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Chapter 5

The Decline in Unemployment in Israel by 

International Comparison
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As of the end of 2019, 

Israel’s unemployment 

years.

After being higher 

countries in 2007, the 

unemployment rate in 

Israel is currently one 

When analyzing the 

unemployment rate, 

of the business cycle 

from the economy’s 

fundamentals.
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1. The cyclical component

1

1
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3

3

Since the previous 

business cycle peak, 

the decline in the 

unemployment rate 

was greater in Israel 

countries except 

Germany.
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7

Journal of Economic 

Perspectives

7

By international 

comparison, the 

decline in the natural 

unemployment rate 

in Israel—especially 

crisis—is anomalous.
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8

11

8

11

According to the 

Beveridge curve as 

well, there is a marked 

decline in the natural 

unemployment rate in 

Israel.

The decline in the 

unemployment rate in 

Israel encompassed all 

population segments, 

and resulted in 

narrowing the gaps 

between them.
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Bank of Israel Survey

Annual Report
13

Bank of Israel 

Survey

Review of Social Economy

Many factors described 

by the economic 

literature can explain 

the sharp decline in the 

natural unemployment 

rate in Israel—

including technological 

improvements, 

changes in the 

and direct and indirect 

policy processes.



CHAPTER 5: THE DECLINE IN UNEMPLOYMENT IN ISRAEL BY INTERNATIONAL COMPARISON

17

18

17

18

Journal of Economic Perspectives,
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American Economic Review

Public Choice

31

American Economic Review

When unemployment 

wages are higher and 

the period of eligibility 

is longer, employees 

will be less fearful of 

losing their jobs.
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33

European Economic Review
33

Annual Report

Box 5.1

We found that about 

one-quarter of the 

decrease in Israel’s 

unemployment rate 

from 2007 to 2017 was 

due to an increase 

in the educational 

attainment levels of its 

labor force.
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38

37

38 Recent Economic Developments

Bank of Israel Economic Review

Annual Report 

At the height of the 

real wages in Israel 

declined by more than 

2 percent, while in 

were up by an average 

of approximately 1 

wages in Israel.

In countries where the 

educational attainment 

level is higher, the 

natural unemployment 

rate is lower, and in 

countries where the tax 

wedge is higher or the 

rate of social spending 

is higher, the natural 

unemployment rate is 

higher.
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The reduction of 

welfare spending in 

Israel and the decline 

in the payroll tax 

wedge resulted in a 

drop in the natural 

unemployment rate in 

Israel.
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Government spending 

on active labor 

market policies as a 

in Israel declined 

somewhat during the 

period.

The ratio of the 

minimum wage to the 

median wage in Israel 

increased during the 

period, similar to the 

increase in the average 

countries.
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The decline in 

unemployment rates in 

Israel from the middle 

of the previous decade 

was not accompanied 

by a narrowing of the 

labor productivity gaps 

between Israel and 

the other advanced 

economies.

The increase in 

workers’ educational 

attainment contributed 

to better matching 

between workers and 

employers than in the 

The empirical economics 

literature does not 

adequately explain the 

natural unemployment 

rate.

The high wage 

mitigated the rise 

in unemployment 

in the two crises 

that occurred in the 

previous decade, 

and prevented the 

unemployment that 

labor markets.


