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THE EFFECT OF THE “TAL LAW” ON THE SUPPLY OF LABOR
AMONG ULTRA-ORTHODOX MEN

ZVIKA DEUTSCH!

Abstract

The Tal Law, which went into effect in 2003, formalized the deferral of military
service for yeshiva students who study Torah fulltime. The law introduced a
number of new rules, some of which were aimed at encouraging the employment
of ultra-Orthodox men by making it more worthwhile for them to work. This
study, for the first time, looks at the effect of the Tal Law on the supply of labor.
This is accomplished by estimating a difference-in-differences equation that
compares the rate of employment and the labor force participation rate prior to the
implementation of the law and subsequent to it, between ultra-Orthodox men that
were affected by the Tal Law and ultra-Orthodox men who were virtually
unaffected by it. The findings show that the Tal Law had a significant and positive
effect on the supply of labor among young ultra-Orthodox men, and thus reduced
their age of entry in the labor force.

1. INTRODUCTION

The integration of members of the ultra-Orthodox community within the
labor market is essential and is recognized as one of the worthwhile
objectives of the Deferral of Service Law. The increased involvement of the
ultra-Orthodox community will reduce the severe poverty among this group
and will narrow the growing rift between the ultra-Orthodox and secular
communities in Israel. This is a social and national mission of the first
order.” (Supreme Court Decision, 2012, p. 27).

This study, for the first time, looks at the effect of the “Law for Deferral of Service for
Yeshiva Students who Study Torah Fulltime” (herein: the Tal Law) on the supply of labor
among ultra-Orthodox men. Although several reports have already examined the Tal Law
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(including Elran and Ben Meir, 2012; and Ben Bassat, Dahan and Karmenitsky, 2013), they
discussed the main purpose of the law—the draft of yeshiva students—rather than its effect
on employment.

The Tal Law went into effect in February 2003. Until then, the main condition for
receiving the status of a yeshiva student who studies Torah fulltime (which allowed the
individual to defer military service) was to be studying 45 weekly hours, without another
occupation outside of those hours. The law created, for the first time, a “decision year” for
yeshiva and kollel students aged 22 or older.” The arrangement enabled young ultra-
Orthodox men to gain experience in the labor market without the threat of compulsory
military service. At the end of the decision year, they would have to choose between
returning to fulltime Torah study and the continuing deferral of military service or serving
in the army. The length of service was at least 14 months for those aged 22 to 29; and 44
days for those aged 30 to 34, on condition that they were fit for combat and had less than
four children (Levin, 2009). At the same time, it was specified that those 22 years of age
and older who had done civilian service for a year would receive an exemption from
military service. In July 2003, yeshiva students aged 23 and older were allowed, for the first
time to work at any level of salary while at the same deferring their army service. The
condition requiring studies of 45 hours per week was left unchanged.

The low labor force participation rate among the ultra-Orthodox is a major issue on the
policy agenda in Israel. Although the rate of employment among ultra-Orthodox men has
grown in recent years, it is still relatively low (Bank of Israel, 2012; Gottlieb and Toledano,
2011). The relevant government bodies have suggested ways of dealing with the problem.”
To illustrate, in 2010, the State budget expenditure for encouraging ultra-Orthodox
employment was over NIS 300 million (Bank of Israel, 2011).

In contrast to the direct investment by the government in encouraging ultra-Orthodox
employment (which is reflected, for example, in vocational training programs designated
for the ultra-Orthodox), the Tal Law was a unique indirect intervention without any direct
economic cost. The law reduced the price of not serving in the IDF for ultra-Orthodox men
by granting a limited exemption that permitted them to work or to substitute civilian service
for military service. The reforms that were part of the law made employment more
worthwhile, and can be compared to reforms that reduce the cost of joining the workforce.

The method used in this study is based on the estimation of a difference-in-differences
equation by means of a probability model. The estimation compares the employment rate
and the labor force participation rate before and after the law went into effect between ultra-
Orthodox men who were affected by the Tal Law and ultra-Orthodox men who were

* A kollel serves as a framework for yeshiva students after marriage. The Tal Law mainly affected kollel
students, since the age of marriage among the ultra-Orthodox is relatively low (see the rate of married
individuals in Table 2). Kollel students have special benefits as detailed in Section 2.2

* For example, the Trajtenberg Committee (Trajtenberg et al., 2011), Bank of Israecl Annual Reports
(2011 and 2012), the National Economic Council (Levin, 2009), the Knesset Research and Information
Center (Kahunai, 2004), the Ministry of Industry, Trade and Labor (Pepperman and Malhi, 2010), and the
Employment Committee (Eckstein et al., 2010).
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virtually unaffected by it. The empirical findings show that the Tal Law had a significant
and positive effect on the supply of labor among ultra-Orthodox men of draft age.

The paper is organized as follows: Section 2 presents the Tal Law, which is expected to
primarily affect the 25-29 age group (the treatment group); the revision of eligibility tests
for financial support of kollel students, which is expected to primarily affect the 30+ age
group (the reference group); and the reduction in the child allowance. Section 3 reviews the
literature on the subject and presents a theoretical framework for examining the effect of
the Tal Law on the supply of labor. Section 4 describes the database and discusses the
identification of ultra-Orthodox individuals, presents the econometric model, and discusses
the Tal Law’s effect in general and against the background of the cut in the child allowance.
Section 5 presents the estimation results for the effect of the Tal Law, and provides
empirical support for its identification against the background of the cut in the child
allowance. Section 6 presents robustness tests, and Section 7 concludes.

2. THE TAL LAW AND OTHER POLICY CHANGES

a. The Tal Law, 2002-3°

A yeshiva or kollel student who declares that he studies Torah fulltime and attends a
veshiva or kollel is eligible for a deferral of military service. Until the implementation of
the Tal Law (in 2003), the main condition for receiving the status of a fulltime Torah
student was 45 hours of study a week, without any employment for which it is customary to
earn a salary (even if no salary is actually paid). This latter condition also includes a
prohibition on working in the evenings or on weekends. A yeshiva student who left the
veshiva or kollel, even for a short period, or who worked in any sort of job in parallel with
his studies, would have his status as a fulltime Torah student cancelled and he would
immediately be required to enlist for compulsory military service.®

The Tal Law, which was passed in August 2002, reformulated the condition for deferral
of service for fulltime Torah students. It went into effect in February 2003 (Sefer HaHukim,
2002). The law established, for the first time, a “decision year”, during which yeshiva and
kollel students who were 22 years of age or older were permitted to work, without being
subject to the draft. At the end of this year, they were to choose between military service or
returning to yeshiva and continuing their deferral of military service.

Furthermore, it was specified that individuals aged 22 or older who had done civilian
national service for at least one year would be exempt from the draft. It should be
mentioned that civilian service instead of military service essentially makes service possible

> In 2013, the Tal Law was cancelled and currently the conditions differ from what is described here.

® In 1998, there were about 15,000 service deferrals by individuals who were 22 years of age or older
(Tal, 2002).

7 In 2003-7, 2935 out of all those who deferred military service requested a decision year, and of those
649 returned to yeshiva (Supreme Court, 2012).
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in an ultra-Orthodox environment. However, the Civilian Service Authority began
operating only in March 2008 and until then there was a lacuna in the law. Thus, although
the law allowed a young ultra-Orthodox man to choose civilian service, there was no
framework that would administer and oversee that service. As a result, someone who left
the yeshiva and requested to volunteer for civilian service was not drafted and did not do
civilian service (Supreme Court, 2012).® The rest of the conditions remained unchanged,
particularly the obligation to study for 45 hours per week and the prohibition of deferring
military service in order to work.

An amendment to the Tal Law, which was passed in June 2003, enabled those aged 23
or older to work in parallel to a deferral of military service, but on condition that they study
45 hours per week (Sefer HaHukim, 2003). This amendment enabled those aged 23 years or
older to work in the evening and on weekends and at the same time preserve their status as
a fulltime Torah student, which enables the deferral of military service (Supreme Court,
2012).

The aforementioned changes have a large potential effect on ultra-Orthodox men aged
22 to 29, and much less of an effect on ultra-Orthodox men aged 30 and older, for the
following reasons: First, the likelihood that the draft will apply is much higher among men
under 30. The army does not draft men aged 30 to 34 who are unfit for combat, or men
aged over 35 or those who have more than 4 children (Levin, 2009).” Apart from that, the
length of military service is much longer for men under 30 years of age.

b. Other policy changes
(1) Revision of support tests

In addition to an exemption from military service, a kollel student is entitled to a monthly
subsistence stipend from the Ministry of Education (in the past from the Ministry of
Religious Affairs), which is not dependent on income level.'’ Until 2004, eligibility for the
stipend was contingent on the individual having the status of fulltime Torah student
continuously from the age of 31 onward. Therefore, an individual who left the kollel for a
period of a year or more lost his right to a stipend even if he returned after that period to
study in a kollel according to the definition of a fulltime Torah student. Until 2004, there
were no clear rules published for the definition of fulltime Torah study for the purpose of
receiving a stipend.'' A representative of the Ministry of Religious Affairs testified to the

8 During the 2008-10 period, 2,575 ultra-Orthodox men joined the civilian service program (Supreme
Court, 2012). It was not possible to obtain data on the number of those who requested to do civilian service
but were not actually drafted before the creation of the Civilian Service Authority.

® The proportion of men with four or more children was about 35 percent among those aged 30-34, as
opposed to about 4 percent among those aged 25-29 (Table 1).

1 Until July 2003, the stipend was about NIS 800 in 2014 prices. In July 2003, as part of the economic
reform, it was reduced by about half. In 2009, it was returned to its original level before the cut.

" The court requested that a representative of the Ministry of Religious Affairs provide documents and
Director General’s circulars that would back up his testimony, but he did not present any such documents.
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court that although the status of fulltime Torah study related to a situation in which the
individual is not involved in any other activity apart from the study of Torah, the policy of
the Ministry of Religious Affairs was not to deny support to an individual who worked
outside the hours of study, on condition that he earned less than minimum wage (court
proceedings, 2004).

In July 2004, new eligibility tests for yeshiva and kollel students were published. They
went into effect on August 18", 2004. The new eligibility tests were formulated in
accordance with the reforms contained in the Tal Law. For the first time, eligibility for
support and the issue of employment were formalized. The new tests explicitly stated that
an individual aged 23 or older, or someone who served in the IDF, could work in parallel to
his kollel studies. This reform is, as mentioned, only a formality and does not constitute a
significant change in policy. Therefore, it can be assumed that its effect on the supply of
labor is minimal. It should be mentioned that among individuals aged 23 or older, the
conditions for receiving support were identical for all age groups both before and after the
reform. In other words, even if the reform has an effect on the supply of labor, it is not
expected to significantly differ between age groups among individuals 23 year of age or
older.

An additional revision of these tests was the cancelation of the condition restricting the
eligibility for a stipend to only those with the status of fulltime Torah study without
interruption from the age of 31. This revision may have a positive effect on labor supply
among men aged 31 or older, since without the amendment they would not have worked,
and a negative effect on the labor supply of those aged 32 or older who spent over a year in
the workforce and can now return to kolle/ and again receive the status of fulltime Torah
study. The assumption of this study is that the overall effect of this change is positive, as
will be explained below.

During the 2004—11 period, all ultra-Orthodox men aged 31-39 who were studying and
not participating in the labor force had not worked at all during the previous 12 months.'
This indicates that among those who had worked during the previous 12 months, there were
no cases of leaving the labor market and entering a yeshiva. Therefore, it can be assumed
that the effect of the revision on labor supply is not negative.

In contrast, prior to the change, a kollel student’s decision to participate in the labor
force meant that he gave up a stream of future income if he would later return to studying in
a kollel. The change therefore supported an increase in employment, at least during the trial
period. It is therefore reasonable to assume that the dominant effect of this policy change
was positive. Table 1 summarizes the reforms, the date they were passed and the date they
went into effect, the age group affected and the hypothesis regarding the direction of the
effect on labor supply.

12 Apart from the year 2006, in which about 0.5 percent worked during the previous 12 months.
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Table 1
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Summary of the changes in the Tal Law, the support for yeshiva students and the

child allowance

Description of the |Date of the reform | Age group The
reform affected expected
(primarily) effect on
labor
supply
Panel I: The Tal
Law and support of
yeshiva students
The Tal Law "Decision year " in | Legislated: 8/2002 |22-29 Positive
which it is Went into effect:
permitted to work |2/2003
without being
drafted
The Tal Law Substitution of Legislated: 8/2002 |22-29 Positive
national service Went into effect:
for military 2/2003
service.
Amendment to the | Permission to Legislated and went |23-29 Positive
Tal Law work in parallel to |into effect: 6/2003
deferment of
military service.
New tests for Cancellation of the | Legislated: 7/2004 |23+ Positive
financial support of |condition of Went into effect: but
yeshiva students having continuous |8/2004 apparently
fulltime Torah small
study status
starting from the
age of 31.
New tests for Formalizing of the | Legislated: 7/2004 |31+ Positive
financial support of |eligibility for Went into effect:
yeshiva students support for an 8/2004
employed
individual.
Panel II: Child
allowances
Child allowances Cut in the child The cut was All age groups Positive
allowance implemented in two |were affected. but the size
stages: the first cut | According to the | of the
was in 2002 and a | theory, it is not effect is
second and larger possible to know |unclear.

cut was declared in
6/2003

which age group
was affected the
most.
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(2) The cut in child allowances

In 2002-3, there was a change in the government’s policy regarding child allowances." In
2002, the child allowance was cut by 15 percent and in June 2003, as part of the Economic
Efficiency Program, it was cut again and to a greater extent (for further details see
Toledano et al., 2009)."

This reform had a potentially positive effect on labor supply for all age groups, but
theoretically it is possible that the effect varies by age group. Below it will be tested
whether the effect is differential and whether the finding regarding the positive effect of the
Tal Law can be attributed to the cut in the child allowance.

3. THEORETICAL BACKGROUND

a. The society of learners

"Society of learners" is a term coined by Friedman (1991) to describe a phenomenon
unique to Israel, in which ultra-Orthodox men study for many years in yeshiva and kollel
and do not participate in the labor force (Gonen 2000, 2005). This phenomenon was
previously unknown, and developed as a result of the economic support given to the ultra-
Orthodox population, which is based on the welfare policy and the designated stipends
received by the ultra-Orthodox sector (Friedman, 1991).

An ultra-Orthodox man has only a low incentive to join the labor force. His earning
ability in the labor market is low since his education is not particularly relevant to the
market. Moreover, his entry into the labor force will lead to a loss of eligibility for the
designated support given to kollel students and the benefits that are conditional on having a
low income level. Thus, it was shown in a study by Brender, Peled and Kasir (2002) that
potential eligibility for an income supplement from the National Insurance Institute is a
negative employment incentive among ultra-Orthodox men.

Levin (2009), Gottlieb (2007), and Kahunai (2004) calculated the economic loss
suffered by an ultra-Orthodox man who joins the labor force. According to Levin (2009),
the potential loss of income and benefits amounts to between NIS 4000 and 5000 per
month. These include the stipend for kollel students from the government and from
philanthropists, the designated income supplement, and a discount on municipal taxes.
Another factor that makes joining the labor force less worthwhile is the opportunities for

" In 2000, the size of the child allowance in 2007 prices was as follows: NIS 200 each for the first and
second child, NIS 400 for the third child, and NIS 600 to 750 each for the fourth child and upward. In
January 2001, the child allowance for the fifth child and upward was increased by 33—47 percent (the
Halpert Law).

' In 2006, the child allowance for children born up until June 2003 in 2007 prices was NIS 150 each for
the first and second child (as in the case of children born after the cut), NIS 200 for the third child, and NIS
350 each for the fourth child and upward. For children born after June 2003, the child allowance was a
uniform payment of NIS 150 per child regardless of the number of children in the family.
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unreported earnings that are unique to kollel students, including private Talmud lessons and
writing religious books.

Apart from the alternative income, yeshiva students have an additional incentive not to
work, namely the unique benefit of military service deferral. While this incentive can be
viewed as a subsidy to yeshiva students (Berman and Klinov, 1997), it comes at the price of
the loss of potential labor income.

Berman (2000) suggested an alternative explanation, based on the club theory presented
by lannaccone (1992). According to him, the ultra-Orthodox community is a club whose
members benefit from its religious and social activities and from the fact that they belong to
the club. In response, and in order to prevent free riders, i.e. members that benefit from the
activity and the benefits offered by the club without bearing the costs, the ultra-Orthodox
community imposes prohibitions on its members, which serve as a kind of corrective tax.
As proof, Berman cites the fact that the average stay in yeshiva lengthened as a result of a
community prohibition, in response to a rise in the real wage and an increase in the transfer
payments from the government. According to the club model, an exemption or reduction in
the military service obligation will also lead to a response in the form of a prohibition
imposed by the community. On the basis of this model, Berman (2000) hypothesizes that
although employment rates will increase among draft candidates who were affected by the
Tal Law, overall the rate of employment will drop in the ultra-Orthodox community. This
claim will not be tested as part of the current study, since one cannot know what the overall
employment rate in the ultra-Orthodox community would have been during the period after
the Tal Law went into effect, if the Tal Law had not gone into effect. In any case, we are
witness to new prohibitions in the ultra-Orthodox community which can be interpreted as a
response to the increase in employment."

b. Labor supply in the presence of welfare programs

The effect of the Tal Law reforms on labor supply can be analyzed within a labor supply
model that views the loss of benefits received from welfare programs as a tax.'® In these
models, the tax on the additional labor income includes—apart from the payment of tax on
salaries—the loss of alternative income from welfare programs as a result of the increase in
labor income. The loss of income includes both transfer payments and the distribution of
goods (such as food products). The marginal tax rate is defined as the rate of tax on the
additional income as a result of the transition between two points on the scale of
workhours.!” Welfare programs that create a high marginal tax on labor income reduce the

' An example of new prohibitions can be found in Deutsch (2009). For further details on the club model
and a description of other equilibriums, see Carvalho and Koyama (2011) and Rosenberg (2001).

'S For further details on models of labor supply and welfare programs, see MaCurdy and Blundell (1999)
and Moffit (2002, 2003).

7 Since demand for labor generally does not exist in individual hours but rather in packages of hours, it
is convenient to use the marginal tax rate in the shift between two points rather than the added income from
an additional hour of work.
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incentive to join the labor force. When there is a combination of several programs, it is
common to find a situation in which there is a marginal tax rate on joining the labor force
of more than 100 percent.

Military service involves an environment that is foreign to the values of ultra-Orthodox
individuals. The utility that they receive from army service is therefore negative. The more
devout the individual is, the greater his negative utility from military service will be."® The
deferral of military service is obtained at the cost of lost labor income, and can therefore be
defined as a good with economic value, whose price is the cost of giving up labor income.

Until the Tal Law went into effect, the good of military service deferral was provided at
no cost only to an individual in fulltime yeshiva studies who did not work at all. During this
period, it was not possible to obtain a deferral or exemption from military service due to
other conditions. After the Tal Law went into effect, a deferral of military service was
granted at no cost to anyone studying in a yeshiva for 45 hours a week, even if he worked.
As a result, entering the labor market no longer meant a major loss of income. Thus, the Tal
Law significantly reduced the marginal tax on labor income.

However, as mentioned, the Tal Law requires 45 hours of study per week. An ultra-
Orthodox man interested in working a significant number of hours must therefore leave the
yeshiva, which leads to an additional loss of income unique to yeshiva students (such as
support from the Ministry of Education and from philanthropists). There is a point in time
at which a working individual cannot continue studying in a kolle/ and must choose
whether to enter the army or to do national service. Therefore, the component that permits
studying in a yeshiva in parallel to the deferral of military service positively affects labor
force participation and negatively affects the number of work hours for an individual who,
in the absence of the reforms, would have worked fulltime.

The economic price that an ultra-Orthodox man is prepared to pay in order not to be
drafted is higher than the price he is prepared to pay in order to avoid the obligation of
national service. This is primarily because national service is possible in an ultra-Orthodox
environment, which does not violate his values. Therefore, the Tal Law reduced the
marginal tax collected from an individual who wishes to work fulltime. Before the Tal Law
went into effect, the tax also included military service, apart from the loss of income unique
to yeshiva students. The reduction in the tax pursuant to the law was reflected in the
possibility of substituting military service with national service. Therefore, the national
service component in the Tal Law had a positive effect on both labor force participation and
fulltime employment.

The contribution of the decision year component can be analyzed within the framework
of a labor market that lacks full information on the level of the potential wage. During the
decision year, individuals receive information on their potential wage and decide

'® There can also be positive utility from military service, such as professional training, accumulation of
professional experience or the receipt of a family stipend. In any case, the discussion here focuses on ultra-
Orthodox individuals who prefer to study in yeshiva, on the assumption that among them the negative utility
dominates.
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accordingly whether to return to yeshiva or to permanently join the labor force. It can be
assumed that the effect of the decision year will vary inversely with the scope of the
information on the individual’s potential earning power and will no longer exist in a labor
market with full information.

Ultra-Orthodox men who have three or more children are eligible for a guaranteed
income supplement, which is conditional on a lack of labor income and on additional
criteria."” When individuals in this group join the labor force they are no longer eligible.
Although the Tal Law reduced the price of not serving in the army for this group as well,
giving up the guaranteed income supplement is equivalent to a high marginal tax on labor
income. MaCurdy and Blundell (1999) present examples in which the imposition of a
negative income tax does not encourage employment in a situation where there is a major
loss of welfare benefits. Therefore, it is possible that the Tal Law will have only a minor
effect on men with 3—4 children.”

In summary, after the Tal Law went into effect, an ultra-Orthodox man could work
fulltime without being drafted, or could work part-time and continue studying in yeshiva.
Therefore, the Law increased the motivation to work fulltime among those who would not
have worked at all absent the law, and reduced the motivation to work among those who
would have worked fulltime absent the law. Thus, the Tal Law had a positive effect on
labor force participation, but it cannot be known what its effect was on the number of hours
worked.

4. THE DATA AND THE IDENTIFICATION STRATEGY

a. The data

The database used in the study is based on the Labor Force Surveys carried out by the
Central Bureau of Statistics between 1996 and 2011.2' The Labor Force Survey for this
period was based on four panels. Each panel was surveyed during two consecutive quarters
and again during another two consecutive quarters after a break of two quarters. The survey
was carried out in two stages. In the first, localities are sampled according to their size
(clusters), and in the second, homes are sampled.”” The planning of the survey is liable to
bias the estimate of the averages and the variances, and the planning effect must therefore
be weighted in the calculation of the forecasts, and the variances have to be standardized to
the correlation within the clusters (Cameron and Trivedi, 2005). Accordingly, the variances

' During the short sample period, the income supplement stood at about NIS 1300 (in 2014 prices).

0 Brender and Strawczynski (2006) predicted by means of simulations that the contribution of the
negative income tax to the employment of the ultra-Orthodox would be negligible.

*! The data were obtained from the database of the Faculty of Social Sciences at the Hebrew University.

2 The survey does not include residents of institutions or dormitories, which include yeshiva students
who live in dormitories. The exclusion of these yeshiva students is liable to introduce selection bias, but for
the age groups studied the frequency of residence in a dormitory was low (less than 5 percent of the 25-30

age group).
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in the Labor Force Survey need to be standardized due to both the correlation of the
repeated observations and the correlation within the probabilistic localities of the sample. In
the current study, the size of the locality was controlled for and the variances were
standardized for repeated observations (cluster).

b. Identification of the ultra-Orthodox

The discussion of the identification strategy must also focus on the method of identifying
the ultra-Orthodox.** The Labor Force Survey contains the following question: What is the
last educational institution you attended? One of the possible answers is a yeshiva or
ulpana. Berman and Klinov (1997) and Dahan (1998) identify a Jewish household as ultra-
Orthodox if the last educational institution attended by one of the spouses is a yeshiva.
Levin and Hacohen (2010) suggest expanding the definition to include households in one of
the core ultra-Orthodox localities™, a definition also adopted by the Bank of Israel in its
recent reports.

In the current study, a more limited definition of ultra-Orthodox was used, since the Tal
Law was introduced in order to influence ultra-Orthodox men studying in yeshivas, and the
first group contained a higher proportion of men studying in a yeshiva, who are therefore
meant to be more affected by the law.”® Nonetheless, as in Toledano et al. (2009), the main
results are presented separately for the expanded definition as well. This was done in order
to test the sensitivity of the assumptions underlying the definition of ultra-Orthodox.”” In
addition, the estimation examined the effect of the Tal Law on the employment of men who
reported that the last educational institution they attended was a yeshiva.

Identification by means of last educational institution attended is liable to create a
selection bias since it does not capture those who studied in an academic institution after
attending a yeshiva or who participated in a vocational training course of over a year’s
duration after yeshiva. Among the latter, relatively high rates of employment were
observed, and their absence from the research sample is therefore liable to bias the rates of
employment obtained (Bank of Israel, 2011). However, during the sample period the

2 As an experiment, the probit equations were estimated using the STATA program by means of the
Probit2 command, which enables standardization for two nested clusters. In this experimental estimation,
there was no major increase in the size of the variances, and they were therefore standardized only for
repeated observations.

** Further details and a comparison of methods can be found in Friedman et al. (2011), Toldano et al.
(2009), Gottlieb and Kushnir (2009) and Levin and Hacohen (2010).

% The core ultra-Orthodox localities are Beitar Illit, Modi'in Ilit, Rehasim, Kfar Habad, Kochav Yaakov
and Kiryat Ye’arim (Levin and Hacohen, 2010).

% In this study, a household is identified as ultra-Orthodox if the last educational institution attended by
one of the household members is a yeshiva in the relevant year only.

" In this study, it was decided to add Bnei Brak to the list of core ultra-Orthodox cities since over 60
percent of the households there are defined as ultra-Orthodox according to the last educational institution
attended, i.e. a yeshiva, and for the age groups being studied about 75 percent are defined as ultra-Orthodox
according to the same criterion. Among married individuals within the age group of the study, over 80
percent are defined as ultra-Orthodox according to the last educational institution attended.
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proportion of those in institutions of higher education among ultra-Orthodox men was low
(ibid.), and it is therefore possible to assume that the selection bias is very small.

c. Identification of the effect of the Tal Law

In order to estimate the effect of the Tal Law, a difference-in-differences model was
employed. As part of this model, the changes that occurred in the labor force participation
rate or in employment as a result of the Tal Law were tested by comparing two groups: the
group of ultra-Orthodox men aged 25-29, whom the law should have affected to a greater
extent (herein: the treatment group), and the group of ultra-Orthodox men aged 30-34,
whom the law should have affected to a lesser extent (herein: the reference group). As part
of the estimation, the differences in the participation rates and the rates of employment
between the two groups were calculated, and the change that occurred in this difference
between the period prior to the Tal Law (2002) and the period after it (2005) was also
calculated.

In order to define the treatment group, two consecutive age groups were used, as was
done in Blundell et al. (2005) to estimate the effect of an employment program in Britain.
The treatment group includes ultra-Orthodox men aged 25-29. In this group the probability
of being drafted is high and the men who are drafted serve at least 14 months. The
reference group is defined as ultra-Orthodox men aged 30-34. In this group the probability
of being drafted is lower and they are drafted for a short service of only 44 days, as
described above. The formal description of the difference-in-differences model is presented
in the next section.

The draft applies to men without children or men who are fathers of less than five
children. Therefore, it could be suggested that the treatment and reference groups should
not include men who are fathers of five children or more. However, it may be that among
ultra-Orthodox men aged 30-34 the labor supply of fathers with less than five children
differs from that of fathers of five children and up. Thus, for example, it is reasonable to
assume that the number of children is positively correlated with the level of religiosity,
which in turn is negatively correlated with labor supply. On the other hand, among men
aged 25-29, it is not possible to identify those who, on entering the 30—34 age group, have
five children or more. Therefore, the reference group that will include men aged 30-34 who
have less than five children is not similar to the treatment group that will include men aged
25-29 with less than five children. As such, the treatment group and the reference group are
defined in the basic model only according to age, regardless of number of children.

In order to test for robustness, the effect of the Tal Law was estimated for three
subgroups (Section 6.a). The first is composed of men with less than five children; the
second is composed of only married men, since the cultural and social behavior of ultra-
Orthodox married men is completely different from that of single ultra-Orthodox men; and
the third is composed only of ultra-Orthodox men who are natives of Israel, since the
phenomenon of low labor supply among ultra-Orthodox men is unique to Israel (Gonen,
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2000, 2005), such that it can be assumed that the labor supply of ultra-Orthodox men who
immigrated to Israel is different due to the influence of social norms in the countries of
origin.

d. The identification of the effect of the Tal Law against the background of the cut in
the child allowance

The main assumption of the difference-in-differences model, that in the absence of the
estimated intervention the employment trends of the treatment group and the reference
group would be similar, is liable to be impaired if during the period in which the Tal Law
was in effect there were other policy changes that affected the two groups in different ways.
During the period in which the Tal Law was in effect, the government carried out broad
cuts in the child allowance.” It can therefore be argued that the estimation results for the
positive effect of the Tal Law were due to the cut in the child allowance and the assumption
of the model is therefore impaired.

According to economic theory, if studying in a yeshiva is a leisure good, and on the
reasonable assumption that it is a normal good, such that its consumption decreases with a
decline in income, a cut in the child allowance has a negative income effect, which is
expected to increase the labor supply of ultra-Orthodox men. However, since studying in a
yeshiva is not just a leisure good but also a source of income and benefits, the extent of the
effect of a cut in the child allowance on the labor supply of ultra-Orthodox men is not
clear.”” The more the fear of losing alternative income and benefits is a major factor in the
phenomenon of low labor force participation among ultra-Orthodox men, the lower the
effect of a cut in the child allowance on the labor supply is expected to be. It should be
mentioned that Toledano et al. (2009) found a positive connection between the size of the
child allowance and the rate of employment only among ultra-Orthodox men and women,
and they have no reasonable explanation for this. This finding is reasonable if the cut in the
child allowance does not have a significant effect on the labor supply of the ultra-Orthodox,
but other events, such as the Tal Law, do indeed have an influence.

Even if the cut in the child allowance has a positive effect on the supply of labor of
ultra-Orthodox men, it is not clear whether the effect is larger among younger individuals
or older ones; or on those who during the period of the cut had more children or those who
had less. If the effect is greater among older individuals or those who had more children,
then we would expect to see higher labor force participation among the reference group
than among the treatment group. In other words, under this hypothesis, the cut in the child
allowance biases the estimates of the effect of the Tal Law downward rather than upward.

% The cut had a negative effect on the rate of fertility among ultra-Orthodox families (Cohen, Dehenjia
and Romanov, 2013; Toledano et al., 2009).

? As mentioned, an ultra-Orthodox man who joins the labor force is liable to lose income and benefits
totaling NIS 4000-5000 (Levin, 2009). As a result the threshold salary among ultra-Orthodox men for
joining the labor force is expected to be high even in the absence of income from the child allowance.
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If so, the cut in the child allowance cannot explain the relatively positive effect on labor
force participation that was obtained.

On the other hand, it can be argued that a family looks ahead to the future, and the loss
in discounted income from the child allowance until the children reach 18 (the maximum
age of eligibility for the child allowance) should therefore be taken into account. In other
words, the loss in fixed income from the child allowance should be weighted by the desired
number of children after the cut and the total child allowances that were received during the
period before the cut. Such a calculation shows that a drop in the discounted child
allowance income experienced by younger individuals is larger than the drop experienced
by older individuals. This is because the older individuals enjoyed the higher child
allowance before the cut and the cut was more moderate for children born prior to the cut.
According to this hypothesis, the potential effect of the cut in the child allowance is larger
among the 25-29 age group (the treatment group) than among the 30-34 age group (the
reference group), and it is therefore possible that the estimates of the effect of the Tal Law
are biased upward.

Nonetheless, in order to take into account the discounted value of the child allowance at
its current level, Toledano et al. (2009, p. 28) claimed that “individuals need to assume by
implication that the allowance will not change over the years, an assumption that is unlikely
in view of the frequent changes in the size of the child allowance.” It is reasonable to
assume that, as a result of the cut in the child allowance, although people lowered their
expectations regarding the size of the allowance in coming periods, they did not necessarily
do so by the full amount of the reduction. In other words, in view of the frequent changes in
the child allowance policy®, it may be that a family expected that in the future there will be
additional changes. Indeed, the government did change its policy, increasing the child
allowance again in 2009. Therefore, without empirical testing, it cannot be known which
age group will be more affected by the cut in the child allowance. An empirical test of this
question is presented in Section 5.c, and its results support the hypothesis that the cut in the
child allowance did not have a significant effect on the labor supply of ultra-Orthodox men,
and if there was an effect its magnitude in the 25-29 age group was not larger than in the
30-34 age group.

e. The econometric model

The effect of the Tal Law on labor supply is estimated below by means of a difference-in-
differences equation in a probit probability model. By means of this equation, the difference
in the probability of working or participating in the labor force between the treatment
group, which was affected by the intervention, and the reference group, which was not, is
calculated and at the same time the change in this difference is calculated between the pre-

3% For a survey of the history of the child allowance, see Ofir and Aliav (2005) and also Toledano et al.
(2009).
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intervention period (2002) and the post-intervention period (2005). The following probit
difference-in-differences equation is estimated:

(1) P(Yl.gt =1)=¢)(,B1Xl.gt+11g+/12after+5(g><aﬁer))
where I is an individual in the sample; affer  is the dummy variable, which receives a
value of 1 during the period after the Tal Law went into effect and zero during the period
before; and g is a dummy variable that receives a value of 1 if individual # belongs to the
treatment group (aged 25-29) and zero if he belongs to the reference group (aged 30-34).
The interaction ( chﬁeI’) receives a value of 1 if the individual belongs to the treatment
group during the period after the Tal Law went into effect and zero otherwise. Y is an
outcome variable and receives a value of 1 if individual I at time ¢ is in the labor force
and zero otherwise (alternatively, if he was employed). X:g is a vector of the individual’s
characteristics, and it includes the following variables: age, age squared, number of
children, years of schooling, size of the city of residence and family status.

@ is the cumulative density function (CDF) with a normal distribution. The
assumption of the model is that the effect of treatment is not uniform and changes with
X;gt . 5( g XCﬁel’ ) is the main variable that estimates the effect of the intervention.
Since the model is not linear, the marginal effect needs to be calculated using derivatives.
However, since the variable ( gxqfier) is discrete and therefore non-differentiable, the
effect is estimated for each variable using the following equation:

@  effect(t=1, g=LX)=0(BX, + 4+, +35)-P(LX,+4+4,)

Using Equation (2), it is possible to calculate the distribution of the effect and the
average effect for the treatment group (Average Treatment Effect — ATT).>' The average
effect will be calculated by estimating a separate forecast for the two parts of the equation
for the treatment group during the period after the treatment, as described in Eissa and
Liebman (1996).

The main assumption required in the difference-in-differences model is that in the
absence of intervention, and given the explanatory variables, the time trend is fixed in the
treatment group and in the reference group. In other words, the assumption required in this
study in order to estimate the effect of the Tal law is that without the law, and given the
explanatory variables, the changes in the labor force participation rate in the treatment
group and the reference group would be similar. This assumption cannot be confirmed with
certainty. Nonetheless, it will be tested by comparing the trend in labor force participation

*! The method for estimating the average effect in the difference-in-differences equation of the probit
model is described in Eissa and Liebman (1996), Blundell et al. (2005), and Puhani (2012).
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in the reference group to the corresponding trend in the treatment group (Section 5a), and
by means of tests for the validity of the model’s assumption (Section 6). In addition, an
analysis will be carried out to reinforce the assumption that the estimated effect is not the
result of the cut in the child allowance (Section 5c¢).

The difference-in-differences for the ultra-Orthodox can be compared to the change in
the trends among the Jewish non-ultra-Orthodox population by estimating a triple equation
of difference-in-the-difference-in-differences (DDD):

P(Zgrhzl):

“ D X, + Ag+ Adfier+ h+6(gxh)+6,(hxafier) + 6, (g xafier) +y(hxgxafier))
where /1 receives a value of 1 if the individual is ultra-Orthodox and zero otherwise, and
(hX g xcﬁer) receives a value of 1 if the individual is ultra-Orthodox in the 25-29 age
group in the period after treatment and zero otherwise. This equation will estimate the
difference-in-difference-in-differences for the treatment and reference groups of Jewish
men who are not ultra-Orthodox and of ultra-Orthodox men. The estimation of the average
effect for Model (3) will be under the assumptions of Equation (2): the right side of the
equation will be estimated for y=0 subject to the additional assumption that #=l . The
definition of the treatment and reference groups in the non-ultra-Orthodox population will
be identical to the definition in the ultra-Orthodox population. Since most ultra-Orthodox
men in the sample are married, and in order to increase the matching between the ultra-
Orthodox and the non-ultra-Orthodox, the triple model is estimated only for Jewish married
men.

The estimation of the triple equation requires an additional assumption: that in the
absence of the intervention the difference in the trends between the reference group and the
treatment group among the ultra-Orthodox would be identical to this difference among the
non-ultra-Orthodox. Since this is a strong assumption, it is worthwhile adopting a weaker
assumption: that in the absence of intervention, the difference in the trends between the
reference group and treatment group among Jewish non-ultra-Orthodox men also exists
among ultra-Orthodox men. This implies that shocks affecting the majority group also
affect the minority group but not vice versa. Under this assumption, the values obtained by
means of a triple model will be less biased.

In what follows, the hypothesis that given the explanatory variables the effect of the
intervention is dynamic over the years is estimated:

4)
B A B A
(%, =1) =<D(ﬁX,-g, +Ag+ Y A year +) Ayear,+) 'S (gxyear.,) +Z5T(g><yean)]

7=1 7=1 7=1 7=]



THE EFFECT OF THE “TAL LAW” ON THE SUPPLY OF LABOR AMONG ULTRA-ORTHODOX MEN 51

where year. is a dummy variable that receives a value of 1 for the period 7 and zero
otherwise. The interaction variable ( & xyeal;) receives a value of | if the individual
belongs to the treatment group in period 7. B represents the number of years before the
intervention and A represents the number of years after it, while 2002 is defined as year
zero and the estimated effects are relative to it. The average effect in each of the periods
will be calculated similarly to what is presented in Equation (2).

The coefficients é; represent the difference-in-differences during the period 200311
relative to 2002. They can be used to test the dynamic effect of the Tal Law in each of these
years. In contrast, the coefficients o . represent the difference-in-differences for the
period 1999-2001 relative to 2002. These coefficients are used to test the reasonability of
the assumption of the difference-in-differences model that in the absence of the intervention
the time trend is fixed in the treatment group and in the reference group. If the confidence
intervals of the 5_ . coefficients are not in the vicinity of zero, it is likely that the model’s
assumption is not valid, while if they are in the vicinity of zero then the assumption is
strengthened.

f. Descriptive statistics for the treatment and reference groups

The main assumption of the model is that in the absence of intervention the differences in
the employment indices between the reference group and the treatment group would be
identical in the two periods. Therefore, a comparison is presented of the changes that
occurred in the characteristics of the two groups between the pre-intervention period and
the post-intervention period. Table 2 shows the significant increase in the rate of
employment and in labor force participation rate in the 25-29 age group relative to the
decrease in the 30-34 age group. In both groups the difference is identical or not
significantly different in the following variables: average number of earners in the
household, years of yeshiva attendance, proportion of married individuals, average number
of children, distribution of number of children and proportion of ultra-Orthodox men born
in Israel. In sum, the changes in the characteristics of the two groups between the two
points in time are relatively similar, except for the variables that were affected by entry into
the labor force.
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Table 2
Changes in the treatment and reference groups — narrow definition of ultra-Orthodox
Treatment group — aged 25-29 Reference group — aged 30-34
2002 2005 Difference 2002 2005 Difference
Employed 0.141 0.240 0.099 0.298 0.266 -0.032
0.025)  (0.029) (0.032) (0.041) (0.038) (0.043)
In the labor force  0.201 0.286 0.085 0.332 0.286 -0.045
(0.031)  (0.030) (0.034) (0.044) (0.038) (0.044)
Number of 0.938 1.036 0.098 0.988 0.947 -0.041
earners in (0.069)  (0.056) (0.065) (0.080) (0.065) (0.076)
household
Studying and 0.014 0.033 0.019 0.004 0.012 0.008
working (0.007)  (0.013) (0.013) (0.004) (0.008) (0.009)
Years of 15.581 15.795 0.214 16.627 16.543 -0.085
schooling (0.220)  (0.278) (0.394) (0.831) (0.554) (0.798)
Married 0.877 0.871 -0.007 0.946 0.949 0.003
(0.028)  (0.025) (0.026) (0.021) (0.023) (0.021)
Average number  2.001 2.094 0.093 4.011 3.800 -0.210
of children (0.105)  (0.112) (0.116) (0.229) (0.177) (0.199)
Avergge number 1.594 1.548 -0.047 1.811 1.906 0.095
of children up to (0.086) (0.080) (0.088) (0.104) (0.089) (0.101)
age 4
Proportion of 0.491 0.421 -0.071 0.171 0.148 -0.023
men with 1-2 (0.039) (0.035) (0.039) (0.036) (0.032) (0.035)
children
Proportion of 0.297 0.341 0.044 0.376 0.396 0.020
men with 3-4 (0.035) (0.033) (0.037) (0.045) (0.042) (0.047)
children
Proportion of 0.035 0.046 0.011 0.366 0.384 0.018
men with 5+ (0.013) (0.013) (0.016) (0.044) (0.041) (0.0406)
children
Born in Israel 0.837 0.836 -0.001 0.850 0.844 -0.006
(0.031)  (0.027) (0.029) (0.035) (0.031) (0.034)
Number of 291 385 676 198 256 454
observations

Standard deviations in parentheses are standardized to the level of correlation of the repeated
observations (apart from the differences). The observations are weighted on the basis of the Central
Bureau of Statistics weighting coefficient. The ultra-Orthodox are identified according to the narrow
definition, i.e. if the last educational institution attended by a member of the household during the
relevant year is a yeshiva.
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5. ESTIMATING THE EFFECT OF THE TAL LAW

a. The trends in the rates of labor force participation

Figure 1 presents the labor force participation rates among ultra-Orthodox men during the
period 1998-2011. The survey of the trends in labor force participation focuses on the ultra-
Orthodox according to the narrow definition. Nonetheless, the appendix also presents the
trends for the ultra-Orthodox according to the expanded definition (Figure A-1 and A-2).

Figure 1
Labor Force Participation Rate for the 25-29 and 30-34 Age Groups
(Ultra-Orthodox. narrow definition)
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Subjects are defined as ultra-Orthodox under the narrow definition if the last educational insttuton
attended by a member of the household during the relevant year i1s a yeshwva Treatment group ultra-
Orthodox men aged 25-29 who were affected by the Tal Law Reference group: ultra-Orthodox men
aged 30-34 who were virtually unaffected by the Tal Law. The lack of continuity inthe data for 1998
In 1998, the methods of sampiing and extrapolation were changed

Source: Calculated from Labor Force Survey data. The observations were weighted according to the
Central Bureau of Statistics weighting coefficients

The hypothesis is that as a result of the Tal Law the change in the labor force
participation rate is greater in the 25-29 age group. This hypothesis is tested by means of a
difference-in-differences model, but first the model’s assumption—that in the absence of
the intervention the changes in the labor force participation rates would have been similar
in the two groups—is tested.’” Since the effect of the Tal Law is restricted to a limited age
group, the study’s point of interest is the comparison of changes in the labor force
participation rate between two age groups: the treatment group, which consists of men aged
25-29, who were affected by the Tal Law, and the reference group, which consists of men
aged 30-34, who were virtually unaffected. In addition, the trends among the 35-39 age
group are discussed for comparison purposes.

32 The trends in the rates of employment are relatively similar to the trends in the labor force participation
rates. In this study, it was decided to focus on the trends in labor force participation, since during the sample
period there was an increase in the unemployment rate, which mainly affects the rate of employment.
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Until 2004, the labor force participation rate among the 25-29 age group was lower than
among the 30-34 age group, both among ultra-Orthodox men and non-ultra-Orthodox
men.” In 2004, there was a break point in the difference in labor force participation rate
between the two aforementioned age groups among the ultra-Orthodox, and the difference
almost disappeared. Among non-ultra-Orthodox men, the gap remained unchanged.

Between 2002 and 2005, labor force participation among the 25-29 age group increased
by 8.5 percentage points, and that of the 30-34 age group dropped by 4.5 percentage points.
When we control for the explanatory variables (as in the estimation in Section 5b), the
result is that labor force participation in the 25-29 age group increased during this period
by 10 percentage points, and that of the 30-34 age group declined by 4 percentage points.

Among the 30-34 age group, the labor force participation rate rose in 2006 relative to
2005, and during the subsequent period up to 2010 there was no major change. It is possible
that the increase in 2006 was due to the positive effect of the reform, which allowed those
aged 31 or older to leave the kollel without losing their future eligibility for support, a
reform that, as mentioned, went into effect in August 2004 (Section 2b (2)). Among the
35-39 age group, during the period 2000-9, the labor force participation rate was relatively
stable. In 2006 it fell somewhat, and subsequently it was again relatively stable (Figure 2).

These data indicate that labor supply did not increase significantly among men aged
30-39 during the period after the Tal Law went into effect, and during part of the period it
even fell somewhat. This is in spite of the fact that men who were aged 25-29 immediately
following the cut gradually shifted to the 30-34 age group, while the men that were in the
30-34 age group after the cut gradually shifted to the 35-39 age group. The increase in
labor supply, primarily among the 25-29 age group relative to the lack of change in the
older age groups, indicates that it was due to the Tal Law. While the reforms, such as the
cut in the child allowance, had an effect on all the age groups, the Tal Law was meant to
reduce the age of entry into the labor force, since it made employment more worthwhile
only among younger individuals. (An empirical discussion of the identification of the effect
of the Tal Law against the background of the cut in the child allowance appears in Section
5¢.)

%3 In 2003, the year in which the Tal Law went into effect, there was a one-time increase in labor force
participation among the 30—34 age group, although the increase in the gap between the two age groups is
not statistically significant. Moreover if the trends among only native ultra-Orthodox men are examined, the
increase in 2003 is very moderate.
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Figure 2
Labor Force Participation Rate for the 30-34 and 35-39 Age Groups
(Ultra-Orthodox. narrow definition)
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Subjects are defined as ultra-Orthodox under the narrow definition if the last educational institution
attended by a member of the household during the relevant year is a yeshiva. Treatment group: ultra-
Orthodox men aged 25-29 who were affected by the Tal Law. Reference group: ultra-Orthodox men
aged 30-34 who were virtually unaffected by the Tal Law. The lack of continuity in the data for 1998:
In 1998, the methods of sampling and extrapolation were changed.

Source: Calculated from Labor Force Survey data. The observations were weighted according to the
Central Bureau of Statistics weighting coefficients.

b. The estimation of the effect

Table 3 presents the estimation results for the difference-in-differences Equation (2), which
estimates the effect of the Tal Law on labor force participation and employment. The table
presents the estimated coefficients of the explanatory variables, as well as the coefficient of
the effect. This equation was estimated for two definitions of ultra-Orthodox: in the first,
households are identified as ultra-Orthodox according to the narrow definition, i.e. if the
last educational institution attended by a member of the household is a yeshiva (columns 1
and 2); in the second, they are identified according to the expanded definition, which
includes, in addition to those identified by the narrow definition, those who reside in the
core ultra-Orthodox cities (columns 3 and 4). The triple equation was estimated for Jewish
married men only and the results are presented in columns (5) and (6).
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Table 3

Estimation of labor supply among men aged 25-34 for the
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estimation of the probit difference-in-differences equation

years 2002 and 2005;

1 &)

(3 (G

(5 6

Ultra-Orthodox according
to narrow definition’

Ultra-Orthodox according
to expanded definition”

Married Jews
(triple model)’

Dependent Labor force Labor force Labor force
variable Employed participant Employed participant | Employed participant
Coefficients 0.987" 0.900" 1.108" 0.997" 0.587"" 0613
Age (0.433) (0.436) (0.395) (0.399) (0.202) (0.217)
Age squared | -0.016" -0.015" -0.018"" -0.016" | -0.009"  -0.009"

(0.007) (0.008) (0.007) (0.007) (0.003) (0.004)
Number of -0.035 -0.045 -0.057 -0.080" |-0.098""  -0.134™"
children (0.032) (0.032) (0.030) (0.031) (0.021) (0.022)
Years of ultra- | -0.021 -0.012 -0.025 -0.017 -0.038™"  -0.027"
Orthodox (0.018) (0.011) (0.019) (0.013) (0.015) (0.011)
schooling
Population 0.3217 0.287" 0.522"" 0512 | 01547 02127
of the city (0.150) (0.146) (0.143) (0.140) (0.069) (0.073)
100K-250K*
Population of | 1.143™" 0913 1.083" 0.872" 0.182" 0.162
the city 5 (0.337) (0.343) (0.342) (0.358) (0.098) (0.106)
9K-99K*
Population of | 0.360" 0.428"™"" 0.413™ 0.469"" 0.087 0.185™
the city (0.145) (0.140) (0.142) (0.138) (0.065) (0.070)
2K-50K*
Population of | 1.139™" 1.403™ 1.093" 14277 | 0328 0.269”
the cityup to | (0.297) (0.291) (0.285) (0.283) (0.120) (0.130)
2K*
Married -0.430" -0.726"" -0.532" -0.743™"

(0.185) (0.181) (0.159) (0.160)
The effect 0.529" 0.540" 0.483" 0.536"" | 0.462”  0.536"
variable® 0.217) 0.213) (0.196) (0.195) (0.236) (0.240)
Average 0.125 0.140 0.127 0.1497 | 0.1117 0.139"
marginal
effect (0.044) (0.048) (0.046) (0.048) (0.049) (0.053)
Nl;‘mbertioi 1,130 1,130 1.276 1.276 6.419 6.419
ODSCIVations 0.078 0.094 0.091 0.112 0.252 0.302
pseudo R

* p<0.1 ** p<0.05 *** p<0.01. The standard errors in parentheses are standardized for repeated
samples. The observations are weighted on the basis of the CBS weighting coefficient.
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The last educational institution attended by a member of the household in the relevant year is a
yeshiva.

Ultra-Orthodox according to the narrow definition, or where the household is located in one of the
core ultra-Orthodox cities.

Jewish married men.

Relative to residents of Jerusalem, Tel Aviv and Haifa.

In the regular model (columns 1-4) the effect variable is the interaction of the variables “after the
law” (2005) multiplied by the treatment group (aged 25-29). In the triple model (columns 5-6) it
is the interaction of the variables: “after the law” multiplied by the treatment group multiplied by
ultra-Orthodox (expanded definition).

Other variables: the dummy variables “after the law” and the treatment group. The triple model
also includes years of schooling and the following dummy variables: ultra-Orthodox, “after the
law” multiplied by the treatment group, ultra-Orthodox multiplied by the treatment group, and
also ultra-Orthodox multiplied by “after the law”.

The results obtained are similar between the various models. It was found that the
average effect of the Tal Law on labor force participation is 14-15 percentage points, and
on employment it is 11—13 percentage points. This implies that the Tal Law increased the
probability of ultra-Orthodox participation in the labor force by 14—15 percentage points,
and the probability of them being employed by 11-13 percentage points.

¢. The cut in the child allowance

As mentioned in Paragraph 5a, the data indicate that among men aged 30-39 labor supply
did not increase significantly during the period after the cut in the child allowance, and in
part of the period there was even a moderate decline. The increase in labor supply primarily
among the 25-29 age group, with no significant change among the older group, indicates
that it was due to the Tal Law. While reforms such as the cut in the child allowance have an
effect on all age groups, the Tal Law was meant to affect the labor supply only of the
younger individuals, since it made employment more worthwhile only for them. An
additional finding is the positive relationship between the size of the child allowance and
employment found by Toledano et al. (2009) only among ultra-Orthodox men and
women.>* As mentioned, these findings are reasonable if the cut in the child allowance did
not have a significant effect on the labor supply of ultra-Orthodox men, since it did not
change the price of entering the labor force. (It may be that other events offset the small
effect of the child allowance.)

In any case, even if the cut in the child allowance had a significant effect on labor
supply, and if indeed the effect of the cut was greater among younger individuals, we would
expect that the labor supply among the 30-34 age group (the reference group) would
increase more than among the 35-39 age group. These two groups experienced the cut in
the child allowance with different intensities, but were hardly affected by the Tal Law.”

3 Their research used a large database, based on administrative sources.
%% For example, about 56 percent of the ultra-Orthodox men in the 35-39 age group have five or more
children, as compared to about 36 percent of the 30-34 age group.
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However, as can be seen in Figure 2, after the cut, labor force participation increased
among the 35-39 age group relative to the labor force participation of the 30—34 age group,
which contradicts the claim that the effect of the cut should be larger among younger
individuals.

This test was broadened by estimating the difference-in-differences equation in which
the treatment group includes ultra-Orthodox men aged 30—34 (the original reference group)
and the reference group includes men aged 35-39. If the cut in the child allowance had a
strong positive effect on younger individuals, we would expect that the coefficient of the
effect in this difference-in-differences equation will be positive. The estimation results
show that the coefficient of the effect in this equation is negative and not significant (Table
4). This estimation therefore supports the hypothesis that the effect of the cut in the child
allowance is not larger among younger individuals, and it therefore supports the hypothesis
that the estimated positive effect was due to the Tal Law rather than the cut in the child
allowance.

Table 4
Test of the model’s assumption: difference-in-differences estimates of the effect on labor
supply — the 30-34 age group (treatment group) vs. the 35-39 age group (reference group)
in the years 2002 and 2005*

@ 2 3 “4) ®) (6)
Ultra-Orthodox men whose
last educational institution

Ultra-Orthodox according | Ultra-Orthodox according

to narrow definition' to expanded definition’ attended is a yeshiva’
Dependent Labor force Labor force Labor force
variable Employed  participant |Employed  participant |Employed  participant
All individuals
0.023- 0.083- 0.065- -0.117 0.053- 0.078-
(0.077) (0.084) (0.077) (0.080) (0.079) (0.083)
# . 790 790 923 923 673 673
observations

Among native Israelis only

0.157- 0.129- 0.088- 0.160- 0.086- 0.115-

(0.090) (0.096) (0.087) (0.091) (0.091) (0.095)
# . 668 668 763 763 570 570
observations

The standard errors in parentheses are standardized for repeated samples.

' The last educational institution attended by a member of the household in the relevant year is a
yeshiva.

Ultra-Orthodox according to the narrow definition, or where the household is located in one of the
core ultra-Orthodox cities.

Men who reported that the last educational institution they attended is a yeshiva.

The effect variable is the interaction between the variables: “after the law” (2005) multiplied by
aged 30-34.
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Other variables: number of children, age, age squared, years of schooling, married, size of the
city, and dummy variables for the period after the Tal Law went into effect and the 30-34 age
group. The difference-in-differences is defined as the average marginal effect among the 30-34
age group in 2005, standardized using the Central Bureau of Statistics weighing coefficient.

It is possible to further test the effect of the cut in the child allowance by examining the
changes that occurred over time in the labor force participation rate in the various age
groups. The reduction in discounted income from the child allowance that was experienced
by the younger individuals was, as mentioned, higher than that experienced by the older
individuals, since the older individuals benefited from the child allowance prior to the cut
and because the reduction in the size of the child allowance for children born before the cut
was more moderate. Therefore, it can be argued that the effect of the cut on the increase in
labor force participation will be significantly higher among the younger individuals (for
further discussion, see Section 4d).

But if this claim is correct, we would expect that when the members of the younger
group grow older and join the 30-34 age group their labor supply will be higher than that of
the men who were in the 30-34 age group in the period prior to the cut, since it is
unreasonable that the effect of the cut in the child allowance on labor supply was reflected
only in the reduction of the age of entry into the labor force and not in the growth of the
labor supply in every age group. Therefore, it is possible to check this claim by testing the
labor force participation in the 30—34 age group over time. If the positive effect on the labor
force participation rate of the younger individuals is not due to the Tal Law but rather to the
cut in the child allowance, then we would expect that the participation rate of the 30-34 age
group will rise over time.

On the other hand, among men under the age of 30, during the first period after the cut,
the drop in discounted income from the child allowance as a result of the cut is relatively
similar in the various cohorts. Therefore, there is no expectation that over time, the increase
in the participation rate among the 25-29 age group as a result of the cut will be higher than
in the 30-34 age group.’® If the relative increase in labor force participation in the 25-29
age group was not due to the Tal Law but rather the cut in the child allowance, we would
expect that over time the gap in the labor force participation rate between the 30-34 and
25-29 age groups would gradually resume its increase.

However, the data indicate that in every period after the cut the labor supply in the 30—
34 age group did not increase, apart from a sharp increase in 2006. Furthermore, the
difference in the labor force participation rate between the 25-29 age group and the 30-34

36 Almost 70 percent of the men in the 25-29 age group did not benefit from the old child allowance, and
even for those who did it was only for a short time. The cut was felt primarily among families that had three
or more children, since the child allowance for the first and second child was reduced by only NIS 50 per
month. For the third child, the child allowance for children born after the cut was reduced by NIS 50, while
the child allowance for children born before the cut was reduced by NIS 200. For the fourth and subsequent
children the gaps are even larger. The data indicate that in 2002 only 21 percent of the men in the 25-29 age
group had three children, and 11 percent had three children or more (in contrast to the 30-34 age group, in
which 14 percent had three children and 60 percent had more than three).



60 ISRAEL ECONOMIC REVIEW

age group remains constant even in the period of a diminishing gap in discounted income
from the child allowance between the two groups.

The findings therefore indicate that the cut in the child allowance did not have a
significant effect on the labor supply of ultra-Orthodox men, and even when there was a
small effect it was not stronger among the younger men (under the age of 40). This implies
that the cut in the child allowance did not shift the estimated effect of the Tal Law upward.
Nonetheless, the hypothesis cannot be ruled out that the cut in the child allowance served as
a catalyst for the incentive created by the Tal Law, and that due to its influence the Tal Law
worked mainly to lower the age of entry into the labor force among the younger group, but
did not increase the participation rate for the over-30 age group over time (see below).

6. TESTS OF ROBUSTNESS AND THE VALIDITY OF THE MODEL'S ASSUMPTION

a. The estimation of the effect on various groups

In order to test the consistency of the estimation results and to what extent they change with
sociodemographic characteristics, the effect of the Tal Law was estimated among the
following subgroups: married men, men with up to four children, men who are native
Israelis, and men whose last educational institution attended is a yeshiva. Table 5 presents
the average effect for these subgroups. The estimation results for the various subgroups
were found to be consistent and very similar to the results of the regular model, particularly
for the models in which the ultra-Orthodox are identified according to the narrow
definition.
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Table 5

Difference-in-difference estimates (average marginal effect) — effect of the Tal Law on
labor supply for various subgroups among men aged 25-34 in the years 2002 and

2004*
(€3} (2) 3) (4) (©) (6)
Ultra-Orthod: hose last
Ultra-Orthodox by narrow Ultra-Orthodox by ra . © ,OX W 956 .as
. . 2 educational institution is a
defintion expanded definition . 3
yeshiva®
Dependent Employed Lab(?r Aforce Employed Lab(?r -force Employed Lab(?r .force
variable participant participant participant
Regular model (Table 3)
0.125™ 0140 | 012777 014977 | 0108”7 140"
(0.044) (0.048) (0.046) (0.048) (0.040) (0.044)
# observations 1,130 1,130 1,276 1,276 953 953
Married only
0.125" 0.140" 0.110" 0.135" 0.108™ 0.140""
(0.044) (0.048) (0.044) (0.047) (0.040) (0.044)
# observations 1,003 1,003 1,103 1,103 898 898
Among parents with up to 4 children
0.123" 0.137" 0.120" 0.145™ 0.103" 0.128"
(0.051) (0.057) (0.054) (0.056) (0.048) (0.054)
# observations 905 905 1,042 1,042 746 746
Among native Israelis
0.126™ 0.1417 0.1417 0.159™ 0.114" 0.152""
(0.048) (0.053) (0.050) (0.052) (0.045) (0.049)
# observations 953 953 1,062 1,062 807 807

#p<0.1 ** p<0.05 *** p<0.01.

The standard errors in parentheses are standardized for repeated samples.

1

yeshiva.

core ultra-Orthodox cities.

The last educational institution attended by a member of the household in the relevant year is a
Ultra-Orthodox according to the narrow definition, or where the household is located in one of the

Men who reported that the last educational institution they attended is a yeshiva.

Variables: number of children, age, age squared, years of schooling, married, size of the city, and
dummy variables for the period after the law (2005) and for the treatment group (24-29 age
group). The difference-in-differences is defined as the average marginal effect on the treatment
group in 2005 standardized by the Central Bureau of Statistics weighting coefficient.
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b. Estimation of the dynamic model

Table 6 presents the estimation results for the multi-period model, which tests the
difference-in-differences over time before the intervention and afterwards. The dynamic
model presents a series of effect coefficients for each of the years investigated (Equation 4).
The dynamic model is estimated, as mentioned, for the period after the law went into effect
and for the period prior to that. For the period after the law went into effect, we will test the
change in the law's effect over time. In contrast, for the period before the law went into
effect we will test the main assumption that without the intervention the time trend would
be fixed for the treatment group and the reference group.

The law went into effect in February 2003. Therefore, the year 2002 is defined as the
base year in the model and all of the model’s values relate to changes starting from that
year. From an examination of the components of the dynamic model that test the effect
after 2002, it is not possible to unambiguously determine the year in which the Tal Law
first had a positive effect on employment. The data appear to indicate that the law began to
have an effect on employment in 2004, but its main effect was in 2005. In the years 2005—
6, the difference-in-differences that was obtained is not significant in some of the models
(as will be described below), and in 2009 it was low and not significant in all of them
(perhaps due to the economic crisis). In the years 2010-11, which were years of recovery
from the crisis, the difference-in-differences that was obtained is similar to that for the year
2005.

In the years 2006-8, as mentioned, the difference-in-differences was somewhat lower
than in 2005. The difference-in-differences in the rate of employment ranges from 8.4 to
13.6 percentage points and was significant in most of the specifications.” In the case of
labor force participation, in the triple model (which compares the changes between ultra-
Orthodox and non-ultra-Orthodox), the difference was significant during the entire period
(10.2 to 16.7 percentage points), while in the models that include only the ultra-Orthodox,
the results were not significant. This decline might have been due to a specific increase in
labor supply among the 30-34 age group, or due to the weakening of the effect of the Tal
Law. It is possible that at least two factors could have increased labor supply in the 30-34
age group: First, as mentioned in Section 2(1), in June 2004 the condition restricting
eligibility for a stipend for kollel students to individuals with the status of fulltime yeshiva
students continuously from age 31 and onward was cancelled. If this revision had a positive
effect, and if the main effect was felt starting from 2006, it might have led to a smaller
difference-in-differences by means of an increase in the supply of labor in the 30-34 age
group. In any case, even if the cause is a decrease in the effect of the Tal Law, the fact that
the difference-in-differences obtained is significant in most of the years indicates that
overall, its effect is positive, even if less so than in 2005.

37 Apart from 2008 in the model of ultra-Orthodox according to the expanded definition.
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Table 6
The dynamic model — difference-in-differences estimates of the effect on labor supply
for men in the 25-34 age group during the years 1999-2011

Q)] @) 3 4) %) (6)
Ultra-Orthodox by Ultra-Orthodox by . . 3
narrow defintion' expanded definition’ Married Jews (triple model)
Dependent Labor Labor Labor
varri)able Employed  force Employed force Employed force
participant participant participant
1999 0.050 0.029 0.082 0.075 0.058 0.083
(0.052) (0.061) (0.056) (0.061) (0.059) (0.063)
2000 0.074 0.045 0.069 0.056 0.007 0.016
(0.057) (0.065) (0.060) (0.065) (0.077) (0.080)
2001 0.019 -0.023 0.016 -0.008 0.012 0.005
(0.049) (0.055) (0.051) (0.054) (0.060) (0.063)
2003 0.008 0.009 -0.001 0.003 0.019 0.040
(0.046) (0.050) (0.047) (0.050) (0.050) (0.052)
2004 0.114™ 0.086 0.123™ 0.1117 0.085 0.078
(0.043) (0.053) (0.046) (0.053) (0.054) (0.061)
2005 0.125"  0.128" 0.127° 0.138" 0.115" 0.1417
(0.044) (0.050) (0.046) (0.049) (0.048) (0.051)
2006 0.101" 0.071 0.084" 0.064 0.088" 0.102"
(0.049) (0.056) (0.050) (0.055) (0.052) (0.055)
2007 0.100" 0.066 0.088" 0.069 0.103" 0.119”
(0.047) (0.054) (0.048) (0.053) (0.044) (0.047)
2008 0.103" 0.075 0.084 0.070 0.096 0.125"
(0.052) (0.057) (0.056) (0.057) (0.050) (0.046)
2009 0.067 0.048 0.049 0.044 0.001 0.027
(0.049) (0.055) (0.049) (0.053) (0.061) (0.062)
2010 0.142" 0.144" 0.136™ 0.159" 0.096 0.145"
(0.051) (0.058) (0.051) (0.055) (0.064) (0.063)
2011 0.121" 0.118" 0.096" 0.112" 0.1217 0.1677"
(0.054) (0.059) (0.054) (0.056) (0.057) (0.055)
# . 7,567 7,567 8,253 8,253 40,441 40,441
observations

*p<0.1 ** p<0.05 *** p<0.01
The standard errors in parentheses are standardized for repeated samples.
The last educational institution attended by a member of the household in the relevant year
is a yeshiva.
Ultra-Orthodox according to the narrow definition, or where the household is located in one
of the core ultra-Orthodox cities.
Married Jewish men.
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Variables: number of children, age, age squared, years of schooling, married, size of the city,
and dummy variables for each of the years and the treatment group (25-29 age group). In the
triple model, years of schooling and the following dummy variables were added: ultra-
Orthodox (expanded definition), year multiplied by treatment group, ultra-Orthodox multiplied
by treatment group, year multiplied by ultra-Orthodox. The difference-in-differences is defined
as the average marginal effect among the treatment group in a given year, which is
standardized using the Central Bureau of Statistics weighting coefficient.

In the dynamic model, the coefficients of the effect for the period prior to the
intervention are of central importance. According to the assumptions of the model, we
should observe that the coefficients of the effect are not significant during the years prior to
the intervention. Therefore, it is possible to use them to test the assumption that in the
absence of the intervention the changes in the characteristics of employment in the
reference group and the treatment group would be similar. According to the results,
although the estimated coefficients indicate a positive gap until 2003, they are not
significant, which validates the model’s assumptions.

c. Estimation of a placebo model

The main assumption required in a difference-in-differences model is that in the absence of
an intervention, the changes over time in the treatment group and in the reference group are
identical. In other words, if the Tal Law had not been implemented, the differences over
time in employment characteristics between the treatment group and the reference group
would have remained fixed. This assumption cannot be verified with certainty.
Nonetheless, this section will strengthen the assumption of the model by examining the
changes in labor supply in the years before the law went into effect.

The assumption of the model is, as mentioned, that without the intervention the
treatment and reference groups behave similarly. Another way of testing the assumption of
the model is to estimate the regular difference-in-differences model for the periods in which
there was no intervention (dummy periods). According to the assumption of the model, we
expect that the changes in labor supply in the treatment group and in the reference group in
these periods will be similar. To this end, the difference-in-differences equation was
estimated for a series of 11 different periods. The treatment group, the reference group and
the time between the base year and the year of the effect were defined as in the main
estimation: the treatment group is the 25-29 age group, the reference group is the 30-34
age group and a window of three years between the base year and the effect year was
tested. The period for which the difference-in-differences equation was estimated begins in
2001 with the comparison to 1998, continues with the comparison of 2005 to 2002 (the
period being studied), and ends with the comparison of 2011 to 2008. The equations
estimated the probability of being employed and the probability of participating in the labor
force, while using the narrow definition for identifying the ultra-Orthodox. The estimate
results, which are presented in Figure 3, are similar to those of the dynamic model. The
difference-in-differences is in the vicinity of zero for the following comparisons: 2001 to
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1998, 2002 to 1999 and 2003 to 2000. As in the dynamic model, the break point in the time
trend occurred in 2004. These results strengthen the assumption that without the
intervention the treatment group and the reference group would have behaved similarly.

Figure 3
Placebo Model: Estimated Difference-in-Differences for 11 Different Periods in

3 Different Time Windows
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A repeat estimation of the difference-in-differences equations for a number of periods. The treatment group
(Aged 25-29) and the comparison group (aged 30-34) are fixed for all periods. The Figure presents the average
effect and the reference space for equivalized errors for repeat samples. The variables: number of children,
age, age squared, years of schooling, married, size of locality, residential area, and dummy variables for the
treatment group and for the last year in the estimation. The difference-in-differences is defined as the average
marginal effect among the treatment group in the last year, which is equivalized by the Central Bureau of
Statistics weighting coefficient.

The estimation includes ultra-Orthodox Jews by the narrow definition (the last educational institution in which
one of the household members in the relevant year studied is a yeshiva).

These models were also estimated for time windows of four and five years. Up to 2004,
the difference-in-differences in these models is in the vicinity of zero, while in the year
2005 compared to 2001 and 2006 compared to 2002 the difference-in-differences is
statistically significant and is about 10 percentage points. Similar results were obtained in
the comparison of 2007 to 2002 and 2008 to 2003. These findings raise the possibility that
the definition of the time window may be affecting the results, such that the estimated
effect in the basic model may be somewhat higher than it really is (14 percentage points as
opposed to 10 percentage points). In any case, it is possible to explain the relatively small
effect in the models with large time windows and the downward bias caused by the reform
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that allowed individuals aged 31 and older to leave the kollel without losing their future
eligibility for support (Section 2b(1)). This reform went into effect in August 2004, as
mentioned, and it is possible that it had a positive effect in the years 2006 and 2007.

7. CONCLUSIONS AND DISCUSSION

The study tested, for the first time, the effect of the Tal Law on the participation of ultra-
Orthodox men of draft age in the labor force. The findings indicate that the Tal Law had a
large positive effect on the labor supply of ultra-Orthodox men aged 25-29. The probability
of being employed and participating in the labor force increased among this group by 10—
15 percentage points relative to ultra-Orthodox men aged 30-34, who were almost
unaffected by the law.

The data indicate that this relative increase in employment in the 25-29 age group is
maintained to a large extent during the years after the Tal Law went into effect (tested up to
2011). In all those years, there was no major change in labor supply in either the 25-29 age
group or in the 30-34 age group. The results imply that the Tal Law had a permanent effect
on lowering the age of entry into the labor force and that it had no effect on the
employment of men aged 30 or older, including those who were affected by the law when
they were younger.

The study empirically tested the counterclaim that the increase in labor force
participation among men aged 25-29 was not a result of the Tal Law but rather of the cut in
the child allowance. According to the results, if the cut in the child allowance had an effect,
then it was small and was not larger among younger men (under the age of 40). These
results strengthen the claim that the cut in the child allowance did not upwardly bias the
estimated effect of the Tal Law. However, it is not possible to rule out the possibility that
the cut in the child allowance served as a catalyst for the incentive created by the Tal Law,
and that due to it, the response to the Tal Law was relatively rapid.

The Tal Law enabled ultra-Orthodox men, for the first time, to report that they are
working without being drafted. Therefore, one cannot rule out the assumption that the
increase in the indices of labor force participation and employment that was recorded as a
result of the Tal Law was in fact due to the increase in the rate of employment in reported
work, which, without the Tal Law, would not have been declared in the Central Bureau of
Statistics surveys. In any case, the very fact that employment is being reported—if it is
accompanied by reporting to the tax authorities—is important (for instance, through Income
Tax and National Insurance revenues and pension savings).

The findings support the claim that the removal of negative incentives may encourage
ultra-Orthodox men to join the labor force and can therefore contribute to the formulation
of policy for the integration of ultra-Orthodox men in the labor force. These negative
incentives include the requirement to give up income from labor in exchange for a deferral
of military service, which is analogous to a tax on labor income, and an array of stipends
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and benefits (such as stipends for kollel students and discounts that do not require any
exploitation of earning power), which are conditioned on a lack or low level of labor
income and also act like a tax.

This research did not examine the effects of the various components of the Tal Law on
labor supply. Furthermore, the question of the effect of the Tal Law on the average period
of studies in a yeshiva was not examined. The findings suggest that the effect of the Tal
Law on labor force participation was summed up in the reduction of the age of entry into
the labor force, but this issue requires a more in-depth analysis.



68 ISRAEL ECONOMIC REVIEW

Appendix

Figure A1
Labor Force Participation Rate for the 25-29 and 30-34 Age Groups
(Ultra-Orthodox, broad definition)
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Figure A2

Labor Force Participation Rate for the 30-34 and 35-39 Age Groups
(Ultra-Orthodox, broad definition)
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Subjects are defined as ultra-Orthodox under the expanded definition if the last educational institution
attended by a member of the household during the relevant year is a yeshiva, or if the household is located
in one of the core ultra-Orthodox cities. Treatment group: ultra-Orthodox men aged 25-29 who were
affected by the Tal Law. Reference group: ultra-Orthodox men aged 30-34 who were virtually unaffected
by the Tal Law. The lack of continuity in the data for 1998: In 1998, the methods of sampling and
extrapolation were changed.

Source: Calculated from Labor Force Survey data. The observations were weighted according to the
Central Bureau of Statistics weighting coefficients.
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