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Religious and Secular Jews in Israel: A Kulturkampf?
By Prof. Aviezer Ravitzky (2000)

State, Law, and Halakhah: Part One — Civil Leadership
as Halakhic Authority
By Prof. Yedidia Z. Stern (2001)
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By Prof. Mordechai Kremnitzer and Khalid Ghanayim (2002)

State, Law, and Halakhah: Part Two — Facing Painful
Choices: Law and Halakhah in Israeli Society
By Prof. Yedidia Z. Stern (2003)

The Political and Social Ramifications of Evacuating
Settlements in Judea, Samaria and the Gaza Strip
By Yair Sheleg (2004)

State, Law, and Halakhah: Part Three — Religion and
State: The Role of Halakhah
By Prof. Yedidia Z. Stern (2004)
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consumers of research and development (by direct
investment and by the acquisition of local companies).
When assisting research and development, the research and
development of new products manufactured by Israeli
companies should be preferred over research and
development that advances the sale of technologies (or
companies) to multinational companies, since research and
development carried out in local companies contributes more
to the development of the economy.

Incentives for encouraging successfully launched Israeli
companies to remain in Israel must be examined, by means
of benefits when selling to Israeli corporations and when
issuing public shares in Israel.

The Importance of Higher Education in Israel
In order to maintain Israel’s technological status, the

infrastructure of science and technology currently carried out
in the research universities must be strengthened. Today, after
extensive budget cuts in research at universities, financial

support systems that aim towards ensuring Israel’s position in
the forefront of world research in a variety of fields must be re-

considered.

Among other factors, significantly increasing government

subsidized research is necessary, along with moderating the
salaries of those involved in the field and in tuition.



research without any immediate influence on the industrial state;
the negative influence of the decline will only later manifest
itself in the growth rate of the economy.

Thus, decreasing the extent and quality of scientific research
at the present time will cause a decline in the Israeli economic
standard in the future; over time its capacity for economical
growth will be impaired. This problem must be regarded
seriously.

There is no economic model that ensures a high scientific
level in Israel over time: government participation in research
and development has been significantly reduced, and no
alternative sources of funding have been found. The scientific
standard which is extremely important for Israel’s future
economic success, suffers constant weakening. This problem
is particularly severe in light of threatening competition from
developing countries that the Israeli economy must contend
with. In order to maintain Israel’s technological status, it is
therefore important to strengthen the infrastructure of science
and technology which is found and created mostly in research
universities.

What Research and Development Policy is

Required in Israel?

e [t is necessary to re-examine the nature of the most
appropriate research and development (which research and
development will most benefit the Israeli economy) worthy
of support. Choosing which research and development to
support necessitates taking into account a range of economic
considerations concerning the influence of the specific
research and development on the economy and not
concentrating on the projected returns.

e [t is necessary to assess ways to encourage the creation of
large Israeli corporations that might become potential
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participation and the ability to earn a living must be
examined among the young adults in these sectors (including
affirmative action).

e Comprehensively organizing systems that will enable the
implementation of policies in an integrative manner. Due to
the importance and complexity of the problem, the
government must organize such systems and have them
managed by a leading government office with direct
supervision from the prime minister’s office and the
government.

Globalization and Research and Development

As previously stated, today, the Israeli market is based on a
constantly developing world-wide technological infrastructure
which continually challenges Israel’s relative position in the
world’s economy: appropriate technological advances in Israel
will ensure, perhaps even enhance, its position in the world’s
economy. Conversely, termination or a slowing down of
technological development could allow other countries to gain
an advantage over Israel in the technological field and
subsequently gain an economic advantage as well.

The development of technological infrastructures in
particular, and the culmination of technological knowledge, by
those dealing with research and development in general, is
carried out mainly in research universities. Following severe
budget cuts in recent years, the extent of academic research has
lessened and a significant decline in its ability to maintain its
status in the world is already evident.

Inregards to the local economy, direct and indirect products
of academic scientific research generally form the foundation
for applied research and the achievement of a competitive
industrial advantage. As a result, the effect of academic research
on the economy is only substantial over time. Consequently, at
any given time, it is possible to reduce the extent and quality of



a precondition for achieving growth in production and per capita
income in Israel within time.

A Policy for Advancing Weak Sectors in Israel

Steps must be taken to encourage high levels of participation in

the workforce and to increase the weaker sectors’ ability to earn

a living in Israel. The following are recommended changes:

e Removing negative incentives of joining the workforce. For
example, in the religious sector, the connection between
serving in the army and entering the employment market
needs to be severed. Exempting Yeshiva students from army
service, as long as they remain in Yeshiva, results in their
avoiding the job market and creates an economic trap.

e Encouraging enterprise in weaker sectors. It is particularly
important to encourage enterprises that enable employment
in residential areas.

e Facilitating access to workplaces by improving
infrastructures. In general, investment in infrastructures must
compensate peripheral areas, which would principally help
the Arab sector.

e Giving incentives to employers of high-tech workers in
peripheral areas, such as subcontractors. In order to
accomplish this, support can be provided for building high-
tech centers of development and production in the peripheral
areas.

e Strengthening compensating elements (differential budgets)
in the weaker sectors within the framework of the
educational reforms (the Dovrat report). This must be done
in light of gaps in human capital that exist and are becoming
even more extensive in Israeli society in spite of investment
in the existing educational system.

e Allocating compensating funds for enhancing human capital
in these aforementioned sectors will mainly affect children
and youth. Further means for improving the level of
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companies abroad. Their productivity increases, while that
of equivalent industries in Israel does not.

e Most of the research and development is aimed at product
innovations and not at process innovations. The former
enables production of high-tech products that can be sold
throughout the world, the latter enables maximum utilization
of the available technologies for industries and services.

These issues — the supporting structures of research and
development and additional means by which new information
technologies may be assimilated at a faster rate within the
various industries — need to be reevaluated. Encouragement and
therefore preference must be given not only to the research and
development of new products aimed for the global market, but
to research and development aimed at the local market and to
research and development for production processes.

Widening Gaps between the Weak Sectors and the
Rest of the Population

The economically weak sectors include the haredi, Arab,
Bedouin, and Ethiopian communities. These groups suffer from
very high levels of poverty, low levels of participation in the
workforce, and low levels of human capital (economically,
human capital is measured by an individual’s ability to earn a
living in a competitive job market).

From an economic view, low levels of participation in the
workforce and low levels of human capital decrease further as
a result of the fast growth of these groups as part of the adult
population (the number of children in these groups is currently
high, which will subsequently cause a steady increase of these
groups’ presence in the adult population in the coming decades).
This problem reduces economic growth. Thus, a significant
increase in levels of participation in the workforce and in human
capital (that is, the ability to earn an income) in these sectors is



productivity quickly, for example: communications services,
pharmaceutics, advanced chemistry, and biotechnological
research.

In order to ensure productivity, substantial investment alone
is insufficient. It is necessary to know how to utilize technology
to its fullest. For this purpose, it is usually necessary to
reorganize the production process or the mode of service in
order to utilize new technologies to their utmost potential.
Reorganization of production processes necessitates process
innovation and this in itself promotes product development
therefore creating positive external effects: the knowledge
acquired by companies investing in new methods may be applied
in other similar companies.

What is Required in Order to Promote Growth that

is Supported by the Implementation of Information

and Communication Technologies in Israel?

e Implementation of technologies in the various branches of
the economy

e Adaptation of technologies according to the needs of each
industry in order to utilize technological abilities to the
maximum

e Reorganization of every industry in order to utilize all of
the advantages found in the new technologies (process
innovation)

All these require the support of research and development
in Israel. The information and communications industry in Israel
is strong, innovative, and supported by wide-ranging research
and development which is based on a high level of human capital
that creates a convenient basis for applying these processes. In
spite of this, for various reasons, these processes are not carried
out:

e Research and development in Israel is mainly intended for
export; therefore, those who stand to gain from this are
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Generating Growth in the Entire Economy

Israeli experience, and global experience in general, has shown
that the high-tech industry is unable to sustain economic growth
on its own. Without growth in other industries, the gaps that
hold back the growth process will widen and eventually put a
stop to economic growth, or lead to a considerable decline.
Stable growth over time is possible only if there is simultaneous
growth of a majority of the industries in the economy.

With this we learn from world experience that the high-tech
industry can prompt other industries and lead them towards
growth by applying the innovations that it offers. This can
give other industries in the economy the opportunity to increase
their production, thus promoting stable and continuous growth.

Over time, economic growth in product and per capita
income is a result of an increase in productivity. Changes in
Israel’s entire economy over the past decade indicate a tendency
of decline in productivity. Most notable is the decline in
productivity rates during the years prior to the outbreak of the
Intifada, and prior to the start of the high-tech crisis (years in
which the economy did not suffer noticeable negative
turbulence). Over time, fast growth (or even moderate
growth) will not be able to come about without an increase
in productivity in most branches of the economy.

From new research it transpires that the economic growth
in the United States in 1995 to 2000 was not only based on the
data and communications industry, but mainly on the growth
of other industries whose investment rate in the application of
these technologies was high, and due to this they gained growth
in productivity. Industries that underwent a substantial rise in
productivity were those concerned with retail and wholesale
(such as Wal-Mart) and financial intermediation (even before
the Internet revolution and in an increased manner thereafter).
In Israel, too, there are industries that have succeeded to apply
information technology in such a way as to promote their



Asymmetry
Small Market — Global Economy

Team Leader: Eli Hurvitz
Research Assistant: Tamir Aldema Tshuva

The discussion on “Small Market — Global Economy” addressed
the obstacles which the development of the Israeli economy
faces, including the unbalanced growth of various sectors of
the economy, the minimal participation of weaker sectors of
the population in the labor force and in the accumulation of
human capital, and the decline in Israeli research and
development.

From the data, it is evident that while economic growth in
Israel is present in high-tech, it is virtually non-existent in other
industrial sectors. The fact that this growth is based on human
capital increases the gaps between the weaker groups and other
sectors of the population. This results in less economic growth
while significant existing abilities are not utilized. Moreover,
the population sectors that are economically weaker are also
younger and exhibit faster demographic growth. These
demographic dynamics magnify the threat to the ability of the
economy to grow in the future.

Basing the economy on constantly developing advanced
technology places the economy in a continual technological race.
While superior technological advances in Israel will enable
Israel to maintain and even improve its position in the world
economy, a decline in development would enable others to
surpass Israel in technology. Consequently, a decline in
economic status is potentially close. A decline in the scope of
scientific research and development that is the basis of high-
tech will lower Israel’s relative status in the competition on
technological innovations.
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Momi Dahan, Senior Lecturer at the School for Public Policy
at the Hebrew University of Jerusalem. Their analysis and
recommendations are different in nature from the
recommendations of the other teams in that they rely on in-
depth research which was based on an extensive comparative
study. The subject itself has come up numerous times in recent
months, and we believe that the time has come for reform in
the national budgeting process. We believe that the conclusions
of this serious research, which will be published in a separate
book, could launch the process for such reforms.

A team under the direction of Mr. Eli Hurvitz, Chairman of
the Board of Directors of the IDI and Chairman of Teva
Pharmaceutical Industries Ltd., worked on the third subject,
“Small Market - Global Economy.” We considered this
discussion an opportunity to continue the fundamental process
of strategic, long-term planning, and, in the future, we will
consider the possibility of continuing discussions on this subject
at the 14" Annual Economic Conference.

The fourth and final subject is a traditional topic at the
Caesarea Conferences, “Macro-Economic Policies,” this time
regarding the 2006 budget. The team, headed by Prof. Rafi
Melnick, Dean of the Lauder School of Government at the
Interdisciplinary Center (IDC) Herzliya, presented an analysis
of the economic policy for continued growth and market
recovery.

I would like to express my deepest thanks to the team leaders
and their members for the great effort they have invested. A
special thanks, on behalf of us all, goes to Mr. David Brodet,
who handled all of the preparatory work for the project.

Prof. Arye Carmon
President of the Israel Democracy Institute



Summary

THE 13™ ANNUAL ECONOMIC
CONFERENCE - JULY 2005

Conference Head and Editor: David Brodet

Preface

The Annual Economic Conference, “The Caesarea Conference,”
marks its 13" — Bar Mitzvah — year. We are all proud of this
most valuable and important project.

This year, the date of the Conference was linked with events
of far-reaching significance, well beyond the planning of the
national budget for the coming year. The Conference was held
just a few weeks before the implementation of the
disengagement plan. The disengagement plan, which definitely
affected the relationship between the economy and politics, was
naturally a central topic at the Conference this year.

An additional unique feature of this year’s Caesarea
Conference is that it was held exactly twenty years after the
approval of the economic stability plan. That is why we decided
to mark this event by adding a festive session reviewing the
past while looking towards the future.

The first topic which the Conference discussed was “The
Economic Implications of the Disengagement.” Heading the
team was Prof. Daniel Tsiddon, head of the Project for Strategy
and Business Development at Bank Leumi, and lecturer at the
Eitan Berglas School of Economics at Tel Aviv University.

The second topic, “The Balance of Powers in the Budgetary
Process,” was led by Prof. Avi Ben-Bassat, Senior Fellow at
the Israel Democracy Institute and lecturer in the Economics
Department at the Hebrew University of Jerusalem, and Dr.
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