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GOVERNMENT SUPPORT FOR YOUNG FAMILIES IN ISRAEL

ADI BRENDER AND MICHEL STRAWCZYNSKI

Abstract

This paper examines the policy option of providgoyernment assistance to families with
young children and financing it by increasing inetaxes when the children leave home and
the parents' wages rise due to their tenure itath@ market. We examine the expenditure
composition and the characteristics of labor maplegticipation of parents of young children
(up to age 9) in Israel, and find that these failave higher expenditures than other families,
and that their income in the years in which chitdage present in the household is lower than in
the following years. We do not find evidence tln telative position of young families
deteriorated during the last decade, except fohthesing market where we identify a
consistently rising share of these families regidinrented dwellings; such a trend did not
develop among families without children or familiegh older children (aged 10-18). We also
show that parents of young children are charaaeri®/ high employment rates and persistent
employment. A comparison of government supporiyéamg families in other OECD countries
with those in Israel for 14 representative famylgygs—characterized by their structure and
income composition—shows that it is higher in ttieeo OECD countries for all of the family
types. A simulation of raising the average bendditsioung families in Israel to the level
common in other OECD countries, while raising inectax rates at older ages in a way that
keeps the policy fiscally balanced—and the indiaidulifetime income level unchanged—
indicates that welfare can be increased substhntial consumption smoothing over the
family's life cycle.
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1. INTRODUCTION

The government’s response to the social protetsteopring and summer of 2011 focused on assistance
for parents of young children, mainly middle- anghhincome working parerftsand low-income

working mothers. A review of the cost of implemengtthe Trajtenberg Committee recommendations, on
which the policy to counter the protests was basko\ws that most of the additional budget
recommended by the Committee was to be directpdodding free education for 3- to 4-year-olds and
after-school activities for children up to age @pRrt of the Committee for Economic and Social
Change, p. 122). Based on the Committee’s recomatiemd, the government also increased the
benefits in the Earned Income Tax Credit Progranici@-income working mothers, and introduced tax
credit points for fathers of children aged up tdBe focus of these government measures raises the
guestion of whether young parents in Israel afadha group characterized by special difficulties,
whether these difficulties have intensified overdi—particularly in the years preceding the social
protest—and whether government policy towardsdhisip in Israel differs from other advanced
economies. This question is even more pertineview of the sharp cutback in child allowances that
was introduced in mid-2013, which substantiallyueeti government assistance that had been given to
young families in the aforementioned plans.

This paper examines the economic situation of ydanglies in Israel from several perspectives,
with the focus on working parents. First, we attetopcharacterize the consumption patterns of this
group, compared to the rest of the population. Gihat the vast majority of Israelis become parents
during their lifetime (93 per cent of workers ad#i-60 are parents (Figure 1), of which two-thirdsen
adult children), in practice we examine the cydlexpenses in the lifetime of Israeli citizens. We
examine which expenses increase when childrenaatepthe household, and the extent to which total
expenses increase while the children are beingdaisecond, we examine whether, over time, and
particularly in recent years, spending on items tfyaify young families (such as education) haa to

Figure 1
The distribution of the total number of children of working men and women aged 50-60, 2011
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SOURCE: Based on the Bank of Israel database of salanguloyee reports.

% These were the main groups to benefit from thadeo Free Education Law for 3-4 year olds, givext ih
the weaker communities and poorer urban neighba$hdoee education for these age groups was intextiprior
to 2011 (Bank of Israel Annual Report 2012, p. 19%)e tax credit points for fathers are only releviar those
whose salary is above the tax threshold (BankraglsAnnual Report 2011, Box 6.1, p. 252).

% Some of the additional assistance given as atrestile Trajtenberg Committee recommendations was
cancelled in the Budget Arrangements Law that agpaomied the 2013-2014 State Budget.
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increased, whether due to the rising cost of tpesducts and services or reduction in the scopkeof
services provided by the government. We also caewd separate consumer price index (CPI) for
families with children and compare its developnardr time with the CPI for the rest of the popuwati
To conclude this review we focus on the differdritigpact of developments in the housing market over
the last decade on young families. Our analysisvsttbat rising home prices were responsible for the
main change in the cost of living during the pretest period, and the assessment of whether young
families were most severely affected is therefarpartant.

One of the most important factors in governmenicgahaking aimed at assisting young parents is
their conduct in the labor market over their lified. Government policy over the last ten years has
emphasized that welfare policy is based on progidimpport for employment and the working
population. If young working families are persigtgemployed, then support for this group will deaié
with the general welfare policy; conversely, if gais are not persistently employed (e.g. mothers wh
opt out of the labor market permanently), then goweent assistance may be inconsistent with overall
policy. Moreover, the path of rising wages as fifegresses justifies government assistance duning t
years of parenting, for reasons of consumption shiog and as the parents’ higher income in theréutu
forms the basis for tax payments that will enabbeidget balance to be reached between the assistanc
and future payments. This is due to the fact gmtnentioned, the vast majority of Israeli citizans
also parents. To examine these issues, we andlgzmiployment and wage paths of Israeli parents wit
the help of a panel of income tax data reportedrbployers, comprising a sample of more than 300,000
salaried employees over the last ten years.

The issue of the lifetime spread of income and egese is not unique to Israel, and this paper tberef
also examines whether government assistance fentzan Israel differs from standards in other
advanced economies. Using OECD and EU databasesranthtors, we compare the assistance that
Israel and other advanced countries provide fongdamilies. For this purpose, we examine the tax
benefits for parents of preschoolers, child allogesnand various other benefits that cover education
services and child cafeDbviously, social preferences are not necesstéi@ysame in different countries,
but the comparison shows where Israel stands osutbiect of assistance for young families, as &erar
for policy makers should they decide to adjustrthegferences following the social protests.

A theoretical review of the subject of assistarareybung families can be incorporated in a basic
consumption smoothing model. The child-rearingguépotentially involves a high concentration of
expenses combined with income levels that are btieviifetime average and an inability to smooth
consumption through the capital market. Howevetfase can be improved through government
intervention that increases assistance for pavémes children are part of the household, and tthes
in the future when the children have grown up amdine levels rise. Such a model is fiscally baldnce
over time, improving the wellbeing of young famdlién this paper we present such a model and amalyz
a simulation of its repercussions based on theackeristics of Israel's population.

The advanced economies invest considerable eneidgitifying the correct policy for providing
benefits for young families. Atkinson and Bourguagrn(1990) analyzed the optimum policy for families
with children in a comparison between France ardK. Inmervoll and Barber (2005) calculated the
costs of child care, quantifying the trade-offsvmn going out to work and staying at home. In this

* The tax system—income tax in particular—may alfedconsiderably between countries. For examiate:
thresholds differ among countries, resulting irféedent tax burden when comparing individuals amflies in
different countries. In this study, we analyze tlogizontal inequality with the emphasis on familes and we
therefore concentrate on benefits that are givemfaaction of family composition.
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context, Thevenon (2008) shows that the Scandinaxgantries are the most generous in subsidizing
child care, while French policy tools encouragegbeond income earner in families with one child at
home to work full time, shifting to part-time wowhen other children are born. The OECD data (2007a,
2007b, and 2009) demonstrate current policy iratheanced economies with respect to benefits for
families with children.

Lohmann, Rostguaard and Spiess (2009) discusbeloectical aspects and methodologies of
government policy making for families in the EU atries. Adema, del Huerta, Thevenon and Pearson
(2009) and Adema and Ladaique (2009) describedtabdses used by the OECD in relation to the
desired policy for families with children, whichbissed on four sectors: family structure, the irtgrare
of raising children in a family setting, the positiof families in the employment market, and the
preferred policy tools for addressing the family&eds.

This paper has the following structure: Sectionmespnts the characteristics of the expenses ofgyoun
families in Israel and their development over tifBection 3 examines the characteristics of their
employment and wages, and Section 4 presents algloimparison of benefits for parents. In Section 5
we present a theoretical model of consumption shingtover lifetime, and a simulation of its results
based on data for Israel. Section 6 concludestiiuys

2. THE EXPENSES OF YOUNG FAMILIES
a. Expenditure composition of families with children

The three largest items in the expenditure of ydanglies are housing, food and education (Figure 2).
The cost of housing, in its various forms (monttdgt and housing consumption in kind) has risem ove
time, although the increase in rent, the weightloich doubled between 1986 and 2012, is particularl
marked. The weight of education has also risen tiwer, whereas food has dropped from 20 to 13
percent of disposable income. An assessment afididdual items that characterize the expenses of
parents of children up to age 9 shows three mainstthat account for a high proportion of household
income: home and household maintenance, childatdareme and private kindergartens.

Figure 2 shows the development of these items tire, emphasizing the continuous increase in
housing costs and education services, alongsiéelad in food expenses.

Figure 2
Percentage of disposable income spent on key itelmg households with children up to age 9,

1986-2014selected items)

= 1986 =™ 1992 2000 = 2011 ™=2012
25

20

Education services Household help Clo(h ing for children Healthcare Food - excluding fruit
nfants and vegetables

SOURCE: Based on the Central Bureau of Statistics Housleagpenditure Survey.

® Two-parent families, whose monthly labor incomenisre than NIS 1,000 in 2010 prices.
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To help understand the expenditure compositiofefinilies with parents up to age 65), we prepared
pie-graphs that compare these families with otlheumgs (Figure 3). The pie-graphsateto the main
items of expenditurein working families (where the head thehouseholds married,andmonthly
income from work is at least NIS 1,000 at 2010¢®)¢ without childrenwith childrenup toage 9,and
with children aged 10-18, based on the expenditussys for 2004 and 2012. This comparison shows
that the proportion of family expenditure spenteglucation and housing is higher among families with
children up to age 9, while healthcare, transpadt @mmunications account for a smaller proportibn
family expenditure. There is no significant diffece between the basket of expenses in 2004 andfthat
2012, other than the increase in the weight of edjpere on education among young families.

Figure 3
Monthly expenditures for households with or withoutchildren, 2004 and 2012*
Families with a child up to age 9, 2012 Families with a child up to age 9, 2004
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Families with no children below age 18, 2012 Families with no children below age 18, 2004
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Food,21% equipment, 4% Food, 21% equipment, 4%ealthcare, 6%  footwear, 4%
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leisure, 8%

-

Household
maintenance,

Household
maintenance,

Transportation and 12% Transportation and 12%
communciations, 27% Mortgage and communciations, 27% Mortgage and
rent, 13% rent, 14%
Families with a child Families with a child
between the ages of 10 and 18,2012 between the ages of 10 and 18,2004
Clothing and Furniture and Furniture and

footwear, 4% household hosuehold Clothing and
Healthcare. 6% equipment, 4% Food. 22% equipment, 4% Healthcare, 5%  footwear, 5%

Education, 6%

Food, 23%
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leisure, 7% y

Education
°o

Household
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Transportation and o ransportation an C
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* Families in which there are two spouses, whosathilg income from work exceeds NIS 1000 in 201@gsi and
where the head of household is less than 65 yédrs o
SOURCE: Based on Central Bureau of Statistics HousehgfgbRditure Survey data.
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To summarize the impact of children on househoftkexgliture, we estimated regressions on total
family expenditur®as a function of the number of children and ottwntrol variables: years of
schooling of the head of the household, yearstodaliing squared, age of the head of the househghd,
squared and the number of wage earners. The results regression appear in Table 1 and Figure 4.
Age group patterns appeared to be homogeneouseatitevnefore worked with three age groups: 0-3,
4-14, and 15-17.

The regression shows that families with a childda@e3, have a monthly expenditure that is higher
by NIS 650. This falls to NIS 300 in the 4-14 ageup but climbs to NIS 1,000 in the 15-17 age group
These are significant additions to family expendityarticularly when the family has more than one
child, and they demonstrate the difference betwleriinancial burden on families with children ahd
burden on those without children.

This gap is also noticeable in the amount of saridgpendix 2 is a chart showing the rate of sawing
out of income of couples married up to 10 years witildren up to age 9 and of families with no
children up to age 18. The rate of savings of thang families with children ranges from zero to 5
percent between 2005 and 2012, while the ratevifigs for families without children increased from
about 16 percent in 2005 to about 22 percent ir2201

Table 1
Regression of total monthly expenditure on the numér of children in different age groups*, 2011

Consumption expense in shekels

Number of children aged 0-3 664
Number of children aged 4-14 292
Number of children aged 15-17 964
Years of schooling 1,188
Years of schooling squared 20
Age 472"
Age squared 4"
No. of wage earners 2,036
Constant -13,663"
N 3,357
R® 0.153

* The data in the table are the regression coeffisi.
*** |ndicates significance of 0.(

® Expenditure on consumption: excluding imputed irayand including mortgage expenses.
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Figure 4
Effect of each child, by age group, on monthly hoehold consumption expenditure in shekels, 2011
NIS
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SOURCE: Based on Central Bureau of Statistics HousehgfgeRditure Survey.

b. Percentage of households in the Expenditure Sueys who live in rented accommodation

The high proportion of expenditure that young féesilspend on housing, together with the rising obst
apartments since the middle of the last decadey #®need to conduct an in-depth examination of
developments in the housing sector.

Rising home prices adversely affect householdsdbatot yet own their own homes, particularly
couples who married after prices began to risehave not yet purchased an apartment. These couples
see the dream of owning a home move out of thesmand they are forced to save more of their gurre
income to realize it, while paying rent at the saime? Rising home prices have made it particularly
difficult for young families (married for up to M@ars) with more severe liquidity constraints twafice
the purchase of an apartment, and they have noatitee but to rent in a market where prices aimgi
(although less so than for buying). Figure 5 shthas the percentage of young couples with a chpld u
to age 9 who live in rented accommodation roseBgercentage points between 2003 and 2012 (about
13,000 families). This increase was even more acatmut 20 percentage points—among the non-ultra-
Orthodox Jewish population, whereas in the ultrti@iox and Arab sectors the rate of those renting
homes is almost unchanged. In contrast, the prigpoof renting households without children did not
change. Contrary to the recent past, between 1992@03 the proportion of young families renting an
apartment was fairly stable and similar to the prtpn of renters among all households. The figures
also show that between 1992 and 1997, when horoesprdse sharply, the rate of young families living
in rented accommodation increased.

" Households with children up to age 18, where tfikelés not the son or daughter of the head othteesehold
(e.g. grandchild, niece/nephew, etc.) were excldded this study. The data were inflated accordmthe Central
Bureau of Statistics inflating coefficient.

8 A renting household is a household which has #ipeexpenditure on rent.
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Figure 5
Percentage of renting households by marital statusnd age of children, 2003-2012
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Excluding households with rental income.
SOURCE: Based on Central Bureau of Statistics HousehgfueRditure Survey data.

One possible explanation for the increase in thegmtage of young families living in rented
accommodation is that some of them rent out ondrapat and rent another; the state of the housing
market therefore does not cause them serious Adnisioption is examined in Table 2 where we find
that the increase in the number of such housel@tigeen 2004 and 2011 accounted for only a small
percentage of the total increase in the numbearoflfes with children living in rented accommodatio

Table 2
Households living in rented accommodations that has/rental income (percentage), 2003 and 2012
Without children With a chilc With a child age Married up to 10 yeai
up to age 18 up to age 9 10-18 with a child
200: 2.€ 3.6 2.1 4.3
201z 1.€ 3.6 3.8 4.4

Figure 5 shows that the shift to renting has madfilgcted couples married for less than 10 years
with children, whereas among families without yowhgdren, the proportion of renting households has
remained relatively static. We also examined hoswdte of renters changes as a function of the eumb
of children, shown in Figure 6.



Figure 6
Percentage of renting households by number of chitdn up to age 9, selected years
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SOURCE: Based on Central Bureau of Statistics HousehgfgbRditure Survey data.

When dividing the percentage of renters among ydanjlies married up to 10 years by the number
of children up to age 9, we can see that this péage increased significantly between 2003 and 2012
among all young family groupings (Figure 7).

Figure 7

Percentage of renting families married up to 10 yas, by number of children up to
age 9, 2003-2012

%
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SOURCE: Based on Central Bureau of Statistics HousehgfgbRditure Survey data.

The geographic distribution in 2004 and 2012 shawkarp jump in the percentage of young families
renting in the Tel Aviv Metropolitan Are@el Aviv, Ramat-Gan, Holon), Ashkelon, Be'er Sheaad in
the north, indicating that this problem has affdateany different parts of the country. Correspoghjin
there is almost no change in the percentage ofdimlids without young children living in rented
accommodation in almost all parts of the countigyFe 8).
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SMarried up to 10 years with children, 2012

@aWithout children, 2012

® Married up to 10 years with children, 2004

® Without children, 2004

%
70

Percentage of renting households without childrenrad families married up to 10 years with

children up to age 9, by geographic area, 2004 arad12
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The marked increase in the rate of young non-@tirodox Jewish families who are renting a
dwelling is also reflected in the regressions preekin Appendix 3. These regressions assess the
likelihood that a family with certain characteristiwill rent their dwelling (instead of living inflome
they own), and the difference between the coefitsién the years 2004 and 2012 shows changes in the
impact of various characteristics on this likelido@he regressions show that in 2004, the likekhtbat
a couple married less than 10 years with childrealdlive in rented accommodations was lower than
that of other households, but in 2012 it had bectiradnighest by a significant margin. The regrassio
also show that a marked gap opened between sudliefafrom the Arab and Ultra-Orthodox sectors
and the others. While the likelihood of living iented accommodations increased markedly among
secular Jewish families, it increased less amongllpaUltra-Orthodox families, and did not increaat
all among Arab familie¥’ The regressions did not find any significant clemnig the impact of the
characteristics of the community on the housingaafng families between 2004 and 2012 was also
found that the number of children up to age 3 hadther strong impact on the increase in the
likelihood of living in rented accommodations.

To understand the effect of children on housingeexiiture, we estimated a regression that
incorporates the number of children, with the saomrol variables mentioned above. The results @ppe
in Table 3 and Figure 10.

Table 3
Regression on rent and mortgage expense*, 2011

Rent and mortgage expendit

FFE

Number ofchildren aged -4 154
Number of children agec-14 56"
Number of children aged -17 2017
Years of schoolin 17€”
Years of schooling squar -3
Age 3¢”
Age square -0.7"
No. of wage earne 175"
_cont -62€"
N 3,357
R’ 0.063

* The data in the table are the regression coefiisi.

*** |Indicates significance of 0.01.

19 According to a comparison of the coefficient amtsusf “married up to 10 years with children” anddmied

up to 10 years with children and Arab” in regremsid and 2.

1 The communities included in socioeconomic statubahged significantly between the two years, palaily

due to the transition of Jerusalem to status gébup



Figure 1C
Effect of a child, by age, on rent and mortgage exmditures, 2011
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It emerges that rent and mortgage add about NIS&b@hild to the family’s monthly expenditure het

0—4 age group, and NIS 200 in the 15-17 age group.
SOURCE: Based on Central Bureau of Statistics HousehajgbRditure Survey data.

c. Education expenses by relevant population groups

A review of education expenditures was conductethéuseholds with children of the appropriate age
for each category of education framework. The uppeet of Table 4 shows the expenditure rate in
percent on various education items among familiés such expenses. The subsequent Figures show the
data in a moving two-year average. Prior to 2004 ,Gentral Bureau of Statistics defined education
items differently—day nursery, pre-kindergartermpailsory kindergartens, as well as elementary and
middle school, were lumped together and it is oeecimpossible to present data over a longer derio
There is a marked increase in the percentage ehtsawho spend on day care for children aged 0-3,
although the actual expenditure rate remains fate@ipercent of income. In the 4-5 age group,
expenditure on private kindergartens increasetiemtiddle clusters while the percent of spenders
remained fixed. In contrast, expenditure on prel&hgarten was static, although the percentagenufiées
paying for compulsory kindergarten and for aftermoare increased towards the end of the period.

Table 4
Percentage of expenditures for education items, 202011
Private Pre- Compulsory | Elementary| Afternoon .
Daycare kindergarten| kindergarten kinder;garte)rll school Y care Tutoring
2011 8.4 8.3 3.k 2.8 2.3 3.E 21
201C 9.2 7.8 3.3 2.0 25 3.3 2.6
Average 2009 8.7 6.9 3.6 2.6 25 3.4 22
expenditures | 200¢ 9.t 7.2 3.t 1.7 2.t 3.3 2.1
from disposable 2007 9.0 7.7 34 2.1 2.€ 3.7 2.3
income 2006 9.2 6.9 3.8 1.9 2.3 3.0 21
2005 9.1 6.2 34 2.1 24 3.4 2.8
2004 8.€ 7.7 3.8 2.3 2.7 3.3 2.0
2011 324 16.9 39 41.2 47.8 13.2 145
201(C 32.¢ 18.0 37.t 334 47.¢ 13.7 16.0
2009 27.5 18.3 44.6 27.6 47.5 13.7 15.8
Percentage of| 2008 26.4 19.5 40.7 304 48.9 12.2 134
spenders 2007 25.¢ 18.1 41.4 28.7 50. 10.¢ 15.1
2006 27.8 18.8 41.3 30.0 55.1 10.7 134
200t 28.0 16.2 39.2 27.% 47t 9.3 13.€
2004 23.3 18.5 44 27.8 49.5 10.3 13.3
groupAge 0-3 4-5 4-5 5-6 6-13 6-13 6-13

SOURCE: Based on Central Bureau of Statistics HousehgfgbRditure Survey data.
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Figure 11

Expenditure on education items out of disposable
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SOURCE: Based on Central Bureau of Statistics HousehgfgeRditure Survey data.

In a regression of the expenditures on the diffieeelncation items by the number of children in each
age group (Table 5), we divided the children byeotjroups which are relevant for their educational
frameworks. We therefore built 4 groups, preseimdelgure 12. The regression shows that the main
additional expenditure on education is in the 1gd group, and amounts to NIS 500 per child.

Table 5

Regression on monthly education expenditure *, 2011

Education expenditu

Number of children aged less than one 21"
Number of children agec-4 497"
Number of childreraged -14 1327
Number of children aged -17 2377
Years of schoolin 10¢™
Years of schooling squat -1
Age 257"
Age square -0.32727
No. of wage earne 327
Congtani -1,62C7
N 3,35i
R? 0.21¢

* Data in the table are the regression coefficients

*** Indicates significance of 0.0
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Figure 12

The effect of a child by his age group on the ratef monthly expenditure on education, 2011
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SOURCE: Based on Central Bureau of Statistics HousehgfueRditure Survey data.

d. Price increases over time

Figure 13 shows the development of prices in thesemption baskets of different groups relativehi t
Consumer Price Index (CPI). The price indices a@atifrom these weights over the last three decades
have not differed significantly from one anotheeothe past twenty years since the increase in the
prices of housing and education, which has thetgseaveight among young families, corresponds with
the increase in the price of healthcare, whichehgeeater weight among families without childtén.

Figure 13
Household price indices relative to the Consumer Rre Index, 1986—2012
Up to age 65: without children, with children upatge 9, and with children aged 10-18

Index:
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SOURCE: Based on Central Bureau of Statistics data.

12 All of the data in this Section are based on HholkExpenditure Surveys, which present a pictaref
particular point in time. Therefore, the analydisfamilies without children” relates to familiebat did not have
children below age 18 at the point in time at whiodly were sampled for the Survey.
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Figure 14 presents the development of the varioogonents of the education price index. The
Figure shows that the relative price of educatemises rose in the 1980s and 1990s, but in the las
decade and in the period preceding the social gtrtite increase came to a halt, as evident in Table

Figure 14
Key education price indices relative to the CPI, 186-2013*
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* Private kindergartens until 2012.
SOURCE: based on Central Bureau of Statistics data.

Until 1995 the nominal price of kindergartens anidgie kindergartens increased at the same rate,
but after this the price of private kindergartemser more rapidly. In 2012, the price of non-private
kindergartens dropped by 16.4% only to increasenamna9.8% in 2013. In 2012, the price of private
kindergartens increased by 4.6% (there are nodigyfor 2013) and the cost of elementary school
declined in 2012 by 6.3%, although it rose agaigdth3 by 14.2%.

3. WORKING PARENTS IN ISRAEL — EMPLOYMENT AND WAGEHARACTERISTICS

Table 6
Composition of the studied population, 2004 and 2@1

Married up to 10 years with
children up to age 9 No children
200¢ 201z 200 201z
Percentage of working households*: 79.% 88.t 59.¢ 66.2
Of which:
Jew: 75.€ 79.€ 87.2 85.¢
Arabs 17.3 15.¢ 6.3 7.€
Other religion 6.7 4.t 6.5 6.2
Immigrants since 19¢ 13.¢ 15.¢ 20.t 21.C
Ultra-Orthodos 5.7 7.7 14 2.2

*A working household with monthly income from wook at least NIS 1000 in 2010 prices.
SOURCE: Based on Central Bureau of Statistics HousehgfgeRditure Survey data

In addition to the relatively high level of famigkpenditure while children are at home, as disalisse
above, the employment and wage patterns of pandrasvork persistently during their working life are
also an important factor to be considered in foeting the desired policy relating to support fanikes
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at this stage of their life. In terms of standaed papita income in a household, the standard/iofgiis
lower while there are children at home due to tinalper of people that make up the household.
Assuming that most parents have a strong, on-gailagionship with the labor market, accumulating
human capital and higher wages over time, themgdpebetween the possible standard of living when th
children are being raised and that later in lifedmes even more acute. This gap increases in \five o
common path of mortgage repayments in which mogit@mortgage is repaid in the years when young
children are part of the household (Brender, 2010).

To examine the employment characteristics of yquemgnts in Israel, and particularly the
development of their employment and wages befodeadter they become parents, we use a database
derived from the tax returns of salaried employedsrael. This database includes returns filedhlie
tax authorities by employers (Form 126) for a randmmple of 10 percent of salaried employees.
Information is provided on each employee, and thges he received, for each of the years 2001-2011.
The data also include information on the employgaidner, and the file is integrated with data fridve
population registry, providing information on thember and age of the employee’s children, including
those over the age of 18, as well as any chandesity status. This database allows us to traek th
employment and wage development of young emplowbde they become parents, and compare them
with other salaried employees who are not pardis.size of the sample—more than 300,000
observations—also allows us to analyze trends wihiall age groups.

The analysis presented below shows that young sairefsrael are an integral part of the labor
market, and that both parents maintain full-timelose to full-time employment, even during theiadi
parenting years, as their salaries increase sye&ditthermore, the salaries of young fathers msee
more rapidly than those of their peers who arepaoénts. Figure 15 tracks salaries over the lastdie
of salaried men in the 25-29 age group withoutdegil at the beginning of the period, and Figure 16
tracks the salaries of men who were aged 30-3#edid¢ginning of the decade. The selected sample
comprises employees whose wages at the beginnittg @feriod were in the 950 75" percentiles of
salaried employees in that group, since in thidystue have chosen to focus on the center of the
distribution rather than on weaker populatibhBoth Figures clearly show that the wages of thase
became fathers during the decade increase moréhbsa who did not have children, and that the
progression of the wage path correlates positiwatly the number of children in families with 1-3
children (all born within the 10-year period). Tlvage levels of the young fathers are such thathior
most part (about 75 percent of the total populatinder discussion, not just in the sample of setect
income levels) they are above the tax threshold av¢he beginning of the period, and most of tipay
significant rates of tax at these ages. Figureld® shows that the wages of those over age 30 who
became parents was higher at the beginning ofdbadi (before they became parents) than that ¢ tho
who did not become parents later on.

Clearly, we cannot draw causal conclusions fromsgHadings. Perhaps those with higher salaries
feel more financially secure in becoming parentst may be that parenthood pushes young fathers to
invest more in their work. Nevertheless, clearlysth who became parents during this decade are also
those who advanced more rapidly up the salary ladde

13 A discussion of the lower part of the distributimmd ways of helping working families in this grocgn be
found in Brender and Strawczynski (2006).
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Figure 15
Path of real monthly wage by number of children, me aged 25-29*
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* Number of children in 2011, salary in 2010 pricégen who were in the #50 75" wage percentiles in 2001,
at age 25—-29 with no children.
SOURCE: Based on the Bank of Israel's database of sdlarigloyee reports.

Figure 16
Path of the real monthly wage by number of childrenmen aged 30-34*
NIS N f child
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* Number of children in 2011, salary in 2010 pricéden who were in the 25th to 75th wage percentite2001,

at age 30-34 with no children.
SOURCE: Based on the Bank of Israel's database of sdlargployee reports.
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Women who became mothers when they were relatixaing earn less than women who did not
become mothers (Figure 17). The disparities, whighnot great or systematic, may indicate a tendenc
on the part of such mothers to invest less in tteieers so as to devote more time to the home and
children. The implication is that families in tharky stage of parenthood invest more in multi-tagkior
face a considerable expense in providing proper fartheir children while working outside the hame
This picture is even clearer among women who hiagi first child when they are older (those who are
not mothers at age 28). Here, the future motharsraare than those who are not mothers at the
beginning of the period, but over time they prognemre slowly along the wage scale and fall behind
women who do not become mothers (Figure 18). Negbkyss, mothers’ salaries continue to increase
significantly throughout the early years of paremith

Figure 17
Path of real monthly wage by number of children, wanen aged 23-27*
NIS N f child
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* Number of children in 2011, salary in 2010 pric&¥omen who were in the $%o0 75" wage percentiles in 2001,

at age 23-27 with no children.
SOURCE: Based on the Bank of Israel's database of sdlar#gloyee reports.

Figure 18
Path of real monthly wage by number of children, wanen aged 28—-32*
NIS No. of children
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* Number of children in 2011, salary in 2010 pricééomen who were in the 25th to 75th wage peraestii
2001, at age 28-32 with no children.

SOURCE: Based on the Bank of Israel's database of sdlargloyee reports.
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Figure 19 shows that despite the relatively slomngh of mothers’ salaries, total family income from
wages is higher, and increases more rapidly, arfamiies with children.

Figure 19
Path of family's real monthly wage by number of chidren*
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* Number of children in 2011, wage in 2010 pridésirried couples with no children in 2001, where ien was in the 25th to
75th income percentile and aged 25-29, in 2001.
SOURCE: Based on the Bank of Israel's database of sdlari#loyee reports.

Figure 20 shows that the stronger wage increasandiynof fathers in their twenties and thirties is
translated into higher wages among the older aggpgt when the children are grown up. The wage
level also correlates positively with the numbeclofdren, except for fathers of 4 or more children
whose salaries are lower than those of fathersctil8ren. Among mothers, although their wages
increase less than those of other women in thdattearing years, the gap seems to close in suksgqu
years so that in the 40-55 age group their wageseeikthose of women who have not become mothers.
Here too, we can see that for most of the popuidatimothers of up to four children—there is a positiv
correlation between the number of children andrgalafollows that working parents are a groupttha
when older, are in the higher tax-paying brackets.

Figure 20
Yearly wage at ages 40-55 by number of children, 20
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SOURCE: Based on the Bank of Israel's database of sdlarngployee reports.
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So far, the data have addressed the wages of Wiasare persistently employed. Figure 21 shows
that parents—men and women—are more stable emglpged the probability that they will stop
working is lower than that of non-parent employdgégure 22 shows that even during a period percdeive
as critical in female employment—the years immedyjafiollowing births—the probability of opting out
of work is small. Although women tend to stop waoikifor a given period after they have given bitth a
much higher rates than women who have not giveh,livo years later theumulative probability of
women who have or have not given birth opting dwtrark equalizes. Regarding fathers, the picture is
even clearer and the birth of a child reduces tbbability that they will stop working.

Figure 21
Percentage of those not working* at age 50-55 byeah number of children
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5 3 3
; . .
: \ \
N\ N\
2 - B B
3 . .
o N N

* Percentage of those not working in 2011 who i0€003 were 40-45 years old and worked.
SOURCE: Based on the Bank of Israel's database of sdlargployee reports.

Figure 22
Percentage of those not working one and two yearéter the birth of a child* Average 2000-2011
%
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* Employee with salary of more than NIS 5,000 pemwam, including those moving to self-employment.
SOURCE: Based on the Bank of Israel database of salanguloyee reports.
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Figure 23 shows that although women who workedreedoving birth reduce their work schedule in
the year of giving birth (paid maternity leave eethed a work period in employers’ reports), and to
some extent also in the following year, two yeatsr they return to a scope of employment (with
respect to the number of months) similar to thell@vior to giving birth, and at a similar monthisage,
confirming that they also do not significantly redutheir work schedule. The scope of employment
among fathers is almost unaffected in the shom t&y the birth of a child, increasing slightly aftee
birth.

Figure 23
Monthly salary and months of work relative to the year of birth of a child
Monthly @D Men's salary =@Women's salary Months
salary OMonths of work for men O Months of work for women of work
16,000 11.0
14,000 10.5
12,000 10.0
10,000 95
8,000 9.0
6,000 85
4,000 8.0
2,000 7.5
0 7.0

-1 0 1 2

Years after year of birth

SOURCE: Based on the Bank of Israel database of salanguloyee reports.

When formulating policy toward working parents,ipginakers must also understand the way in
which wages contribute to family income, particlylan Israel where the tax rates are gender depgnde
Figure 24 shows that where both partners work, @strimstances (80 percent), the man earns more than
the woman, and in many families much more thamtbman. This is in addition to the 20 percent of
families in which only the husband works. This nmge#rat in many cases, the focusing of tax benefits
women only (from 2012, fathers of children agedaf also receive tax credit points) renders them
ineffective, given that the women, particularlytiie years in which there are young children in the
household, do not even reach the tax thresholdcartdinly do not manage to utilize all the tax dfita
for their children, while the fathers are payingdme tax (Table 7). The table shows that only I8qré
of mothers to children over the age of 5 (26 peroémorking mothers with children in this age gpdu
fully utilize the tax benefits for their childreBven if we add a further 19 percent of mothers wtilize
some of the benefit and about 5 percent of motaswere paid through the Earned Income Tax Credit
Program, then overall, less than half of the faggilivith children, and particularly those in the dhid
income range, were entitled to any benefit at all.
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Figure 24
Distribution of the ratio between men’s and women’'svages where both partners work
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SOURCE: Based on the Bank of Israel database of salanguloyee reports.

Table 7
Percentage of mothers who do not utilize the tax Imefits in respect of their children(of all families
with children aged 5-17)

Utilizing Utilizing Father exceeds the tax
Mother Working but only part of. the tax Fhresho!d and t_h_e mother
Number o the tax credit o is left with unutilized tax
Not not utilizing personal . credit in o

of workin tax credit in respect of respect of children credit in respect of
children 9 children P children

1 20.0 39.6 10.9 295 515

2 18.7 34.1 23.3 23.8 60.2

3 294 32.6 211 16.9 64.7

4 36.8 39.1 16.4 7.7 55.4

5+ 50.7 30.7 155 3.1 53.2
All
mothers 27.3 35.1 18.6 19.0 58.4

* Among families with children aged 5-17 and witltdme from work of more than NIS 1000 per month.

4. GOVERNMENT POLICY IN ISRAEL AND ELSEWHERE FOR ASSTING YOUNG
FAMILIES

The foregoing analysis shows that household exgeargehigher while children are part of the
household than in the preceding or subsequentdeniale at the same time family income is reldiive
low. The material standard of living of young faied is therefore low in comparison to other periofis
life. For this reason, government interventionhia form of tax benefits, special allowances and
subsidized education and other services for yoamlies is accepted practice in many countries.

In this section we compare the scope of the bengifien to young families in Israel with the other
OECD countries for which reasonable quality dataaasilable. Almost all the OECD countries provide
government financed education services for childmged 5 to 18, and we therefore ignored this stibjec
although there may be differences in the quality scope of the service in different countries sa th
parents may have supplementary expenses. Additfpgaten that this study focuses on middle-class
working parents, and less on weaker socio-econgmigps, the following quantitative comparison
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addresses those benefits given through the ta@reyaihd universal allowances rather than welfare
allowances that are subject to means testing aiddg@amall groups at the bottom of the incomeescal

To more accurately compare the data, we use an QiaEibase and simulator that include
information about the different benefits given tukeholds with different levels and composition of
income. Using this database, households may baciesized by each partner’s income level (as noted,
tax rates in Israel are generally gender depend@nt}otal net income can be compared for household
with the same income, with and without childféRue to availability of the data we focus on two-
children families, although insofar as the avaiabformation allows such testing, the resultsreve
gualitatively sensitive where the basis of the carigon changes to three children.

In 2012, following the recommendations of the Tealterg Committee, parents in Israel received two
additional financial benefits, but their impact—jarlarly in the middle and upper sections of the
income distribution—is limited. The increase in &rned Income Tax Credit (negative income tax)
improves the relative position of families with lamcome working mothetd but has no effect on
families in the middle and upper parts of the ineafistribution-® A more effective measure to assist the
middle class was the granting of tax credit pofat&athers of children up to age 3, but from theseti
this is limited to a small group among all parents.

Table 8 shows family “types” that represent abdupércent of working families in Israel (familigs i
which at least one partner works for at least tiefmonthly minimum wage). These types were
categorized by household income and their weigktténpopulation was derived from the proximity of

Table 8

Comparison of the difference in financial benefitgiven by the government in Israel and in the
OECD for families with different income characterigics

Family type Weight Husband's income Wife's income en@it disparity
(Percentage of (Percentage of (Between Israel and

(Percentage of working average average OECD average* -
families with children, manufacturing manufacturing percentage of family
that are of similar type)  worker's wage) worker's wage) type's income)

1 25.8 67 0 13.3

2 8.0 67 50 5.2

3 5.9 100 0 6.5

4 2.9 125 0 4.4

5 4.8 75 67 3.9

6 4.8 100 50 3.6

7 1.9 175 0 2.7

8 1.6 100 67 2.8

9 0.3 167 50 2.4

10 2.0 125 67 2.3

11 0.8 175 67 1.9

12 3.3 75 100 0.4

13 2.4 100 100 0.2

14 1.7 175 100 0.1

* |sraeli data is for 2013; OECD data is for 2011.

14 Specifically, we compare the difference in nebime between families with the same income from work
where one family has no children and the othertvaschildren aged 4 and 6.

15 About 13 percent of married mothers in Israeldigible for the Earned Income Tax Credit accordimgheir
income and that of the family unit.

16 About 75 percent of the Earned Income Tax Crealjnpents go to the two lower deciles of salariedkers in
terms of equivalized income, and the rest goekeadbttom of the third quintile (Bank of Israel,deat Economic
Developments, December 2013).
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the households in the population to these chaiatitar The Table shows a range of family typesiwit
respect to the husband’s and wife’s salary, thegtef each type in the population of working faesl
with children, and the disparities in benefits betw Israel and the OECD average for two childréve. T
Table shows that in Israel, most family types regdienefits that are significantly lower than ihet
OECD countries. The total of the disparities indféa between Israel and the other OECD countses i
roughly estimated at about NIS 3.7 billion, abo®S0percent of GDP in 2013.

For example, Figure 25 shows the size of the firgdubenefit given to a family with two children,
aged 4 and 6, in Israel compared to the OECD aeeiidte benefit rate is lower in all family income
brackets in Israel than the OECD average. In nawstl§ types, those where the wife’s salary is lower
than 80 percent of the average wage for a manufagtworker (which is about NIS 10,000 per month
in Israel), the difference is significant, sinceshfamilies of this type in Israel are unable tidize the
tax benefits that are only based on the wife’srgaldoreover, Israel’s universal child allowances a
significantly lower than those of other advancednemies. In families where the wife’s salary ishg
and reaches the threshold for utilizing a subsdaptirtion of the tax benefit, the gaps narrow,dnly a
relatively small percentage of women in Israel hethese salary levels.

Figure 25
Tax benefits and allowances in Israel as a percerga of the average assistance in the sample by

family types, 2013
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SOURCE: Based on OECD Benefits and Wages.

Figure 26 demonstrates the benefit disparities éetwsrael and the OECD for a family with two
children aged 4 and 6, where the husband'’s saaslatively low and the wife does not work. The
average benefit for a family of this type in the@iEis 17 percent of its income from work, whereas i
Israel the benefit is only 4 percent, and eventeetioe last reduction in child allowances it wast
percent. Families with similar characteristics astdor 26% of working families with children inrkgel.
In higher-income families, the difference betwesta¢l and other countries in the relative sizénef t
benefit lessens (mainly due to the increase iddmminator—data are in percent of family income),

7 Only a quarter of female salaried employees iadisearn more than 90 percent of the average veage f
manufacturing worker, and only one-sixth reachaberage wage.
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although it remains significant (Figures 26—29)e Hverage size of the benefit for families of these
types in the OECD countries is very similar to #iaglitional expenditure that was computed in SeQion
where there are two children in the household (Bdqercent of the income for each child).

Figure 26
Tax benefits and allowances as a percentage of theerage income of Type 1 families*, 2011
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* 2 children, ages 4 and 6, where the man earre6dent of the average wage and the woman doesankt
SOURCE: Based on OECD Benefits and Wages.

Figure 27
Tax benefits and allowances as a percentage of taeerage income of Type 2 families*, 2011
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* 2 children, ages 4 and 6, where the man earnseédent of the average wage and the woman earpsrgént.
SOURCE: Based on OECD Benefits and Wages.
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Figure 28
Tax benefits and allowances as a percentage of theerage income of Type 5 families*, 2011
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* 2 children, ages 4 and 6, where the man earrgeréent of the average wage and the woman earpsr6ént.
SOURCE: Based on OECD Benefits and Wages.

Figure 29
Tax benefits and allowances as a percentage of theerage income of Type 3 families*, 2011
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* 2 children, ages 4 and 6, where the man earnp&6tent of the average wage and the woman doesarkt
SOURCE: Based on OECD Benefits and Wages.

Forty percent of young families in Israel belongdtte family types (Types 1-3) for which the
difference in benefit size between Israel and tB€0 is greatest (in percentage of income). Theze ar
also significant, although smaller benefit dispesitfor a broader range of incomes that cover an ev
greater percentage of families (Figure 25). It @t noting that a “small” difference of 2.5 perteh
income in a benefit to a family whose joint incoimd..5 times the average production worker’'s wage,
translated into NIS 375 per month (i.e. in additiorthe benefit that the family currently receiveRis is
by no means a negligible amount and is signifigamitjher than, for instance, the child allowance
received by that same family.

Parents in the other OECD countries receive beneditsisting not only of reduced tax rates for
children and child allowances. Parents in 13 OEGUntries are eligible for additional allowances for
children who are over the age of 18 and into tbaity/mid-twenties if they attend institutes oflnég

27



education. In contrast, Israel has no such framkesvimr children who are students (or are in mangato
army service). Moreover, 11 countries give varitaxsbreaks on child-care expenses, in additiohdo t
general tax credit and universal child allowand@sTlearly demonstrates that state-funded assistan
for young parents is significantly lower in Israleht in other countries, particularly for the mieldlass
and above, and especially for children who areémtite 3—4 age group. A review of the government
benefits that parents receive for education anld claire (Figure 30) for children below the age of 5
shows that these benefits are lower in Israel thalne OECD. (Data for 2009 are the most up-to-date
dataavailablefor this comparisonput the variableis stable.)The benefitsfor 6-11- year-olds

Figure 30
Government benefits for education and child care foages 0-5
Index of expenditure per child, OECD, 2009
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SOURCE: Based on OECD Social Expenditure Database andBOE{Lication database.

(excluding schools) are also lower in Israel (Feg8L). The difference was even greater in the years
preceding the social protest and the Trajtenbemm@ittee recommendations with respect to tax credit
points for fathers of children up to age 3, incegbtax benefits for mothers, and the extensioh®free
education law to include 3—4 year olds. Nevertlelée gap remains significant and indicates that
Israel’s policies differ from accepted standardsetimer advanced economies.

Figure 31
Government benefits for education and child care foages 6-11
Index of expenditure per child, OECD, 2009
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5. YOUNG FAMILIES: DESIRED TRANSFER PAYMENTS/TAXATN POLICY

Given that in Israel the vast majority of employbesome parents at some stage, assistance fomgorki
families can improve the wellbeing of a substar@tion of the population during this period ogith
lives. The formulation of government policy thatgiets young families with temporary needs differs
considerably from policy that targets populationghwa typically short employment outlook and
tendency to work less than full time. In the firstance, working parents may in the future be tble
cover the cost of assistance they receive througlatxes they pay, as they will continue to wordt fom

an ever-increasing wage. In the second instance iheoncern that after benefitting from assistanc
while the children are at home, these young employéll not become part of the work force that pays
the taxes to support the next generation (or répagovernment debt accumulated for the assistance
received).

a. Model to develop the income of young parents

The basic model that we used for the simulatiosgamted in this paper is similar to the model presskn
by Card and Ransom (2007), adapted to the caseuofyfamilies?®

We assume that young couples plan the number lofrehithey want to have in advance. Thus,
parents in one-child families tend to give birttatiwely late in life compared to families with g or
four children, who expand their families when tlaeg in their thirties. To simplify matters, we loak
the median income—and the typical characteristigsymung couple are therefore also based on this
case.

U represents the benefit and C represents consom@iven that our study does not address the
impact of taxes on the supply of work, let us asston simplicity’s sake that the supply of workfileed
(and there is therefore no reason to treat iténbinefit function}® The benefit function over the life
cycle is therefore:

1 ! 14
U= E?:o(Hp),-U(Ci) , U'(C;) >0, U"(C) <0O.

| represents the couple’s total equivalized inconte family’s budget limit is:

n n
Z Ii Z Ci
L1+t L+ 7)
10= i=0

The development of | is influenced by the fixedleyaf having children, as will be explained below.
Assuming that the capital market is sophisticated thaft signifies the budget limit's Lagrange
multiplier, it is easy to show that the solutiorthe problem is:

U ,(Ci) = A

18 In our model, the benefit is defined according@asumption. Krueger, Kahaneman, Schkade, Schaadz
Stone (2008) present an alternative approach iclwéiilarge number of parameters must be takerao@ount that
reflect “positive” activities (of which consumptias just one) and “negative” activities—accordingatmodel
based on the sum total of the benefits during olife’s

19 Brender and Strawczynski (2006) and Brender arb @009), respectively, show that the elasticity
employment and work hours to wages, and therelsreta taxes, is small in Israel, like findingsrr@ther parts
of the world.
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In other words, the family will attempt to consuméxed amount throughout its lifetime over time.
If the benefit function is a CRRA:
1-6

VO =13

Then the solution is:
1/6

-

Or using the budget limit after placing the fixazhsumption:

n
o= _P z I;
1+p i=(1+r)i
0

The formula may be further simplified if we compthe fixed incomé that tracks the changing flow
of the family’s income over its lifetime. In thigse:

0_(1+T)p7
A +p)r

In practice, young parents do not manage to sntbeih consumption due to the capital market’s
lack of sophistication as reflected in the hightsas obtaining loans at a young age on the bdsis o0
future income. It is therefore reasonable to asstinaiethe development of a young family’s current
income will affect consumption and deviate from dpgimum.

Specifically, we assume that the median familyitsafrst child when the man is 31 years old aral th
woman is 29, the second child when they are 3334ndnd the third child when they are 36 and 34
respectively. This means that the family increasesze in the 29—34 age range (according to the
woman’s age), and thereafter the family composit@mains static until the first child is 18.
Specifically, the family begins to shrink when than is 49 and the woman is 47, and at this stage
equivalized income increases. The jump in incommedgnified when the man is 53 and woman is 51,
and when the now not-so-young parents are 54 anith&p once again become a two-person family.

If the capital market is limited, there will be dations between the income profile and optimum
consumption, where in the early stages the youmgjitss wish to borrow, financing their loans with
their surplus income from the age of 47 on (49fi@n). Figure 32 shows the process of creating
equivalized income compared to the optimum:
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Figure 32
Income per equivalized person by age, relative tar@othed consumption
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Assuming that individuals find it difficult to raaé the optimum due to difficulties in borrowing in
the early stages of life (inadequate guaranteedlierto the high costs, the government could iniceca
scheme to provide benefits for children which imficed by taxes imposed in a later peffodl.scheme
of this kind is balanced with respect to the goweent budget and improves the benefit for familighw
children.

b. Simulation of family income and the desired paymnt transfers/taxation policy

The simulatiof' is based on a special Bank of Israel databasénttiaties data from the Tax Authority

in which it is possible to track the salary of widuals over a ten-year period. The review was thasea
change in the median wage of 16 separate grougpes (8 for each gender) over 10 years, who were
marked at the end of the sample (2011) by numbehi@dren and their age (each group comprises
200—700 individuals). To smooth the effect of thisiness cycle, the change in the average gross wage
over 10 years was taken so that each group recaivaserage annual wage change over the course of a
ten-year period of their lives. The combinatiorttef wage change rates for the groups and comhinatio
of the husband’s and wife’s income creates a reptative family throughout the working years foclea
type. By combining the husband’s and wife’s income,obtained households in which both partners
work (according to National Insurance Institutead@ about 55% of families—598,518 families—both
partners work). The other families are: single-pafamilies (12%), two-parent families with no imae
provider (7%), and two-parent families with onedme provider (25%). We chose not to relate to data
that refer to couples who are in the younger agaps, given that after 10 years they may well have
more children with the result that they change type

2 To estimate the extent to which young familiessaneported by their parents, we used the sectionsaasfers
between households from the Central Bureau ofsiizgiHousehold Expenditure Survey. Between 20@428x 1,
about 6% of young, working families received a $sfan from another household. The average amouati@nsfer
to such a household was NIS 1,500 (in 2010 pricdsput 18% of working families over the age of éanisferred
an average of NIS 2,000 to other households. Tlwvegeno significant variation between years. We o
ideally, the optimal government program should haken these data into account, as well as datzoessible
loans (including the demand for guarantors), buhsudatabase is not accessible.

L A change in the benefits may have an impact dhriites and on entry to and exit from the laborkeiabut
these effects are relatively small. For an estimétbe impact of allowances on the birthrate, Besh (2004) and
Cohen, Rajeev and Romanov (2007); for the effegtagfe subsidies on employment, see Brender and
Strawczynski (2006) and Brender and Gallo (2009).
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Towards the end of the working life, from the a§®%, there is a 2—3 percent annual decline in the
real wages of both genders. The extent to whichd&cline reflects a decline in the scope of wark a
against a decline in hourly wage is unclear, bieims of total family income the decline begins at
around age 58. In recent years, the age of rederogtbyment and wages has been delayed due to an
increase in the age of retirement (Bank of Israshal Report, 2012, Chapter 8).

The following Figure shows annual gross family imeoaccording to age.

Figure 33
Annual income for a working family over the main waking years
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SOURCE: Based on the Bank of Israel database of salanguloyee reports.

The log of income can be drawn according to eqgirgdlincome plus child allowance (based on a
monthly allowance of NIS 140 per child):

Figure 34
Log of per capita gross income by age and number children
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This Figure is similar to the normative drawingtteé model presented in Section 3.1, where the
differences arise from each family type: A familitmone child has the child at age 31, whereaslfemi
with more children become parents at age 29.

The simulation

The simulation is based on four family types—onidglwo children, three children and four children
A review of the percentage of salaried employeesl & found that the following weights can be built
from among the relevant families:

No. of children Weight (percent)
1 10
2 30
3 40
4 20

The policy simulations are based on tax benefitpéments of children up to age 18 that are paid fo
from the taxes of those families. Regarding impletaton of the policy, we assume that when the
government passes the reform, it is funded by altameous increase in the income tax rate to balanc
the policy over time. This means that some of tidviduals (the older generation) will pay the tax
not take advantage of the benefit (the "Dessere@gion?). Alternatively, we could assume that the
benefits are given at the time of the reform amdtéixes will be paid in future by those individudis
our opinion, this option, presented in the Appeniixmpractical for two reasons: (a) it requires a
increase in the national debt over time and widlrdually require a further increase in taxes; {im)ay
lead to potential inconsistency over time with exgfo decisions made by the present generation’s
future political leaders, who may decide to putagggo continuing the benefit for the next genenati
when it is time for the present generation to thetbill. This is due to the desire to spread #xeburden
on a broader population; (c) taxes that are toh higy eventually harm the incentive of parents dokyw
thus reducing the tax base (a type of moral hazard)

It is difficult to foresee whether the proposas@mething that can be implemented politically and
whether a coalition will be formed for its implentation. If the median voter is the young parerg, th
ability to implement the proposal will increase.whver, since a gradual process is underway inlisrae
whereby the population is aging, it depends oretlient to which the young parent is considered the
median voter in an election campaign. A preciseattarization of the median voter is beyond thgeco
of this study. Additionally, the specific desightlbe program is also important, since in reality,
differences in the size of the (capitalized) berea® possible between families with different nenshof
children23

% This term is used as a parallelism with the Jewisferation that spent its life in the dessertherviay
between Egypt and Israel without succeeding to rnaditee a life experience at the new country.

% |dentifying the “cross-subsidy” between familigsthe number of children is not possible without
characterizing the specific design of the policattill be chosen. The Earned Income Tax Credigpm, for
instance, set out that a larger subsidy would eajiteen to families with 4 or 5 children than thibsidy given to
families with 3 children. In contrast, child allom@es are calculated equally for each child, arttiérpast, a larger
grant per child was given to families with a higimmber of children.
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For the purpose of the simulation, four differealigy options were examined:

. A tax break of 2.5% of the wage per child arefghblic purse will be balanced by tax at 8% of the
wage to be paid from when the youngest child inféineily reaches the age of 18 until the parent
retires.

. A tax break of 4% per child and tax will be ae3% from when the youngest child in the family
reaches the age of 18 until retirement.

. Differential tax benefit and tax collection anoting to the child’'s age (based on the findings of
estimated expenditures by age of the childrenpraiag to the following table:

Benefit / tax rate
Age of child (tax marked with -) (percent) No. of years

0-8 4 9

Benefit 9-14 2 6
15-17 3 3
18-20 -3.25 3

Tax 21-24 -6 4
25-29 -3 5

. Differential tax benefits and tax collection duye of the parent is based on the tax path ofyfiiea
family with three children, according to the talsigéhe previous option. This option is based on the
previous option, but assumes that tax benefits Imeagiven for each child and that there are no tax
revenues on children. The tax path is thereforeeted according to the age of the parents of the
median family—type-3 family.

The tax benefits in all the above examples carppéed by means of redeemable tax credit points.
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The results:

Figure 35
Log of per capita income for each option
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Based on the model presented in Section 3.1, thefibés measured according to a CRRA function,
from which it emerges that:

u'@)=c?

where three cases were selectédd= 1 (logarithmic), 06 = 2,and 6 = 5. To calculate the
improvement in the benefit, we considered a casehioh there is no capitalization (preference fate
the present is zero), and two additional caseshiaiwthe capitalization rates are 3 and 5 percent
respectively. Table 9 shows the impact of the patic the amount of the benefit over life, with a
weighted average of the family types (in percéhBor example: the cell showing CRRA benefit with a
coefficient of 5 shows that application of the prsed policy will improve the amount of the benefit
where there is no capitalization by 43.22 percelative to conditions if the policy is not appli€d.

Table 9
Impact of government policy (percent)
Uncapitalized 3% capitalization 5% capitalization

Simulation of 2.5%
logarithmic 0.3 0.6 0.8
CRRA=2 6.5 9.1 10.2
CRRA=5 43.2 44.9 45.0
Simulation of 4%
logarithmic 0.4 0.9 1.1
CRRA=2 7.7 121 13.9
CRRA=5 50.0 54.3 55.4
Differential tax by age of child
logarithmic 0.3 0.7 0.9
CRRA=2 6.4 9.9 11.7
CRRA=5 42.3 47.5 49.5
Differential tax by age of father
logarithmic 0.3 0.7 0.9
CRRA=2 6.8 104 12.0
CRRA=5 43.7 47.0 47.9

In order to know whether government policy is ssste, we need to compare the results with the
optimum state of affairs, in which consumption barfully smoothed according to the solution proplose
in the above model. Table 10 shows the optimunsratdenefit improvement obtained where income is
smoothed evenly over life.

% The impact of government policy on each type sapdy is presented in the Table in Appendix 3.

% Theoretically, the benefit values of the CRRA fiime can be distorted by adding a constant, bunhftioe
perspective of the applied policy, the more rel¢wamniable is the marginal benefit. The benefit imgment is
therefore measured as the sum of the marginal iterefnd the addition of the constant is insignificaVhere the
source of the change is a change in prices, theowement in benefit can be qualified according tmetary
values using the Compensating Variation approacin.c@se refers to a direct financial benefit andegefore
focus on measuring the benefit improvement. Thesfiginom smoothing will continue to be received &ach
benefit function characterized by a decreasing matdpenefit.
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Table 10
Benefit improvement where consumption is smoothe¢percent)

Uncapitalized 3% capitalization 5% capitalizatio
Logarithmic 0.4 1.1 1.5
CRRA=2 8.3 14.9 18.3
CRRA=5 92.5 61.3 65.1

This table shows that government policy signifitaativances the families towards achieving the
optimum consumption smoothing, although the impnaoset varies depending on the assumptions
relating to the type of benefit function and rat¢éime preference used for the capitalization. \Vile c
understand the contribution made by the transfegmpats/taxation policy by comparing the benefit
improvement presented in Table 9 with the improvantieat might have resulted in the ideal situation—
as presented in Table 10. Table 11 shows the hémgiiovement as a result of applying the policy
relative to the improvement that would have beé&girsd had the individuals been successful in
reaching the optimum, while fully smoothing constimp over time. If we look at the case with no
capitalization (given that the time preference rateero) and the risk aversion equals 5, then the
government's transfer payments/taxation policy adea the families half-way toward the option of ful
smoothing.

Table 11
The benefit gap as a percent of the optimum
(percentage improvement following application af ffolicy relative to the optimum)

Uncapitalized 3% capitalization 5% capitalizatio

Simulation of 2.5%
Logarithmic 77 55 50
CRRA=2 78 61 55
CRRA=5 47 73 69
Simulation of 4%
Logarithmic 93 77 72
CRRA=2 93 81 76
CRRA=5 54 89 85
Differential to age of child
Logarithmic 76.0 61.0 58.0
CRRA=2 77.0 67.0 64.0
CRRA=5 46.0 78.0 76.0
Differential to age of father

Logarithmic 82 65 62

CRRA=2 82 69 65

CRRA=E 47 77 74

We emphasize that this comparison is providedlliggtrative purposes only. In practice, full
smoothing cannot be applied, as individuals ardlena obtain loans during the periods when they ar
most needed due to their inability to provide gatgas. The benefit improvement in Table 11 should
therefore be viewed as the lower limit of the eatied benefit improvement achieved by the policy.
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6. SUMMARY AND CONCLUSIONS

In the wake of the social protest and the governimeasponse, in the form of the Trajtenberg
Committee recommendations, our discussion centetkedesired policy for young families. Compared
to families without children, families with youngitdren face considerable expenses at a time when
their income is low relative to their lifetime ino@ profile, and this in turn may pose liquidity
constraints. One possible solution is a sophigtitaapital market which allows family consumption t
be smoothed over different periods through loansiged while the children are young, which are then
repaid in later periods when the parents’ incontegher and some of the children have already left
home. Where the capital market does not facillzdas of this kind, some families may encounter
liquidity problems. One such example is the risingt of housing in recent years which has made it
more difficult for young families to buy their hosidorcing an additional 11,000 families to live in
rented accommodation. In contrast, the percenthberne-buyers among other family types remained
stable over time. A similar situation was obserwdn the cost of housing increased in the 1990s.

An alternative solution to the temporary liquidisoblem is fiscally balanced government
intervention. This involves granting benefits taugpg families when their expenses are high, whieh ar
financed by taxes imposed on the parents’ inconadatier stage when wages increase and the fagnily i
smaller. Our findings show that a balanced policthis kind could be applied in Israel, given that
parents of young children work steadily and pegsigy, allowing income tax to be imposed in latés. |
Given that 93 percent of employees become pareéstinge stage of their lives, smoothing could
reasonably be dealt with through the general tatesy, thus avoiding the need for a differentialqol
at the individual level.

Our study shows that many OECD countries applyliayof this kind and that for all 14 family
types that we examined (by earnings of the mainsaedndary breadwinners), which incorporate most
of the population, they provide a higher level s§iatance—in some cases a substantially highelHeve
than Israel does.

To examine whether a policy of this kind would siigantly benefit families with children, we
simulated the application of a balanced suppoitpathere the maximum benefit is four percent & th
income for each child, similar to the most commadference in size of the benefit between Israel and
the other OECD countries. The simulation shows tihder conservative assumptions, a policy of this
kind could bridge the gap for at least half of Hemefit that would be achieved by full consumption
smoothing.
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Appendix 1

In this appendix we estimate the simulation assgrthiat the government gives the benefit to families
with young children and finances the benefit byrtgxhose families later in life. In this case, the
government accrues debt in the initial years, witiohust pay in the future when it collects theetax
Due to the time lag, a higher rate of tax is nemgswhich takes into account the interest on tha.d&e
assume that the relevant interest rate in thisisas@ercent®

In our opinion, such a plan is less reasonablet@iraplementation issues: the government debt must
be increased over a long period, which might agagethe problem of inconsistency over time, and if
higher tax rates have to be imposed, it may alfexiathe incentive to work, reinforcing the poskipiof
avoiding tax increases in future. We will presér tirst option only, in which a tax benefit of 2.5
percent of the income is given for each child, whitthis case requires taxes of 18.5 percent (eoetp
to 8 percent if the budget is balanced immediately)

Here are the results:

Figure A.1
Log of per capita income with a tax benefit of 2.percent per child and
capitalization of government cash flow at 5 percennterest
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26 Another reason for applying a higher tax ratéésracroeconomic risk. Assuming individual earnings
correlate with the aggregate output, then the &melits are less exposed to macroeconomic riskegsare closer
to the starting point. In contrast, the tax incameeceived much later on and involves much graateertainty.
Geneakoplos and Zeldes (2011) show that, in susbscshe government must use a higher capitalizadie,
which in turn means imposing a higher tax rate.
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Table A.1
Impact of government policy (percent)

o 3% 5%
Uncapitalized o Lo
capitalization capitalization
logarithmic -1 0 0
CRRA=2 73 77 77
CRRA=5 24 34 38

Due to the imposition of the high tax (to addréssproblem of the debt and macroeconomic risk), it
emerges that in the option involving a logarithimémefit function, government intervention redudes t
benefit for the individual. When the benefit fuctiis a CRRA function, the benefit level improves,
although not as much as in the case of a balaraéxy pTable A.1 shows the outcome if consumption
smoothing is applied.

Table A.2 shows that although in some cases madkedbenefit gap can be bridged relative to the
optimum (in the case of a CRRA benefit functiohg percentage benefit is lower than in the balanced
budget scenario. This gap reflects the fact thatlalanced budget scenario, part of the tax bufiadksn
on the older generation which will pay the tax bot take advantage of the benefit. Given that this
generation received broader government assistartbe ipast for mortgages, child allowances and
pension arrangements than the present generdiisns another reason to prefer the scenario \igh t
balanced budget, as presented in the main bodhegidper.

Table A.2
Benefit gap as a percentage of the optimum
Uncapitalized 3% capitalization 5% capitalization
Logarithmic -155 -1 20
CRRA=2 81 83 83
CRRA=5 34 56 58
Table A.3

The impact of government policy on the amount of heefits over lifetime by number of children
(percent) (Table 9 is a weighted average of thik)a
One child Two children Three children Four children

capitalization ~ No 3% 5% No 3% 5% No 3% 5% No 3% 5%
Simulation of 2.5%

logarithmic 04 01 0 0 0.3 0.4 05 0.8 0.9 0.8 12 1.4
CRRA=2 2.1 0.3 14 25 5.2 6.4 7.8 10.1 11 11.8 1438 16
CRRA=5 8.5 12 132 279 303 309 421 434 434 539 555 5p.7

Simulation of 4%

logarithmic 06 02 0 0.1 0.3 0.6 0.6 11 1.3 11 1.7 2.1

CRRA=2 47 05 15 2.1 6.7 8.8 98 137 153 151 199 219

CRRA=5 64 143 172 328 385 402 494 533 542 621 662 673

Differential tax by age of child

logarithmic 0.1 0.2 0.3 0.2 0.5 0.7 0.3 0.8 1 0.4 1 14

CRRA=2 24 3.6 4.2 53 7.9 9.1 71 107 124 78 132 16

CRRA=5 19 203 206 369 392 398 445 483 496 462 539 5.2

Differential tax by age of father

logarithmic 0.1 0.5 0.7 0.3 0.7 0.9 0.3 0.8 1 0.4 0.9 1L
CRRA=2 3.9 7.4 9 6.2 97 113 71 107 124 79 115 13

CRRA=5 2.7 342 355 407 438 445 445 483 496 463 493 501
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Appendix 2

Rate of monetary savings* of households with chilém up to age 9 and with no
children up to age 18, 2005-2012

%
25
— -
- - —_ ~

15 - T e e -~
10

5 !

o

-5

2005 2006 2007 2008 2009 2010 2011 2012
Married up to 10 years with children up to age 9 |
- = Married with no children up to age 18

*Net monetary savings minus expenses and trangfersother households, as a share of income in poit@s.
SOURCE: Based on Central Bureau of Statistics HousehgfueRditure Survey data.
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Appendix 3

Regressions* on the likelihood that a household renting a dwelling

1- 2- 3- 4-
2004 2012 2004 2012
Number of children aged 0-3 **x 0,21 0 **x 0,23 0.01
Number of children aged 4-9 **.0.11 **x 0,13 **.0,12 **x (0,12
Number of children aged 10-13 *** 0,18 -0.07 *** 0,19 -0.07
Number of children aged 14-17 -0.1 **%.0,12 -0.1 **k_0.12
Married couple ***_(0.43 ***_0.16 **%.0.43 ***.0.16
Couple married up to 10 years with children -0.11 **0.23 *-0.5€ **0.4€
Income (NIS thousand) ***.0.02 ***.0.01 **%.0.02 **.0.01
Arab household 0 ***.0.34 -0.04 ***.0.32
Arab - married up to 10 years with children -0.22 0.49 -0.01 -0.68
U!tra—O_rthodox - married up to 10 years 0.15 .0 28 0.08 .0 48
with children
Town with socioeconomic rating of 2 -0.11 0.06 13. 0.01
Town with socioeconomic rating of 3 -0.09 ***0.31 0.29 ***0.34
Town with socioeconomic rating of 4 *0.16 ***(),42 Qy ***(),45
Town with socioeconomic rating of 5 **0.4 0.25 *]Y. 0.27
Jerusalem district ***(),33 0.11 **0.31 0.14
Northern district ***.0.6 ***.0.7 ***.0.7 ***.0.69
Haifa district **.0.21 ***.0.43 **.0.2 ***.0.38
Central district ***.0.34 ***.0.38 ***.0.33 ***.0.33
Southern district **.0.31 ***.0.29 -0.25 ***.0.25
Judea and Samaria **.0.55 **.0.13 **-0.66 **.0.18
Head of household aged 25-34 ***].06 ***(.81 ***170 ***().82
Head of household aged 35-44 ***(), 73 ***().5 ***(0, 74,  ***0.49
Head of household aged 45-54 **+().34 ***(.16 QL3 ***(.15
Married up to 10 years with a child - Jerusalem 0.18 -0.1
Married up to 10 years with a child - North 0.38 -0.13
Married up to 10 years with a child - Haifa 0.03 -0.29
Married up to 10 years with a child - Center -0.06 -0.27
Married up to 10 years with a child - South -0.3 -0.19
Married up_to 10 years with a child - Judea 0.46 0.08
and Samaria
Mar_rled up to_lO years with a child, 0.11 0.19
socioeconomic rating of 2
Married up to 10 years with a child, 0. 87 02
socioeconomic rating of 3 ) )
Mamed up tollo years with a child, 0.4 016
socioeconomic rating of 4
Married up to 10 years with a child,
: . . -0.18 0
socioeconomic rating of 5

* Equations estimated with the Probit method. mhmbers presented are the marginal impact of eaghble (and

not the estimated coefficient).

*** Indicates significance of 0.01, ** indicatesggiificance of 0.05, * indicates significance of 0.1
SOURCE: Based on Central Bureau of Statistics HousehafubRditure Survey data
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