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Education and Unemployment in Israel,
1976-1994

Reducing the Anomaly

JACOB (YAACOV) WEISBERG
NOAH M. MELTZ

In industrialized economies, unemployment rates are inversely
related to education levels. Data from 1963 to 1994 show that Israel
1s an anomaly exhibiting an inverted U-shaped relationship. Workers
with 9-12 years of schooling consistently experienced a higher level
of unemployment than the schooling groups with less and more
education. Multivariate regression analysis of data for Israel during
the 1976-1994 period indicates that this inverted U-shaped relation-
ship is moderating. The national unemployment rate and a time trend
variable had positive and significant effects tending to strengthen
the inverted U-shaped relationship. However, an increase in the un-
employment rate within the 0-8 education group relative to the 9-12
group and a decline in the labour force participation rate of the 0-8
group overrode these factors, resulting in a flattening of the inverse
relationship. The major factor responsible for the anomaly in the
education-unemployment relationship in Israel appears to be
government policies intended to protect low-educated immigrants
with large families. A reduction in government support over recent
years seems to have increased the exposure of the least educated to
labour market forces.

Human Capital theory suggests that in developed countries the level of
education should be inversely related to the rate of unemployment. The
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rationale for this relationship is that the greater the amount of workers’ human
capital, the larger the relative number of job openings for them, and thereby
their lower levels of unemployment (Filer, Hamermesh and Rees 1996).
Examination of data prepared by the ILO shows that in advanced industrial-
ized countries, in general, the higher the level of education the lower the
rate of unemployment (ILO 1996). Against this pattern, the case of Israel
stands out as an anomaly because, since at least 1963, Israel has experienced
an inverted U-shaped relationship between education and unemployment
(Meltz 1978). In this article, we examine the continuation of this exceptional
relationship for the period 1976-1994, develop some explanations for this
pattern and discuss the public policies that appear to be responsible for the
lower than anticipated unemployment rates among the least educated.

The article contains four parts. Part one sets out economic theory on
the relationship between education and unemployment, and the description
of the patterns that have been observed in Canada, the United States and
Israel. Part two observes that Israel has consistently had a pattern of unem-
ployment where the highest rates of unemployment were for those with mid-
dle levels of education, not those with the least education. It is also observed
that this pattern is changing over time with an increase in the unemploy-
ment rate of the least educated in Israel relative to those with greater educa-
tion. Part three provides a statistical analysis of the major factors that appear
to be responsible for the inverted U-shaped relationship between unemploy-
ment and education in Israel. Part four explores the institutional factors under-
lying the statistical relationships and the public policies that influenced these
factors. The concluding section summarizes the main findings and raises
some general public policy issues beyond the experience in Israel where
the least educated were not the most disadvantaged in the labour market.

ECONOMIC THEORY ON TIIE RELATIONSHIP BETWEEN
EDUCATION AND UNEMPLOYMENT

It can be inferred from the economic literature that in developed
countries there is an inverse relationship between education and unemploy-
ment. For example, McConnell and Brue (1989: 536, citing the study by
Johnson 1979) state that “higher levels of general education are associated
with lower levels of structural unemployment. For instance, college gradu-
ates who are displaced from their existing employment because of changes
in demand for technology have a wider range of job options and usually
find retraining to be easier than persons who have little formal education.”
Similarly, Filer, Hamermesh and Rees (1996: 321) observe that “the stability
of employment increases as workers become more educated. This fact
reflects higher fixed costs leading to a much lower rate of inflow into unem-
ployment among more skilled workers.”
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Data on industrialized countries are consistent with this labour market
economic theory. Using Canada and the United States as specific examples,
and taking the same education grouping for the two countries, we see that
1995 unemployment rates by broad education groups show a consistent
inverse relationship (see Figure 1). A similar pattern is observed for both
countries for all education groups even though unemployment rates in
Canada were higher than in the U.S.

FIGURE 1

Unemployment Rate by Education Levels:
United States, Canada, and Israel: 1995
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Looking back over the period from 1988 to 1995 in the U.S., unemploy-
ment rates by education levels show a consistent inverse relationship even
though the overall rates of unemployment vary significantly among the years
(see Figure 2). In addition, the differences among the unemployment rates
by education group are very similar. For Canada, when unemployment rates
by education levels are grouped in similar categories, there also is a consist-
ent inverse relationship (Statistics Canada 1988-1995).

FIGURE 2
Unemployment Rate by Education Levels:
United States, 1988-1995
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These observations, which are consistent with the predictions of eco-
nomic theory, highlight the unexpected finding that Israel, a developed
economy, has not experienced an inverse relationship between unemployment
and education but rather an inverted U-shaped relationship (see Figure 1).

EDUCATION AND UNEMPLOYMENT IN ISRAEL

Israel’s Central Bureau of Statistics (CBS) collects labour market data
through a quarterly Labour Force Survey. The data presented in this paper
are divided into two periods: the first, from 1963 to 1975, describes the rela-
tionship between education and unemployment which appeared after the
establishment of the State of Israel (Meltz 1978); the second, from 1976 to
1994, is the focus of detailed statistical analysis.

Figure 1 shows the difference in 1995, in the relationship in Israel be-
tween unemployment and education, compared with that in Canada and
the U.S. In Israel, the rate of unemployment for the least educated is lower
than for those who completed secondary school education, but higher than
for those with undergraduate and postgraduate studies. Meltz (1978) has
documented a consistent pattern of an inverted U-shaped relationship,
whether the national unemployment rate was low or high. Data in Table 1
confirm this pattern for the early years of the state (1963, 1967 and 1975) as
well as for the 19761994 period. In 1963, when the unemployment rate was
3.5%, the lowest rate of unemployment was for those with 13 or more years
of schooling at 1.6%, while the second lowest, at 2.2%, was for those without
any formal years of schooling.

TABLE 1

Unemployment Rates in Israel by Years of Schooling:
Selected Years 1963-1994

Years of

Schooling 1963 1967 1975 1976 1986 1987 1994
Total 3.5 104 3.0 36 7.1 6.1 7.8
0 Years 22 9.1 1.5 * * * *
14 Years 3.0 12.0 1.8 * * * *
5-8 Years 48 14.2 33 * * * *
0-8 Years * * * 35 7.0 6.3 8.9
9-12 Years 3.3 8.8 34 4.2 9.1 75 9.7
13+ Years 1.6 5.0 2.6 29 41 * *
13-15 * * * * * 44 6.0
16+ * * * * * 2.8 44

Source: For the years 1963, 1967 and 1975 (Meltz 1978); for the years 1976, 1986, 1987
and 1994: State of Israel (1977-1995).
* Data not published in these groupings.
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In 1967, when unemployment had risen to 10.4%, the highest rate of
unemployment was for the group with 5-8 years of schooling. In 1975, when
the unemployment rate had dropped to 3.0%, the highest rate of unemploy-
ment was for those with 9 to 12 years of schooling. What is most remarkable
is that in 1975 persons with no formal schooling or 14 years of schooling
had a lower rate of unemployment than persons with 13 or more years of
schooling.

To provide an overview from 1976 to 1994, we have pooled the data
into two periods, as shown in Figure 3, to produce the long-term average
unemployment rates for each level of educational attainment. The first
period, 1976-1986, contains three educational groups: 0-8, 9-12 and 13+
years of schooling. The second period, 1987-1994, contains four groups due
to the availability of a breakdown of the 13+ grouping into 13-15 and 16+
years of schooling. In both cases persons with the least education (0-8 years)
have a lower rate of unemployment than those with an intermediary level
of education (9-12 years). The lowest rates of unemployment were for the
groups of 13 and more years of schooling. Figure 3 also shows that the inverse
relationship persists even with the higher rates of unemployment after 1986
(8.8%, compared with 4.8% in 1976-1986).

FIGURE 3

Unemployment Rate by Years of Schooling in Israel:
Averages 1976-1986 and 1987-1994
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These patterns are illustrated more dramatically in Figures 4 and 5.
Figure 4 shows the actual unemployment rates by levels of schooling for each
year from 1976 to 1994, while Figure 5 shows the unemployment rates for
each educational level relative to the rate for 9-12, which consistently has
the highest level of unemployment. The later figure depicts the narrowing
of the difference between the unemployment rates of the 0-8 and 9-12
groups.
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FIGURE 4
Unemployment by Education Groups in Israel: 1976-1994
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FiGURE 5

Relative Unemployment Rates by Education Group
in Israel: 1976-1994, (9-12 as base group)
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Up to this point two main findings have been identified. First, there
appears to be an inverted Ushaped relationship between unemployment
and education in Israel. Second, the increase in the unemployment rates of
the least educated in Israel points to a moderation of this relationship. In
this section we will conduct three types of statistical analysis to test whether
the trends observed are significant. The analysis includes an examination of
the relationship between unemployment and education, a consideration
of the changes over time, and an assessment of the impact of selected labour
market factors on the relationship between unemployment and education
over time.

The Relationship between Unemployment and Education

In Figure 5 it appears that from 1976 to 1994 there are consistent differ-
ences in unemployment among education groups in Israel. A Bonferoni test
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of significance was applied to the data to determine whether these differ-
ences can be established statistically. The Bonferoni test indicates that there
is a significant difference between two means if the following relationship
holds:

MEAN(J)-MEAN(I) > = 4818*RANGE*SQRT(1/N(D) + I/N(J))

A one-way Analysis of Variance, as shown in Table 2, indicates that the
differences over time between the four education groups are significant
(F-Ratio = 178.31; and F-Probability = .000). The highest level of unemploy-
ment is at the 9-12 level of education group, while the 0-8 and 13+ are lower,
representing the nearly inverted Ushaped type.

TABLE 2
ANOVA of Unemployment Levels in Israel by Education Groups: 1976-1994

Mean Years of Schooling 16+ 13-15 0-8 9-12
-4.4625 16+ Years
-1.7947 13-15 Years *
2158 0-8 Years * *
1.5684 9-12 Years * * *

* Indicates a significant difference between two groups at p <. 05.

Changes over Time in the Relationship between Education and Un-
employment

As observed in the earlier discussion of Figure 5, the ratio between the
unemployment rates in the 0-8 and 9-12 years of schooling groups, appears
to be moving towards a value of “1”, which means that the gap between the
two has been decreasing, particularly since 1987. The ratio of the unemploy-
ment rate of the 13+ group to that of the 9-12 education group has also been
decreasing, but at a slower rate.

In order to substantiate these two trends over the entire 18 year period,
a Pearson correlation analysis was applied showing that the relationship
between unemployment in the 0-8 education group and unemployment in
the 9-12 education group is positive and significant (r = .644, p = .002). Since
this correlation uses the 9-12 years of education group as a base group, this
means that unemployment for the 0-8 group is rising relative to the 9-12
group. For the 13+ education group in relation to the 9-12 group, the corre-
lation is also positive and significant (r=.567, p=.011). This means that
unemployment in 13+ group is rising relative to the 9-12 group.
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The combination of these two findings indicates a flattening of the in-
verted U-shaped relationship between unemployment and education. Since
the 0-8 years of education group has a stronger relationship (r = .64) versus
(r=.56) for the 13+ group, the decrease in the gap is faster for the 0-8 than
for the 13+ education group. These results clearly show that the Israeli labour
market is moving away from the inverted U-shaped relationship between
education and unemployment, towards an inverse relationship that tends
to characterize other industrialized countries.

Assessment of the Impact of Selected Labour Market Factors

in order to understand the changes in the gap,! as illustrated in Figure 5,
between the unemployment rate for persons with 0-8 years of schooling
divided by that for the 9-12 years (model 1), and that of the 13+ divided by
9-12 years (model 2), we conduct a multivariate analysis using both ratios
as dependent variables. For the 1976-1994 period, the following four factors
are considered as independent variables: the unemployment rate within each
education group; the labour force participation rate for persons in each edu-
cation group; the national unemployment rate; and a time trend variable,
Year, as a control factor. The results of the regression analysis for these four
variables are presented in Table 3 for both the 0-8 years of schooling group
and for the 13+ years of schooling group. The results are significant for both
groups. For the 0-8 education group we obtained 84% of the explained
variance (F=26.25, Sig. F=.000), and for the 13+ group, 80% (F=19.78,
Sig. F=.000).

Unemployment Rate within each Education Group

The first variable that we examined was the impact of the rate of unem-
ployment within each education group in relation to its ratio over the 9-12
years of schooling group. We include this variable because we know that
changes in government policies have tended to reduce the protection for
persons with the least formal education in the society. This variable is in-
tended to measure the cumulative impact over time of these changes in
policies.

1. Figure 5 helps to clarify the relationship between the change in the ratio between the 0-8
and 9-12 education groups and the change in the opposite direction in the gap between the
unemployment rates of the two education groups. When the ratio of 0-8 over 9~12 is in-
creasing, for example, from 1991 to 1993, this means that the unemployment rate of the 08
group is rising relative to the 9-12 group, specifically, from 0.80 to 0.98. The “mirror image”
of this relationship is the difference between the ratio of the 0-8 group relative to the 9-12
group, which we term the “gap”. For example, in 1991 the gap between the 0-8 and 9-12
was 0.20, and the gap in 1993 was 0.02.
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TABLE 3

Regression Analysis of the Change in the Unemployment Rate of the 0-8 and
the 13+ Education Groups Relative to the 9-12 Years of Schooling Group*

Education Groups 0-8 Education Group 13+ Education Group
Variables B Beta T Sig. B Beta T Sig.
National level of

unemployment -0.059 -1.989 -2866 0.012 -0.083 -2094 -4012 0.013
Unemployment in

education group 0081 3169 4673 0000 0.132 2617 6.348 0.000
Labour force

participation rate -0.036 -1.673 -2.201 0.045 -0.010 -0.669 -0.566 0.580
Year 1976-1994 -0.029 -2.135 -2575 0022 -0.003 0.162 0587 0.566
Constant 59.79 2599  0.021 -4.565 -477 640

* Dependent variable is defined as the ratio between unemployment rate in 0-8 education group
and unemployment rate in 13+ education group, each divided by the unemployment rate in the
9-12 education group.

For both the 0-8 and 13+ education groups the impact is positive and
significant (see Table 3). In the case of the 0-8 group, the ratio in relation to
the 9-12 group is increasing and the gap is decreasing. This means that the
impact of the change in the unemployment rate of the 0-8 years of schooling
group has reduced the extent of the inverted U-shaped relationship between
unemployment and education in Israel. In the case of the 13+ group, the
ratio in relation to the 9-12 group is increasing and the gap is also decreas-
ing. This tends to flatten the portion of the inverted U-shape relation above
9-12 years of schooling. However, the extent of flattening is greater for the
0-8 group than for the 13+ group, as indicated by the larger Beta.

Labour Force Participation Rate

The data in (Meltz 1978) suggest that a decrease in the labour force
participation rate (LFPR) for the least educated in Israel, for the period 1963—
1975, was associated with a flattening of the inverted Ushape relationship
between unemployment and education. The LFPR variable was examined
in order to determine whether and to what extent the same relationship
occurs in the more recent period, 1976-1994. The LFPR for persons with
0-8 years of schooling declined substantially over this period, from 40.7% to
29.7%. By contrast, the LFPR for persons with 9-12 years of schooling
increased from 47.6% in 1976 to 52.7% in 1994. There was virtually no change
in the LFPR of those with the highest levels of education which remained at
about 70%, as shown in Figure 6.
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FIGURE 6

Labour Force Participation Rate by Education Group
in Israel: 1976-1994
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In Table 3, the results for LFPR for the 0-8 group are negative and
significant (b =-1.673; p =.045). This means that a decrease in the LFPR
contributes to an increase in the ratio between the 0-8 and 9-12 education
groups and, thereby, a decrease in the gap between the unemployment rates
of the two education groups. This produces a flattening in the inverted
U-shaped relationship.

The regression results in Table 3 for the 13+ group show no significant
relationship between LFPR within the 13+ group and the ratio of 13+ divided
by 9-12 years of schooling. These results indicate that only the changes in
labour force participation rates of the 0-8 education group contributed to
the flattening of the inverted U-shaped relation, but not the 13+ group.

National Unemployment Rate

The third variable we examined was the impact of the interaction
between the total demand for and the total supply of labour in the Israeli
market, with the national unemployment rate as a proxy measure. In Table
1, data are presented for selected years at the beginning, middle and at the
end of the 1976-1994 period. Two observations emerge: first, there was a
large increase in the national unemployment rate which more than doubled
over the period; second, the unemployment rates for the various education
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groups tended to move in the same direction, but not to the same extent.
We estimated the impact of the change in the national unemployment rate
on the ratio of each education group divided by the 9-12 group, as shown
in Table 3.

The national unemployment rate has a significant and negative effect,
which means that when the total unemployment rate increases, the ratio of
the 0-8 group divided by the 9-12 group, decreases. The 0-8 group is less
vulnerable to the increase in the national unemployment rate than the 9-12
group, because the gap is increasing. This finding implies that, ceferis part-
bus, the general increase in the national unemployment rate would have
enhanced the extent of the inverted U-shaped relationship.

The results of the regression analysis for the 13+ education group are
also shown in Table 3. The total national unemployment rate has a signifi-
cant and negative effect on the ratio of the 13+ group divided by the 9-12
education group. This too means that when there is an increase in the na-
tional unemployment rate the ratio is decreasing and the gap between the
13+ and the 9-12 group is increasing. The 13+ group is therefore less vulner-
able to increasing unemployment than the 9-12 base group, and the nega-
tive relationship between education and unemployment is exacerbated. This
finding for the most highly educated is consistent with what we expected to
occur, based on the experience of other industrialized countries.

Time Trend

The final variable we include in our analysis is a time trend to deter-
mine whether for each of the education groups there was a change result-
ing from the effect of time. The variable we used was Year, and the results
are shown in Table 3 for the 0-8 group and for the 13+ group. For the 0-8
group we found a negative and significant impact of time (B =-2.135;
p =.022). The ratio of 0-8 divided by 9-12, ceteris paribus, is decreasing and
the gap is increasing. Again this finding would tend to increase the extent of
the inverted U-shape relationship. For the 13+ group we found no signifi-
cant impact of time (B =.162; p=.566) on the inverted Ushaped relation-
ship.

These results indicate that the first two variables (the unemployment
rate within each education group and the labour force participation rate)
tended to flatten the inverted U-shaped relationship, while the other two
variables (national unemployment rate and the time trend) tended to make
the inverted U-shaped more pronounced. The first two variables were
dominant since the unemployment-education relationship in Israel has
become less pronounced over time. Why this has happened and what this
means for public policy is discussed next.
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INSTITUTIONAL AND POLICY FACTORS UNDERLYING
THE STATISTICAL RELATIONSHIPS

In order to explore the distinct relationship between unemployment and
education in Israel we will first describe the major features of the Israeli labour
market and then examine public policies that were directed to the least
educated groups and thereby contributed to this special relationship.

Major Features of the Israeli Labour Market

Population: Israel’s population has grown by nearly 10 times from the
600,000 people in the country when it was established in May 1948 to nearly
6 million in 1998. Immigration was a major contributor to this increase,
through the over 2.5 million people who moved to the country during this
period. The state of Israel played a direct role in taking in hundreds of thou-
sands of Jews from Europe after the Holocaust and similar numbers of Jews
who emigrated from Arab countries after the creation of the state.

Immigrants’ Skills: The types of immigrants to the Israeli labour market
have varied significantly during the past half-century. The two largest waves
of immigration were in the early 1950s and since the late 1980s. The first
wave, which more than doubled the population within three years, was pri-
marily of Jews from Arab and European countries, who were mainly unskilled
or semi-skilled workers who experienced difficulties in being absorbed in
the labour market. Since the late 1980s the second wave of immigration, in
excess of 850,000, has largely come from the former Soviet Union. The later
group on average had a much higher level of education than the first wave,
with large numbers of skilled and professional workers. This group was
successfully integrated in the labour market after a short period of adjust-
ment.

Labour Market Participation: The labour force participation rate (LFPR)
in Israel has continued to increase, reaching 53.8% in 1998, close to the 54.7%
average for OECD European countries in 1997 (OECD 1998). Israel’s labour
market has also undergone a similar transformation in its gender structure
to that of other industrialized countries. The female participation rate has
increased over the past three decades, from 28.8% in 1968 to 46% in 1998.
At the same time, the male participation rate decreased from 71.8% in 1968
to 61.0% in 1998.

Another change in the composition of labour force participation rates,
of particular relevance to this study, is the decline in the labour force par-
ticipation rate of the least educated. This trend, which goes back at least to
1963 (Meltz 1978), has continued through the 1976-1994 period. As noted



EDUCATION AND UNEMPLOYMENT IN ISRAEL, 1976-1994 685

above, this decrease has contributed to the flattening of the education-
unemployment relationship. The decline in this participation rate may be
due to the influx of foreign workers and workers from the Palestinian
Authority and from the administered territories. It is certain that there has
been some substitution for Israeli unskilled labour by these workers. Due to
the absence of complete data on the numbers and patterns of employment
of non-Israeli labour, a separate statistical analysis, which is beyond the scope
of this article, is necessary to fully examine the extent of the substitution of
non-israeli labour for low educated/unskilled Israeli workers.

Investment in Education: From the outset, Israel has placed a high prior-
ity on education. While the early immigrants had low levels of formal edu-
cation, the resources devoted to education have always been significant.
To put this point in context, in 1995 Canada led OECD countries spending
7.3% of its GDP on education compared to 6.8% in the U.S. (OECD 1996). In
the same year Israel spent 9.8% of its GDP on education (State of Israel 1996).

Economic Development: In spite of early economic problems associated
with high immigration and the need to allocate a substantial portion of the
government budget to defence, the Israeli economy has developed rapidly
and now includes a world class high-tech sector. Per-capita income in 1997,
approximately $17,500 (US), has reached the general level of mid-European
countries.

Unemployment: In the years immediately following the establishment
of the State of Israel, the initially high unemployment rates peaked at 12.8%
in 1966. The rate dropped sharply to 3%—4%, during the 1970s, even though
after 1973 there was little growth in the economy. Unemployment subse-
quently increased sharply in the 1980s, reaching a peak of 11.2% in 1992;
declined to 6.7% in 1996 (Meltz 1996), but mounted in 1998 to 8.5%, and is
anticipated to be close to 9% in 1999. As will be discussed later, these fluc-
tuations were partly influenced by changes in government policies.

PUBLIC POLICIES: THE GOVERNMENT AND THE HISTADRUT

The pre-state Jewish leadership in Palestine envisioned a homeland for
Jews from all over the world, especially for those who were being perse-
cuted in the countries in which they lived. As a result there was a consensus
in the new state after 1948 which emphasised that the state should facilitate
the absorption of all immigrants, stressing the protection of those persons
who faced difficulties in integrating into labour market and society. The
specific result was a series of public policies and legislation designed to
protect the most vulnerable in the society (Patinkin 1959, 1965; Halevi and
Klinov-Malul 1968; and Ben-Porat 1986).
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The 1950s to the 1970s: Protecting the Weak Groups

Five major initiatives were undertaken by the Government to promote
and protect employment among the low educated/low skilled group: em-
ployment creation, providing employment in government owned companies
and in the civil service, preferential treatment by the Government employ-
ment service, Government subsidies to employers, and wage policy. The
Histadrut (the Israel Trade Union Federation) co-operated with the govern-
ment by recruiting workers into its corporations and by signing collective
agreements that favoured wage increases for the economically weak groups.

Employment Creation

The Government, in conjunction with non-government institutions (e.g.,
Jewish Agency, Keren Kayemet), initiated “make work” projects including
tree planting, irrigation and road building and other infrastructure programs
that could employ large numbers of persons with limited formal education
or skills.

Providing Employment in Government Owned Companies and in the Civil
Service

A relatively strong segment of Israel’s economy is employed in corpora-
tions owned by the government (State of Israel 1997). In the early 1950s
government corporations employed about 4.5% of the labour force. These
companies were affected by government policies favouring the employment
of new immigrants. Government also hired low skilled workers for various
branches of the civil service.

Preferential Treatment by the Government Employment Service

Employers recruiting non-professional workers were required by law
(State of Israel 1987) to report their job openings to the state employment
service and to hire new employees through the employment service. The
allocation of job seekers to these jobs was primarily on the basis of social
needs that included size of family and duration of unemployment.

Government Subsidies to Employers

In the first wave of immigration in the 1950s-1960s, the Government
adopted a population dispersion policy which settled the low educated in
outlying areas. Employment was created in these areas for low-skilled work-
ers relying heavily on government subsidies, for example, textile firms.
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Wage Policy

There were two mechanisms to protect the standard of living of low
educated workers. First, the Government’s wage policy was to raise the wages
of this group via the collective agreements it signed. Second, the Minister of
Labour was authorized to issue “Extension Orders” for those not covered by
collective agreements.

Histadrut’s Role in Public Policy

The Histadrut is a unique combination of a trade union movement and
a co-operative economic organisation (Hevrat Ovdim) which played a major
economic, political and social role before and after the creation of the state
of Israel. The Histadrut, via its control over the Hevrat Ovdim group of com-
panies which in the early 1950s-1960s employed over 20% of the Israeli work
force, played an important role in recruiting new immigrants including those
with the least education. This was congruent with the Government’s policy
because the Histadrut was a major pillar of the Labour party, the largest party
in the pre-state period and the party which formed the government of [srael
from 1948 to 1977. The second role played by the Histadrut was to support
the Government’s wage policy of maintaining the standard of leaving of those
with the least education.

The 1980s and the 1990s: Reduction in Protection

The five major initiatives which were undertaken by the Government to
promote and protect employment among the low educated group, which
was discussed in the previous section, have almost all been substantially
reduced during the 1980s-1990s. This was mainly due to a combination of
factors: the development of the economy on the one hand and the reduc-
tion in the number of people needing protection on the other hand. The
latter was a result of a shift in the educational background of the immigrants
who arrived since the late 1980s. In addition, the historic domination of the
socialist Labour Party ended in 1977 with the election of a more free-market
oriented government.

Employment Creation

There was a shift in the Government’s employment creation programs,
away from “make work” for unskilled immigrants, toward a “make work” for
the immigrants who were not low educated but faced difficulties in getting
employment due to the huge influx of workers. Associated with employment
creation were government efforts to overcome language and adjustment
problems new immigrants faced in being absorbed into the Israeli economy
and society.



688 RELATIONS INDUSTRIELLES / INDUSTRIAL RELATIONS, 1999, VOL. 54, N° 4

Providing Employment in Government Owned Companies and in the Civil
Service

With respect to Government-owned companies, there was a sharp
decline in their share in the Israel’s developed economy. The decrease was
from the 4.5% of the labour force in the early 1950s to 2.5% in 1997. This
decrease was mainly due to the Government’s privatization policy that re-
duced the number of Government corporations from 180 in the 1970s to less
than 100 in the late 1990s. The number of positions in the civil service was
also reduced, in relative terms, due to a more stringent budget control.

Preferential Treatment by the Government Employment Service

In 1991, Employment Service Law-1959 was changed removing the re-
quirement that the employers report all job openings to the Government
Employment Service. As a result of the substantial increase in the unemploy-
ment since 1980 Government Employment Centres were unable to assign
job seekers to jobs. Even before 1991, private employment agencies were
flourishing and competing with the Government Employment Centres. Since
the private agencies operate on a profit basis and are able to be selective in
who they place in jobs, they are better able to meet employer recruitment
needs than the Government Employment Centres. The private centres did
not adopt a policy of support for the weak groups in the labour market.

Government Subsidies to Employers

Because of the shift towards a market economy the Government reduced
its subsidies to employers of low skilled workers located in areas remote
from the main population centres. As a result many companies failed, in-
creasing the unemployment rate of the low skilled/low educated workers
and creating social problems in these areas. At the same time, the govern-
ment increased subsidies for start-up entrepreneurial ventures (incubators)
for highly educated immigrant scientists.

Wage Policy

The Government still has as an objective to protect the standard of liv-
ing of low wage earners. In 1987, a Minimum Wage Law was introduced
which sets a minimum wage of close to 50% of the average wage in the
economy. Collective bargaining is less of a tool to promote protection of
the low educated workers because, aside from the public sector, there was
a sharp decline in the proportion of workers represented by the Histadrut,
from an estimated 80% to approximately 45%. Protection against inflation
continues through a cost of leaving index in collective agreements and is
broadened by an “Extension Order” which favours low wage earners.
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Histadrut’s Role in Public Policy

The employment share of the Histadrut has been reduced substantially
since the 1950s and 1960s. Trade union membership has declined signifi-
cantly, especially with the separation of the health care system from the trade
union prerequisite membership, and with the influx of many non-unionized
companies both from abroad and from growth in Israel. Many of the Histadrut
companies went bankrupt and were sold to private investors, thus the number
of job opportunities within Histadrut companies was reduced dramatically.
This ended the policy of Histadrut support of low educated workers.

SUMMARY AND CONCLUSIONS

From the earliest days of the creation of the state of Israel, there has
been an anomalous relationship between education and unemployment.
In virtually all industrialized countries, the higher the level of education, the
lower the rate of unemployment. In the case of Israel, from the very begin-
ning, those persons with the least education, and those with the most edu-
cation had the lowest rates of unemployment. Those with high school
education had, and still have, the highest rates of unemployment. This
produced an inverted U-shaped relation as compared with the almost
consistent inverse relation in other developed countries.

This atticle has documented and analyzed the continued existence of
the inverted U-shaped relation between education and unemployment in
Israel, as well as the recent trend toward a moderation in this relationship.
Public policies and institutional developments discussed in the paper ap-
pear to lie behind this virtually unique education-unemployment relation-
ship. The activist role played by the government of Israel in giving preference
to those persons in the labour market who were economically and socially
disadvantaged, was responsible for the relatively low levels of unemploy-
ment for the least educated workers.

This article also conducted statistical analysis to determine the factors
that have contributed to the weakening of the inverse U-shaped relationship
since the early 1980s. Two factors were responsible for the flattening of the
unemployment-education relationship: the increase in the unemployment
rate within the group with 0-8 years of schooling and a decrease in the labour
force participation rate of this same group. Two other factors, the increase
in the national rate of unemployment and the time trend factor, contributed
to maintaining the inverted U-shaped relation, but their impact was offset
by the first two factors. The reasons for the dominance of the first two factors
lie in political, social and institutional changes that have occurred in Israel
since the late 1970s. These factors include the reduction in employment
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creation geared to the least educated, less recruitment to government-owned
companies, the removal of preferential treatment by the government
employment service, and a shift in government subsidies from the least
educated toward highly-educated new immigrants in the form of start-up high-
tech initiatives.

The question remains why is there still an inverted Ushaped relation-
ship? It appears that social policies in Israel still retain significant elements
of support for persons with low levels of education. For example, during the
period of massive immigration after 1989, the government continued to fund
many “make-work” projects in order to decrease unemployment among
immigrants, regardless of their education level.

The implication for human capital theory is that determined public
policies favouring the least educated may override market forces, even for
a long period of time. Clearly this was a part of Israeli policy from the begin-
ning of the state. For Israel, a new country whose population has come from
a multitude of countries, with differing levels and types of education, skills
and social values, the absorption process into society was extremely diffi-
cult. Social tensions abounded and with the socialist ethos there was a desire
by policy makers to reduce tensions caused by persons with large families
and limited education. These people faced difficulties in adjusting to a new
and, for the majority, modern society. Such difficulties were painful enough
without being compounded by unemployment problems. Israel even estab-
lished a Ministry of Absorption to deal with new immigrants.

The strengthening of market forces and the weakening of the socialist
ethos appears to have moderated the extent of the inverted U-shaped rela-
tionship, moving it gradually toward the usual inverse relation. However, the
fact that the inverted U-shape still prevails in Israel shows the continuing
power of government social policy. How long this will persist is difficult to
predict because of the uncertainty of future political priorities as well as future
labour market developments.
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RESUME
Niveaux de scolarité et ch6mage en Israél, 1976-1994

Dans les pays industrialisés, on trouve une tendance commune sur le
marché du travail a I'effet que les taux de chémage sont inversement liés
aux niveaux de scolarité. Depuis la création de I'Etat d’Israél en 1948, on
observe une relation anormale entre niveaux de scolarité et chdmage. Les
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moins scolarisés comme les plus instruits ont des taux de chomage plus bas
alors que ceux possédant un secondaire ont eu et ont encore des taux de
chomage plus élevés. Cela produit une relation inverse en forme de U
comparée a la relation inverse dans les autres pays développés.

Le facteur responsable de cette anomalie semble résulter des politiques
gouvernementales visant a protéger les immigrants plus instruits avec une
famille nombreuse. Le rdle actif joué par le gouvernement d’Israél donnant
préférence sur le marché du travail a ces personnes économiquement et
socialement désavantagées a été responsable des taux de chomage relati-
vement bas des moins instruits.

Nous examinons et analysons ici tant I'existence continue de cette re-
lation inverse en forme de U en Israél entre niveaux de scolarité et chdmage
que la tendance récente a I'aplanissement de cette relation depuis le début
des années 80. Deux facteurs sont responsables de cette tendance récente :
'accroissement du taux de chdmage de ceux qui ont de 0 & 8 ans de scola-
rité, et la baisse du taux d’activité de ce méme groupe. Certes, deux autres
facteurs ont contribué a maintenir cette relation inverse en forme de U, soit
I'accroissement du taux national de chdmage et le facteur de tendance
temporelle; mais leur impact fut annulé par les deux premiers facteurs.

Les raisons de cette dominance des deux premiers facteurs relévent des
changements politiques, sociaux et institutionnels survenus en Israél depuis
la fin des années 70. Ces changements incluent la réduction de la création
d’emplois pour les moins instruits, la baisse du recrutement par les sociétés
de la Couronne, I'abandon du traitement préférentiel par les services
d’emploi gouvernementaux et un déplacement des subsides publics vers
les nouveaux immigrants plus instruits sous la forme de projets d’initiation
aux hautes technologies.

Mais la question demeure : pourquoi y a-til encore une relation inverse
en forme de U entre le niveau de scolarité et le chdmage ? [l semble que les
politiques sociales en Israél conservent des éléments significatifs de support
aux personnes moins instruites. Par exemple, pendant la période d’immi-
gration massive en provenance des ex-pays soviétiques apres 1989, le gou-
vernement a continué a financer plusieurs projets publics de travail afin de
réduire le chomage chez les immigrants, indépendamment de leur niveau
de scolarité.

L'implication pour la théorie du capital humain est que la présence de
politiques publiques favorisant les moins instruits peut annuler les forces
du marché, méme pour une longue période de temps. Clairement, cela a
fait partie de la politique israélienne depuis 1948. Pour Israél, un nouveau
pays dont la population est constituée de gens provenant de plus de cent
pays avec différents niveaux et types de scolarité, d’habiletés et de valeurs
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sociales, le processus d’intégration a la société a été extrémement difficile.
Les tensions sociales ont été nombreuses et, I'éthique sociale aidant, il y a
eut un désir chez les gouvernants de réduire ces tensions causées par les
familles nombreuses moins instruites. Ces personnes ont fait face a des diffi-
cultés d’ajustement & une nouvelle société majoritairement moderne. Et ces
difficultés étaient assez sérieuses pour ne pas étre envenimées davantage
par le chdmage. Israél a méme mis sur pied un ministére de l'intégration
visant les nouveaux immigrants.

Le renforcement des forces du marché et I'affaiblissement de I'éthique
socialiste semble avoir modéré I'étendue de la relation inverse en forme de
U, 'amenant graduellement vers une simple relation inverse. Cependant, le
fait que cette relation en U existe encore en Israél démontre le pouvoir
continu de la politique sociale du gouvernement. Pour combien de temps ?
Cela est difficile a dire tant a cause de l'incertitude des priorités politiques
futures que de I'évolution du marché du travail.



