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Abstract

The Employersand Human Capital Development Administration—a three-
way joint project of the state (at the time, the Labor Branch), employers
(the Socioeconomic Forum established by the Israeli Presidency of
Business Organizations), and the workers (Histadrut) —began to function
in January 2021, based on the recommendations of a report by the Israel
Democracy Institute.* A review of the recommendations of the previous
report shows that after two years of activity, most of the tasks that the
Administration took upon itself have been accomplished. Concurrent with
the establishment of the Administration, significant changes were made
in the Vocational Education and Training (VET) Department in the Labor
Branch,? also contributing to the Administration’s success. In this report

we focus on the activity of the Employers Administration only, not to

1 See Karnit Flug, Daphna Aviram-Nitzan, and Yotam Samuel, The
Challenge of Increasing Labor Productivity as a Key to Inclusive,
Sustainable Growth: The Role of the Business Sector: Survey and Policy
Recommendations (Jerusalem: Israel Democracy Institute, 2021) (Hebrew).

2 A new director was appointed for the Vocational Education

and Training Department in December 2020, and in January 2021 a
comprehensive reform of the department's activity, which included
reorganization of the training system, was launched.

iii
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minimize the contribution of the process that has taken place in the past

two years or more in the VET Department.

The report that follows demonstrates that since the establishment
of the Administration in early 2021, most of our recommendations in
the previous report have been implemented: An integrative body for
professional training (known as the Employers and Human Capital
Development Administration) was established as a joint initiative of
the Socioeconomic Forum and the Labor Branch; the involvement of
employers in the industry-wide vocational committees that determine the
content of training programs was promoted (led by the VET Department);
the scope of training programs was significantly expanded as part of
an On-the-Job Training (OJT) model, made possible in part thanks to
productive cooperation between the VET Department and the Employers
Administration. In addition, the Labor Branch promoted a partial switch
to a model of results-based funding of training programs, and funding
was made contingent on the employers’ involvement and on the results
of each training program. Furthermore, the Administration promoted
the enrollment of target populations in training programs offered in

conjunction with employers.

However, several important recommendations have not yet been
implemented: Not enough has been done to promote training programs
for workers currently employed, with emphasis on lifelong learning (LLL);
nosignificant changes have been made in the system of training programs
in preparation for anticipated changes in the labor market, such as the
rising need for certain occupations and fields due to the switch to a low-
emission economy (green employment), or in preparation for anticipated
technological changes, especially digitization and the increased role of

artificial intelligence, which are expected to affect how all jobs are done.

The purpose of this report is to give the decision-makers in regard to the

Administration’s activity a set of recommendations for improving its
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operation, based on a review of the present activity and a comparative

international review.

The literature presents general justifications for government intervention
in the VET system based on market failures: Employers cannot always
visualize the overall economic return on their investments in VET, so they
will often not invest in training programs to the extent necessary from a
perspective of the general economy. Moreover, employees do not always
understand or are not capable of assessing the potential future benefit
to them of investing in training programs, or they cannot afford the
training program and therefore may not maximize the potential inherent
in VET. Furthermore, as the leading international bodies present it, the
justification for three-way cooperation in the training system is that it
is a common interest of all three players—the state, the workers, and the

employers—all of whom benefit from it.

The international comparison shows that the countries similar to Israel
in terms of having agencies comparable to the Administration are
Switzerland, Germany,and Finland. These three countries are characterized
by relatively high government involvement in training programs, as is
Israel. The models in these countries are considered successful according
to the indices used to select successful comparison countries: They have
high labor productivity, low inequality, and a low mismatch between the
workers’ skills and their actual occupations. The comparison shows that
before the establishment of the Administration and the reform in the VET
Department, Israel was the closest of these countries to the “regulation
model” (a model that exists in countries such as China, where the entire

system is managed from above by the state).

The report indicates that the activity of the Employers Administration
currently complies with the fundamental recommendation of the
International Labor Organization (ILO) that three-way cooperation be

maintained among the players. According to the ILO, as well as the writers

\
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of this report, such cooperation contributes to improving the match
between the needs of business-sector employers and the fields in which
VET is offered and the nature of the training. Therefore, we consider the

continued existence of this body highly important.

In this report we found that the Administration promotes the goals,
objectives, and tasks defined for it in the contractual agreement signed
between the Labor Branch and the Socioeconomic Forum. The report
indicates that the Administration has been operating with substantial
success to match the personnel needs in the labor market with the fields in
which VET is offered. Thus, the Administration promotes VET programs in
conjunction with employers and creates work interfaces and a connection
between the Labor Ministry/Branch and employers. Another objective
that the Administration took upon itself later—to increase the proportion
of “diversity populations”—is still in the relatively early stages, but our
impression is that this objective is included in the Administration’s work

plans for the future.

In addition, in the first two years of its activity, the Administration
accomplished a substantial portion of the tasks set for it in the
contractual agreement, including gathering information and identifying
employers’ short-term needs, helping employers develop training
programs, and involving employers in designing and implementing the
training programs. Particularly worth noting is the fact that in just two
years the Administration managed to build an organized infrastructure
of employer relations, including making the Labor Branch’s employers’
portal accessible and establishing an information presentation system as
part of the customer relationship management (CRM) system, and held

numerous roundtables incorporating the employers’ representatives.

These activities of the Administration, as described above, are an
impressive achievement considering the extremely short time in which

they were accomplished—about two years since its establishment in early
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2021. The Administration created impressive infrastructure, enabling the
Professional Training Branch to offer many more training programs in
conjunction with employers. In 2021 and 2022, the number of trainees
in programs conducted in conjunction with employers shot up to a total
of 15,800, compared to a yearly average of 900 in 2010-2019. Most of
the increase in 2022 was in on-the-job training (OJT); the Administration
also took action to make such training programs accessible to small
and medium-sized businesses, which accounted for 82% of employers

receiving funding in 2022.

The objective of offering training in high-paying, in-demand fields also
seems to have been achieved: In 2022 the highest proportion of trainees
was in software development, along with a large number of trainees in
quality control and quality assurance. These fields combined account for
20% of total training programs, whereas 10% of the total wage-earners
in the country work in high tech. Moreover, a high proportion of trainees
who took part in the OJT track in 2022 (43%) received salaries of at least
NIS 8,500 afterwards and their employers were consequently eligible for
high-salary grants (given for each employee who earns a starting salary
of at least that amount). The starting salary of graduates of training

programs in the “Class on the Job” track averaged close to NIS 10,500.

These data from the Employers Administration reinforce the assessment
that the Administration’s activity contributed to an improvement in the
match between the various training tracks and market needs: In 2022,
three of the five most common occupations for which training programs
were offered in conjunction with employers were at the top of the list
of job vacancies published by the Central Bureau of Statistics: software

developers, security personnel, and cooks.

Furthermore, there are indications that most of the surge recorded
in 2022 in training programs in conjunction with employers (with

government funding) did not come at the expense of privately funded
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training programs; it was not a matter of government money replacing
private money. Therefore, most of the government-funded training
programs presumably addressed existing market failures and did not

replace private funding with government funding.

As for the forecast of long-term training needs, we believe that long-term
planning of the VET needs of the economy cannot be based solely on
employers’ needs in real time or on a mapping of medium-term needs.
Rather, it must also be based on a comprehensive strategic plan developed
by the government (the strategy department of the ministry in charge of
the matter). This is because long-term planning of training needs must
be based in part on forecasts of overarching trends by international
organizations, such the anticipated demand for ecofriendly fields in
view of the expected switch to a low-emission economy, the anticipated
increase in demand for nursing and care workers in view of the aging of
the population, and the widespread use of artificial intelligence in the
labor market, for which all workers in the country will require training.
The government must ensure that the VET system addresses these

overarching trends in time.

On the whole, the writers of the report were impressed that the
Administration’s activity had contributed greatly to improving the
activity of the VET Department of the Labor Branch by helping the
department’s staff “speak” the employers’ language. In this respect, the
Administration’s activity was effective thanks in part to the openness
of the VET Department of the Labor Branch to collaborating with the
Administration and to the introduction of a work culture that is attentive
to insights gained by the Administration regarding employers’ actual
needs. Without the mutual cooperation of the Administration and the
VET Department, the achievements of these two bodies would not have

been possible.
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In addition, the Administration worked with employers, encouraging
them to become involved in and accept greater responsibility for the
training—both the content and the subsequent implementation. The
Administration quickly became the major player accessible to employers
with respect to training programs, took action to improve employer-
government relations, and promoted improvement and streamlining
of the provision of digital and other services to employers (service-level
agreement, or SLA), including aid and ongoing assistance to employers
in all stages of the funding process for training programs. From the
interviews with all the stakeholders, it emerges that most of them believe
that the Administration contributed to improving the synchronization

between the VET Department and the employers’ needs.

However, until the signing of the coalition agreements in late 2022, the
budget for professional training programs was under the Labor Branch,
which also had authority and responsibility for the entire system of
government-funded VET programs, including oversight and monitoring,
policymaking and formulation of professional standards, specifications
for regulation, and the transfer of funds. According to the coalition
agreement in late 2022, the Labor Branch, including the VET Department,
was taken out of the Ministry of Economy and moved to the Ministry of
Labor, whereas the Employers Administration remained in the Ministry of
Economy. This unnatural split caused uncertainty regarding the division
of responsibilities and powers between the ministries, which severely
harmed the functioning of VET activity in the entire first half of 2023. In
the 2023/24 budget, approved in late May 2023, it was decided that the
budget VET in conjunction with employers would be transferred to the
Ministry of Economy along with the Employers Administration, whereas
the VET Department, which until then had all administrative authority
for the training system, remained in the Labor Ministry with a reduced
budget for the vouchers plan and so on. As of the writing of these lines, it

is not clear to everyone involved (including the Ministry of Labor, Ministry

ix
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of Economy, and Employers Administration) which of them is responsible
for planning, overseeing, and implementing the training system. This
situation is not tenable, as it causes severe harm to the workers and
employers who are waiting for training programs and to the potential for

increasing labor productivity in Israel.

Action must be taken urgently to rectify the situation. We urge that the
Administration be kept under the same ministry as the VET Department.
Alternatively, if the problematic split remains in effect, work mechanisms
should be created that will enable the VET system to function properly again
and eliminate the uncertainty that has led to a total freeze on government-

funded training programs.

To sum up, the establishment of the Administration, together with the
reform initiated in the VET Department of the Labor Branch, enabled
Israel to embark on the right path toward the comparison countries
that we hope to emulate—countries with high labor productivity, low
inequality, and a relatively low mismatch between supply and demand
(e.g., Switzerland, Germany, and Finland). In our estimation, improving the
activity of the Administration in accordance with the recommendations
presented in this report will move Israel another step in the direction of

those countries.

Despite the successes and the importance of the establishment of the
Administration, the overview of the present situation indicates numerous
challenges—as expected of a new body established rapidly in response
to the Covid-19 crisis. The following are the recommendations for

improvement.
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Main recommendations

(1) The overarching goal of the Administration should be defined as
follows: to help improve labor productivity (product per worker) and to
develop human capital and earning capacity by improving the Vocational
Education and Training system, including for the currently employed,
in order to meet the short- and medium-term needs of employees and

employers.

(2) In accordance with the overarching goal, there are two objectives that

the Administration should strive to achieve:

(@) Improve the correlation between the skills and training of
employees and the needs of the economy, i.e,, reduce the mismatch

between training and employment.

(b) Help the government streamline the VET system. In this regard, the
focus should be on target populations, implementation of training
programs for the currently employed, and work based on an analysis

of data on needs.

(3) In order to meet these objectives, it is important that there be close
cooperation among the three players—the state, the employers, and the
workers—in accordance with the recommendations of the International

Labor Organization (ILO).

(@) The Administration’s activity, goals and objectives (as recommended
above), powers, and indices of success should be defined officially
(preferably in legislation), as should the powers of its organs and

institutions.

(5) It is important to keep the Administration under the same ministry as
the VET Department, which serves as the third element of the training

system in conjunction with the employers. The three elements are (or at
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least were until the coalition agreements) the employers, who run the
courses (OJT or Class on the Job), workers’ representatives who represent
the employees’ interests, and the VET Department, which was responsible
for administration of the VET system, including the transfer of funds,
control, and oversight. Therefore we recommend that the VET Department
and the Administration be under the same governmental unit, despite the
coalition agreements that separated the VET Department (which was
transferred from the Ministry of Economy to the Labor Ministry) from the

Administration (which remained under the Ministry of Economy).

(6) Nevertheless, given the present situation in which the split remains in
effect, it is important to put some order in the division of work processes
and powers between the VET Department in the Ministry of Labor and the

Administration in the Ministry of Economy.

(7) From a budgetary perspective, it is important to ensure that a
suitable budget is allocated for the continued activity of the Employers
Administration (including a government budget for the training programs
themselves) so that it can continue to promote training programs in

conjunction with employers for current and new employees.

(8) In terms of mapping needs, too, regular mechanisms should be created
to ensure coordination and synchronization between the mapping
of short- and medium-term needs, which is currently handled by the
Employers Administration (under the Ministry of Economy) and long-
term planning of training programs, responsibility for which is currently

unclear (the Ministry of Labor or Ministry of Economy) due to the split.

(9) Clear and transparent criteria should be set for prioritizing types of
training programs and industries, with attention to the return on the
investment of the individual and the economy in each track/field of

training.
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(10) It is worth rethinking the name “Employers and Human Capital
Development Administration” and possibly changing it so that it
resembles those of similar organizations around the world. The present
name places too much emphasis on the representation of employers. We

propose adopting a name that better reflects the three-way collaboration.

(11) The structure and institutions of the Administration should be

modified as follows:

(a) Improve the powers, functions, and management of the board
so that it resembles the board of directors of a public company and

guarantee representation of all the representative organizations on it.
(b) Establish a control committee.

(c) Regulate the powers, functions, and conduct of the steering
committee and clearly define its membership. We propose that the
steering committee be headed by a highly regarded professional who

is deeply acquainted with the VET field and the labor market.

(12) The division of roles and powers between the state and the
Administration should be improved: The responsible government
ministry (or ministries) should take charge of identifying long-term needs
and strategic planning, decide on subjects and course content (with the
assistance of the Administration), oversee the Administration’s activity,
and assess the effectiveness of training programs after establishing
an orderly procedure for doing so. The Administration should continue
improving the employers’ relationship with the training system and
assistance tracks, gather data and map short- and medium-term
needs, oversee employers’ reports, and help develop content and assess

effectiveness by gathering data from the field.

(13) The effectiveness of the various tracks should be subjected to
systematic monitoring (via RCT studies), along with monitoring of the

satisfaction of employers and employees taking part in the training
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programs (satisfaction surveys). This should be done by an oversight

agency that is external to the Administration and the VET Department.

(14) The Administration, as the player with a direct connection to the
employers, should make use of its relative advantage in developing
human capital, including by promoting mechanisms for upgrading the
basic competencies of the currently employed in English and Hebrew
(for Arabs and recent immigrants), digital skills, and so on. Initiating and
promoting training programs and in-service courses for the currently
employed as part of lifelong learning (LLL) programs should be added to the
Administration’s areas of responsibility. In this context, trade unions and
the Socioeconomic Forum should consider establishing designated funds
for this purpose, as recommended in the previous report. Similarly, the
Administration should promote training programs for currently employed
workers and the government should take responsibility for allocating
large budgets for this purpose, especially today, when unemployment
rates are low and artificial intelligence is threatening to overwhelm the
labor market. A budget item in the state budget should be earmarked
for training currently employed workers based on clear and measurable
criteria (e.g., target populations, specific regions, occupations in danger

of disappearing).

(15) The Administration should intensify its activity according to models
for promoting internships in workplaces as part of the VET process, along
the lines of models that are standard in other countries (reviewed in the

previous report on the subject).

(16) We believe that because the Administration is supposed to represent
employers and employees, it is important to conduct satisfaction surveys
not only among the employers but also among employees undergoing
training at the end of each training program. The analysis of the
satisfaction data should be recorded in a database to make it possible to

follow up indices of satisfaction and make necessary improvements.
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(17) Action should be taken to unify all the databases and require the
transfer of the relevant information among everyone involved, including
the Administration and the responsible ministry, in order to enable
continual and reliable follow-up of the activity of the Administration and

its effectiveness.

(18) We propose reexamining whether the present budgeting model for
the Administration is ideal and considering having the bulk of the funding
provided by the state, with organizations of employees and employers

charged a “seriousness fee,” as is done in Germany.

(19) The Administration should collaborate with the Labor Ministry to
promote implementation of accreditation mechanisms for on-the-job
training programs, including oversight by the ministry in charge of the

accreditation process, similar to models standard in other countries.

(20) The involvement of the Administration in industry-wide vocational
committees should be maintained and reinforced. It should be turned
into an advisory body for policymaking regarding VET of current and new
workers, independent of the Administration’s location in one government

ministry or another.

(21) We warn that at present neither the Labor Branch nor the Ministry of
Economy is engaged in systematic management of the mapping of long-
term training needs (new and growing occupations and preparation for
coping with the anticipated disappearance of certain occupations). It is
necessary to define explicitly which player is responsible for analyzing the
anticipated trends (most of them global, overarching trends) and to devise
an orderly plan for addressing these trends in terms of VET programs to
meet the long-term needs of the Israeli economy (beyond the green/low-
emission economy, the increased use of artificial intelligence, aging of the

population, etc.).

Xv
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