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The Impact of the Mandatory Pension
Law Legislation on Private Consumption

Roni Frish
Bank of Israel

This research examines the Mandatory Pension Law legislation’s impact on the
scope of households’ private consumption and on their savings rate. The Law,
which came into force in 2008, requires contributing to a pension fund, at a rate that
increased to 17.5 percent of wages (from 2014 onwards). The research compares
the development of consumption expenditure of households whose heads began
setting aside money from their salary into a pension fund in compliance with the
Law after it was legislated (hereinafter, Law Compliers), to that of the control
group — households whose head was already contributing to a pension plan before
the Law was legislated and continued to do so (a diff-in-diff method). The data
sources are Household Expenditure Surveys by the Central Bureau of Statistics
for 2006-16, and Israel Tax Authority data on allowances for pensions.

This research found that the Mandatory Pension Law did not reduce
consumption by households headed by a Law Complier relative to the control
group. In addition, the Law did not decrease the consumption of Law Compliers
characterized by a low savings rate — those with low levels of schooling, or those
who do not own an apartment, or those with 3 or more children — relative to a
related control group. This is due to several reasons: first, employers bore most
of the burden of the allocations into a pension plan, and the full allocation for
minimum-wage employees; second, the work supply of Law Compliers increased
and moderated the impact of their contribution to a pension plan on their current
income; and third, the contribution obligation applied only to some wage
components, which made it possible to decrease the share of the contribution from
actual wages, and in fact the rate of contribution from wages of Law Compliers is
still lower than that of those persisting (the control group).
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Place-Based Technological and Vocational Education
as a Promoter of a Sense of Equal Opportunity

Galit Bineth?
The Hebrew University of Jerusalem

This study examines the inherent opportunities in vocational and technological
education (VTE), for individuals, economy and the society, from a place-based
perspective. Place-based education is a program combining theoretical study with
actual practice in the industry or community, drawing on community resources
and educational potential. The question underlying this study is whether a greater
sense of self-efficacy is expected within students of a place-based VTE, as
compared with their peers. The study was conducted in schools offering placed-
based VTE in Israel’s periphery. Findings show that place-based VTE promotes
adolescents’ exploration, contributes to their attainment of occupational identity
and reinforces their sense of self-efficacy, as expressed in their future orientation,
intergenerational mobility and career plan.

Key words: Placed-based vocational and technological education, career plan,
self-efficacy, intergenerational mobility, social equality, Marcia’s identity status
model, periphery.

2 This work is based on a doctoral thesis, which was supervised by Prof. Avner de-Shalit and
Prof. Momi Dahan, at the Hebrew University of Jerusalem. I would like to express my deep
gratitude for their contribution, guidance. mentorship and friendship all along this path.
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The Progressivity of Local Tax Relief
and Social Construction'

Momi Dahan
School of Public Policy, Hebrew University of Jerusalem

This paper reveals a noticeable difference between a high degree of progressivity
of income-related local property tax relief versus the proportional or regressive
incidence of recognition tax relief. Recognition tax relief is tax relief given to
family members of war-related casualties and holocaust survivors that recognizes
either their contributions to society or their identity-related suffering. Following
Schneider and Ingram, I suggest that certain social groups benefiting from positive
image and political influence are more likely to receive favorable tax treatment
regardless of their economic status. The contribution of this study is to show that
tax progressivity is affected significantly by social construction in addition to
the standard economic considerations such as efficiency, inequality aversion and
earning inequality. The unintended consequence of such tax design is a higher
degree of progressivity in Arab municipalities compared to Jewish and Druze
municipalities due to greater prevalence of "recognition tax reliefs" granted to
Jewish and Druze residents.

1 I would like to thank Liram Aharoni and Stav Mushkat for their excellent research
assistance. I have also benefited from comments by participants in seminars in the School of
Public Policy at the Hebrew University and Political Science department at Haifa University.
Special thanks to Sarah Barda, Ofra Bracha and Debi Sofer from the Israeli Ministry of Interior
for providing me with the data.
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Designated Government Bonds —
Is there a good substitute?

Yair Kochav and Avia Spivak
The Center for Pension, Insurance and Financial Literacy

In a world of DC pension arrangement, in which pension portfolios are exposed
to the volatility of the capital market, protection against crises is crucial. The
question in this paper is whether it is possible to find a better arrangement than the
protection provided by designated government bonds. We examine whether yield
insurance can provide the same protection as designated bonds. The mechanism
we offer is simple: if market yield exceeds 4.86%, then nothing happens. If it is
below 4.86%, then the state compensates the consumer so that 30% of the portfolio
grows at 4.86% yearly. The calculation we present show significant improvement
in consumer’s welfare by increasing accrual pension by up to 50%, along with
reducing the cost for the state. Equally important, the proposed solution avoids
an increase in moral hazard that might arise while implementing an insurance
mechanism. Literature review demonstrates international legitimacy for yield
insurance. In addition, we formally prove that the fact that yields are i.i.d., allows
for mutual insurance, which actually lowers volatility. The decrease in volatility
reduces the cost to the insurer, i.e., the state. The intuitive reason for this is that
in most of the scenarios tested, average annual yield of the portfolio is higher
than the 4.86% of designated bonds. It follows that designated bonds constitute a
burden, positively effective only in strong weak market scenarios.
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