dahan (2006). During the term of the Olmert government, a proposal was prepared by a team led by the Prime Minister's Office CEO, Raanan Dinur, for a collaborative budgeting process based on these recommendations, but it was not implemented. The last government set up the Governance Committee, headed by the PMO Harel Locker, which discussed, among other things, the budgeting process. The committee recommended a partially collaborative process and offered to start its experimental implementation in four offices responsible for expenditure. Only the Ministry of Agriculture agreed to participate in the experiment, probably because the proposal did not include sufficient collaboration.
[bookmark: _Toc458949211]The Arrangements Law[footnoteRef:33] [33:  Written based on Ben-Bassat, Dahan: The balance of power in the budgetary process, Chapter II, the Israel Democracy Institute, 2006] 

The Arrangements Law was first enacted in 1985 as part of the economic stabilization program. The economic stabilization program was intended to deal with one of the worst financial crises in Israeli history. Meeting this challenge necessitated exceptional economic measures in all areas of economic activity, such as deep cuts in the government budget, taxation, and a wage and price freeze. Therefore, there was no escape from tying the Budget Law and the economic measures that require legislative changes in one package. 
Although the state of emergency has since passed, the Arrangements Law has become customary in the Israeli budgeting process. Every year the government presents the Arrangements Law attached to the Budget Law, for the purpose of approving dozens of laws, sometimes even more than a hundred laws, and legislative amendments in various fields. 
It is important to note that the Knesset members must vote on the Arrangements Law and the budget as one unit. Since the non-approval of the budget would lead to the fall of the government, the Knesset members must support the entire package that is included in the Arrangements Law, even if some or most of the contents are not acceptable to them.
The goals of the Arrangements Law are to streamline the public sector, to implement structural reforms in the economy, and achieve the budget targets. In other words, the Arrangements Law includes two types of legislative changes: (a) Policy measures that have a direct impact on the budget; (B) policy measures that have a weak connection to the budget. These measures may have adverse effects on the budget, but achieving the budget targets is not the main objective in their execution.
b. 1. Benefits of the Arrangements Law
1. Weakening the opponents of reforms
The steps included in the Arrangements Law usually involve the loss of many assets held by a few in favor of increasing the welfare of the many, even if to a small degree. Naturally, the potential losers from the changes exert heavy pressure to preserve the situation or, at least, to obtain adequate compensation for their consent to a change. On the other hand, the minimum benefit that may be ensured for the many is not sufficient to create a counterweight to the pressures exerted on the government and the Knesset by the potential losers. 
2. Synchronization of the Budget Law with the economic plan
The Arrangements Act allows the government to run a consistent and coordinated fiscal policy. The limit on the legislation time helps the government determine the effective date of the rules’ commencement at the beginning of the budget year. However, the synchronization of the budget bill and the government's economic program plays a role in only some sections of the Arrangements Law.
3. Counterweight to political instability
The division of the political system into medium size and small parties undermines political stability, and the number of times the public is forced to participate in early elections has grown tremendously and is unusual in comparison with developed countries. The Arrangements Law constitutes an attempt to cover the damage caused by political instability in governance.
4. Counterweight against private bills
The method of direct elections in the political parties has pushed politicians to give signs to their constituents of their quality as parliamentarians in order to increase their chances of re-election. One expression of this has been a substantial increase in private bills submitted by MKs. The volume of private bills in Israel in the last fifteen years is many times greater than the norm in other countries. As a result, it damages the functioning of the Knesset on many levels (see Hazan and Friedberg, 2009, as well as Chapter … in the current document). Although only a tiny percentage of the thousands of bills submitted passes the hurdles, even these may interfere with the budget work. The chance of these bills being passed increases as the lack of political stability increases.
The government has used the Arrangements Law, inter alia, also to cancel or postpone the effective date of the private laws that passed.
b. 2. The Disadvantages of the Arrangements Law
1. 	Although the Arrangements Law has a number of advantages, it suffers from significant disadvantages. It harms the democratic process fundamentally, because it does not allow a separate vote on the budget and the Arrangements Law and the state budget. This deficiency is striking, given that many of the proposals included in the Arrangements Law have no budgetary implications whatsoever. Further, voting on the Arrangements Law only as a single package is not democratic because it prevents members of the Knesset from approving only the laws they support and forces them to support also laws that in their view are unworthy. The Supreme Court, too, on the issuer of the Arrangements Law (2004) has stressed the damage caused by the Arrangements Law to the democratic process, as part of a judgment on the appeals filed against the Arrangements Law.
2. 	The law is also counterproductive to legislation. The time allocated to discuss the state budget and the Arrangements Law in the government and the Knesset is two months. It is impossible to conduct a thorough discussion of the state budget and dozens of laws, some of which are highly complex, at the same time, during the period in question. Thus, this mechanism affects also efficiency, and may result in the approval of immature laws.
b. 3. Summary and Recommendations
Two ailments of the Israeli legislation are the tremendous volume of private bills on the one hand, and the excessive use of the Arrangements Law by the government, on the other. Both impede the functioning of the Knesset and the efficiency of the fiscal and structural policies of the State of Israel. A reduction in the scope of the two would contribute to greater efficiency of the economic and social policies and work of the Knesset.
In Chapter Five, we proposed limiting the scope of private bills. This restriction would also reduce the need for the Arrangements Law. Moreover, the Arrangements Law is important during an economic crisis, because then significant changes are required in the budget, some of which require legislative changes. Lack of time in the midst of a crisis leaves no choice but to tie the budget and the laws affecting its scope in a single package. However, no urgency is entailed in wrapping in the same package laws that have no budgetary implications. Moreover, limiting the Arrangements Law while restricting private legislation at the same time would maintain the balance of power between the Knesset and the government, while improving the effectiveness of the legislation. In view of the mutual criticism of the government regarding the exaggerated extent of private bills of MKs on the one hand and the criticism of Knesset members of the excessive scope of the Arrangements Law on the other, the chances to reduce the two phenomena by binding the two changes together seem good. Therefore, it is recommended that
a. The use of the Arrangements Law should be allowed only during an economic crisis. An economic crisis is defined as an expected withdrawal in GDP per capita in the upcoming budget.
b. In any case, even in times of crisis, the Arrangements Law should not include proposals that have no direct budgetary meaning.
c. To adopt the recommendations to limit private legislation listed in section g of this Chapter.
[bookmark: _Toc458949212]Analysis and decision-making process in the Ministry of Finance[footnoteRef:34] [34:  This section was written based on Momi Dahan, Policy Analysis at the Finance Ministry, in Ben Bassat and Dahan (2014), Reforms, Politics and Corruption, IDI.] 

There is no one method by which the Budget Department at the Finance Ministry conducts policy analysis. Some policy issues are analyzed mainly by the employees of the Budget Division in informal consultation with external factors. On other issues, the work is done jointly by the Budget Department and the relevant Government Offices informally, or in the form of an inter-ministerial committee.
In addition, the Ministry of Finance sometimes delegates the problem analysis and policy recommendations to a public committee, such as the Committee to examine the fiscal system regarding oil and gas resources in Israel (the 'Sheshinsky Committee') or the Committee for Social and Economic Change (the Trachtenberg Commission). These committees include senior representatives of the Budget Department. In some cases, the analysis is conducted by a private party (outsourcing), such as cost-benefit analyses of transport projects.
It seems that the Finance Ministry decides whether to conduct policy analysis internally or with an inter-ministerial or public committee or through outsourcing according to the maturity of policy issues and the level of political feasibility. Conversations with the Budget Division personnel seem to indicate that the use of a public committee is reserved especially for political issues that were not sufficiently analyzed or researched, or when their expected political feasibility is low. Sometimes, public committees are used to circumvent opposition from the relevant designated office or as a way to resolve professional disputes with a particular Ministry.
Dahan analyzed the quality of a policy by comparing the actual analysis with a policy analysis according to the bounded rationality model, which includes (A) articulating the undesired phenomena that are reflected in the gap between the real and the ideal, substantially affecting public welfare, or in unfulfilled opportunities to improve the welfare of the public or to promote important values; (B) a clear problem definition backed by the best information/research offered by the scientific, theoretical, and empirical shelf; (C) a close connection between the definition of the problem and the proposed alternatives, with theoretical or empirical support for the connection between the alternatives and problem alleviation; (D) an examination of a limited number of alternatives while analyzing the estimated impact of each alternative on key variables, such as major benefits (reducing unwanted effects), the budgetary cost, political feasibility, and more; (E) the decision rule according to which the recommendation for alternatives was accepted; and (F) an accompanying monitoring and evaluation program after the fact.
An examination of the three models of action practiced in Israel, as compared with decision making using the bounded rationality model, shows that the main weaknesses of the policy analysis are prominent more in the internal work of the Budget Department and to a lesser degree in the work of inter-ministerial committees. It is important to highlight the following problems:
Alternative solutions for a problem are not always presented. In some cases, the alternatives are presented to the Minister of Finance, but not to the entire government.
There is no tradition of evaluating the expected effects of policy measures on a range of benefits and costs (financial and other). Sometimes, only the direct impact on the problem at hand is presented, and not that on broader goals, such as growth, inequality, and stability. In fact, a professional infrastructure that controls the conventional techniques of estimated impact assessment was not developed.
There is no uniform methodology by which the Ministry of Finance and inter-ministerial committees analyze policy issues.
c. 1. Recommendations for analysis and economic policy planning in all offices
To develop a uniform methodology for analyzing economic issues. 
To present alternative solutions that represent the range of costs and benefits of any proposal both for solving the problem and for the more general objectives of the economic policy, such as growth, economic inequality, and stability.
[bookmark: _Toc458949213]Transparency of the budgeting process - main findings[footnoteRef:35] [35:  This section is based largely on Ben Bassat and Dahan (2006), Chapter IV and Chapter IX.] 

The budget proposal submitted to the government contains data that are insufficient for making decisions that are central to the national economy. The data placed on the Knesset table are far more detailed. The meager data submitted to the ministers on the composition of the budget and the short time allotted to them for forming their positions and discussing them undermine the effectiveness of budget allocation, because most of the knowledge and expertise are located in the offices providing the public services.
The Treasury estimates that its control of the information and its limited distribution improve its ability to maintain budgetary discipline. However, studies indicate that the lower the transparency, the greater the budget deficit and debt. Moreover, lack of transparency is a breeding ground for corruption. The lack of transparency in the proposed budget submitted to the government is characterized by the following.
The government does not receive a full review of taxes. 
A review of the implementation of the budget is not published before the discussion in the government on next budget. 
The budget book contains only four tables on the state budget, showing the budget approved in the previous year and the proposed budget for the coming year.
There is no information on the components of the autopilot (the impact of government decisions and legislation during the year, demographic changes, and budget summaries), which affects the relevant starting point for planning the offices' budgets for the next year.
A considerable part of the new programs involving budgetary cost is not accompanied by quantitative estimates of the cost of the program.
There are no tables in which the facts are concentrated, starting with the budget approved the previous year, detailing all the autopilot components and the proposals for reductions and additions, and ending with the proposed budget.
There is no breakdown of the budget by economic classification (salaries, purchases, etc.). 
There is also no full transparency within the Ministry of Finance, so that the knowledge and expertise of all the Ministry Departments and the interactions between the various topics, which are vital for constructing the budget, are not being exploited.
There is no information on the fiscal risks and their consequences in the event that they are realized.
There is no distinction between new budgetary programs and existing budgetary programs. 
The amount of the hidden reserves is very large (for details see Section 7). 
d. 1. Recommendations for improving transparency
a. It is proposed that the National Economic Council (in its new statutory status) will prepare the binding macroeconomic forecast for the budget planners. The Research Department of the Bank of Israel will fill this role until the Council is granted a statutory status.
b. The powers of the National Economic Council will include preparing the "national budget" book and submitting it to the government and the Knesset, setting (in advance) the economic registration rules of budgetary activities, and submitting a second opinion on the budget proposals made by the Ministry of Finance.
c. Any proposal initiated by the Ministry of Finance and submitted to the government must be accompanied by the presentation of the expected cost or budgetary savings.
d. It is proposed that when the budget documents are presented, existing plans and new programs be distinguished.
e. It is proposed that the Finance Ministry will submit to the Government before discussion no. 3 the file of tables, which is regularly provided in the budget principles book, in the same format and in the same level of detail as submitted to the Knesset. The following changes will be made to the tables. The columns in the budget proposal table will include the budget executed in the previous year, the original budget of the previous year, the changes to the budget for the previous year, estimates of the current year’s implementation, the changes included in the autopilot, and the proposed budget for the following year. For details of the required list of tables see Ben Bassat and Dahan (ibid, page 181).
f. The explanatory notes that accompany the tables in the blue booklets submitted to the Knesset will be presented in a uniform format by all the government ministries. The explanatory notes will include an analysis of the results achieved in the fields of activity of the relevant ministry, in comparison with the goals set in previous years. Further, ample space will be devoted to describing the goals of the new expenditures.
g. The Ministry of Finance will present to the government and the public on a quarterly basis all the summaries received during the current year between the Budget Department staff and the expenditure office regarding office expenses (known as "peremptory budget summaries").
h. The hidden reserves in the budget should be abolished.
Transparency is also the first step toward the public's inclusion in setting the priorities of the budget and monitoring its implementation. A first step in this direction was taken by Minister Michael Ethane in the previous term by providing access to the budget details on the government Website. This initiative has been extended in the last two years by MK Stav Shafir and a team of volunteers. These actions do not substitute for a direct initiative by the Ministry of Finance to provide accessibility to the budget data, its amendments, and implementation, by means that would allow individual analyses. In the following draft, we expand on the public involvement in the budgeting process and especially in controlling it.
[bookmark: _Toc458949214]The stage of budget implementation - main findings[footnoteRef:36] [36:  This section is based on Ben Bassat and Dahan (2006) Chapters I and IX.] 

Control over the execution of the Budget Law is of the highest importance in maintaining fiscal discipline. In this area, too, the Budget Division at the Finance Ministry was given considerable power that makes it easier to achieve the set target. Apparently, from the moment of the enactment of the Budget Law, the expenditure offices have to act on it. However, ministers may spend more in order to enhance their political status. Without rules to reduce the chances of excessive spending, there is a moral hazard that the ministers will exceed the budget. The main danger, which lies in absolute freedom in the implementation phase, is that the minister responsible will initially carry out unplanned initiatives, of relatively low viability. When it transpires that he is left with no budget before the end of the year, the government will not be able to avoid vital expenditure, such as the payment of wages to the office employees, payments to those entitled by law, and so on. Thus, the budget framework may be destroyed.
It is customary to achieve effective control over the execution of the budget by placing restrictions on its implementation, the removal of which would require the approval of the Budget Division. The main restrictions practiced at the stage of budget execution that the Budget Department has the authority to delay the transfer of appropriations to a budgeted entity or supported entity that does not comply with the provisions of the law, reducing the freedom to transfer appropriations from one line item to another and from one year to another and diminishing the ability to borrow and the scope of the reserve. However, these restrictions could impair the efficiency of resource allocation. The greater the number of restrictions, the lower the possibility of adapting the budget to changing conditions and of allocating resources effectively. The desired scope of restrictions must be derived from the two goals: budgetary discipline and efficient allocation.
Israel has breached two of the conditions listed above: the ability to transfer budgets from one regulation to another and the extent of the hidden reserves.
The state budget has four levels of detail. The highest level is a "section," which usually represents the overall budget of a government office. The Budget Summary booklet presents the national budget at the two-digit level. Beneath it is a level called the "action area." The budget in the action area is divided into programs and these are divided into regulations. For the Knesset's approval, the state budget is presented at the detail level of section, action area, and program.
Budget transfer in the first three levels (from section to section, between action areas, and between programs) requires the approval of the Knesset Finance Committee. By law, an appeal to the Finance Committee is made solely by the budget department of the Ministry of Finance. In other words, the consent of the Ministry of Finance is required for budget transfers on all three levels.
The lowest level of detail is called "regulations," which is controlled by the Ministry of Finance. Budget transfer between regulations requires the consent of the Ministry of Finance but does not require the approval of the Finance Committee. Typically, the Finance Committee does not even know about budgetary transfers at the level of regulations.
The effectiveness of limiting the transfer of funds between regulations increases with the increase in the number of regulations in the budget. The number of regulations in Israel is one of the largest in the Western world, more than 7000 excluding the Defense Ministry, as compared with several hundred in the developed countries. The interaction between the number of sections and the requirement to obtain the approval of the Treasury, whenever the transfer of funds between the two regulations is required, enhances the Budget Department's ability to control the execution of the budget and improves fiscal discipline. However, it greatly reduces the ministries ability to respond flexibly to changing conditions. For example, the budget of the Education Ministry has been split into 800 regulations approximately, and each transfer between regulations requires submission of a reasoned application and the approval of the Finance Ministry. It should be noted that all countries except two - Australia and Iceland - have restrictions on the ability to transfer funds between regulations. However, the number of regulations in every office is relatively small, so that offices in other countries enjoy a large enough latitude to transfer funds from one purpose to another when unexpected events occur.
The second exceptional feature in Israel is the scope of the budget reserve for unexpected events. Its formal rate of the budget is very low (1.6%), as in 80 percent of the countries. However, Israel also has a considerable covert reserve, since the state budget also includes reserves at the regulation level. However, the approved budget by the Knesset is detailed only to the program level, not to the regulation level. Hidden reserves intensify the power of the Minister of Finance, reduce the budget transparency, and may lead to preferences that are not in line with the national welfare.
In summary, even in the budget implementation phase, Israel operates under the centralized model.
e. 1. Recommendations for budget implementation
a. Budget transfers between sections, between areas of action and between programs will require the approval of the Ministry of Finance, as is done today, and in cases where the law stipulates it - the approval of the Knesset's Finance Committee. Budget transfer between regulations shall be made by the relevant Ministry, with reporting only to the ministry accountant. In exceptional cases, the Ministry accountant may stipulate the execution of the change by the approval of the Minister of Finance.
b. The budget, at the detail level of regulations, will be made available to the public on the Website of the dedicated Ministry. Budget execution in retrospect at the detail level of regulations will be made available to the public on the Website of the dedicated office. Its detail level will remain at the current level for the purposes of information and control.
c. The program level in the budget is the lowest level that requires the approval of the Ministry of Finance to transfer budget from one program to another. It is recommended to reduce the number of programs gradually over five years. The number of programs will not exceed 500 after five years of the reform operation. This will provide the dedicated office fairly large freedom of action to change the composition of its budget within the assigned budget framework. 
* The Governance Committee, chaired by Harel Locker, also recommended reducing the number of regulations. The process was supposed to start already in the budget of 2013- 2014, but it is unclear whether it started. The target for the year 2016 is 2500 regulations and the target for 2017 is 1500 Regulations.
[bookmark: _Toc458949215]Structure of the government and the ministries
Yarom Ariav, Eran Vigoda-Gadot and Ilan Cohen
f. 1. Introduction: Structure of the government in Israel and its problems
The structure of the government and offices leading the public policy is obsolete, frequently changing, and exposed to political pressures and, alternatively, to partisan pressures, particularly during coalition negotiations. Because of this, the State of Israel has operated, for many years, through a government structure that is largely a reflection of the relations within the changing coalition and of political ambitions and interests that have nothing whatsoever to do with national and professional needs. The structure of the governmental system is not based on rational and professional thinking that relies on updated public needs. The political arrangements, which often change after the elections, are those which determine the distribution of portfolios, the establishment of offices, and sometimes even their internal structure and their span of control.
NGOs have adopted and continue to adopt modern management structures that are adapted to advanced management methods. These methods include matrix management, management under constraints, and management by objectives, relying on extensive data bases/big data and more (Drucker, 2007).[footnoteRef:37] Despite the changes in recent decades that included strong influences of the New Public Management attitude on the Public Sector (Vigoda-Gadot, 2007; Vigoda-Gadot & Kisner, 2015), the issue of governmental structure has stayed almost out of the picture. Fresh managerial thinking has not permeated the scene of governmental structure and this is all the more felt given the complexity of the problems involved in providing advanced public services and the critical importance of stating an integrated government policy in a dynamic and rapidly changing society. The rise in the power of independent and semi-independent regulatory agencies in the arena of the public system increased this anomaly and stressed the urgent need for a significant change in the structure of the governmental system. This change must renew and improve the structure of the government so that it will be adjusted to the needs of the modern Israeli society and facilitate the attainment of national goals through any government that will operate in the future.  [37:  Management by Objectives:] 

This chapter discusses the principles for determining the desired structure of the governing systems in Israel. First, an attempt will be made to understand the foundations of the current structure of government and public administration in Israel. We will attempt also to take a comparative look at the situation around the world and understand the existing defects in the present structure of the government in Israel in light of those of other countries, assuming that this view can help overcome several problems arising from the current government’s structure. Our goal is to try to indicate the tools for reducing and simplifying the government structure to the minimum that is required to increase the utilization of national resources and improve the planning and policy implementation tools in various fields. We will also discuss encouraging and enhancing inter-ministerial and inter-unit cooperation and the formulation of tools for more coordinated work between the various offices and units to increase their influence on governability and on their capacity to execute government decisions.
The chapter also touches to some extent on the relationship between government core agencies and support agencies (municipalities, corporations, implementation agencies, government companies, etc.). However, the existing and required internal structure of the various agencies will not be discussed. Suffice it to say that some degree of flexibility should be maintained in this structure, to respond to the changing needs in Israel and abroad. This chapter is intended to summarize the current situation in the field of government structure, the reasons for it, and the potential for its improvement in the future through a series of key recommendations that are realistic and feasible in any future political setting, but that also take into account the limitations of the Israeli model (in the political, social, economic, and mental spheres).
f. 2. Historical and ideological foundations of the existing structure[footnoteRef:38] [38:  This part is based on a book by Cohen and Mizrachi (2015). Introduction to Public Administration. Open University. Forthcoming.] 

The basic structure of the government in Israel was greatly influenced by the structure of the national institutions during the pre-state era. A few months before Israel's establishment, in January 1948, the Situation Committee gave recommendations on the desired government structure and stated that it was desirable to establish 12 government offices (Kfir and Reuveni, 1998: 42): 
1. Ministry of the Prime Minister (including the Department of Statistics)
2. Ministry of Finance
3. Ministry of Foreign Affairs (including an advocacy and intelligence Department, in cooperation with the World Zionist Organization)
4. Ministry of Commerce, Industry and Agriculture
5. Ministry of the Interior (including the police force, prison administration, and the district directors)
6. Ministry of Education and Culture (including the broadcasting service)
7. Ministry of Labor
8. Ministry of Health and Social Welfare
9. Ministry of Public Works, Transport and Urban Planning
10. Ministry of Justice
11. Ministry of Planning and Development
12. Ministry of Defense
Later, the proposed number of ministries was extended to 13 and special status was given to the Communication and Transport Ministry, as separate from the Public Works Ministry. Further, the program included proposals for four other entities: the government comptroller's office, which would be supervised by the House of Representatives, the Statistical Office at the Prime Minister's Office, the Government Printing Office at the Finance Ministry, and an Administration Committee (later, the Civil Service Commission), which would operate as an independent entity. David Ben-Gurion and the provisional government decided, however, on a larger number of offices and the first government, formed in May 1948, included 17-16 government agencies (Gal-Nur, 2007: 33). The Ministry of Social Services was split into Health and Welfare, public works and technical services were added to the Work Office, the Ministry of Education and Culture was not established, but five new offices were established: the Ministry of Religious Affairs, Ministry of War Victims, Police Department, Ministry of Minorities, and the Immigration Office. The establishment of these offices, which was due mainly to a combination of political and personal considerations, sowed the seed of other governments’ decisions to manage the country through a large number of unnecessary government offices. These decisions have still to this day a negative impact on the structure of the civil services. In addition, the governmental-civil administration was underestimated by the PM, mainly because of the security situation and the importance of the military-security systems (Kfir and Reuveni, 1998: 43-45).
The first governments, which were based on the labor movement (the historic Mapai) as their main axis, continued to try to consolidate their political power through the distribution of portfolios, without real need, to various coalition parties. Indeed, with the establishment of Israel, the state had to cope simultaneously with a large number of tasks that were not resolved by the national institutions that had existed here since the Ottoman period and all the more so not by the British Mandate (Burstein, 1934). However, there was still no real logic in expanding government institutions beyond the desired number. The main reason for accepting the process as it was stemmed from the hardships of that period and the upheaval of the war that marginalized some of the civil considerations at the expense of existential and urgent considerations (Kfir and Reuveni, 1998: 19).
Over the years, the government structure has expanded and today includes hundreds of organizations and units. This structure of public administration and government and the interactions between its components greatly affect the government's performance capability and the role it plays in society. In the first years since the establishment of the state until the 70s of the last century, the structure was characterized by over-centralization. Only since the late 70s has a gradual process of limited decentralization begun and in recent years questions have been arising regarding excessive decentralization and the role of the state as a regulator in relation to government bodies that tend to break away from their basic goals and serve the market objectives at the expense of public goals.
To understand the fundamental problems inherent in the current structure of government in Israel, it is recommended that a distinction be made between various types of government organizations (Gal-Nur, 2007): (1) Government Organizations (Civil Service), which include government departments and related agencies, statutory authorities, and government companies; (2) Non-Government Public Administration Organizations, which include the Office of the President, the State Comptroller, the Director of the Knesset, and the Bank of Israel; and (3) Local Authority Organizations, including, departments, municipal corporations, and municipal companies. This paper addresses mainly the first type, does not address the second type at all, and discusses the third type only to a small extent, mainly through its connections with government organizations and the civil service.
Gal-Nur (2007: 33) suggested that the main roles of the governmental organizations (Governmental Civil Service) are:
Participation in shaping public policy and responsibility for its implementation. For example, the preparation of a proposal submitted to the Minister of Finance to regulate trade relations with a neighboring state, and upon his approval its implementation in the field. 
Providing services to individuals, groups, and organizations. For example, providing education services to all the children of the country.
Regulation of the roles performed by other entities in order to protect the public interest and ensure civil rights.
Cohen and Mizrachi (2015) offered the following structure on this basis: (1) government offices, (2) support units, (3) statutory authorities (public corporations), (4) government companies, (5) Local Authorities, and (6) NGO Public Administration. This segmentation forms the basis for our discussion here, without going into the details of the structure of each group of organizations and its problems.[footnoteRef:39] The identification of problems and recommendations remain at the broad level, which is common to the majority of the organizations listed here. [39:  A brief description of each group of organizations that makes up the government and the public administration, its basic structure, and its underlying legal foundation is given in Appendix 1.] 

f. 3. Structure of governments around the world
The structure of the governments of Western democracies, of which Israel is or aspires to be a part, is not identical. Each state has its own infrastructure based on historical, cultural, ideological, and practical reasons. A comparative broad overview of various government structures can be found in the global research literature (e.g., Raadschelders & Vigoda-Gadot, 2015) and in Israel (e.g., The Knesset Research Center: The Structure of Governments – Comparative Review, 2007). Greater detail of the situation in other countries, such as Britain, France, Germany, the Netherlands, Canada, and others, is given in these publications; we attempt to present of the details in Appendix 2 attached hereto.
However, based on what exists in developed countries we can determine that most of them have identical characteristics:
1. Reduction of government departments to the necessary minimum. 
2. A limited number of ministers (often two types of ministers, more and less senior ministers; the cabinet usually consists of senior ministers only, thus facilitating the decision-making process)
3. A clear intra-office division of labor when sometimes there is more than one minister in a particular office. 
4. An attempt to separate the considerations concerning the establishment and dissolving of the offices and units from political needs wherever possible, even in governments with a coalition structure (parliamentary democracies) and in governments with a constitutional presidential or semi-presidential system.
5. The existence of significant units or functions for inter-governmental coordination and integrative thinking about government objectives.
6. Pooling of functions under a single roof structure to improve internal decision-making processes. 
7. Organization of the structure to fit the project-based activities and to promote national objectives and projects with greater ease.
Each state has obviously changing processes and structures but the main structure remains stable over time with adjustments made according to the time, place, and culture. All countries have a division into core offices and professional offices, but also have central bodies that coordinate the operation of the offices under their care and have real powers that enhance governance.
f. 4. 	Main problems of the structure of the Israeli government and administration 
In light of the knowledge and experience of these Western democracies and in light of the unique history and social structure of Israel, as well as geopolitical and other needs, we will try to identify the main problems which in our view require treatment in future reforms.
(a) 	Traditional and conservative functional structure
The structure of Israel's government is based on the division of portfolios according to the spoils system and on the obsolete thinking according to which the core issues of policy and public service are addressed on the basis of a division between professional functions and areas of control. The foundations of the structure were described in the section explaining the formation of the first governments and in fact the principles have not changed to this day. Today's structure is still functional but not integrative. There is a division and definition of spatial powers between ministries, but without stressing the need for working together in order to promote important national goals. This is why the government structure creates unnecessary bureaucracy and is often a stumbling block in advancing national goals. In a world where complex tasks require the collaboration of several governmental bodies and others in almost every project, and all the more so in a complex national project, the old structure limits the capacity to control, execute, and fund over time.
(b) Excess political influence
The strength of the parties in the process of coalition negotiations as well as in the continued path of any government determines to a large extent the number of ministries and ministers, regardless of the long-term national needs. This is why we see many changes in the number of ministries from one government to the next. The logic behind these frequent changes stems primarily from the practice of building coalitions according to a key of ministers for a number of Knesset members. This creates a situation where the number of ministries is determined by the capacity of the political parties to impact coalition-building and their stability. The practice of building a ministers' key per Knesset members can exist where there no clear rules apply, in the format of a law defining the government structure that will appropriately serve the national needs. The desire of the parties that make up the current coalition to place their seniors in key positions of decision-making and create an autonomous space for work and control of financial and other influential resources divides the issue of structure from any objective logic of national interest.
(c) Frequent changes
Israel's current government system is not producing a sufficiently stable political system, and governments and coalitions often fall before the prescribed election date, which is every four years. Therefore, changes in the government structure and the distribution of portfolios are frequent and result from the fact that once every two or three years the political negotiations reopen to form new political coalitions. Each time this process takes place the old structure is tested and is exposed unnecessarily to shockwaves. Beyond the financial costs involved in opening and closing offices and in changes in the location and composition of the professional units, this practice does not serve the basic management objectives of stable and long-term thinking. Rapid changes are not beneficial to the structure and to the division of powers, they do not encourage stability in thinking, as such exists in the tradition of many democracies, and they weaken the power of the professional ranks. Frequent changes that stem not from practical social needs but from the distribution of political power also reduce the confidence in the government in Israel and weaken its legitimacy. This renders the government structure an influential force in the relationship between the public and the government and impacts the legitimacy that the public grants to the government. 
(d) Lack of long-term perspective and subordinating destinations
Israel does not have a tradition of building long-term national plans in various fields, and the main system is that of fixing failures. In the early years, there was perhaps some justification for this, with the consolidation of power and the need to secure the country's borders in a situation of existential and severe military threat. Now, some of these pressures no longer exist and it is fitting that the governance structure will reflect long-term thinking, the existence of orderly and feasible work plans in the government ministries, and the establishment of planning agencies at the government and local level. Such processes have already been started in recent years, but are not sufficient and result more from the push of field organization and less from organized government thinking. There is currently no sufficient connection between the issue of government structure and government objectives and performance. No methodic and comprehensive work has been conducted on the desired government structure for Israel in the era of technology and knowledge, civil claims for participating in decision-making, and the required cooperation of the public sector with the business and private sectors and with civil society sectors.
(e) Multiple players and the lack of coordination and cooperation between them
This raises another problem related to the government structure, which does not take into account the proliferation of organizations working on behalf of the public in the government environment. The government structure does not reflect the rising importance of the third sector and this sector is not sufficiently included in the decision-making processes. The business sector operates by applying political pressure, lobbying, and exerting influence on political players, instead of being given an organized platform on which to make its voice heard among the professional ranks. More than anything else, the operation of an organization or several organizations that see the big picture and convene all the players to a joint dialogue to make decisions of broad national significance is missing. Even powerful cross-cutting headquarters, such as the Ministry of Justice or the Ministry of Finance, which are not vertical in nature, view their work from quite a narrow perspective, not a comprehensive one. 
(f) Vague connections between governmental core agencies and support agencies
The relations of government offices with their sub-agencies (municipalities, corporations, implementation agencies, government companies, etc.) are managed in different ways that are based on tradition and intuition. The Interior Ministry is responsible for the contact with the local government, but the primary plane on which this connection operates is the financial and budgetary one. Local authorities enjoy a great deal of independence in their activities but there is no body to coordinate relationships, needs, and cooperation on the regional and nationwide level. In other cases, such as tax tariffs, the management of transportation projects, and more, the central government does not allow the local government any flexibility and does not allow it to plan and execute properly (a severe example is the inability to plan metropolitan transportation). The handling of government companies and support units is too dispersed and does not encourage cooperation that could benefit all parties involved (e.g., between hospitals in the same geographical area or between adjacent local authorities). 
f. 5. 	Recommendations to reset systems and repair the government's structure
In light of the analysis presented so far, we offer a number of principles for a reform that will lead to the correction of the structure of government and public administration in Israel and will adjust them to the needs and national goals in the 21st century. These principles can form the basis of a comprehensive and detailed plan that is anchored in law and which will increase the government’s stability and efficiency and serve the professional and ethical objectives of strengthening the confidence between the public and the government in Israel. 
5.1 	A rational structure of Government has to be established and strengthened that relies on a stable professional/bureaucratic system
There is an urgent need to construct a plan for a compact government structure based on the key needs of modern public service in a developed democracy, taking into account Israel's special geopolitical position and its unique problems. This structure should stand as a counterweight to political instability and the fragility of the government in recent decades. In other words, it is important to immunize the government structure against the political spoils system and against the structure of Israel's government, characterized as it is by coalitions and sectorial splits, the stability of which is low and the long-term vision limited. This structure should be appropriately anchored by law through the Basic Law or the "Civil Service Law."
5.2 	The improper practice of opening and closing offices without any professional logic should be discontinued
This process, which is taking place with the formation of almost every new government in Israeli, affects the stability and the continuity of the implementation of public policy that is determined in an orderly manner, causes a great waste of resources, and communicates to the public a lack of consistency and seriousness in the government in relation to long-term work programs.
5.3 	The structure of government in Israel should be redesigned on a matrix that is not linked to a traditional/functional base
It is recommended that the formation of a maximum of 15 ministries be defined in law, which will be organized in two main groups and supervised by the Prime Minister's Office as a coordinating body with decision authority on controversies. The first group will include a number of core ministries and their powers will be defined (e.g., security, internal security, foreign affairs, finance, education, health, justice, interior, social welfare, housing). Alongside these will be a limited number of vital offices, the nature of the operation of which will be integrative and inclusive:
1. Economy and development (including commerce, industry, labor, agriculture and tourism)
2. Science, technology, communication and culture (including religion).
3. Transportation
4. Environmental protection
5. Infrastructure: energy, water, communications.
Beyond these 14 offices, the Prime Minister's Office will operate as a "superior office," coordinating between the offices, and will also deal with the problem of the numerous entities involved in setting and implementing policy (as described in Section 5.5). Obviously, the restructuring of government departments will also require consideration of the internal structure of each ministry and support unit. The need and rationale for the continued existence of the current units will be reexamined and their position in the relevant office/support unit will be reconsidered. (For example: The area of Israel’s forests is under the responsibility of the Ministry of Agriculture and may have to be moved to the Ministry of the Environment, and the subject of cyber technology belongs to the Prime Minister's Office and may have to be placed in the Defense Ministry).
5.4 	Establishing research units
Each government office (and in some cases, support units and implementing agencies as well) should be required to establish a research unit to help formulate focused knowledge in the areas of the office’s responsibilities, based on empirical data and comparative research from around the world. The decision making in the office should be subject to staff work and the research of these units, the position of which should be significant and strong.
5.5 	The problem of the multiple entities involved in the implementation of national goals should be tackled and a mechanism for resolving disputes and barriers should be established
This problem can be tackled by strengthening the powers of the Prime Minister's Office as the headquarters and highlighting its role as a coordinating office between the other ministries. The responsibility for coordination will belong the CEO of the PMO or his/her representatives (or, alternatively, a Minister will be added to the Prime Minister's Office who will address inter-ministerial coordination). The PMO will be responsible, as part of the statutory duties, for the inter-office coordination. The intention here is to provide ongoing coordination for the purpose of implementing the government's tasks effectively. The forum of the government ministries' CEOs may be given statutory authority.
In addition, coordination patterns should be established that are anchored in procedures and sometimes also in legislation:
1. The Budget Division at the Finance Ministry will coordinate the building of the annual budget, the transfer of committed and non-committed surpluses, and the like with each government ministry.
2. The regulators responsible for specific markets will hold roundtable discussions for the purpose of coordination, which will be anchored in legislation and in special procedures (salient examples: a. A roundtable to coordinate the regulators responsible for capital markets, including the Supervisor of Banks, Supervisor of Capital and Insurance Markets, the Securities Authority, the Antitrust Authority; b. A roundtable to coordinate the regulators in the field of the gas industry, including the Gas Authority, the Electricity Authority, the Antitrust Authority, the Budget Division, and the like).
3. Coordination derived from the matrix structure, which will be under the responsibility of a professional and guiding entity and in coordination with the Prime Minister's Office (prominent examples: environmental activities, National Emergency Authority, Cyber headquarters).
4. Formal decision-making mechanisms should be established for granting authority for the purpose of resolving differences of opinion between regulators, with a right of appeal to the government plenum.
5. Special attention should be given to projects of national priority. Projects that cut across several offices in terms of professional need will be centered as a rule in the PMO, unless otherwise stated in the government's decision. A special law ("the National Projects Law") to anchor the authority and responsibility for the rapid and efficient advancement of these projects should be considered. Such a law should encourage cooperation between the ministries and give real priority and implementation tools to the central offices concerned. (Examples: Home front preparedness, significant projects related to infrastructure, solving the housing problem, etc.).
In addition, the Prime Minister's Office will transfer to other offices the functions and the units that were added to it over the years without a real need (for example, cyber headquarters, the alternative fuels project, the Anti-Drug Authority, and the Women's Affairs Advisor) and will focus on promoting projects of national importance. Cooperation will also be encouraged by promoting the idea of ​​the establishment of implementing agencies based on the British model and according to the needs defined by the Prime Minister's Office in advance. These agencies should be subject to the coordinating entities at the Prime Minister's Office and will deal with national projects/targets of special importance, using the project-based method.
5.6 The government structure should be subject to national, strategic, comprehensive, and long-term objectives
The main targets that could serve as a common denominator for the operation of any coalition composition include:
1. Sustaining and strengthening national security (in the broad sense: political, military, social, economic, etc.)
2. Economic stability (price stability and financial stability) and growth
3. Reduction in social gaps and increase in social cohesion
4. Responsibility for providing public services in general
5. Reasonable regulation of the secondary players in the economy 
6. Improvement in availability, quality, and equality in the operation of the Israeli bureaucracy; mainly reducing the negative bureaucracy (red-tape) and simplifying the operation of the government in order to improve coordination, budgeting, and efficiency at work, e-government.
5.7 	It is recommended to consider the enactment of the Civil Service Law in Israel
This law will clearly define the skeletal structure of public administration, the key institutional players, the mechanisms that manage these, and the limits on the change allowed in the structure of future Israeli governments. The rationale for the law is based on the argument that the capacity of the government to promote national projects in a serious and efficient manner (in other words, to govern) requires a basic definition of the governance structure, functionaries, and the connection between organization and goals. In the absence of these, the organizational culture and the political culture will not be revitalized and adapt to the national needs of the 21st century.
Today, the legal framework for the functioning of the civil service in Israel is focused on only two aspects: appointments and discipline. An examination of the Civil Service Law: Appointments in its current wording reveals an inherent contradiction between the official language of the law and the many exemptions found in the extensions of the law, to the point that it is not clear what legislative intent was involved in the issues discussed, and there is no reference to other fundamental issues, such as the desired structure of the government and its satellite organizations. The new Civil Service Law will be based on two key elements: (1) the Civil Service Basic Law, to determine the framework, and (2) the Civil Service Law, to determine the details.
The purpose of this law is to lay a stable legal foundation for the Israeli civil service and for the structure of the state's executive branch in a manner that ensures the efficiency of public services for the benefit of the government, the Knesset, and the public. The law will provide the legal framework that will ensure organizational stability, modernity, and renewal, resource management efficiency, and fairness in employment and management, and encourage worthy leadership of public servants. It will also define the powers, responsibilities, and functions of ministries and related agencies of the government and the cooperation between them. The law will also define the rights and obligations of functionaries and employees in the public service. 
[bookmark: _Toc458949216]The Knesset activity - performance failures and recommendations for solving [footnoteRef:40] [40:  This section is based on the previous work of the authors, and primarily on "The Knesset's Supervision of the Government – Update Status and Proposal for Reform," published by the Israel Democracy Institute, 2009.] 

Reuven Hazan and Chen Friedberg
g. 1. 	Introduction
The Israeli Knesset wears two main hats: legislation and regulation. When it wears the first hat, surprisingly it emerges as a relatively strong entity. Its committees are entitled to correct and even change bills, and their chairpersons have significant powers. The volume of private legislation, too, unmatched in the democratic world, indicates, among other things, its relative strength as a legislative body. If by the end of the 80's most of the legislation (88%) was initiated by the government, then since the 12th Knesset (1992-1988) the rate of private legislation increased to up to 50% of the legislation, a figure that negatively affects the other hat worn by the Knesset, that of supervision. The Knesset, once it wears this hat, is revealed as a rather weak body, as a watchdog without teeth, controlled by very short reins.
This document will briefly indicate the Knesset’s key failures in performance in the areas of legislation and supervision and offer practical solutions, at least for some of the failures. We believe that it is essential to improve the work of the Knesset in the areas that are the core of its operation. Applying the varied recommendations on which this document is centered will help it and will even contribute to creating a healthier balance between the two branches of government - the Knesset and the government - for the benefit of each of them; but more importantly - for the benefit of the general public and Israeli democracy.
g. 2. 	Private legislation - major failures
The right to initiate a "private bill" is reserved for all members of the Knesset, but in recent decades (and especially since the beginning of the millennium), we have witnessed a very significant increase in the number of private bills submitted on the Knesset table as compared to other parliaments around the world. The Knesset members put on the table in the last 15 years about 20,000 private bills, 3,000 just in the last Knesset that served only 20 months (see Figure 1). This indicates a significant problem in this area.
Moreover, most private bills placed on the Knesset table are of the "declaration of law" type, i.e., bills designed to make a statement to attract the public and the media's attention rather than for discussion.
As for the number of laws passed, although in Israel "only" 5% of the private bills tabled in the Knesset in the last 15 years eventually became laws, the absolute number of laws originating from private bills, about 1,000, is infinitely greater than the number in other countries the world.


Figure 1: Number of bills tabled in Parliaments in 2000-2010
[image: ]
Placing thousands of private bills on the Knesset table, and the approval of hundreds of private laws resulting from them (a number that is similar to the number of government laws approved) incurs numerous disadvantages:
The value of private bills is lowered and the status of the entire legislative process (bills are filed casually or they deal with issues that are not suitable for regulation via legislation).
Professional human resources in the Knesset and the government are wasted. 
The Knesset committees are flooded with private bills and the burden on these committees is increased. 
The Ministerial Committee on Legislation is unable to discuss substantively so many bills because of the short time allotted for discussion.
It is difficult for the government to engage in an organized government legislative program according to clear priorities that reflect its policy and budget constraints.
Private laws that are not compatible with the budgetary policy through the Arrangements Law are frozen or not implemented.
g. 3. 	Recommendations
1. A quota should be set for the bills that each Knesset member can place on the Knesset table (so that their amount in Israel will be closer to the amount customary in other countries listed in Figure 1).
2. The quota of private bills presented each week for preliminary discussion should be reduced.
3. The committees' chairmen should be obliged to monitor the implementation of laws regularly, for example, by dedicating a weekly discussion to the issue, to which the ministry officials responsible for implementing the law will also be invited for the purpose of reporting.
4. Preference should be given to the discussion of government bills in the committees on one hearing day a week.
5. MKs should be required to draft quality explanations of a bill, including an indication of its cost (whatever it may be), funds to finance it, and its effects on various issues (manpower, society, environment) as such may be. Further, the directive concerning noting the budgetary implications of private bills in the wording of the law or in the explanatory text should be enforced.
6. The Knesset presidium should be forced to examine the contents of the explanatory notes before approving the placement of the bill on the Knesset table, and to reject proposals that do not meet the established criteria.
7. Approval of the Basic Law on Legislation should be promoted. Today, Israel is one of the few democracies that did not regulate the legislative powers of its parliament in basic legislation (and certainly not in the Constitution).
g. 4. 	Control of the executive branch through the Knesset committees: major failures
Supervision by the legislative authority of the executive authority is an essential pillar of any democratic regime. It aims to oblige the elected representatives - our Knesset members - to safeguard the interests of the public and to expose government actions, condemning them if necessary. But the size of the Knesset and its structure make it difficult for the elected officials to execute proper inspection. How?
A small Knesset, large governments, and too many members in the Knesset permanent committees. The Knesset is one of the smallest parliaments in the world. Interestingly, countries that are similar to Israel in terms of the size of their population, and smaller ones, have a greater number of legislators: Denmark - 179, Hungary - 199, and Greece - 300. On the other hand, the coalition governments in Israel are quite large (40-30 members). Consequently, only two-thirds of the members of the Knesset, and sometimes even fewer, are available to serve on committees, whereas the total possible appointments in them (including sub-committees and special committees) is almost three times that number. Hence, the number of committees on which Knesset members may serve in parallel is rather unusual: three on average. Moreover, in a situation in which more than half of the coalition members are members of the government (ministers and deputy ministers), some coalition members may also serve on four, five, and even six committees to maintain the coalition majority in each committee. As shown in Figure 2, in many countries with a Parliamentary regime members of Parliament serve on one committee, or two at the most. In some countries, the law or the regulations prohibit the MP to serve on more than one permanent committee, with the understanding that quality parliamentary work requires focus and expertise, and therefore, it would be better for MPs to concentrate on their work in one committee and invest most of their time and energy in it. When an MP is a member of several committees at the same time, he/she is absent from many discussions (held in parallel in the mornings of the Knesset’s three days of work, because, according to practice, the committees cannot be convened when the plenum is sitting) and does not have the required time or ability to study subjects in depth, to be thoroughly prepared for meetings, and to develop expertise in the fields of the committees' operation. 
Figure 2: Number of permanent committees on which each MP serves (on average)
[image: ]
The lack of overlap between the committees' and the ministries areas of activity. The permanent Knesset committees are linked to areas, not to offices, and therefore, there is no complete overlap between the field of activity of each of them and the scope of activity of a particular government ministry. This structure affects substantially the ability of the committees to monitor the government, because it is difficult for their members to focus on and examine in depth and thoroughly a Ministry that deals with the issues for which the committee is responsible.
Lack of professional support. Professional staff available to committees is an important condition for increasing their supervisory powers of the government. Without independent professional support, the committee members find it difficult to monitor the executive branch, because they are facing its experts with their knowledge and experience, accessibility to information, and, no less important, resources. A significant, but not sufficient, improvement in this area occurred about 13 years ago, when the committees were linked to legal advisors and the Research and Information Center of the Knesset was established, which provides professional and objective services to Knesset members and committees. 
Lack of authority of the permanent Knesset committees to force witnesses to appear before them and present documents. The legislation and the Knesset regulations determined a general norm that authorizes the Knesset and its committees to demand that ministers and civil servants appear before them to give them information. Ministers are also committed, according to the regulations, to submit a semi-annual report to Knesset committees. However, the committees (except for the State Control Committee) cannot force their appearance in front of them or exercise pressure on them to deliver reliable and complete information, since they are unable to impose and enforce sanctions for non-appearance or for providing incomplete (and even false) information. The law and regulations do not grant them the authority to investigate the functionaries appearing before them (ministers, government representatives, or public officers), and certainly not those who have no public office and the nature of whose appearance is not defined (by evidence or a statement). All this harms the supervisory work of the committees of the executive branch.
Inadequate monitoring. The committees do not regularly monitor the implementation of laws that pass through their hands and the conclusions formulated after handling the proposals transferred to them by the Knesset plenum. Poor monitoring infringes the entire supervisory chain, from raising issues and laws in the Knesset plenum to their handling by the committees, and virtually obviates the committees' work in the field of supervision.
g. 5. 	Recommendations
1. In 2013, the government size was restricted by the Government Basic Law to 23 members (the Prime Minister, 18 ministers and 4 deputy ministers). This limitation should be reinforced with a two-thirds majority of the Knesset members, because at the first opportunity it will be canceled, as in 1999 when it was canceled by the then elected Prime Minister, Ehud Barak, because of the constraints of the coalition. This limit, if it remains, will increase the pool of Knesset members who are free for parliamentary work.
2. The structure of the committees and their activity areas should be changed so that they are parallel to those of the government offices. Accordingly, the maximum number of government offices should be determined by law so that it does not change frequently.
3. The committees should be given the powers of holding a hearing, and each permanent committee should be divided into permanent sub-committees, which will parallel the main departments in the government office for which the committee is responsible. In addition, a permanent sub-committee should be established to handle the audit reports of the relevant office.
4. The number of members in the committees should be reduced to nine or less (except in the House Committee, where the representation of all factions is important).
5. The committees should be given additional working days and hours of operation at the expense of plenary session hours, as well as another official workday.
6. A "statutory audit package" should be created for each committee that includes: monitoring a personal report of the Minister to the Committee every six months; the establishment of a sub-committee to monitor the implementation of the committee decisions; and creating a mechanism to involve the committee in monitoring the implementation of the ministry's budget.
7. Committees should be given the authority to impose sanctions on public servants and citizens called up for a hearing, or who were asked to provide information and documents, and did not do so or provided inadequate information.
8. [bookmark: OLE_LINK29]The professional staff that support the committees has to be enlarged, by both recruiting additional professional staff and substantially increasing their budget, as a supplementary step of the two reforms already carried out in the field of counseling, information, and research, that is, the linking of legal advisors to the committees and the establishment of the Research and Information Center, which met with some success.
9. The position of the Research and Information Center of the Knesset should be reinforced and its use optimized. Its existence and independence should be anchored in law to prevent a change in its status being made arbitrarily by one official or another. Its budget and the staff employed at the Center should be increased and its long-term research capabilities broadened.
[bookmark: OLE_LINK3][bookmark: OLE_LINK4]The issue of lobbyists in the Knesset is a weighty issue, and has significant negative consequences on decision-making in the political system, as outlined in Chapter X in this document. Concerning this issue, we recommend limiting the presence of lobbyists in the Knesset in general, and in particular in the committee chambers. Additionally, lobbyists should be required to submit their background material to the Research and Information Center of the Knesset and they should be forbidden to submit data directly to the committees.
g. 6. 	Summary
The Knesset is exceptional among parliamentary democracies in terms of its role as a legislator. The amount of private bills submitted to the Knesset in the past decade and a half is immense, unmatched in the democratic world. As a tool that is very accessible and devoid of concrete barriers, Knesset members make excessive use of private legislation, and not for the purpose for which it was designed. In its role as a supervisor, the Knesset does not work effectively. The committees - the most important supervisory mechanism - are ineffective, in part because of the small number of Knesset members who are available for parliamentary work and because of structural flaws in the legislature as a whole and in the committees in particular (as a side note we can add that the Assembly's supervisory mechanisms – queries and proposals to the agenda – have encountered many functioning problems for a long time now). The weakness of the Knesset in approving the state budget and tracking its performance is also evident, and many Knesset members come to their positions without proper training, without accumulated experience as Knesset members, and without proficiency in proceedings related to parliamentary work.
Despite the gloomy picture that emerges from examining the way in which the Knesset fulfills its legislative and supervisory functions, we believe that its function could be greatly enhanced in its main areas of work for its own benefit and for the benefit of the government, the public, and the Israeli democracy.


[bookmark: _Toc458949217]Regulating the activities of lobbyists in the Knesset
Avi Ben Bassat
h. 1.		Introduction
The phenomenon of lobbying exists worldwide and has a strong influence on government decisions and many laws. Governments in modern times take into account the implications of their decisions on the welfare of all sectors of society, the business sector among them. To minimize the unwanted effects of public activity, many governments conduct open discussions as an integral part of their decision-making process. Stakeholders and external factors are invited to the various committees to voice their opinion, and useful information and external insights may contribute to improving a policy. However, the main concern of lobbyists is the interests of a very small group at the expense of all, or the majority, of the citizens of Israel. Most of the activities of lobbyists are expressed in representing the narrow interests of wealthy people and business corporations. The ability of the wealthy to fund lobbyists is far greater than that of associations and non-profit organizations that represent the interests of the general public. Moreover, there is a concern that the lobbyists are rewarded on the basis of their success in maximizing the profits of their clients, a phenomenon that could exacerbate the damage caused to the general public.
According to a report by the Research and Information Center of the Knesset (2006), out of the 42 lobbyists who have a permanent entry permit to the Knesset, only three belong to social organizations. The other 39 lobbyists are employed by private consulting and public relations companies. Studies on the activity of lobbyists in the EU show that most lobbyists represent corporations or trade associations.[footnoteRef:41]  [41:  In 2000, there were approximately 2,600 stakeholders who had permanent offices in Brussels. European trade federations accounted for about one-third, commercial consultants accounted for a fifth, companies, European non-profit organizations (e.g., environment, health or human rights) and national associations of businesses and employees accounted for 10% each, representatives of regional and international organizations accounted for 5% each, and research institutes (think tanks) accounted for 1%.] 

The attempt of lobbyists to steer legislation so that it will benefit businesses and mostly large companies affects the Knesset's public image. The poor transparency prevailing in the Knesset regarding lobbying activity creates opportunities for political and public corruption and adds to the growing distrust of the Israeli public in its elected representatives. 
The increase in lobbying activity and the increasing sensitivity of governments and public institutions to their public image led many governments, including the British government as well as the European Parliament, to regulate the activities of lobbyists by law. More significant changes were made in the USA and Canada, as a result of large corruption affairs involving large lobbying agencies (such as the Jack Abramoff in the USA). Among the notable amendments adopted were the following. The definitions of who is a lobbyist and the activities that have to be reported were refined. The frequency and scope of reporting of lobbyists were expanded, with an emphasis on their financial resources that could also be a source of corruption. Online databases were created, which are transparent to the public and easy to handle. The powers to impose civil and criminal punishment on violators were significantly increased. The application of the law, not only to MPs and staff but also to all public servants and their areas of responsibility in working with lobbyists, was expanded.
h. 2. 		The law in Israel
In Israel, too, the lobbyists’ status is defined by law, but the obligations applicable to them are very limited as compared with the USA. According to the Knesset Website: "In 2012, 180 lobbyists were active in the Knesset. Regulating the activity of the lobbyists in the Knesset is anchored in the Knesset Law (Amendment No. 25), 2008. According to this amendment, a lobbyist may act in the Knesset only with a permit given by a committee that is headed by the Knesset chairperson and of which two of his/her deputies are members, one from the coalition and the other from the opposition. Anyone wishing to act as a lobbyist in the Knesset is required to submit to this committee a request in which he/she will indicate his/her personal information, whether he/she operates within a corporation and the type of corporation, its name, and number, the names of the clients he/she seeks to represent in the Knesset and their field of activity, as well as the name and all areas of activity of any organization that gave him/her remuneration or benefit related to the matter for which the lobbyist asks to act in the Knesset. If the applicant is a member of a party's electorate body, he/she must specify the name of the party. The applicant must declare that he/she is obliged to act in accordance with the law.
“A lobbyist visiting the Knesset is required to wear an identification tag received from the Knesset showing his/her name, and, if he/she operates within a corporation, the name of the corporation. In his/her messages to the members of the Knesset, to those who are working in their service, to the Knesset employees, and to the Knesset committees, as part of his/her lobbying, the lobbyist has to announce that he is acting as a lobbyist in the Knesset with a permit and specify the name of the client for whom he/she acts.
“It is forbidden for lobbyists to give members of the Knesset any benefit, and they must not deceive them with regard to any substantial fact that is related to their parliamentary activities. The lobbyists must not take actions to convince members of the Knesset, their employees, or Knesset employees by any illegal means, such as pressure, threat, temptation, or promising benefits, and they are not allowed to cause MKs to pledge to vote or act in a certain way. The committee chaired by Head of the Knesset is authorized to revoke a lobbyist’s permit to operate in the Knesset or even to forbid him/her entrance to the Knesset if he/she has broken the law. If the lobbyist acted as part of a corporation, the committee may take the same actions also against other lobbyists working within this corporation.
“By law, the Knesset has to publish on its Website the names of lobbyists who have received a permit to operate in the Knesset and the details of their clients, and, in the case of lobbyists acting within a corporation, the corporation’s details. Regarding lobbyists who are members of the party electorate body, the name of the party should be given.”
h. 3. 		Recommendations
Lobbyists in Israel are required to report far less than is usual in the USA and it is easier for them to act for the benefit of a small group at the expense of the general public. Hence, the reporting required of lobbyists should be expanded in a manner that will provide sufficient transparency about their identity, characteristics, clients, and the compensation they receive for their work. Control of their activities and a full report on their overall characteristics and sources will improve the legislative process in Israel and increase the public's trust in its representatives. Below we present the principles that should be adopted. These principles are based largely on the USA legislation.
(a) Lobbyists registration
1. Licensing requirement: any person wishing to engage in lobbying in the Knesset will have to obtain a permit from the officer in charge on the provisions of this law.
2. People with a criminal record will not be able to obtain a permit. 
3. A person who wishes to act as a lobbyist will submit an application to the Commissioner of this Act with information about him/herself, including in whose name he/she wishes to act.
4. In the application, registrants will specify also the list of general topics concerning which they expect to provide lobbying services to their client, and details about the specific issues that are already being handled, or are likely to be handled.
5. The lobbyist will submit a separate registration request for each client. 
6. Multiple clients: in cases where the lobbyist is lobbying for more than one client, a registration request will be submitted for each client individually.
7. Multiple contracts: if the lobbyist performs more than one lobbying operation for the same client, a combined registration application will be submitted for the same client, specifying the range of actions the lobbyist performs for the client. 
8. End of registry validity: in the case where the lobbyist ceases to engage in lobbying after the date of registration, or does not anticipate additional future contracts for the same client, the person in charge of this Act must be updated. 
(b) Reports by registered lobbyists
1. [bookmark: OLE_LINK16]The lobbyist will submit a quarterly report (electronically) to the Knesset Chairperson and the Knesset Secretary, describing the lobbying activities in which he/she took part during the quarter. A separate report will be submitted in respect of each registered client of the lobbyist. The quarterly report will include:
Client information and other parties that are funding the lobbyist's operation.
The objectives of each client the lobbyist promotes. 
The payment he/she received from the client and others in respect of promoting the objectives.
If the lobbyist performs more than one activity for the customer, he/she has to report on each of them separately, including the proceeds received for it. 
Contributions by the client and lobbyist to any political body.
2. Any interested party acting on his/her behalf in the Knesset, or using a lobbyist, will also be required to report the details above, in parallel with the lobbyists' reports.
3. Reporting will be done electronically to allow a convenient and easy-to-handle online database to be built. The Knesset will publish online all the data in the database: the names of registered lobbyists, periodic reports, and other information they were asked to report.
(c) Appearing before the Knesset committees
In order to make the most of the appearance of lobbyists and stakeholders before the committees[footnoteRef:42], the staff of the Israel Democracy Institute[footnoteRef:43] proposed encouraging anyone who is invited to appear before a committee to give at least a written summary of his/her position. The abstract will be published in the portal of the committee in advance of the hearing. I estimate that this recommendation is in the right direction, but is not sufficient. Since interested parties are concerned, the material provided to the committee has to be examined by an objective body. Therefore it is recommended that: [42:  It should be noted that there are no uniform rules about the presence of lobbyists in committees and their right to present their views. Both are subject to the decisions of the Chairs of the Committees. In practice, there is great variation between the committees.]  [43:  Kremenitzer, Sidur and Shapiro, Regulating Lobbying in Israel, the Israel Democracy Institute, 2013.] 

1. Lobbyists appearing before the committee will give their reasoned position in writing for consideration by the Information and Research Center in the Knesset (MMM).[footnoteRef:44] Only then will their position and their opinion on it be distributed to the committee members who discuss the issue and the chairman will allow the lobbyists to present it to the committee at his/her discretion. [44:  This recommendation may require an expansion of the powers of M.M.M., so that the Center employees can present not only their opinions on different issues, but their opinions on the documents submitted to the Knesset members or its committees.] 

(d) Code of conduct
1. [bookmark: OLE_LINK18][bookmark: OLE_LINK19]The lobbyist will identify him/herself before the Knesset members and public servants with whom he converses. 
The lobbyist will indicate to Knesset members and public servants whether he/she has a permit to operate as lobbyist and the name of the client for whom he/she works, and present his/her operation license.
This obligation will be imposed for any form of communication - oral or in writing (including email). 
2. The lobbyist must not mislead public servants in relation to substantive facts they give them, or give public servants any benefit (gifts, meals, trips, travel, etc.).
3. Public servants will not accept any benefit (gifts, meals, trips, travel, etc.) from the lobbyist.
4. All conversations of lobbyists with members of the Knesset should be documented so they may be exposed to the public. 
(e) Enforcement
1. The authority and responsibility for regulating and enforcing the law will be imposed on (or will be entrusted to) the Knesset Chairman and the Knesset Secretary.
Alternatively, a new and independent body will be established, which will be entrusted with the law’s regulation and enforcement.
1. The person responsible for the execution of the provisions of this Act shall be in charge of new regulations that will be presented for the approval of the Committee.
2. The person in charge of this Law shall be responsible for the information and audit reports to be available to the public and will be responsible for notifying the State Attorney's Office in the case of a violation of the law (a period of time of 60 days will be given to the lobbyist to give an appropriate response).
3. To enforce reporting, appropriate enforcement powers shall be granted to the Commissioner on the implementation of the law, including the ability to require Knesset members and public officials to ratify the reports of lobbyists.
4. The person responsible for the implementation of the law shall submit periodic reports to the Knesset Committee and the State Comptroller regarding his/her enforcement activity (number of complaints filed, number of complaints handled, number of investigations being held, fines, etc.).
5. A cooling period of two years will be set for ministers, Knesset members, and other public officials before they can be engaged as lobbyists after the termination of their public work. 
6. A reporting requirement will be imposed on public officers who negotiate a future contract deal with "supervised" officials while in public office.
7. The State Comptroller shall conduct on an annual basis a random check of the reports of lobbyists and their compliance with the provisions of this law.
(f) Civil and criminal punishment
1. The person responsible for the implementation of the law will be entitled to revoke the license of lobbyists and prohibit their entry to the Knesset ad hoc for five years from the date the license was denied, similar to the bill of Yehudit Naot of 2001.
2. The Commissioner of the law shall have the authority to impose significant penalties on those who do not correct the deficiencies found in his/her reports within 60 days.
3. Those who violated the law intentionally and acted corruptly shall be subject to imprisonment of up to five years and penalties as prescribed by the law.
4. A long statute of limitations period will be set, of up to ten years, for violations of the law.



Reading list
[bookmark: OLE_LINK30]Ben-Bassat, A., and M. Dahan, 2006. The Balance of Power in the Budgetary Process, Jerusalem: Israel Democracy Institute (Hebrew).
Cohen and Mizrachi, 2015. Introduction to Public Administration. The Open University. Forthcoming.
Dahan, M., 2014. Policy Analysis at the Ministry of Finance. In Ben-Bassat, A., and M. Dahan (Eds.), Political Reforms and corruption. The Israel Democracy Institute (Hebrew).
Drucker, P.F, 2007. Management challenges for the twenty-first century. London; Routledge.
Gal-Nur, J., 2007. Israeli Public Administration: Development, Structure, Function and Reforms. Jerusalem ancestor (Hebrew).
Hazan, R. and Friedberg, H., 2009. The Knesset Supervision of the Government - Current Situation and Proposal for Reform. Jerusalem: Israel Democracy Institute (Hebrew).
Kfir, J. and Reuveni, J. Public Administration towards the 2000s. Tel Aviv: Tcherikover (Hebrew).
Kremenitzer, Sidur and Shapiro, 2013. Regulation of Lobbying in Israel. Jerusalem: The Israel Democracy (Hebrew).
Raadschelders, J, & Vigoda-Gadot, E, 2015. Public Administration and Governance: A Comparative Voyage. CA; Wiley, Jossey-Bass.
Vigoda-Gadot, A., 2007. Public Administration - The Next Generation: Changes and management challenges to the way to design a modern public sector. Public Space, 1, 57-88 (Hebrew).




Slovenia	Greece	Finland	France	Denmark	Belgium	Sweden	Austria	Italy	Portugal	Hungary	Iceland	Netherlands	UK	Average- OECD	Norway	Germany	Spain	Luxembourg	Japan	Poland	Czech Republic	Israel	New Zealand	Slovakia	Canada	Ireland	Estonia	United States	Turkey	Australia	Switzerland	Korea	Mexico	59.700967914296598	59.203126541619604	57.651922077279103	57.127285165684398	56.789279858438803	54.414084834869001	53.296303909705301	50.939521393680003	50.793924689849803	50.075335664327397	49.715048040024001	47.43	46.789691545941402	45.536803566821298	45.2	44.552784243925601	44.323575893047803	44.2973138095333	43.830056902365101	42.3399593441749	42.212096853768699	42.013821930077903	41.298246287824199	41.275805934189599	41.026448165913699	40.668110356175198	40.507439417013799	38.889363246312499	38.714990711501898	37.373516333396999	36.636193076725398	33.519380187436496	32.727845456049501	


2,577	
לוקסמבורג	שווייץ	נורווגיה	ארצות הברית	דנמרק	שוודיה	בריטניה	איסלנד	קנדה	בלגיה	אוסטריה	סלובניה	אירלנד	יפן	פינלנד	ממוצע OECD	הולנד	איטליה	גרמניה	אוסטרליה	קוריאה	ספרד	ניו זילנד	צרפת	ישראל	פולין	פורטוגל	אסטוניה	סלובקיה	צ'כיה	צ'ילה	הונגריה	מקסיקו	טורקיה	20019.846491027809	13888.700481506512	12728.012967485907	11029.52976782461	10952.874257440491	10311.568053424302	10017.194489645659	10003.196770678973	9679.6609064499717	9580.943738894015	9563.47661270139	9014.8666625431724	8681.1488021752466	8595.2714830572331	8316.2320818517455	8247.171476384221	8184.9716455598655	7923.8374426062937	7749.0640577008398	7704.6170229950585	7395.4908610288594	7111.2403382566099	7068.8507568754476	7013.0584026375882	6930.9224964531659	6720.5588595091313	6105.1777487104155	5668.0897498606491	5414.5504950635859	4727.5300814469974	4476.3510585260647	4369.9050338386405	2632.4536685590551	2577.4654343440297	
עמודה4	
סלובניה	פולין	בריטניה	איסלנד	דנמרק	שווייץ	יפן	שוודיה	קנדה	קוריאה	בלגיה	פורטוגל	איטליה	ממוצע OECD	לוקסמבורג	ספרד	אסטוניה	ישראל	ארצות הברית	ניו זילנד	צ'ילה	אוסטריה	סלובקיה	פינלנד	נורווגיה	הונגריה	אירלנד	צרפת	אוסטרליה	גרמניה	הולנד	צ'כיה	מקסיקו	טורקיה	31.645880015652722	28.830957200112671	26.6651916413749	24.833908704482255	24.751779084382274	24.27878380032271	24.050605270089044	23.206687251903219	22.96809351682138	22.951054523211809	22.697035227843156	22.507335572666459	22.368432230022723	22.126824753214759	22.074143537781268	22.057063529734233	21.908174367836086	21.654424000901496	21.471503392682973	21.426437521401848	21.020956958224311	20.845307231245631	20.747041882077173	20.565700029602667	19.463498646218842	19.249526935144083	18.859802757232544	18.70753513005139	17.884041882168734	17.773086563533926	17.61835389145196	16.453904158799737	15.523650397640724	13.979770599535104	

1

image4.emf

image5.png
Crech Republic
Sovlia
hustria
Germary
Stovena
Hungary
Denmark
Loxemboug
Finnd

Suitzerland





image6.emf

image7.png




image8.png




image9.emf

image10.emf

image11.png
Index of real average income from a mobile subscriber

10
(2005-2012)
100
Cutting the ties between cellular service
o and equipment purchase agreement
o
n
%
. Reduction n interconnection fees, Entry of new operators,
cancellation of the penalty for breaking  feducing barries toimports *
program, entry of virtual operators phones

LI

)
Posqt Sovedd 30081 1006q) NTq1 BUTa3 0001 S0P Teeq1 T00G 01041 Bo1oes B

0937 DPION WODY DIVD RN STIG THOM IR B TN TN AN DY N Y MOIAI DD ve3 MR YERUDY S9DN T (1)
(PN 121 NS 1.31) S99 N £1> DWIR T ATING B 2012 590N 4TI XA TR WD AT ADEI N ASIPM S M8
S5 07 MUIE3 TR T AN AA D TON MR KIS MM AP BEOB O

»





image12.png
25

20

15

10

I

Sum of defense expenditure 1988-2014

srael

All conflictcountries

All conflict countries without Iran

Conflic

Israel

414
445
232

e e o ™
t
countries- without Iran

Conflict
*. countries





image13.png
BN

60

50

40

30
20
10

0

Korea

Israel
Switzerland
United States
Ireland
Estonia
Slovakia
Poland

New Zealand
Canada
Czech Republic
Spain

UK

Japan
Germany
OECD Average
Iceland
Luxembourg
Netherlands
Portugal
Italy
Hungary
Norway
Austria
Belgium
Sweden
France
Greece
Denmark
Finland
Slovenia




image14.png
Latvia
Luxembourg
Slovakia
Greece
Estonia
Russia
Poland
Austria
Slovenia
Italy

Iceland
Finland
Mexico
Czech Republic
OECD - average
United States
Spain
Portugal
Hungary
Germany
Denmark
Indonesia
Netherlands
France
Brazil
Turkey
Ireland
Australia
England
Korea

Israel

Japan

Chile

China

R

35
30
25
0
15
10
5
0




image15.png
600 = Israel - OECD Average
550

500

A
450
400
350
300

Total score Mathematics Science




image16.emf

image17.png
0107
F 8007
£ 9007
£ 5007
£ 2007
£ 0007
F 8661
9661
Fp66T
£ 2661
£066T
£ 886T
£986T
Fp86T
F 2861
F086T

«=g== Economic income inequality

—o— Net income inequality

0

0.54
0.50
0.46
0.42
0.38
0.34 -
0.3




image18.png
0.5

0.4

m Poverty rate

—Gini inde:

Denmark
Czech Republic
Iceland
Hungary
Luxembourg
Finland
Netherlands
Norway
Slovakia
France
Aohstrih
Germany
Ireland
Sweden
Slovenia
Belgium
UK

New Zealand
OECD
Poland
Fortogol
Estonia

Italy

ion
Australia
Korea





image19.png
29.6

-

M. R T

Mexico

Chile

Korea
United States
Switzerland
Australia
Ireland
Turkey
Japan
Slovakia
Isracl
Canada
Estonia
Poland

New Zealand
Spain
England
Portugal
Greece
OECD Average
Czech Republic
Iceland
Netherlands
Germany
Slovenia
Hungary
Luxembourg
Norway
Austria

Italy

Sweden
Finland
Belgium
France
Denmark




image20.png
-]
P S ——

)

60 -

50 4

40 -
3

20
10

Japan

United States
Switzerland
Norway
Germany
Netherlands
Belgium
Denmark
Czech Republic
Spain

Italy

Austria
Slovakia
Finland
Luxembourg
Canada
France
Australia
OECD - average
Portugal
Slovenia
Poland
Ireland
Sweden
Estonia
Iceland

New Zealand
Korea
Greece

UK

Hungary
Isracl

Turkey

Chile

Mexico




image21.png
Pension
Capital Investment Encouragement Law
Trainings funds

Refund to parents for children

Diesel arrangement

VAT fruits and vegetables

Betterment tax on apartments

Regional development

Exempt residential rental apartments

Refund for women

I 13.2

I 7.2
I 14
I 31

I 3

I 28

2.2

. s

- 12

. o9

10

12

14




image22.emf

image23.emf

image24.emf

image25.png
0.60

055

0.50

0.45

0.40

0.35

0.30

025

¢ TUR

ISR'11 &

0.20
0.20

0.40 0.45 0.50 0.55 0.60





image26.png
0.550 0.537

0.530

0.510

0.490 Economic income

o470 0.479
0.450
0.430

0.410
0.390 Netincome

0.392

0.362

0370

0.350 0.363

0.330
P P PSS PP LI P IFT L FIL P DO D DL
5B o D7 D, o D O o P & o' P Y
FFF LSS F TS S S S S S




image27.emf

image28.png
——Jews ——Arabs ——Total





image29.png
0 1 2 3

DArabs MJews HTotal





image30.png
100%

80%

Households without
an earner

60%

Households with
1-earner

40%

Households with
2 earners

20%

0% T T T T T T T T J
1 2 3 4 5 6 7 8 9 10

Number of persons per household





image31.png
Households
without an earner

Households with

Households... 2 earners

0% T T T T T T T T 1
1 2 3 4 5 6 7 8 9 10

Number of persons per household





image32.png
® Disposable income from minimum wage for a single job

= Disposable income from minimum wage for joband a half

® Disposable income from average wage for one job

5 4 3 2 1 0 3 2 1 0
Couple Single
Number of children

200%

150%

100%

50%

0%

-50%

-100%




image33.emf

image34.png
1100

1000

900

800

700

600

500

400

300

200

100

single parentwith 3
i children or more

720NIS

Ageof 23+ with
495NIS

Ageof 23+ or...

single parentwith...

1800 2050 2300 2550 2800 3050 3300 3550 3800 4050 4300 4550 4500 5050 5300 5550 5800 6050 6300 6550 5500





image35.png
1100

single parentwith 3

1000 children or more

Single parent with 1 or
2 children

__ Ageof23+with3
children or more

300
200

100

0
2100 2500 2900 3300 3700 4100 4500 4900 5300 5700 6100 6500 6900 7300

=O==1la =0=2a =332 =O=—4a ----- Minimum wage





image36.png
100

— LUX

90

s O—d g

~—

~—

~—

~—

~—
— PRT
~—

~—

Ead

-
"—
—
~—
—
~—
-
—

80

ISR
DNK
SWN
CHE
NLD
1sL

FIN
NOR
IRL

00—« 3 OECD

— FRA
-— SWE
— SVK
— HUN
“ GBR
— CHL

— EST

« NZL
— usa

L] AUS
— KOR

[ — VL
———4 GRC

70
60
50
40
30
20

4 60th month

® Initial




image37.png
334 [ Chitd bor before 05/31/2003
u Child born after 05/31/2003
 Proposed Plan
171
139 139

Each 3 2 1
additional

child The number of the child in the family

380
360
340
320
300
280
260
240
220
200
180
160
140
120
100

Pliyo 1o 3duUBMO||E BYL




image38.png
Billions NIS

4
$
s
[

POV o P

D o >
ST I P

©
oS
D7 D77 S o

v

—~O—Total expenditure on child allowance - proposed scenario
—6— Total expenditure on child allowance - exits scenario

= The number of children for whom allowance received( right axis ) *

2,000

Children (thousands)




image39.png
NIS

420 A

Child allowance alone - proposed scenario

370 4

-~ Child allowance only - exits scenario

320 -
Child allowances , including allowance for veterans and study grants

270 +

220 4 191NIS

170 -

120 T T T T T T T T T T T T T T T T T T T
O N ¥ © ® O N T © 0O N T O DO NT O 0O N Y
® Y H»PH» OO OO0 T = == §NNNN® OO
» PP H®»PH®» OO OO0 000000000 Qoo Qoo
e S A S S S S S A S SR SR S SN SR S S A S AR S A S A oY)





image40.png
2000 2012

Ultra-
orthodox, Ultra-
13.4% orthodox,

18.0%




image41.png
2007 ©amined 2012  examined

but not but not
eligible,1 eligible, 14
3.7%

6%

Eligible, Eligible,
8.8% ‘ 8.2%





image42.png
6%

5%

4%

3%

2%

1%

0%

Israel OECD Average





image43.png
Thousands

14% 350
Foreigners 12.1%

12% " palestinians 300

10% == % Non-Israeliworkers, (Left 250
axis) ..

8% — 200

i 8.1%

6% 150

4% 100

2% 50





image44.png
12.3%

9.1%
6.7%
PRI AL L PN ELE S S o
TS S S E A S S S SIS
Qﬂ,},yé ¥ Q?-,"‘\o@d)@ OV \*.g")q&qf e “\L
& & & & &
o o o
s

20%

15%





image45.png
70,000
60,000
50,000
40,000
30,000
20,000

10,000




image46.png
IRELAND.
IsRAEL

SPAIN

MEXICO

ALY

NEW ZEALAND
SLOVENIA
TURKEY
ICELAND
AUSTRIA
KOREA
PORTUGAL
Inpan
GERMANY
BEGIUM
NETHERLANDS
HUNGARY
AUSRALIA
FINAND.
canaDA
SWEDEN
zEcH RepUBLIC
UNTED STATES
NORWAY

DENMARK




image47.png
IRELAND.
IsRAEL

SPAIN

MEXICO

ALY

NEW ZEALAND
SLOVENIA
TURKEY
ICELAND
AUSTRIA
KOREA
PORTUGAL
Inpan
GERMANY
BEGIUM
NETHERLANDS
HUNGARY
AUSRALIA
FINAND.
canaDA
SWEDEN
zEcH RepUBLIC
UNTED STATES
NORWAY

DENMARK




image48.emf

image49.png




image50.png
1|II||||[

Israel  Finland Belgium Ireland Sweden DenmarkGermany UK Italy





image2.png
49

37.3

Mexico

Chile

Poland
Turkey
Estonia
Hungary
Korea

Czech Republic
Portugal
Greece

Israel

Slovak Republic
New Zealand
Japan
Slovenia
Iceland
OECD - Total
United Kingdom
Canada

Italy

Spain
Finland
Australia
Austria
Sweden
Switzerland
Germany
France
Denmark
Netherlands
Ireland
Belgium
United States
Norway
Luxembourg




image3.png
Spain
Ttaly
Begium
Ireland
Lixembourg.
France.
Norway
Finland
Austria
sapan
Denmark
us
Netherlands
Suitzerland
Germany
Australia
oEcD
Portugal
Korea

Saudi Arabla
Greece
Iceland

UK

Siovenia
canada
Sweden
Hungary
Caech Republic
Siovakia
Estonia
Israel
Argentina
NewZedand
Turkey
Russia
Poland

alia

Mexico
Brazil

China

South Africa
Indonesia
India




