
 
Managing Israel's Tax Benefits                                                                       Executive Summary 

November 2015  Research # 100 
 
 
 
 

Executive Summary 

Managing Israel’s Tax Benefits:  
An Institutional Mechanism 

 
Gony Noy 

Research Supervisor: Yoram Gabai 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 

 
 



 
Managing Israel's Tax Benefits                                                                       Executive Summary 

About the Milken Innovation Center Fellows Program 
  
The Milken Innovation Center Fellows Program accelerates Israel’s economic growth through 

innovative, market-based solutions  for long-term economic, social, and environmental challenges. 

Our goal is to accelerate Israel’s transition from a Start-up Nation to a Global Nation with solutions 

that others can replicate. 

 

The  Program awards annual fellowships to outstanding Israeli graduate students. We train and 

deploy some of Israel’s best and brightest young professionals to create pragmatic financing and 

economic policy solutions.. Our applied research and Financial Innovations Labs® are a launching 

pad for transformative change, using innovative financing mechanisms, programs and policies to 

bridge social, regional, economic and productivity gaps within Israel and between Israel and the 

world. 

In addition, Fellows craft their own projects during their internship aimed at barriers to job 

creation and capital formation in Israel. The Fellows’ research, carried out under the guidance of an 

experienced academic and professional staff, support business and policy makers to shape 

economic reality in Israel. The program offers the ultimate training opportunity, combining real-life 

work experience with applied research. 

 

Throughout the year, Fellows receive intensive training in economic and financial analysis, public 

policy and research methods. They acquire tools for communication and presentation, policy 

analysis, leadership and project management. The fellows participate in a weekly research training 

workshop where they work with  senior economic and government professionals, business leaders, 

and top academic and financial practitioners from Israel and abroad. They also participate in an 

accredited MBA course, taught at the Hebrew University School of Business Administration by Prof. 

Glenn Yago. 

 

Fellows Program alumni can be found in senior positions in the public and private sectors. Some 

serve in key positions in government ministries while others work at private-sector companies or 

go on to advanced graduates studies at leading universities in Israel, the United States and Great 

Britain.  

 

 The Fellows Program is a non-partisan.  It is funded, in part, by the Milken Institute and other 

leading philanthropic organizations and individuals in the United States and Israel. 
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The Israeli government granted its citizens NIS 50.6B in tax benefits in 2015. For a sense of scale, 

that is almost as much as Israel spends on defense. However, unlike the budgets of various 

ministries in Israel, the billions in tax benefits allocated to individuals and firms each year is barely 

regulated. Although a deficit limit and an expense rule have led to the implementation of 

responsible fiscal policies in Israel over the years, the country's tax benefits budget has been left 

unregulated since it was first established in the 1960's. 

This lack of oversight has allowed Israel's tax benefit budget to continue to grow unabated. For 

example, many benefits that were appropriated decades ago need to be reconsidered as the original 

grounds for tax exemption may have become obsolete over the years. Today, the different tax 

exemptions are not required to undergo periodic examination following their original legislation, 

they rarely raise a thorough public debate, and they often remain intact years after the socio-

economic purpose they were meant to serve has either changed or been achieved. 

This is not merely an Israeli problem. Though they are used in all developed countries, tax benefits 

are an elusive policy instrument since they serve an expenditure purpose using the spending side of 

the fiscal budget. This uniqueness enables them to continue to exist under the government's radar. 

Their problematic nature has led countries around the world to adopt tools and mechanisms to 

assign tax exemptions more responsibly and professionally, while tracking their success in 

achieving their goals. Israel, however, has not formulated a mechanism to overcome the difficulties 

inherent to tax benefits and to supervise them adequately. As a result, the expenditures are 

discussed sporadically depending on the country's financing needs, and undergo only random 

assessments with no professional infrastructure.  

This study analyzes the fiscal tool of tax benefits and examines the ten most costly benefits in Israel 

in order to help policymakers and the public better understand the government's involvement in 

economic activities, its allocation of the budget and the implications of changes in direct and 

indirect taxation policies on the Israeli citizen. The detailed examination of the 10 largest tax 

benefits, estimated in 2015 at approximately NIS 43.2B, reveals that Israel's issues with tax benefits 

are particularly severe. The analysis provided in this paper indicates that the default in Israel's tax 

benefits' case is to preserve the existing exemptions, even when there is no socio-economic 

justification, and even when the benefits are not found to be an effective tool for the designated 

purpose. While sometimes the reason for this stagnation stems from political considerations, an 

additional cause is the absence of a clear supervising body required to monitor allocations and the 

absence of a legal mechanism enforcing systematical evaluations. 
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The study indicates that there needs to be systemic monitoring and evaluation to encourage fix the 

tax benefits system. Such a professional analysis is a critical first step toward gaining more effective 

control on tax benefits, but it is not enough in itself, and it is of vital importance to create an 

incentive structure encouraging decision-makers to make wise use of the results of such analysis. 

Only such a dual mechanism, as both international experience and the local case prove, will produce 

a periodic significant discussion, with operative actions following. 

This research proposes a mechanism addressing the current void of supervision of benefits in 

Israel: first, the mechanism requires the government to commit to a professional periodic 

assessment of the tax exemptions, in order to expand the information available to the public and to 

decision-makers on the matter. Next, as a complementary layer to the periodic evaluation, the 

mechanism requires decision-makers to promote legislation regarding preserving, reducing or 

eliminating the different tax expenditure provisions, in accordance with its priorities. 

The legislative stage of the suggested mechanism can be applied in one of two ways, direct or 

indirect: the direct approach assesses the different expenditures using induction. It states that all 

tax expenditures are to be defined as temporary legislation, and must undergo a thorough 

evaluation towards the end of its application. Next, the government is required to decide whether to 

extend the validity through new temporal legislation or to cancel the exemption – based on the 

professional assessment's recommendations. Thus, the debate revolves around each benefit 

individually, from which it derives the aggregate cost of total benefits. The indirect alternative 

adopts a fiscal rule which begins with defining the maximum aggregate increase allowed in 

benefits' costs, from which decisions regarding individual benefits must derive, such as the 

reduction or conservation of specific tax expenditures, in accordance with the priorities of the 

government and according to the effectiveness of any benefit, as raised by the periodic assessment. 
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