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New research on housing by Dr. Noam Gruber from the Shoresh 
Institution sheds new light on the key reasons for the housing price 
increases in Israel – and consequently, on the Finance Minister Moshe 
Kahlon’s, new housing policy initiative. Dr. Gruber's main findings 
include: 

 Increases in housing investments are the primary factors 
underlying the increase in Israeli housing prices that followed the 
2007 global economic crisis and its accompanying decline in 
interest rates. 

 However, the limited ability for the government to identify investors 
among home buyers renders the hike in purchase taxes on 
investments ineffectual – to the point that it may actually 
exacerbate the phenomenon of housing purchases via third 
parties.  

 
On the basis of his findings, Dr. Gruber examines the effectiveness of 
several central elements in the Finance Ministry's plan. 

 
After stepping into office and taking control of 

Housing Authority, the first phase of  Finance 

Minister Moshe Kahlon’s plan to resolve the 

housing crisis has been made public. Dr. Noam 

Gruber from the Shoresh Institution examines 

three of the central elements of this plan: 

Purchase tax hike on investments 

 Research by the Shoresh Institution 

demonstrates that the increase in demand for 

housing units stems mainly from an increase 

in the number of real-estate investors 

(households owning two or more housing 

units), that have come to dominate the 

market. During 2004-2007, the number of 

investors fell slightly, by an average of 2,243 

households per year. There was a sharp 

turnaround in the years 2008-2012, with the 

number of investors increasing at an average 

rate of 25,433 households per year. This led 

to a 121% increase in the demand for housing 

units, far outpacing the 6% increase in supply.  
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 According to Dr. Gruber, taxing housing investors could be viewed as warranted, in view 

of their role in the sharp housing price increases in recent years. However, it is doubtful 

that such a measure can be effectively enforced. With investors being forced to pay a 

higher purchase tax, and in light of the fact that the size of mortgages afforded to them is 

smaller, there exists a powerful incentive for investors to conceal their purchases via 

proxies – in all likelihood, relatives – who do not yet own a housing unit. The large gap 

between the number of investors according to the Central Bureau of Statistics and their 

number according to administrative data (the former is roughly twice the size of the latter) 

serves as evidence for the extent of this phenomenon. The purchase tax hike on housing 

investments can be expected to further expand the scope of housing real-estate purchases 

through third parties in order to evade this tax. 

 Dr. Gruber argues that there are preferable alternatives to taxing housing investments, 

most notably progressive taxation (while abolishing the current exemption) of rental 

incomes alongside an increase to municipal property tax. A substantial advantage of 

taxing rental income over the purchase tax on investments is that taxing income from 

rents will not just deter new buyers, it will also make holding real-estate less worthwhile 

for those who already own such housing real-estate. Research indicates that landlords will 

bear about 90% of the cost of these taxes, while renters will bear about 10%. 

Marketing discounted land through the "Mehir Lamishtaken" program 

 In Israel, over 90% of the land is government-owned.  Most of the private housing units 

are built on leased government land.  As elsewhere in the world, the price of housing 

units is determined by supply and demand.  The primary problem in the supply of housing 

units is the bottleneck in the supply of land approved by the government for construction. 

The Finance Ministry’s new program is intended to reduce the price of housing units to 

below market prices.  Dr. Gruber believes that this will lead to an excess demand for 

housing units.  He is concerned that construction companies will take advantage of this 

situation to build units at lower standards, and/or make sure that the limited supply of 

units will end up with individuals affiliated with these companies.  The end result is that 

the construction firms will be able to appropriate a large share of the government-initiated 

discounts in land values. 

 The Finance Ministry intends to prevent the outcome described above by targeting the 

program's housing units for sale to first-home buyers only. However, as noted, the 

government’s ability to discern between first-home buyers and investors buying through  

third-party proxies is limited. In practice, Dr. Noam Gruber expects that a large share of 

the discount on the price of land, made at the government’s expense, will end up in the 

pockets of construction companies and investors.  

Substantially increasing the number of foreign workers in construction 

 For years, access to cheap labor has prevented the industrialization of Israel’s 

construction sector.  As Shoresh Institution research shows, the country’s construction 

sector has one of the lowest rates of productivity in the developed world. 

 Since the bottleneck in the supply of housing units is the supply of land rather than the 

supply of construction workers, Dr. Gruber argues that a reduction in construction costs 

via an increase in the supply of cheap labor will not yield an increase the supply of 
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housing units and it will not lower housing prices.  Instead, the outcome will be an 

increase in construction companies’ profits, which will end up increasing the price of 

land. 

 Finally, Dr. Noam Gruber suggests that Israeli construction regulatory standards be 

conformed to developed world standards. Such a conformity of standards will allow the 

import of ready-made housing parts from factories abroad, and it will also increase the 

feasibility of establishing such factories domestically. Aside from experts in industrial 

construction who can train local workers, Dr. Gruber advises against increasing the 

number of foreign workers in construction. 

 

The Shoresh Institution for Socioeconomic Research, headed by Professor Dan Ben-David, is 

an independent, non-partisan policy research center providing evidence-based analyses of 

Israel’s economy and civil society.  The Shoresh Institution informs Israel’s leading 

policymakers and the general public, both inside and outside the country, through briefings 

and accessible publications on the source, nature and scope of core issues facing the country, 

providing policy options that ensure and improve the well-being of all segments of Israeli 

society and create more equitable opportunities for its citizens. 

 

For details, or to arrange an interview,  

please contact Dr. Noam Gruber at 054-469-3253.  
 

 

 

 


