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After taking office as Minister of Finance and concentrating the authority for housing in his 

own hands, Moshe Kahlon officially revealed to the public the first part of his plan for 

solving the housing crisis.2 This document focuses on three main features of the plan: 

• raising the purchase tax for investors (those buying apartments for investment 

purposes); 

• marketing land at a discount via the new Mechir Lamishtaken [“Price for New 

Residents”] program; and 

• importing into Israel a large number of foreign workers. 

 

Raising the purchase tax for investors 

The housing plan includes an increase in the purchase tax for investors from 8 to 10 percent, 

depending on the purchase price.3  In light of the major role that investors have had in driving 

housing prices upward, it makes sense to tax such investments, as clarified below.  However, 

the way that this tax is being implemented raises concern regarding the degree of 

effectiveness it will have in reducing investor demand for apartments. 

Despite widespread recognition of the role that property purchases for investment purposes 

have had in contributing to the surge in housing prices, there are no official or accurate 

estimates on the scope of this activity.  The impact of investors on the housing market needs 

to be measured in terms of the net number of housing units purchased – apartments bought by 

investors minus apartments sold by them.  Government agencies collect data on units 

purchased by buyers classified as investors, but they do not regularly publish similar data on 

the number of apartments sold by them.4  In addition, the government’s ability to distinguish 

 

1 Dr. Noam Gruber, Senior Researcher at the Shoresh Institute for Socio-Economic Research.  The author thanks 
Professor Dan Ben-David and Professor Ayal Kimhi for their helpful comments. 

2 The plan’s main points are set forth in a Ministry of Finance press release at the following link: 
http://www.mof.gov.il/Releases/Pages/constructionreform.aspx. 

3 8% up to NIS 4.8 million (versus a variable rate of 5%-7% before the change), and 10% on purchases 
exceeding NIS 4.8 million (compared with 8% before the change). 

4 Incomplete data are published irregularly in the Finance Ministry’s quarterly real estate survey. 

http://www.mof.gov.il/Releases/Pages/constructionreform.aspx
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between investors and non-investors is 

very limited.   Because investors pay a 

higher purchase tax, and because there is 

less financing available to them, there is 

a powerful incentive to camouflage 

investor transactions, that is, to purchase 

apartments via straw buyers (generally, 

non-home-owning relatives).  Evidence 

of this can be found in the large number 

of low-income apartment buyers who 

could never have financed their 

purchases on their own – a problem that 

the Finance Ministry is well aware of 

(Chief Economist Department, 2015). 

One way – perhaps the only one 

available today in Israel – to reliably 

estimate the scope of investor activity is 

to monitor households owning two or 

more residential units.  Such figures are reported in the Central Bureau of Statistics’ 

Expenditure Survey – though the survey does not ascertain the number of apartments owned 

by these households.  As shown in Figure 1, the percentage of Israeli households owning two 

or more residential units was low in 2003-2007, with some mild indications of a downward 

trend.  It is important to note that housing prices dropped by 30% in real terms (i.e., after 

adjusting for inflation) during the decade 1997-2007.  One cause for this decline was surplus 

construction during the late 1990s; another was relatively high interest rates.  Given these 

conditions, it is no wonder that there was a 

drop in the rate of real estate investment.   

The global economic crisis that began in the 

latter half of the past decade was 

accompanied by a fall in interest rates, 

culminating in today’s historical low.  This, 

in turn, led to large amounts of capital 

entering the real estate investment market.  

As interest rates declined, investors 

(households owning two or more 

apartments) became a dominant force in the 

Israeli market and significantly raised the 

demand for housing units.  Figure 2 shows 

the changes that occurred on the demand 

side (the increase in the number of Israeli 

families plus the increase in the number of 

investors) and on the supply side (the 

additional number of residential units 

available in the economy). 

Using 2003 as the base year, it is possible to 

see that the number of investors dropped 

slightly during 2004-2007, at an average rate 
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Figure 1 

Share of households owning  
two or more housing units 

Source: Noam Gruber, Shoresh Institution for Socioeconomic Research 

Data: Central Bureau of Statistics 

Figure 2 

Annual increase in demand 
and supply of housing units 

* not including change in number of apartments per investor. 

Source: Noam Gruber, Shoresh Institution for Socioeconomic Research 

Data: Central Bureau of Statistics 
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of 2,243 households per year.  This stands in stark contrast to an average increase of 25,433 

households per year in the number of investors between 2008 and 2012.  As noted, the 

Central Bureau of Statistics does not report the exact number of apartments owned by 

investors.  If the number of apartments per investor did not change (which is not necessarily 

the case), then investor purchases led to an increase in demand of over 27,000 apartments per 

year between the two periods.  Alongside the substantial increase in the number of investors, 

there was also an increase in the number of families, from just under an average of 30,000 per 

year during 2004-2007 to an annual average of over 35,000 families during the years 2008-

2012.5  

Contrasting sharply with the rise in demand, the supply of new apartments grew only slightly 

between the two time periods – by about two thousand apartments per year on average.  

During the period that preceded the global economic crisis and the decline in interest rates, 

the supply of new apartments kept pace with the increase in the number of Israeli families – 

with net sales by investors actually making additional apartments available.  However, the 

decline in interest rates led to an investment surge that overwhelmed new families in the 

competition for residential units.  Subsequently, many families were crowded out of the 

purchase market and obliged to rent homes from investors.6  In 2014, 45 thousand housing 

units were completed.  If investor demand and demographic growth will continue along the 

trends of 2008-2012, then another significant increase in the supply of new residential units 

will be needed – on the order of 60,000 apartments per year – to halt the upsurge in prices. 

It should be noted that these numbers provide under-estimates of the impact that investors 

have on housing demand since they are based solely on the increase in the number of 

households owning two or more apartments.  They do not take into account the probable 

increase in the number of apartments owned by many of these households because the 

surveys do not measure these.  It is reasonable to assume that, when real estate investment is 

feasible and the number of investors rises, then existing investors also increase their 

purchases, as recent data indeed substantiate.7  

No official governmental estimate of net investor purchases exists, but irregularly-published 

administrative data for investor purchases and sales indicate that there were 12,000-16,000 

such purchases per year during 2010-2012.8 This major gap between estimates based on 

administrative data and the undervaluations obtained from analysis of CBS Expenditures 

Survey data, provides additional evidence of investors’ role as the key factor driving prices 

 
5 It should be noted that a major portion of the increase in the number of families stems from Central Bureau of 
Statistics data indicating that only 10,700 families were added in 2006.  This number is exceptionally low and 
raises concerns of errors in the estimation. 

6 To clarify – purchases by second-time home buyers (“meshaprei diyur” – those seeking “improved” 
accommodations) do not affect the number of apartments available for purchase, but rather the mix of second-
hand and new apartments.  Theoretically, because net purchases by second-time buyers (purchases minus sales) 
are, by definition, zero, net investor purchases and purchases by first-time home buyers (young couples) equal, 
combined, the number of new apartments (in reality this equivalence does not exist due to the timing of second-
time home buyers’ purchases and sales, and the entry into the market of inherited apartments).  Based on this, it 
is clear that the rise in the share of investors translated, necessarily, into a corresponding decline in the 
proportion of young couples purchasing apartments. 

7 According to Globes (2015), Tax Authority data for the first half of 2015 point unequivocally to a rise both in 
the proportion of investors and in the number of dwellings owned by existing investors.  Unfortunately, the Tax 
Authority has yet to reveal data for earlier years. 

8 See, for example, Ministry of Finance data (2013). 
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upward – and of the ease with which investors are buying apartments without registering and 

without paying purchase tax as investors. 

Two conclusions emerge from the above analysis.  First, a real estate investor’s tax, if 

instituted and properly enforced, could have a substantial impact on housing prices.  Second, 

the Tax Authority’s classification method for determining apartment purchasers as investors 

is highly problematic.  The large gap between the Central Bureau of Statistics’ Expenditure 

Survey data and the Tax Authority data indicates that many investors go unidentified.  It is 

also clear that the tax hike for purchasers identified as investors will cause even more of them 

to evade the tax and purchase apartments via straw buyers. 

Thus, the tax increase for investors, as currently implemented, will be limited in its 

effectiveness.  It will affect only a subset of all actual investors, and may be expected to 

encourage even more evasion of the investors’ tax via third-party purchases.  There are more 

effective alternatives to taxing housing investment.  First and foremost among these: taxing 

rental income and raising residential property taxes. 

 

Taxing rental income 

In Israel, rental income up to NIS 5,080 per month is exempt from rental income tax; only 

income higher than that is taxed.9  However, there seems to have been major difficulty in 

enforcing this tax in recent years.  According to Central Bureau of Statistics Expenditure 

Survey data, total rental payments in 2012 came to NIS 20 billion.  Despite intensive 

collection efforts on the part of the Tax Authority, the annual tax collected on this income has 

amounted to a few tens of millions of shekels during the past few years.10  This is an average 

tax rate of less than half a percent.   The State of Israel has, in effect, made rental income tax-

exempt, and thereby encouraged investment in real estate – this during the worst real-estate 

bubble in the country’s history, and at a cumulative cost of tens of billions of shekels that 

could have entered the public coffers.11 

The tax exemption for rental income up to NIS 5,080 per month should therefore be 

cancelled, and such income taxed from the first shekel.  If Israel required the annual filing of 

tax returns, it would be a simple matter to tax rental income after deducting for expenses, like 

other forms of income.  An annual tax filing requirement would also make it easier to identify 

households that purchased apartments without sufficiently high income.  But in lieu of an 

annual tax filing regime, it is possible to tax rental income in a progressive manner, at lower 

rates than those of other forms of income, but without expense deductions.12  

 
9 A third possibility exists, in which rental income above the threshold is taxed according to the landlord’s 
marginal tax bracket, based on his/her total income from all sources.  The landlord would, however, be able to 
deduct maintenance expenses for the property relative to the taxable portion of his/her income.  For more 
information on the relevant tax regulations, see: 
https://taxes.gov.il/IncomeTax/Pages/IncomeTaxGuides/IncomTaxGuigeRentHakalot.aspx.   
For an additional explanation of the various tax tracks see Blanga (2014). 

10 See Megiddo (2014) and Paz-Frankel (2014). 

11 A flat tax of 10% could be expected to produce NIS 2-3 billion per year; a higher tax rate would likely yield 
even higher receipts.  Still greater revenue could be expected from an earnings-based tax rate, as most real estate 
holdings are in the hands of high-income households, as may be seen in Gruber (2014). 

12 At the same time, households that both pay and collect rent should be allowed to pay tax only on the 
difference between the rental income they receive and the rent that they pay – otherwise they would be 
penalized for geographic mobility. 

https://taxes.gov.il/IncomeTax/Pages/IncomeTaxGuides/IncomTaxGuigeRentHakalot.aspx
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For example, rental income could be taxed at a rate of 10% for households whose total 

income (from all sources) is lower than the mean (e.g., senior citizens whose main income is 

from their rental apartment).  This tax rate could rise to 15% for households whose total 

income is above the mean but less than double the mean, and to a rate of 20% for households 

whose total income is more than double the mean.  It is reasonable to suppose that high-

income households would rather own an apartment via a limited company.  Because company 

rental activity is the key to establishing a long-term rental market, as in many countries 

around the world, such a development should be looked upon favorably.  The current 

situation, where private landlords are subject to a low tax rate – if at all, given the current 

minimal enforcement – is hindering meaningful company-based activity in the rental market. 

Taxing rental income in a manner similar to that by which other forms of income are taxed, 

as is customary in developed countries, is a necessary step toward ensuring efficient 

allocation of resources in the economy.  In light of the current real-estate bubble in Israel, this 

becomes even more urgent.  Another advantage of such an amendment to the investor 

purchase tax rate would be its potential for making real estate investment less feasible for 

those who have already purchased housing units, rather than merely deterring new buyers. 

 

Raising the residential property tax 

There is a serious problem in Israel with residential property tax not covering the average 

locality costs per resident.13  Wealthier localities balance their budgets by taxing commercial 

property, while less-wealthy localities rely on assistance (in the form of what are referred to 

as balance grants) from the Ministry of Interior.  Since infrastructures for new residents are 

funded at the expense of municipal services, with no corresponding increase in income for 

the municipality, the result is that localities, especially wealthy ones, try to minimize 

residential construction.  This translates into lengthy bureaucratic delays in the residential-

construction authorization process, with a consequent shortage of residential dwellings – 

while commercial construction (manufacturing and retail/offices) advances rapidly, to the 

point of a possible surplus. 

If localities meeting some reasonable standard of budgetary transparency were given greater 

freedom to set their own property tax rates, the result could be a heightened pace in the 

granting of building permits alongside a concurrent decline in the feasibility of investment in 

residential real estate.  This is a complex issue that is closely interconnected with the balance 

of power between Israeli local and central government, and with the way in which the State 

provides support for the periphery.  However, the local authorities could certainly be allowed 

to set property tax rates – both commercial and residential – within their areas of jurisdiction, 

as allowed in other democracies.  This would create conditions in which property tax rates 

and the quality of local services could form a basis for competition between local authorities 

for residents (and residential construction), not just for businesses.  At the same time, the 

periphery could continue to receive support through straightforward differential matching, 

which is greatly preferable to the complicated and problematic balancing model used today. 

 

  

 
13 See Sherman and Ben-Lulu (2014). 
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Who will pay the tax, landlords or tenants? 

It is commonly argued that any tax on rental income would ultimately be reflected in higher 

rents, and would thereby constitute a tenants’ tax.  In reality, landlords have only a limited 

ability to raise rents – otherwise they would already have done so.  Carroll and Yinger (1994) 

show that landlords bear 90% of the tax-hike burden, and succeed in passing on only 10% to 

their tenants.14 Additionally, it should be recalled that rent is closely linked to apartment 

price: rental and owner-occupied housing are substitute goods, and since a tax on investors 

could be expected to mitigate a rise in housing prices or even cause prices to decline, the 

impact would also reach rental prices, and tenants would benefit as well. 

In many developed countries there is both taxation of rental income and municipally-

determined property tax rates.  This is no obstacle to an efficiently functioning rental market.  

Such measures can and should be implemented gradually, to avoid unnecessary shocks to the 

market. 

 

Marketing land at a discount via Mechir Lamishtaken  

The rise in housing demand has also caused a rise in the demand for land for construction.  

Due to major problems with the supply of such land, the demand increase has translated, for 

the most part, into surging land prices – which themselves are a major factor in the housing 

price upswing.15  Rather than focusing its efforts on expanding supply as a means to drive 

prices downward, the Ministry of Finance is advancing its Mechir Lamishtaken program in 

which construction companies receive land from the State at a discount, and then compete 

with each other for tenders based on the lowest final apartment prices. 

Since apartment prices in this program are intended to be below market prices, excess 

demand is anticipated.  Construction companies will be able to take advantage of this excess 

demand to build lower-quality housing, and/or make the limited supply available 

preferentially – thereby pocketing most of the land-discount value themselves.  The Ministry 

of Finance intends to prevent such abuses by reserving apartments built in the Mechir 

Lamishtaken framework for first-time homebuyers.  However, as already noted, the 

government’s ability to distinguish between first-time homebuyers and investors purchasing 

apartments via third parties is very limited.  In reality, a major portion of the land discount 

value – which comes at the government budget’s expense – may be expected to reach 

construction companies and investor coffers.  It would be better to put the same funds into 

expanding supply, especially through infrastructure investment and local-authority incentives, 

rather than relying on magic bullets.16 

 

 

 
14 Actually, in this study it is unclear whether the rent increase is due to the tax hike being passed on by the 
landlords, or to improved municipal services as a result of higher municipal income and consequent increased 
residential demand in the area. 

15 See Zussman (2013). 

16 For a discussion of the main barriers to land supply for construction, see Gruber (2014). 
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Introducing large numbers of foreign laborers into Israel’s 

construction industry 

 Prefabricated construction has long been common practice in the developed world.  

Many building components are factory-made, meaning that on-site work consists mainly of 

assembling the components.  This method speeds up the construction process and ensures 

higher quality while reducing the need for human labor.  This contrasts sharply with the 

traditional construction methods still prevailing in Israel, in which most building components 

are cast on site.   

Under the label of “increasing productivity in the construction sector,” the Finance Ministry’s 

plan for lowering housing prices encompasses measures to further industrialize the sector and 

also increase the number of foreign workers active in it.  This plan embodies an internal 

contradiction: continued access to cheap unskilled foreign labor has kept Israel’s construction 

sector from industrializing, with one of the lowest productivity levels in the developed 

world.17 Israeli standards in this industry should conform with those of more advanced 

countries, enabling components to be imported from foreign prefabricated building 

companies and making it feasible to establish prefab factories in Israel.   

Increasing the number of foreign workers in the construction sector will actually delay the 

sector’s industrialization and prolong Israel’s dependence on cheap manual labor.  Moreover, 

housing prices are determined by supply and demand, and it is the supply of land, not the 

number of builders, that constitutes the present housing-supply bottleneck.  Therefore, a 

presumed reduction in building costs due to cheap labor will not increase the supply of 

dwellings or cause housing prices to drop.  Instead, it will increase developer profits and, 

ultimately, cause land prices to rise.  Apart from experts in prefabricated building to guide 

local personnel, there is no need to import foreign workers into Israel’s construction sector. 

 

Summary 

The Finance Minister’s housing plan comprises some positive features aimed at increasing 

the supply of land for construction.  It correctly identifies investors as the main reason for the 

price increases and it includes steps to reduce investor involvement.  However, three main 

elements of the plan are seriously flawed: 

• There is an administrative inability to discern an investment purchase disguised as a 

first-time home purchase via a third party.  This severely limits the potential impact of 

a purchase tax increase for investors, and actually encourages such camouflaged 

transactions. 

• The Mechir Lamishtaken program is an attempt to heighten competition via 

bureaucratic means, and to bring down prices without increasing supply.  The 

government’s inability to detect investor purchases via third parties raises serious 

concerns that Mechir Lamishtaken will waste public funds without actually helping 

young couples. 

 
17 See Ben-David (2013). 
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• Importing a large numbers of foreign workers acts as a major impediment to the 

industrialization of Israel’s construction sector without lowering apartment prices.  

The outcome will actually be a rise in land prices. 

Consequently, the following alternatives to these components of the plan are recommended: 

• Rental income should be taxed from the first shekel.  The tax rate should be 

progressive – that is, dependent on total household income (from all sources), with 

low-income households paying lower rates and high-income households paying 

higher tax rates on rental income.  To simplify the taxation process, the tax should be 

applicable to total income from rent, without deducting for expenses – but at a rate 

lower than the tax on income from labor. 

• The Mechir Lamishtaken program should be cancelled.  The money saved in housing 

infrastructures and in construction incentives should be invested at the local level. 

• Israeli construction standards need to conform with those of the developed world.  It 

should be possible to import prefabricated building components without enlarging the 

foreign worker quota. 
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