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➃❿➀�❖❿�➀���❹❽�❷❹❻�❸➅➄❿❸��❹➂���11�➀��❽�❽❼�➈��❽➀❹�

❽➀���❽❸���➂��➁❽�❽�➂�❸��❿�➆➂��❹➈❽����❹�❻�❷➆���❹❸�❸➂�❹➈�❸�➁❹�❽❽

➁❶� �➀�� �❹�❽�➂� ➃❸�� ➁❽❽❹➄❽�❸� �❹❸➂�� ��� �➀� �❹➄❻�➄� �❹➂�❹➈�� ➁➀❹�

➁❹�❽❽❸�➁❹❻����❹➀������❹➆➂�➁❽➅➂��❸➂�❹➈�❸�➃➆❹�❽�❹�➃➂❹�❽❽�➃➈❹��

❾�➂❸��➃❹❷➄�➃❸�❹�➆❹�❽�❸❹

ÍÂ¯‡‰ ÁÂÂË· ˙Â‡ˆÂ‰‰Â ˙ÂÒÎ‰‰ ˙Ï‡˘ Æ‚

�➂❹➀❿��❽➀�❼❽➄�❸➄❽��➁❹❽❿��➂�❽❽➂�➀���❽��➀�➂➂��➅➂���➀➀❹❿❸�❸➂�❹➈�❸

➅➂❸�❽➀❹����❾➅����❸➄❽❼�➂�➁❶��➀��❽❹➅❽➂❸�❽➀➀❿�������❸➄�➂�❸➄❽���❽❸

���➀➀❹❿�❸❺�➁❹❿➅���❹��❽❺❹❻��❿�➁❸��❖�❷��❽➀❽➂�➀��❹��❸�➇�❽❸�
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�❷➆❹��❹�➀➂❸➂�❸➄❹��❸➂�❹➈�❸�❸❺�➃�❹➂��◗�❻❹➀��❼❹�❽➈�❹��❘�❷❹➆❹�➇❽�➆❸

❽➀❹❼❽���❹➆�➂���❸➂�❹➈�❸�➀���➀➂�❼➆➂❿�➃❹➂❽➂�➀➆�❸❷❽➈�❸��❼➅�➃�

�❷➆❹�➃❹❸❸�❽❻❹❹��➀➆���❹❽�❸❹�❶�➅➂��❹➆❽�❹�➁❽�❷❻�➁❽➅➂��➀❼❸�➁❽�❹❼➈

❸❽❹➈�❸�❸❻❽➂�❸��❹�➈➂��❹�❽�❸➂�❹➈�❸�➃❹➂❽➂�❽❿�❸❻❽➄❸���❺��➂❹➆➀�➉❽�❹➄❽��

�❹❽❹❻�➈�❸�❽����➃❿➀�❸❽❹➀��❸➂�❹➈�❸��❻➀�❸�❸➀�➂➂❸��❹��❹❸��➄❼�❸➂❹

�❽�❹❸➂�❸�❻➈❸���❽➄�❹��❽➅❻❽�❸�❽❸➂��❽➀❿➀❿�❸❻❽➂����❽����❝�❹❽❷❽�➆

��❹���❸➀�➂➂❸��❹��❹❸�➀��➂�➀�

≤ ÁÂÏ
≤∞∞∑≠≤∞∞≥ ÌÈÒÓ ˙Â˙ÁÙ‰

‰ÙÂ˜˙ÂË ˙ÂÒÎ‰ ˙Ë˜‰
¶ È„¯‡ÈÏÈÓ·

®ıÈ·ÂÈ·¯© ‰ÒÎ‰ ÒÓ· ‰Ó¯ÂÙ¯‰≤∞∞∂≠≤∞∞≥µ
˙ÂÈ¯ÂÊ‡ ÈÂÒÈÓ ˙Â„·Î‰ ¨ÈÏÂÒ¯Ù ÈÂÒÈÓ ÏÏÂÎ

˙ÂÈ¯ÂÈÒÙ ˙Â˘¯Ù‰ ÈÂÒÈÓÂ

®±∑•≠Ï ±∏•≠Ó© Ó¢ÚÓ≤∞∞¥≤Æ∑

ÌÈÏÂ· ÒÓÂ ®ÌÈÏÂËÈ·Â ˙Â˙ÁÙ‰© ÒÎÓ ¨‰ÈÈ˜ ÈÒÓ≤∞∞¥∞Æ∏

È˜ÏÁ ÔÂÎ„ÚÂ ÌÈ„ÈÁÈ ÏÚ ÒÓ ˙Â˙ÁÙ‰≤∞∞¥≤Æ∏
∞¨∞∞∞ „Ú© ÒÓ ˙Â‚¯„Ó Ï˘±®˘„ÂÁÏ ¶

®≥∞•≠Ï ≥∂•≠Ó ÒÓ ˙„¯Â‰© ˙Â¯·Á ÒÓ≤∞∞∑≠≤∞∞¥≤Æ¥

ÏÂÎ‰ ÍÒ±≥Æ∑

➀➆�❽➁���❹�❹��➂❹�➂➆����❹❹❸�❿❽�❸❹�❷���❽➆❹�❽�❸➂➅�❿�➀➆�➂➁��❶❷❽➀

������❹➀❽�❸➂➅�❸➃���➀��❽➈❹��❸�➂�❽�❽➁��➂���❹❸➃���➀�❸❶❷➀��❸�❽�❹�❽➁
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❿�➀➆�➂❸�❽❿❹➀❸�➀❸❶❷❽➀����❸❿➄➅❹��❸➂❷❽➄❸�➆���❸�❻���❸➈➆❽➀❹��❸❿➀❿➀❽�

��❽➆❹���➀�❿�➀❽��➂❸❹�❷��❸➂➅�❸➂�❹�❽��➂❿�➃�����❹➀❽�❸➂➅�❽❹�❷❽➁

��❽➆❹���➀�❿�➄❽��➀❽�❽➁�➂❸❹�❷��❸➂➅�❸➂�❹�❽��❑❿➀➀❑�❺❸�➄➂�����➇�❶➁

❸➄❹�➄��❹➀❽➆➈��➂��❽❻➄❹➂���❷❶❹➂�❷➅➈❸❸
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���❻❹❺❽��❹�����➄❸�❸���❹➄❸�➀❽❽�❹➂❸
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�❹❹�❸�❸❹❹�❸�❽�❹�❽�❸��❹❻➀❹�➃❹➆�❽❶➀�➅❻❽���❹❽�❽❽➆�❸�����❽❻➂❸➀�❽❷❿
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❾❿���➄���❸❽❽➄�❸��❽�❻➂❸❹���➄���➁�❹❽��❸➂�❹➈�❸➂��❽�❻➂
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❹➄❻➄❸�❸❻❽➂�❸��❹➆❽��❽�❶➀���❹�❸��❻❽➂���❹➆❽�➀�➁��❸���❹➀❷❶�➁❽➅➂➂

❽�❶➀�➁❹❽❸�➀�❹�➂❸��❽❺❻�❸��❹➆❽���❹❸��1�❸❽❸❽���➄�����❹�❸�❽❿

❽❿�❸➀❹➆��❻❹➀➂�1❹�1�1�❝➁❽➄❹��❸❻❽➂��❽�❹➆❽��❹➄�❷����➄�

❹����❹❽��❽➂❽❼➈❹�❸�❸��➂��❼➆➂➀�➀❷❶�❽�❹�❽�❸��❹❻❸�➁❽��➂❸�➀❿��❼➆➂❿

�❹❻��❽❹➄❽��➃❽��❹�❹���➄���1��❹➆❽���❻➂❹����❹�❸

≥ ÁÂÏ
‚ ˙ÈÊÁ˙®¯ˆÂ˙ ÈÊÂÁ‡© ≤∞∞µ≠≤∞∞¥ ·ÂÁÂ ÔÂÚ¯È

≤∞∞µ ‰ÁÈÓˆ ¯ÂÚÈ˘‚≤∞∞¥ ÔÂÚ¯È‚≤∞∞µ ÔÂÚ¯È≤∞∞¥ ·ÂÁ≤∞∞µ ·ÂÁ

≥¥Æ∂¥Æ≤±∞∑Æ∏±∞∏Æπ
≥Æµ¥Æ∂≥Æπ±∞∑Æ∏±∞∏Æ±
¥¥Æ∂≥Æ∂±∞∑Æ∏±∞∑Æ≥

◗❘�❽�➅➄❽ ���❼➅❹��❽�➀
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➃❹❽❷❸�➃➂�➅➂❸�➀❼➄��➃❹❽❷❸������➄➀���➈��❽��❽❿��❽❿❺❸➀��❹�❻�➁❹❽➅➀
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❛�❹��Banerjee, Mukherjee, Munshi and Ray (2001)❹�Panizza (2002)
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Inequality

The inequality of economic income in Israel is very high
(certainly relative to developed countries). The progressive tax
system and the transfer system lead to a much lower level of
inequality in disposable income (in 2002, inequality in economic
income was 0.53, while inequality in disposable income was
only 0.36, measured by the Gini co-efficient). Recent changes
in taxes and transfers may increase inequality in disposable
income. Inequality has a negative effect on the economy’s
growth in the long term because of the difficulty faced by those
in the low-income bracket in providing their children with a
proper education. Thus, it is worthwhile trying to figure out
ways to minimize the large economic gaps in Israel. The best
approach to reducing inequality is investing in human capital,
i.e., education. But there are also other measures that may be of
help: first, consideration should be given to introducing negative
income taxation for people whose income falls below the tax
threshold. Second, clearer distinctions should be drawn between
populations that can be placed within the employment market
and populations that cannot. Third, the possibility should be
examined of raising unemployment insurance; cutting it back
has not decreased unemployment by much, but rather has
reduced the ability of people to find appropriate work, i.e.,
impaired the efficiency of the search.
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Fiscal Policy

Fiscal policy has recently been characterized by drastic cuts in
transfer payments and reductions in taxes in the context of tax
reforms. These measures are expected to reduce receipts by
about 2% of the GNP, even after the broad effect of reduced
taxes on activity is taken into consideration. The reduction in
tax receipts will make it difficult to proceed with the fiscal
consolidation process of reducing the deficit and the debt, which
continued throughout the 1990s and only slowed during the
recession. In 2003, the public debt reached the level of 107.4%
of GNP. The following calculation describes the expectations
for development in public deficit and debt (of the public sector)
over the next two years, as a consequence of the changes in
taxation (calculation assumptions: growth of 4% in 2004; growth
of 0% in expenditures in 2004 and 1% in 2005; tax elasticity of
1.3 relative to the GNP; and implementation of half of the
reforms in 2004 and the other half in 2005):

Growth Rate 2005 Deficit 2004 Deficit 2005 Debt 2004 Debt 2005

3% 4.6 4.2 107.8 108.9
3.5% 4.6 3.9 107.8 108.1
4% 4.6 3.6 107.8 107.3

In view of this forecast, the team recommends that further
tax reductions not be initiated in the near future. This
recommendation becomes even more relevant in view of the
constraints presented by the fiscal policy. An additional cut in
transfer payments or in health and education services is liable
to increase inequality even more. The other main budgetary
considerations are security, which it is difficult to reduce at the
moment, and interest, which can only be reduced if debt is
reduced.
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Macro-Economic Team
Report Highlights:

Reducing Unemployment and Closing Income Gaps
on the Road to Economic Growth

Team Director: Prof. Joseph Zeira
Researcher: Michal Abramowitz

State of the Economy and Employment

A turn for the better has taken place in economic activity since
2003, and Israel has begun to emerge from the slump into which
it fell at the end of 2000. This shift began in mid-2003 and is
even more evident in the data for 2004. The recession was caused
by a number of factors, chiefly the global recession which
affected exports; monetary restraint; and the collapse of the
peace process, and waves of terrorism which have hurt both
exports (tourism) and investments. The economy’s emergence
from the recession was accelerated by the end of the global
recession, monetary expansion, and a reduction in the number
of terror attacks.

At the same time, the unemployment rate has remained high
for a number of reasons. First, employment lags in its response
to the emergence from the slump. Second, there are still many
foreign workers in Israel. Third, the emergence from the slump
is biased by exports, and there has not yet been sufficient growth
in local demand and especially investments. Increasing
employment in the short run is therefore only possible by
continuing to decrease the number of foreign workers and by
resuming the peace process. It is important to note that in order
to minimize foreign employment, steps must be taken to equalize
their conditions with those of Israeli workers, otherwise Israelis
are subject to unfair competition.
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that with the aid of the preparatory committee’s report, we have
succeeded in focusing the discussion on several of the more
important issues. The second team was guided by Mr. Ya’akov
Efrati, assisted by Prof. Eran Razin of the Hebrew University of
Jerusalem and Dr. Adi Brender of the Bank of Israel.

The third team, led by Dr. Guy Mundlak, prepared
recommendations on the topic of “Industrial Relations in Times
of Transition.” It would appear that in recent times, during the
implementation processes of the economic plan, problematic
modes of operation that had become entrenched over the years
were accentuated. The team’s recommendations were supposed
to guide a discussion aimed at unfreezing the entrenchment and
bringing about change.

The fourth team, managed by Prof. Joseph Zeira, dealt with
the challenges of “Macroeconomic Policy,” and the discussions
focused on the tension between growth and poverty. The title
of the fourth session was “Reducing Unemployment and Closing
Income Gaps on the Road to Economic Growth.”

I would like to express my heartfelt thanks to the leaders and
members of the team for the great effort they invested. Special
thanks are extended on behalf of us all to the academic director
of the conference for the fourth year, Prof. Reuben Gronau.

Prof. Arik Carmon
President of the Israel Democracy Institute
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Summary

THE 12TH ANNUAL ECONOMIC
CONFERENCE – JULY 2004

Conference Head and Editor: Prof. Reuben Gronau

Preface

The 12th annual economic conference, the Caesarea Conference,
was held about one year after the economic plan was launched
and on the eve of the 2005 budget discussions. It sought to
evaluate its performance criteria from different aspects. Three
of the conference’s four topics this year addressed this directly.

The first topic, “Financial Markets and Intermediaries,” was
determined together with the Chairman of the Knesset Finance
Committee, MK Avraham Hirschson, in order to assist him and
the committee to assemble a strategic legislation plan. The
preparatory team was headed by Mr. David Brodet, and the
team’s report addresses the structure of financial markets and
the capital market. As part of the assistance to the Knesset
Finance Committee, Prof. Avi Ben-Bassat, a Senior Fellow at
the Israel Democracy Institute, is working on the development
of recommendations for reforms in the supervisory structure of
these markets. The discussion at the Caesarea Conference
focused on the structure of the capital market, and in a few
months we plan to dedicate a separate discussion to
recommendations on supervision.

The second topic, “Local Government Reform,” was discussed
at a time when the local authorities had not yet extricated
themselves from the deep crisis in which they were immersed.
This broad topic encompasses clusters of subtopics, and we hope
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