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Abstract

The output of the construction industry (OCI) was about 12% of total output
of the domestic business sector (DBS). This proportion has been declining since 1973,
but this does not reflect a slowing down in the construction industry (CI). The average
growth rate of the OCI is 2.3% while the average growth rate of the DBS is 5.1%.
One of the properties of the CI is business cycles. However, in this paper we examine
the long-run trends. The CI is dynamic; its product is affected by exogenous variables
like migration and immigrant absorption, but responses of the industry variables take
about 1.5-2 years, which is the exact average time it takes to build an apartment in
Israel.
The findings of this paper are as follows: (a) Increasing the number of Israeli workers
by 1% raises construction output by 0.63%, while increasing the number of
non-Israeli workers raises it by 0.28%. (b) The effect of capital on the production
process in the CI is not significant, explaining why CI is labor rich and capital poor.
(c) Total factor productivity (TFP) hasn’t changed, on average, since 1970. There was
no investment in human capital in the CI, while immigrant absorption must have
pushed the TFP up, consequently we conclude that there was technological regression
in the CI of about 0.75% per year.



