
The mirage of home and car

Car and housingpricesare sky-highinIsraelYet ithas no viablealternativeto

home and car ownershipintheformofcheaprent or ejficientpublictransportation
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inglydistant for the average

Israeli without one. More

than mere economic deci-

sion, home ownership is

compulsion hard-wired into

the Israeli DNA. It givesus

sense of securityand peace

of mind. To achieve it,we are

willingto accept the bank as

our constant companion for

the next 30 years.

The fact that double-digit
inflation has recentlyhit Is-

raelireal estate pricesmeans

that buying home has be-

come even harder, perhaps

impossible.Accordingto the

Central Bureau of Statistics,

housingcosts are the Israeli

household's largestmonthly

expense: NIS .002,3In ,0102

the average apartment cost

justover NIS million, ac-

cordingto Housing Ministry
data, but this includes low-

pricedhousingin peripheral
areas of the country.Anyone

looking for place in the

bustlingcenter of the coun-

try would be thrilled to cut

check for NIS million if

somethingsatisfactorycould

be found at that price.
The ministry'ssummary

reportfor 2010 said that while

the average-pricedhome in

2007 and 2008 cost the equiva-
lent of 105 average monthly
salaries,in2010 thisjumped to

129 average monthlysalaries

studypublishedin 2010

by the BDO Ziv Haft consult-

ing group showed that the

situation in Israelis extreme

compared to most other coun-

tries: Whereas in Israel, an

average-priced home was

equivalentto 114 average

monthly salaries at the time

of the study,the correspond-

ing figureselsewhere were

90 in France, 71 in Britain,

60 in the United States, 54 in

Germany, 42 in Switzerland,

and paltry30 in Sweden.

Israel'spriceyreal estate

can easilybe explainedas

case of supplyand demand:

This is small country with

very littleland and great de-

mand. Another reason is its

dreadful transportationnet-

work, which discouragesIs-

raelis from commuting any

distance, but this is also

cultural matter: As opposed
to Israelis, Americans, for

instance, think nothingof

dailyhour-and-a-half com-

mute by car or train and are

likelierto settle for cheaper
homes in the far reaches of

suburbia. The U.S. is also

much more transient society
with less longingto live close

to family,so folksthere aren't

as determined to livein spe-

cificlocality.
The highdemand for prop-

erty in Israel is also due to

social convention that itis

parent'sdutyto assist grown

children in acquiringtheir

first home. Long-term ten-

ancy hasn't become norm

and rental housingprojects

hardlyexist, so Israelis usu-

allyhave littlechoice but to

turn to home ownership.In

countries likethe U.S., in con-

trast, rentingis an accepted
and established alternative.

Where rentals are available

in Israel,usuallyforprivately-
owned apartments, the cost

isn'thighinnominal terms. But

in terms of per capitagross do-

mestic product,ithitsthe top

of the worldwide charts. And

many think that rental charg

es will soon go even higherto

more fullyreflectrisingprop-

ertycosts.

Here are few examplesof

monthlyrental pricesaround

the world: two-bedroom

apartment in LittleRock, Ar-

kansas or Portland, Oregon

costs about ;058$in Man-

hattan, the same can easily
cost ;000,3$in London, 000,2

pounds (about ;)002,3$and in

Paris, 000,2euros .)008,2$(
In Tel Aviv, the average

monthly rent for two-bed-

room apartment is NIS 000,5

about .004,1$In lesscentral-

ly-locatedHadera, itwould be

NIS 004,2month, or roughly

.066$In typicalsuburb of

Sydney,Australia, the price
for two-bedroom unit might
reach 000,2$month, but

Australia's per capitaGDP is

double that of Israel.

Double the U.S.price

quick scan of new car

prices in the U.S., Europe
and Israel is enough to show

that here, too, we pay more,

much more. In Israel, fam-

ilycar isdouble the cost of an

equivalent-sizedcompact in

the U.S., notwithstandingthe

average Israeli salarybeing
one-third lower. For Ameri-

cans, itis much easier to buy
car, and much cheaper to

maintain it,too.

Consider the popularMazda

with 6.1literengine:An Is-

raeliwillspendNIS 000,021at

the showroom, while itssticker

priceinthe U.S.,with 0.2liter

engine,is 008,51$about NIS

.000,65Drivers inFrance, Ger-

many and Britain willpay the

equivalentofNIS 000,49to NIS

000,69for the same car, and in

Australia itspriceisabout NIS

.000,68The VolkswagenGolf,

previouslydubbed the Rabbit

in North America, costs NIS

000,041in Israel,but onlyNIS

000,27inthe U.S.,NIS 000,09in

Australia, and NIS 000,001to

NIS 000,801inEurope.

Factoringinincome and per

capitaGDP the comparative

figuresbecome starker yet:

Average paychecks are con-

siderablyhigherin the U.S.,

Britain,France and Australia

than inIsrael.To illustratethis,

itwould cost an Israeli14 aver-

age monthly salaries to pur-

chase Mazda .3But accord-

ingto BDO Ziv Haft data,only
four months of the average

salaryare sufficientto buy the

same car inthe U.S.,reflecting
both higherwages and lower

car prices.In Western Europe,

Mazda costs about six aver-

age salaries.

Are we paying an exorbi-

tant amount at the gas pump

too? When the public out-

cry againstrisinggasoline

pricesbegan in February,
the Finance Ministryquickly

whipped out comparative

pricechart to show that Is-

raelis aren't being gouged

any more than the rest of the

world: In comparing the cost

of 95-octane gas, itturns out

that drivers pay more per li-

ter in 13 out of 27 countries.

Whereas in Israel,the priceat

the time was 14.1euros (ithas

since gone up),the pricewas

07.1euros in Norway, 84.1

euros in France and Finland,

and 74.1euros in Germany,

Britain and Sweden.

In the other 14 countries

it was cheaper,particularly
in Eastern Europe: literof

gas cost less than 02.1euros

in Bulgaria,Latvia, Estonia

and Poland. In the U.S., which

didn'tappear on the list,gaso-

line pricesare much lower:

approximately 07.0euros )1$(

per liter.So besides their cars

being less expensive,so is

their gas.

Thus Israeliscomfortably
located rightin the middle of

the chart for gasolineprices.
But this comparison is mis-

leading,because itlistsnomi-

nal prices,while average

wages in Europe are higher
than in Israel.Europeans also

have an alternative mode of

travel efficientpublictrans-

portation.Iftheyfeellikepol-

luting and pavine less thev

can leave the car at home. But

in Israel,there isno effective

alternative, so the demand

for privatetransportationis

fairlyinelastic.

Why are cars inIsrael

so &%*@A# expensive?

Automobile pricesin Israel

are among the highestin the

world. Except for Singapore
and Denmark, the sticker

priceon any model in Israelis

sharplyhigherthan anywhere
else in the world. What Israel,

Singaporeand Denmark have

in common is steeppurchase
taxes on privatevehicles aris-

ingfrom similar consider-

ation:too small an area to ac-

commodate masses of cars.

But as opposedto Israeland

its dearth of appropriateal-

ternatives to privatecar use,

Singaporeand Denmark have

well-developedand efficient

publictransportsystems.
In Israel, every new car

getsslappedwith basic %38

purchasetax, slightlyless if

the vehicle is considered en-

vironmentallyfriendly.Add-

ed to that is %7 in customs

duties for importsfrom Ja-

pan and South Korea. Value-

added tax, at ,%61needs to

be paidon the entire amount

as well,bringingthe totaltax

rate on the purchaseas high
as .%021

The originalreason for the

hightaxation,whichdatesfrom
the earlydaysof the state, was

that car was deemed luxury
item and therefore easier to

tax. Afterward, itwas claimed

that the tax was meant to pre-

vent overcrowdingon Israel's

meager road system. The Is-

rael Tax Authorityhas now fi-

nallybegunadmittingthat the

income the state derives from

direct taxes on vehicles istoo

substantial to sacrifice. In

,0102the treasury raised NIS

billionthroughthese taxes,

%6.8of alldirect taxation in-

come.

There's more to this story

The largestnew car buyers
in the country are the leasing

companies,which enjoy %51

to %02discounts,ifnot more.

To maintain thisdiscount mar

ginand at the same time main

tainhighpricesinthe used car

market, where the companies
earn additional income, con

sumer pricesare inflatedeven

further. Prices in Israel for

familycars are nearlyalliden

tical between NIS 000,811

and NIS .000,021Ifthere isany

competition,itdoesn'tapplyto

individual car buyers,but only
to the leasingcompanies.

It would be some consola

tion if vehicle usage costs

were low, but this isn't the

case. There is NIS 09.2tax

on every liter of gasoline,
and this too comes with

VAT surcharge.Surprisingly,
however, fuel pricesin Israel

aren't highcompared to Eu

rope: They are lower than in

Holland, Norway and Britain,

though higherthan in Spain
and eastern Europe.

Gasoline taxes generateNIS

7.21billion year for the trea

sury. Like with cars, demand

for gasolineis considered

rigid.Lacking viable alterna

tive in the form of convenient

and efficientpublictranspor
tation,the publicis forced to

grititsteeth and continue pay

ingthroughthe nose.

The Finance Ministryhas

begun consideringchanges
in taxation for the automo

tive industry.The idea is to

reduce purchase taxes and

raise taxes on usage, such as

fuel taxes and licensingfees.

Under the proposal,taxes

would be based on the car's

contribution to environmen

tal damage and road conges

tion.This approachholds that

there isno need to tax vehicle

ownership,as the purchase
tax does, onlyvehicle usage.

Itishard to believe that the

tax burden on drivers willbe

lighterfollowingthe reform.

But at least itwill be distrib

uted more fairly


