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|srael, Promised Land of ...

Director of Economic Affairs Israel economic and

new technNology e sedinsiins

In its 63 years of existence, despite the
hostile environment surrounding its borders,
Israel had managed to develop a stable
economy. The core of the Israeli industry is
its innovation and creativity. Whether it is in
agriculture, health, military telecommunications
or any other industry, Israel has a production
model based on knowledge, innovation and
technology at all stages of the chain value.
Israel’ s GDP growth this year was 4.5% and
the unemployment rate will not reach 6%, the
technical unemployment threshold.
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There are several reasons for the success
of the Israeli industry. One might say that the
basic for it is in the Jewish education, which
encourages students to challenge the Rabi.
Unlike the Confucian societies where a good
student is a one that obey his mentor, according
to the Jewish education doctrine, a good student
should not always take things for granted and
challenge his mentor.

Others believe that it is the Israeli
behavior that enables its entrepreneurs to
keep on inventing the next big thing. The
Israeli straightforwardness in helps Israeli
businessman to remove any obstacle that

is standing between them and their goals.
That is often called “Chutzpah” which is
audacity for good or bad. The Jewish scholar
Leo Rosten’ s description for “Chutzpah”
might shed some light on the broad meaning
of the word and how it is eventually help
Israeli entrepreneurs. According to Rosten,
Chutzpah” is “gall, brazen nerve, effrontery,
incredible ‘guts’ , presumption plus
arrogance such as no other word and no other
language can do justiceto” .
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But the most prominent factor in the
success of Israel’ s 1T industry is the fact that
Israel geographic and geo-political situation
forced it to be innovative. Due to the fact that
60% of Israel’ s landscape is a desert, Israeli
agriculture is one of the most advanced in the
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world. It is important to take into consideration
that unlike the Chinese, the Jews traditionally
were not peasants, and the Jewish Diaspora
was never part of the agriculture sector in
their home countries. Only after arriving to
the state of Israel with the growing need to
face the difficulties of the agriculture in a
desert climate, Israelis managed to develop its
hi-tech agriculture. The lack of water in Israel,
led Israel to look for solutions, resulting in
such technologies as water dripping and water
desalination.

Another case of innovation coming from
a no choice situation can be seen in the Israeli
military. Along the world history, it is hard to
name great Jewish general. However, out of
the difficulties of facing a hostile environment
and living in a constant security threat, the
Israeli military industry is keep on reinventing
itself and lead the world military technology.
It was after 1967 war, after the French weapon
embargo on Israel that Israel military industry
started to develop local weapon industry,
in order to decrease its dependent on other
countries.
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Israel’ s successful track record of
market-creating, profit-driving innovations
includes:

M-Systems were the first to offer Disk-on-
Key and Disk-on-Chip flash memory products,
and changed the way people store and handle
information.

The Philips Brilliance CT Scanner,
developed in Israel, takes a comprehensive
picture of a patient in seconds instead of
minutes, in the emergency room where every
second counts.
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IP Telephony was invented by the two
Israelis who founded VVocal Tec.

ZIP compression technology was
developed by two professors at the Technion,
Israel's Institute of Technology.

Given Imaging developed the first
ingestible video camera to view the small
intestine from the inside, and help doctors
diagnose cancer and digestive disorders.

The technology for the AOL Instant
Messenger 1CQ was developed in 1996 by four
young lsraglis.

Comverse invented voice-mail.

Revolutionizing present day agriculture
techniques, Netafim developed modern drip-
irrigation technology and Israeli companies
continue to lead this field with innovative
breakthroughs.
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The Promised Land of new
technologies

Israel claims an economic model based
on R&D and technology in all stages of the
chain value. It is completing an improvement
on fiscal incentives that will exceed the best
available in Europe. The Isrageli government is
encouraging investments through the Office
of the Chief Scientist (OCS) of the Ministry
of Industry and Trade. It is responsible for
implementing the government policy of
encouraging and supporting industrial research
and development in Israel. The OCS provides
a variety of support programs that operate on
a yearly budget of about $400 million. These
programs have helped make Israel a major
center of hi-tech entrepreneurship. Israel is
consolidating its economic model based on
knowledge.

With the world's highest percentage
of engineers and scientists, Israel's greatest
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natural resource is its skilled workforce. Highly
motivated, resourceful and independent, they
enable Israel to stay ahead of the competition.
Israel’ s workforce is particularly competitive
because of the informal but effective get-down-
to-business culture, exceptional ingenuity
and entrepreneurial spirit. The combination
of culture, skill and initiative creates a
flexible, working system that allows for great
adaptability while producing breakthrough
technologies and quick time-to-market
solutions.
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The State of Israel encourages local
and foreign investment by offering grants
of up to 24 percent of tangible fixed assets,
reduced tax rates, tax exemptions and other
tax related benefits through the Law for the
Encouragement of Capital Investments. The
Law for the Encouragement of Industrial R& D
offers conditional grants of up to 50 percent
of approved programs. Israel offers one of the




L EBCRERT)

world's most advanced infrastructure and the
services required to conduct business efficiently
and effectively. Israel boasts a sophisticated
communications system; reliable energy
infrastructure; well-developed transportation
system with modern international gateways;
protection of trademarks, patents, and other
intellectual property; a highly developed and
transparent financial system and a legal system
based on common and corporate law.
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Israel’ s Exceptional Workforce

Israel enjoys one of the most highly
educated, entrepreneurial and multi-cultural
workforces in the world. It is no wonder that so
many profitable innovations come from Israel,
which boasts one of the highest number of
patent filings per capita. Israel enjoys one of the
highest ratios worldwide of skilled engineers
in the workforce, according to the 2008 WEF
Global Competitiveness Yearbook.
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Highly Educated & Trained Professionals

Made up of 135 scientists for every
100,000 workers, the highest proportion in the
world, Israel leads the world in the quality of its
work force. Israeli scientists are educated both
at Israel’ s own excellent institutions of higher
education, and abroad, at some of the world’
S top universities. The quality of Israel's own
scientific research institutions is ranked 3rd in
the world by the WEF (2008). Further evidence
of the excellence of Israel’ s scientific
institutions is provided by the number of Nobel
Laureates. Mathematician Robert J. Aumann
received the 2005 Nobel Prize in Economics
for explaining conflict and cooperation by
means of game theory. In 2004 the Nobel Prize
for chemistry was awarded to Professor Aaron
Ciechanover and Professor Avraham Hershko,
both from the Israel Institute of Technology in
Haifa (Technion) for the discovery of ubiquitin-
mediated protein degradation. In 2009 another
Israeli scientists, Prof. Ada Yonath, won the
Nobel Prize for chemistry and was the first
Israeli woman to win Nobel Prize.
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Entrepreneurial Spirit

Israel is noted for its entrepreneurial
spirit, enabling it to quickly transform start-
up companies into profitable and competitive
companies. This is evident by the fact that
Israel has the largest number of NASDAQ
listed companies outside the United States
and an increasing number of companies listed
on the LSE. Apart from Silicon Valley, the
highest concentration of high-tech companies
in the world is found in Israel, with 4,000
businesses. The successful start-up community
is supported by the world's 2nd largest venture
capital market, as ranked by the IMD Word
Competitiveness Report 2007-2008.
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This spirit extends not only to running
independent businesses, but also to patent
registration. Israel is ranked 5th in the world
for number of utility patents per capita by the
WEF (2008) and leads the world in patents for
medical equipment. In 2006 the OECD ranked
Israel as 6th globally for patents per GDP,
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with 2.3 patents for every billion dollars. This
is, in part, due to Israel's government policy
which encourages the transfer of knowledge
form academia to industry. In fact the WEF,
ranked Israel 6th in the world for its research
collaboration between university and industry.
This close collaboration has successfully
converted research into successful, profitable
businesses.
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Multi-Lingual

Israel's highly educated populace comes
from over 100 countries across five continents.
This results in a multi-lingual and multi-
cultural by definition. In addition to Hebrew
and Arabic, Israel’ s two official languages,
many lIsraelis are fluent in English, as well
as other languages such as Chinese, French,
German, Italian, Russian, Spanish and many
more. The World Business/INSEAD Global
Innovative Index for 2007 noted that "Israel . . .
has a sparkling economic story to tell in human
capacity and technological sophistication .
. . Successive governments have invested
heavily in education — reinforced by large-scale
immigration — to build human capital ."
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The industrial development
model

Having selected a production model based
on innovation and technology, Israel maintains
a set of schemes and tools that converge
towards it. In the beginning, at university, there
are entities such as Yissum, a company linked
to the Hebrew University in Jerusalem. "From
the outset, the Government was aware of the
commercia potential of University to society"
Renee explains Ben-lsrael, Vice President
of Intellectual Property in this company
‘financially independent '. With one thousand
researchers -this center has won half a dozen
Nobel prizes, including that of Albert Einstein,
and 18 Wolff awards- and 3,500 projects
under way, Ben-lsrael says that "only 2-3% of
research with a license succeed in the world ",
a percentage that Yissum exceeds. At the end
of the day this center has produced biotech and
life sciences devices and companies as well
as other technologies that generate 2 billion
dollars annually in sales. At the other end
of the value chain we have the five business
parks that concentrate sometimes in the
periphery to contribute to economic and social
development of region where the activity is
located. There are 75 companies in these parks,
which generate a turnover of $ 700 million and
employ 3,500 people.

In contrast, it appears that the Israeli

economy does not need a major reform and is
not going through difficult times.
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With 60% of its territory being a desert,
without major natural resources, and with
the sword of Damocles of terrorism always
hanging over the population’ s head, the
country has managed to strike in six decades
an economic model adjusted to two first-rate
assets: knowledge and a talent for trade. Thus,
according to last competitiveness report from
the International Institute for Management
Development (IMD) published in 2010, Israel
is the world's biggest spender on R & D -4.7%
of GDP this year and also the best in the
world in terms of qualified labor. According
to the report, it ranks second worldwide for
entrepreneurship of executives and for the
flexibility and adaptability of its population,
and third in terms of investment capacity
through its many venture capital funds.
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At the macroeconomic level, the situation
of Israel would be considered privileged by
almost any country worldwide, with a GDP
that grow last year 4.5% and unemployment
at the end of 2010 under 6%, i.e. under the
threshold of technical unemployment. Much
of the public finances balance is due to Stanley
Fischer, Governor of the Bank of Israel and
a popular idol despite being an economist.
He was born in Rhodesia (Zambia) 67 years
ago, is a former professor of Ben Bernanke,
Governor of the U.S. Federal Reserve, as well
as aformer director at IMF, the World Bank and
Citi. He settled in Israel recently for the first
time in a stable manner, where he is in charge
of the issuing institute since 2005. Regarding
Israel, Fischer is concerned by three issues: the
price of housing, that has grown 40% in two
years, when it had been in decline during the
last decade, the strength of the local currency,
the shekel, in the context of the international
currency war, a key issue considering that about
45% of GDP country thrives on exports, 70%,
bound for U.S. and Europe, and especially
by the fact that "the quality of education is
declining". Determined, as nearly everybody
else, to get the 10% of the population which is
Jewish orthodox to begin training and working,
at present almost 100% of this population lives
on subsidies and is dedicated to the study of the
Holy Scriptures, he believes that managing the
economy in this country “is difficult because
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you have to handle cultural elements’ and
estimates that "with peace, we could grow at 6
or 7% annually".
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Either way, Israel, which at the beginning
of last century was based on agriculture and
livestock is now the 23rd economy of the
world by size, the 8th in innovation according
to The Economist Intelligence Unit and its
exports include, apart from the traditional
citrus and vegetables, many of the goods and
services leading the vanguard of economic
progress, among others, communications,
software, medicine and health sciences,
agricultural technology and renewable energy.
Israel's technological muscle is overwhelming.
Thus, leading worldwide companies in their
respective sectors are well established in
this country: Microsoft and Cisco created in
Israel their first R & D centers outside the

12 EBEREHTCBIRRHEENR - ASyracuseB TanERBEE R EMMAEMU—REEBHOET - LFEISE » RREREATX
# ZRSIRRBUTES « LIRER - DiMEEMEEREH < RRIETMITERIRIE




T EBCRERT)

United States, IBM made its first capital risk
purchase in Israel, Motorola has its world's
largest development center; Google already
has two R & D centers, Intel produces and
researches and employs 7,000 Israelis and so
on and so forth to the 350 companies whose
R & D employs 35,000 people. These are
examples of the results obtained both from
the R & D promotion policy as well as from
the framework of incentives of all kinds to
attract foreign investment chiseled for years.
There will be more. According to Rachel Roei-
Rothler, Director of the Investment Promotion
Center, the department in charge of attracting
foreign investment at the Israeli Ministry of
Industry, Trade and Labor, "the IT is a world
leader in spending on R& D and professional
qualification IT hosts R&D centers of 350
foreign companies IT is finalizing a tax
reduction on profits, down to 129" .
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Parliament intends to complete by the end
of this year atax reduction on profits from 24%
to 12% for the Tel Aviv region, and down to 8%
in peripheral areas; optionally, there is a grant
up to 25% of salaries of employees involved
in R&D for four years” . These levels of tax
rebates can no longer be found, in virtually any
country in European Union.
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Some employers interviewed during the
visit acknowledge that there are countries
that do not buy products from |Israel because
they are at odds with its policy regarding
Palestine. But that is another matter. Aware to
this problem, Israeli decision makers often say,
"One should not mix business with politics.”
Moreover, as Moshe Goldberg, from the
Marketing Department at Iscar, a subsidiary of
IMC, an industrial conglomerate of which the
American investor Warren Buffett bought 80%
for USS 4 billion in 2006, "we Jews produce
more and better under pressure.”

I would like to conclude with a quote of
Yossi Vardi, one of the founding fathers of the
Israeli Hi-Tech industry; “the Israeli secret
ingredient is the Jewish mother that tells her
son: ‘after al we’ ve done for you asking for

’

aNoble prize is not too much of atrouble’
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Main Figures

2006 2007 2008 2009 2010

GDP ~ BIR*%EEZ (LIERIERSTHEEN - HEsrc)| 144.0| 164.0| 191.8| 193.1| 201.8
Real GDP Growth . EEGDPAE (%) 5.2% 5.4% 4.0% 0.7% 4.5%
PER CAPITA INCOME ($) .~ I8 ABRERRE ($) 24.271| 27.395| 28.473| 28.160| 28.800
PER CAPITA INCOME GROWTH .~ AIFTEMRE 3.3% 3.5% 2.1%| -1.1% 2.3%
EXPORTS (M $) [ (8Efil : BH&=7T) 62.6 72 80.4| 70.35 81.9
IMPORTS (M $) [ (B8 : BE=®3=7T) 62.2 74.0 84.1 72.3 84,8
UNEMPLOYMENT RATE ~ 2533 8.4% 7.3% 6.1% 7.6% 7.2%

R US| TERIRERERIL : LAeSISRITEIINED

The last major operations

Investments ($ m)

Buyer Amount Sector Companies Date
HP =X 4500 |ICT BFUEERR Mercury July 2006
B. HATHAWAY E5eE2 4000 (=B Metal ISCAR FHI+~ May 2006
SANDISK CORP. ¥ 1550 |£zflf Technology M-system X ZE R4 |July 2006
SUN PHARMA EIEKEBEe2E 454 |E&ZE Pharmaceutical |Taro May 2007
J&J &% 438 |4%AnklE2 Life Sciences|Omrix November 2008
SIMENS PEF§= 418 |BEJR Energy Solel October 2009
MEDTRONIC =370 325 |E&fE Medicine Ventor February 2009
3M 230 |ZES Electronics Attenti Aug 2010
IBM 225 |#REE Software Guardium December 2009
TELEFONICA 02 UK X[ 02 UK o Jajah
(02 UKBRER AT EEADRE| 207 |BiT Technology ) December 2009
FRTELEFONICA) Technologies
ROCHE HOLDINGS F&LCIER 160 |[E§Z Medicine Medingo Apr 2010

Source: Ministry of Finance
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