70-15,425
ROSENBERG, Henry Samuel, 1900CAFITAL INFLOW AND THE ECONOMIC DEVELOPMENT
OF MODERN ISRAEL.
University of Arizona, Ph.D., 19 70
Economics, finance

University Microfilms, A XEROX Company, Ann Arbor, Michigan

THIS DISSERTATION HAS BEEN MICROFILMED EXACTLY AS RECEIVED

CAPITAL INFLOW AND THE ECONOMIC DEVELOPMENT
OF MODERN ISRAEL

by

Henry Samuel Rosenberg

A Dissertation Submitted to the Faculty of the
DEPARTMENT OF ECONOMICS
In Partial Fulfillment of the Requirements
For the Degree of
DOCTOR OF PHILOSOPHY
In the Graduate College
THE UNIVERSITY OF ARIZONA

e>

19 7 0

THE UNIVERSITY OF ARIZONA
GRADUATE COLLEGE

I hereby recommend that this dissertation prepared under ray
direction by
entitled

Henry Samuel Rosenberg
CAPITAL INFLOW AND THE ECONOMIC DEVELOPMENT
OF MODERN ISRAEL

be accepted as fulfilling the dissertation requirement of the
degree of

Doctor of Philosophy

V

Dissertation Director

/2_- 9--6?

Date

After inspection of the final copy of the dissertation, the
following members of the Final Examination Committee concur in
its approval and recommend its acceptance:""

(f A

c—

l-U.

/^/p'A f
av e / 6 9
/•%/

This approval and acceptance is contingent on the candidate's
adequate performance and defense of this dissertation at the
final oral examination. The inclusion of this sheet bound into
the library copy of the dissertation is evidence of satisfactory
performance at the final examination.

STATEMENT BY AUTHOR
This
requirements
is deposited
rowers under

dissertation has been submitted in partial fulfillment of
for an advanced degree at The University of Arizona and
in the University Library to be made available! to bor
rules of the Library.

Brief quotations from this dissertation are allowable without
special permission, provided that accurate acknowledgment of source
is made. Requests for permission for extended quotation from or re
production of this manuscript in whole or in part may be granted by
the head of the major department or the Dean of the Graduate College
when in his judgment the proposed use of the material is in the in
terests of scholarship. In all other instances, however, permission
must be obtained from the author.

SIGNE;

TO
NAOMI, GLORIA, ALVIN, AND LIONEL

ill

ACKNOWLEDGMENTS

The author wishes to acknowledge the encouragement and assist
ance of Dr. Philip Hudson, as well as his kindness and advice to remain
at The University of Arizona.

Appreciation is also recorded of the

generosity and direction of Dr. William H, Fink, who influenced the
writer to major in International Economics and who spent so much time
with the author.
A ^pecial thanks is extended to the author's wife, Esther, for
her patience and understanding as well as for her help in typing and
reading the manuscript.

Appreciation is also recorded of the untiring

assistance of Beryl (Mrs. Eric) Roberts who helped with the research
and the original typing,

A debt of gratitude is recorded in favor of

Marjorie (Mrs. J. L.) Cude, without whose expert advice and typing of
the final version this dissertation might not yet be completed.
The author appreciates all that was done for him by the profes
sors at The University of Arizona whose lectures he attended.

Iv

TABLE OF CONTENTS

Page
LIST OF TABLES

viii

ABSTRACT

xi

CHAPTER
1

INTRODUCTION

1

2

HISTORY AND GEOGRAPHY

5

History
Geography
3

IMMIGRATION AND EMPLOYMENT

.. . .

5
9

........

12

Employment
Housing

16
17

4

CAPITAL INFLOW

19

5

HUMAN CAPITAL

27

Artists

34

6

AGRICULTURE

36

7

INDUSTRY AND MINING

41

Minerals
Chemicals . . . . .
Oil
Small Settlements - Development Areas

..

51
53
53
53

8

TRANSPORTATION AND COMMUNICATION

55

9

WATER RESOURCES

59

MONEY AND BANKING

66

Inflation
Savings

71
75

10

v

vi

TABLE OF CONTENTS—Continued

Page
11

BALANCE OF PAYMENTS

77

Exports
12

GOVERNMENT AND ADMINISTRATION
Principles of Government
Departments of Administration
New Economic Objectives
Government Revenue
Monetary and Fiscal Policy ...*••

13

80
83
. . . ..
....

EDUCATION
Primary Education
Secondary Education • ...
Higher Education
Education as Investment in Human Capital

84
86
88
89
92
95

...

95
96
96
99

14

SCIENCE AND RESEARCH

103

15

CONSUMPTION AND STANDARD OF LIFE . . .

108

Cultural Activities

Ill

16

THE HISTADRUT AND THE LABOR MOVEMENT .........

114

17

THE KIBBUTZ, THE MOSHAV, AND THE COOPERATIVE
ORGANIZATIONS

123

18

HEALTH AND MEDICINE

136

19

SOCIAL SERVICES AND WELFARE

142

20

ASSISTANCE TO OTHER NATIONS

152

21

COMPARISONS WITH OTHER COUNTRIES

157

22

MORE ABOUT ISRAEL'S ECONOMY

169

G.N.P. and Income ........ • ••••>..*
23

NEGATIVE FACTORS

174
178

vii

TABLE OF CONTENTS—Continued

Page
24

THE EXPERIENCE OF ISRAEL AS A MODEL FOR INTERNATIONAL
ASSISTANCE TO DEVELOPING COUNTRIES

SELECTED BIBLIOGRAPHY

186
200

LIST OF TABLES

Table

Page

1.

Immigrants by occupations abroad, 1949-1961

13

2.

Unilateral transfers and long-term capital inflow
into Israel, 1949-1965
•••••••••«

24

3.

Total capital inflow into Israel, 1950-1967

24

4.

Economic assistance from the United States to
Israel, 1949-1965

25

5.

Comparative figures in agriculture

37

6.

Gross investment in agriculture and in water
supply, 1950-1967 ....

40

* .. • .

7.

Gross output of industry, 1967

8.

Workers' nominal and real daily wages

45

9.

Gross revenue of industry

45

Area of industrial buildings completed (1000
sq. meter).
<..•«•..«•••

45

11.

Total investment and investment in industry

46

12.

Breakdown of investment in transportation and
communication, 1950-1967 ..

57

Export of transport services, by major categor
ies, 1959-1966

57

14.

Number of motor vehicles by categories (thousands) • ,

58

15.

Annual precipitation in Israel (in mm.)

62

16.

Gross investment in fixed assets for water
development, 1950-1966

63

Money supply, credit, and G.N.P. (gross national
product)
.

70

10.

13.

17.

viii

.. .

• , • •.

43

ix

LIST OF TABLES—Continued
Table
18.

19.

20.

Page
Official exchange rate of the Israel pound
(1L per U.S. dollar)

77

Trade deficit, transfers, and capital imports
of Israel, 1964-1967 ($ million)

79

Summary balance of payments of Israel, 1964-1967
($ million)

80

21.

Exports (net) by major commodities, 1967 *.«••..

81

22.

Imports, exports, and trade deficit In dollars
per capita

82

Public financing of gross fixed capital formation by
industry in 1960

91

Development of state revenue according to sources
(1L thousands)
... »

93

Expenditure in state budget by purpose (in 1L
thousands)

94

Selected data on major institutes of higher educa
tion (as of December, 1967)

98

Comparisons between the educational systems of
1948 and 1968

99

23.

24.

25.

26.

27.

28.

29.

30.

31.

32.

School costs, earnings foregone, and total costs of
schooling per student per year in the United States
and Israel

102

Percentage of households enjoying modem household
appliances, 1967
...

109

Scope and structure of Histadrut economic
activity, 1964

119

•••••

Annual.rate of increase in the production of
field crops

159

Average agricultural yields, 1960

159

X

LIST OF TABLES--Continued
Page

Table

33.

Net official flows to less developed countries
from DAC member countries and multilateral
organizations, 19 64
• • • • • • • • • • • • • • •

160

.......

161

(u.s.

34.

Per capita product, 1961

dollars)

35.

Comparison of gross investment •

...........
Central government employees per thousand
inhabitants
••••••••••• . . . . . . .

165

Share of public consumption in resources,
1955-1964 average • • • • • • • • • • • • • • • • • •

165

38.

Construction industry's share in the economy

.....

167

39.

Some economic growth between 1950 and 1964 •• • • • •

174

40.

Per capita gross national product of selected
countries, 1960-1965 • • • • • • • • • • • • • • • • •

177

36.
37.

163

ABSTRACT

Israel has achieved an unusually high average annual rate of
economic growth over a period of 21 years. This dissertation analyzes
the part played by the inflow of capital, which includes human as well
as real capital, in overcoming natural and other obstacles, and in at
taining this desirable result.

It is also indicated, herein, how Is

rael's achievement may be useful in helping underdeveloped countries
to raise the standard of living of their people.
Theories of economic development are reviewed especially in re
gard to their applicability to the economic development of Modern Is
rael. The geography of Palestine and Israel is outlined and its
history is brought up to the formation of the modern State of Israel.
New social and communal phenomena such as the kibbutz, the moshav, and
the Histadrut. are explained, and the part contributed by them is ana
lyzed. The Histadrut is not only a Federation of Labor, it Is also an
industrial giant and one of the largest employers of labor in the coun
try.
Capital inflow took the form of unilateral transfers, grants,
and loans coupled with the immigration of human capital of the highest
order. This, together with the development of technology and a high
rate of real capital formation caused economic growth. The capital
came from the Jews of the world in the form of gifts and loans, and
from the government of West Germany in the form of reparation payments
xi

xii

to the government of Israel and restitution and pension payments to
Israelis who were former German nationals.
United States government.

Aid and loans came from the

Large sums of private capital were invested

by foreigners.
Immigrants, consisting of survivors from the Nazi death camps
of Europe, many of whom had been detained for years in the concentration
camps of Cyprus, and uneducated and poor refugees from Arab lands, en
tered in the hundreds of thousands and tripled the population of Israel
in a few years. This created housing, educational, employment, and so
cial problems, whose solution required real capital,in numbers and
amounts far larger than the domestic savings that could be generated,
and skilled and educated people that were available only by inflow from
abroad.
Technology improved agriculture and industry.

Industrial crops

such as cotton and sisal were planted and new industries were developed.
The Dead Sea was exploited for fertilizers and chemicals.

Oil was found

and copper and other minerals were rained. Settlements of immigrants
were dispersed throughout tho country.
to the desert.

Water was brought from the north

An infrastructure consisting of roads, railways, irri

gation projects, and electric power was built.
was developed.

A new banking system

Exports increased at a rapid rate. The large import

surplus created by domestic consumption, real capital formation, and
government expenditure on social services, education, and defense was
paid for by the large inflow of foreign exchange.

xiii

An efficient democratic government organized an educational sys
tem which includes five institutes of higher learning.
science-based industries were developed.

Science and

Much was accomplished in the

fields of health, medicine, and scientific and industrial research,

A

neglected desert was made to bloom with agriculture and to hum with in
dustry.
Israel developed industries and individuals who were able to
help underdeveloped countries, and Israelis were sent abroad as ex
perts, advisers, and teachers in many fields, while students from
Africa, South America, and Asia were brought to Israel foryeducation.
Foreign observers from many countries came to Israel to learn and to
take home new ideas about agricultural settlement and rural develop
ment. There was during the whole period a background of war and eco
nomic boycott.

The dissertation also discusses some weaknesses in the

economic situation.

Israel's accomplishment is compared with that of

other countries, especially those in the same desert area. Finally,
the experience of Israel is urged as an argument for generous develop
mental help from the rich nations to the poor nations.

CHAPTER 1

INTRODUCTION

We are living in an exciting time,
moon.

Man has stepped on the

Armies possess weapons that can travel for thousands of miles

and destroy entire communities.
others, required capital.

To achieve these marvels, and many

People had to work and save and invest.

Countries had to educate scientists and technicians. Yet, as econo
mists say, resources are scarce and a choice always has to be made as
to how the resources are to be used.

So along with these marvels,

there are countless millions of people in the world who are hungry and
sick.
Many nations and tribes are engaged in wars that have economic
causes.

A ray of light and hope was seen in the October 1, 1969, Lester

Pearson report of the World Bank.

The developed and affluent nations

are showing more sign of human concern for the poor and the under
developed peoples.

Gifts from the rich to the poor nations of one per

cent of their gross national product are recommended for the first time
by an official world body.

The experience of Israel, a small country

that has made great economic strides, Is important to other countries
who seek economic growth.
The following facts are relevant:
1.

In twenty years, the gross national product per capita of

Israel has increased fourfold while its population has also quadrupled.
1

2

2. The per capita consumption of food, clothing, and housing
doubled between 1952 and 1967.
3. The value of Israel's exports of goods and services rose
from $35 million in 1949 to $930 million in 1967.
4. The output per Israeli worker doubled between 1949 and
1967.
5. The number of students attending institutions of higher
learning increased from 1635 in 1948 to 20,250 in 1968.
What causes one nation to attain economic growth while others
do not?

Economists know that capital formation and technical progress

are necessary for a high standard of living.
plished?

But how is this accom

It is by a combination of natural resources, saving, and ef

ficient administration, together with capital inflow from abroad
combined with educated and skilled human resources.
Man benefits from what was accomplished by his predecessors and
he learns from the experience of others.
same.

Nations can and should do the

If one nation succeeds economically, it is easier for other na

tions to succeed by learning from the experience of the successful
nation.

It is much easier to copy than to originate.

Much time can be

saved if some other nation has supplied the steps to be taken.
It is interesting to analyze the acts and accounts of a success
ful nation in detail and so prescribe for other nations a program which
leads to economic growth.

Israel has performed economic miracles.

has had advantages and disadvantages.

It

It has enjoyed much capital in

flow and assistance from abroad and an inflow of human capital.

Yet it

3

has had to finance the immigration and settlement of hundreds of
thousands of penniless immigrants, pay for wars and preparation for
war, and overcome an economic boycott.

It is now no longer classed as

an underdeveloped country.
The world is full of small economically underdeveloped nations
which can profit by Israel's example and raise the standard of life of
their people.
Chapters 2 and 3 contain a short history and geography of
Palestine and Israel and record the problems of immigration.

Chapters

4 through 11 analyze capital inflow, the inflow of human capital, and
the development of agriculture and industry. The related problems of
transportation and communication, water and irrigation, money and bank
ing, and balance of payments are likewise treated.

Chapter 12 presents

the government and administration of the country, and Chapter 13 stud
ies primary, secondary, and higher education.

There is a chapter on

science and research and a chapter on the standard of living of the
people.

Chapters 16 and 17 investigate special social phenomena,

including the Histadrut and the labor movement, the cooperatives^ the
communal organizations, and the kibbutzim and the moshavim.

There is a

chapter on health and medicine and a chapter on social services and
social security.

Chapters 20 and 21 discuss the assistance rendered by

Israel to other nations and includes a comparison between Israel and
other nations.
The Summary gives an account of the economic growth and progress
of Israel and some suggestions for improvement. The final chapter takes

4

Israel as a pilot plant and proposes an international plan that will
help developing countries.

It refers to the differences between Israel

and other countries and how Israel's example can be followed.
In the final chapter, the Marshall Plan ideology which was em
ployed by the United States after the Second World War is referred to
as the basis of a plan whereby the developed countries can help the
underdeveloped countries by supplying the capital and technology neces
sary for growth.

CHAPTER 2

HISTORY AND GEOGRAPHY

History
The history of the Jewish State begins in Europe. Throughout
the centuries the Jew moved from place to place. Tolerance brought an
influx to a certain state and oppression caused an exodus.

When Theo

dore Herzl, the Austrian journalist and playwright, launched the Zion
ist Congress in Switzerland in 1897, there were about ten million Jews
in the world (Ben-Gurion 1966), Nearly half of thera lived in Eastern
Europe in countries controlled by Russia.

Representatives from many

countries throughout the world assembled at the Congress to discuss a
program of action for the Jewish people. Their objective was to estab
lish a publicly recognized and legally assured home in Palestine for
the Jewish people.
At the end of the nineteenth century when the first pioneers
came to Palestine, there were 24,000 Jews living there (Ben-Gurion
1966).

Half of them were in Jerusalem, the rest in Safed, Tiberias,

and Hebron. They were almost entirely pious Jews. For many centuries
a few religious Jews, maintained by charity from abroad, lived in Is
rael.

Near the turn of the twentieth century, young Jews, modem in

outlook and vigorous in physique, abandoned their native countries to
make a new life for themselves and their people in Palestine. They
came to Palestine to build, and to be rebuilt. The philosopher
5
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Maimonides had declared that the highest form of charity would be the
creation of a society where no charity would be needed. The pioneers
tried this. The early settlers were the product of nineteenth century
materialism and envisaged the cure of human ills as being primarily
rooted in economics.
The first Aliyah (wave of immigration) between 1882 and 1903
brought about 25,000 Jews (Eban 1968), The second Aliyah from 1904 to
1914 brought approximately 40,000 more.
were from the working class.
ling of intellectuals.

In the main, the newcomers

There was among them a substantial sprink

They were idealists. The first kibbutz (com

munal agricultural settlement) was organized in 1909 at Degania, on the
Jordan River. Many Palestinian Jews joined the Jewish Legion during
World War I to fight with the British Army against the Turks.

These

volunteers included David Ben-Gurion and former President Itzhak Ben
Zvi.
In the kibbutz, their motto was:

"From each according to his

ability, and to each according to his need."

In 1921, the first moshav

(settlement of individual farm owners) was established.

In it, each

member works his own farm, but most of the buying and selling is done
cooperatively, and all machinery is commonly owned.

The total capital

imported by Jews into Israel up to 1939 was $500 million (Halevi and
Klinov-Malul 1968, p. 18).
The first Aliyah in the 1880's came as a result of the antiSemitism of Czarist Russia.
founded Gedera, Rishon

These immigrants, known as the Bilulsts,

Lezion, and other towns.

They were helped by

7

Baron. Rothschild and directed by French Jewish officials in his employ.
In 1891 another group, financed by Russian Jews, founded Rehovot and
Hadera. The second Aliyah took place after the Russian Revolution of
1905. These were Jews who previously had hoped that the Jewish problem
could be settled where they were.

They were disillusioned by the anti-

Jewish pogroms. They were pioneers whose emphasis was on agricultural
work. They were creating through physical labor a new human being and
a new national entity. This group included the first three prime min
isters and the second and third presidents of Israel (Eban 1968).
This indicates how closely related the original pioneers were to the
State of Israel and how much was accomplished in one lifetime.
In 1910 Tel Aviv, now Israel's largest city, was founded.

In

1920 the Histadrut (General Federation of Labor) was established.
Another concept of colonization was developed by the founders of the
moshavim. They strongly emphasized agricultural pioneering within the
family unit as a national and social rejuvenation.

They placed less

stress on collectivism (Ben-Gurion 1966).
Solel Boneh, the construction branch of Histadrut, was estab
lished in 1921.
1933.

Egged, the bus driver's cooperative, was organized in

Mekorot, the water and irrigation company, was organized in

1935, and Zim, the shipping company, was formed in 1936.

In 1930, the

Mapai, the Israel Workers Party, a socialist party, was founded.

It

emerged as the major political party within the Histadrut and in the
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country. This party has been in control of the government since the
formation of the State of Israel (Bermant 1967).
During the suzerainty of the Turks and during the Mandate of
the British, the Jewish community organized itself almost as an inde
pendent state. They had self-imposed regulations and voluntary taxa
tion. They elected a leadership body, the Vaad Leumi (organization of
the people), which undertook what elsewhere were government functions,
such as education, national defense, and health services.

They were

financially supported by the Jews of the world (Bermant 1967).
During the British Mandate, the impact of the British was felt
mostly in institutional and cultural matters, and it was most clearly
evident in the legal system, which is being maintained in many of its
basic aspects in Israel to this day.

In this period, immigrants

started to come in larger numbers and the Arab leaders opposed this
immigration.

Some Arab riots took place before World War II.

Britain

tried to maintain law and order. During the Second World War, the
economy took on the general features of a war economy in order to sup
ply the British Army. That started a change from an agricultural econ
omy to an industrial economy (Ben-Gurion 1966).
During World War II restrictions were placed by the British
against Jewish immigration.

The Jews resented this.

After the extermination of millions of Jews in the death camps
of Europe, the Jews became militant against the mandatory government
and brought in immigrants illegally.

The Jews felt that many lives

could have been saved if Palestine had admitted them. Finally, in

9

1947, the United Nations voted in favor of creating a Jewish State in
part of Palestine.

When the British withdrew, Ben-Gurion and his fol

lowers declared the establishment of the State of Israel on May 15,
1948. The Arab armies started a war against the Jewish population even
before the Jewish State was declared, and in 1969 they are still at war
with Israel.

When capital inflow and economic development are analyzed,

it must be kept in mind that the development took place against a back
ground of active hostility and that an inordinate proportion of re
sources had to be allocated to nonproductive activities, such as war,
preparation for war, and combating an economic boycott.

Geography

Israel occupies a small strip of land on the eastern extremity
of the Mediterranean Sea.

In the center, at its narrowest neck, it is

only about ten miles wide and at Eilat at the southern tip it is only
about six miles wide.
from Africa.
Negev.

The Sinai Desert to the southwest separates Asia

Israel contains two principal zones, the north and the

The Negev, a desert or semi-desert, comprises 60 per cent of

the total area of Israel.
the determining factors.

In the north, differences in altitude are
There is more rainfall in the north, less in

the center, and practically none in the Negev.
from rivers and underground sources.

The water is supplied

The climate is subtropical. The

valleys and coastal plains have a light, fertile soil. This light soil
is particularly good for citrus. The heavier soil in the valleys is
suitable for mixed farming (Horowitz 1967). There has been substantial
soil erosion. The terraces were destroyed during turbulent upheavals
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throughout the centuries. The Negev receives its water supply by irri
gation, from the Yarkon River, the Jordan River and the Sea of Galilee,
The southern part is entirely uncultivable.

It has a long, hot and dry

summer and a short winter. Here the issue of irrigation is of crucial
importance.

Every plan to bring water depends on large scale invest

ment of capital.
acres.

The arable area of Israel consists of about a million

An additional two million acres are suitable for grazing only.
In recent years industrial crops have become important.

are sugar beets, cotton, sisal, and ground nuts.
port is citrus.

Israel's staple ex

Citrus groves occupy about 400,000 dunam (100,000

acres). The mineral resources are meager.
water power.

They

There is neither coal nor

The main source of energy is thermo-generated elec

tricity which depends on imported fuel.
source of mineral wealth.

The Dead Sea is Israel's major

Its salinity is four to five times greater

than that of the Mediterranean Sea.

At a depth of 120 meters, solid

minerals make up 25 per cent of the total volume of the water.
Today Israel exports annually hundreds of millions of dollars
worth of industrial products.

The emergence of Israel as an industrial

nation should be viewed against the background of the traditionally
agricultural Middle East, the relative shortage of natural resources
to serve as raw materials, and the lack of industrial tradition and
technical training among the hundreds of thousands of immigrants who
arrived in Israel, The newcomers soon formed the backbone of Israel's
labor force. The pre-war immigrants brought with them the knowledge,

11

the spiritual values, and some of the capital required to build their
lives. The majority of immigrants after 1948 were mostly penniless,
and many were very ill.

CHAPTER 3

IMMIGRATION AND EMPLOYMENT

When the State of Israel was founded, one of its first objec
tives was to bring to Israel all Jews who wished to come, and espe
cially the many thousands who had been detained in concentration camps
in Cyprus and those who had survived the Nazi death camps.

Between

1948 and 1965, 1,240,000 Jewish immigrants entered Israel (Israel
Yearbook 1962).

Forty-four and six-tenths per cent of the newcomers

came from Europe and America, and 55 per cent came from Asia and
Africa.

During the same period, 159,600 persons left Israel.

The

Arab population increased from 156,000 in 1948 to 300,000 in 1966,
About 7500 immigrants came from the affluent countries of the West.
The occupations abroad of the male earners among the immigrants are
shown in Table 1.
The population of Israel has almost quadrupled, from 790,000 in
1948 to just under 3,000,000 in 1967.

Half of the increase was caused

by immigration. Thousands of the immigrants who were professional men,
clerks, merchants, or shopkeepers had to be transformed into farmers,
factory hands, soldiers, and sailors. They had to be taught the economic
and political values that had been created in Israel.

The standard of

life of the Oriental immigrants was raised much above that which pre
vailed in their countries of origin. There was a spectacular rise in
12
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Table 1.

Immigrants by occupations abroad, 1949-1961,

Occupation

Per Cent

Liberal professions

8.8

Clerical, administrative

12.3

Commercial

15,0

Transport

3.8

Agriculture

4.8

Industry, crafts, construction

45,4

Personal service

2.7

Others (mostly unskilled)

7,2

100,0
Source:

Halevi and Klinov-Malul, 1968, p. 77.

their educational level within a relatively short period.

They were

given intensive courses in Hebrew and in various vocations.

Of the

teachers in elementary education, 2605 came into the country after
1948, The Ministry of Education conducted courses for adults which
annually had from 15,000 to 30,000 students. The vocational training
courses taught from 800 to 15,000 students each year. This was brought
about by the presence of a nucleus of teachers, technicians, experts,
scientists, engineers, and entrepreneurs with experience.
A feature of the new development was that whole communities were
transplanted to a location that had been prepared in advance with em
ployment possibilities.

This was accomplished by the expenditure of

public capital. The individuals found homes waiting for them.

The

large wave of new immigrants made it necessary to share existing re
sources among a larger number of people. From 1948 to 1951 Israel
experienced an austerity period. There was food rationing and ration
ing of other commodities to make sure that there would be enough to
give everyone a minimum subsistence (Horowitz 1967).
Most of the American immigrants did not become farmers. There
were, among them, hundreds of doctors, dentists, engineers, and pro
fessional people of all types who resumed their activities in Israel.
Many were employed by the government, the Jewish Agency, and the Na
tional Institutions including the United Jewish Appeal, and by banks
and insurance companies.

Several hundred of them were industrialists

or executive managers of important factories. They helped to bring
Western economic efficiency to Israel (Sachar 1964).
Usually a population explosion in an underdeveloped country
does not yield a corresponding rise in the gross national product, but
when there is a suitable proportion of professional and skilled labor
and a large inflow of capital, it is possible for the gross national
product to rise at a faster rate than the population. That is what
happened in Israel.

As the population was rising, the number of un

employed was falling and full employment prevailed.

Between 1950 and

1963, the productivity per person rose at an average rate of between
5 per cent and 6 per cent per annum. Israel's experience shows that
the existence of unemployment is not necessarily a reason for discour
aging immigration.

Every new immigrant is a consumer as well as a pro

ducer. For economic development, land and capital are needed, but labor

is also necessary and immigration supplies the labor in a sparsely popu
lated country.
It is quite an achievement to keep the rate of unemployment low
when the labor force grows more than two and one-half times in fifteen
years. The state organized state-controlled labor exchanges and laid
down conditions for filling vacancies (Meir 1965).

The government and

other public bodies allocated funds for direct expenditures on unemploy
ment relief work. Subsidies were given to enterprises conditional on
the employment by them of specified numbers of workers.

In allocating

jobs the exchanges were guided by a system of priorities set out by
the government both as to the type of employment and as to its location.
Employers were obliged to hire workers only through the exchange. The
labor exchanges did not apply to managerial staff or to professional
employees.
At the close of 1968, 727 skilled professional people were reg
istered with the National Labor Bureau as seeking employment (Review of
Economic Conditions in Israel 1968).

At the same time the Bureau had

813 openings for workers with academic training. Toward the end of 1967
and in the beginning of 1968, the demand for professional services was
centered mainly in governmental enterprises, but by the end of 1968 the
demand for academicians was predominantly in the private sector.

About

one-fifth of the positions open to professional people was for mechani
cal engineers in the various categories of specialization, although
there were few such engineers registered as seeking positions.

For

tunately there was a high proportion of professional and technical
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persons among the immigrants in most of the waves of immigration.

Im

migration was the principal and almost only source of professional man
power during the British mandatory period. For several professions,
including physicians, there was no possibility of training in Palestine
before 1948.

After 1948 the institutes of higher learning in Israel

were able to train every type of professional person.

Fortunately there

were professors and teachers who had entered the country from abroad.

Employment
In 1955, the labor force of Israel was employed in the various
economic sectors in the following proportions (Meir 1965):

agriculture,

forestation, and fishing, 18 per cent; mining-and minerals, 3 per cent;
industry 21.6 per cent; building and public works, 9 per cent; trade and
banking, 13.9 per cent; transport and storage, 6.6 per cent; services,
29.4 per cent.
In 1955, immigrants from Morocco founded a new town in the
Negev. They called it Dimona. In a few years it became the textile
center of the Negev and had a population of over 16,000. Twenty-seven
new towns and townships with a total population of nearly 300,000 had
been built between 1949 and 1965.
The rate of unemployment in Israel in 1965 was 3.6 per cent and
in 1966 it was 7.4 per cent.
cent.

In 1967 the rate increased to 10.4 per

In 1968 it was 5.7 per cent and in 1969 it fell to 4.0 per cent.

These figures were achieved despite the need to find jobs for over a
million new immigrants.

In 20 years the proportion of agricultural em

ployees was down by 2.5 per cent, while the output per agricultural
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worker per annum was up by 7.8 per cent.

In 1967 employees' compensa

tion constituted 62 per cent of the national income.

In 1967 there

were 746,500 wage earners working in Israel, Trade and industry em
ployed 177,400 and agriculture and fishing had 127,000.

Building and

public works accounted for 67,900, and communications for 47,700.
In 1968 while the rate of unemployment was dropping from 10.4
per cent in 1967 to 5.7 per cent, the income per worker increased by
12 per cent.
To succeed economically Israel needs a highly geared nucleus
at the highest administrative level endowed with a capacity for theoret
ical thinking, administrative ability, the capacity to delegate author
ity, and a propensity to make firm decisions without undue bureaucracy.
To attract this type of immigrant today, Israel must develop attractive
living and working conditions.

These people exist in the middle class

in the western countries. Israel needs special laws to encourage the
middle class persons from western countries to emigrate.

Housing
Immigrants generated an increased demand for housing. This was
partly financed by the capital inflow.

Imported capital stimulates

economic activity rapidly if it is spent on housing.

A very high pro

portion of investment in building is paid out in wages. This income
creates a market for agricultural and industrial products (Krivine
1965).
In 1967 three deluxe apartments for senior citizens were built
by a private organization known as Medical Services International In
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Natanya.

Housing in the kibbutzim, which started in 1948 with tents,

is gradually improving and in 1969 the kibbutz dwellers have very good
housing, including small community centers with club houses, libraries,
and meeting rooms.

Over 13,000 Israelis, 40 per cent of them newcomers,

have gone to Eilat to live. The government has built in Eilat more
than 3000 residential units and has tried to make them as comfortable
as possible at a low rental*

CHAPTER 4

CAPITAL INFLOW

In order to increase the material well-being of a population,
it is necessary to increase production.

It is most unlikely that the

quantity of land can be increased, and the quantity of labor can be in
creased only slowly, so it becomes very important to obtain an increase
of capital and to make it plentiful relative to land and labor.

Capi

tal occupies a central position in a theory of economic development.
Development brings with it an increase in population even apart from
immigration.

In order to obtain an increase in output and an increase

in output per worker, it becomes necessary to increase the capitallabor ratio.

Capital inflow increases investment which, in turn, in

creases income and creates savings and more capital formation.
Substantial economic growth requires the investment of large
capital sums in the economy. This can be done by governments depress
ing the standard of living through taxation and regulation. Such a
course is difficult in a democracy. The problems can be solved more
easily by obtaining the savings of others through the import of capital.
In the case of Israel, rapid economic growth has been possible under
difficult conditions because of the import of substantial amounts of
capital.
Money by itself is not sufficient.

It is only when it is em

ployed by entrepreneurs with imagination and a desire for profit or for
19
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national growth that money produces goods and creates employment and
pays taxes.

No matter how much money is available, if there is no

capacity in the economy to transform, economic development is impos
sible. It requires adaptability on the part of the people.

Many af

fluent and developed countries, such as Australia, the United States
of America, South Africa, and Canada, financed a very large portion of
their investment in industry and mining, and in the development of raw
materials, by capital inflow from foreign countries (Hagen 1968).
The most striking case of a country lacking land is Israel, so
it became necessary to substitute capital and human resourcefulness for
it.

Irrigation makes land more productive and it is one answer to land

scarcity. That requires large amounts of capital, and the capital
really substitutes for land.

In Israel the rapid rise of productive

capacity was due to increased labor as a result of immigration, to the
skill and know-how brought into the economy, and to imported capital
invested in the economy.

Between 1950 and 1960 the total capital stock

in Israel rose 3.6 times (Horowitz 1967). The inflow of capital was
the chief source of financing new investments.

The fact that 70 per

cent of the capital did not have to be repaid was an important factor.
Because of the scarcity of natural resources in Israel, it required
still larger capital investments to furnish a means of livelihood for
its people.
A very high rate of investment has been one of the pillars of
Israel's economic growth.
inflow of further capital.

Capital investment also plays a role in the
A few of the hundreds of large United States
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corporations that have investments or know-how agreements in Israel in
clude American Can Company, Columbia Broadcasting System, General Tire
and Rubber Company, Helena Rubenstein, Inc., Ford, Inc., Hilton Hotels,
IBM, John Deere, Monsanto Chemicals, National Cash Register, RCA Vic
tor, Sheraton Hotels, United States Shoes, Western Electric, and Westinghouse (Israel Investor's Manual 1968).
Capital inflow permits a rate of investment larger than could
be accomplished by domestic savings.

Many developing countries have

restrictions against foreign investment in equities.
ception to this.

Israel is an ex

Israel welcomes foreign investment and the inflow of

capital in every form.
Overhead investment takes time to show results in a growing
economy.

Before a country can proceed with economic growth, there must

be a certain minimum of overhead capital, such as highways, irrigation,
electric power, telephones, and various government services. This
overhead (called also infra structure) was supplied in Israel by the
government, with the capital inflow from abroad,
Israel, in using the capital that came into the public sector,
did not always use it in the most economical way. Other factors had to
be taken into consideration, such as the security of the realm and the
regional dispersion of its population.
ingredients.

Overhead capital requires two

It must create external economies in favor of industry

for which industry does not pay, and it must be built ahead of demand.
A good example is improved transport.
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At first the government received most of the capital inflow and
spent what was required on capital investment, but gradually the pat
tern changed in Israel.

Now large public corporations such as the

Israel Electric Company and the Dead Sea Works have been raising capi
tal directly from foreign sources as well as from local sources.
In 1950 the total fixed capital stock in Israel was 1L (Israeli
pounds) 4,150,000,000.

In 1967 it was 1L 32,522,000,000.

In 1950 the

capital stock per employed person was 1L 6,540; in 1967 it was 1L
20,160. The total capital formation between the years 1959 and 1967
was 65.8 per cent of the import surplus. In the year 1967 it was 75,9
per cent of the import surplus (Horowitz 1967).
The fixed capital per worker in the first ten years of the State
of Israel increased at an average annual rate of 8 per cent.

In 1967

the national product per capita reached $1500.00, From 1950 to 1967
the labor force doubled while the gross capital stock quadrupled.

The

product per employed person doubled.
For faster economic growth than can be accomplished by domestic
saving, it becomes necessary to obtain or borrow money from foreigners.
An import surplus indicates that the cost of imported goods exceeded
the amount received for goods exported. This surplus can be paid for
either out of reserves or by the inflow of capital. Foreign capital
came to Israel in various ways.

It came in as unilateral gifts from

individuals, institutions, and governments, and as unilateral repara
tions and restitution payments from West Germany. Some capital came in
as long-term loans and some as short-term loans.

Some was brought in
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by immigrants to the country, and some came in from foreigners in the
form of investment in Israeli business (see Tables 2 and 3).

What is

done with the capital determines the degree to which a country will
develop and progress economically.
From 1949 to 1959, 75 per cent of the capital inflow was to the
public sector, and 25 per cent to the private sector.

Capital inflow

provided financial resources for 93 per cent of the gross capital in
vestment since 1948, and it helped the acceleration and prevented the
deceleration of economic growth.
is the real test of growth.

The increase in per capita production

It is obvious that without the foreign

capital there could have been very little investment and very little
growth.

Since the public sector received much of the capital inflow,

68 per cent of the gross investment on the average was made by the
public sector (Horowitz 1967).
In 1949 the Export-Import Bank of the United States made its
first loan of $100 million to Israel. This loan formed the basis of
Israel's development program.
million was made.
per annum,

In the same year a second loan of $35

Both loans bore interest at the rate of 3.5 per cent

A further loan of $24.2 million was granted in 1957 to

finance irrigation projects (Patinkin 1967) (also see Table 4).
The United States Government was ready and willing to assist
the new state with capital.

It granted economic assistance as well as

loans and sent food under PL 480 Title 1.

This helped agricultural

production as well as general economic development.
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Table 2.

Unilateral transfers and long-term capital inflow into
Israel,1949-1965.

Source

$ Millions

From World Jewry
Unilateral transfers
Long-term capital

$ 2,152.7
1,450.7

$
3,558.4

U. S. Government
Unilateral transfers
Long-term capital

313.9
418.6

732.5

1,736.7

1,736.7

German Government
Unilateral transfers
(reparation and restitution)
Total
Source:

$ 6,027.6
Statistical Abstract of Israel, Central Bureau Statistics, Jerusalem, 1968.

Table 3. Total capital inflow into Israel, 1950-1967.

$ Millions
Transfer payments

$ 5,028.1

Private movements of capital

2,593.9

Government movements of capital

2,749.6

IMF and monetary institutions
Total

575.5
$ 10,947.1

Source: Department of Finance, Jerusalem, 1969 (departmental
records).

25

Table 4. Economic assistance from the United States to Israel,
1949-1965.

$ Millions
Grants and technical assistance

$

313.9

Total soft currency net credit

373.6

Total hard currency net credit

161.1

Total
Source:

$

848.6

Department of Finance, Jerusalem, 1969 (departmental
records).

In 1962 the United States technical assistance stopped and in
1964 the German reparation payments came to an end. The balance of
payments of Israel, 1961 to 1967, showed a substantial import surplus
in each of the years, with a capital inflow in each year that exceeded
the amount of the import surplus.

It was the import surplus which ef

fected the real transfer of goods to Israel.
Only a portion of the import surplus was paid for by exports
(Statistical Abstract of Israel 1968).

Exports increased from 28,5

million in 1949 to $511 million in 1967 and the trade deficit per capita
decreased from $214,00 in 1949 to $73,00 in 1967. The total receipts
from exports were not a net increase in foreign exchange because many
inputs of the export goods had to be purchased abroad for foreign ex
change. The net accretion to foreign exchange (the value added) was
approximately 50 per cent of the amount of the exports.

During the

years 1948 to 1968, the state received 1L 4,462.8 million income from
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internal loans. The public loaned 1L 2,835.1 million, 1L 1,225.7
million came from government institutions, and 1L 402 million from the
Bank of Israel.

CHAPTER 5

HUMAN CAPITAL

An underdeveloped country does not possess the necessary human
skills to increase its economic growth even if capital were to come in.
It may have natural resources and capital, but without human skills,
organization and innovation, the resources are inert. Their value is
merely potential and conjectural.

It is technological innovation which

makes resources useful, which turns coal and iron into a valuable
asset, and which discovers how to convert wood into paper, and so gives
a new value to the forest. Human ingenuity is constantly adding to the
list of resources and changing the order of their importance.

Many

economists indicate that innovation is the key to economic development
and innovation comes from human beings and from the exchange of ideas.
A large portion of the per capita difference in income between
countries can be attributed to the skill and educational attainments of
the population.

The main difficulty is how to secure foremen, super

visors, technicians, engineers, managers, and organizers to achieve
r

economic growth.

Israel has made great strides since 1948 in the edu

cation of such personnel and possesses a fairly large reserve of ex
perts in many important fields of economic enterprise.

The immigrants

came, either under the pressure of persecution or because of a desire
to take part in the development of a new country. The building of a
modem nation depends upon the development of people and the organization
27
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of human activity.

All studies of development recognize the importance

of the human factor. The high caliber of immigrants gave the popula
tion of Israel an entirely different attitude toward economic growth.
There is no other way to explain the tremendous growth in gross na
tional product and in annual product per capita, and in total income in
a twenty-year period than to attribute a great portion of it to the
human capital that entered Israel.
Human capital can come in on a temporary basis or on a permanent
basis.

It can be purchased or hired in the form of know-how, experi

ence, and expert direction.
In 1963, the Hebrew University in Jerusalem had 547 professors.
Of these, 54 were bom in Israel.

In 1966, the Hebrew University had

712 professors. Of these, 105 were born in Israel (Hebrew University
Catalogue 1963, 1966).

In 1964, the Technion Institute of Technology

had 255 professors (Technion Catalogue 1964).
in Israel.

Of these, 34 were born

A similar situation exists in the other institutions of

higher learning.

This is an indication of the brains, skills, and

knowledge that were imported into Israel as human capital.
From the year 1950 to the year 1966 the growth of capital in
vestment in Israel averaged 7.6 per cent per annum (Harbison and Meyers
1964).

By normal calculations this should result in an increase in the

gross national product of 2.2 per cent per annum.
5.6 per cent per annum.

But the increase was

The difference can be attributed to the educa

tion, skills, health, and nutrition of the worker, and the direction
given to him by the manager.

Over 90 per cent of the physicians In
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Israel and over 50 per cent of the scientists were trained abroad.
More than 50 per cent of the agricultural experts and over one-third
of the lawyers and judges of Israel were trained abroad.
A country needs educated political leaders, lawyers and judges,
trained engineers, doctors, managers, artists, teachers, writers,
craftsmen, and journalists to spur its development.

Israel is not the

only country that has acquired these through immigration (Hagen 1968),
More than half of all those in the top level of manpower categories in
the African countries are not indigenous personnel.
Asians, Lebanese, or Syrians.

They are Europeans,

In East Africa, of 67,500 persons esti

mated to be in the top level category, nearly 23,000 were Europeans and
31,000 were Asians.

Economists and planners consider labor as a homoge

neous factor. They do not differentiate between individual traits of
those constituting the labor force.
the creative potentials of people.

They do not differentiate between
A country cannot be developed

merely by transferring techniques. The success of the economic process
is dependent on human conduct.

It is very doubtful if Israel could

have made so much economic progress without the import of human beings
of the caliber that came in.

Economic theory has not yet advanced

far enough to enable economists to determine just what portion of the
economic progress made by Israel in the last twenty years was due to
the inflow of capital and what portion was due to the inflow of educated
human beings.

It will be some time before econometrics can do that.

It will require the cooperation of economists, social scientists, and
probably biologists and psychiatrists.

Americans and human beings
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everywhere recently watched Neil Armstrong place the first human foot
print on the moon.

Much was written about the cost of the project that

resulted in that phenomenon.

Nowhere was it mentioned that the cost of

the project included the cost of educating the astronauts and the cost
of educating the tremendous number of scientists who helped bring about
this miracle.

Incidentally, one of the head scientists responsible for

the moon success is a gentleman who was imported, even by a highly de
veloped country like the United States, from Germany. Many of the sci
entists who worked on the space program were "brain drains" from other
countries to the United States,
In Who's Who of 1968, published in Israel, over 2400 persons are
named.

Most of them have advanced university degrees.

They are the

persons who have accomplished much in teaching, science, medicine,
business, and the arts.

Of the total number listed, only 325 were born

in Israel. The others are human capital who migrated to Israel.

Among

those listed as born in Russia are David Ben-Gurion, the first prime
minister, Golda Meir, the present prime minister, and Zalman Shazar,
the president of Israel.

Alexander Goldberg, the president of the Tech-

nion, and two members of the present Israeli cabinet came from Russia. .
Those who came from Germany include Paul Ben Haim, a composer, Asher
Ben Natan, the ambassador to Germany, and Haim Cohn, Moshe Landau, and
Alfred Witkon, justices of the Supreme Court.

Dr. Herman Zondek, an

outstanding scholar and former professor of medicine in Berlin, Teddy
Kollek, the well-known mayor of Jerusalem, and Eric Moller, the founder
of one of the large textile companies in Israel, came from Germany.
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Samuel Federman, the managing director of the largest hotel corpora
tion, and Mr. Yeshayahu Foerder, Chairman of the Board of Directors of
Israel's largest bank, also came from Germany.

Israel received Simon

Agranat, the Chief Justice, and David Ginsburg, the professor of chem
istry from the United States. Professor Jack Gross, who is working on
cancer research, and Dov Joseph, a Montreal lawyer who was a cabinet
minister and governor of Jerusalem during the 1948 war, are immigrants
from Canada.
From Eastern Europe, Israel received Shmuel Agnon, a novelist
and Nobel prize winner, Benjamin Akzin, a professor of political sci
ence, Itzhak Bareket, an actor and a teacher, Simon Bejarano, a large
citrus products manufacturer, Gideon Hausner, a lawyer and a lecturer
in commercial law, who was the prosecutor in the famous Eichmann trial,
and David Horowitz, the governor of the Bank of Israel.

Moshe Kol, the

Minister of Development, Dr. Nahum Kook, the director of the Surgical
Department at the Hadassah Medical School, and Meyer Weisgall, the close
associate of the first president of Israel, Dr. Weizmann, and for many
years the president of the Weizmann Institute of Technology, were born
in Eastern Europe.

Alexander Zarchin, the inventor of the well-known

process for the desalination of sea water, came from the Ukraine.
A banker bom in Baghdad and a teacher born in China are among
the immigrants. Joseph Levy, the mayor of Eilat, and Amiei Najar, the
ambassador to Belgium, were born in Cairo, Egypt,
Many came from England and Western Europe.

Dr. Roberto Bachi

came from Rome and Moshe Gitter, the managing director of the Israel
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Development and Mortgage Bank, came from Amsterdam,

Avram Harman, the

President of the Hebrew University and former ambassador to the United
States, and Viscount Edwin Samuel, a lecturer at the Hebrew University,
came from England,
Abba Eban, the able foreign minister, Michael Comay, the former
ambassador to Canada, and Arthur Lurie of the Ministry of Foreign Af
fairs came from South Africa, Israel Drapkin, a professor of crimin
ology, was bom in the Argentine and Samuel Pancer, an architect, was
born in Colombia.
Martin Buber, the world-renowned philosopher, came from Germany
and Aba Khoushi, for many years the outstanding mayor of Haifa, came
from Poland.

Ishak Nissim, one of the chief rabbis of Israel, came from

Baghdad and Pinhas Sapir, the Minister of Finance, came from Lithuania,
Dr. Albert Sabin, the world-renowned scientist who developed the oral
vaccine against polio, was born in Russia, He lived for many years in
the United States and now, at the age of 62, is moving to Israel to
take charge of the Weizmann Institute of Science (Bermant 1967).
Taere are many interesting stories of individual accomplishments.
George Friedman, a graduate of New York City College and of Harvard
Business School, visited Israel in 1956 as a tourist.

He returned in

1959 to help the Israeli government establish a management school.
1961 he opened an office in Israel as a marketing consultant.

In

He em

phasized the importance of courtesy and cooperation with the public.
He left his mark on efficiency and production (Sachar 1964).
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Artur Ber was born in Plotsk, Poland (Sachar 1964).
ated with a medical degree in 1937.

He gradu

He was the first to confirm the

inhibiting influence of male hormones on breast cancer. In 1941 he was
captured by the Russians and used by them to fight epidemics of typhus.
In 1957 he finally reached Israel,

After four difficult years, he be

came a professor of endocrinology at the Hebrew University and is
credited with a great deal of scientific research.

He has contributed

to the health and economic progress of Israel.
Aharon Wiener came from Czechoslovakia and joined Mekorot, the
water company in Israel (Sachar 1964).

In 1949 he flew to the United

States and there met John Cotton of California, a water engineer, whom
he brought back to Israel as a consultant.

Four hundred refugee engin

eers arrived in Israel from Poland and Wiener was instrumental in train
ing them in the field of hydrology.

Ultimately the water scheme in

Israel employed 450 engineers, 800 technicians, and 4000 workers. He
worked on the utilization of ground water and the purification of sew
age.

He was in charge of the Jordan Valley project which brings an

additional 320 million cubic meters of water annually.

Thousands of

jobs were created by the manufacture in Israel of irrigation supplies,
Yehiel Yitzhak Aronowicz, an immigrant from Poland, lived in
Haifa (Sachar 1964). During World War II, he was a seaman for the
British for three years.

He took a course at the Prince Edward Mari

time College in London and then set out to buy old ships to bring
refugees and survivors to Israel.

After Israel built ships with funds

from German reparations, Aronowicz commanded nearly every type of
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freight and passenger ship in the Israeli marine.

He helped train cap

tains and other officers for Israeli ships. He inaugurated a system
•wherein crew members would be part owners of the vessels, sharing
equally in profits after salaries had been paid.
butz idea in shipping.

It was a sort of kib

Efficiency became a matter of common concern.

In 1958 he attended Georgetown University in the United States. To pay
for his education he worked as a chauffeur and night watchman. He
graduated with a scholarship and attended Columbia University School of
Business where he received his Master of Arts degree.

On his return to

Israel in 1962, he recruited architects and marine engineers and under
took the management of a ship building program in Israel.
Michel Skidelsky was born in Siberia and educated as an engin
eer in Cambridge, England (Sachar 1964). He worked as a mining engineer
in Manchuria.
II.

He was an officer in the British Army during World War

He came to Israel in 1949.

He worked for years in the hot sun of

I

the Negev desert and ultimately found pure quality silica.

He purchased

German machinery and installed an automatic glass and cleaning plant.
Because of his energy and know-how, Israel has a glass industry and
also mines important ingredients used in the chemical business.
Activities of the kind related above were repeated in Israel
many times and they help to explain the rapid economic growth, in spite
of a lack of natural resources.

Artists
Among the human capital that entered Israel are a number of
outstanding artists (Safrai1969). They brought skills to Israel which
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are not only satisfying domestic cultural yearning but are also creat
ing a good reputation for Israel in the world of art.

The sale of

their art abroad brings foreign exchange to Israel, and most of it is
"value added,"

Israeli artists exhibit and sell in the United States,

England, Canada, South Africa, and in many other countries.
Some examples of immigrant artists are Jossi Stern from Hungary,
Jakob Steinhardt from Posen, and Adolf Adler from Rumania. Mordecai
Ardon from Poland taught art in Berlin before he came to Israel.

Ludwig

Blum and Reuven Rubin, the dean of Israel's painters whose canvasses
bring many thousands of dollars, came from Rumania.

Samuel Bak, Moshe

Bernstein, Shmuel Bonneh, Shimson Holzman, and Menachim Nadiv, Lea
Nikel, Naomi Smilansky, and Arie Wachenhauser, the portrait painter,
all came from Poland. Jehuda Bacon came from Czechoslovakia and Edward
Ben Avram from Bombay.

William Weintraub immigrated from the United

States and Yigael Tumarkin from Germany.

Aharon Bezalel is from Afghan

istan and Fima (Ephraim Royetenberg) is from Harbin, China. David
Meshulam entered from Bulgaria, and Ephraim Modzelevish from the Argen
tine.

There are many more.

All have exhibited abroad and brought

foreign exchange to Israel (Safrail969).

CHAPTER 6

AGRICULTURE

Israel inherited a soil that had been neglected and eroding
for centuries, and which supported only a simple primitive agriculture
(Orni 1966). In 1949 there were only 412,000 acres under cultivation,
of which only 75,000 acres were irrigated.

The agriculture of Israel

includes poultry farming, cattle farming and other livestock, and the
growing of citrus fruits and other orchards,
vegetables, and melons.

Israel also grows grain,

In recent years it has cultivated industrial

crops such as cotton, ground nuts, sisal, and sugar.
Much domestic and foreign capital and a great deal of human in
genuity have been expended in the agricultural sector with very gratify
ing results. From the year 1950 to the year 1964 agricultural production
rose by 400 per cent, per capita production of an agricultural worker
rose by 300 per cent, and the irrigated area under production increased
fivefold (Horowitz 1967). The agricultural progress from 1949 to 1967
is shown in Table 5.
In a 19-year period agricultural production grew at an average
annual rate of 12 per cent (Statistical Abstract of Israel 1968).
Israel possesses only about one million acres of arable land, and two
million more which are suitable for grazing. The value of fixed capi
tal assets used in agriculture in 1948 was 1L 772.1 million. The fixed
capital assets in agriculture in 1967 were valued at 1L 3,539 million.
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Table 5. Comparative figures in agriculture.

1949

1967

412,,000

o
o
o
o
-r
O

Area under irrigation (acres)

75,,000

410,000

Citrus production (tons)

272,,700

1,082,000

Green fodder silage (tons)

372,,800

1,257,900

Potatoes and vegetables (tons)

106,,000

442,500

85,,950

429,000

242

1,397

13,,200

92,000

274,,200

1,607,000

*

Area under cultivation (acres)

Milk (kiloliters)
Eggs (millions)
Forest (acres)
Total production (1L million)

Source: Department of Agriculture, Jerusalem, 1968 (departmental
records).

During the agricultural development of the Lachish area in 1958 (Statis
tical Abstract of Israel 1968), Israel created an artificial lake con
taining 1,500,000 cubic meters.
rose by 22 per cent over 1966.

In 1967 the real agricultural product
Between the years 1950 and 1964 the

number of tractors used in agriculture increased by 700 per cent.
About $300 million have been invested in the major water works in
Israel*
Israel's staple agricultural export is citrus.

Recently its

industrial crops have become an important export. The country is al
most self-sufficient in food. This is required by the dictates of de
fense.

In 1967 Israel exported agricultural and food products to the
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value of 145.1 millions of dollars.

Capital inflow has enabled Israel

to meet the tremendous need for capital investment in drainage, flood
control, irrigation, and reclaiming the soil.

The import of feed

grains under the United States aid program, helped expand the livestock
industry, and the import of food grains permitted the expansion of
cotton and industrial crops instead of wheat.

The mechanization of

agriculture, the irrigation, the electricity, and the constantly im
proving efficiency of Israeli farmers enabled more crops to be grown
with fewer people.

Labor was thus released for industry.

have developed in vegetables, eggs, and other products.
been organized to utilize the surplus products.
ported to Europe.

Surpluses

Canneries have

Eggs are being ex

Milk is being bottled and pasteurized.

The government has encouraged farmers to organize for planning.
It has established marketing boards. Subsidies are paid to farmers
(Statistical Abstract of Israel 1968). This is necessary to keep immi
grants employed and also because it costs $54.05 in Israel to irrigate
an acre with two and one-half

feet

of water, as against a cost of

less than,$15.00 in most other countries.

The Farmers' Federation of

Israel was founded with the purpose of promoting private farming and to
defend the legitimate interests of its many members. The main sections
of the federation are land settlement, agrotechnics, husbandry, labor
organization, and taxation. The Federation represents forty-two colon
ies and settlements, eighty agriculture cooperative societies, eleven
transport cooperative societies, ten citrus marketing cooperative soci
eties and several specialized sections.
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Haihud Hahaklal is an organization of middle class settlements.
Its aim is to provide an independent, organizational framework for far
mers working their own family farms.

It strives to assist them to es

tablish and consolidate their farms, to organize the village's economic
and social life, and to maintain efficient central bodies able to serve
the settlers in their local institutions.

They try to achieve efficient

and increased production, higher exports, and the fostering of progres
sive human and social ideas in village life (Orni 1966).
The Israelis have used the most modern techniques in their ex
tensive research in agriculture.

More than 5000 varieties and species

of imported crops have been introduced into Israel and tested.

Is

raelis also cultivate gladioli bulbs and cut flowers to be flown to
Europe. The experts imported European cattle and successfully crossed
them with local types.

They developed poultry for both eggs and broil

ers. Day-old chicks are now exported by air. Scientific fish farming
in artificial ponds has been developed. Small artificial ponds are
constructed in non-arable land and the fish feed on worms, insects,
flies, and mosquitos.

Veterinary services check the health of the

livestock (Orni 1966).
The Volcani Institute of Agricultural Research is the research
arm of the Ministry of Agriculture.
and 730 laboratory technicians.

It has a staff of 277 scientists

It has departments of plant protection,

agronomy, horticulture, food storage and technology, livestock, and soil
and water.

It is engaged in over 600 research projects (Orni 1966).

The kibbutzim, which are basically cooperative agricultural settlements,
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jointly operate regional packing houses, poultry dressing plants,
cotton gins, and grain silos.

Although they constitute only 4 per cent

of the total population, the kibbutzim provide 22 per cent of the agri
cultural workers and produce 28 per cent of the agricultural produce
of the country, as well as 6 per cent of the industrial product.

Alto

gether this 4 per cent of the population contributes 12 per cent of the
national product.
The total investment in the economy of Israel between the years
1950 and 1967 (at 1966 prices) was 1L 21,195 million. The gross in
vestment in agriculture was 14 per cent of the total, and the invest
ment in water supply was 7 per cent thereof (see Table 6).

Table 6. Gross investment in agriculture and in water supply, 19501967.

1L Millions
Agriculture (as hereinafter detailed)

3,006

Water supply

1,416

Orchards

696

Livestock

193

Machinery and equipment

639

Farm buildings

526

Irrigation networks

388

Afforestation and land amelioration

564

Source:

Israel Economic Development, 1968, p. 337.

Capital inflow made this investment possible.

Funds from public

sources covered more than three-fourths of all the investment.

CHAPTER 7

INDUSTRY AND MINING

History has many examples of refugees moving from one country
to another and establishing industry in the new country (Hagen 1968).
Flemish refugees brought the wool industry to England.

Huguenot refu

gees from France transferred their workshops to many lands. The Puri
tans brought many crafts to America. The Russian-Jewish immigrants
brought tailoring skills and developed the clothing industry in the
United States. The capital was brought by the immigrants or raised in
the countries of their adoption.

Israel had special sources of free

capital as discussed in Chapter 4.

Inflow of capital and immigration

of entrepreneurs and skilled workers lubricated the industrial sector.
Industry has a special appeal.

It is modern and it has ex

ternal economies which are absent in agriculture.

A high rate of in

vestment in industry will cause a high rate of growth.

The development

of industry leads to the establishment of a capital goods industry.
Countries need industry to give employment to the increasing population.
Industry appeals because high income countries have industry. The
question is no longer whether to have agriculture or industry.

It is

rather "how much agriculture?" -- "how much industry2" -- "how much in
services?"
Countries today know that in order to maximize their income
they should specialize in producing the goods in whose production they
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have the greatest comparative advantage, or the greatest relative effi
ciency.

Investment is really preparation for future production.

While

comparative advantage can change with efficiency and technology, many
economists believe that the best available guide to an investment
policy is to develop the country's present comparative advantage as
preparation for the future.

In order to realize the potential of re

placing imports, it is necessary to examine each item of industrial
import to decide which can be replaced, and then the country should
give tariff protection for a number of years to each item that can re
place imports.

It requires the availability of entrepreneurs who are

prepared to invest the necessary know-how and capital and to work
toward greater productivity, lower costs, and improved quality.

In

Israel, industry works toward improving technological standards by the
acquisition of know-how from abroad and by independent research and
development (Hagen 1968).
At.the beginning of the present century, Palestine had virtu
ally no industry (Eban 1968).

Most of the Jewish immigrants were con

tent to fulfill their lives in agricultural pursuits.
developed gradually.

Small industries

However, during World War II the British army

that was stationed, in Palestine and the Near East was almost wholly
cut off from Europe and it had to be supplied.

Real encouragement was

extended to industry in Palestine to help it supply the troops.

New

industries sprang up and developed, and existing industry was encour
aged to enlarge and the army was supplied. (More details are set out
later in this chapter.) When the state was formed in 1948, there was a
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real foundation on -which to build industrial projects with capital and
with people.
By 1958 there were in Israel 4372 industrial establishments
which employed 104,200 people and produced goods to the value of
1L 1,376 million. By 1966 there were 7182 establishments, with 184,200
employees, producing goods to the value of 1L 5,725.4 million. There
were 70 establishments each of which employed 300 persons or more.
It is remarkable how diversified industry became (see Table 7).

Table 7,

Gross output of industry, 1967.

(by major branches - 1L million at market prices)
Mining and quarrying
Manufacturing
Total
/mount of
Production

Industry
Food and beverages

1421.9

Clothing and made
up textiles
Paper products
Leather products

162.5
5530.9
5693.4
Industry

Amount of
Production

Textiles

640.3

164.8

Wood and furniture

315.9

136.9

Printing and pub
lishing

170.9

Rubber and plastic

183.9

76.9

Diamonds

331.0

Non-metallic mineral
products

362.2

Metal products

304.0

Basic metals

182.5

Electrical and elec
trical equipment

221.0

Machinery

226.9

Transport equipment

359.2

Miscellaneous

Source:

63.1

Statistical Abstract, Central Bureau of Statistics,
1968, p. 372.
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Israel did not escape the burden of rising prices and infla
tion (see Tables 8.and 9). The large inflow of foreign capital was a
contributing factor.

Capital inflow was necessary to provide buildings

to house industry (see Table 10).
Israel's industrial exports increased from 28.6 million dollars
in 1949 to $640 million in 1968.

To develop its industry Israel spent

8 million dollars between 1961 and 1965 to purchase know-how from
abroad and 11.5 million dollars to bring in foreign experts.

By 1966

Israel was selling industrial know-how and engineering services abroad.
The manufacture of electronics made phenomenal progress.

In 1961 the

total production of electronics was 1L 10 million, and by 1969 it
reached 1L 250 million, of which merchandise to the value of over 6
million dollars was exported. The technical advance has been such that
in 1969 Israel manufactured clinical thermometers, hypodermic needles,
dental equipment, optical instruments, lenses, spectacle frames,alarm
clocks, wrist watches, and zip fasteners. The industrial production of
Israel is so sophisticated that there have been eight desalination
plants ordered in Israel for export to other countries.

All of this is

the result of large capital investments in industry and improved tech
nology (Horowitz 1967) (see Table 11).
Israel has witnessed the working of classical external econo
mies.

Where investment in one industry cheapened its products, another

industry was able to obtain them at lower prices and, in turn, to pro
duce its own product more cheaply.
foreign patents to its advantage.

Israel is also a large user of
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Table 8. Workers'nominal and real daily wages

(average 1958 = 100)
Real

Nominal

1958

100

100

1959

102.8

104.3

1967

139.3

223.1

Source:

Statistical Abstract, Central Bureau of Statistics,
Jerusalem, 1968, p. 380.

Table 9. Gross revenue of industry.

(average 1958 = 100)
Year

Gross
Revenue

Chemicals

Mining and
Quarrying

.
Ciothing

All manufacturing

1958

100

100

100

100

100

1963

255.9

192

325

231

255

1967

364.1

333

581

362

360

Source:

Table 10.

Statistical Abstract, Central Bureau of Statistics,
Jerusalem, 1968, p. 380.

Area of industrial buildings completed (1000 sq. meter).

1949

40

1960

374

1964

560

1950

52

1961

551

1965

587

1955

104

1962

456

1966

506

1957

167

1963

476

1967

232

1959

284
Source:

Statistical Abstract, Central Bureau of Statistics,
Jerusalem, 1968, p. 396.
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Table 11. Total investment and investment in industry.

1L million
Year

Total
Investment

Industrial
Investment

Per Cent

1953

304

65

21.4

1954

419

75

17.9

1955

612

87

18.5

1956

655

137

22.4

1957

868

157

' 17.4

1958

1000

164

15.7

1959

1100

208

18.9

1960

1200

198

16.5

1961

1600

274

17.1

1962

2100

393

18.7

1963

2300

472

20.5

1964

2900

516

17.8

»

Source:

David Horowitz, Economics of Israel, 1967, p. 29.

When in 1939 the Middle East was almost cut off from Europe and
all available shipping space was needed to transport troops, Jewish in
dustry in Palestine already constituted a core from which new branches
demanded by the war effort and by the requirements of civilian consump
tion could be evolved (Ben Gurion 1963). The main branches were food
processing, alcoholic beverages, soft drinks, tobacco products, tex
tiles, clothing, metal working and electrical appliances, and such
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construction materials as cement, ceramics, and glass (Statistical
Abstract 1968).
Some specialized ventures had been inaugurated by refugees from
Central and Western Europe in the years immediately preceding World War
XI (Ben-Gurion 1963). Expert diamond cutters from Germany, Holland,
and Belgium founded a diamond-polishing industry.

Artificial teeth and

pharmaceuticals were manufactured by fugitive newcomers who possessed
advanced skills in those fields.

By 1939, Palestine was an exporter of

a growing diversity of industrial goods. The number of persons employed
in industry in May of 1948 was approximately 30,000.

Only during the

war years did a number of large plants develop. They included Consoli
dated Refineries in Haifa, the Phoenicia Glass Factory, the Vulcan
Foundry, the Nesher Portland Cement factory, and Shemen (soap and oils).
They were all located in Haifa Bay.

Manufacturers of foodstuffs such

as Elite, Lieber, and Assis built large establishments in the Tel Aviv
area.

Orders from the British Army were extremely useful in helping

the infant industry to get on its feet and to develop new branches.
After 1948 new industries were indispensable to provide employment for
the newcomers and to turn out the goods which the population required.
The government played an important part in financing industry
with long-term loans, subsidies, and tariff and tax concessions.
Through the Artisans' Bank it provided credits for working capital for
small industries.

By the end of 1960 the government's Artisans' Bank

had made 55,000 small loans.

Cartels operate in Israel. The law of

Israel does not require the cartel to prove that it is operating in the
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public interest.

The complainant is required to prove that it is oper

ating against the public interest before an order can be made dissolving
the cartel.
Three periods in the industrial development of Israel are to be
noted (Horowitz 1967). The period from 1948 to 1956 is the one during
which industry ramified into many areas of consumer products and of
heavy industry.

Private initiative carried the main burden of the di

versification. From 1956 to 1962 is the period when industry replaced
agriculture as the best source of employment for immigrants in the
newly developed areas in the south and the north. This helped to set
tle the land.

Investments during this period came mainly from the

State Budget, and there was a special concentration on industries such
as textiles which could offer a large number of jobs within a relatively
short time.

From 1962 onward is the period when Israeli industry was

expected to adjust itself gradually to less protection and to become
competitive on the world markets.

Exports are in this period a condi

tion sine qua non for industrial progress.

By 1964 it was plain that

the local market was fully served by existing industry and that any
future expansion would have to direct itself towards exports.

Anything

that could be manufactured at home meant a saving in foreign currency
and its manufacture should, therefore, be encouraged.

Administrative

restrictions on foreign imports of commodities which could be manufac
tured at home gave industry enough protection.

In those years, Israel

made its first advances in the metal, electrical, rubber, plastic, and
paper and wood industries, and achieved progress in some of the chemical
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branches and in food processing. The emphasis was on consumer products
for the local market.
Israeli industry's basic problem lies in its high cost, com
pared with those prevailing in international markets. This reduces
competitiveness on both local markets and export markets. This problem
is closely linked to the structure of industry. Small plants, fragmen
tation of production, and a limited degree of competition increase
costs. This is the result of the fact that local output is mainly
aimed at local consumption, while the local market is limited and
covers a large variety of products. Protection of local industry en
abled it to satisfy most of the demand.
an enlargement of plants.

Industrial development led to

Older established plants expanded production

while new ones were,on the average, larger than those which existed be
fore 1948.

In spite of this, most Israeli industrial enterprises, even

the largest among them, are still small. Production within each plant
is dispersed over a large variety of products, and compared with other
countries, there is but little specialization. This is a penalty small
countries everywhere have to pay.
Today, industry is facing a much more serious challenge. It
must improve the quality and adjust the price level of the product so
that it will be competitive with those of the large industrial nations.
Israel had the special problem of increasing productivity rapidly in a
small land area with a labor force that included many members without
mechanical experience.

The technical assistance she received from the
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United States and other nations has been very effective in solving this
problem.
Israeli industry must concentrate on processing imported raw
materials and re-exporting them as finished products.
utes know-how, skill, labor, and capital.
done in Holland and Switzerland.

Israel contrib

This is similar to what is

Diamonds, chemicals, precision in

struments, and electronics are favorite production activities in
Israel (Horowitz 1967).
Arab hostility, besides waging war, has many other economic as
pects.

It aims at preventing Israel from maintaining friendly and nor

mal relations with the nations of the world.
to block the trade channels.

It tries to boycott and

It removes Israel's natural market with

its neighbors and adds to the cost of transportation. Yet Israel's
exports have almost doubled in five years. Israel has ties with 28
countries in Europe, 29 countries in Africa, with all 25 countries in
the Western hemisphere, and with 14 countries in Asia and Oceanea.
Four hundred and forty world companies have signed know-how agreements
with Israel,

The flag of Israel flies on ships and planes that travel,

laden with cargo, to most of the world's ports.

Israel is vitally in

terested in an association with the European Common Market and negotia
tions with the market are active at the time of this writing,

A

country with few natural resources and dependent on foreign trade can
not be isolated in the modern world,
Israel now has a large scale production of solar heaters for
the production of domestic hot water. It has a new power unit which
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harnesses the rays of the sun in areas where there is adequate sunshine
(Horowitz 1967).

Israeli scientists have discovered new chemical fer

tilizers. The Weizmann Institute has specialized in the manufacture of
enriched oxygen, known as heavy water, and it supplies more than 90 per
cent of the world's demand for it.

It is worth up to $1000.00 a gram

and is used as a tracer by many sciences.

In 1960 Israel's industrial

sector product increased by 12 per cent. The product per employed per
son was 1L 5280 and the capital per employed person was 1L 13,123.
Public financing supplied 78 per cent of total investment in 1959,

Minerals
The search for mineral resources in Israel began in the Negev
in 1948 even before the end of the war.
all through 1950.

Geological surveys continued

The list of minerals found in Israel (Samuel 1965)

includes phosphates, copper manganese, feldspar, mica, glass sand,
fluorite, chrome, sulphur, kaolin, ball clay, bitumen-bearing rock,
gypsum, petroleum, and natural gas. The Israel Mining Corporation was
established to direct exploitation and it began to prospect immediately.
It is incredible that the Negev had been written off by British experts
and discarded as unsuitable for development only a few years before
1948.

Israel is one of the few countries in the world (the only one

between the Dead Sea and Japan) which possesses deposits of phosphates,
nitrates, and potash, the raw materials needed for the three main types
of chemical fertilizers in use today. Production of these raw mater
ials in 1964-65 reached 300,000 tons, of which two-thirds were exported.
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The mining industry had to overcome bad road communications, a scarce
labor force, and the lack of training of miners.
High grade refractory material, such as flint clay, ceramic
materials, bentonite, magnesium and chalk, and high quality glass sands
are found in the Negev.

But more important than all of these is the

Dead Sea, Israel's greatest source of mineral wealth;

It contains

almost unlimited quantities of potash, bromide, magnesium chloride, and
other valuable mineral salts.

Its water tests at 270 grams of salt per

i

liter which is eight times more salt than sea water. There are phos
phate deposits near it in the desert and some gypsum, marble, and gran
ite, The Palestine Potash Company's northern works were destroyed
during the War of Independence in 1948 and now lie in Jordan territory.
The southern works were taken over in 1952 by a new Israeli company,
the Dead Sea Works, Ltd,
was opened in 1953,

A road from Beersheba to Sdom on the Dead Sea

In 1965, 340,000 tons of potash were produced, of

which over 300,000 tons were exported,
A bromide plant is manufacturing bromides for industrial uses.
Income from minerals has helped to settle many immigrants.

The indus

tries of the Negev are in a prolonged process of expansion and develop
ment, Exploration for new minerals continues (Samuel, Rinna 1965),

Much

research is conducted in industries that have already proven themselves.
Investors also prefer these industries,

Israel has no coal and no iron.

Its electricity depends on imported fuel.
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Chemicals
David Ben-Gurion started early to arrange for the establishment
in Israel of large-scale chemical plants based on local raw materials
(Bermant 1967). They include plants for the production of sulphuric
and hydrochloric acid, di-calcium phosphate, and many other chemicals.
Common salt from the Mediterranean, the Dead Sea, and the Red Sea sup
ply Israel's demand.

Salt from Sdom is available for export.

Israel produced 14,000 tons of "cement copper."

In 1965

Israeli scientists

have developed several new plastics and have discovered new chemical
fertilizers.

Oil
Since the discovery of oil at Helet2 in 1955, there are now 32
wells in production yielding over 550 tons of oil per day (Bermant
1967). These wells meet 8 per cent of domestic oil requirements.

Some

oil is temporarily being received from wells in the Sinai Peninsula.
Recently a committee was set up by the government to implement recom
mendations for the reorganization of the entire oil exploration.

Small Settlements - Development Areas
The small settlements will be given preference in the diffusion
of new industries (Bermant 1967). Serious proposals for the transfer
of suitable plants from the center of the country to development areas
are being considered. The chief incentives to establish in smaller
centers are grants to "approved" enterprises to pay for equipment and
construction, and loans at low rates of interest. The new industries
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receive income tax and tariff concessions and exemptions from some
taxes. Government financing in development areas is available up to
80 per cent of the fixed investment, plus loans for working capital.
The countries that begin their development later can accomplish
it more quickly than those who started earlier.

It is helpful to take "

advantage of the knowledge and experience that has been acquired by
others, and the newcomers can skip or combine certain steps.

After de

velopment is commenced, investment in human resources by education and
experience is required to continue development.

CHAPTER 8

TRANSPORTATION AND COMMUNICATION

This sector of the economy supplies other sectors with services,
such as internal and external freight transport and postal communica
tions (Israel Economic Development 1968).

It offers services directly

for private or public consumption, such as passenger transport and mail
deliveries. The aviation and shipping services constitute a consider
able part of Israeli exports.

Politically the maintenance of an

Israeli-owned system of air and sea transport is vitally important.
From the social point of view, the government's policy on land passen
ger transport has been determined by the desire to provide low-cost
public transport for the population.
Overland passenger transport in Israel is characterized by the
high proportion of public transportation.

This phenomenon is due to

the government policy of restricting passenger cars. Government action
is influenced by the desire to prevent continually rising foreign cur
rency expenditures, and to counteract the increasing pressure for the
expansion of the urban and interurban road system which accompanies in
creases in the number of vehicles.

It also wishes to provide cheap

transportation for the general public.
During the period from 1950 until 1954, transportation equip
ment and roads were renewed after the damage caused during the War of
Independence, Between 1955 and 1959, shipping and to a lesser degree
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aviation expanded.

The shipping industry was financed largely by repa

ration funds, and investment in vessels was 25 per cent of all the in
vestment in the sector.
From 1960 to 1965, this sector's product expanded at an average
annual rate of 12 per cent (see Tables 12 and 14). Further investment
in transportation in the amount of 1L 2,900 million has been planned to
be expended at the rate of about 1L 725 million per year for the years
1968 to 1971. The transportation sector employed about 58,000 people
in 1966.

This was about 6,6 per cent of those gainfully employed in

the economy.

It is planned that the number will increase by about

15,000 by the end of 1971. Trucks hauled more than 80 per cent of the
ton-kilometers of domestic freight.
organized cooperatively.

The bus industry in Israel is

It is highly concentrated and carries almost

everybody and everything.
In 1949 Israeli aeroplanes carried 91,871 passengers.

In 1967

they carried 703,357 passengers (see Table 13). Israel has over 5000
miles of road.

$400 million has been spent for roads since 1950

(Israel Economic Development 1968).
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Table 12.

Breakdovm of investment in transportation and communication,
1950-1967.

(1L millions at 1966 prices)

Total 1950-1967

Total

4,869

Overland transport
Roads
Railways
Vehicles

2,419
936
201
1,282

Aviation and airports

276

Shipping and harbors

1,228

Posts and telecommunications

774

Miscellaneous

17 2

Source:

Table 13.

Israel Economic Development, Economic Planning Author
ity, 1968, p. 471.

Export of transport services, by major categories, 1959-1966.

($ million)
Total

421

Shipping
Freight from Israel
Freight between foreign ports
Passengers
Other earnings

265
44
125
47
48

Aviation
Freight
Passengers
Other earnings

156
10
115
31

Source:

Israel Economic Development, Economic Planning Author
ity, 1968, p. 472.
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Table 14.

Number of motor vehicles by categories (thousands).

Vehicles

1950-1951

1966-1967

Total

34.1

198.1

Trucks

13.6

48.1

Buses

1.4

3.6

Taxicabs and special vehicles

1.6

4.4

Private cars

9.6

94.7

Motor cycles and motor scooters

7.9

47.3

Source:

Israel Economic Development, Economic Planning Author
ity, 1948, p. 478.

CHAPTER 9

WATER RESOURCES

Centuries ago the life of the nomads in the Palestine desert
centered around sources of water (Prushansky 1967), To survive, it
was necessary to conserve water in ingenious ways. The Paris Peace
Conference in 1919 included the water resources of the Jordan River
and Lake Tiberias (Sea of Galilee) within the borders of Palestine.
At the beginning of the twentieth century, small irrigation projects
brought water to the coastal plain for the citrus groves. This was
pumped from shallow wells by oil engines.

Communal wells supplied

water for domestic use. By 1914 several settlements including Tel
Aviv had piped water.

There was also a water pumping plant near Petah

Tikvah which supplied water from the Yarkon River for irrigation
through a 16-inch main.

After World War I, a hydroelectric plant was

started on the Jordan River. It was destroyed by the Arabs in 1948.
Soon new techniques of well construction yielded more water. The
Palestine Water Company built the Karkur Water Works.
Mekorot Water Company was formed to serve Haifa.

In 1936 the

The company soon laid

a pipe line to bring water from the Rosh Ha'ayin Springs near Petah
Tikvah up hill to Jerusalem. Dr. W. C. Lowdermilk, a United States
water expert, wrote a book, "Palestine, Land of Promise."

It discussed

water supply. During World War II, much work was done based on Dr.
Lowdermilk1s ideas.
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On the formation, of the State, the Ministry of Agriculture
formed a water department and appointed a specialist as adviser.
department drew up a blueprint for overall irrigation.

The

Many foreign

advisers were consulted about this plan. Tahal, a government corpor
ation, was responsible for the planning and designing, and Mekorot,
the water company, was responsible for the construction of the works
and for the subsequent operation. The Water Commissioner has a staff
of 200 in four divisions (Prushansky 1967).
The development of the country depends on water.
100 tons of water to produce one ton of paper.
water to produce one ton of iron.

It requires

It takes 300 tons of

It would be difficult to conduct any

extensive agriculture in Israel without irrigation.

Israel has compar

atively little rainfall and it is unevenly distributed among the
seasons.
Israel's water projects are aimed at intercepting the surface
and underground flows of water caused by the rainfall and to use them as
desired (Prushansky 1967).

The average annual recovery of water that it

is possible to obtain in this way is about 1,220,000 acre-feet.

If some

underground water is saline, it can be used for cooling in industrial
plants. Suitable storage capacity is required to conserve water from
wet to dry seasons.

Lake Tiberias is the principal surface reservoir.

Water from this source is transferred to underground wells during
the rainy season, to be used in the dry season.
lines and canals from the north to the south.

Water comes in pipe

Much planning is done to

reduce unessential use of water, and to minimize the loss from seepage
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and evaporation.

Water is being reclaimed and purified to be used over

again where possible.
Special emphasis is placed on supplying the Negev with water.
It is government policy to reclaim and repopulate this area.

The value

added by irrigation is high in the Negev. The northern part is flat
and it is conducive to pipe laying and road building.

Regional water

systems have been developed. The largest one is the Yarkon-Negev pro
ject which was completed in 1955 at a cost of over 1L 100 million.
A similar project is the Western Galilee-Kishon project which
brings water from the springs and wells of Galilee to the Valley of
Jezreel (Prushansky 1967).

In the Beit She'an Valley, saliAe springs

are diluted with fresh water and used for irrigation. Israel now ir
rigates with rotary sprinklers instead of by canals and ditches. This
has given rise to a new industry to produce pipes and sprinklers.
hundred million tons of sewage water is reclaimed annually.
the Lake Kineret-Negev project commenced operation.

One

In 1964

It brings 260,000

acre-feet annually, a distance of 150 miles, to the Negev. Since 1967
Israel has been able to resume the deepening of the river bed of the
upper Jordan to drain Israel's Hula Valley.

Israel is using the share

of Jordan water recommended by United States Ambassador Eric Johnston
as belonging to Israel.
of 600 people.

Tahal, the water planning agency, has a staff

Four hundred of them are engineers.

Mekorot, the water

company, has a staff of 1000 of whom 250 are engineers.
large and important business in Israel.

Water is a

62

Israel is using about 90 per cent of its water potential and
desalination is now a major problem (Prushansky 1967). The use of
brackish water is also being actively investigated.
many foreign countries with their water problems.

Israel is aiding

Much of the water

depends on the amount of rainfall (see Table 15).

Table 15.

Annual precipitation in Israel (in mm.)

1931-1960
Mean Rainfall

1954

1958

1967

Kfar Giladi

769

926

704

958

Haifa

619

626

702

744

Tel Aviv

539

637

458

673

Afula

444

536

397

560

244

229

147

357

Mishmar

Hanegev

Source:

Israel Economic Development, Economic Planning Author
ity, 1968, p. 376.

Israel's annual water yield in the last 30 years has varied from
400 million cubic meters in a drought year (25 per cent of the average)
to 2400 million cubic meters (160 per cent of the average) in a rainy
year. In 1948 the Jewish sector consumed 230 million cubic meters of
water.

Eighty per cent of this was used for irrigation.

the owners out of their own wells predominated.
water rose to 1470 million cubic meters.

Self supply by

By 1967 consumption of

While agriculture is the main

user of water, its annual increment has been slight. From 1958 to 1968
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the irrigated area increased 30 per cent; yet the use of water in
creased by only 20 per cent (Israel Economic Development 1968).
From 1948 to 1958 urban consumption of water grew at about the
same rate as population growth. Then steps were taken to conserve
water in urban areas and the consumption of water declined.
less water was consumed than in 1958.

In 1967

The industrial consumption of

water by industrial plants is only about 4 per cent of the total.
Water development requires large sums of capital (see Table 16).

Table 16.

Gross investment in fixed assets for water development,
1950-1966.

(1L million at 1966 prices)
Total

1348

1950-1952

206

1953-1955

259

1956-1964

733

1965-1966

150

Source:

Israel Economic Development, Economic Planning Author
ity, 1968, p. 381.

The cost of water varies from 3 to 4 agurot per cubic meter in
the Jordan Valley to 60 agurot (cents) per cubic meter in Har Hanegev,
in the south.
The Water Law passed in 1959 established that all rights to
water are vested in the State.

The Department of Agriculture issues

licenses to exploit water resources.

Water rates are fixed by type of
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consumer and source of supply. They are not necessarily related to
cost.

Extra charges are collected from some consumers, while others

are subsidized.

Not all water is homogeneous and some water sources

which contain too much chlorine have to be diluted with sweet water
before the water can be used for irrigation (Israel Economic Develop
ment 1968).
Israel now uses 90 per cent of its water potential.

When the

total available quantity is exhausted, the only other source of water
will be sea water.

At the present level of technology, the cost of de

salination is too high. Four processes of desalination are being ex
perimented with in Israel at present. They are the Zarchin freezing
process, the electrodialysis process, the reverse osmosis process, and
the flash evaporation process.

It is hoped that in the near future it

will be possible to set up an atomic power plant that will produce de
salinated water at an acceptable price. The United States and Israel
are cooperating on this problem (Israel Economic Development 1968).
Water Resources Development (International), Limited, was estab
lished in 1958 with the object of undertaking water development work
outside Israel.

Mekorot Water Company, Limited, holds 70 per cent of the

shares in this company. The company is in a position to undertake com
plete or partial development projects abroad including construction,
implementation, and management in the water resources field. It usu
ally establishes a joint venture with the local government and with
local public organizations, as well as with private companies.

In 1969
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it is operating in Greece, Honduras, Iran, Ivory Coast, Kenya, Nigeria,
Peru, and Sierra Leone.
The bringing of water and irrigation to the Negev is an example
of what can be done by mankind in the battle against desert regions
everywhere.

The experience of the Negev pioneers is a source of en

couragement and knowledge that can help many countries.

CHAPTER 10

MONEY AND BANKING

In the early years of the State, defense and development were
financed by the creation of money by the government (Horowitz 1967).
The Treasury Department sold bills to the banking system and sold land
bonds to the people.

This was inflationary but "necessity knows no

law" and there was no other way of financing at that time.
In 1954 the Bank of Israel Law created the Bank of Israel as
the central bank of the country and gave it objectives and powers simi
lar to those enjoyed by central banks in the developed countries
(Israel Investor's Manual 1968).
legal tender.

It has the exclusive right to issue

It holds the foreign currency and gold reserves of the

State of Israel, although foreign currency transactions are supervised *
by the Ministry of Finance.

It receives deposits from the Israel banks

(though not from the public) and provides the banks with credit in the
form of rediscounts.

It is also authorized to trade in the open market.

The central bank supervises the flow of credit by imposing liquidity re
quirements on the various banking institutions in the country, as well
as by directing credit to certain priority sectors of the economy.

It

is the fiscal agent of the Government of Israel, and as such holds its
basic deposits.
There is an Ottoman Law in Israel that sets the maximum rate of
interest which can be charged at 9 per cent per annum (Horowitz 1967).
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The law was changed so that this restriction does not apply to banks.
The central bank fixed the legal maximum rate at 11 per cent on ordin
ary loans, 10 per cent on loans for agriculture and industry, and 6
per cent on loans that are linked to the cost of living index or to
the foreign exchange rate.
rates.

Private lenders were charging much higher

Many individuals and institutions used various subterfuges to

increase the real rate charged.

In 1955 the rediscount rate of the

Bank of Israel was 6 per cent.
There are in Israel 28 commercial banks with 649 branches, 20
mortgage and development banks,' and 17 credit cooperatives with 100
branches (Horowitz 1967). Twenty-one of the banks are authorized to
deal in foreign currency. The larger Israel banks have branches and
subsidiaries in other countries, and all of the major banks have bank
ing correspondents in financial centers abroad.
Israel is the largest commercial bank.
banking business of the country.

The Bank Leumi Le-

It does 40 per cent of the

It has 176 branches. It is number

144 on the list of the world's 500 largest banks (Israel Investor's
Manual 1968). The banks can rediscount notes with the Bank of Israel,
the central bank.
The Industrial Development Bank of Israel was incorporated in
1957 (Horowitz 1967).

It deals on long-term credit for industrial de

velopment. This bank is a joint enterprise, with shares owned by the
government, the Manufacturer's Association of Israel, the Histadrut,
the major commercial banks, and some foreign investors.

The Industrial

Development Bank acts as agent for the Agency for International

68

Development, and the International Bank for Reconstruction and Develop
ment (World Bank).
The Tel Aviv Stock Exchange is organized as a limited liability
corporation.

It has five banks and 15 other financial institutions and

stockbrokers as members (Israel Investor's Manual 1968).

Banks are

full members and play a major part in the transactions.

In 1955, 30

companies had their shares listed on the exchange.
their shares was 1L 30.5 million.

The market value of

There were 16 government loans

listed. The total value of the listed loans was 1L 117.5 million.

The

value of the listed shares and loans had reached 1L 254.6 million and
1L 474.1 million, respectively, by 1967.
Eighty-one insurance companies carry on business in Israel
(Israel Investor's Manual 1968). Twenty-eight are Israeli companies
and 53 are branches of foreign companies.
operate in Israel.

Nineteen Lloyd's brokers

Seventy-three per cent of all of the insurance bus

iness is transacted by the Israeli companies, and 80 per cent of this
is handled by eight large firms.

A group of local firms organized a

reinsurance company which serves the insurance field as a whole in the
country.

Much reinsurance is also effected in foreign countries.

Nonresidents, whether private persons or companies, may hold
freely transferable foreign currency in special accounts with author
ized dealers, either under their own names or in secret, numbered ac
counts. Temporary residents and immigrants also have this privilege
for the first ten years of their residence in Israel.
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State of Israel Development Bonds may be redeemed for Israeli
pounds prior to their date of maturity by tourists and by Israeli resi
dents (Israel Investor's Manual 1968).

Local residents may redeem all

categories of bonds, excepting bearer bonds, up to a maximum of $1,000
nominal value per annum. Tourists may redeem bonds of all categories
up to a maximum of $2,500.00 per month per person.
It was difficult to control inflation with large sums of capi
tal flowing into the country and with the government finding it neces
sary to spend large sums to settle immigrants (Patinkin 1967).

In the

first few years of the existence of the State, efforts were made to
suppress inflation by price controls and the rationing of food, cloth
ing, foreign exchange, and many other commodities.

This meant that the

real balances in the hands of the public increased. The unspent pur
chasing power created excess demand and black markets flourished.

The

system of controls broke down and in February, 1952, the pound was de
valuated, During this period, government credit grew at the rate of
75 per cent per annum.

Yet there was no panic.

There was no undue

flight away from cash. The relative demand for cash balances remained
unchanged and the velocity of circulation remained fairly constant.

The

rate of interest was increased. This reduced the demand for cash bal
ances.

After the central bank was formed, its ability to halt infla

tion was limited. The government required the Bank of Israel to give
it large credits.
tion.

At best, the bank could conduct a restraining ac

The bank did try to limit credit.

It granted discounting privi

leges only to those banks who needed the money to lend to those sectors
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of the economy of which the government approved (Patinkin 1967).

In

the first ten years there was a continuous rise in the price and wage
level accompanied by a depreciation of the pound. The pound dropped
to one-sixth of its original foreign exchange value.
was .333 pound for one dollar.

In 1948 the rate

By 1962 it was 1.8 pounds per dollar.

The government preferred to increase its foreign debt rather than to
reduce its import surplus and create more immediate hardships for its
people.

By 1958 the government obligations stood at $485 million.

It

had reserves equal to only 23 per cent of its imports. The average re
serve of the countries of Western Europe is 40 per cent of the average
annual import.

In ten years the price level of the G.N.P. (gross na

tional product) increased threefold, while the price of foreign exchange
increased fivefold.

This worsened Israel's terms of trade. The money

supply increased almost tenfold in 15 years (see Table 17).

Table 17.

Money supply,credit^ and G.N.P. (gross national product).
1950 = 100
Credit
From Banks

G.N.P.
Fixed Prices

Year

Money
Supply

1950

100

100

100

1964

958

1,244

411

Source:

Israel Yearbook, 1966.

The money supply of Israel in 1954 was 1L 348 million (Statis
tical Abstract of Israel 1968), If the deposits in foreign currency
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and time deposits are added, the supply was IL 435 million.

These fig

ures grew to IL 2,539 million and IL 5,593 million, respectively, by
1967. The brokerage of bills by banks totaled IL 434 million in 1963
and IL 742.3 million in 1967.

In 1954 the Bank of Israel administered

assets to the value of IL 202 million.
the bank were IL 4,381 million.

In 1967, the total assets of

The capital and reserve fund of the

bank increased from IL 10 million in 1954 to IL 20 million in 1960.
The total assets of the commercial banks and credit cooperative soci
eties in 1967 were IL 9,109,1 million.

The total capital of these in

stitutions was IL 421.2 million.
The commercial banks and the credit cooperative societies had
a total income in 1967 of IL 526.8 and earned a net profit of IL 34.3
million. The mortgage and investment banks had total assets in 1967 of
IL 3,820 million and a capital of IL 473 million (Statistical Abstract
of Israel 1968).

Inflation
Inflation shows itself in the monetary aspect of the economy.
The money supply and the price level grow. The result is usually for
eign exchange control or devaluation.
control can be expected.

A rise in nominal wages or wage

During inflation, the import surplus grows

and the unemployment rate falls at first.
The average money supply grew from IL 93.1 million in 1948 to
IL 1,833.4 million in 1965 (Statistical Abstract of Israel 1968).
Until 1951 the annual rate of increase was 34 per cent.

After that the

rate of increase was between 10 per cent and 20 per cent each year.

At
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first, the State of Israel issued currency against gold and foreign ex
change only.

Very soon land bonds issued by the government were added

to gold and foreign exchange as a backing for currency and the money
supply grew.
The foreign exchange which comes into the country must, with a
few exceptions, be sold to a commercial bank which is an agent of the
Treasury Department. This increases the quantity of money.

After the

Bank of Israel was formed, it was the source of credit for the govern
ment (Halevi 1968), The government also borrowed abroad and from com
mercial banks.

Until November, 1950, there were no liquidity ratios

specified for commercial banks.

In that month the government required

the banks to have a liquidity ratio of 45 per cent.

The only instru

ment the government used to control credit up to 1953 was the liquidity
ratio.

In 1957 foreign exchange was eliminated as a liquid asset so

that credit could not be expanded on the strength of foreign currency.
Foreign exchange conversion was unimportant until the year 1958.

After

that, when German reparation and restitution payments began, foreign
exchange greatly affected the supply of money.
In the early period from 1949 to 1951, when many immigrants were
arriving, price control was used by the government to hold down infla
tion, while it created money to settle newcomers and build an infra
structure (Halevi 1968),

Wages were not controlled. The divergence

between controlled and free market prices increased.

Capital was too

cheap, relative to labor, and goods were too cheap relative to services.
A restrictive monetary and fiscal policy was missing.

The devaluation
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of 1952 and the lifting of some of the price controls raised prices.
Rationing and controls of foreign exchange remained.

The government

curbed monetary expansion by supplying less liquid assets.

Unemploy

ment increased and the import surplus declined.
After 1958, the increased demand created by the new foreign ex
change receipts was absorbed by the growth of productivity.

Nevertheless

the government created inflation when its demand for goods and services
exceeded the growth of production and competed with the public for
scarce goods. The Bank of Israel tried to hold down inflation by set
ting high liquidity ratios and freezing credit.

The growth rate in the

money supply became less, but too much near money came on the market
from finance companies and other institutions. The central bank en
gaged in very few open market transactions and did little to change the
rate of interest.
The government continued to avoid direct controls and tried to
accomplish the same end by subsidies and indirect taxes.

By 1960 there

was full employment and a high rate of product growth. The import sur
plus was large, yet foreign exchange reserves grew.

Inflationary pres

sures continued because of the foreign exchange that kept coming in.
The unusual occurrence was that in February, 1962, there was devalua
tion at a time when foreign exchange reserves were high and there was
full employment. The money supply grew by 30 per cent in 1962 and con
tinued to grow a little more slowly in 1963 and 1964 (Halevi 1968).
bill brokerage market developed whereby deposits were loaned out at

A
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12 to 17 per cent.
credit.

By 1964 bill brokerage reached 42 per cent of all

Inflationary pressure caused the failure of the devaluation.

The import surplus grew. The government took anti-inflationary steps
in 1962 and 1963, but in 1964 it resumed lending to the public, and
inflation was again on the rise.

The Bank of Israel tried to curb the

growth of credit, but failed. The cost-of-living benefit attached to
wages kept wages high and prevented a control over rising costs.
Government deficit financing in this period increased the money
supply (Halevi 1968).

The money supply grew from 1L 100.8 million in

1948 to 1L 1707,4 million in 1964.

Import prices were by agreement ex

cluded from the consumers price index in considering the wage increase
because of the rise in the cost of living.

Until 1954 the Histadrut

insisted on wage increases in the face of unemployment.
cost inflation.

In 1962 the Histadrut agreed to a two-year basic wage

freeze with the cost-of-living clause attached.
increased.

This produced

In 1965 unemployment

In the face of this, the government gave civil servants a

30 per cent wage increase. The share of wages in 1965 was 47.6 per
cent of the national income.
At first employees of all grades received the same salary.
This was supplemented by allowances fixed on size of family.

In 1955

there were a number of strikes and special consideration was given to
professional employees (Halevi 1968). In 1958 the Histadrut formu
lated a wage differential policy.

A raise in wages of one group meant

a proportionate rate of raise in all groups. Except for short periods,
demand inflation rather than cost inflation prevailed.

In November,
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1967, Israeli currency was devaluated to an exchange rate of 1L 3.5 for
one dollar from 1L 3 for one dollar. This followed the devaluation of
the British pound.
Savings
Public investment was a stimulant and catalyst of private in
vestment. The formation of capital in Israel depended to some extent
on domestic savings.

A stronger propensity to save is necessary to re

place the capital inflow from abroad, which cannot be expected to con
tinue in such large sums indefinitely.

Private saving in Israel in

1958 was on the same level as that of Western Europe, that is, 5 per
cent (Horowitz 1967). The dissaving was by the government that had to
spend so much for defense.
they are borrowers.

White collar workers are the worst savers --

Net national saving in Israel from 1957 to 1960 was

at the rate of 3.7 per cent, which was very low, because the government
dissaved. The main cause of this situation was the unilateral transfer
receipts, which were 13 per cent of the national income, and replaced
savings.

Ninety-three per cent of the net capital formation in 1962

was financed by foreign capital.

Net capital investment in each year

from 1950 to 1963 exceeded 20 per cent of the cash resources.
In 1967 there were 900,000 persons insured under National In
surance (Statistical Abstract of Israel 1968).

In 1967 the amount

collected for this insurance was 1L 323,786 and the amount paid out was
1L 265,727. The total premiums received by life insurance companies in
1967 were 1L 68,528,000 and the claims paid out were 1L 22,983,000.
For general insurance, the figures are 1L 202,186,000 and 1L 95,098,000.
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respectively.

The Provident Funds had total assets in 1967 of 1L

2,287.7 million. There were about 300,000 members in the Provident
Funds which paid out unemployment benefits. The funds from the National
Insurance Fund are used by the government as part of its development
budget. This has the same effect as using savings for development.
The new technology is based on savings. Massive application of
capital to resources overcomes the disproportion between people and re
sources. To encourage saving, the government had a save-to-build
project. The savings were linked to building costs at the time the
saving started and were guaranteed interest at 4 per cent per annum.
This meant that rising building costs would not be at the expense of
the saver.

There was a similar scheme to purchase orange groves by

saving. Prospective immigrants were encouraged to start saving before
they immigrated. The government undertook to lend them at low interest
rates sums equivalent to the amount saved.

The share of domestic sav-

i
'

ings in the financing of investment between 1960 and 1966 rose to 45
per cent.

A rough rule of thumb is that it requires savings of 15 to

20 per cent to create enough capital to increase income by 5 per cent.
There are contractual pension funds to encourage saving. Many
have their government salary paid directly into the bank.

The private

sector in Israel is not behind others in saving. It is the public sec
tor which dissaves.

In 1967 the private sector saved 20 per cent of

its income (Halevi 1968).

Business contributed substantial sums to

saving from undistributed profits.

CHAPTER 11

BALANCE OF PAYMENTS

The outstanding feature of Israel's foreign trade was the large
import surplus made possible by the large capital inflow.

When amounts

are given in Israeli pounds or dollars, one must bear in mind the dif
ferent rates of exchange at different times, unless otherwise stated
(see Table 18).

Table 18.

Official exchange rate of the Israel pound (1L per U. S.
dollar).

Period

1948-1967

Rate

Up to September 18, 1949

0.248

September 19, 1949, to December 31, 1953

0.357

January 1, 1954, to February 9, 1962

1.800

February 10, 1962, to November 18, 1967

3.000

From November 19, 1967 to date

3.500

Source:

Statistical Abstract of Israel, 1968, p. 464.

Economic development is a long run process which may be inhibited
or delayed by the shortage of foreign exchange.
more damaging than the shortage of savings.

This shortage is even

In order to save foreign ex

change, countries try to replace imports with domestic production.
requires improved technology and the acquisition of know-how and
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machinery from abroad.

This in turn requires foreign exchange. There

are many decisions which have to be made to close the gap in the bal
ance of payments caused by the expenditure.
In 1952, Israel's price control system collapsed as black
markets developed and foreign exchange reserves almost disappeared
(Halevi 1968).

The crisis led to a virtual discontinuation of immi

gration, since it could not be financed, and to considerable emigration
during 1952 and 1953. The government policy in those years was aimed
at reducing the import surplus and at replenishing the reserves of for
eign currency.

At the end of 1953, the Israeli pound was devaluated

from 0.357 per dollar to 1,800 per dollar.
tary expansion.

The government curbed mone

Unemployment rose and the import surplus declined.

January 1, 1954, started a new period (Halevi 1968).

The back

ground of this period is the change in the balance of payments and
deficit situation.

Large sums of money were received from American,

Canadian, British, and other Jews in the form of Consolidation Loan
Bonds at a low rate of interest.

During this period, hundreds of

millions of dollars were received from the government of West Germany
by way of reparation payments to the government and restitution pay
ments to individuals.

The matter of reducing the import surplus became

unimportant for the time being.

The import surplus grew, creating the

possibility for an extensive investment program which in turn resulted
in the government realizing its objective of economic growth and the
reduction of the rate of unemployment.

The deficit caused by the import

surplus was more than covered in each year by the inflow of United Nations
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and United States assistance as well as by the unilateral transfers and
long and short term capital.

Immigrant capital and equity investments

by foreigners were also factors. The result was that reserves of gold
and foreign exchange were increasing during the period.

By the end of

1967, Israel's reserves were about $275 per capita, which exceeded the
per capita reserves of Canada, England, France, and many developed
countries of the West, including the United States.
sents

Table 19 pre

a summary of the balance of payments during three typical years

and during 1967, which was a war and emergency year in which much more
money was received from world Jewry by way of unilateral transfers and
from the purchase of Israeli government bonds.

Table 19.

Trade deficit, transfers, and capital imports of Israel,
1964-1967 ($ million).

Deficit on current account
Unilateral transfers net
Surplus of transfers over deficit
Medium and long term capital
movements in
Surplus of capital imports over
deficit
Source:

1964

1965

1966

1967

-573

-520

-445

-437

335

327

29 2

522

-238

-193

-153

85

280

230

184

258

42

37

31

343

Statistical Abstract of Israel, 1968.

A more detailed explanation is helpful when the balance of pay
ments is examined (see Table 20).
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Table 20.

Summary balance of payments of Israel, 1964-1967 ($ million).

1964

1965

1966

1967

1. Imports - goods & services

-1,191.7

-1,231.1

-1,277.1

-1,355.7

2. Exports - goods & services

619.2

710.7

832.2

918.4

520.4 -

444.9

3. Import surplus

-

572.5

-

-

437.3

4. Unilateral transfers

334.9

327.2

291.0

522.2

5. Long and medium term
capital movements

280.0

229.9

183.0

257.5

6. Total 4 and 5

614.9

557.1

475.6

779.7

7. Short term- capital
movements

-48.1

50.5

-22.9

-12.3

8. Increase (-) gold &
foreign reserves

-21.3

-105.8

19.0

-215.9

9. Errors and omissions

27.0

18.6

-26.8

-114.2

Source:

Statistical Abstract of Israel, 1968, p. 185.

Exports
The government encouraged exports.

It granted low cost export

credits and paid part of the transport costs and port fees.

It also

paid part of risk insurance, advertising and marketing costs, and for
market research.

In 1966, the incentives to exporters were increased

by giving rebates of many indirect taxes paid (Halevi 1968).
In 1968, the knit-wear and ready-to-wear industry exported
goods to the value of $27 million. This was a record because of new
methods employed and the encouragement by the government to buyers who
came to Israel.

In 1968, exports to England rose to $ 74 million, and
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exports to Africa reached $27 million.

Exports to South Africa,

Uganda, Ethiopia, Tanzania, and Malawi increased because the Suez Canal
remained closed.

Exports of the petrochemical industry doubled from

1L 6 million in 1967 to 1L 12.5 million in 1968.

Exports of goods and

services in 1949 totaled $35 million, which was 11.7 per cent of the
value of the imports of 1949.

In 1967, exports of goods and services

totaled $930 million, which was 68 per cent of the amount of that
year's imports. This was more than the total value of exports from
Palestine between 1922 and 1947,

Items of export became more sophis

ticated and included transportation equipment and grenade throwers
(see Tables 21 and 22).
Income from tourists and tourism in 1952 was $2.5 million and
in 1968 it was $90 million.

Table 21.

Exports (net) by major commodities, 1967.

Commodity

$ Million

$ Million

Citrus

85.3

Textile products

51.8

Other agriculture

23.1

Chemicals

32.7

Citrus products

22.8

Tires and tubes

9.5

Other foods

12.9

Mine and quarry

14.8

157.4

Other industrial
products

110.2

Diamonds

Total
Source:

521.5

Bank of Israel, Jerusalem Annual Report, 1967 i P. 71.
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Table 22.

Imports, exports, and trade deficit in dollars per capita.

Year

Imports

Exports

Trade
Deficit

1949

241

27

214

1955

192

51

141

1960

234

100

134

1964

329

142

187

1967

270

192

78

Source:

Bank of Israel, Jerusalem Annual Report, 1967.

CHAPTER 12

GOVERNMENT AND ADMINISTRATION

When the British mandatory government left Palestine, there was
already a form of Jewish government (Ben-Gurion 1966).

The Vaad Leumi

(people's organization) of the Jewish settlers had been for some time
in charge of Haganah (self defense) education and social services.

In

fact, in the years from 1936 to 1939, the voluntary Jewish institutions
had spent twice as much on health as the government.
A new nation, without governing experience before independence,
is faced with so many intricate problems that there is a temptation to
form a dictatorship or a totalitarian government ruled by a single
party. The example of the Communist Party in Russia is ever present
(Ward 1962).

Israel's leaders avoided communism, but they did organize

a very liberal government,
has to create the

A new government in an underdeveloped land

infrastructure necessary for development. It has to

supply the irrigation, the drainage, the power, the transportation, and
in the case of Israel even the water. The government needs to do a lot
of planning.

It has to supply education and vocational training and,

equally important, it must apprise the people of what is going on and
obtain their cooperation. In many cases religious and traditional bar
riers have to be overcome.

The government should be ready to engage in

certain enterprises if need "be (Hagen 1968).
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Principles of Government
The first Knesset (Parliament), which met on the 16th day of
February, 1949, elected as president Dr. Chaim Weizmann, a world re
nowned scientist and Zionist leader, and David Ben-Gurion as prime
minister. The prime minister was given the task of forming Israel's
first elected government, the first Jewish government since the de
struction of the second temple in the year 70 A.D. (Israel Government
Yearbook 1969). The principles of government submitted to the Knesset
contained ten basic tenets:
1.

Collective cabinet responsibility.

2.

Liberty, equality, and democracy as the foundation of the

republican regime.
3.

A foreign policy of loyalty to the principles of the United

Nations' Charter, friendship with all peace-loving states, and a con
stant effort to achieve a Jewish-Arab understanding.
4.

Compulsory military service by all men and women, for

periods laid down by law.
5. Ingathering of the exiles.
6.

A development policy designed to double the population of

the State within four years, to settle the sparsely inhabited areas of
the country and prevent over-concentration in the cities, to encourage
private capital and private and cooperative initiative, to organize
enterprises that will employ labor in all parts of the country.
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7. General education for all the nation's children; teaching
of Hebrew to the new immigrants; the fostering of pure and applied re
search in all the natural sciences; education in Arabic, with the study
of Hebrew, for all the country's Arab citizens; expansion of agricul
tural and vocational education,
8. Rehabilitation of ex-soldiers.
9.

Labor laws to ensure freedom of organization for the

workers, the fostering of trade unions, and the fixing of minimum
wages, encouragement for collective bargaining, the establishment of
a network of social insurance institutions, and laws for the defense
of workers.
10,

Appointments to the Civil Service on the basis of examina

tions.
The legislature is supreme in Israel, The law does not define
the rights of the individual. The official declaration establishing
the State includes the following statement (Israel Declaration of Inde
pendence May 15, 1948),
The State of Israel will be based on freedom, justice and peace
as envisaged by the prophets of Israel; it will ensure complete
equality of social and political rights to all its inhabitants,
irrespective of religion, race or sex; it will guarantee free
dom of religion, conscience, language, education and culture.
There is a common law attitude that the individual is at liberty to do
whatever is not forbidden by law.

Every citizen is entitled to vote at

the age of 18 and is eligible to stand for election to public office at
the age of 21. The social legislation of the State reflects the ideol
ogy of the ruling labor party (Mapai) and is very comprehensive. The
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legislation covers hours of work, days of rest, annual leave, social
insurance of all types, old age pensions, collective bargaining, and
the protection of labor unions.

A worker upon discharge is entitled

to one month's pay for every year worked.

Departments of Administration
In 1949, a Division of State Lands was organized (Heth 1967).
This department was to own all the land formerly owned by the Jewish
National Fund for the Jewish people plus the land that became the
property of the State in 1948,

This land may only be leased.

not be transferred by sale or in any other manner.

It may

Many decisions in

Israel have to be made on other than economic grounds, such as dispers
ing the population, giving employment, and maintaining security.

This

procedure was made easier by the government ownership of the land.

In

1950, Nahal, a youth organization, was formed. They manned a series of
agricultural settlements on government land in strategic security loca
tions. The young people of Nahal performed military as well as economic
tasks.

They were a defense force and agriculturists at the same time.
In 1949, the government created a Research Council, and in 1950

a Development Authority, to assist industry and to encour.age capital
investment. The function of government in economic development in new
countries is important, and it is very important in socialist countries
such as Russia and in socialist and capitalist countries like Israel.
The role of government in mobilizing capital is important.

In Israel,

this function was performed by the Development Authority. The Savings
Authority was organized in 1956 to encourage savings by granting income
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tax concessions to savers. The Law to Encourage Capital Investment was
enacted in 1959 and provided for loans, depreciation and tax conces
sions, and other subsidies to investors.

These laws helped to accumu

late capital.
In Israel, private, semipublic, and public enterprises work
side by side.

When there is a danger of too much government control,

the social processes develop countervailing forces, Israel encourages
foreign-owned industry and foreign capital to enter.

Too much social

ism would interfere with this, so the extreme socialists are held in
check.

In 1967, the Law to Encourage Capital Investments was amended

to grant more concessions to encourage the inflow of foreign capital,
especially where an industry is set up in a development area.

Long

term loans at low interest rates were granted. Israel believes it is
better to use public money to subsidize an industry which grants em
ployment than to keep people on the dole.
In 1951, the government created the Institute of Productivity
and Production, and in 1952, the Institute of Safety and Hygiene (Heth
1967). The Institute of Productivity conducts research and training
for industry, agriculture, building, and various services. It employs
a staff of trained engineers, economists, business graduates, and tech
nicians. This staff studies automation, production controls, standard
costing, incentive pay schemes, and quality control.

In 1954, the

government opened the Artisans' Bank, which made loans to small mer
chants and professional men in amounts up to 1L 1500. By 1960, it had
made 55,000 loans.

In 1954, the government commenced the Work Relief
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program to give part-time work to the unemployed.

In 1958, the govern

ment formed a Productive Fund to lend sums up to 1L 13,000 to immi
grants who have not more than $5,000.00 of their own.
In May, 1955, the regional plan for the development of towns
in the Lachish area was commenced. This involved setting up new immi
grants in new areas and building homes for them. It encouraged agri
culture and brought industry to the area. This plan supplies economic
and social and cultural services.

In July, 1955, the government

financed the installation of the Yarkon-Negev pipe line to bring water
from the northern rivers to the Negev Desert.

In 1957, the Arid Zone

Institute was formed to conduct research in the Negev.

The Drainage

and Flood Control Law and the Collective Agreements Law were also en
acted in 1957 (Heth 1967).

New Economic Objectives
In 1959, the Knesset met and set out objectives for the next
four years (Israel Government Yearbook 1968-69);
1.

Speed up progress towards the achievement of economic inde

pendence and make a vigorous effort to obtain Jewish and international
capital from abroad for the development of the country.
2, Intensify the effort to bring about the integration of the
new immigrants and the closing of the educational and economic gap be
tween the veteran community and the new immigrants. To provide voca
tional training, suitable housing, primary education, and steady
employment.
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3. To provide financial assistance for the existing develop
ment areas and continued efforts to populate the empty areas in the
north and the expanses of the south and the Negev.
4. In order to speed up progress toward economic independence,
the government will encourage the inflow of private, cooperative, na
tional, state, and international capital and assist in productive en
deavors.
In 1959, the government enacted the Water Law, setting forth
that the water resources were public property and subject to State con
trol.

In 1959, there was also enacted the Law to Encourage Capital In

vestment, the Law to Establish the Geophysics Institute to control
mining and drilling, and the Employment Services Law.

The Employment

Service is a division of the Ministry of Labor and is an excellent in
strument of vocational training. The Service gives a cash subsidy to
industry to defray the cost of on-the-job training which improves
skills. There are 23 vocational training centers for full-time train
ees who are given subsistence loans.

The centers also provide evening

courses for those who wish to upgrade their skills.

In 1965, the

Streams and Springs Authority Law was passed to ensure an orderly flow
and use of water and streams.

Government Revenue
By 1958, there were 64,690 state employees and civil servants
out of a population of 2,775,000 (Israel Government Yearbook 1968-69).
In 1949, the government collected 1L 9.3 million in income taxes.

In

1967, the income tax collection totaled 1L 1,175.8 million. In 1967,
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the total government debt was 1L 7,585 million, of which more than half
was owing to Israeli citizens.

The total expenditure of the Israeli

government in 1948 was 1L 74.4 million.

In 1967, the total tax revenue

of the government was 1L 2,900 million.

In that year 1L 600 million was

spent on health, 1L 1100 million on education, and 1L 700 million on
social welfare.

In 1964, the net taxes paid by the Israelis were 23

per cent of the gross national product.
The year 1967 set a record for the issuance of financial bonds.
Bonds are issued mostly by the government.
issue fixed term securities occasionally.

Some financial institutions
When the government approves

of a corporation as an "approved" investment, this approval virtually
guarantees the sale of its bonds.

The social insurance funds are re

quired by law to purchase bonds from corporations which are declared
"approved" investments. The bonds are subject to government directives
regarding the use of the proceeds.

In many instances, the parties de

pend on the government to cover the difference between the proceeds of
the bonds and the amount required.
payment of the bonds.

The government often guarantees re

This type of financing can be copied in under

developed countries.
The relative sources of the taxes that are collected by the
government are income taxes, 50.2 per cent; expenditure tax, 40.4 per
cent; property tax, 4.1 per cent, and tax on transactions, 5.3 per
cent (Israel Government Yearbook 1968-69).

A very large portion of the

cost of financing gross fixed capital formation comes from public
funds. This is made easier by the fact that capital inflow from abroad
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is available in a large measure only to the government (see Table 23
for the financing in a typical year).

Table 23.

Public financing of gross fixed capital formation by industry
in 1960.

Industry

Per Cent

Agriculture and irrigation

84

Manufacturing

39

Mining and quarrying

50

Transportation

77

Electric power

5

Trades and services

57

Dwellings

38

Total

53

a.
per cent.

In 1957, electric power was 87 per cent and total was 57

Source:

Bank of Israel, Jerusalem,Annual Report, 1965.

In 1967, the government made direct investments in the sum of
1L 988.9 million.

In that year loans by the government to other in

vestors totaled 1L 3,257,7 million (Israel Government Yearbook 1968-69).
Government approved enterprises receive special subsidies and
concessions.

Since 1963, the government approves of an enterprise only

if 50 per cent of its output is destined for export (Halevi and KlinovMalul 1968).

Special inducements are given to investors of foreign
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capital who establish themselves in development areas.

The minister of

finance established a scale of preferences for approved enterprises.
New enterprises must concern themselves not only with investment capital
but also with fixed capital.

Israel needs industries that substitute

local goods for imports and that increase exports.

In ten years, the

value of the Israeli pound has dropped to one-sixth its value.

This is

not as great a depreciation as was suffered by the French franc or the
Italian lira, but it is an indication of Israel's difficulty to compete
in the export market.
The government of Israel helps the universities and research in
stitutions of the country to make available industrial buildings for
science-based industries near the institutions where the scientists are.
In 1968, it spent 1L 7 million for a building compound near the Weizmann
Institute (Halevi and Klinov-Malul 1968),

The Institute for Planning

and Development channels Israel's rich reserve of professional know-how
to the services of overseas clients.

The government has also chartered

the Israel Institute of Applied Social Research.

This body advises

governmental, public, and private institutions, and firms in all matters
relating to research in fields of social psychology, sociology, and re
lated disciplines.

Monetary and Fiscal Policy
Capital inflow has given the government leeway in fiscal policy.
The fiscal policy measures have contributed to rapid economic growth
(Halevi and Klinov-Malul 1968).

The major instruments of economic

policy available to the administration are the state budget, the
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Foreign Exchange Control Board, price control, monetary policy, and wage
policy,

Israel has used all of these, including rent control.

Under

the guidance of David Horowitz, the able governor of the Bank of Israel,
the government is at all times conscious of the problems of inflation
brought about in part by capital inflow and free spending.
The prospects of democracy and of economic growth are improved
when economic activity and economic development are guided by such an
all-embracing legal, social, and economic framework as has been de
scribed here,

A consideration of receipts and disbursements is always

helpful (see Tables 24 and 25),

Table 24,

Development of state revenue according to sources (1L
thousands),

Description of Revenue

Estimated
1967-1968

Actual
1966-1967

Total

6,002,000

4,232,566

Total ordinary budget

3,888,500

2,788,856

Taxes on income & property

1,683,900

1,255,600

Taxes on expenditure

1,391,900

1,044,500

Taxes from fees and licenses

202,400

169,100

Collection— interest & revenue

310,300

319,656

Security loan

300,000

Total development budget
Collections — internal loans,
sale of property—revenue
Counterpart funds
Advances from Bank of Israel

Source;

2,113,500

1,343,710

845,500

775,817

1,006,000

568,893

262,000

Statistical Abstract of Israel,1968,
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Table 25.

Expenditure in state budget by purpose (in 1L thousands).

Approved
Budget
1967-1968

Actual
Expenditure
1966-1967

Total expenditure

6,002,000

4,494,813

Ordinary budget

4,043,350

3,249,434

Social services

1,057,835

997,237

Economic services

258,808

258,981

General services

252,686

246,996

1,856,735

1,231,452

Subsidies and winning foreign
markets

311,050

271,701

Interest and miscellaneous

386,950

355,241

- 80,564

- 112,174

Development budget
repayment of debts

1,958,500

1,245,379

Development budget

1,700,200

948,270

429,000

458,510

- 170,700

- 161,401

Security—special budgets

Revenue and foreign partici
pation in ordinary budget

Repayment of debts and special
Revenue and foreign
participation
Source:

Statistical Abstract of Israel, 1968.

CHAPTER 13

EDUCATION

The building of a modern nation depends upon the development of
people and the organization of human society.

Capital, natural re

sources, foreign aid, and international trade, of course, play impor
tant roles in economic growth, but none is more important than manpower
(Harbison and Meyers 1964).

All studies of development recognize the

importance of the human factor. Human resource development is the pro
cess of increasing the knowledge, the skills, and the capacities of all
of the people in a society.
Successful development in the final analysis can result only
from action,

A human resource development strategy and a program for

general development of which it is a principal part should strive to
build consensus and engender the enthusiasm of the entire nation. The
broadening of the capacities of man, the extension of his knowledge,
and the upgrading of his skills, while certainly far from providing all
of the answers, may lead to the best available road which can be taken.

Primary Education
During the British Mandate, the Jewish population had their own
schools. In 1965 the attendance in primary schools was 750,000. The
number of kindergarten and pre-school teachers was 5000.

In 1949 a

law was passed making it compulsory for all children, including Arabs,
from the ages of five to fourteen years old to attend school. The
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children helped to teach the Hebrew language to their immigrant parents.
Ninety-seven per cent of Jewish children and 95 per cent of Arab boys
and 75 per cent of Arab girls now attend school.

In 1953 the State

Education Law terminated the connection between schools and political
parties (Harbison and Meyers 1964).
The Ministry of Education operates camps for children and spe
cial classes for problem children.

Working youth up to the age of 18

are required to attend evening school in order to complete their ele
mentary education.

Secondary Education
Secondary education is not compulsory or free, although there
are many scholarships and fee reduction arrangements to help pupils
from poor families (Avidor 1966).

The three main types of post-primary

schools are the general, the vocational, and the agricultural.
there were 7000 students taking matriculation.

By 1965

In 1965 teachers train

ing colleges had an attendance of 5000 students.

Adult education at all

levels in evening classes is highly developed in Israel.

In 1968 the

Knesset approved the reorganization of the school system, providing for
six years of primary school, three years of junior secondary, and three
years of senior secondary education as free and compulsory for pupils
up to the age of 16.

Higher Education
There are five main institutions of higher learning in Israel.
In 1967 they had a total attendance of over 28,300 students. They
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have granted over 25,000 degrees since their inception (see Table
26).

At the Hebrew University there are 1400 students from overseas,
mainly from the United States, but also from Asia, Africa, Europe,
Latin America, and Australia (Statistical Abstract of Israel 1968).
The other institutions of higher learning also teach many foreign stu
dents.

At the Technion, there were four classes of African students

trained as agricultural engineers. There were over 28,000 teachers in
the primary and secondary schools in 1967.
were born abroad.

More than 15,000 of them

A few comparisons will indicate the progress made

in the field of education (see Table 27),
In 1968, the five institutions of higher learning referred to
in Table 26 spent the sum of 1L 175,878,000 (Israel Investor's Manual
1968), The government of Israel contributed 1L 66,568,000. The bal
ance came from tuition fees, donations, gifts from abroad, and re
search grants.
The Alliance Israelite Universelle, a French-Jewish voluntary
institution, operates 12 schools with 4,869 pupils (Statistical Ab
stract 1968). The schools include an agricultural school, a vocational
school, and a school for deaf and mute pupils.

The "Alliance" operates

three high schools, one each in Haifa, Tel Aviv, and Jerusalem,

Israel

has a program in which it teaches blind students to run computers and a
number of blind graduates are now employed in Israel.

The United

States was impressed by this program and donated $220,000 toward the
cost of it.
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Table 26.

Selected data on major institutes of higher education
(as of December, 1967).

University

Faculties, Schools or
Departments

Number of
Students

Number of
Degrees
Granted

The Hebrew
University of
Jerusalem

Humanities, sciences, social
sciences, agriculture, law,
medicine, dentistry, pharm
acy, social work, education
and library science.

12,000

14,900

The Technion Israel Institute
of Technology in
Haifa

Civil engineering, electrical engineering, food tech
nology, mathematics, physics,
chemistry, mechanics, chemi
cal engineering, agricultural
engineering, aeronautical
engineering, nuclear science,
industrial and management
engineering, and teacher's
training.

5,000

7,800

Bar-Ilan Uni
versity in
Ramat Gan

Jewish studies, language and
literature, natural sciences,
and social sciences.

3,500

800

Tel Aviv
University

Humanities, law, medicine,
continuing medical education,
natural sciences, social
sciences, graduate school of
business administration,
education.

8,000

1,300

The Weizmann
Institute of
Science in
Rehovot

Primarily a research institute
but also includes the Feinberg
Graduate School.

Source:

280

Israel Investor's Manual, 1968, p. 72.
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Table 27.

Comparisons between the educational systems of 1948 and
1968.

1948-•1949

1967-•1968

11.,129

82,,909

802

10,,588

Students in academic institutions

1.,635

28,,520

Teaching posts

6,,469

42,,293

Arab students
Matriculation graduates

o
o

Recipients of degrees

193

Professors and lecturers retained

118

3,,388

1.,342

5,,356

Institutions in educational systems

Source:

.

3

»

Statistical Abstract of Israel, 1968, p. 536*

Education as Investment
in Human Capital
Alfred Marshall in his Principles of Economics said, "The most
valuable of all capital is that invested in human beings," and Benjamin
Franklin said, "Investment in knowledge pays the best interest" (Becker
1964, p. 2, 36).
The economic value of education depends predominantly on the
demand for and supply of schooling approached as an investment.

Simon

Kuznets has said, "The major capital stock of an industrially advanced
nation is not its physical equipment; it is the body of knowledge
amassed from tested findings, and discoveries of empirical science, and
the capacity and training of its population to use this knowledge ef
fectively" (Harbison and Meyers 1964, p. 4).
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When one increases the knowledge or skills and the capacity of
all the people in a society, then one increases the human resources of
that society. This can be done by formal education or by vocational
and on-the-job instruction*
Science and technology now play an increasingly large role as a
factor which influences long-term economic growth.

Such growth is no

longer seen only as the result of investment in equipment and labor,
but also as one of the fruits of investment in education, research, and
development. The level of a population's education governs the stand
ard of productivity of its manpower.
A country needs educated political leaders, lawyers, doctors,
engineers, managers, and writers to create its development.

In Africa,

more than half of the persons in these categories were imported (Hagen
1968).
Israel has made great strides in educational development, but
it

has also gained through immigration of high level human,resources,

including teachers, from other countries (Klinov-Malul 1966).

Higher

education in the advanced countries is one of their distinguishing
features.

It is less important to increase the number of natural sci

entists, engineers, and matheticians, for example, than it is to im
prove their quality by encouraging the more talented ones to continue
their education beyond the bachelor degrees toward a master or doctoral
degree in their special fields. Certainly education is the key that
unlocks the door to modernization.

Japan made an initial heavy invest

ment in developing an educational system, and this has certainly con
tributed to later rapid growth.
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A well-known economist, John Kenneth Galbraith, in discussing
Israel, said (Horowitz 1967, p. 37):
One country that has shown great advance since the war, in
cluding great capacity to make effective use of aid, has been
Israel. It is strikingly unendowed with natural resources. It
has no oil wells, few minerals, insufficient water, and not much
space. But all the four elements mentioned: high literacy, and
a highly educated elite, the sense and the reality of social
justice, and effective government, and a strong sense of purpose
are all present. So there is rapid progress.
The financing agencies of the United Nations and the World Bank
acknowledge the growing importance attached to education in human re
source development and regard it as a major factor in economic growth
by allocating funds toward its cost (Becker 1964).

The cost of educa

tion includes not only the cost of schooling but also the opportunity
cost of earnings foregone. This problem has been considered in both
the United States and Israel (see Table 28).
The short-term impact of expenditure on primary education is
hard to perceive. The long term return is high. Human resource de
velopment makes people more receptive to modernization.

It is because

of "opportunity" costs that many poor students cannot afford higher
education.

Science and technology play an increasingly large part

among the factors which influence long-term economic growth.
quires educated people.

This re

Inequality in education and training is re

lated to inequality in the distribution of earnings and income. Today
education is fostered in many countries for economic motives mainly.
In the United States, investment in schooling is a source of human
capital.

Schooling increases the capability to adjust to employment

102

opportunities and is a source of economic growth. The Klinov-Malul
study of the profitability of investment in education in Israel found
that the rate of return on eight years of schooling is 17 per cent,
and that the cost of schooling included 18 per cent for earnings fore
gone (Klinov-Malul 1966).

Table 28.

School costs, earnings foregone, and total costs of school
ing per student per year in the United States and Israel.

School
Costs

Earnings
Foregone

Total

Earnings
Foregone as a
Percentage
of Total Costs

8 yrs. elementary

280

0

280

0

4 yrs. high school

568

852

1420

60

1353

1947

3300

59

8 yrs. primary

140

30

170

18

4 yrs. post primary

670

1000

1670

60

3 yrs. higher educ.

2481

2930

5411

54

U.S. - 1956 Dollar

4 yrs. college or
university
Israel - 1957-8 1L

Source:

Theodore W, Schultz,1963, p. 22.

CHAPTER 14

SCIENCE AND RESEARCH

Sir John Hope Simpson, a British Commissioner in the 1930's,
reported that "there is no room in Palestine to swing a cat" (Gillon
1965, p. 3) and recommended that immigration should be stopped.

When

Dr. Chaim Weizmann was asked what he was doing with a test tube, his
answer was "I am creating absorptive capacity" (Gillon 1965, p. 3).
Israel was a challenge to many talented individuals. They came from
many universities around the globe and made progress possible in Is
rael.

The hydrologists and the physicists charted the movements of

underground water and opened many wells.

A pipe line brings water from

the north to the Negev desert in the south.

The chemists, by a new

process, manufacture phosphoric acid from rock and produce cheap hydro
chloric acid.

The Weizmann Institute supplies 90 per cent of the

world's "enriched oxygen," known as heavy water (Gillon 1965, p. 32).
Yeda Research and Development Company, organized in Israel in 1959,
manufactured and established markets for many commercial chemicals in
cluding synthetic amino-acids.

Israel, with American help, constructed

a reactor for research in atoms (for peace) to unravel secrets in basic
science.
In 1961, a meteorological rocket was manufactured in Israel and
sent into the ionosphere (Israel Yearbook 1962). Research is conducted
in concrete and cement.

The Technion has an Institute of Metals that
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does research for all the metallurgical enterprises.
a new alloy for hardening steel.

It has produced

Research is carried on in aeronauti

cal engineering, in food processing, and in fibers.
wood completely fireproof with bromide.

Israel has made

Over 1000 Israeli scientists

have served in cooperative endeavors in foreign countries.

There are

now several generations of scientists. The veterans who arrived before
the State was founded have been joined by the graduates of the Technion, Hebrew University, and Weizmann Institute, and by many recent
immigrants. Foreign governments and foundations have recognized Is
rael's scientific accomplishments.

More than 1600 research projects

are being worked on at the Hebrew University, and "Yissum" Research
Development has been formed to deal in industrial by-products of the
research and to patent discoveries.
The Technion supplies technical service to industry and agri
culture, and in 1964 it had over 700 projects in work at one time
(Gillon 1965). The Technion operates eleven institutes and laborator
ies for scientific research, testing, and improving processes.
Weizmann Institute does not have undergraduate teaching.
several hundred scientists at the graduate level.

The

It teaches

It owns a modern

computer and an accelerator, and is engaged in fundamental scientific
research in many departments. The National and University Institute of
Agriculture maintains experimental farms and stations throughout Israel.
It trains 400 students.

It plans development projects for foreign

countries and gives special courses for African students.

The Israel

Institute for Biological Research conducts basic research into problems
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of public health, biology, and chemistry.
is a Veterinary Institute.

It prepares vaccines.

There

The Negev Institute for Arid Zone Research

grapples with the problems of desalination of brackish water and with
plant life and geology of the desert,

Israel's scientists are also

busily engaged in research in the Israel Physics Laboratories, the De~
*

velopment Department of the Ministry of Defense, the Atomic Energy Com
mission, the Institute of Fibres and Forest Products, the Standards
Institute, and the National Council for Research and Development
(Gillon 1965).
The Agricultural Institute, in 1962, carried out research on
the following (Israel Government Yearbook 1966),
1.

Soils and water

8, Poultry

2.

Soil salinity

9, Deciduous fruit trees

3, Irrigation, drainage, soil
technology and cultivation

10, Subtropical plantations
11.

Agricultural machinery

4. Field crops
12, Food technology
5.

Livestock
13. Plant protection

6, Sheep breeding
14.

Forestry research

7. Beef cattle raising
Makteshim is a Histadrut-owned company in Beersheba,
factures agricultural pesticides in Israel.

It manu

These include Tag, cotnien

methyl, thionex, bromex, acaryn, and malactol, all of which are out
standing discoveries by Israeli scientists (Economic Review April 22,
1969), Katzim Bros, of the United States have set up a research labor
atory to develop synthetic food products for the preparation of dietetic
foods and proteins, Israel has research agencies for ceramics, rubber,
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paint, electronics, and silicates.

It also has institutes that study

industrial design, exports, managing, productivity, and packaging.
In the last few years, Miles Laboratories, a United States
chemical and pharmaceutical company, Deoude Delft, a Netherland opti
cal firm, and a subsidiary of Monsanto Chemicals of the United States
were started as new ventures in Israel (Economic Review April 22, 1969).
They were not gearing their production for the local markets only.
They expect that Israel will become an exporter of sophisticated prod
ucts. These ventures bring foreign capital and foreign know-how into
Israel.
One of the most inspiring stories of scientific success is that of Elron, Ltd, (Israel Government Yearbook 1966). This company was set
up in 1962 by a group of nine Haifa engineers, all of them graduates of
the Haifa Technion.

Elron1s expansion has been rapid.

Investment capi

tal has been raised without difficulty from major Israel and foreign
groups. The company's employees now number 300, A large proportion of
them are highly skilled technicians, scientists, and engineers. The
company's major success has been in the design and introduction of a
small digital computer, the so-called Mossbauer spectrometer, which was
developed in cooperation with the Weizmann Institute.

Elron's expan

sion had led to the establishment of four subsidiaries in the same
field, some in cooperation with foreign firms.
The Ames-Yissura, jointly owned by United States and Israeli in
terests, have made available trilute, a drug used in the rapid identi
fication of diseases and one which diagnoses thyroid abnormalities

(Gillon 1965). This drug is manufactured only in Israel. The Weizmann Institute has discovered a group of new immunizing substances
which foster the protective mechanism of the mammalian body against
severe infectious disease.
Saving and science are the keys to the revolution of economic
t
growth. Technology is applied science and it results in a great in
crease in productivity. Technology is an extension of man's arm and
brain, and enables him to produce more, but technology is expensive
and requires capital.

It is said that the old law of diminishing re-

*

turns is no longer operative because inventions, discoveries and im
provements overcome the state of the arts to which the law applies.
The rate of growth of an economy is determined by technical conditions
and the propensity of the population to save, or its ability to im
port capital. The way to raise output per man is through providing
equipment and education.
Israel appreciates the value of science and research.

Govern

ment funds are available to help set up science-based industries, to
finance the import of scientific know-how, and to educate scientists.
Centuries of man's neglect devastated the face of Israel.

Twenty

years of scientific activity has returned the land to fertility and
productivity.

CHAPTER 15

CONSUMPTION AND STANDARD OF LIFE

Israel is a country with few Cadillacs or mink coats.
few palatial private estates.

It has

In its egalitarian society there are

few very large incomes and few people below the minimum subsistence
level.

In such a country, about $1500 per capita G.N.P. per annum

affords the inhabitants a high standard of living.

In per capita in

come, Israel is high on the list of the world's more than 120 countries
(Patinkin 1967).
During the 13 years between 1954 and 1967, personal income rose
on an average of 24 per cent yearly. During this period the rise in
income in real terms averaged 10.5 per cent per annum (Horowitz 1967).
The causes of this spectacular rise were the restitution payments that
were coming from the West German government, the growing productivity
of workers, the growth of G.N.P. in real terms, the capital inflow, and
the growing income of exporters.
cars per thousand population.
per thousand.

In 1950 Israelis owned 9.6 private

By 1967 the ratio had increased to 94.7

In 1960 there were 18,004 telephones in use in Israel

and by 1967 there were 380,000. The average annual increase in the
number of telephones per hundred population was 15.1 per cent from 1960
to 1967 (Israel Economic Development 1968).
In 1959 the people of Israel were high on the list of compara
tive food consumption, both from the number of calories consumed per
day and from the variety and nutrition of the foods. In meat, animal
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proteins, and sugar, Isreal was second only to France among 12 nations
selected for study.

Israel headed the list in per capita consumption

of fresh fruit, oil and fat, milk, and eggs.

In vegetables Israel was

behind only Italy and France, and in fish Israel was second only to
Portugal.

When it came to pulses and nuts, Israel was near the bottom

of the list.

Very few people anywhere enjoyed a more adequate or

healthier diet. The per capita domestic private consumption of food,
clothing, housing, recreation, and health doubled between 1952 and 1967
(Horowitz 1967). Table 29 shows the percentage"of households using
modern household appliances in 1967.

Table 29.

Percentage of households enjoying modern household appli
ances, 1967,

Appliance

Per Cent

Appliance

Per Cent

Gas cooker

84.3

Transistor radio

50.2

Electric refrigerator

82.9

Electric mixer

21.8

Washing machine

31.8

Vacuum cleaner

9.2

First radio

74.0

Tape recorder

9.2

Second radio

2.1

Source:

Statistical Abstract of Israel, 1968, p. 181.

In 1948 the State of Israel inherited a small but idealistic
Jewish population.

The percentage of people with university degrees

was as high as that in the United States, and higher than anywhere else
in the world (Horowitz 1967).
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In 1967, 6.5 per cent of the male population had no schooling,
33,7 per cent had from five to eight years of schooling, 39.3 per cent
had nine to twelve years of schooling, and 13 per cent were products
of thirteen years or more of schooling (Statistical Abstract 1968).
Among those who had from nine to twelve years of schooling, those bom
in Israel had the highest percentage (58,7), Those who were born in
Europe and America, and who immigrated after 1961, had the highest per
centage (19.9) among males who had completed thirteen years or more of
schooling.
The youth movements in Israel have over 200,000 members who are
taught to take an active part in building a new nation, with special
emphasis on agricultural training (Statistical Abstract 1968).
In 1954, approximately 10 per cent of the male population of the
age of 24 years or more had received higher education (Eban 1968). This
was a higher average than in the United States and double that in any
other country.
In 1955, after hundreds of thousands of immigrants had been
settled, the average house occupancy of the Jewish population was 2.3
persons per room (Horowitz 1967). By 1961 the average occupancy per
room had declined to 2,1 persons per room.

Ninety-three per cent of

the families in Israel enjoy electricity and 97 per cent enjoy running
water.

This is a phenomenal record for the backward Middle East.

It

compares favorably with the comforts found in the most highly developed
countries.

Eight tons of fuel per capita per annum are consumed in

Israel. This is among the highest rates in the world.

Israel has 2500

Ill

miles of government highways and a total of 5000 miles of roads « all
of this in a country that occupies only 8000 square miles. In March,
1953, the Eilat-Beersheba road was opened.

It means ready and easy

communication between individuals and communities.
From 1950 to 1967 total consumption increased by 400 per cent.
Gross capital formation increased by 250 per cent.
total capital stock was 1L 2,302 million.

In 1950 Israel's

In 1966 it was 1L 15,389

million (Horowitz 1967).

Cultural Activities
The Histadrut conducts vocational training courses and orienta
tion courses (Meir 1965).

It has a mobile film unit and it fosters a

traveling dance group and theatre group, as well as visiting lecturers
and artists.

About 500 foreign films are imported annually into Israel

at a cost of one million dollars in foreign currency. There are 220
cinemas, four film studios, and several freelance producers in Israel.
The Israel National Opera puts on regular productions during
50 weeks a year.

It employs 235 artists and workers, who constitute a

choir, a symphony orchestra, solo singers, ballet corps, conductors,
choreographers, and stage hands. The ballet corps consists of 30
dancers for classical and modern ballet. They perform most of the
world's important Italian and French operas and the Israeli opera,
"Alexandra" (Who's Who in Israel 1968).
The Haifa Symphony Orchestra was founded in 1950.
45 musicians.

It employs

It performs 180 concerts per year and has three series
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of subscription concerts.

It appears in many cities throughout the

country and also in agricultural settlements*
The Conservatory of the Samuel Ruben Israel Academy of Music
in Tel Aviv is a preparatory school which offers instruction in all
musical instruments and classes in ear training, music theory, music
appreciation, and chamber music.

It has special classes for adult

students.
The American-Israel Cultural Foundation finances projects in
Israel's theaters, museums, art, and music.

It supports choirs and

orchestras in new immigrant, Arab, and Druz communities.

Its cultural

exchange programs have strengthened the links between Israel and other
countries.
There are a large number of art galleries, public and private,
in Israel.

Immigrant artists are referred to in Chapter 5.

The Habimah Hebrew National Theatre was founded originally in
Moscow in 1917.

The actors settled in Israel in 1931.

In 1954 and

1957 they participated in drama festivals in Paris, and in 1965 in
London. The Habimah has its own theater in Tel Aviv and the company
performs regularly in many towns and villages in Israel. Their reper
toire includes select plays from world renowned dramatists (Who's Who
in Israel 1968).
The Israel Philharmonic Orchestra, one of the leading symphonic
bodies of the world, now has 104 orchestra members, of whom over 30 per
cent are born or trained in Israel, It has 3500 permanent subscribers
(Who's Who 1968).
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Israel has over 1000 libraries containing about eight million
books.

The largest one is the Jewish National and University Library

in Jerusalem which circulates over one and one-half million volumes.
There are 23 morning and two afternoon newspapers printed in the Hebrew,
English, German, Arabic, Hungarian, French, Polish, Yiddish, Rumanian,
and Bulgarian languages.

Israel distributes 404 other periodicals, in

cluding over 70 government publications (Who's Who 1968).
Israel Motion Picture Studios, Limited, is important for the
development of national film producing in Israel,

It has rendered

service to over 800 documentaries, newsreels and commercials, and to
35 teaching films.
Acum, Limited, is an organization of writers, publishers of
music, and similar artistic professions.

Its membership includes 700

members and many affiliated societies.
The Israel Museum in Jerusalem contains the Art and Biblical
Museum, the Billy Rose Art Garden, the Shrine of the Book, the Samuel
Bronfman Museum,.and other institutions (Who's Who 1968).
The intellectuals who came as immigrants did much to raise the
standard of living of the people.

The arrivals from Iraq included many

highly educated people, 500 of them being teachers who worked among the
people in the refugee camps (Ben-Gurion 1966).

CHAPTER 16

THE H1STADRUT AND THE LABOR MOVEMENT

The history of the labor movement goes back more than 50 years.
It was started by the Jews in Palestine at the time of the Turkish
suzerainty and was officially incorporated at the time of the British
Mandate (Meir 1965), The kibbutz movement referred to in the next chap
ter and the labor movement are related and intertwined.

The inspiration

for a national movement of all workers came from those who worked on the
land mainly as members of kibbutzim.

In December, 1920, at a gathering

in Haifa, the Histadrut (the General Federation of Labor) was formed by
Ben-Gurion and his associates.

It had 4400 members at the start.

In

1967 it represented more than 60 per cent of the population of Israel
and consisted of wage earners and also self-employed persons over 18
years of age.

Its goals were "to care for all the social, economic,

cultural, and trade union interests of the workers" (Meir 1965, p. 8).
The Histadrut also established a sick fund, a cooperative purchasing
society, and cooperative marketing of agriculture.

Conditions were not

favorable for craft or industrial unions such as the A.F.L. or C.I.O,
in the United States.

The basis of the organization was the individual

worker whose vote elected local labor councils.

By the time the British

mandatory period ended, the Histadrut was well established and politi
cally influential.

It did not take long for the new government to

enact into law the basic stipulations that had been advocated by the
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workers*

This law requires a 47-hour week, with 25 per cent extra

overtime pay for the first two hours each day after the first eight,
and 50 per cent extra in subsequent hours. The law also provides for
a compulsory weekly rest of 36 consecutive hours and for 12 days' paid
annual vecation. The Insurance Fund provides accident compensation
amounting to 75 per cent of average earned wages, 12 weeks' paid ma
ternity leave, and a substantial cash grant upon termination of employ
ment. The Kupat Holim (Sick Fund) grew into a comprehensive medical
and hospital plan for all of the Histadrut members.

The Histadrut oper

ated many elementary and secondary schools which emphasized agriculture
and it established labor exchanges.
In 1923 the Histadrut Council organized "Hevrat Ovdim" (Worker's
Commonwealth) as a holding and operating company for industrial, housing,
agricultural, and commercial endeavors.
Histadrut.

It was the economic arm of the

It was a partner with the Jewish agency in Mekorot (the

water company), Zim (the shipping company), and other commercial en
deavors. The formation of the State brought immigration on a large
scale and new labor problems.

There would soon be more new workers

than members of Histadrut, and the new people had to be absorbed (Meir
1965).
Government statutes and machinery now guaranteed basic rights
for all workers and helped the labor movement.

A tripartite coopera

tion was worked out between government, labor, and employers. The His
tadrut represented labor but it was also a large employer of labor.
This made it amenable to suggestions that were in the national interest.
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The Histadrut membership included most of the members of the kibbutzim
and moshavim (Meir 1965).
There are other labor organizations in Israel besides the Histadrut, which is by far the largest one.

They are the Hapoel Hamiz-

rachi, the religious workers who have a membership of 75,000, and the
National Labour Federation which is affiliated with the right wing
Herut movement. The Poalei Agudat Israel, with which the Ezra religi
ous youth movement is affiliated, specializes in hydroponic farming.
The Ahdut Ha'avoda, a left-of-center labor organization whose main
strength comes from members of kibbutzim, has supplied many leaders for
labor and government (Meir 1965).
The National Labor Federation has a membership of 80,000 work
ers (Meir 1965). They support the right of free professional organiza
tion and oppose the uniting of all trade unions in a single national
federation. The federation supports the principle of compulsory arbi
tration of all labor disputes and opposes the concept of the class
struggle. The Union of Engineers is a trade union of professionals
having about 7000 members.

It is affiliated with the General Federa

tion of Labor. Graduates from recognized universities in technical
and exact sciences are entitled to admission to the union.

Its aim is

to protect the professional interests of engineers, including salary
scale, fringe benefits, and working conditions.
The Histadrut is the largest and most representative labor
movement in Israel.

In proportion to population, it is the largest and

most powerful labor organization in the world, and one of the most pro
gressive.

It is open to workers of every trade and profession
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regardless of political or religious views and regardless of race or
color.

Each person joins as an individual.

status of members.

Wives of members enjoy the

Self-employed professionals and trades people are

eligible for membership. In 1964 over 800,000, more than half of the
population of Israel and over 75 per cent of all wage earners, belonged
to the Histadrut. The fees of 3.5 per cent to 4.5 per cent of a mem
ber's earnings are distributed, 60 per cent for health and welfare and
40 per cent for organization and education (Meir 1965).

The majority

of the members belong to Mapai, the Israeli labor party, which is in
control of the government of the country and which supplies most of
Israel's political leaders.

Many belong to Ahdut Ha'avoda, a leftist

labor party, and some are members of the Liberal Party.

The principal

activities of the Histadrut cover trade unionism, health and welfare,
education, and economics.

Basic questions of wage policy are settled

by the central executive board rather than by individual unions, thus
giving a balance to labor relations in the country.

Variations in in

comes are very narrow in Israel, especially after taxes.

All fringe

benefits which are received by labor in Israel are linked to the price
index.

Incentive pay is a standard condition agreed to by both sides.

The Kupat

Holim (Sick Fund) protects over 1.5 million people, with its

outpatient clinics, hospitals, mother and child care stations, convales
cent homes, and laboratories. Its staff of 12,000 includes 2500 doctors
and 3400 nurses (Meir 1965).
In 1963, the Kupat Holim budget was 1L 180 million. The Hista
drut also has a welfare fund to help members in distress (Meir 1965),
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It lends money for constructive purposes and maintains old age and
children's homes.

It is indeed a "cradle to the grave" organization.

The Histadrut conducts Hebrew classes and vocational training
courses for immigrants. It sends traveling theater and dance groups,
lecturers, and artists to the cities, towns, and villages.

It awards

hundreds of scholarships annually to those who wish to continue their
studies. The Histadrut conducts a working man's college that has an
Arab sector.

It publishes The Davar (Word), a daily newspaper and

operates Am Oved (Working People), a book publishing company.

It sup

ports Hapoel (Worker), the largest sporting organization in Israel.
Associated with the Histadrut is the Working Women's Council, an aux
iliary of 130,000 working women and 200,000 housewives, who assist
working women, teach hygiene, and help solve family problems (Meir
1965).

Histadrut industrial and commercial companies controlled by

Hevrat Ovdim employ 26 per cent of Israel's labor force and pay out 25
per cent of Israel's national income. (For the scope and structure of
Israel's economic activity, see Table 30.)
The Histadrut concentrates on agriculture, building, and heavy
industry. Hevrat Ovdim is in many partnership deals with government
companies and local and foreign capitalists. It owns from 10 per cent
to 75 per cent of various enterprises.

All policy decisions are ap

proved by the Central Council for uniform operation. The Histadrut
controls the Workers' Bank and its United States associate, Ampal.

It

also controls Hasneh, an insurance company. There are over 38,000 Arab
members in the Histadrut,

It has friendly and cooperative relations
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Table 30. Scope and structure of Histadrut economic activity, 1964.

Number of Hevrat Ovdim affiliates
and subsidiaries (approx.)

1,920

Share of Hevrat Ovdim in gross
national product

257.

Persons engaged in Hevrat Ovdim
affiliates
Wage earners
110,000
Co-op members
100,000

210,000

Percentage of total labor force
engaged in Hevrat Ovdim
Distribution of employment in Hevrat Ovdim
in 1963
Agriculture
Manufacturing
Building and public works
Transport and storage
Commerce, finance, insurance
j
.
*
and services
Total

Source:

267.

74,000
35,000
28,000
14,000
CD

do.UUU
7

204,000

Ziona Meir, The Labour Movement, Jerusalem, 1965, p. 40.

with many international labor organizations.

It is a member of the In

ternational Confederation of Free Trade Unions.
Agriculture is the largest sector of the Histadrut economic
activities. The kibbutz and moshav, which have aroused so much interest
throughout the world, are essentially part of the labor movement.

Both

are based on the principles of national land, self-labor, mutual aid,
and cooperation.

Citrus groves and market-gardens are cultivated under

contract by Yakhin Hakal which is a partnership of the Histadrut and the
Jewish Agency.
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The largest of all Histadrut enterprises is Solel Boneh which
has erected over 150,000 dwelling units in Israel since 1948 (Meir
1965).

It has performed a great part of the national road construction

and public works.

Its industrial holding company, Koor, owns a complex

of iron and steel plants, ceramic and glass works, a foundry and engin
eering works, a telephone assembly plant, a fire-brick and a plywood
factory, and is part owner of several other companies manufacturing
tires, rubber, and cement piping.

The government and the Histadrut

established a company with 1L 4 million capital for investment industry
in development areas.

Shikun Ovdim, the Histadrut housing company, has

built about 75,000 homes. Hamashbir Hamerkazi, a wholly owned wholesale
firm, Is the main supplier of kibbutzim and moshavim and of over 1,000
consumer stores.
Tnuva, a Histadrut company, markets about 70 per cent of the
country's agricultural output and maintains a chain of restaurants.
Other Histadrut companies include The Shemen Oil and Soap Works, the
flour mills, the Hatzamar Wood Processing Company, the large Ferti
lizer and Chemical, Limited, plant in Haifa, the Minaal Shoe Factory,
and Hamegafer Rubber Products Company.
The Histadrut, which maintains an office in New York, has
friendly ties with the A.F.L.-C.1.0, in the United States. The Ameri
can unions have interests in Histadrut projects in Israel.

The govern

ment of Israel and the Histadrut jointly maintain in Tel Aviv a special
Latin-American Institute.

Representatives from the new states of Asia

and Africa make frequent visits to Israel to learn what the Histadrut
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is doing. The large and impressive office building of the Histadrut is
jocularly pointed out to tourists as the "Kremlin."
The Histadrut conducts an Afro-Asian Institute to train labor
leaders for the developing countries (Meir 1965).

Sixty students from

17 countries, encouraged by the Histadrut, attended a three-month sem
inar in Israel to study the cooperatives.
Every member of Histadrut is automatically a member of Hevrat
Ovdim. The entire kibbutz movement is closely associated with the
Histadrut. There is a department called the Agriculture Center which
deals with problems of the kibbutz movement. Kibbutzim are serviced
by the Histadrut1s banks, insurance companies, and construction com
panies.

Kibbutz members have a voice in the election of the directors

of those companies.

The kibbutz movement operates psychology clinics,

hospitals, and schools for nurses and for farm managers (Kerem 1965).
Until 1958 wages were similar in all employments. The main
difference was the extra allowance because of family size.

The profes

sional people complained. There were a series of strikes and a commis
sion of inquiry.

In 1958 the Histadrut formulated a wage differential

policy setting different wage standards for different employments.
satisfactory arrangement was made in regard to Increased wages.

A

A

change in the wage level of any one group would automatically entail a
tt

change of a similar percentage in every group.

In theory, the activi

ties of Hevrat Ovdim and the production units of the Histadrut are not
exclusively motivated by considerations of profit. They consider the
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welfare of their members and the interest of the new state. The main
purpose of the country was the ingathering of Israel's exiles'and popu
lating the waste spaces (Ben-Gurion 1966).

Israel is a country where

labor has more freedom, more influence, and more political control than
in most other countries. David Ben-Gurion, Moshe Sharett, and Levi
Eshkol, all prime ministers of the State of Israel, were members of the
Histadrut. Golda Meir, the present prime minister, is a member of the
Histadrut. The Histadrut has developed an efficient bureaucracy whose
services are available to the State in other capacities.

CHAPTER 17

THE KIBBUTZ, THE MOSHAV, AND THE COOPERATIVE ORGANIZATIONS

Kibbutz in Hebrew means a group.

In Israel it means a volun

tary collective agricultural community. These communities have done
much to develop the social and economic character of Israel. The kib
butz movement includes over 225 villages and settlements in which over
85,000 people live and work (Kerem 1965). These people played a major
role in the struggle for independence, and many leaders of the country
are recruited from the kibbutz members.

The moshav is a cooperative

village of farmers who not only own and operate their own family farms
but who own machinery in common and buy and sell cooperatively.
During the first year after the founding of the State, 662 fam
ilies went to moshavim. During the second year about 5000 settled in
workers' villages and 8000, mostly from Oriental communities, joined
kibbutzim.

About 20 per cent of these could not adjust to the life of

the kibbutz and left (Ben-Gurion 1966).

In the Lachish development in

the Negev, 45 new agricultural settlements were established.

Of these

32 were moshavim and eight were kibbutzim.
Israel has created new patterns of life in agricultural settle
ment, transport, and industry on a cooperative basis. The cooperatives
emphasize partnership and mutual aid. They include kibbutzim and
moshavim, and the many ventures of the Histadrut outlined in Chapter 16.
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Degania, which means cornflower, was the first kibbutz.

It

was organized on the banks of the Jordan River in 1909 by a number of
agricultural workers who had been working in the area as pioneers on
land of the Jewish National Fund (Kerem 1965).

These farm workers were

idealists. There were among them quite a few intellectuals.

They in

cluded such men as David flen-Gurion and Levi Eshkol, both destined to
become prime ministers of Israel.

The workers set up a communal vil

lage, There was to be no private property, no hired labor, and no
private trading.

Everything was to belong to everyone and to be dealt

with for the benefit of everyone.

Every member had to work. The group

as a whole did the purchasing and the marketing.

All profit remained

in the kibbutz to raise the standard of living of the members.

Religion

was unimportant, A new form of cooperative communal living was being cre
ated.

Some members veered toward international communism; most remained

democratic socialists (Kerem 1965).

Others wanted to reform all of

Jewish life and become socialist Zionists. They advocated the right of
Jews to live their own lives in their own land. These were the Zionists
who by their own example and personal leadership did much to develop
Israel into what it is today.
tern of human society.

They were creating an entirely new pat

Men had to be convinced to become workers.

Labor has an ethical value and farming is a creative experience.
member works for the group.

Each

If a home is to be built or improved, it

is to be built or improved for all of the members. The first kibbutz
started as a very poor place economically, but in 1969, the members of
the kibbutz enjoy a standard of living comparable to the higher paid
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workers of the city, and many of their personal worries and concerns
are absorbed by the community.
The kibbutz movement recruited members from all walks of life
and from every shade of political opinion.

In the 1930*s, liberal

well-educated Jews from Germany, fleeing for their lives from Hitler's
storm troopers, were pleased to join a society of social justice.
Young people came from English, French, Spanish, and Arabic-speaking
countries to join native-born youths and to create the ideal Jewish
socialist life in the longed-for homeland. The Hagana, the underground
Jewish self-defense force which was organized at the time of the British
Mandate, was shielded by the kibbutzim.
Hagana were recruited in the kibbutz.

Many of the personnel of the

The kibbutz members were active

and exemplary exponents of the ideal of Zionism, to lead a free Jewish
life in a free Jewish land.

The kibbutz had the support of all the

world Zionist institutions and of the Jewish State (Kerem 1965).
Zionism had a basic remedy to eliminate the evils of land specu
lation and the exploitation of occupiers of the land.
land should belong to the Jewish people.

It was that all

Much land was purchased with

voluntary funds supplied by Jews from all over .the world to the Jewish
National Fund which held the land for the Jewish people.

To this land

has been added the state lands acquired at the time of independence.
This national land, which is 92 per cent of all of the land in Israel,
may not be sold.

It is leased to the kibbutzim. The government of Is

rael and the Jewish Agency, a voluntary organization of World Jews,
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arrange long-term loans at low rates of interest to help in the settle
ment and the development of the land.
In the kibbutz they established the principle, "from each ac
cording to his ability and to each according to his need." No wages
are paid and all work, property, and amenities are shared (Bermant
1967).

In 1921, 12 years after the first kibbutz was formed, the first

moshav was organized.

In 1944, a Jewish brigade joined the allied

forces and fought on the Italian front.

Most of the personnel for this

brigade came from the kibbutzim and the moshavim. This brigade, in
keeping with their desire to repatriate Jewish exiles, helped to bring
illegal immigrants into Palestine against the wishes of the British and
of the few militant Arab leaders. The kibbutzim house the"aristocracy"
of Israel. They have contradicted many economic theories, bringing
hundreds of thousands of immigrants into a country without absorptive
capacity.
The entire membership of a kibbutz has a general meeting each
week. This meeting controls the overall working of the community.
elects officers and formulates policy.

It

It authorizes budgets and votes

on new members. The kibbutz is incorporated as a cooperative enter
prise.

All members are required to transfer all of their assets to the

community. The members and the kibbutz finances set the general stand
ard of living. The kibbutz cannot be dissolved and its assets may not
be distributed.

If an individual leaves, he may take with him only his

personal effects.
cash grant.

Some of the wealthier communities also give a small

Elected committees run the day-to-day affairs. The secre

tariat is the most important committee. It includes a general secretary
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(similar to a mayor), a treasurer, a farm manager, a personnel coordin
ator, and a chairman of the education committee.

Members of the com

mittee receive no monetary rewards and their positions are rotated.
There are three major federations of kibbutzim.

They are Ihud

who support Mapai, the ruling labor party, Ahdut Haavoda who have a
left wing tinge but who are in the government coalition, and one affil
iated with Mapam, a far left Marxist group which, in 1969, was still in
opposition to the government (Kerem 1965),
The education departments supervise the unique kibbutz educa
tion system, which includes a course for farm managers. The three
major federations jointly administer Israel's largest teachers' train
ing college, which has graduated almost 25 per cent of all the elemen
tary school teachers in the country.

Central purchasing and marketing

services are available for individual kibbutzim, and special depart
ments deal with kibbutz industries. Several groups of kibbutzim oper
ate their own large construction companies.

There are central seminars

to study economics, sociology, history, literature, and kibbutz prob
lems, Inter-kibbut2 cooperation cuts across federation lines. The
kibbutz and moshav movements sponsor joint transport cooperatives which
operate their own garages.

They favor joint ownership of heavy machin

ery such as bulldozers and cotton-pickers. They operate regional
fruit-packing plants, grain silos, and fodder-mixing enterprises.

They

set up joint ownership of industrial complexes that are too large for
one kibbutz to handle.
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Work is both a philosophy and a principle in the kibbutz.

The

kibbutz strives to convert the intellectual city-bred Jewish immigrant
who is occupied in a marginal vocation into a productive worker who
will derive satisfaction from his creative work. They foster the
socialist ideas of non-exploitation of hired labor and of respecting
the equal dignity and value of all kinds of work.

The kibbutz member

undertakes to work at whatever job he is assigned.

His material status

is not affected by the task he performs. Conflicts between individual
desires and personnel manager's decisions are thrashed out in the com
mittee.

Members who are interested in working at occupations or pro

fessions for which there is no room in their own kibbutz, such as
doctors, teachers, and nurses, sometimes commute to work outside and
surrender their income to the kibbutz (Kerem 1965).
The economic expansion of the movement has far outstripped its
demographic growth, and as a result it has been compelled to introduce
a significant quota of hired labor. This has given rise to both social
and ideological problems.
The original aim of the kibbutz was agricultural production.
In the movement as a whole, income from other sources is greater today
than the income from agriculture.

Kibbutzim operate plywood factories,

food processing plants, and printing shops. They conduct textile,
plastics, and kitchen equipment factories. They own fishing vessels
and hotels and restaurants.
The kibbutz assumes complete responsibility for all of the per
sonal needs of its members, including full medical care, honeymoons,
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education, financial aid to dependents outside the kibbutz, and trips
abroad.
The standard of services is naturally dependent on the finan
cial state of each kibbutz.

Even a Knesset member (MP) or a company

director who is a member of the kibbutz may be seen serving in the
kibbutz dining-hall on a Sabbath (Kerem 1965).
Tents used as housing in the early kibbutzim gradually gave way
to corrugated aluminum huts, which in turn were replaced by wooden
bungalows and succeeded by concrete block houses. Today, demands are
higher and construction is quicker.

A family, upon being accepted in

a kibbutz, receives two rooms plus a small kitchen and a porch.

Many

kibbutzim have expanded the clubhouse idea to include a library, meet
ing rooms, and an expresso bar.
Most kibbutzim grant their members between one and two weeks of
vacation in a year in addition to holidays.
Education is considered a community responsibility.

Much ef

fort is invested in experimentation, innovation, and continuous concern.
Children live in dormitories.
dren are in this way relieved.

The tensions between parents and chil
The children live together, eat

together, and study together. They act as a miniature kibbutz.

They

conduct their own affairs with the advice of their teachers and group
leaders. The kibbutz high school emphasizes agriculture and work as
an integral part of the curriculum.
between student and teacher.

There is an informal relationship

All kibbutz children continue in high

school on a nonselective basis. Formal achievement as evidenced in
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grades and marks is discounted.

They exclude the government-sponsored

high school matriculation examinations.
children's dormitories.

Most children occupy separate

Well over 8 per cent of kibbutz-born children

have remained in the kibbutz (Kerem 1965).

Others, on maturity, organ

ize new kibbutzim or move to the cities.
Though kibbutzim have only 4 per cent of the population, the per
centage which they contribute to the elite groups of the army, such as
the paratroops, the air force, and the officers, is very much higher.
Large numbers of non-kibbutz children are also looked after.
These are primarily the children of the Youth Aliyah, an organization
which brings orphaned and underprivileged children to Israel,

Youth

Aliyah began in the 1930's when the first groups of Jewish children
began to arrive from Germany without their parents.

They were absorbed

by the kibbutzim.
The kibbutzim provide folk-dance ensembles, community choirs,
and amateur dramatic groups.

Lecturers on literary as well as politi

cal topics, "little theater" groups, and concert artists make the
rounds.
year.

There are kibbutzim which conduct a month-of-study once a

Members are released from work every afternoon to attend.

Others hold adult education classes in the evenings, sometimes on a
regional basis.

The movement as a whole sponsors correspondence

courses on a university level in a variety of subjects for hundreds of
students.

Several kibbutzim have developed small but good museums.

Except for the specifically orthodox communities, most kibbutz members
are not formally religious (Kerem 1965).
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Quality is not a mechanical formula to be applied with mathe
matical precision.

One must reckon with objective differences in cir

cumstances, ability, and creativity between one member and the next.
No member benefits materially from a superior social or managerial
position.

All members receive equal education for their children,

equal economic security, and the same opportunity of free self-expres
sion, irrespective of their jobs or technical skills.

In many in

stances, parents of members have come to live in the kibbutz.

They

are supported by the community and work in accordance with their age
and physical ability.

One severe test of the system has been the

German restitution payments that many kibbutz members have received.
Beneficiaries have been allowed to embellish the furnishing of their
rooms. They have been permitted to take a trip abroad.

Apart from

these concessions, they had to transfer their payments to the commun
ity.

Very few members chose to leave rather than transfer the money.
It would be a mistake to say that there is no social stratifi

cation whatsoever in the kibbutz.

There are veteran members and new

members. There are people who come from the same country or youth
movement.

Leadership, however, is a matter of competence.

The kind of group living that the kibbutz strives for is not
one which eradicates individuality.

Membership in the kibbutz is

voluntary. The member has a genuine voice in the economic and social
operation of the community.

Opportunities for changing one's work are

more frequent in the kibbutz than in non-collective economies. There
is a trend, with affluence, toward wider latitudes of choice in
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clothing and home furnishings, greater variety in choice of vacations,
and more opportunity for individual differences.
Women have been employed in every conceivable job, from secre
tary to poultry-run attendant.

Husbands share in household responsi

bilities, and many of the financial vexations which plague family
relationships in other societies are not present (Kerem 1965),
One function of the kibbutz is to advance the cause of Zionism
and to stamp its character on the country as a whole.
therefore, active in political life.

The movement is,

Kibbutz federations draft members

for duty in the labor movement, in Zionist institutions, and in the
government.

The number of kibbutz members elected to the Knesset

(Israel's parliament) and entering the cabinet has been three or four
times their proportion in the population. The movement has performed
an important function in serving as the first absorption point for tens
of thousands of newcomers who have later moved to other places in Is
rael.
In Western Galilee, some forty kibbutzim, of all political per
suasions, have invested millions of pounds in regional packing-houses,
a poultry-dressing plant, a cotton gin, a grain silo, and a fodder
plant.
Kibbutz members constitute approximately four per cent of the
total Jewish population of Israel and provide 22 per cent of the wage
earners engaged in agriculture.

They produce about 28 per cent of the

total agricultural output of the country, and 5 to 6 per cent of the
total industrial product. The kibbutzim contribute 12 per cent of
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Israel's gross national product.

Foreign visitors, including a steady

stream of Asians and Africans, come to investigate the kibbutz in the
hope of adapting some kibbutz ways to their own needs (Kerem 1965).
The members of the moshavim belong to the Histadrut on the
same basis as the members of the kibbutzim. Many of the cooperative
activities of the kibbutzim are carried on also by the moshavim.

The

main difference between a kibbutz and a moshav is that the moshav is a
group of private farms, each of which is operated by its owner and his
family.

The children live at home. Buying and selling is done cooper

atively.

Ownership of heavy equipment and machinery is cooperative.

Federations of moshavim are represented in Histadrut to protect their
own specific interests.

A moshav is usually built around a core with

the farms spreading out in a circle like spokes in a wheel. .This per
mits better social contact, creates better shopping and cultural facil
ities, and is more convenient for defense.

The shopping center, the

social center, and the school are at the hub.
In the September 6, 1969, issue of Business Week magazine, there
appeared an article under the heading of Economics entitled, "Kibbutz:
a Commune That Works."

It points out that Israel is now trying to ex

tend to factories the socialist formula it applied to frontier farming.
Many experiments have been made in the world regarding the ideal type of
living, but they- soon died out and were forgotten. The only democratic
commune that has survived and multiplied during the last 60 years is
the Israeli kibbutz. The kibbutz is now switching from carrying on
agriculture exclusively to an economy based on agriculture and industry.
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They seem to be succeeding. The admirers of the kibbutz claim total
economic equality among kibbutz members, fulfilling the Marxian promise
"from each according to his ability and to each according to his need."
They enjoy a democratic system of rotating management that seems to
avoid the creation of special power groups, elites, or a "propertied
class." They have a sense of community pride and devotion that appears
to work as well as, some say better than, capitalistic wage incentives
to generate high efficiency both in agriculture and in the new indus
tries. From the kibbutz has emerged a new form of rural life that
offers enough social, cultural, and economic opportunity to slow the
migration of farm workers into already crowded cities.
Kibbutz men still take their turn on all-night guard duty.

In

border settlements close under the guns of Arab guerrillas, children
still sleep in underground shelters.

But now, except for the few kib

butzim established on new frontiers after the June War in 1967, the
stockades and watchtowers look out over orchards, factory buildings,
and often swimming pools, and not over enemy territory.
The great innovation is the growth of industry in agricultural
settlements. The difference in Israel is that they bring the factory
to the farm, not the farmers to the factory.

Nearly two-thirds of the

kibbutzim have started at least one factory each. They now have a
Kibbutz Industries Association.

The factories are small.

Each has

from 20 to 300 workers. They supply about 30 per cent of the kibbutz
income and about 6 per cent of Israel's industrial product.

They

were able to do this because the greater efficiency in agriculture
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released labor for the factory.

Industry gives more opportunity to

send young people to college and return them home with new skills.
Kibbutz factories operate on the same democratic style as the agricul
tural interests, with the group making the decisions and electing the
managers,

The managers do not have different style lives as managers

do in Russia*
peers.

The only incentive for hard work is the respect of one's

Kibbutz labor is more productive than private wage earners.

One problem is a shortage of labor. They tried to hire outsiders, con
trary to their principles, but it was not successful (Business Week
1969).

CHAPTER 18

HEALTH AND MEDICINE

In 1965 the average life expectancy in Israel was 70.5 years
for males and 73.2 years for females. This was an increase of 18 per
cent in 30 years.

In the same period the rate of infant mortality

dropped from 78 per thousand to 23 per thousand of population. By 1967
this had dropped further to 20.8 per thousand (Bermant 1967).
In Israel preventive medicine is rigorously applied.

Labora

tory technicians are testing water, studying insects, and inspecting
food and plant fibers everywhere. Engineers are laying out sewage
disposal systems in new settlement areas.

Every possible breeding

point of mosquitoes or rodents is drained and then sprayed with toxic
compounds. Inspectors from the Ministry of Health investigate every
bakery, every abattoir, every dairy.

Ail bottled milk is pasteurized.

X-ray stations are located in every population center, and each em
ployee is required to have his chest photographed at least once every
four years. Nothing is left to chance. There are 5000 physicians
practicing in Israel (Sachar 1964, p. 368), This is one for every 550
inhabitants and is probably the highest rate in the world.
In 1967 the total revenue of the Israeli government was 1L
2,900 million.

Of this amount, 1L 600 million was spent on health

(Statistical Abstract 1968).
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At the laboratory for telecommunications and electronics, ex
perts are conducting important experiments to help deaf and mute chil
dren to learn to speak by means of electrical devices. Research on
how to bring sight to the blind and hearing to the deaf by the use of
electronic caps and studies on how genetic factors, diet, and ways of
life affect disease are being carried on. The Weizmann Institute is
proceeding with research on various aspects of cancer, as are the sci
entists at the Hebrew University,

Research is being conducted with re

spect to anemia (Israel Government Yearbook 1966).
In 1953 an association was established which coordinates the
obtaining of grants from research funds abroad for the purpose of
financing scientific research in Israel (Gillon 1965).
The United States National Institute of Health gave a threeyear grant of 1L 72,000 to sponsor research in the Technion to isolate
an unidentified substance in broad beans which causes anemia in cer
tain people.
Aerospace research of the United States Air Force gave a
$45,000 grant to Professor Michael Sela, head of the Chemical Immun
ology Section at the Hebrew University, to facilitate the successful
transplantation of organs. The United States awarded a 1L 329,000
grant to the Israel Department of Agriculture for research on the
biological control of soil-borne plant fungi.

Another grant of 1L

188,000 was made by the United States National Institute of Health to
Professor David Samuel to conduct experiments at the Weizmann Insti
tute to determine whether heavy oxygen which is not radioactive can be
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used in medical and biochemical research. The Weizmann Institute pro
duces most of the world's supply of enriched oxygen for research
(Gillon 1965).
The United States National Institute of Health gave a further
grant of 1L 300,000 for research on several diseases at present in
curable,

Medical compounds produced in Israel are being used by sci

entists in Bethesda, Maryland.
Dr. Yehudit Burke, a lecturer (female) at the Hebrew University,
has discovered a new hormone, lipotrin, which has a powerful capacity to
dissolve fats (Jerusalem, Ministry of Foreign Affairs 1969),
From 1958 to 1967 the United States Government spent 1L 100 mil
lion for scientific research projects in Israel (Israel Government
Yearbook 1966),

A good portion of this was spent on medicine, life

sciences, physical sciences, agricultural chemistry, social sciences,
engineering sciences, and scientific translation. The Ames-Yissum,
Limited, is a corporation jointly owned by Miles Laboratories, Inc.,
of Indiana and the Yissum Research Development Company of the Hebrew
University. This corporation makes available to clinical laboratories
and physicians new systems used in the rapid identification of diseases
and the monitoring of their treatment. The drug they have discovered
is called trilute,
Kupat Holim, the health insurance fund of the Histadrut, is the
largest medical organization in Israel with a membership of 1,900,000,
which is 72 per cent of the population (Meir 1965). The membership in
cludes many Israeli Arabs who enjoy all of the privileges of the
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Histadrut.

Kupat Holim maintains 1098 clinics, 14 hospitals with 3187

beds, five special hospitals with 590 beds, and 15 convalescent and
rest homes with 2164 beds.

It maintains also 147 laboratories, 90

X-ray and physio-therapeutic institutes, 233 pharmacies, 175 mother and
child welfare clinics and a medical research institute*
Kupat Holim budget was 1L 299 million.

In 1968 the

Physicians are members of the

Histadrut. They receive only about twice the pay of a skilled worker.
This is a much lower wage differential than exists in most countries.
Every member is entitled to free medical attention by general
practitioners and specialists, and free medicine and hospitalization.
Dental treatments, spectacles, and orthopedic appliances, though

not

free, are available at much reduced cost.
The Hadassah Medical Organization opened hospitals throughout
the country, including the large teaching hospital in Jerusalem
(Macarov 1965).

It operates mother and child health stations and

supplies school lunches.

It conducts a tuberculosis ward in Safed and

playground centers, vocational guidance bureaus, mental hygiene and
child centers, and many other activities throughout the country.
The Hadassah Hospital in Jerusalem, a non-sectarian hospital
financed by the Jewish Women's Hadassah Organization in the United
States, has 507 beds.

It conducts health services for Arab and Druze

citizens who are integrated with the whole population.
arises, special services are provided.

Where the need

There are six health centers

and 79 clinics in Arab towns and villages.

In 1948 there were 4626
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hospital beds in Israel; in 1967 there were 21,610 beds in 156 hospi
tals (Macarov 1965),
The National Sick Fund Health Insurance plan caters to all
classes.

It is organized on the principle of free choice.

Every pa

tient is permitted to go to the doctor of his own preference.

Nurses

are sent to the home when required. It has 100 branches and serves
over 200,000 people.

It operates dispensaries, special X-ray labora

tories, a physio-therapy institute, a dental clinic, a rest home in
Jerusalem and several sanitaria.
The Sick Fund Maccabi has branches all over Israel,
a panel of 600 physicians.

It employs

It conducts a number of X-ray institutes,

institutes for physio-therapy, and laboratories. It has a membership
of about 162,000 and an annual budget of over 1L 23,000,000,

It is

based on the system of free choice of physicians and pharmacy.

Medi

cines are supplied free of charge.
Conditions in Israel were rapidly improved and the communicable
diseases were all mastered by the 1930's.
Israel today provides a unique source of material for studying
how genetic factors, diet, and ways of life affect disease. This re
search has attracted many investigators, particularly those concerned
with heart disease, diabetes, rheumatic fever, dental diseases, anemia,
and blood groups.

A joint American-Israeli team iii at present engaged

in long-range research in Israel on arteriosclerosis (Jerusalem Year
book 1966), The Bedouins were found to be comparatively free from
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arteriosclerosis, and similar research is proceeding among them.

It

has been established that their blood cholesterol falls considerably
below that considered normal in most Western civilizations and that
this is due to their diet.
Work on various aspects of cancer is continuing at several de
partments of the Weizmann Institute of Science,

A department of the

Hebrew University, Hadassah Medical School, is also working on the
mechanism of the growth of normal and cancerous cells to ascertain what
happens to the genes of cancer-affected cells when they are grown in a
culture (Gillon 1965).
At the Hadassah-Hebrew University Medical Centre, new tech
niques are being developed to determine accurately whether anemia is
due to a deficiency of iron, or of Vitamin B
of all three together.

12, or of folic acid, or

This knowledge should prove of considerable

value in Africa and Asia, where millions of people suffer from anemia.
Technical assistance schemes in ophthalmology have been arranged by
Israeli medical scientists with Liberia, Tanzania, Malawi, and Ethiopia
(Bermant 1967).

CHAPTER 19

SOCIAL SERVICES AND WELFARE

Before 1948, the funds for social welfare services in Palestine
came almost entirely from voluntary organizations and from individuals.
\

As soon as the State was founded, masses of new immigrants poured in.
They included many victims of persecution, discrimination, and depriva
tion.

Many suffered from lack of food and many lacked education.
The young Zionists started to come to Palestine at the end of

the nineteenth century to create a new life for themselves.

For many

decades before that, the only Jews who were in Israel were pious members
of various religious sects. They looked after their own social welfare
needs, somewhat inadequately, with gifts from individual Jews from
abroad.

When the new people came, they had a different outlook. Their

aim was to create a Jewish state, and with help from abroad they started
to organize themselves toward that end.
In 1912, Henrietta Szold of Baltimore organized Hadassah, the
Women's Zionist Organization of America, to carry on a program of medi
cal research and training, hospitalization, and prevention and treatment
of disease in Palestine (Macarov 1965).

The organization quickly en

listed the support of thousands of Jewish women in the United States.
In 1913, Hadassah established the first nursing station in the old city
of Jerusalem, This was a service to all sections of the population
without discrimination.

In 1920, they undertook the support of immi

grants and help to expectant mothers. This service ultimately grew
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into the Women's International Zionist Organization (WIZO).

In the

meantime, the suzerainty of the Turks over Palestine was ended and the
League of Nations granted the mandate over Palestine to Great Britain.
The British permitted the voluntary social services to continue.

The

government itself contributed less than 5 per cent of the cost of so
cial services. The governing body (Vaad Leumi) elected by the Jews,
which was formed in 1920, carried on social services with the help of
funds contributed by Jews from abroad. The Histadrut established a
sick fund, day nurseries, and centers of vocational training as well as
other social services including homes for children and emergency re
lief.

The Vaad Leumi operated a system of schools for Jewish children

(Macarov 1965).
Hadassah also conducted a school hygiene service and a school
luncheon project.

In 1931 Henrietta Szold, having come to Palestine,

organized the Social Welfare Department of the Vaad Leumi and estab
lished a research institute for problems of child care and youth wel
fare. The large Hadassah hospital in Jerusalem, which is associated
with the Hebrew University as a teaching hospital, is financed by the
Hadassah Organization of America.
When the State of Israel was formed, a new Ministry of Social '
Welfare was created. The ministry took over the functions of the Vaad
Leumi.

It became responsible at the same time for the Arabs, Druzes,

Circassians, Bedouins, Roman Catholics, Greek Orthodox, Protestants,
Moslems, and others who lived in Israel.

Additional welfare problems

were created by immigration and economic dislocation.

Many persons
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were discharged from the army as invalids.

The wave of hundreds of

thousands of immigrants brought a heavy burden to the social service
agencies.

Over a million people from 102 countries, including the most

primitive and the most advanced, joined a community two-thirds its size
in Israel.

Urban people attempted to become farmers.

People who had

literally lived in caves and had never seen beds, tables, or kitchen
sinks collided abruptly with movies, machines, and free, universal com
pulsory elementary education.

Others who had grown up in large houses

with servants and labor-saving devices found themselves in cramped
quarters with the most functional furniture. Women who in some cases
had been treated as beasts of burden and considered themselves less
valuable were thrust into political and legal equality (Macarov 1965).
The Ministry of Social Welfare establishes principles of
policy, supervises the work and supplements the budgets of local wel
fare bureaus.

It conducts the probation services for juvenile and

adult offenders and the Youth Protection Authority.

In each of the

three large cities, Jerusalem, Haifa, and Tel Aviv-Jaffa, there are
municipal social welfare departments.

In over 177 smaller communities,

there are local welfare offices, including 26 operated by Arab and
Druz communities and another 23 in Arab and Druz villages conducted
directly by the Ministry of Social Welfare (Macarov 1965).
Every needy person in Israel with no source of income receives
1L 43 per month. This amount is considered to be the minimum for sub
sistence.

There are additional allowances for special needs. The
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government program of relief work guarantees each registered unemployed
worker a minimum period of work per month on public projects.
In 1967 the Social Welfare Bureau looked after 121,102 families
of which 6430 were non-Jewish families. This was an increase from the
96,695 families serviced in 1961.

Economic assistance was given to

34,352 families of whom 3817 were immigrant families. Old age allow
ance was paid to 19,174 people, of whom 12,813 were females, including
8193 widows. There were 7162 children in institutions at the end of
1967. Twenty-two hundred and eighty-six of them had been placed there
in 1967. There were 1306 youths and 1285 adults in the charge of the
Probation Service at the end of 1967 (Statistical Abstract 1968).
New immigrants receive much of the help which they need during
their early days from the Jewish Agency, which is the executive body
of the World Zionist Organization. The agency has departments for
immigration, absorption,and land settlement.

On debarkation, those

who need it are given an initial grant of food, some pocket money, and
transportation to their destination.

Agency officials attempt to di

rect new immigrants to geographic areas and fields of employment which
suit their desires and abilities, as well as the needs of the country.
The Social Service Division of the Absorption Department deals
with those problems of new immigrants which are in addition to the
"normal" problems of adjustment. These may be health, emotional, or
social problems^

In every legally designated zone, there is at least

one worker from the Social Services Division.
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The National Insurance Institute is financed by the employer,
the employee, the self-employed person, and the government. The plan
pays pensions to men at the age of 65 and to women at the age of 60.
Part-time employment is permitted to pensioners. They also pay sur
vivor's insurance to widows and orphans. The fund pays 75 per cent of
regular pay for a maximum of 26 weeks as work injury insurance for em
ployment accidents.

Burial expenses are also paid.

Family allowances

are paid for the fourth and all subsequent children under the age of
fourteen. There is an allowance for all children of workers and em
ployees under the age of 18. The plan pays maternity benefits and
twelve weeks' maternity leave for working mothers.
leave pay is 75 per cent of

the

The maternity

regular salary (Macarov 1965).

Israel enjoys many other services, including the social serv
ices of the Histadrut mental health clinics, the services of Hadassah,
WIZO, and other overseas agencies including Malben, which operates a
network of hospitals, old age homes, rehabilitation centers, and
sheltered workshops.

Army veterans have access to special rehabilita

tion services.
Many voluntary groups carry on good work. They include Ilan
for polio victims and crippled children, Akim for the rehabilitation
of the retarded, Ya'al which aids hospital patients, the Israel Society
for the Blind, and Bnai Brith and Rotary whose members support special
projects. Family and child care services are conducted to help people
to meet and solve their problems in their own family settings.
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Almost 4 per cent of children up to the age of 17 are placed in
various institutions. They look after 5500 children in foster homes
and supply a home convalescence service for babies. There are day
nurseries for the children of working mothers and day centers for uneducable children.

Workshops are maintained for young adult defectives

(Macarov 1965).
Requests for children for adoption far exceed the number of
children available in Israel.

About 200 cases of adoption are legal

ized each year.
There are many types of youth services conducted in hundreds of
clubhouses including the YMHA and the YMCA.

Playgrounds, first intro

duced by Hadassah in 1925, are open in the afternoon, with instructors
present.

There are after-school clubs where schoolhouse facilities are

utilized in "off" hours.

About 60 per cent of Israeli youth between

the ages of 11 and 17 belong to some youth movement.
One of the serious welfare needs is to provide suitable leisuretime services to working youth. The multi-purpose centers offer basic
education, occupational training, income-producing employment, and
sociocultural activities. There are 25 pre-vocational training schools
attended by 1200 boys.
behavioral problems.

Eleven institutions look after children with

Israel supports two homes for deaf children, five

institutions for the mentally retarded, and an orphanage for Arab boys
(Macarov 1965).
Until 1948, Israel had practically no old age problems.

The

population was young and strong, and children could well take care of
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their aging parents.
to 15,200 persons.

By 1964 the State was paying old age allowances

As early as 1949, however, Malben, a project of the

Joint Distribution Committee (a voluntary organization of Jewish citi
zens of the United States), undertook to care for handicapped new
comers, including the aged.
army barracks.

At first they took over former British

Since then they have built 100 institutions from which

225,000 immigrants have benefited.

At present Malben operates 12 old

age homes and villages which care for 3700 aged persons.

An additional

3800 aged are helped to live in their own homes outside of the institu
tions.
Other services for the aged include National Insurance pensions
and a housing scheme which provides light housekeeping apartments and
housekeeper services. Hameshakem is a new institution which provides
employment and vocational rehabilitation for invalids and those over 55,
There are many clubs and centers for the aged, where their continued
activity rather than the problems of old age are stressed.

Rehabilita

tion of the handicapped plays an important part in Israel's social wel
fare system. Hadassah has virtually wiped out trachoma in Israel.

The

various agencies help 6000 to 7000 blind people in Israel, For them
there are sheltered workshops, a home for aged blind, a center for re
habilitation of the blind, and a training center for seeing-eye dogs.
The Israel Society for the Blind has ten clubs and a library which con
tains publications in Braille.

Successful experiments have been made

in training blind persons to operate IBM machines and to do cotton
spinning. The Institute for the Blind prepares young and able-bodied
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blind people for competitive employment.

Probably the most fully re

habilitated of the blind are ex-service men.

Farming villages for

those without sight have been established. For the deaf there are
three schools, including the Helen Keller House in Tel Aviv (Macarov
1965).
The number of invalids in Israel is rather high, since there
are the wounded of two World Wars, the War of Independence, the Sinai
Campaign, the Six-Day War, and the victims of the constant border snip
ing, infiltration, and mined roads to which Israel's boundaries are
subjected. The Histadrut has an Invalid Fund for its members. Two
associations for crippled children and associations of invalids of
various kinds are carrying on in Israel.

Malben conducts an extensive

service in two hospitals for both the handicapped and the chronically
ill. The servicc includes rehabilitation activities. There are pro
visions for loans to invalids to help them to start in business.

There

are sheltered workshops, an employment agency, and a cooperative ware
house where jobs are reserved for invalids.

Income tax relief is granted

invalids. Two thousand and five hundred furnished apartments are being
operated for invalids.

A fund is available to help aged and handicapped

farmers until their children can take over (Macarov 1965).
At the end of 1964, there were 7445 hospital beds for the men
tally ill. There were also guidance clinics for adults and for chil
dren in the main towns, with stations for all age groups in some
smaller cities.

In the field of mental illness, there is a severe

shortage of trained personnel.
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The number of juveniles convicted of offenses average about
10.5 per thousand of the juvenile population. This compares with 13.2
per thousand for adult offenders. Most juvenile crimes are against
property rather than against persons.
sive, unplanned, and "unprofessional."

Offenses are generally impul
It is interesting that juven

ile delinquency seems to be low during the first year after immigration.
Youth officers wear civilian clothes, to relieve children of the fear
of the police.

Fourteen to 16-year-olds must be placed on probation,

or fined, or detained in some place other than a jail (Macarov 1965).
Probation is widely used for adult offenders. The goal is re
habilitation through treatment. The law requires a probation officer's
pre-sentence report before an offender between the ages of 16 through
21 may be sent to prison. There are also voluntary public bodies, some
subsidized by the Ministry of Social Welfare, who aid in the after-care
of discharged offenders.

Alcoholism is not a serious problem in Israel,

and therefore there is no law against drunk driving.

Altogether there

are about 150 probation officers for children and adults who are trained
social workers or educators.
Youth Aliya (Youth Immigration) began as a plan to rescue Jew
ish youth from Europe where their lives were being threatened and to
bring them in organized groups to collective settlements in Palestine.
Young people who were rescued from Nazism, survivors of concentration
camps, and in recent years, children from Mid-Eastern and North African
countries were assigned to "childrens1 villages,"

A large element of
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child care is implicit in the youth immigration program.

Some 130,000

youthshave passed through the Youth Aliya.
Of the 605 listed welfare workers in 1956, only 7 2 had been
born in Palestine-Israel.

A larger proportion of the over 1000 social

workers estimated to be operating in Israel in 1965 were locally
trained, many through the two-year courses conducted under the auspices
of the Ministry of Social Welfare and the Municipality of Tel Aviv.

The

Hebrew University conducts a three-year course leading to a Bachelor of
Social Work degree (Macarov 1965).

CHAPTER 20

ASSISTANCE TO OTHER NATIONS

There are today many countries in the world whose leaders know
what is going on in Israel, and that Israel's experience can be of help
to their own people.

In the past 15 years, Israel has sent over 1000

scientists, technologists, and experts to more than 65 countries all
over the world to assist them in developing programs to improve their
agriculture, technology, social work, medicine and health, education,
construction, and police protection.

In the same period, over 82

countries from Africa, Latin America, Asia, and the Mediterranean basin
have sent their own missions to study in Israel and to receive direct
expert aid in solving their problems at home.

Because Israel Is a

small country possessing a large number of scientifically trained per
sonnel, many countries prefer to study with its experts than to seek
the aid of the super powers (Ben-Gurion 1966).
In May, 1955, the prime minister of Burma visited Israel to
examine the rural agricultural and industrial development project in
the Lachish area. The prime minister saw that this could help Burma
so he arranged by agreement to obtain experts from Israel to teach Burma
the experience of the Lachish development.
Many small developing nations have chosen to accept Israel's
aid rather than seek help from the larger countries, simply because the
smaller scale of Israel's program Is more suited to their own.
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result, almost 40 per cent of the scholarships granted by all nations
in the field of international cooperation in the past six years have
come from Israel. Some 800 scholarships have been granted by Israel.
Israeli experts in the field have not been lax or few in number.

In

the desert area of northern Brazil, for example, an entire region was
planned and developed by a team of Israeli experts, composed of agri
culturalists, sociologists, economists, planners, and youth workers.
They drew their experience from their successful resettlement program
at Lachish, where several thousand Jewish refugees have been resettled
in an arid zone (Ben-Gurion 1966).
From the very day of her birth, Israel knew that national in
dependence was not the end but the beginning -- the gateway to free
development and progress.

New countries in Africa and Asia are having

to learn this from their own experience.

Many of the problems with

which they are wrestling have already been or are being solved in
Israel.
In Zambia a crew of Israeli experts have been helping to es
tablish a successful program of rural regional planning.

Mobile

courses in first aid and public health are now being given all across
Africa by Israeli experts who have pioneered these programs (Ben-Gurion
1966).
Israel's army is also active in the field of international co
operation. The civilian activities of the army are of interest to
developing nations because of the achievements in social welfare, edu
cation, and agriculture. The array had to become a vast national school

154

for a nation bent upon defending itself day and night, but a nation
equally concerned with the educational and cultural needs of its citi
zens. Since most of Israel's population consists of refugees, and
nearly 50 per cent of these hail from backward countries which lacked
educational opportunities, the army had to undertake a teaching pro
gram (Ben-Gurion 1966).
The army also found it useful to transform some of its train
ing bases into agricultural settlements, in order not to lose the
manpower necessary for the country's economic survival.

Scores of

farming communities were established and many soldiers have been
taught to double as productive farmers.
A number of developing countries have been seeking to adopt
Israel's blend of learning and technical development of the land, and
they are building a civilian army of defense. From 1961 to 1965 Israel
trained 10,000 people as technical assistants (half of them came from
Africa).

In August, 1963, there was a conference at Rehovot for agri

cultural planning in developing countries.
Israel Is supplying much agricultural know-how to Roumania.
Israeli experts are irrigating 100,000 acres and developing fatling
farms there.

Aid brings trade and the 1969 trade between Israel and

Roumania will amount to about $30 million (Facts about Israel 1969).
The value of exports of services to developing countries in the
form of technical agreements continues to increase.

Solel Boneh's For

eign Contracts Company and Vered (part of Mekorot) are particularly
active, having work in hand worth over $50 million.

In Uganda, Israeli
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firms hold contracts for dwelling construction worth $17 million.

In

Brazil they have contracts for housing construction in the amount of
$8 million, and for railway construction in the amount of $32 million.
They are also building an oil pipe line in Brazil which will cost about
$10 million. In Venezuela, an Israeli firm has a $10 million contract
to develop food industries over a five-year period and to build an
edible-oil factory (Facts About Israel 1969),
In many other ways Israel's programs for international coopera
tion have been proceeding, almost always without fanfare or widespread
publicity.
Coast.

Mechanized agriculture has been introduced in the Ivory

A joint Thai-Israeli project to develop and settle jungle ter

rain in Thailand's southern province of Petchbury is in full swing.

A

dozen Congolese nurses have recently returned to their homes in CongoBrazzaville after receiving their nursing degrees in Israel (Economic
Review Mar. 10, 1969).
Israeli experts have developed special programs in youth educa
tion in Ghana, in Costa Rica, and in other countries.
Israel has representatives on UNESCO, which sends technicians
to Israel and sends Israelis abroad,

Israel has supplied an advisor on

adult education and on arid research.

Recently, Israel was host to the

International Conference of Science and the Advancement of the New
States.

Israel's participants contributed to many of the discussions.

Their special emphasis was on science and technology.
The Histadrut conducts an Afro-Asian Institute to teach labor
leadership to students from Asia and Africa.
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The developing countries on the African continent were the
first to whom Israel extended technical aid within the framework of
international cooperation in this area.

Later, aid was granted to some

of the other countries in Asia, Today the activity has been extended
to Latin-American countries. Two years ago an agreement was signed by
the Israeli government, the Inter-American Development Bank, and the
Organization of American States, providing that Israel is to partici
pate in setting up staffs for planning projects in the area of agricul
tural development in Central America and provide experts to take part
in implementing them. Finances for the entire activity are guaranteed
by the Inter-American Bank (Economic Review Mar. 10, 1969).
In 1969, 15 Israeli experts are engaged in Central American
countries and are instructing the local people in how to carry out the
"agrarian reform," which means economic and social revolution.

Six of

the heads of the agrarian reform agencies in Central American countries
recently completed a three-week seminar in Israel, organized for them
by the Foreign Training Department of the Ministry of Agricultures,
The projects, involving about $25 million, which are being worked on in
Kenya and Uganda by Vered, a Mekorot subsidiary, employ only 30 Is
raelis. These activities give employment to 20,000 local workers.

CHAPTER 21

COMPARISONS WITH OTHER COUNTRIES

Unlike most other developing countries, Israel has not been a
source of raw materials nor a market for industrial goods for the de
veloped countries.

Its workers were not brought in because they were

needed for the mines or the hydroelectric developments, or the factor
ies.

Israel's immigration was largely the result of persecution, dis

crimination, and poverty in the lands of their origin.

It was a "push"

rather than a "pull" immigration, Israel sought to save lives and was
forced to take economic steps to keep them alive (Horowitz 1967).
The large emigration from Greece, Spain, Portugal, and Southern
Italy stimulates economic growth.

The emigrants send back foreign ex

change without using up local resources and help to create local sav
ings.

By reducing unemployment they restore the incentive to invest

capital to replace labor. The marginal productivity of labor is in
creased, and incentive is restored to the capital market.
gration increases investment and growth.
way.

Thus, emi

In Israel it works the other

Immigration is a stimulating factor.

It brings in consumers.

It

creates a demand for food, housing, furniture, clothing, and all types
of commodities.

It creates employment for skilled and unskilled labor.

It creates a demand for education and for agricultural settlement
(Halevi 1968).

When comparing underdeveloped countries, one should keep

in mind that Israel's experience has differed in two major respects,
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The population is mainly a transplanted population.

Israel has re

ceived massive capital inflow through the generosity of the Jews of
the world.

Dollars came in from reparations paid by the West German

government and from large per capita aid granted by the United States.
It is also significant that Israel has received an unusually large in
flow of human capital with the highest educational and scientific
qualifications.
It is not unusual to find immigrants in high places in under
developed countries.

Over 50 per cent of the top industrial, manager

ial, and educational groups in Africa are immigrants and not from the
indigenous populations.
Capital inflow and the inflow of skilled and educated persons
enabled Israel to attain a high rate of economic growth in a short
period.

Israel excelled especially in the rate of growth of field

crops (Table 31) and in agricultural yields (Table 32).
The people of Israel have adequate nourishment.

In 1960 they

enjoyed a caloric intake per capita of about 2800 calories per day and
a G.D.P. per capita of about $900.00, while the U.A.R. had a daily
caloric intake of about 2600 calories per day and a G.D.P. (gross
domestic product) per capita of about $150.00.

The Philippines had an

even lower G.D.P. per capita than the U.A.R. and received only 1800
calories per day (Hagen 1968, p, 43). The details of Israel's con
sumption of food are discussed in Chapter 15.
In 1967 Israel had 11.4 telephones per 100 inhabitants. The
United States had 49.4, West Germany 15.9, Belgium 17.4, Italy 12,4,
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Table 31.

Annual rate of increase in the production of field crops.

Country-

Time Span

Per Cent

Israel

1948-1963

9.7

Mexico

1948-1960

6.3

Turkey

1948-1963

4.5

Greece

1948-1962

3.7

Argentina

1948-1963

2.8

Egypt

1948-1963

2.0

Source:

Table 32.

David Horowitz. The Economics of Israel, 1967, p. 50.

Average agricultural yields, 1960.

Country

Milk
Liters per Cow

Eggs
per Hen

Israel

4231

146.8

3180

173.0

Great Britain

2990

131.1

Denmark

3710

94.0

590

49.2

United States

Turkey
Source:

,

David Horowitz, The Economics of Israel, 1967, p. 51.
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Greece 6.7, and Turkey 1.1 per 100 inhabitants.
private cars per 1000 inhabitants.

In 1965 Israel had 31

The United States had 382, France

197, Italy 106, Japan 22, and Greece 11 per 1000 inhabitants.
Israel had 5.9 hospital beds per 1000 population.

In 1950

Lebanon had 6.5,

the United States 10.1, Switzerland and Denmark had 14 each.

Spain had

2, the U.s.s.R. 4.9, Jordan 1.7, and Egypt 1.6 (Gur 1967, p. 67).

In

1967 Israel had 6.9 beds per 1000 population (Facts About Israel 1969).
Table 33 presents a comparison of per capita distribution of .
aid to underdeveloped countries.

Table 33.

Net official flows to less developed countries from DACa
member countries and multilateral organizations, 1964.
Net Flow
($ Million)

Population
(Millions)

Net Flow
per Capita

1,230

472

3

Nigeria

54

56

1

Israel

107

2

53

Jordan

81

2

40

Egypt

238

29

8

44

4

11

174

1

174

Recipient
India

Bolivia
French overseas depts.

Source: Mikesell, Economics of Foreign Aid, 1968, p. 270.
a. DAC is Development Assistance Committee of the Organization
for Economic Co~peration ·and Development (OECD).
The rate of domestic savings from 1960 to 1964 related to per
capita G.D.P. in Israel was 13 per cent, while in Egypt it was 11.5 per
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cent (Hagen 1968, p. 291).

Israel'simport surplus provided 15.5 per

cent of its total resources in 1961.

In that year the gross domestic

fixed capital formation was 22.7 per cent of the resources.

The domes-

tic fixed capital formation in Japan in 1961 was 3lol per cent of resources.

In England it was 16.1 per cent, and in the United States

it was 16.4 per cent.

In Canada it was 22.1 per cent and in Denmark

19.4 per cent (Halevi and Klinov-Malul 1968, p. 98).

The per capita

investment from 1950 to 1956 in Israel was $1150.00, while it was $1076
in Holland, $982.00 in England, $1089.00 in West Germany, $565.00 in
Italy, and $2823.00 in the United States (Patinkin 1967).

Relative

production is shown in Table 34.
Table 34.

Per capita product, 1961

(u.s.

dollars).

United States

2572

Canada

1774

Sweden

1592

Australia

1380

France

1149

Israel

750

Italy

618

Ireland

583

Greece

373

Japan

464

Mexico

275
Source:

Halevi and Klinov-Malul, The Economic DeveloEment of
Israel, 1968' p. 289.

In 1959, 21.7 per cent of Israel's industrial

outp~t

was in

food and beverages, 14 per cent was in textiles, and 25.7 per cent in
metals.

In food and beverages,. it had the highest percentage ·of the
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eleven countries listed. Greece was second with 20.8 per cent,

Is

rael's output in metals was one of the lowest, exceeding only the 9.8
per cent of Greece.

In chemicals, it was the lowest with 8.3 per cent.

Great Britain was highest in metals with 46.9 per cent (Israel Economic
Development 1968, p. 410),
The average annual rate of economic growth over a period of 17
years up to 1964 was Israel 9,6 per cent, Spain 5 per cent, Turkey 4.7
per cent, United States 2,6 per cent, and West Germany 7.2 per cent
(Horowitz 1967).

In Israel the percentage of imports in relation to the

gross national product in 1960 was 36 per cent.

In the United States

it was 4.9 per cent, and in Holland It was 41.2 per cent.

In Britain

it was 19,6 per cent and in Canada 23.1 per cent (Horowitz 1967). In
1953, Israel imported goods and services to the value of $175,00 per
capita, Lebanon imported $120.00 per capita, Syria $40,00 per capita,
Egypt $24.00 per capita, and Iraq about $10.00 per capita, Israel
purchased about $55.00 per capita of its imports from the United States,
Iraq about $8.00 per capita, Lebanon about $16.00 per capita, and Egypt
about $2.00 per capita (Hagen 1968, p. 293).
In 1965 Israel enjoyed a G.D.P. per capita of over $1400.00,
and the government consumed just under 20 per cent of the G.D.P,

Egypt

had a G.D.P. per capita in the same year of a little over $150.00, and
the government consumed about 22 per cent of the G.D.P, (Hagen 1968,
p, 316).

A comparison of investment is presented in Table 35,

Frederick Harbison and Charles A. Meyers (1964, p. 33, 42, 48)
divided 75 countries into four categories. They worked out a composite
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Table 35.

Comparison of gross investment.
Gross Investment
as a % of Resources

Gross per Capita
Investment, 1965

Sweden

23

632

United States

18

548

Israel

23

398

Holland

28

399

Great Britain

17

343

Source:

Israel Economic Development, 1968

index of composite categories after analyzing the percentage of people
who attended secondary schools and institutes of higher learning.
rael is included in the fourth or highest category.

Saudi Arabia is in

the first or lowest category, with a composite index of 1.9.
is in the second category with a composite · index of 24.3.
the third category with an index of 40.1.

Is-

Lebanon

Egypt is in

Israel's composite index is

84.9, Denmark receives 77.1, the U.s.s.R. 92.9, Canada 101.6, and the
United States 261.3.
tested.

Israel ranks number thirteen among the 75 countries

As to the number of teachers at the first and second levels per

10,000 population, Israel ranks second, surpassed only by the United
States.

In per capita G.N.P., Israel ranks number fourteen.

leads with 27.5 physicians and dentists per 10,000 population.
United States is third with 18 per 10,000 population.

Israel
The

Forty-two and

three-tenths per cent of those who attend institutes of higher education in Israel attend classes in the physical sciences and technology,

164

and 50 per cent attend in humanities, law, and the arts.

In the

U.S.S.R., the percentages are 45.3 and 7.6, respectively. The Russians
study science at the expense of humanities, while Israel has a better
balance.

In Japan the percentages are 22.1 and 26.6, respectively. In

Canada, the figures are 25.9 per cent in science and 45.6 per cent in
humanities.
Between 1950 and 1965, Israel's cost of living index rose by
over 400 per cent, while that of Egypt rose by about 110 per cent and
that of Iran by about 210 per cent.

Israel's real growth rate was much

higher than that of the other two (Hagen 1968, p. 330).

Israel has one

of the highest ratios of debt service to foreign exchange earnings.

It

is 22.7 per cent compared to India's 14.2 per cent, Mexico's 23.3 per
cent, Chile's 18 per cent, and Yugoslavia's 11.7 per cent (Hagen 1968,
p. 365).
In 1965 and 1966 Israel paid out 19 per cent of its G.N.P. in
taxes. This compares with 22 per cent for Holland, 21 per cent for
England, 16.3 per cent for France, and 14.2 per cent for Italy.
Israel's exports of manufactured products amount to over 60 per
cent of its total exports.

In Egypt it is 18 per cent and in Iran about

27 per cent (Hagen 1968, p. 465).
Israel has extensive government services and many civil servants
(see Table 36). The government of Israel consumes a substantial portion
of the country's resources (Table 37).
The total number of civil servants and police in Great Britain
is 4.99 per cent of the labor force and 22,804 per million inhabitants.
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Table 36. Central government employees per thousand inhabitants.

Total
Finance

Departments
a
P.T.T.

Foreign
Affairs

India

1.9

United States

7.9

0.45

3.16

0.21

Japan

7.0

0.72

3.13

0.03

United Kingdom

20.6

1.38

6.86

0.19

Sweden

31.3

0.80

4.53

0.15

Israel

21.7

2.78

3.91

0.35

a.

P.T.T. is Post, Transport and Telephone.

Source:

Table 37.

-

Gur, The Service Industries in a Developing Country.
1967, p. 75.

Share of public consumption in resources , 1955-1964 average

Defense as 7.
of Resources

United States

Total Public
Consumption 7.
of Resources

Public Consumption
as % of Private
Resources

9.4

18

29

Israel

10.0

18

31

Sweden

4.7

18

30

15

24

14

21

Greece

11

16

Japan

10

18

Italy

•

France

5.5

a.

Resources are G.N.P. plus Import Surplus.

Source:

Israel Economic Development, 1968, p. 28.
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In Israel there are 22,128 per million inhabitants and they represent
6.23 per cent of the labor force (Gur 1967, p, 70).
The construction industry plays an important part in the economy
of the country, as shown in Table 38.
In 1962 Israel completed 16.2 new dwellings per 1000 inhabi
tants while Belgium completed 4.9, Denmark 6.9, France 6.6, and the
U.S.S.R. 11.3. The United States commenced 7.9 new dwellings per 1000
inhabitants in that year (Krivine 1965, p. 38).
The annual exports of Israel per capita exceed the annual per
capita gross national product of Egypt. The $918 million of exports by
Israel in 1967 were $400 million less than the"combined exports of Egypt,
Jordan, Syria, Iraq, and Lebanon.

Israel's gross industrial product is

$1.2 billion per year, while the combined annual industrial product of
the Arab countries listed above is $1.4 billion.

In 1968 Israel im

ported goods and services in the amount of one billion dollars. The
imports of the Arab countries totaled $2.4 billion. In 1968 Israel's
trade deficit was $395 million. The combined trade deficit of the Arab
countries was $1.35 billion.

In 1967 the G.N,P. of Israel, a country

with a population of less than three million people, was $4 billion,
while the combined G.N.P. of the Arab countries whose population ex
ceeds 50 million people was $10 billion (Jerusalem Post Feb. 1, 1969).
The climate and soil of the Arab countries are similar to conditions in
Israel.
The structure of Israel's economy is similar to that of the in
dustrial countries of Western Europe.

The domestic product includes

agriculture 8 per cent, industry 23 per cent, private commerce and

Table 38. Construction industry's share in the economy.

Investment in
Construction
as 7. of G.N.P.

Investment in
Residential
Construction
as % of G.N.P.

Residential
Construction
"as 7. of Gross
Investment

Employment in
Construction
as 7. of Total
Employment

Israel

18

9

33

10

Italy

12

7

36

10

France

13

7

31

9

4

21

6

Austria

13

5

18

7

Ireland

11

4

19

7

United States

11

4

25

5

Great Britain

Source: Israel Economic Development, 1968, p. 528
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services 21 per cent, communication and transportation 9 per cent, and
building 6 per cent*

CHAPTER 22

MORE ABOUT ISRAEL'S ECONOMY.

Within twenty years, the inflow of capital helped Israel to
attain for its people the economic growth and the high standard of liv
ing of a developed country.

Israel has an interest to the world, not

only as a growing economy, but also as a place where social experi
ments like the kibbutz and the moshav have been tried and found suc
cessful.
The total capital that came into Israel from abroad between
the years 1950 and 1967 amounted to $10,947,100,000 (see Table 3, p.
24). This capital inflow permitted a high rate of investment.

In 1950

there was practically no inflow of capital in the form of private busi
ness investments.

By 1964, 40 per cent of the capital inflow was the

result of capital investments in business.

Private investments by for

eigners in Israel increased from $13 million in 1959 to $133 million in
1964. The total gross investment in Israel at the end of 1967 was 1L
21,195,000,000.

Of this total, investment in agriculture was 1L 3,006

million or 14 per cent, and investment in water and irrigation was 1L
1,416 million or about 7 per cent (Statistical Abstract of Israel
1968).
Because of the high rate of immigration, investment in housing,
in 1950 absorbed 45 per cent of the total amount of investments.
dustry accounted for only 14 per cent of the total.
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In

In 1955, housing
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absorbed 38 per cent, industry 20 per cent, and agriculture 20 per
cent.

In 1963, housing absorbed 31 per cent, industry 34 per cent, and

agriculture 12 per cent.

In the 1950's, 60 per cent of all investment

was made directly or indirectly by the government sector.

In 1960 the

proportion of the public sector had dropped to 55 per cent, and by 1964
it had dropped to 39 per cent.

The percentage of capital inflow to the

government sector was dropping.

As the country developed, more invest

ment was raised from private sources.

Much of the capital that financed

the water carriers, the electric and telephone service, and the con
struction of the port of Ashdod came from private sources.
More than 25 per cent of all the economic resources of the
country during the ten years from 1955 to 1964, which include the in
flow of capital, was used for capital investments.

Sixty per cent was

consumed by the private sector and 15 per cent by the government.

In

1964 the proportions were 55 per cent for private consumption, 19 per
cent for public consumption, and the balance, 26 per cent, was allo
cated to gross investment.

The Israelis have a high regard for planning

and capital investment was encouraged as part of a plan.

They planned

for
(a) a rise in the level of education,
(b) the development of the Negev and Central Galilee,
(c) the continued growth of the economy, and
(d) the reduction of the gap between exports and imports
(Patinkin 1967).
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Agricultural production in 1949 amounted to IL 56,303,000.

By

1967 this had increased to IL 1,623,014,000 (Statistical Abstract of
Israel 1968)*

In 1960 the average agricultural worker in Israel pro

duced goods to the value of $1825.00.

This is high compared to $1080.00

for the Argentine, $656.00 for Spain, $365.00 for the United Arab Hepublic, and $114.00 for India (Horowitz 1967),
Industrial output in Israel increased from IL 1,450 million in
1950 to IL 6,910 million in 1966.

The industrial exports increased

from $18,200,000 in 1950 to $375,200,000 in 1966.

Capital stock em

ployed in industry increased from IL 585 million in 1950 to IL 4,475
million in 1966.

There were 89,400 employed in industry in 1950 and

by 1966 there were 222,000.

The output per worker in 1950 was IL

16,200; in 1966 it was IL 31,100 (both figures are in 1966 pounds).
The capital stock per worker in 1950 was IL 6,500. It was 20,200 in
1966 (Halevi 1968).
In 1954, Israel had reached a per capita gross national prod
uct of $500.00, which was the equivalent of the poorer European coun
tries.

By 1964 this had grown to $1100.00, which was in the same

category as Holland and the more affluent European countries.
the gross national product of Israel was IL 459 million.

In 1950

In 1965 it

was IL 10,202 million, in current Israeli pounds.
The size of the gross national product per capita does not
tell the whole story in Israel*

Israel has more of an egalitarian

distribution of income than most other countries.

Shopkeepers and
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professional men in Israel earn less comparatively, and there are fewer
persons in Israel below the minimum level of subsistence.
Because of the large number of children below the age of four
teen, the proportion of the labor force to the population is Israel is
quite low.

In 1949, there were 313,000 people in the labor force, and

in 1955 there were 620,000.

By 1964 there were 900,000.

Between 1953

and 1964, the rates of unemployment in Israel decreased from 11.3 per
cent to 3.3 per cent. This is an indication that the immigrants were
being absorbed.

In 1955, 17.6 per cent of the labor force was engaged

in agriculture and fishing.

By 1964, only 13 per cent of the labor force

was engaged in this endeavor.

In 1955, 21.9 per cent of the labor force

worked in manufacturing and mining. By 1964, it had increased to 25.3
per cent (Halevi 1968).
Israel has a very unusual situation with respect to its labor
force.

Over 20 per cent of the labor force is employed by the National

Federation of Labor (Histadrut) which owns and operates many industries
and agricultural settlements, and which is responsible for more than 25
per cent of the total agricultural and industrial output of the country.
Five per cent of the labor force is employed in kibbutzim, which are
really cooperatives that belong to the members, and including the work
ers in kibbutzim, 15 per cent of the labor force is employed in all
types of cooperative endeavors.
Israel's merchandise imports totaled $251.9 million in 1949.
Its exports during that year totaled $28.5 million, the equivalent of
11.3 per cent of its imports.

In 1967, Israel imported goods to the
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value of $733.7 million.

In that year, exports of goods totaled

$511.5 million, or the equivalent of 71.1 per cent of the imports.

In

1949 the imports were equal to $241.00 per capita and the exports were
equal to $27.00 per capita.
per capita.

This resulted in a trade deficit of $214.00

In 1967, the imports totaled $270.00 per capita, and the

exports amounted to $192.00 per capita. The trade deficit had dropped
to $78.00 per capita (Israel Economic Development 1968).
In each of the years from 1961 through 1967, Israel had a defi
cit in its current account of between $445 million and $573 million per
annum.

In each year Israel received an inflow of capital in excess of

the current account deficit.
The total expended on education in Israel in the year 1966-1967
was 1L 895.4 million.

Almost 1L 200 million of this was spent on the

Institutes of higher learning.
The city of Haifa had an annual budget in 1968-1969 of 1L
107,566,000, The city of Tel Aviv's budget in the same year was
1L 220,708,000, and the budget of the city of Jerusalem was 1L
76,790,000. The government had received from Israelis, by way of in
ternal loans from the general public, the sum of 1L 2,835.1 million.
In the fiscal year 1967-1968, the government revenue was 1L 5,440.1
million.

In the 1948-1949 year, the total income of the government

was 1L 28.9 million.
1L 6,359.3 million.

In the 1967-1968 year, the total income was
As of March, 1968, the government of Israel had

extended credit to foreign countries in the total amount of $99,033,000
(Statistical Abstract of Israel 1968),
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Private consumption has increased in Israel at the average rate
of 6 per cent per year, and public consumption at the average rate of
9 per cent per year. The economists and the leaders of Israel know
that since capital inflow in such large amounts cannot continue indef
initely it is necessary for the people to spend less and to save more
in order to continue a high rate of economic growth.

G.N.P. and Income
For twenty years the G.N.P. of the Israeli economy increased
each year on the average by more than 10 per cent in real terms. This
is an unusual occurrence (Horowitz 1967).

See Table 39 for growth

figures.

Table 39. Some economic growth between 1950 and 1964.

1950 = 100

1964

1964

Real G.N.P.

411

Money supply

958

Import surplus

188

Prices

478

Source:

Horowitz, Economics of Israel, 1967

Israel's rate of growth during the period under study has been
a very rapid one. More important, the growth since 1953 has, to a signif
icant degree, been the result of the increasing efficiency with which
the economy operated.

During the past few years Israel's net national

product has grown at the average annual rate of about 10 per cent and
at least one-third of this growth has been due to the increased
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efficiency with which the economy obtained outputs from its inputs of
labor and capital*

If mass immigration has been a major theme of

Israel's first decade, economic development has been a second theme
during twenty years.

This development has taken the form of an inten

sive investment program carried out primarily with the aid of the Gov
ernment Development Budget.

In two fundamental and related aspects the

economy has made great strides forward. It integrated most of the
nearly doubled labor force into productive employment, and it rapidly
raised the aggregate and per capita levels of the G.N.P. as well as the
efficiency with which it is produced.

All of this has taken place

against the background of continued dependence on foreign assistance,
reflected in an import surplus of unprecedented magnitude (Patinkin
1967). The net domestic product had reached nearly 1L 5 billion-by
1962.
Because of the inflow of immigrants, the G.N.P. per capita in
Israel rose on the average 6 per cent per annum, while the aggregate
group rose 10 per cent per annum. During this period the average rate
of growth of G.N.P.'in the United States was 3 per cent. For a compari
son of Israel's G.N,P. with that of other countries, see Table 40, p. 177.
Israel's gross national product in 1968 was over 1L 14 billion,
or nearly the equivalent of $1500.00 per capita.

The gross national

product per capita rose from 1L 1000 in 1951 to 1L 3614 in 1967.

Out

put per worker grew from 1L 16,200 in 1950 to 1L 21,300 in 1967, while
fixed capital stock per employed person grew from 1L 6540 in 1950 to
1L 20,160 in 1967 (1950 prices).

In the first half of 1968 the gross

national product of Israel grew, because of war production, at the rate

176

of 16 per cent per annum, and the industrial output increased at the
rate of 30 per cent per annum (Israel Government Yearbook 1969).

The

rapid economic growth coupled with full employment produced an over
heated economy. The Bank of Israel followed an anti-inflationary
policy, but it did not stop the expansion of the volume produced. The
gap between the additional demand and the expanded supply was bridged
by the increase in the import surplus and by higher prices (Horowitz
1967).
In 1950 Israel's total resources were employed in the amount
of 1L 433 million for consumption and 1L 143 for gross domestic capi
tal formation. In 1965 they were employed 1L 9,352 million for con
sumption and 1L 2,863 million for gross capital formation (Statistical
Abstract of Israel 1968),
From 1950 to 1964 the personal income of the Israelis, in real
terms, rose an average of 10.5 per cent per annum.

In 1954 the net

investment was 81 per cent of the capital Import, and in 1955 it was
89 per cent.

Between 1950 and 1965, production per person grew in

manufacturing at the average rate of 4.1 per cent per annum.

In agri

culture it grew at the average rate of 8,1 per cent and in transport
at the average rate of 5,6 per cent per annum. The gross fixed capi
tal formation in 1956 was 1L 700 million. In 1965 it was 1L 2,815
million. This was an average of 8 per cent to 12 per cent growth in
each of the sixteen successive years. This unusual rate was a world
record.
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The last chapter indicates how Israel's experience can be help
ful in raising the living standards of other developing countries.

Table 40.

Per capita gross national product of selected countries,
1960-1965.

($ U.S.A.)
G.N.P. 1960

G.N.P. 1965

Real Rate
of Growth

Algeria

265

248

-2.6

Lebanon

300

323

0

Israel

830

1407

6.0

Egypt

151

159

3.8

Source:

Everett E. Hagen, 1968, p. 25.

CHAPTER 23

NEGATIVE FACTORS

The economic development of Israel has been phenomenal and has
occurred in a short period of time. The inflow of unilateral transfers
and other capital and the immigration of human capital with skills have
been very unusual.

Yet, there is room for improvement. There are some

negative factors in the economy.

The scarcity of raw materials and

sources of energy are limitations on Israel's growth.

With the excep

tion of potash, copper, phosphates, and some agricultural products,
Israel's economy is based on imported raw materials.

Because of the

war with the neighboring countries, defense expenditure in Israel
is high, and because of the Arab economic boycott, it has been impossible
for the country to develop along lines of regional comparative advantage.
Transportation costs to by-pass logical markets are unduly high.

Since

there has not been a majority party in power since 1948, there has al
ways been a coalition government with the result that Israel has been
unable to make commitments very far in advance.

Because the Mizrachi

(religious) party is in the government coalition, many concessions had
to be made which were not economically sound. The concessions centered
around observance of the Sabbath, holy days, and other regulations such
as Kashrut.

Some of the difficult: day-to-day problems that have to be

faced cannot be solved by the romantic, idealistic ideas that prevailed
before 1948.

It is difficult to attain economic growth when dedicated
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agriculturalists do not believe in hiring labor, especially when they
branch into industry. Yet, those ideas still prevail in many official
quarters. Public service could be improved.

The civil service, being

new, lacks experience and tradition. There is still a great deal of
unnecessary overlapping and red tape (Halevi 1968).
In order to absorb immigrants quickly, many problems are press
ing and result in short-term, rather than long-term, solutions. Many
immigrants come from backward countries, and as a result, the average
educational level of the population has dropped.

More expenditure on

education is required to raise the level. There is a difference between
the economic, educational, and political status of the older and the
newer immigrants. This creates social problems.

Attempts are being

made to overcome this and they are costly in both time and money.
A large area which otherwise would be suitable for cultivation
will not be cultivated for a long time because of a water shortage. The
country badly needs a breakthrough in cheap desalination of sea water.
Because of Israel's limited natural resources, industry must rely on
imported fuel and imported raw materials. This increases costs.

Land

is publicly owned and there is often allocation of farm units to persons
on political and other grounds which is not economically sound. The
farm units are small and the cost of water is high, so Israel cannot
meet competition in many products.

Agriculture in Israel continues to

have a tradition of importance beyond economic considerations. The
subsidizing of agricultural production causes a misallocation of
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resources. To an Israeli, Jewish agriculture is a symbol of the re
constructed Jewish life away from the ghetto.
Israel's industrial expansion depends on high tariffs.

How

much of it is the result of comparative advantage is difficult to as
certain,

What the dislocation would be, if industry had to meet world

competition without protection, is also a problem.

Because of tariffs

and subsidies, bureaucratic intervention in Israeli industry is exten
sive. The industrial units are.frequently too small to be efficient.
The Histadrut seems to have undue influence on the government and it is
difficult to compete with it.

Most successful enterprises have some

share or partnership deals with a Histadrut company (Halevi 1968),
It is still not certain whether the large sums that were spent
on shipping and airlines made a contribution commensurate with the
amount spent. The sums might have been spent to better economic advan
tage elsewhere; yet there were political and defense reasons for the
expenditure.

Although a great deal of money has been spent on educa

tion, since so much has been accomplished, it seems unfair to criti
cize it.

Yet there has been the suggestion that insufficient attention

has been given to investment in human resources through education.
After all, a small country with few natural resources has to depend, in
the long run, on the ingenuity of its people and that is what should be
developed (Halevi 1968).
The government is anxious to attract foreign investments. The
foreign investments heat up the economy with increased activity and
have been a source of demand inflation.

There is still too much
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interference by the government.

The market might allocate the re

sources more efficiently. There is also the feeling that too much
government money has been expended on industries that have ended in
failure*
It is to be regretted that so far there has been no trend
toward the elimination of the import surplus.

Exports increase, but

so do imports.
Israel should not strive for self-sufficiency.
become independent of outside capital inflow.

It need only

It needs a self-

sustaining economy founded on exports that can pay for imports.

It

needs to curb monetary expansion, but it is more important to improve
its competitive position so that its exports will remain adequate.
The annual per capita increase in consumption has been 6 per cent.
This is too high.
per annum.
low.

Imports have increased at the rate of 14 per cent

This is also too high. The rate of saving has been too

German reparations are finished; United States aid

is reduced.

The Jews of the world may reduce unilateral gifts after the excitement
of the war is over. To exist as an independent state, Israel should
reduce absorption, reduce imports, and increase its technological ef
ficiency and its exports (Horowitz 1967).
By 1964 gross payment of interest to foreigners had risen to
the point where it was 13 per cent of the gross exports.

Borrowed

money and equity capital should be guided to channels that can pay the
interest and dividends and still leave a surplus.
should be encouraged.

Export industries
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The foreign aid that Israel received was often tied to the type
of goods to be purchased or to a country of purchase. This is not the
most efficient allocation. This criticism applies to foreign aid re
ceived by many other countries.

Some foreign aid and German restitu

tion payments have been very inflationary.

When foreign aid stops, the

country will have to go into more burdensome financing,
Israel is a small country.

It has to compete with the economic

opportunities offered to its people in other parts of the world. Not
withstanding the large sums which Israel spent to acquire population,
159,600 people left Israel between 1948 and 1965 to live abroad (Horo
witz 1967).

Many who left were engineers and much needed technicians.

Many who went abroad to study stayed abroad.

Many left to avoid con

trols and restrictions (Halevi 1968).
There are handicaps to development in Israel. The seniority
doctrine, where people who have been in the country longer are preferred
to those who arrived more recently, discourages many ambitious young
people. The entry of elite immigrants is prevented or delayed by limi
tation on the import of goods and equipment without very heavy duties
and luxury taxes by newcomers of means.

There is a shortage of re

search into the functions of immigration and the development of the
Israeli economy.
In the middle of 1965, the Ministry of Trade published a fore
cast that for the next five years there will be a shortage of 70,000
workers, among them a large number of engineers, chemists, and techni
cians. Yet nothing was done to translate these figures into active
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planning of immigration policies, so that entry of members of these
professions might be facilitated (Berger 1966), France, in absorbing
the Algerians, proceeded on the assumption that immigrants are most pro
ductive if they are permitted to continue in their former vocations or
allied vocations. In Israel, no attempt was made to check the vocations
of the prospective immigrants.

Immigration into Israel is also hindered

by the political concepts of the contending parties.

Manufacturers' as

sociations try to protect the existing enterprises and the Histadrut
tries to protect existing workers.

The kibbutzim are commencing indus

tries, and they are very short of technical help (Berger 1966).
Israel has failed to absorb the immigrant in his highest occu
pation and that results in a lower economic productivity per capita.
The government apparently assumes that a livelihood should be assured
from increased foreign aid and not from the balanced development of the
economy. The result is that the Israeli government's share of domestic
real capital formation is 50 per .cent, whereas in France, it is only 11
per cent and in Britain it is 38 per cent.

The emigration from Israel,

in many cases, is a direct consequence of the failure of the country to
properly employ and absorb the immigrant. The failure to reduce the im
port surplus shows a failure on the part of the Israeli government to
stand up to inflation.

Rising Consumption is the Achilles Heel of the

Israeli economy (Berger 1966).
Applied research lags behind in Israel.

Only 11 per cent of

the research budget is invested in applied industrial research.

Only
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6 per cent of the research workers are engaged In that field.

Israeli

industry is for the most part based on foreign know-how. In many cases,
this skill is not the most recent.

Israeli industry is too small and

too young to enable it to cope with industrial research on any sizable
scale. They should confine their research to fields in which Israel
can specialize and compete in world markets.

Israel lacks a law for

the encouragement of immigrants with certain skills.

Even the United

States grants preference to immigrants in accordance with vocational
capabilities.
The average gross income of older residents in Israel is 1L
4100 per year. The average gross income of immigrants who arrived be
tween 1948 and 1954 is 1L 2600 per annum. This lower income of the new
immigrants was one of the factors militating against immigration, par
ticularly from countries enjoying a higher standard of living.
rael, there is both unemployment and idle machinery.

In Is

In addition to

that, capital in Israel is more expensive, while productivity is only
one-half that in the United States and in Western Europe (Berger 1967),
When the State began, there was a period of emergency.

Jews

had to be saved from distress countries. Public initiative built up
the infrastructure of the economy.

Conditions have changed. "Push"

immigration has been replaced by "pull" immigration.

Immigration now

depends on the attractiveness of living conditions in Israel,

Absorp

tion means increased production. This, to be effective, means more ex
port or replacement of import.
sector.

It

can no longer be done by the public

It now requires private initiative and the skills and
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experience possessed by middle-class Jews of the Western countries.
To attract them, the economy has to be liberalized. Productivity has
to be increased, and savings have to be encouraged and increased. The
new immigrants must come from countries with a high standard of living.
The government must change its regulations.

A Jew who keeps his money

in Israel while he lives abroad receives all of the privileges under
the Law of Foreign Investment, while one who brings his capital to Is
rael and settles there is not granted the same privileges (Horowitz
1967).
Immigration of professionals from affluent countries is dis
couraged by the fact that the economic situation is not attractive for
professional workers. The Israeli regime has authoritarian tendencies
and too much government control.
low income.

The professionals earn a comparatively

Constant inflation discourages thes<e immigrants. Those al

ready in good positions in Israel are protecting their situations re
gardless of the interest of the country (Halevi 1968).
The exaggerated liquidity of the economy caused by the inflow
of capital spills over into imports of commodities and of raw materials
to fill the demand for domestic consumption.

This leaves less commodi

ties for export and raises the cost of production and lessens the com
petitive capacity to produce for export.

The results of this have to

be restricted by fiscal and monetary policy.

Wages have to be held

down and consumption has to be controlled (Horowitz 1967).

CHAPTER 24

THE EXPERIENCE OF ISRAEL AS A MODEL FOR INTERNATIONAL
ASSISTANCE TO DEVELOPING COUNTRIES

The cultural and economic gap between Europe, America, Aus
tralia, and the peoples of Asia and Africa is not ordained by an im
mutable law of nature.

Poor and primitive peoples no longer wish to

endure their wretched state.

Most of the underdeveloped states of

Asia and Africa still lack the basic things which are a precondition
of development, such as sanitation, elementary education, more effi
cient agriculture to avert starvation, safe drinking water, and irri
gation. They need to eradicate corruption and to obtain upright and
competent administration.
Israel, having recently emerged from being an LDC (a less de
veloped country), can and wishes to help develop those countries that
have not been so fortunate.

Israelis feel that giving aid is a moral

issue and, at the same time, that it is a political issue that will be
helpful to Israel.

Israel can contribute most to the developing coun

tries by showing what is being accomplished in her own country and by
solving her problems.

If she does a good job, others can benefit by

her experience.
At least three elements are essential for rapid development: (a)
a desire on the part of the LDC to develop, (b) an inflow of foreign
capital, and (c) an inflow of foreign technicians, teachers, and entre
preneurs.

Israel has had all three elements and has developed.
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Later in this chapter a plan is developed to show how the other
countries can acquire these three elements.

This entire chapter should

be considered subject to an underlying determination that the popula
tion explosion must be stopped.

If it continues, it will defeat all

attempts to increase per capita production and to raise the standard of
life.
Before considering the economic accomplishments of Israel that
can be helpful to the LDC's, it is necessary to realize that Israel
started with drawbacks that many of the LDC's do not have. Other na
tions may have different drawbacks but they too can be overcome.

Is

rael had to obtain its labor from abroad and settle it in the country at
a tremendous cost.

The other countries have their population at home

and, except for the cost of moving, are saved the cost of resettling
immigrants.

Israel has very few natural resources. The land was

mostly a neglected desert, lacking in water and lacking in natural re
sources.

Many of the LDC's have more water and more natural resources

than Israel started with.

Israel is at war with its neighbors and is

subjected to an economic boycott by them.

This causes a waste and mis-

allocation of resources.
Some of the steps taken by Israel toward development include
(a) developing the desert, (b) bringing water to arid areas, (c) pros
pecting for minerals and for oil, (d) increasing the productivity per
worker in agriculture and in industry, (e) encouraging the inflow of
capital and technology from abroad, (f) developing universal primary
and secondary education and fostering higher education and research,

188

(g) developing health services and social services (h) organizing co
operative communal settlements such as kibbutzim and moshavim, (i) con
ducting vocational training, adult education, and other special classes,
(j) developing an efficient administration in a democratic setting, and
(k) setting up public relations machinery to help the people to under
stand what is being done.
Israel encouraged the mobility of people and capital.

It fos

tered applied science and research and created government-planned towns
and villages in which industries were set up. The Lachish project in
the Negev is an outstanding example of a planned area.
followed in Burma and in Brazil.

It is being

It is a plan for an entire district

and includes agriculture, industry, towns, villages, and all services*
Israel developed improvements in agricultural methods, machin
ery, irrigation, and fertilizers in order to increase productivity.
It transferred some agricultural workers to urban centers to encourage
manufacturing plants and service industries. This was done by govern
ment direction and regulation as well as by the investment of public
funds. The result is that Israel, a semi-barren country in 1948, over
50 per cent desert, is in 1969 producing 85 per cent of the food re
quired by the local population which has more than tripled in twenty
years and is exporting many food items. Some urban population has
also been directed away from pockets of unemployment and has been as
similated into agricultural pursuits.
Since much of the capital inflow came to the public sector,
Israel was able to use it to disperse industry and capital
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geographically and to give employment to all sections of the country.
It has taken pains to use the technical and scientific advice offered
and has granted priority to scientific research.

Israel has set up

government institutes to study hydrology, geology, and all branches of
agriculture, health, and industry. The details are set forth in Chap- •
ter 12 on Government and Administration. There is no trace of any in
tentional or avoidable wastage of aid received from abroad.

Padding

payrolls and bribery in subcontracting is unheard of in Israel.

The

government auditor keeps a close watch on all funds received and ex
pended.
A strong sense of national purpose should be fostered to help
rapid economic growth. The LDC's should draw on the new foreign tech
niques in this period of rapid technical change. They should move to
cheaper and more labor intensive products and have a high commitment
of total national resources to investment.

Entrepreneurs are needed

to divert savings to lines giving greater profit, and to use labor more
economically in industry and agriculture.
must be stopped.

Exploitation by landowners

In South America 90 per cent of the land is owned by

10 per cent of the people.

In Israel most of the land is owned by the

people and is leased from the government.
It is very important that the government adopt a correct
economic policy.
The low unemployment rate achieved by Israel is gratifying.
Its employment policy is set forth in Chapter 3 on Immigration and Em
ployment. Theoretically, the government does not interfere in wage
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determination.

Wages are fixed by direct bargaining between employers

and employees. The function of the Labor Exchange is to fit the worker
to the vacancy.

Any employment provided directly by the employment

division of the Ministry of Labor, and not by private industry, is re
corded as relief work.
Israel's experience with the National Insurance Institute is
helpful.

Its funds are transferred to the Ministry of Finance and con

stitute a part of the development budget used by the government to help
the economy.

There are four insurance funds in Israel, the functions

of which are to pay for holidays, to insure against sickness, accident,
and partial employment.

The total membership in all of the contributory

insurance funds in the year 1967 was 900,000.

In 1967 the Insurance

Branch had an income of 1L 323 million while the total they paid out was
1L 265 million. This gives both security and savings to the country.
The government issues bonds to the funds for the sums received from
them.
Israel has attained a gross national product per capita and a
productivity per laborer, the details of which are set forth in Chap
ter 22, that place Jt in the top 12 per cent of the 120 or more coun
tries in the world. The analysis of how this was accomplished within
the lifetime of the present leaders can be and is very helpful to
underdeveloped countries.
The author differs with those economists who dismiss Israel as
a special case and infer that its example in obtaining inflow of money
capital and human capital, and in effecting economic development,
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cannot be duplicated by others (Hagen 1968), There are, of course,
differences. Just as no two human beings are exactly alike, so no two
countries have identical human or natural resources. However, the
differences can be analyzed and explained, and allowances made for
them. For the most part, the steps taken in Israel toward development
can help many underdeveloped countries to profit by Israel's experience
and to move forward toward economic and social development.

t

The differences are differences in history, in outlook, in
background, in educational and religious tradition, and in national co
hesion and aspiration. The Jews, dispersed all over the world, perse
cuted and discriminated against,with a tradition of the Bible, dreamed
of some day returning to a land of their own. That is a distinguishing
feature. The Jews suffered the extinction of six million of their num
ber at the hands of the Nazis and others, and the remnants were deter
mined that this would never happen again.

In this respect, Jews may

be different from other peoples. This undoubtedly affects the feeling
of urgency, the steps that need to be taken, and the speed of the de
velopment, but it does not disqualify Israel as a suitable example
whose experience can be studied to advantage by developing countries.
In contemplating the slaughter of the people of Biafra, the
riots in Kenya, the killings in Northern Ireland, India, and Pakistan,
and what has happened and is happening to innocent citizens in many
African, Asian, and South American countries where minorities and in
dividuals are persecuted, one realizes that there are still alienated
people other than Jews in whom an urge to be free and productive can be
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encouraged.

Israel had people interested in her development who were

living outside Israel and who were willing to help. There must be many
persons in the world who can and will do the same for other countries.
It is not easy to start the urge for development in a people. It re
quires education and training and the cultivating of certain attitudes
on the part of the people and their leaders. It may require more time
than it took Israel, but it can be done.

A Jewish child at birth does

not have an inborn desire to go to or even to help Israel.
To start on the road to development requires dedicated people,
entrepreneurs, technicians, trained workers, and capital investment.
This can be accomplished in and for every country.

The Syrians, the

Lebanese, the Greeks, the Chinese, to name but a few, have wealthy and
educated former nationals and/or their heirs living in affluent coun
tries.

Some of them, impelled by national, altruistic, or financial

motives can be induced to return as the Jews did to help develop their
country of origin.

In the South American countries there are many

Europeans such as Spaniards, Portuguese, Germans, Italians, Frenchmen,
Englishmen, Dutchmen, Swedes, Indians, and Americans who are helping
economic progress.

These people can, if properly motivated, encourage

more of their former countrymen to join them, for longer or shorter
periods, to bring human capital, technology, and industry to their
adopted countries and to speed up growth. There might even be some
educated and skilled black people in the United States, who are proud
of their origin and who would be willing to improve the lot of black
people in Africa,
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A prominent example of the economic activities of outsiders is
the relative economic progress of ethnic minority groups.

Jews in many

countries throughout history, Chinese in Southeast Asia, Indians in
Southeast

Asia and East Africa, individuals from the Middle East and

from many Latin American and African countries are often the leading
industrialists and merchants in their areas.

Where the innovators are

native, they are also often found to come predominantly from a socially
distinct group, a group that also differs from the rest of the popula
tion in ways other than its superior innovational behavior.

In propor

tion to their number, Christians provide 4.5 times as many innovators
as Moslems, and Jews 13 times as many (Hagen 1968, p, 22).
Many of the developing countries have substantial natural re
sources, adequate water, and population, and so have a better starting
point than Palestine or Israel had.
experts, and capital from abroad.

They need some educated leaders and

Some of them are short of water and

natural resources and have desert areas like Israel.
need the example of Israel.
available.

These especially

Experts, know-how, and entrepreneurs are

American, German, Japanese, English, and other national and

international companies are ready to go to an area where they feel that
they can make a contribution and earn profits.
not be immediate profits.

In some cases, it need

Many foreigners are willing to license pat

ents or to sell know-how. The original investment capital to improve
agriculture and to develop the small Industries that cater to the home
market has to come from somewhere. It takes too long to have it come
from"the savings of poor people.

The Jews of the world sent money to
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Israel and Germany sent reparations that did not have to be repaid.
There is no reason why the developed countries should not, through the
United Nations or the International Monetary Fund, or the World Bank,
supply to every underdeveloped country the money needed for the ini
tial development and for the infra structure, as gift funds. The world
community possesses ample funds that can be used for this purpose.
Israel received an average of about $120.00 per capita per
annum from all outside sources in free dollars over a twenty-year period.
Israel's was a pressure cooker operation. Twenty years is too short a
planning period for most of the underdeveloped countries.

If the inter

national community would plan development, for example, over a fiftyyear period, an average grant of about $30.00 per capita per annum to
each underdeveloped country, plus professional direction, might suffice.
As a country becomes more developed, it can produce domestic savings
and acquire capital inflow for investments that come from a profit mo
tive, If there is a population in the underdeveloped countries of the
non-communist world of one and one-half billion people that needshelp,
then $30.00 per capita per annum would require an expenditure of approx
imately $45 billion per year.

This is about 2 per cent of the annual

G.N,P. of the more developed countries. The funds are available.

In

the case of the United States, it would mean about $19 billion per an
num. This is less than one-fourth of the annual expenditure on defense.
If such a sum is distributed wisely to the LDC's and properly adminis
tered by an international agency, it should result within fifty years
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in transforming all of the LDC's into MDC's with an annual per capita
income of approximately $1200.00.
Poor countries may say that they are not able to muster sav
ings; yet there has not been a country so poor that it could not raise
money to purchase arms (Hagen 1968).

Most wars have an economic basis

and a great deal of war will be avoided and resources saved for de
velopment when the poor nations feel the concern and the generosity of
their more fortunate fellow men. The result will be less money spent
on armaments and more on economic development.
To help one and one-half billion people in this way staggers,
the imagination, and it will be opposed by the world community at
first.

However, what is being accomplished in Israel can be copied by

others and the program should be deemed feasible.

Israel's example

should inspire both the givers and the receivers to enter into such an
arrangement.
Israel realizes that the greater the success of its.own econ
omic development, the more useful will be its experience as an example
to be followed.

Development requires people and capital.

country has people.

Every

Every country does not have adequate capital but

that deficiency can be overcome, as pointed out above*
people necessary can be recruited.

The

special

There is no successful industrial

country that has not been helped originally by the capital of others.
The includes the most successful one, the United States.
Israel has molded new patterns of life in agricultural settle
ment and new patterns in transport and industry. They have done this
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on foundations of partnership, cooperation, and mutual aid.

Thus there

have been created the Egged and other cooperatives in urban and interurban transportation.

Many industrial and cooperative enterprises have

been founded by the Histadrut, including a system of health insurance
which protects three-quarters of the nation without legal compulsion.
t

This can be copied by other developing nations. The kibbutz and the
moshav described in Chapter 17 can be copied to advantage.
While every underdeveloped country cannot be expected to have
as many industrial and agricultural scientists and technologists per
thousand of population as Israel, they can, nevertheless, learn from
Israel how to make use of the technical and scientific advice offered.
Israel can also show these countries what benefits they can derive from
granting priority to scientific research in support of economic de
velopment.
Israel has many scientific and research institutes, which have
been detailed in Chapter 14 and which are repeated here in another con
text. The activities of many of these can be duplicated in quite a
number of the developing countries. The developing countries can also
learn from the experience of Israel which of these they may not be able
to copy or do not suit their special situation,
1. The Negev Institute of Arid Zone Research.
2. The National Physical Laboratory,
3. The Atomic Energy Commission (concerned inter alia with
radio active minerals from the Negev).
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4. The Weizmann Institute of Science at Rehovot with a staff
of 300 scientists.
5»

The scientific research departments at the Hebrew University

of Jerusalem.
6. The scientific research departments of the Technion (Israel
Institute of Technology).
7. The Institute of Agriculture at Rehovot and Bet Dagan.
8. The Israel Institute for Biological Research.
9. The Geological Institute.
10. The Geophysical Institute.
11. The Fibres and Forest Products Institute.
Mr. David Horowitz, the able governor of the Bank of Israel
and sponsor of what is known as the Horowitz Proposal (1969) addressed
The Commission on International Development (headed by Lester Pearson,
a Canadian) as follows:
We shall not expatiate on the tremendous gap in standards
of life and well-being of humanity. A statement made by the
President of the World Bank, Mr. McNamara, reflects the situ
ation in a most striking manner:
'The average annual per capita income in some forty of the
world's poorest countries today is roughly $120. This is less
than 35 cents a day. The annual per capita income in the United
States is nearly $3000. This is about $8 a day. That is more
than 2000 percent difference,1
Apart from the human and moral aspects of the problem, there
are ominous political implications in this condition.

In the last

twenty years, no shooting war has occurred in the developed world,
while the multitudinous nations of Asia, Africa, and Latin America are
seething with disquiet.and tormented by internal and external
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collisions that threaten mankind with total conflagration.

Over fifty-

wars and revolutions have exploded during that period in Asia, Africa,
and Latin America, and in some of those countries, indeed, the fires
of clash and conflict are still ablaze.
Mr, Horowitz proceeded further to say:
Unrest and instability are the direct consequence of despair
and despondency. The population explosion, worsening terms of
trade, the debt explosion, the spectre of famine on the horizons
of the developing world--these, between them, are the bar to any
closure of the gap between one-third and two-thirds of humanity.
It is these that depress economic conditions, a depression which
hunger, disease, and ignorance are only too quick to follow.
The capital flow to the underdeveloped nations has remained
nearly stagnant since 1959, as the following data indicate:
Flow of Resources From Developed to
Developing Nations, 1959 - 1967
1959
1962
1965
1967

10.0
8.3
10.3
11.3

However, such stagnation, as indicated by the above figures, is
practically tantamount to a decreasing capital inflow, as this
flow is being eroded by population increase and adverse terms
of trade for the underdeveloped nations (Horowitz Proposal 1969).
The Horowitz Proposal envisages that an international institu
tion should raise funds on national capital markets of developed
countries on normal commercial terms and should lend these funds
through the Industrial Development Bank to developing countries at low
rates of interest for a suggested period of thirty years. The differ
ence between the cost of borrowing and the lower rates of interest on
lending would be covered by an interest equalization fund. The resources for this fund would be obtained through budgetary allocations
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of the developed countries to the Industrial Development Bank, through
the allocation of some portion of net income of the World Bank, or
through some combination of both methods.
Many financiers and international experts raised their eyebrows
at Mr. Horowitz' bold plan, and it has not as yet been adopted. The
writer submits that this plan is inadequate and that even more should
be done by the affluent nations than Mr. Horowitz suggests.
On October 1, 1969, the Pearson Commission of the World Bank
recommended gifts by the developed countries of one per cent of their
annual G.N.P,
In view of the fact that the development in Israel was largely
a result of an inflow of capital that did not have to be repaid, the
writer suggests that the Marshall Plan spirit should prevail in inter
national relations. The Marshall Plan succeeded in rehabilitating
Europe.

It should be tried again. Two per cent of the gross national

product of the rich nations should be donated to an international
agency to be distributed annually -to developing countries. The inflow
of free capital into Israel brought about exemplary economic growth
and it will work in the other countries. The Marshall Plan spirit and
generosity is bound to bring forth cooperation from each country.

It

will have the effect of increasing production and developing better
social and economic conditions. There will be fewer wars between small
nations.

In the long run, generosity will be repaid by flourishing in

ternational trade, peace, and a higher standard of living for all.
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