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Israel 

1. Economic situation 

Israel’s economic growth rate has been significantly better than the OECD average in 
recent years, with only two quarters of output contraction recorded during the economic 
crisis (Figure 1A). 

Gross debt fell from 93.5% to 79.2% of GDP between 2005 and 2009, with the 
government adopting fiscal restraint during pre-crisis years. The reduction in gross debt 
compared favourably to the increase seen across a majority of OECD member countries, 
with the debt ratio falling below the OECD average in 2008 (Figure 1C). 

Israel’s budget deficit deteriorated to 5.8% of GDP in 2009 with a concomitant rise in 
gross debt (Figure 1B). Recovery from the relatively mild downturn has already tightened 
the labour market, and the OECD projects economic growth to reach potential by 2012. 

Figure 1. Key economic indicators 
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Figure 1. Key economic indicators (cont’d) 
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Notes: Fiscal balance and gross debt are general government financial balance and gross financial liabilities as 
a per cent of nominal GDP. 

Source: OECD (2010), “OECD Economic Outlook No. 88”, OECD Economic Outlook: Statistics and 
Projections (database), doi: 10.1787/data-00533-en. 

2. The government’s fiscal consolidation strategy 

Israel introduced a range of guarantees to the financial markets, tax provisions and 
spending measures in response to the crisis. However, the fiscal cost of these measures 
has been modest; the OECD Economic Surveys: Israel 2009 (OECD, 2009a) estimated 
the spending and tax measures at no more than 0.5% of GDP). This small stimulus 
package, combined with subsequent healthy recovery in GDP and tax revenues, accounts 
for the relatively small increase in the debt-to-GDP ratio. Hence there have been no 
significant fiscal stimuli to unwind, or a pressing need for exceptionally deep cuts in 
public spending. 

Israel combines an expenditure-based fiscal rule with deficit targets. The rule defines 
a ceiling to real spending growth. Following a reform this is now calculated as average 
real GDP growth over the previous 10 years multiplied by the ratio of 60 divided by the 
debt-to-GDP ratio (in percentage). For 2011 and 2012 this implies real growth of 2.7% 
each year. The conversion to a figure for nominal expenditure growth combines projected 
CPI growth with an error-correction mechanism (for 2011 and 2012, the budgeted 
nominal spending increases are 5.9% and 5%, respectively). The deficit targets aim to 
bring the debt-to-GDP ratio below 60% by 2020 (the targets are 3% for 2011, 2% 
for 2012, 1.5% for 2013 and 1% 2014 onwards). Both the expenditure rule and deficit 
targets are based on a specific definition of the central government account. 

The deficit outturn for 2010 is estimated at 3.7% (well below the target of 5.5%). The 
budget for 2011-12 aims to not only increase spending according to rule and hit the 
deficit targets but to also continue with a schedule of cuts in personal and corporate 
income-tax rates (these run to 2016). Accordingly, Israel has chosen to increase indirect 
taxes, most notably on retail gasoline and coal. In addition, the restoration of VAT to 
pre-crisis levels has been delayed (VAT was increased as a temporary measure from 15% 
to 16% but has since been reduced to 15.5%). The government expects the fiscal balance 
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to improve steadily from 2010 to 2012 (Figure 1A). The OECD projects gross debt to 
moderate towards 75% of GDP over the next few years (Figure 1B). 

Figure 2. The government’s planned fiscal adjustments 
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Note: Fiscal balance and gross debt are general government financial balance and gross financial liabilities as 
a per cent of nominal GDP. 

Sources: “OECD Fiscal Consolidation Survey 2010”; deficit figures to 2012 based on Israel’s June 2010 
budget; debt figures based on projections from OECD (2010), “OECD Economic Outlook No. 88”, OECD 
Economic Outlook: Statistics and Projections (database), doi: 10.1787/data-00533-en. 

3. Major fiscal consolidation measures 

Although the new spending rule allows slightly faster growth than before, it still 
implies further erosion in public spending as a share of GDP in an environment of already 
modest spending levels in many areas of the government account. 

Table 1. Major consolidation measures 

  Budgetary impact 2010-14 
Expenditures   
1. Operational measures   
   – Wages Wage restraint in the public sector is helping contain costs. A 6.25% 

increase over three years (2010-12) has been agreed, which implies 
roughly zero real increase if inflation turns out close to the mid-point 
of the Bank of Israel’s inflation target (1-3% increase in CPI) 

n.a. 

2. Programme measures   
   – Defence Limiting the increase in defence spending to that recommended by a 

special committee (the Brodet Committee) 
n.a. 

Revenues   
   – VAT In July 2009, VAT tax was temporarily increased from 15.5% to 

16.5% until the end of 2010 
n.a. 

   – Excise taxes Taxes on gasoline, coal and tobacco were raised by around 12% in 
2010 with further hikes proposed for 2011 

n.a. 

Source: “OECD Fiscal Consolidation Survey 2010”. 
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4. Institutional reforms 

Israel has revised the formula it uses for calculating its expenditure-based fiscal rule. 
In budgets up to and including 2010, the ceiling was set at 1.7% real growth (roughly 
equal to the rate of population growth). The revised rule (described above) will typically 
imply higher real spending growth. 

In addition, Israel has adopted a full two-year budget cycle (i.e. the budget covers two 
years and the budget process is only conducted every two years). The first budget under 
this approach covered 2009-10 and the second is under way (covering 2011-12). Aside 
from one or two exceptional circumstances, no other OECD member country has ever 
adopted a two-year cycle in central-government budgeting. 

Table 2. The government’s fiscal consolidation plan 

% of GDP 

Fiscal consolidation 2010 2011 2012 2013 2014 
Total deficit/surplus (target) -5.5% -3.0% -2.0% -1.5% -1.0% 
Total level of debt (OECD projection) 79.2% 79.4% 78.1% 75.0%  

Notes: Deficit figures to 2012 based on Israel’s June 2010 budget; debt figures based on projections from 
OECD (2010), “OECD Economic Outlook No. 88”, OECD Economic Outlook: Statistics and Projections 
(database), doi: 10.1787/data-00533-en. 

Source: “OECD Fiscal Consolidation Survey 2010”. 
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