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Anemic Skill Acquisition

Abstract

The exceptionally high fertility among ultra-Orthodox Jews, and Arab minority, increasing
portions of the population, is the main reason for Israel’s flagging labor-force participation. In
addition, high fertility diminishes Israel’s skill attainment of the labor force. A rise in income
inequality in all advanced economies, which in the last two decades has taken a sharp upward
turn in Israel, has a potential for setting off social- divide and political polarization.

JEL-Codes: D100, H100, J240, O400.

Assaf Razin
Tel Aviv University
Eitan Berglas School of Economics
Israel - Tel Aviv 69978
ar256@cornell.edu



Israel’s fast development came, however, at the cost of rising income inequality. Israel now has
the most unequal distribution of income among OECD countries and its public education has
declined from one of the best to one of the worst in the OECD. Israel’s income redistributive
policies, from rich to poor, from healthy to the sick and from young to old, is significantly less
comprehensive in scope, compared to the European systems. It has been becoming even less so
over the last decades. Israel has an unusually high fertility rate among the developed economies.
The exceptionally high fertility among ultra-Orthodox Jews, and Arab minority, increasing
portions of the population, is the main reason for Israel’s flagging labor-force participation. In
addition, high fertility diminishes Israel’s skill attainment of the labor force. A rise in income
inequality in all advanced economies, which in the last two decades has taken a sharp upward

turn in Israel, has a potential for setting off social- divide and political polarization.

The Israeli fertility rate of nearly three births per woman exceeds the industrial nations’ norm by

such a wide margin.

Z See Razin (forthcoming 2017).



Figure 1 Total Fertility Rates: Israel and selected industrial countries
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Source: Goldman (2013).

Europe has East Asia have fertility rates even below the replacement rate, which leads to

stagnant population. East Asia shows the sharpest decline in the fertility rates. * (See Figure 9.1).

Furthermore, Israel fertility rate stands out among all the OECD countries (see figure 11.2).

¥ The demographic transition—a change from high to low rates of mortality and fertility—has been more dramatic in
East Asia during the twentieth century than in any other region or historical period. East Asia's demographic
transition resulted in its working-age population growing at a much faster rate than its dependent population, thereby
expanding the per capita productive capacity of East Asian economies. This effect was not inevitable; rather, it
occurred because East Asian countries had social, economic, and political institutions and policies that allowed them
to realize the growth potential created by the transition.



Figure 2: Fertility Rates among OECD countries

(=21

0—g—0
Sy
l-._.,.—-—‘*o—cm._.,ch.h.-. a—=0—0 L]

1970 1975 1980 1985 1990 1995 2000 2005

Source: OECD Library.

Most ultra-Orthodox Jews lack the skills to work in a modern economy, having studied little or

no math and science beyond primary school (their curriculum focuses almost entirely on

religious texts such as the Torah and Talmud). As a result, more than 60 percent live below the

poverty line, compared with 12 percent among non-Haredi Jews. Most also opt out of military

service, which is compulsory for other Israelis. The net effect: as the Haredi community expands,

the burden of both taxation and conscription falls on fewer and fewer Israelis.



Mansky and Mayshar (2003) explore how private and social incentives for fertility may have

combined to produce the complex fertility pattern observed in Israel where over decades fertility

declined

At the same time, levels of skills of Israel's labor force is ranked high, indicating the relatively

large stock of human capital in Israel. (See figure 9.3).

Figure 3: Adult education level Tertiary / Upper secondary / below upper secondary, % of 25-64

year-olds, 2015
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Source: OECD Education at a glance: Educational attainment and labor-force status

Unlike many Western countries that need a young workforce to supplement their aging societies,

Israel has an unusually young population compared to most developed countries. The relatively

low skill level of a large portion of this local population could have reduced the demand



additional workers from abroad who are similarly poorly educated, to the extent that the low skill
native born participates in the labor market. However, the latter have very low participation rate.
Therefore, the demand for foreign workers is strong in certain industries, like construction,
agriculture and household aid. And, large numbers of foreign workers continue to receive work

permits in the country.

The paper is organized as follows. Section 1 adresses the schooling gaps for Israel in comparison
to OECD countries. Section 2 discusses private vs. social incentives concerning fertility and
schooling as they exist in the Ultra-Orthodox community, the highest fertility group. Section 3
deals with social interactions within and between ethnic and income groups. Section 4 addresses

the Israeli Arabs. Section 5 indicates some long term implications.

1. Schooling Gaps
Even though the overall education attainment level of Israel (native born) labor force is highly
ranked currently, schooling gaps emerge. Israel, currently, has below average school gap among

advanced economies. A test score of 4.686 compared to the group average 4.939. See Table 1.



Table 1: Test Scores

EUR DC LDC
Country EQ Country EQ Country EQ
Austria 5.089 Australia 5.094 Argentina 3.920
Belgium 5.041 Canada 5.038 Brazil 3.638
Switzerland 5.142 Hong Kong 5.195 Chile 4.049
Denmark 4.962 Israel 4.686 China 4.939
Spain 4.829 Japan 5.310 Colombia 4.152
Finland 5.126 Korea, Rep. 5.338 Egypt 4.030
France 5.040 New Zealand 4.978 Indonesia 3.880
United
Kingdom 4.950 Singapore 5.330 India 4.281
Germany 4.956 Taiwan (Chinese 5.452 Iran 4.219
Taipei)
Greece 4.608 United States 4.903 Jordan 4.264
Ireland 4.995 Lebanon 3.950
Italy 4,758 Morocco 3.327
Netherlands 5.115 Mexico 3.998
Norway 4.830 Malaysia 4.838
Portugal 4.564 Nigeria 4.154
Sweden 5.013 Peru 3.125
Philippines 3.647
Thailand 4.565
Tunisia 3.795
Turkey 4.128
South Africa 3.089
Group
Averages 4.939 5.132 3.999

Notes: EQ = average test score in mathematics and science, primary through end of secondary
school, all years (scaled to PISA scale divided by 100).
Source: OECD Library.

The main reason for Israel exceptionally high average fertility rates are the even higher rates
among the Jewish ultra-Orthodox and the Israeli Arabs. Their share of the population is therefore
on a steady incresed path. Their skill endowments are however small. Consequently, Israel’s
dependency ratio is likely also to be rising over time, and its competitiveness is expected to
erode.



.2. Private and social incentives

Most ultra-Orthodox Jews” lack the skills to work in @ modern economy, having studied little or
no math and science beyond primary school (their curriculum focuses almost entirely on
religious texts such as the Torah and Talmud). As a result, more than 60 percent live below the
poverty line, compared with 12 percent among non-Haredi Jews. Most also opt out of military
service, which is compulsory for other Israelis. The net effect: as the Haredi community expands,

the burden of both taxation and conscription falls on fewer and fewer Israelis. °

Mansky and Mayshar (2003) computed (smoothed) completed-fertility rates by year of marriage,
for each of the four subgroups of Israeli Jews whose parents were not born in Israel. During
1945-1950, the Mizrahi-ethnic women were bearing about three times as many children as did
Ashkenazi-ethnic women. Thirty years later, during 1975-1980, completed fertility again
separates the population into two groups, but now the relevant dimension is religiosity rather
than ethnicity, with ultra-Orthodox women bearing about twice as many children as, non-ultra-

Orthodox Jewish women.

Mansky and Mayshar (2003) explore how private and social incentives for fertility may have
combined to produce the complex fertility pattern observed in Israel where over decades fertility
declined within some ethnic-religious groups, but increased among ultra-Orthodox Jewish
population. The latter experienced a reversed fertility transition.® They identify the contribution

* The ultra-Orthodox (“Haredi”) comprise 9.9 percent of Israel’s overall population and close to 14 percent of the
working-age population. The reason for the difference in these shares lies in the fact that this population is
characterized by a large share of children and youth (below the age of 15).

5 One can make a comparison between the Ultra-Orthodox Jewish communities across the world. Outside Israel
(particularly in the US) these communities have much lower fertility rates, and much greater supply of labor.
Therefore, the Jewish Ultra-Orthodox exceptional fertility rate does not necessarily have to do with their religious
beliefs.

® The demographic transition—a change from high to low rates of mortality and fertility—has been dramatic in East
Asia during the twentieth century than in any other region or historical period.



of child allowances and related public welfare program for the reverse transition.” The
identification technique they adapted help disentangle the child allowance effects from the socio
economic and religious effects which are at play. In general, the different rates of completed
fertility observed in different ethnic —religious groups at different times could be generated by:

1. Cross sectional and time series variations in the woman-specific utility parameters;
2. Cross sectional and time series variations in the child allowance policy;
And

3. Social interactions within and across groups.

Using these rigorous technique, Mansky and Mayshar (2003) find evidence for the effects of

both private and social incentives on the fertility rates of the ultra-Orthodox.

However, the question arises as about the mechanism behind the assumed social incentives.
Berman (2000) interpreted the trends towards increased fertility, decreased labor force
participation, and increased supply of time to religious studies in the ultra-Orthodox community
in terms of the behavior of a “club” that has strengthened its norms of religious stringency in an

attempt to brace exclusion.

Razin and Sadka (1995, chapter 4) provide an insight to the puzzle. The economic self-
preservation of the “club” is akin to the old age security motive of bringing children, where
children is a means for parents from their income (female work income, child allowances, and
other government subsidies) generating years to their old age unproductive years. The parents to

minimize “defection” from the community do not endow the children labor- market skills.

The mechanism works like the human-capital accumulation in the 20" century “kibbutz”
community in Israel through the human capital formation of children. Kibbutz parents tended to

endow their children with good skills to help maintain the Kibbutz economy, but poor skills for

" Razin and Sadka (1995) study the general-equilibrium welfare implications of child allowances.



the labor market outside of the “club”. The Kibbutz system excluded itself from the primary and
secondary national education system and did not support tertiary education. Abramitzky (2011)
gives strong evidence in support of a related hypothesis that to maintain the Kibbutz equality

system; it has to raise the cost of exit from the community.

Abramitzky and Lavy (2014) use an unusual pay reform during the Kibbutz privatization era to
test the responsiveness of investment in schooling to changes in redistribution scheme and
whether it increases the market rate of return to education. Their identification strategy exploits
an episode where different Israeli kibbutzim shifted from equal sharing to productivity-based
wages in different years and find that students in kibbutzim that reformed earlier invested more

in high school education and, in the long run, also in post-secondary schooling.

Parents’ hopes that their children will live with them are complicated by the fact that the
community cannot directly control whether their children exit, and what the child finds optimal
may deviate from what the parents and the community would prefer. This creates an incentive
problem between the parents, community, and their children. While parents, and community
cannot directly prevent children’s decisions, parents do control the number of children and the
amount of schooling they provide their children, and as such may be able to limit their children's

potential future benefits from migration out of the community.

China one-child policy has a reversed effect on fertility and investment in education.® Can one

extrapolate from the Chinese one-child state imposed policy (which reduced the fertility rate) to

& The Communist party introduced the one-child policy in 1979 to tackle population growth. It was scrapped in late
2015 following years of warnings from demographers over low birth rates and an ageing population. China’s
national crude birth rate was 12.1 births per 1,000 people in 2015, down from 21 in 1960.



the social norms and social pressures among the ultra-Orthodox, which help explain the high

fertility rate?

Choukhmane et al (2016) explore the effect of the one-child policy, introduced in China In the
early 1970s, on fertility rates, savings, and investment in human capital. They provide evidence
that the dramatic fall in fertility rates raises aggregate personal saving and lead to rapid
accumulation of human capital of the only one child generation. Is it relevant for the Jewish
ultra-Orthodox reversed effects on fertility rates|? The similarity between these apparently two
different episodes is that in both cases the fertility rate are influenced by state (in the case of
China) or by the community (in the case of Israel). The difference between the two is that the
state is not a club. The state can force the fertility rate down but has no control over the saving
and human capital investment of the individual household. Choukhmane et al (2016) finds that
drop in fertility rates creates incentives to increase saving and parents' investment in the human
capital of their children in order to support the parents in old age. Acquired skills help the
children function better in the job market, and raises their labor supply. However, the Jewish
ultraorthodox community put pressures on the individual household to maximize the number of
children, and to prevent children from acquiring job market skills. Poor job-market skills insure

little defection from the ultra-Orthodox "club".
4. Fertility Rates: The Israeli Arabs

The Arab population in Israel, particularly the Moslem, rank far lower on the socioeconomic

scale than the Israeli Jews. ° This gap has not changed much during half a century since the

° The Arabs comprise 20.8 percent of Israel’s overall population and 18.7 percent of the working-age population.
The reason for the difference in these shares lies in the fact that this population is characterized by a large share



foundation of Israel as a state, starts to be closed in the last decade. The major factor behind this
wide socioeconomic gap is the differential opportunity structure between the Jewish and the
Arab populations, particularly Moslems, and the social norms concerning women. There are not
only large differences in human capital between Jews and Arabs, but even for those Arabs whose
educational status is relatively high, entrance into higher status employment is difficult. This
differential opportunity structure results in reduced motivations for the attainment of higher

educational levels among Arabs.

Moslem Arab’s total fertility rate was at the beginning of the 1940s about 7.5-8.0, and reached a
record of 9.3 in the 1960s. It however started to decline subsequently to reach a rate of 4.6 in mid
1980s, remaining at that level through the year 2000. The Christian Arab population, which has
been at a higher stage of socioeconomic modernization since the 1930s has experienced major
fertility declines from a total fertility rate of 7.5, to 3.6 in the early 1970s, and to 2.5 in the year
2000. (See Friedlander (2002)). Labor force participation rate among Israeli Arabs is relatively
low. Those who do participate have difficulty finding suitable jobs and suffer from high
unemployment. Most workers concentrate in a narrow range of low-paying occupations Yashiv
and Kasir (2014). As for educational attainment, Yashiv and Kasir (2011, 2014) observe that
Israeli Arabs have relative to the Jewish population low educational levels. The evidence is from
international tests (according to OECD data), and on national feedback tests in Primary
education; as well as on the tests which determine School Efficiency and Growth Indicators
(Meitzav). Dropout rates from the educational system are higher in the Arab sector—21 percent

in grades 9-11, in comparison to about 11 percent in the Jewish sector. Arabs’ share of the

of children and youth (below the age of 15). The share of children aged 0-14 is 35 percent (versus 27.7 percent
among Jews).



university student population in Israel is only Half their share of the population—in 2011/2012
Arabs accounted For only 10.8 percent of all university and college students in Israel. The rate
goes down the higher is the academic degree, and In PhD studies Arabs make up only 4.4

percent of all students.

These trends seem to be broken, because Arab women have recently begun to take advantage of
the Israeli higher educational system. Furthermore the participation of Arab females in the labor

force is steadily rising.

5. Long term implications

Currently the ranking of Israel in terms of the population growth rates and skill of the labor force
are high. However, the high fertility rate among the Jewish ultra-Orthodox and Israeli Arabs and
the lack of proper investment in children to prepare them to the labor market, are bound to raise
the dependency ratio. These trends, if they are not reversed, could severely lower future GDP

growth, and weaken international competitiveness. The trend is akin to productivity regress.
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