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Motivation: Decline in Business Dynamics in Advance 
Economies
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Figure 1: Cumulative Growth of Labor 
Productivity in Israel vs. G7 Countries, 1981 = 

0 (log scale)
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Figure 2: Normalized Labor Share in GDP: 
Israel vs. U.S. (1995–2023, 1995 = 1)
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Motivation: Israel’s Unique Patterns Between 2013-2019
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Motivation: Israel’s Unique Patterns Between 2013-2019
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Motivation: Israel’s Unique Patterns Between 2013-2019
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These Patterns Coincides With Increase in Business Dynamism

Israel’s unique macroeconomic trajectory between 2013 and 2019—marked by

rising real wages, productivity, and labor share—coincides with a notable rise in

business dynamism – the reallocation of resources toward more productive firms,

driven by innovation and competitive pressure.

Two core indicators support this interpretation:

1. A sharp decline in market concentration

2. Reallocation of workers toward more productive firms



Database

We use administrative data from the Israeli Tax Authority, including:

1. Firm-level data (2005–2022): annual reports and ownership structure

2. Worker-level employment records (2003–2022)

3. Linked employer–employee panel (2010–2022)

4. IVC High-Tech definition



Methodology

Market Concertation:

We use standard concentration measures—CR(X), HHI, and Pareto tail —based on

firm revenues and employment

Reallocation of workers toward more productive firms

1. We proxy firm productivity and apply Grim and Haltiwanger (2016)

decomposition to estimate labor reallocation effects on aggregate productivity

2. We further use the AKM framework to analyze worker–firm sorting over time



1. Decline in Market Concentration
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1. Decline in Market Concentration – Excluding High-Tech
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1. Decline in Market Concentration
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2. Labor reallocation : Abowd, Kramarz, and Margolis (1999)

Estimation equation

𝒘𝒊,𝒕 = 𝜶𝒊 +𝝍𝒋 𝒊 𝒕 + 𝜷ഥ𝒙𝒕 + 𝜹𝒕 + 𝜺𝒊,𝒕

Worker FE Firm FE

log(wage)

Linear time
trend

* Based on the AKM (Abowd, Kramarz, and Margolis ,1999) with subsequent adaptations

(𝒂𝒈𝒆 − 𝟒𝟎)𝟐+(𝒂𝒈𝒆 − 𝟒𝟎)𝟑



2. Labor reallocation : Abowd, Kramarz, and Margolis (1999)
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2. Labor reallocation : Abowd, Kramarz, and Margolis (1999)
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2. Labor reallocation : AKM & FHK (2001) – Worker level 
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ดΔ ത𝜓
𝐶ℎ𝑎𝑛𝑔𝑒 𝑖𝑛 𝑎𝑣𝑒𝑟𝑎𝑔𝑒 𝐹𝑖𝑟𝑚 𝐹𝐸

= ෍

𝑖∈𝐶

∆𝜓𝑖,𝑡 ∙ 𝜃𝑖,𝑡−1

𝑅𝑒𝑎𝑙𝑙𝑜𝑐𝑎𝑡𝑖𝑜𝑛
𝑀𝑜𝑣𝑒𝑟𝑠

+ ቍ෍

𝑖∈𝐶∪𝐸

(𝜓𝑖,𝑡 −
ത𝜓𝑡−1 ∙ ∆𝜃𝑖,𝑡

𝐶𝑜𝑚𝑝𝑜𝑠𝑖𝑡𝑖𝑜𝑛
𝐶𝑜𝑛𝑡𝑖𝑛𝑢𝑒𝑟𝑠+𝐸𝑛𝑡𝑟𝑎𝑛𝑡𝑠

− ቍ෍

𝑖∈𝑋

(𝜓𝑖,𝑡−1 −
ത𝜓𝑡−1 ∙ 𝜃𝑖,𝑡−1

𝐶𝑜𝑚𝑝𝑜𝑠𝑖𝑡𝑖𝑜𝑛
𝐸𝑥𝑖𝑡𝑒𝑟𝑠



Summary & Implications

• Israel’s macro patterns between 2013–2019 are exceptional in the global context

• Increase in labor share

• Increase in nominal wages and productivity

• Stable low inflation

• They coincide with a revival of business dynamism

• This dynamic shift was enabled by increase in competition (due to reforms?) and

reallocation of workers toward more productive firms (High-Tech boom?). Suggests

productivity-driven growth, not overheating
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