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I.
Introduction 

This paper deals with social developments during periods of rapid economic changes and analyses whether both economic and social goals can be achieved in fast-changing circumstances. Two country cases are considered, namely Israel and Finland. We analyse the experiences of these two countries in the decade and a half since 1990 to illustrate the interaction of economic realities and societal change. Both countries offer examples how governments cope with economic shocks and how the choices made are then reflected in the repercussions in areas of social welfare. 
The countries in question share some common features. Firstly, during the period in question they both have experienced severe negative employment shocks. In Finland the shock took place in the early 1990s while in Israel unemployment rose noticeable both in the beginning of that decade and during the period 1996-2004.  Secondly, they both have witnessed a noticeable growth of high-tech industries, especially ICT sector, from 1990 to the present. This has in turn helped to achieve strong economic growth, at least in some parts of the economy.
 Furthermore, both countries are relatively small and heavily dependent on foreign trade. Global economic changes are then likely to imply major economic and political challenges to them both. Accordingly, the ability to adapt to changes in external circumstances and even to crises is likely to be a key issue for both countries. They seem to have good prospects also for the future economic growth since they currently rank relatively high in cross-national comparisons of competitiveness. 

But they also differ in many respects. While they can both be considered as welfare states their institutions related to social security and to education are dissimilar. Also their settings for economic policy are different, since Finland has been a member of the euro area since 1999, which has increased monetary stability but also sets restrictions to the public sector finances, for instance. 
We proceed by describing the country-specific experiences during after 1990. We start by describing the economic developments of the country in question and then we analyze how the integration and balance between economy and society has been achieved during that period. Finally we conclude by drawing some overall conclusions based on the two country experiences.
II.
Economic Developments: Israel 

Developments in Israel in the decade and a half since 1990 illustrate the interaction of economic realities and societal change, and especially, how governments cope with problems of growth, inflation, balance of payments, and these repercussions in areas of social welfare. This period may be divided into three sub-periods – with the year 2000 standing out as a one-time exception.

Sub-period A, up to 1996. The definitive characteristic of this sub-period was mass immigration from the former Soviet Union. Within two years – 1990–1991 – Israel took in roughly 400,000 immigrants, boosting its population by 10 percent. The influx then tapered off somewhat but remained vigorous, so that by mid-decade the country had gained roughly one million people from this source. The wave of immigration had unique economic characteristics: a higher share of elderly than in the host population on the one hand, and higher levels of education and vocational training on the other. However, the immigrants’ vocational experience was largely specific and tailored to the technological realities of their country of origin. The large numbers of immigrant engineers and physicians also threw supply and demand in these professions out of balance. Furthermore, to acculturate themselves, the immigrants had to learn a new language and master patterns of life and employment different from those to which they had been accustomed. Among other positive benefits of absorbing this wave of immigrants, Israel received large capital transfers that were facilitated by loan guarantees from the United States government.

The combined influx of capital and of large additions to the labor force definitely had striking effects. By 1993, the unemployment rate soared to nearly 12 percent – a development that should have come as no surprise in view of the pressures on the labor market. Two years later, however, by the end of the first sub-period, the unemployment rate had fallen to 7 percent – a very significant achievement.

During this sub-period, the government adopted a rather expansionary policy. Government spending increased perceptibly and social expenditure expanded in both transfer payments and in-kind services, especially in the area of education. Average economic growth rates climbed to 4 percent gross and 2.5 percent in per capita terms. Also during this period was the first Gulf War in 1991. As Iraq attacked Israel with surface-to-surface missiles, much economic activity was shut down. If that year is excluded from the calculations, the average per-capita growth rate for this sub-period was almost 3 percent.

One of the major concerns of economic policy makers was inflation, which ran at about 10 percent per year during this time. Inflation cast a heavy shadow over economic decision makers and troubled them greatly, because in the earlier decade, the mid-1980s, Israel had fallen into hyperinflation that peaked (or bottomed out) at around 450 percent. Only a drastic stabilization program in 1985 stopped this slide and saved Israel from an economic catastrophe. There remained a concern that the basic illness had not been cured and this continued to have an affect on developments in the second sub-period. 

Sub-period B began in 1996 under the cloud of the resumption of an inflationary process. A change in government also occurred at this time and a social-democratic government was replaced by a government headed by a right-wing party. The convergence of a very tight monetary policy and strong fiscal pressure by the new government slowed economic growth until a recession ensued. Inflation was not just arrested; for the first time in decades, it disappeared as the process reached its climax, initially to just one or two percent and then to zero. This was an impressive achievement, but it came at a steep price. First, the extraordinary growth of the early 1990s came to a halt and was succeeded by near no-growth economy, at about half a percent per year on per-capita average. In Israel as in other countries, the year 2000 stands as an exception: it was a “bubble” year with high economic growth mainly in the technology intensive sectors. Excluding this “bubble” year, the overall average for this period is even lower. From 1990 to the present, the high-tech industries have steadily cemented their position in the Israeli economy. The fruits of this process were considerable; they raised Israel to a relatively high status on the global map. Therefore, when the bubble formed and then burst, it hit the Israeli economy particularly hard.
The second negative effect was in the labor market. The almost full employment that existed in the mid-1990s came to an end. The unemployment rate rose steadily until it again verged on 12 percent. Figure 1 shows the price in unemployment that the country paid in order to arrest inflation. This development was not a random occurrence but rather the outcome of an explicit policy. Remarks in the 1998 Bank of Israel Annual Report makes it clear that the government policy favored an increase in unemployment in order to beat back inflation.
 What is more, unemployment tended to focus on the economic and demographic periphery, causing income distribution to worsen. Thus, the Gini Index and the measured poverty rate increased steadily during this time. Neither the system of taxes nor that of transfer payments was able to stop the deterioration in income gaps. The government continued to adopt a contracting fiscal policy: the state budget stopped growing and the social service budgets suffered severe reductions. Regressive measures such as co-payments for health care services were introduced. Budget cuts in education ruled out the possibility of tackling the phenomenon of the falling education level, as measured in international comparative tests such as PISA. Pensions were affected as well: retirees’ entitlements were reduced drastically and the indexation rules were changed in a way that had a long-term affect on the system.

Figure 1: Change in unemployment  associated with change in inflation rates
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Sub-period C, from 2004 to the present. Political developments forced the government to ease the fiscal pressure. Some of the cutbacks in social service budgets were rescinded and economic growth resumed. At the same time, the unemployment rate fell gradually from 11 percent to 7 percent and then leveled off. This was not due to a change in policy direction but rather a reduction in government pressure. When government social expenditure is examined, it is similar to the 2000 level in absolute terms. Taking population growth into account, however, it indicates a level that is around 10 percent lower in per capita terms than the 2000 level and similar to that of the mid-1990s. Tax revenues have increased as the economy grows. Thus, the government has begun to enjoy budget surpluses, in contrast to the chronic deficits that have long been typical of Israel. Most of the surplus funds are being used to draw down the external debt. Here the situation has improved in the past decade and a half: the level of debt remains much higher than 60 percent of GDP which is the Maastricht benchmark but is not the threat that it used to be.

As for the social situation, the level of poverty remains stubbornly high. Part of the explanation can be traced to the existence of several groups that do not realize their economic potential. One such group is the ultra-Orthodox, who for “cultural” or ideological reasons prefer to pursue lives of religious study all through their adult years. The low participation rates of men in this group reduce their level of income, which is based largely on transfer payments such as child allowances (because most families in this population group are large). Ultra-Orthodox women also fail to maximize their economic potential due to a lack of adequate vocational training. Another group that performs poorly in the economic area is women in the Arab sector. Few Arab women work outside the home; their participation rate does not exceed 20 percent. In addition to these groups, there are unemployed persons whose benefits do not raise them above the poverty line. Finally, the continued growth of the high-tech industries, which pay high wages, makes its own contribution to the continued widening of income gaps.

III.
The Integration and Balance between Economy and Society: Israel
Israel is a welfare state in the classic sense of the term. It maintains many economic arrangements with the explicit aim of insuring a minimal standard of living for the entire population: an array of transfer payments for children, the unemployed, persons with disabilities, and other groups, and the delivery of health care and personal social services for all inhabitants in need. The education system mandates fourteen years of schooling largely at government expense. All these arrangements are possible due to productive economic activity that gives the government the resources with which to pay for the services. But it also works the other way around: the health care services allow the population to pursue its activities, including its economic activities; and, the education system gives them the training they need to optimize their participation in the labor market.

This elaborate relationship always faces various counter pressures, including some related to political ideology. Conservatives apply constant pressure to trim social budgets. In times of economic contraction or sluggish growth, an effort is needed to keep the budget in balance, leading to “temporary” cutbacks in social expenditure. Afterwards, when the economic good times return, budget discipline is urged so as not to return to the bad old days of no growth. The same reasoning for budget cuts is also used in times of moderate growth.

On the opposite side, those who favor maximum expansion of the welfare state sometimes omit economic limitations and constraints from their calculations. The existence of a generous system of social benefits definitely affects the incentive to work. Adherence to various elements in the pension system also places the system in danger of actuarial insolvency due to the aging of the population and changing interest rates.

Similarly, health care services are in strong demand and the tendency to allow them to be used without limit may result in their abuse. However, the effort to restrain costs by means of co-payment arrangements – in other words, by shifting the burden of funding from the public sector to the private sector – has the opposite result of the one intended. 

Figure 2 shows that the higher the percent of private funding of health care services, the higher the total public expenditure on health care as a share of GDP. The need to increase health care spending should be met in other ways, including ceilings for service development and, perhaps, introducing managed competition.

Figure 2: High national health expenditure associated with high share of private funding
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The education system can attain better results if an effort to narrow educational disparities is made. In a simulation performed at the Taub Center, it was found that if the achievements of the lowest quintile are enhanced, Israel’s ranking on international tests will rise significantly. Either way, Figure 3 shows the close relationship between educational investment and economic growth.

Figure 3: Association between the level of GDP and the expenditure on education in OECD countries
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Motivating individuals to seek worthwhile and rewarding employment should be assured through a combination of controlled incentives and the creation of employment opportunities, including vocational training. Unemployment compensation for a reasonable period of time allows laid-off workers to find suitable employment situations that allow them to maximize their personal economic situation, thus contributing to the general economy as well.

In regard to taxation, the balance between economic incentives and the needs of public funding should be examined. In Israel, there are often allegations that the level of taxation is too high and is detrimental to the business sector. Table 1 shows clearly that Israel does not deviate from the European norm in this respect; its tax rate is not high by European standards.

Table 1: Tax burden and public expenditure as % of GDP

	
	Tax Burden, 2005

(Percent of GDP)
	Public Exp., 2005

(Percent of GDP)

	Ireland
	30.2
	35.8

	Greece
	35.7
	47.7

	Portugal
	37.1
	47.6

	Israel
	38.3
	50.8

	Austria
	42.9
	49.5

	Finland
	44.3
	50.9

	Norway
	44.9
	36.1

	Belgium
	45.6
	49.1

	Denmark
	49.6
	54.0

	Sweden
	50.7
	57.2


These are but a few examples of social-economic arrangements that need to be strengthened and balanced in various areas of social services. Above all, it takes an open-minded approach to integrate the advancement of social objectives into the range of economic policies.

This analysis of developments in three sub-periods shows clearly that social development and rapid economic growth are definitely compatible. One may even interpret the data as suggesting that the tough policies and budget cuts only harmed growth and led to considerable GDP loss over an eight-year period, from 1996 to 2003. Stopping budget erosion during the past four years shows that the two major objectives – social development and economic growth – can operate in tandem and deliver favorable results. And if it takes a few more years to reduce the external debt to the desired levels, no great harm will come of it.

IV.
Economic Developments: Finland  

Finland experienced a record-breaking economic crisis in the 1990s when unemployment rose from 3 % to 17 % just in four years. This period can be considered as an exceptional episode also in the international perspective. The crisis deepened quickly, but also the recovery was almost equally remarkable at least at the macro level. Accordingly, it is worthwhile to analyse what happened to the socio economic conditions and the Finnish welfare state in these exceptional conditions. 
The anatomy of the economic crisis in the early 1990s

The crisis can be seen as an outcome of both international and domestic factors. These factors have been classified into “bad luck and bad policies” “Bad luck” refers to e.g. unforeseen developments like the collapse of exports to the Soviet Union, but also the domestic economic policies played an important role.    

The crisis was preceded by prosperous years of the late 1980s when the Finnish economy was more or less in the state of overheating. Explanatory factors for this boom period include the rapid and badly managed financial deregulation that coincided with the upswing of the business cycle and a rapid increase in the terms of trade. The boom was further strengthened by expansionary fiscal policies. 
The developments of this boom period led to uncontrolled credit expansion, and the private sector become highly indebted and asset prices rose rapidly. Capital inflows increased hugely since the interest rats were much higher in Finland than abroad. 
The end of the boom came in 1990 and the change of the economic climate was very rapid, even shocking. The factors behind this change are numerous: the collapse of the Soviet Union, the rise of the interest rates in Europe and tight monetary policy are perhaps the most important ones. A distinctive element of the bust period was a severe banking crisis. The high interest rates and rapid decline in asset prices led to growing number of bankruptcies of businesses and credit losses of the bank then followed. The large depreciation of the Finnish Markka aggravated the situation in the financial markets. 
Figure 4
Unemployment rate and the change in GDP 1989–2006
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The changes in GDP were remarkable. After high growth rates in the latter part of the 1980s, 1990 was a zero growth year and it was followed by three years of negative growth (Figure 4). During these three years GDP declined about 13 per cent. The growth of unemployment showed similar exceptional patterns: unemployment rose by 14 percentage points in three years and nearly 500 000 people lost their jobs. The risk of unemployment was not evenly distributed and it hit more those individuals whose educational qualifications were the weakest. Construction industry was one of the sectors that were particularly hit by the crisis. Unemployment especially affected the 55-59 age groups, for which unemployment also became a persistent problem at the individual level. This asymmetry by age was related to various so-called early exit pathways. Because of these early exit pathways the older workers suffered the least financially from the loss of employment, which made the firms fire them disproportionately.
The crisis was also reflected in public sector finances where it led to serious imbalances. This clearly changed the long-lasting pattern of low level of government debt: both the central government and the municipalities have traditionally aimed at more or less balanced budgets regardless of economic cycles and that implied good fiscal balance. The collapse in gross output between 1991 and 1993 radically diminished the tax base and at the same time public expenditure increased because of increasing unemployment outlays and emergency loans for the banks, for instance. Tax rates were raised but the effects of these policy measures were not nearly enough to secure sufficient tax revenues. With problems in both expenditure and revenue side the public deficit soared and public debt accumulated rapidly. This dramatic deterioration in public finances became a factor that changed the prerequisites for the social policy in a profound way with a permanent rather than a temporary effect.   
The recovery

The deep crisis was followed by the period of strong economic growth, and in the middle of the 1990s growth resumed and the economy started to grow rapidly.  In the period 1994-200 output grew on average by 4.7 per cent and exports by 10.7 per cent annually and the economic growth was the second strongest among  the 15 EU-countries (after Ireland). The export industries recovered first with the help of the noticeable depreciation of the Finnish Markka. During the latter half of the 1990s the competitiveness of the Finnish export industries were also supported by the low inflation rates and moderate wage increases. Compared to export industries the recovery of labour-intensive domestic sectors was much slower which was then also reflected in the sluggish improvement of the situation in the labour market.
In 1995 Finland joined the European Union. The EU membership made it necessary to adjust to low inflation rates and to fiscal discipline and it also implied changes in e.g. agricultural support system. Furthermore, the accession into the European Internal Market strengthened gradually competition in the Finnish protected domestic sectors. Joining the monetary union meant also that the competitiveness of the economy had to be managed without depreciation of the currency. That was also a challenge to the wage negotiation system, since during earlier decades devaluation of the currency was often used to undo the harmful effects of large wage increases on price competitiveness. 
The rapid changes of the Finnish economy were not reflected only in macro growth rates but also in the structure of the economy.  During the 1990s the Finnish economy was transformed from traditional capital and resource-intensive production to strongly knowledge-intensive, owing to enormous growth in the electronics industry, especially in information and communications technology. The rise of the ICT cluster is at least partly related to the commitment by decision makers to foster an innovation-driven economy. For instance, the total research and development expenditure in is 3.5 % in relation GDP, and Finland is now ranked at the forefront of all OECD countries with only Sweden showing higher R&D spending ratios.  But the success of the ICT sector can not be understood solely by high R&D spending. Also the education system, a consistent and predictable policy environment and a sound basic infrastructure are important elements behind the success. 
Figure 5  Labor Force and the employed 1989 - 2006
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However, the jobs lost in the economic crisis and the new jobs were of different type. Accordingly, this rapid structural change in employment created an increasing mismatch problem in the labour market and it also explains why the reduction in unemployment was relatively small in relation to GDP growth rates. The increase in labour supply was also an important contributing factor (Figure 5). During the recession years labour force participation rates dropped mostly among younger age cohorts because the young prolonged their studies. After the crisis many of the new jobs were obtained by new labour market entrants and labour force participation rates rose, especially in the younger age groups. At the same time the unemployed were less successful in obtaining the new jobs. All in all, the recovery of the labour market is then far from a success story, since the unemployment rate was as high as 9.8 % in 2000 (and 7.7 % in 2006). 
In spite of the modest improvement of the situation in the labour market the recovery was quite rapidly reflected in the public sector finances. The general government sector was again in surplus already in 1998. Currently the surplus is second largest in the EU area and Finland’s public sector gross debt also among the lowest in the EU. 
Consolidation of the public finances is an outcome based on many factors. The focus in consolidating public finances was both on rapid economic growth and also on expenditure cuts and on tight control on public expenditure in general. The tight fiscal consolidation programme started in 1995 by a new coalition government and it was also affected by the requirements for the membership in the EMU. The financial markets welcomed the consolidation programme and the interest rate differential to Germany dropped dramatically. This helped to diminish debt expenses and further stimulated economic growth. 
The decision-makers had to make the difficult decision on how to target the expenditure cuts. With a relatively large welfare state the expenditures on social transfers and social, health and education services make up the lion’s share of public spending. Accordingly, the cuts in public expenditure affected also outlays on social expenditure, and also benefits for households were cut. It has been estimated that the effect of the cuts was nearly 10 % (the aggregate effects calculated at the expenditure level in 2000). For instance the nominal level of basic unemployment benefit was kept constant many years in the 1990s. This was naturally reflected in the drop of the real value of the allowance especially in relation to wages. 
V. 
The Integration and Balance between Economy and Society: Finland

Finland is characteristically a so-called small open economy. The economic policy has been export-oriented and foreign trade has been the basis for the economic development and welfare. In other words, the attitude towards internationalization of the economy has been a proactive one for a long period. Being dependent on foreign trade with rather strong cyclical movements has taught Finland lessons how to adapt to even sudden changes. 
The emergence of the welfare state has played a major role in the Finnish way to adapt to and take advantage of changing circumstances. Because of the income security provided by the state, even rapid changes have been approved more easily without serious disagreements. In a small and homogenous country it has been possible to co-ordinate interests and to collectivize both incomes policy and social policy systems at a national level. The outcome has been at least satisfactory, since it has been possible to combine good economic performance with a relatively comprehensive welfare state and relatively equal distribution of income and low incidence of poverty. 

The severe economic crisis in the 1990s crisis brought an interesting test to this “model”. Unemployment skyrocketed and huge number of people faced large income losses. The ability of the welfare state to cushion these harmful effects was called for help.  

The welfare state worked as it should: the Finnish households suffered economic losses which were much smaller than the decline in the GDP would predict and welfare state worked as a powerful anti-poverty tool during a very severe economic crisis.  This has also kept the attitudes of the citizens favorable to the welfare state. 
The economic crisis implied an immediate need to retrench social expenditure. In addition to this immediate effect, it had also a more long-lasting effect on running the public sector finances and on the “generosity” of the welfare state. One societal consequence of the recession was the rise of “crisis awareness”. Fiscal policy has been effectively based on explicit policy rules such as tight spending limits covering the whole electoral term. For instance, the index increases for social security benefits have been kept very moderate and the real levels of these benefits have fallen in many cases in relation to the average wage level. All in all, in the post-recession period social policy was more and more evaluated on the basis of its effects on economic efficiency and incentives instead of distributional effects. The existing incentive traps were brought into discussion and reforms on social security were motivated by the need to abolish these traps in addition to make savings in social expenditure.  

It is interesting that inequality in gross income and disposable income did not begin to increase until the recession had passed, in the middle of the 1990s (Figure 6). It is during the years of high growth rates that income disparities have risen. Accordingly, the social security system proved its effectiveness in combating poverty and keeping income differentials under control during the economic crisis, but during the years of economic growth the social security and tax systems have lost at least some of their effectiveness to even income differences.  One important factor that has also affected the increasing income differentials is an unprecedented increase in the fraction of capital income. Households in upper income deciles have been those who have clearly benefited from this trend. 
Figure 6 Gini coefficients in 1966 - 2005, %
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The change in income distribution also finds reflection in the rise in the poverty rates that rose over the period 1995-2004. i.e. during the years of strong economic growth. This trend partly reflects also the fact that the poverty alleviating impact of social transfers is diminished. At the heart of poverty lies long-term unemployment (Table 2). 
Table 2  Poverty risks

	
	Year

	Group
	1990
	1994
	1999
	2004

	
	
	
	
	

	Entrepreneurs
	10.1
	9.9
	11.8
	12.0

	Wage earners
	2.0
	1.2
	2.2
	2.2

	Pensioners
	19.3
	5.7
	9.2
	13.1

	Students and long-term unemployed
	18.0
	17.8
	28.5
	33.3

	Other
	6.5
	6.2
	9.7
	13.7

	ALL
	8.1
	6.5
	9.6
	12.0


One further effect of the crisis is that it made the social partners became more reform-prone. For instance, they were increasingly willing to start to negotiate and agree upon the reforms needed in the labor market and pension policy. One “traumatizing experience” of the severe crisis was that the bust increased the pressure to use early retirement as a solution to the worsening situation in the labour market. This kind of general attitude and behaviour is likely to be in odds with the aim to improve the position of older workers in the labour market. Accordingly, since the early 1990s there have been many reforms that have limited the early-retirement options. 
In the future population ageing is an important factor affecting the Finnish welfare state. Compared to the other EU-15 countries, the increase of the old age dependency ratio in Finland is the most rapid until approximately the year 2025, and the slowest thereafter among the EU-15 countries.
Recent pension reforms have gone long way to reduce future pension expenditure, but there does not seem to be a consensus view about the sufficiency of the latest pension reforms. All in all, the ageing of the population will increase the share of social expenditure in relation to GDP about 5 percentage points in 25 years’ time (Table 3).  This is due both to the increases in pension expenditure and age-related expenditure in health care and elderly care. 
Table 3 Projections for pensions and age-related public expenditure   

	
	Pensions 2004
	Change 2004–2050
	Health and long-term care 2004
	Change 2004–2050
	Education and unemployment 2004
	Change 2004–2050
	Total 2004
	Change 2004–2050

	Finland
	10.7
	3.1
	7.3
	3.2
	7.5
	-1.1
	25.9
	5.2

	EU15
	10.6
	2.3
	7.3
	2.3
	5.5
	-0.8
	23.4
	3.7


Source: Working Group on Ageing Populations (2006), European Commission 

Since the room for financing increasing expenditure by rising taxes is limited, there are pressures to further reform the pension system and also to improve the productivity of public services noticeably. Traditionally Finnish social security has been based on laws and statutes and the role of occupational and individual social protection has been minor compared to most other industrialized countries. Further cuts to the statutory pension scheme are likely to diminish its role and increase room for private pension insurance, for instance. This in turn may increase the income differentials among the elderly, for instance.

VI. 
Conclusions 

In this paper we have analyzed experiences of  two countries, Israel and Finland,  in the decade and a half since 1990 to illustrate the interaction of economic realities and societal change. We have focused on how these two countries have coped with economic shocks and how the choices made have then been reflected in the repercussions in areas of social welfare. 

The economic shocks give an interesting test to the functioning of the welfare state institutions. We have particularly looked at the very severe economic crisis in Finland in the early 1990s and the ability of the welfare state to cushion its harmful effects on individual wellbeing. This test indicated that the welfare state worked as it should when it worked as a powerful anti-poverty tool during this  severe crisis. 

However, it is interesting that the income differentials have been increasing in both Finland and Israel during the years of rapid recovery. This trend is partly related to the economic growth that has not been evenly distributed in the two economies. It is also related to the fact that the poverty alleviating impact of social transfers is diminished. This feature is related to the fact that the crises also changed the prerequisites for the social policy in a profound way with a permanent rather than a temporary effect. For instance, the tight control on public expenditure has kept the real value of many social benefits relatively low compared to average income growth in the economy. It seems, therefore, that the interaction of social and economic consequences of government policies deserves further investigation.






( Prof. Yaakov Kop is the Director of the Taub Center for Social Policy Studies. The Center is an independent, apolitical institute devoted to providing high-level policy makers with viable socio-economic policy options in order to improve the quality of life for all of those in Israel. Seija Ilmakunnas is Director General of the Government Institute for Economic Research (VATT). VATT is an independent applied economic research institute that operates under the authority of the Ministry of Finance in Helsinki, Finland.


� “The unemployment rate rose from 6.8 percent to 7.6 percent; the higher unemployment rate helped the pace of price increases to slow” – see Bank of Israel, 1998 Annual Report, p. 105, and Yaakov Kop, “The Israeli Economy in the Fifth Decade,” in Society and Economy in Israel: A Historical and Current View, Jerusalem: Yad Izhak Ben-Zvi, 2005, pp. 60–68, both in Hebrew.
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				Ajovirta:		d:\datat\seija\2007\povsoss6.do

				Listaus:		D:\datat\seija\2007\spovsoss87.lis…spovsoss05.lis																								Entrepreneurs = Employers and own-account workers in agriculture, other employers and own-account workers,

				. povdeco ktul [fw=wy],pl(`me06') by(soss9)																										Employees = upper- and lowerlevel salaried employees and workers.

																														Students

																														Pensioners

																														Unemployed = unemployed over 6 months

																														Others

				Poverty rate														Poverty line 60 % of median income

						FTG(0)		FTG(1)		FTG(2)

						a=0		a=1		a=2																				OECD equivalence scale:

				1987		0.07559		0.01543		0.0059								1987		7346.94										The first adults in the household has a weight of 1 and each additional adults  a weight 0.7.

				1988		0.0718		0.01448		0.00549								1988		7517.49										Each children under 18 years old gets a weight of 0.5.

				1989		0.07444		0.01347		0.00495								1989		7872.40

				1990		0.06599		0.01186		0.00411								1990		8230.54

				1991		0.06741		0.01417		0.00546								1991		8395.07

				1992		0.06017		0.01182		0.0044								1992		7955.26

				1993		0.05394		0.01164		0.00471								1993		7698.91

				1994		0.05872		0.01023		0.00367								1994		7655.49

				1995		0.06605		0.01088		0.00357								1995		7809.06

				1996		0.07487		0.01292		0.00442								1996		7968.57

				1997		0.08105		0.01442		0.00489								1997		8232.99

				1998		0.08944		0.01634		0.0055								1998		8478.49

				1999		0.09053		0.016		0.00539								1999		8714.02

				2000		0.10644		0.01796		0.00569								2000		8906.38

				2001		0.10146		0.01952		0.00669								2001		9122.17

				2002		0.1051		0.02079		0.00718								2002		9397.64

				2003		0.10568		0.02024		0.00683								2003		9643.39

				2004		0.10794		0.02083		0.00678								2004		10103.01

				2005		0.11453		0.02005		0.00635								2005		10412.47

				Population share

				share		1987		1988		1989		1990		1991		1992		1993		1994		1995		1996		1997		1998		1999		2000		2001		2002		2003		2004		2005

		Entrepreneurials		1		0.14848		0.14571		0.13174		0.13130		0.12873		0.11802		0.11403		0.11257		0.11055		0.10847		0.11078		0.10979		0.10456		0.10110		0.10429		0.10708		0.10541		0.10325		0.10287

		Employees		2		0.65521		0.65449		0.66003		0.65765		0.64164		0.60575		0.57075		0.55740		0.57410		0.57889		0.58285		0.59225		0.60405		0.60949		0.61261		0.60509		0.60405		0.60683		0.60986

		Students		3		0.01404		0.01293		0.01128		0.01235		0.01497		0.01911		0.01916		0.02039		0.01928		0.02350		0.02579		0.02417		0.02365		0.02342		0.02621		0.02621		0.02712		0.02439		0.02070

		Pensioners		4		0.15930		0.16598		0.17956		0.18380		0.17856		0.18716		0.19809		0.20186		0.20641		0.20877		0.21005		0.20701		0.20348		0.20334		0.20192		0.20673		0.20545		0.20569		0.21206

		Unemployed		5		0.00900		0.01036		0.00623		0.00625		0.02254		0.04972		0.08019		0.08669		0.07468		0.06840		0.05882		0.05420		0.05106		0.05014		0.04377		0.04332		0.04273		0.04534		0.03954

		Others		6		0.01397		0.01052		0.01116		0.00864		0.01355		0.02025		0.01778		0.02109		0.01499		0.01197		0.01172		0.01258		0.01321		0.01251		0.01121		0.01155		0.01524		0.01451		0.01497

				Poverty risk in population groups								FTG(0)

						a=0		a=0		a=0		a=0		a=0		a=0		a=0		a=0		a=0		a=0		a=0		a=0		a=0		a=0		a=0		a=0		a=0		a=0		a=0

						1987		1988		1989		1990		1991		1992		1993		1994		1995		1996		1997		1998		1999		2000		2001		2002		2003		2004		2005

		Entrepreneurials		1		0.17211		0.16353		0.15128		0.11868		0.15133		0.13712		0.12659		0.11102		0.12399		0.11711		0.11774		0.14209		0.11974		0.15114		0.16592		0.15297		0.15881		0.13643		0.12275

		Employees		2		0.03527		0.03172		0.03754		0.02939		0.02741		0.01757		0.01339		0.01093		0.01811		0.03036		0.03350		0.03708		0.03176		0.04678		0.04130		0.04754		0.05233		0.04227		0.05228

		Students		3		0.64563		0.62804		0.52172		0.55759		0.58124		0.51411		0.43545		0.40966		0.46016		0.53522		0.56995		0.53970		0.61658		0.61324		0.65653		0.60644		0.57530		0.69891		0.71786

		Pensioners		4		0.06602		0.07186		0.10026		0.10025		0.06067		0.04336		0.02268		0.03031		0.03720		0.04145		0.04787		0.05443		0.06187		0.06949		0.06300		0.05063		0.06303		0.07841		0.09740

		Unemployed		5		0.48441		0.41205		0.31787		0.36517		0.26659		0.20436		0.18186		0.22734		0.26948		0.28111		0.34200		0.42341		0.47017		0.50403		0.52103		0.60418		0.49686		0.58426		0.60354

		Others		6		0.21359		0.27496		0.34612		0.40350		0.35437		0.25900		0.25003		0.28212		0.35218		0.34554		0.30857		0.36728		0.57855		0.71066		0.54586		0.64135		0.49515		0.58847		0.71083

				TOTAL		0.07559		0.07180		0.07444		0.06599		0.06741		0.06017		0.05394		0.05872		0.06605		0.07487		0.08105		0.08944		0.09053		0.10644		0.10146		0.10510		0.10568		0.10794		0.11453

				100*		per cent

						1987		1988		1989		1990		1991		1992		1993		1994		1995		1996		1997		1998		1999		2000		2001		2002		2003		2004		2005

		Entrepreneurials		1		17.211		16.353		15.128		11.868		15.133		13.712		12.659		11.102		12.399		11.711		11.774		14.209		11.974		15.114		16.592		15.297		15.881		13.643		12.275

		Employees		2		3.527		3.172		3.754		2.939		2.741		1.757		1.339		1.093		1.811		3.036		3.35		3.708		3.176		4.678		4.13		4.754		5.233		4.227		5.228

		Students		3		64.563		62.804		52.172		55.759		58.124		51.411		43.545		40.966		46.016		53.522		56.995		53.97		61.658		61.324		65.653		60.644		57.53		69.891		71.786

		Pensioners		4		6.602		7.186		10.026		10.025		6.067		4.336		2.268		3.031		3.72		4.145		4.787		5.443		6.187		6.949		6.3		5.063		6.303		7.841		9.74

		Unemployed		5		48.441		41.205		31.787		36.517		26.659		20.436		18.186		22.734		26.948		28.111		34.2		42.341		47.017		50.403		52.103		60.418		49.686		58.426		60.354

		Others		6		21.359		27.496		34.612		40.35		35.437		25.9		25.003		28.212		35.218		34.554		30.857		36.728		57.855		71.066		54.586		64.135		49.515		58.847		71.083

		Total		TOTAL		7.559		7.18		7.444		6.599		6.741		6.017		5.394		5.872		6.605		7.487		8.105		8.944		9.053		10.644		10.146		10.51		10.568		10.794		11.453

						Figure   Poverty risk in socio-economic status (Poverty line 60 % of median income)

						Source: VATT (Statistics Finland/Consumption Expenditure Surveys (CES), Income Distribution Surveys (IDS)).

						Figure  Population share

						Source: VATT (Statistics Finland/Income Distribution Surveys (IDS)).

						Figure  Poverty line 60 % of median income

						Source: VATT (Statistics Finland/Income Distribution Surveys (IDS)).
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				Ns. Aikasarja-aineistot

						Kulutusaineisto										Tulonjakoaineisto

				Alue		1966		1971		1976		1981		1985		1987		1988		1989		1990		1991		1992		1993		1994		1995		1996		1997		1998		1999		2000		2001		2002		2003		2004		2005

		Factor income		TUOTANNONTEKIJÄTULOT		38.36		37.56		35.00		36.18		37.25		38.45		39.24		39.80		39.4		39.93		42.54		45.72		46.53		46.39		46.79		47.25		47.09		47.61		47.57		46.95		46.65		46.78		47.16		46.45

		Gross income		BRUTTOTULOT		33.19		30.71		26.08		25.43		25.03		25.26		25.99		26.29		25.76		25.36		25.48		26.36		26.18		26.9		27.53		28.64		29.54		30.56		31.22		30.42		30.32		30.44		30.91		30.47

		Disposable income		KÄYTETTÄVISSÄ OLEVAT TULOT		30.98		27		21.27		20.68		20.15		19.90		20.37		20.68		20.45		20.43		20.18		21.12		21.02		21.8		22.35		23.7		24.73		25.82		26.61		25.72		25.68		26.03		26.51		26.54

								Figure  Gini coefficients for factor, gross and disposable income in 1966-2005, per cent

								Source: VATT (Statistics Finland/Consumption Expenditure Surveys (CES), Income Distribution Surveys (IDS)).
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