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TWO SUCCESS STORIES

ISRAEL 
u High growth compared to other

industrial countries since the turn-
around in the early 90’s.

u Strong macroeconomic stability 
anchored to an independent central 
bank, inflation targeting and a 
floating exchange rate.

u Credible fiscal framework with low 
relatively low public indebtedness.

u High-tech-industry growing on the 
back of digitalisation

SWEDEN
u High growth compared to other

industrial countries since the turn-
around in the early 90’s.

u Strong macroeconomic stability 
anchored to an independent central 
bank, inflation targeting and a 
floating exchange rate.

u Credible fiscal framework with low  
low public indebtedness.

u High-tech-industry growing on the 
back of digitalisation



Swedish reform strategy after the crisis 
in the 1990’s

u A tight macro economic regime based on price stability, an independent central bank and a 
prudent budget framework (Maastricht debt has been reduced from 66% 1998 to 40% of GDP).

u Reinforced incentives to remain in the labour market:

u Radical reduction of taxes for low and middle income earners (10-20pe lower marginal 
taxes).

u Reformed pension system with strong incentives to work and to remain active.

u Reduction of unemployment benefits and tighter eligibility criterias for early retirement, 
sickness benefits and others social security. 

u New regime for wage negotiations with a norm setting role for the export industry and 
decentralised wage settings. 

u A more flexible employment protection regulation for temporary employment.

u Overhaul of the traditional active labour market programmes 

u Reinforced demand for labour in the service sectors 

u Tax credit for household services, lower social security taxes for youth, reduced VAT-rate 
for hotels and restaurants



…but remains a cohesive green welfare 
state

u Improved entrepreneurial climate:

u Wealth and inheritance tax has been abolished, the capital taxation for 
unlisted companies reduced and corporate tax cut to 22%.

u Radical reduction of regulatory burden and increased competition in 
domestic market, including retail sales, household services, 
transportation, utilities, welfare and education. 

u EU-membership: access to the single market and open FDI-regime. 

u Large scale privatisation of state owned companies and market based 
governance for remaining SOEs. 

u Large investments in R&D and infrastructure.

u Sweden remains a cohesive society with large welfare sector, low income 
inequalities, a unionised labour market, a high degree of trust in government 
and institutions and high ambitions to build a green sustainable economy



Emerging new challenges: productivity 
and labour force participation
Israel has seen low productivity 
growth and have challenges on the 
labour market:
u Israel weathered the Great 

Recession well (GDP growth 3.1% 
and GDP per capita 1.1% since 
2009,

u …but productivity growth has been
slow in the aftermath (0.4% since 
2007).

u Long term labour supply is a
challenge, not the least to 
integrate the Haredim and Isreali-
Arabs.

Sweden has seen low productivity 
growth and have challenges on the 
labour market:
u Sweden came out of the GR in 

decent shape, GDP growth 2.8% 
and GDP per capita 1.7 since 
2009),

u …but productivity growth has been 
slow in the aftermath (0.7% since 
2007).

u Long term labour supply is a 
challenge, not the least to 
integrate the community from the 
Middle East and North Africa.



Labour force participation will be major 
problem for Israel going forward





Benefit levels have an impact



Reforms to increase participation

u Labour force participation is a result of labour market institutions, education 
system, taxes, social security, EPL and cultural patterns.

u Welfare systems, that gives incentives to remain outside the labour market 
and encourages large families, should be reconsidered. 

u Driving forces have to be adjusted:

u Marginal taxes are low, but the earned income tax credit is much larger, more 
than 10 times, in Sweden.

u Income and housing benefits support encourage large families and creates a 
poverty trap.

u Minimum wages are very high in Israel. Is there a need to increase flexibility in 
employment protection?

u Underspending on child care: Improve the ability to speak Hebrew and 
conditioned on participation.

u Maternity benefits based on labour force participation should be considered.



Under-spending on child care



Large potential to improve productivity 
level in Israel

u Productivity growth has been very 
weak the last decade.

u Other small open economies 
indicate a large potential for 
improvement.

u Productivity is high in the 
manufactoring/export sector and 
low in the domestic sector







Is Israel over-regulated?



Excessive government involvement 



A systematic approach to deregulation is 
necessary 

u Crucial to start a systematic and sustain effort: 

u A government commission on deregulation should be set up and co-operate with 
the World Bank on evaluating Cost of Doing Business 

u Domestic sector, particularly retail, needs to be overhauled.

u Regulatory barriers to enter hinders entrepreneurship. 

u Regulatory barriers drives up cost level for consumers.

u Deregulated sectors increase productivity and employment during a period.

u Technological frog leaping should be encouraged. 



Under-investments in infrastructure 



Systematic approach to infrastructure 
investments

u Systematic long term planning is necessary

u Infrastructure plans should be for at least a decade

u Systematic cost-benefit approach to priorities project

u Open and transparent procurement important

u Invite international competition

u Congestion fees and CO2-taxes are a efficient way to increase investments

u Privatisation of land can be used systematically to improve infrastructure 
investments

u Urbanisation should be supported



Call for action, serious challenge ahead  

u GDP per capita growth has slowed down and will deteriorate even further in 
the long run (GDP per capita to 0,7% to and TFP to 0,4% to 2065 according to 
BoI).

u Potential to improve growth with structural reforms are substantial (roughly 
20%).

u Structural problems reinforce each other: over-regulated domestic sector, low 
labour market flexibility and weaknesses in the education is a toxic
combination. 

u Skill level of the domestic sector is low and mobility between the export and 
the domestic sector is low.

u Better education, de-regelation and labour supply reforms narrows the 
productivity gap and increase mobility


