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ABSTRACT

Labor markets in advanced economies, including Israel, are characterized by
a dynamic employment model in which many workers transition between
multiple jobs over their careers, whether voluntarily or not. However,
key components of Israel’s welfare and labor legislation were designed
decades ago, when long-term employment in the same workplace was
the presumed model of employment. For example, Israeli welfare laws
tie workers’ level of eligibility for important social benefits—e.g., vacation
days, convalescence pay, and sick pay—to their period of employment
at their current workplace. Thus, every time workers switch jobs, their
eligibility to basic social benefits is reset to the legal minimum. Notably,
despite the growing incompatibility of the antiquated legislation with the
evolving labor market, the legislation has been only minimally amended in

the decades since it was enacted.

The current model of welfare and labor legislation has several important
drawbacks. It creates a disincentive to change jobs (because of the loss
of social benefits such a move entails), and consequently reduces the
dynamism, flexibility, and competitiveness of the Israel labor market. The

model’s impact on workers with low employment stability is particularly
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detrimental, because those workers struggle to accumulate eligibility
to substantial social benefits over time. Finally, the model is ill-suited to
accommodate new forms of employment, such as temporary employment

contracts and work on a freelance basis.

This study analyzes the model currently practiced in Israel, and evaluates
both its normative and empirical justifications. In particular, we focus
on the effects of tying employees’ rights and benefits to their length of
service with their current employer. The analysis highlights the need for a

change of the current model.

Our analysis of data on labor market trends in Israel, along with findings
from employee surveys, leads to several important conclusions. First, the
rate of transition between jobs in Israel is high. About 47% of salaried
workers in Israel have worked for their current employer for less than five
years, and this group includes many older employees. Israeli law entitles all
of these employees to no more than a minimal level of basic social rights.
The effects of the existing legislation are particularly detrimental to the
most vulnerable workers in the market—those with little education, and

those who do not enjoy the protection of unions or collective agreements.

The study examines several possible alternative models that would better
accommodate the portability of social benefits between jobs. In evaluating
these models, we focus on two “penalties” the law currently imposes on
workers who change their place of employment: the loss of sick days
accrued with the previous employer; and the resetting of the time that
entitles employees to additional vacation days. The first alternative we
examine reduces the number of rungs in the “ladder model” used in Israel,
thereby decreasing the disparities in eligibility for social benefits between
new and veteran workers. A second approach is an insurance-like model,
in which eligibility is based on paying a premium to a fund that manages
the combined actuarial risk of all insured employees. A third model is

based on creating portable personal funds for each worker. These funds
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would enable employees to accrue benefits that could be transferred
from one workplace to another, reducing the erosion of benefits that such
transition currently entails. Each model of these models entails different
advantages and disadvantages in terms of its expected impact and ease

of implementation.

Our analysis calls for severing the legal entitlement of workers to basic
social rights from their length of service with their current employer.
Instead, we recommend adopting the first approach described above,
which would reduce the number of rungs on the ladder in favor of a
structure of uniform entitlement. This model is particularly suitable with
respect to social benefits that involve an element of choice on the part of
the employee, such as taking annual vacation days and convalescence pay.
With regard to sick days, the insurance model is feasible and also offers
clear benefits. In contrast, we conclude that the disadvantages of the third
model - the portable fund - are significant, making it less relevant for the

Israeli economy.

With respect to annual vacation days, the overall cost of transitioning to a
uniform standard of 18 vacation days is estimated at about NIS 4.5 billion
during the first year. The cost would decrease over time and fiscal balance
will be attained in the fifteenth year of implementation. In the twentieth
year of the law’s implementation, the total savings for employers from
the transition to uniform eligibility is estimated at about NIS 2.1 billion.
On the other hand, at a uniform standard of 17 vacation days, the
annual budgetary balance would be achieved as soon as the ninth year
of implementation. Around 18 years from the law’s implementation,
the cumulative savings would be greater than the cumulative cost of
implementing the legislation—that is, the overall cost of the transition

would be recouped and employers would have an aggregate profit.

Beyond the cost aspect, it should be noted that even if Israel raised the

level of annual vacation leave to 17 days for all workers—a sharp increase

\
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from the status quo—this would still be a low figure compared to the
conditions offer in other comparable countries. In Germany and Ireland,
for example, workers receive 20 days of annual vacation, while in Sweden

and Denmark, workers are entitled to 25 vacation days a year.

Since the level of entitlement has direct implications for the cost of
employment, the exact entitlement level should be determined through
negotiations between representatives of employers and workers. To avoid
a sharp increase in employers’ costs, or harm to the rights of workers who
already enjoy certain benefits, our recommendation is to implement the

uniform entitlement model gradually and not retroactively.

Regarding the portability of sick days, three key issues must be negotiated
between employers and employees in order to implement the insurance
model: the source for financing the insurance; the entity responsible for
managing it; and the differential in financing sick days. The decisions
taken on each of these questions will have a direct effect on the premiums
paid, which in turn will affect employment costs. Consequently, the sides
should reach an agreement on this issue in a way that takes into account

the needs of all sides.

The policy measures we propose provide the basis for a new model that
would better address the need for portability of social benefits between
jobs. These measures will also help adapt Israel’s welfare policy to the
needs and characteristics of a rapidly evolving labor market. Attempts
to introduce these policy measures will undoubtedly face both economic
and political challenges. Nonetheless, implementation of a reform along
the lines proposed here would contribute to creating a more dynamic and
efficient labor market, while helping establish a stronger and fairer social

safety-net for all workers in Israel.
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