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• In January 2013, The State of Israel raised $2 billion of dollar-denominated bonds in the

U.S. capital market, including its first 30-year notes in more than a decade. The issue

was also notable for its high demand, which was 4.5 times the amount issued, allowing

the state to price its most significant deal to date.

• In the last few years, Israel’s energy sector has grown considerably due to discoveries

of significant offshore natural fields. The recently discovered gas fields are likely to

transform Israel into a natural gas exporter.

• The Technion and Cornell University project to build an applied science post graduate

institution in New York City is expected to generate $23 billion in economic activity,

including $1.4 billion in tax revenue. It will also create tens of thousands of jobs, and

spin off hundreds of new startup businesses.

• The Israeli economy, unlike many other developed economies, made a rapid recovery

from the global crisis. It achieved the highest growth rates among developed countries

during the years 2010-2012. The rapid recovery was based on two main growth engines:

exports of goods and investments in the manufacturing and construction industries.

• Israeli labor market data has improved steadily since the second quarter of 2009.

The unemployment rate dropped from 10 percent to 6.7 percent by the third quarter of

2012. In January 2013, the unemployment rate continued to decline to 6.5 percent.

• The easing of inflationary pressures since the second half of 2011, due to the stabilization

of energy prices, enabled the Bank of Israel to respond to the slowdown in economic

activity by lowering the interest rate from 3.25 percent in September 2011 to 1.75 percent

in January 2013.

• The Israeli government has acted with consistency over the past decade to lower its debt

to GDP ratio and reduced it by 25 percent of GDP to a level of 74 percent in 2012. In

order to continue to reduce the debt to GDP ratio, the Israeli government has committed

to deficits of 3 percent of GDP in 2013 and 2.75 percent of GDP in 2014.



of investments were one-time projects, and the completion of these
projects also contributed to the drop in investment levels. As a
result, for the second half of 2011, investment growth declined,
marking negative investment growth in the Israeli economy in
recent quarters.

Foreign Trade and Balance of Payments

The second growth engine, as already mentioned, is exports of
goods and services. Growth in goods exports, which was 16.2 per-
cent on average between the second half of 2009 and the end of
2010 (compared with a growth of 13.1 percent in imports for this
period), contributed to a significant surplus in the current account
and to the appreciation of the shekel. However, since the beginning
of 2011, there has been a considerable slowdown in the growth of
exports as a result of a downturn in global trade, worsening of trade
conditions, appreciation of the shekel, and the upgrade of the Intel
plant in Kiryat Gat, which temporarily halted production.
Improvements in trading conditions in recent quarters, as well as
completion of the upgrade of the Intel plant in Kiryat Gat, con-
tributed to a renewed acceleration of exports.

In conjunction with the accelerated growth in exports, imports also
increased until the second quarter of 2011. Imports of machinery
and equipment grew by more than 60 percent in 2011 compared to
2010 (in current prices). However, since the second half of 2011,
there has been a decrease in imports of goods and services.

The current account surplus decreased from the second quarter of

The Israeli economy, unlike many other developed economies,
made a rapid recovery from the global crisis. It achieved the
highest growth rates among developed countries during the years
2010-2012. Despite a slowdown in economic activity in recent
quarters, the growth rates of the Israeli economy remain high by
international standards.

This year, gas production from the Tamar Reservoir is expected to get
underway. According to the Ministry of Finance estimates, the econo-
my is expected to grow by 3.5 percent in 2013, while gas produc-
tion is expected to contribute about 0.8 percentage points to this
growth and improve the current account in the balance of payments.

Real Economy

The rapid recovery from the crisis that began in 2010 and continued
through 2011 was based on two main growth engines: exports of
goods and investments in the manufacturing and construction indus-
tries. However, due to global trends and the closure of the output gap
during the rapid growth of 2010 and 2011, growth rates decelerated
in recent quarters and have stabilized to around 3.0 percent.

Three main factors contributed to rapid growth in fixed asset invest-
ments: accelerated investments in residential construction caused
by an increase in housing prices and government incentives, invest-
ments in the natural gas industry, and investment in Intel’s innova-
tive plant in Kiryat Gat. The rapid increase in investments resulted
in a rise in capital stock, causing significantly lower investments in
recent quarters. The last two factors that contributed to the growth

Editor’s Review
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Israel’s Economy Resilient Despite Global Slowdown

GDP and GDP Per Capita Growth Rates

Source: Central Bureau of Statistics
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2011, and turned into a deficit from the fourth quarter of 2011 until
the second quarter of 2012. The deficit during this time period was
a direct result of an increase in oil imports, as the supply of
Egyptian gas into Israel was interrupted, forcing the economy to
switch to more expensive fuels. Production in the Tamar reservoir,
which is scheduled to begin during the second quarter of 2013, is
expected to improve the current account balance. A current
account surplus is forecasted for 2013.

Labor Market and Inequality

Israeli labor market data has improved steadily since the second
quarter of 2009. The unemployment rate dropped from 10 percent
to 6.7 percent by the third quarter of 2012. In January 2013, the
unemployment rate continued to decline to 6.5 percent. Israel’s
unemployment rate remains low compared with most OECD
countries. It also has one of the fastest increasing employment
rates among the OECD nations, with 370,000 new jobs added to
the economy since 2009.

Despite the improving labor market, the real income per employee
has not increased. Wage levels in the business sector are actually
lower than they were before the crisis while public sector wages
levels remain at pre-crisis levels.

The rapid growth and improvement in the Israeli labor market
between the years 2009 and 2012 are reflected in a drop in inequality
in Israel, according to the Gini Index.. The index decreased by 1 per-
centage point between 2009 and 2011. However, despite this positive
development, the inequality in the Israeli economy continues to be
high compared to most OECD countries, and remains one of the
highest in Israel since the beginning of the millennium.
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Exports and Imports of Goods
Excluding Diamonds, Aircraft and Ships, Current Prices at U.S. $ Billion

Source: Central Bureau of Statistics
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Inflation and Monetary Policy

A sharp rise in commodity prices, especially for energy,
caused inflation in Israel that exceeded the Bank of Israel
target for 2011. As a result, the Bank of Israel was forced to
raise interest rates from 2 percent in December 2010 to 3.25
percent in June 2011. Since mid-2011, we have seen a sig-
nificant reduction in inflationary pressures. Inflation in
2012 was 1.6 percent and the expected inflation (as derived
from the capital market), is currently in the middle of the
Bank of Israel target range.

The easing of inflationary pressures since the second half of
2011 due to the stabilization of energy prices, enabled the
Bank of Israel to respond to the slowdown in economic
activity by lowering the interest rate from 3.25 percent in
September 2011 to 1.75 percent in January 2013. The inter-
est rate in February and March remained unchanged.
Interest rate cuts by the Bank of Israel brought a significant
drop in real interest rates, despite the decline in inflation
expectations.

Fiscal Policy

The Israeli government has acted with consistency over the
past decade to lower its debt to GDP ratio by employing
ever-declining deficit targets. The stated goal is to reduce
the debt to GDP ratio to 60 percent, in accordance with the
target established at the Maastricht Treaty. Since 2003,
when the debt stood at about 100 percent of GDP and the
deficit was 5.2 percent of the GDP, Israel’s Ministry of
Finance began implementing fiscal policies designed to
reduce the budget deficit. These policies, together with high
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Editor’s Review (continued)

Annual Inflation Rate 12 - Month Change in CPI

Source: Central Bureau of Statistics
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growth rates, enabled the Israeli government to reduce the
public debt by about 25 percent of GDP to a level of 74
percent of GDP in 2012, a rate lower than most OECD
countries. Additionally, Israel was among the few OECD
countries to reduce the debt to GDP ratio to an even lower
pre-crisis level. In order to continue to reduce the debt
to GDP ratio, the Israeli government has committed to
deficits of 3 percent of GDP in 2013 and 2.75 percent of
GDP in 2014.

Source: Ministry of Finance
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Successful Bond Offering in U.S. Signals Vote of Confidence in Israel’s Economy

Editor’s Review prepared by Dr. Amichai Fishler, Ministry of Finance , Economics and State Revenue Department,
and Shirley Strifler, Ministry of Finance in New York.

On January 28, 2013, the State of Israel raised $2 billion of dol-
lar-denominated bonds in the U.S. capital market, including its
first 30-year notes in more than a decade, as the government took
advantage of its lowest-ever international borrowing costs. The
issue was also notable for its high demand, which was 4.5 times
the amount issued, allowing the state to price its most significant
deal to date.

The country sold $1 billion each of 30-year bonds and 10-year
securities. The 10-year notes were priced to yield 3.213 percent
and the 30-year debt, 4.588 percent, the cheapest-ever yields on
dollar bonds. The 2023 bonds were priced at 125-basis points
above similar-maturity U.S. Treasuries and the 2043 bonds at
145 basis points over the U.S. benchmark.

This is the State of Israel’s tenth USD issue, and it creates a
benchmark for pricing the risk in the Israeli economy. This is in
accordance with the long-term work plan of Israel’s Debt
Management Unit, which aims to build a foreign currency bench-
mark curve in the global markets. The issue was characterized by
the lowest funding cost ever paid by the State of Israel in a USD
issue and by historically low spreads. The last foreign currency
issue took place in January 2012.

Approximately 95 percent of the issue was allocated to foreign
investors and the remainder to Israeli investors. Demands were
received from more than 300 investors in 34 countries, including
the U.S., the UK, Germany, France, Switzerland, China and others.

The types of investors were also highly diverse, with fund man-
agers, hedge funds and central banks among others involved in the

offering. Of particular note was the strong turnout from the
insurance and pension industries, as well as significant demand
from retail and high net-worth private client accounts.

“This is a sign of confidence in the Israeli economy,” Finance
Minister Yuval Steinitz said. “The fact that we were able to
continue to reduce the debt to GDP ratio consistently in
recent years has generated confidence in the strength of the
Israeli economy among investors.”

Ministry of Finance Accountant General Michal Abadi-
Boiangu added that “the 30-year bond issue represents a vote
of confidence in the State of Israel’s ability to repay its debt in
the medium and long term.”

In addition to Michal Abadi-Boiangiu, the issue was managed
by Ministry of Finance Senior Deputy Yali Rothenberg and
Managing Director of Government Debt Gil Cohen, in coopera-
tion with the ministry’s representative in New York, Sigalit Siag,
who brought about the successful closing of the deal. The
underwriters were Barclays, Citibank and Goldman Sachs.

The bond issue was launched following an extensive road-
show across the U.S. and Europe. Senior representatives of
the Government Debt Management Unit met with more than
50 investors to explain Israel’s economic success story and to
discuss Israel’s strong commitment to budget discipline and
fiscal reform, resulting in a resilient economy during the
global slowdown.

Israel is rated A1 (positive outlook) by Moody’s and A+/A
(stable) by S&P and Fitch.

Israel’s Credit Rating:1992-2013
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know-how, and the related startup
culture Israel is famous for, to TCII
students who will devote a large por-
tion of their studies to a hands-on
industrial project. That project will
be supervised jointly by an academ-
ic and industry mentor, so that upon
graduating, students will already
be contributing to the city’s tech
ecosystem.

Though we have not yet broken ground on Roosevelt Island, an
announcement was made recently by Google Inc. that it would
provide an interim home, allocating us space in its New York City
headquarters free of charge for five years, or until we are able
to move.

The Technion has a number of partnerships with foreign universities,
but its partnership with Cornell, through TCII, is in a completely dif-
ferent league. Joining forces with an Ivy League institution has cata-
pulted the Technion onto the top rung of global universities, and
boosted its international recognition.

The Technion’s recent Nobel Prize win was a source of national
pride. So too is this partnership. While some are concerned that
TCII will add to the “brain drain” phenomenon, I believe that if
leveraged correctly, TCII can help us gain many more brilliant peo-
ple than we will lose. And I hope that the success of this project,
risks notwithstanding, will demonstrate to Israeli policymakers what
we at the Technion have known for quite some time … supporting
higher education is a winning proposition, as the Technion has
already proven to be a high-yield investment.

A recently released report by the Technion’s Samuel Neaman
Institute found that investing in Technion students generates returns
at a rate of between 76 and 197 percent annually. Technion gradu-
ates contribute $21 billion yearly to Israel’s GDP and some 13 per-
cent to the country’s tax base, and founded or lead more than half of
the Israeli companies traded on the NASDAQ. Technion students’
ability to think creatively has produced entrepreneurs who fill a dis-
proportionately high percentage of top management positions.

I envision that ten years down the road, the CornellNYC Tech cam-
pus, including the TCII, will bustle with some 100 faculty and more
than 500 graduate students. It will be an integral piece of New York
City’s high-tech industry, whose positive reverberations will be
deeply felt and appreciated back home in Israel.

Technion Professor
Craig Gotsman
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One hundred years ago, the founding fathers of the Techion-
Israel Institute of Technology laid the cornerstone of what
would become Israel’s first institute of higher education.
Their goals were quite modest: to educate engineers who
would build roads, waterways and housing for immigrants
in the nascent country. Little did they know that what was
once a small engineering school in the north of Israel would
eventually become one of the world’s technological power-
houses.

Now, with close to 13,000 students, the Technion is known for
breakthrough discoveries in a number of fields ranging from water
management to computer science and aerospace engineering. It is
one of just a handful of technological institutes to have its own med-
ical school, and it is ranked among the world’s top 25 engineering
schools. Many of the world’s largest high-tech companies, including
Google, Microsoft, and IBM have established operations near the
Technion campus to take advantage of its research power. A startup
culture has also emerged in Haifa and its environs.

We are building once again, and have every reason to believe our
new venture will be equally as impressive.

A partnership between the Technion and Cornell University was
selected as the winner of a competition to design and build an
applied science educational institution for graduate students in New
York City. The Technion-Cornell Innovation Institute (TCII), consid-
ered to be the heart of this initiative, is part of CornellNYC Tech,
the overall campus that Cornell University is responsible for build-
ing on Roosevelt Island.

The project is expected to result in an economic boon to New York
City, bringing a high-tech prominence that the city yearns for and
only recently has started to achieve. City officials anticipate the pro-
ject will generate $23 billion in economic activity, including $1.4
billion in tax revenue; create tens of thousands of jobs, and perhaps
most crucial — spin off some 600 new start-up businesses. Over
the past five years, high-tech employment has risen 30 percent in
New York City, closing the gap with Boston, which is considered to
be the nation’s second largest center for tech. TCII, which will be
organized around three interdisciplinary hubs relevant to the city’s
key industries, will give New York the boost it needs to become one
of the nation’s foremost destinations for applied science and tech-
nology.

We were invited to NYC in part because the Technion is so closely
engaged with Israel’s high-tech industry. We intend to bring that

CornellNYC Tech: Boon to NYC, the Technion and Israel
Professor Craig Gotsman,
Founding Director, Technion-Cornell Innovation Institute (TCII)
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The Committee’s mandate was to
recommend an optimal natural gas
policy in Israel, ensuring energy
security and competition in the
domestic market, while maximizing
the country’s economic and political
benefits. During its work, the
Committee reviewed natural gas
policies of comparable countries
with similar characteristics,
while accounting for Israel’s
unique geopolitical situation.

In August 2012, The Committee submitted its findings to
the Prime Minister. The Committee recommended that the
State of Israel export 500 BCM of natural gas, with 450 BCM
of natural gas to be retained for domestic use for the next
twenty five years. The Committee chose to employ a method-
ology that determines the percentage of natural gas that each
field must supply to the domestic market. Regarding the bal-
ance of the gas in the field, the developer is free to decide
whether to supply this to the local economy or to export it.

In addition, the Committee recommended connecting all off-
shore reserves to the national distribution network and
increasing the number and capacity of distribution lines
across the national distribution system, to enable more
access to greater volumes of natural gas. Moreover, the
Committee recommended that the Government of Israel be
involved in the planning and construction of gas transmission
and treatment facilities and that it encourage the coopera-
tion of international oil and gas companies with Israel’s gas
industry.

To conclude, Israel’s natural gas market has been growing.
Business opportunities include exploration and production,
construction and operation of a LNG plant, pipeline con-
struction, storage facilities, developing Israel’s gas-to-liquid
(GTL) and petrochemicals industries, logistical services and
workforce training. The Government of Israel welcomes the
U.S. private sector’s oil and gas expertise, and looks forward
to assisting U.S. companies in pursuing export opportunities
in Israel’s natural gas market.

In the last few years Israel’s energy sector has grown
tremendously due to discoveries of significant offshore natur-
al gas fields. Since it was established in 1948, the State of
Israel has been dependent on energy imports of petroleum,
coal and natural gas. The recently discovered gas fields are
likely to turn Israel into a natural gas exporter.

Israel’s exclusive economic zone (EEZ) measures approximately
25,000 square km. It is part of the Levant Basin, which covers the
entire East Mediterranean. Offshore gas was first found in Israel in
the southeastern part of the EEZ in 1999 and 2000 at the Noa and
Mari-B fields, respectively, with combined reserves of 1.2 trillion
cubic feet (TCF).

These discoveries resulted in significant changes in terms of Israel’s
energy supply. Within a few years, natural gas has become the pri-
mary, preferred fuel for power generation. In 2011, 40 percent of
power was generated by natural gas, compared to 0 percent in
2003. This transformation has yielded savings of approximately $5
billion dollars for Israel’s economy, along with a significant reduc-
tion in emissions of pollutants due to the declining use of oil and
coal. By 2015, the rate of natural gas consumption is expected to
rise to 55 percent.

In 2009 and 2010, additional significant natural gas discoveries
were located in the northern part of Israel’s EEZ, the largest of
which are the Tamar field, estimated at 9 TCF, and the Leviathan
field estimated at 17 TCF. The Tamar field alone will have enough
natural gas to meet Israel’s domestic needs for the next 25 years.
The Leviathan field, however, is considered large enough to make
Israel an energy exporter. Furthermore, extensive exploration activi-
ties have continued also during 2011 and 2012, with additional dis-
coveries of gas fields estimated at 2 TCF.

The discussion regarding major finds of natural gas in Israel’s EEZ
began in March 2010 with the United States Geological Survey
(USGS) report of the Levant basin. According to the report, the
potential volume of natural gas in the entire basin is estimated at
approximately 122 TCF. Based on these results, Israel’s EEZ, which
constitutes about 40 percent of the basin, is estimated to hold
approximately 50 TCF of recoverable gas.

The Government of Israel is currently in the advanced stages of for-
mulating the regulatory framework to oversee the development of
Israel’s natural gas sector. In October 2011, Israel Prime Minister
Benjamin Netanyahu and Minister of Energy and Water Resources
Dr. Uzi Landau appointed an Inter-Ministerial Committee to review
the government’s natural gas policy in Israel.

Developments and Opportunities in
Israel’s Natural Gas Sector
Shaul Zemach, Director General,
Ministry of Energy and Water Resources

SHEKEL: Economic and Financial Trends in Israel

Shaul Zemach, Director
General, Ministry of
Energy and Water
Resources
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Central Bureau of Statistics estimates (as of December 2012)

Web Sites of Interest

Bank of Israel:
http://www.bankisrael.gov.il/firsteng.htm

Central Bureau of Statistics:
http://www.cbs.gov.il/engindex.htm

Dun & Bradstreet’s Israel:
http://www.dundb.co.il/english/index.asp

Equities Israel:
http://www.equities.co.il

Investment Promotion Center:
http://www.investinisrael.gov.il

Israel Economic Mission:
http://www.israeleconomicmission.com

Israel Government Portal:
http://www.israel.gov.il/firstgov/english

Israel Ministry of Finance:
http://www.mof.gov.il/mainpage_eng.asp

Israel Ministry of Foreign Affairs:
www.mfa.gov.il/mfa

Israel Ministry of Industry, Trade & Labor:
http://www.moit.gov.il

Israel Ministry of Tourism:
http://www.goisrael.com

Israel Science and Technology Home Page:
http://www.science.co.il

Israel Venture Association:
http://www.iva.co.il

Israel Venture Capital Research Center:
http://www.ivc-online.com

MATIMOP: Israeli Industry Center for R&D:
http://www.matimop.org.il

State of Israel Bonds Organization:
http://www.israelbonds.com

Tel Aviv Stock Exchange:
http://www.tase.co.il/taseeng/homepage.htm

Growth Rates of GDP and its Components
Compared to the Previous Period

2010 2011 2012 1Q 2Q 3Q 4Q
2012 2012 2012 2012

GDP 5.0% 4.6% 3.1% 2.7% 2.9% 2.8% 2.4%

Business GDP 5.4% 5.1% 3.1% 2.8% 3.4% 3.1% 2.9%

Private Expenditure on Consumption 5.3% 3.8% 2.7% 6.2% 1.8% 1.1% 1.2%

Public Expenditure on Consumption 2.9% 2.9% 3.6% 1.7% 0.4% 0.9% 5.6%

Fixed Capital Formation 12.2% 16.0% 3.6% -1.1% -2.0% - 4.1% -11.4%

Goods and Services Exports 13.5% 5.5% 0.1% -1.7% 18.7% - 8.0% - 9.7%

Goods and Services Imports 12.5% 11.1% 3.4% 33.1% -13.0% -10.9% -16.0%

GDP per Capita 3.1% 2.7% 1.2% 0.9% 1.2% 0.9% 0.4%


