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It has never been more important for you to understand
what is occurring in the world beyond your country’s
borders. Whether you realize it or not, we are now all
fellow citizens…Global Citizens.

The Thomas White organization was founded in 1992
with the goal of bringing the benefits of globalization to
investors around the world. We believed that once
investors understood that globalization was a positive
force, they would also see the advantages of adding
international equities to their portfolios. It only makes
common sense that professional investors would begin
searching the globe for the most attractive opportunities.
Researching a wider universe of companies should
improve long-term performance. Moreover, broad
diversification typically lowers return volatility.
Multinational corporations have been using this global
strategy for years; why shouldn’t investors do the same?

Now 15 years later, our firm growth and strong
subsequent portfolio performance has confirmed our
investment premise. Currently, Thomas White
professionals are performing research and managing
over one billion dollars in close to 50 countries. We
believe one reason for our success is that the
nationalities of these analysts are as globally diverse as
our portfolios.
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Apart from technology, Israel’s economy is supported also
by its globally popular diamond industry, which began in
1937 when the first diamond polishing plant opened in Petah
Tikva. In 2007, polished diamond exports topped $7 billion
and rose by 6% in the first half of 2008. Diamond exports
form about 15% of total Israeli exports.

Israel: The Economics of Peace
srael is home to the origin of the two of the most influential religions in the world. It is the
Promised Land of the Jews, where Jesus the Christian Messiah was born and Mohammed the
Muslim Prophet attained ascension to heaven. Once called the “land of milk and honey” in the

Bible, Israel lies in the Middle East along the
Mediterranean, wedged between Egypt and
Lebanon.

Yet, Israel also boasts of one of the fastest
growing economies in the developed world,
largely due to the country’s remarkable growth in
the advanced hi-tech sector.

During 2006, Israel exported about $15 billion in
electronics and software equipment. This industry
has been fueled in recent years by Israel’s large
percentage of engineers, the worlds highest, with
135 engineers per 10,000 persons, as compared to
85 per 10,000 persons in the U.S

A holy start

In 1800 BC, Abraham led a group of nomads and
settled in the mountains of Canaan, becoming the

first settlers in Israel and its main inhabitants until
1000 BC. During this time several other tribes
attacked the Canaanites including the Hebrews
who came from Mesopotamia. The Hebrews,
known as the Sons of Israel, lived divided in 12

tribes and they were brought together by Saul the first King of Israel towards the end of the
second millennium BC. His successor David made Jerusalem the capital and his son King
Solomon built the Temple with the Holy Ark. After Solomon’s death, the kingdom was divided
into two with ten out of the 12 tribes establishing the Kingdom of Israel and the remaining two
setting up the Kingdom of Judah. In 721 BC, the Kingdom of Israel was conquered by the
Assyrians and the Kingdom of Judah was vanquished by the Babylonians in 586 BC.

I
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Israel’s refugee problem continues to be one of the gravest
challenges and today its aggravated by an influx of African
refugees who cross into Israel through the Egyptian border. More
than 7,000 African refugees have entered the country in the past
one year. Roughly 1,700 are from Sudan, including some 700 from
its war-torn Darfur province.

In 333 BC, Israel came under the leadership of Alexander the Great and in 66 BC it passed
ownership to the Roman general Pompeii. For the next 200 years, the country was ruled by
Jewish kings as a Roman vassal state. Jesus was born under the Roman rule but it took 300 years
for Christianity to be legitimized in the Roman Empire. In 135 AD, the Romans snuffed out yet
another rebellion by the Jews, known as the Bar Kochba revolt, and Emperor Hadrian renamed
the province of Judea as Syria Palaestina, today’s Palestine. Most of the Jews who continued to
practice their religion fled or were forcibly exiled from Palestine, eventually forming a second
Jewish Diaspora.

In 640 AD, Israel was seized by the Caliph Omar marking the beginning of Muslim rule. During
the initial years of Arab rule, Christians were allowed entry into Jerusalem, but this was stopped
during the 11th century, prompting Pope Urban II to call for a crusade to liberate Jerusalem from
Muslim rule. The first crusade ended with the successful conquest of Jerusalem in 1099.

But the crusader era soon came to an end in 1187 with the invasion of Saladin. The country’s
importance was continuously diminished with successive occupations by the Mamelukes in the

mid-13th century and the Ottoman
Empire in the 16th century. Israel’s
resurrection took place when Napoleon
entered the scene in 1798 and
recognized its geographical and
strategic importance, which resulted in
increased interest in the country,
especially from Europe. The dynamic
19th century ushered in new social
changes and the emancipation of
European Jews with the onset of the
French Revolution. The rise of
Zionism1 led to ideals of a Jewish

homeland, which was established in
Palestine. Jews began to immigrate to
the country in vast numbers. By 1914,
the country’s population of seven
million was comprised of one million

Jews, with the rest being Arabs.

1 The ideology that Jews are a people or nation like any other, and should gather together in a single homeland
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Exports of kosher food have gone up in recent
times driven by rising consumer demand for clear
labelling and other requirements. From $365.2
million in 2002, export of kosher products touched
$494.6 million in 2007 and is expected to reach
$609 million by 2012.

Modernism takes root
At the end of World War I, Britain had taken charge of Jerusalem and Palestine and had
proposed the Balfour Declaration, which stated Britain's support for the creation of a Jewish
national home in Palestine, without violating the civil and religious rights of the existing non-
Jewish communities. Britain received a provisional mandate over Palestine, which would extend
the west and east of the River Jordan and was formalized in 1922. In 1923, the British divided
Palestine into two districts, one for the Jews and the other for the Arabs known as Trans-Jordan,
which is today’s Jordan. This soon led to conflicts between Palestinian Jews and Arabs. When
the British turned a blind eye to the situation, the Palestinian Jews formed the Hagana, which
was the beginning of the Israeli Defense Forces.

In 1956, Egypt’s move to take control of the Suez prompted Israeli, British and French armies to
invade Egypt’s Sinai Peninsula. The battle ended with Israel handing over Sinai to Egypt, who
used its control of Sinai to impose a blockade on the Israeli port of Eilat. In retaliation, Israeli
forces, aided by Britain and France, who were waiting for an opportunity to regain control over

the Suez Canal, invaded Sinai and took control of
the entire peninsula within a few days. Finally in
1979, Israel and Egypt signed a peace treaty, in
which Israel agreed to transfer all control over Sinai
to Egypt.

In 1987, a Palestinian intifada or uprising
employing guerrilla warfare, began in order to curb
the encroachment of Jewish settlements in the West
Bank and Gaza. The chances of a peaceful ending
negotiated by the Oslo Peace Accord were dashed
when Prime Minister Yitzhak Rabin was
assassinated. During the term of his successor
Benjamin Netanyahu, Israeli settlements spread in
the West Bank and Gaza causing terrorist activities

to increase. Numerous attempts have been made by
successive heads of state to reduce tensions
between these sides but to no avail. Even today the
Gaza Strip and the West Bank remain two of the
most fought over pieces of land in the world.
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A congregation of different worlds
Israel rests upon a global stage supporting a diverse population and varied cultures. Arab
Muslims, Arab Christians, Circassians, Samaritans and Jews from over 70 Diasporas converge
here involved in moshavim2, kibbutzim, business and research. The uniqueness of these
communities are preserved despite Israel’s heterogeneous history and a population consisting of
four thousand years of Jewish heritage, over a century of Zionism, and more than half a century
of modern statehood. Israel has been flooded
by waves of immigration or Aliyah over the
years and has a society largely made up of
immigrants, with each group having its own
idiosyncratic characteristics. This has made
the process of integration into a state that is
constantly in flux, very difficult. Israel
absorbed almost 1.2 million immigrants in a
decade, augmenting the country's civilian
labor force, from 1.65 million in 1990 to 2.8
million in 2006. Today, Israel has 1.7
million Arabs and at least 300,000 non-
Jewish Israeli immigrants in addition to the
5.7 million Israeli Jews. But immigration
has its own advantages. It has served to
make Israel a culturally vibrant society, rich
with exquisite diversity and uniqueness.

While music icon Ofra Haza is well known
all over the world, it is Albert Einstein who
is the most illuminated personality from
Israel. So is Anne Frank whose diary is
perpetually on bestseller lists and Chaim
Topol whose “Fiddler on the Roof” is one of the most loved classic films of all time. As popular
as its people is Israel’s food. Since the country is so diverse it does not have a universally
recognized national dish, but falafel3 stuffed in pita bread comes close to being one. Falafel
along with hummus4 and pita are served at all street corners throughout Israel. Blintzes5and
latkes6 are some of the other typical Israeli food.

2 A type of cooperative agricultural community of individual farms
3 Seasoned mashed chickpeas, formed into balls and fried
4 A dip made from mashed chickpeas
5 Cheese-filled crepes
6 Potato pancakes

Israel and the World

Nominal GDP ($) 199.49 million

GDP Rank 41/186

Per Capita GNI ($) 27,450

Per Capita GNI Rank 45/210

Population Rank 97/227

Geographical Area Rank 159/250

Global Competitiveness
Rank

23/133

Economic Freedom Index
Rank

42/179

Human Development Index
Rank

24/182

Major Industries Agriculture, Technology,
Textiles, Chemicals
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Contrary to popular thought, the kibbutz is regaining a foothold in
today’s Israel after undergoing a series of structural changes in
the past decade. In the past one year, the turnover of kibbutz
industries totaled $8 billion, around 11% of the total industrial
manufacturing turnover in Israel. Kibbutzim’s share of Israel’s
GNP is currently 6% and the kibbutz population represents 1.7%
of the total population of Israel.

More than 80% of Israelis are Jewish, with a small percentage observing a set of dietary laws
called “kashruth” or kosher, which forbids the mixing of milk and meat, but in principle includes
all fresh vegetables and fruits. Jewish law requires that all food be carefully checked for insects
and other irregularities before consumption. The Jewish Passover is one of the most well known
festivals, celebrating the Exodus from Egypt after 400 years of slavery. During this significant
Jewish festival, lunch staples include matzah or unleavened bread, and chametz, which includes
anything made from wheat, rye, barley and oats.

Rise of Zionism and kibbutzim
Modern Israel was born in the 1880s
when the first Zionist immigrants came
to Palestine and melded into the existing
Jewish community. During this time,
the country was fueled by an
agricultural economy and an intensive
labor force, and was highly state-driven.
Zionists considered the stereotype of
Jews as merchants very contemptuous.
For these people, influenced by the
communist and socialist ideals of

Europe at that time, industrial and
agricultural laborers were the real
“working class heroes.” This gave rise
to Zionist settlements in Israel in the
early 1900s, which were agricultural

communities based on communal equality. The foundation for kibbutzim later broadened to
incorporate industry. Inspired by social ideas, the kibbutz movement played a prominent role in
the economic, political and cultural activities of the country. The Histadrut, a powerful labor-
union umbrella organization that strove to represent all the workers at the national level, was
established during this time with its first leader being David Ben Gurion the founder of the state
of Israel.

Europe in the 1930s was influenced by strong sentiments of anti-Semitism, and pre-state Israel
was inundated by scores of fleeing Jews from countries such as Poland and Germany. These
were well-educated urban dwellers that brought with them knowledge of industrial and urban
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Israel is one of the leading producers of potash in the world,
which is obtained from the Dead Sea. However, the excessive
mineral mining for potash and magnesium chloride has raised
water usage to a rate of 150 million cubic meters per year. By
2025, the Dead Sea is expected to be at 1,440 feet below sea
level, a cause for concern.

culture. With their arrival, cities began to flourish, a stock exchange was set up and light
industrial enterprises began taking shape. In the period from 1922 to 1947, real net domestic
product (NDP) of the Jewish sector grew at an average rate of 13.2%, and in 1947 accounted for
54% of the NDP of the Jewish and Arab economies together.

A “Silicon Wadi” emerges
The state of Israel came into being in 1948 and the government policy was firmly labor and
socialist-oriented. This resulted in the
creation of a multitude of state-granted
private-sector monopolies alongside state-
owned companies under the direct control
of government ministries. From 1950 to
1965, Israel achieved a high rate of
growth. Real GNP grew by an average
annual rate of over 11%, and per capita
GNP by greater than 6% thanks to large
sums of capital inflows from various
sources like U.S. aid and German
reparations to individuals. Throughout this
period, much of the Israeli economy

rapidly industrialized with a balance being
achieved between the government, the
Histradut and the industrial private sector.

The oil shocks of the 1970s did not fail to
touch Israel, which was already reeling from the effects of the 1973 Yom Kippur war7. To add
to its woes, the Labor party was dethroned in the elections of 1977 and the Likud party, which
came to power, favored free-market policies. The party immediately implemented a series of
economic liberalization laws, which for the most part were ruinous. The early 1980s were thus
marred by hyperinflation and economic malaise caused by the country’s sudden overnight
transformation from a state-governed economy to a free-market one. Finally, in 1985, the old
Histadrut-industrialist government was back in place, and immediately began repairing the
damages by imposing fiscal, budgetary, and wage austerity measures.

7 Part of the ongoing Arab-Israeli conflict, this war was fought from 6 October to 26 October. The war began with a
surprise joint attack on Israel by a coalition of Arab states led by Egypt and Syria on the Jewish holiday of Yom
Kippur.
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Strategically located near the Sinai peninsula, the Port of
Eilat is Israel’s gateway to trading with Africa and East
Asia. Apart from serving as a loading port for mineral
exports, Eilat serves as a conduit for piping oil from Egypt
to the Israeli cities of Haifa and Ashqelon. But tourism is
the biggest draw in Eilat, and in the past three years it has
increased by 24%.

However, liberalization was not completely abandoned, and along with a structural shift in the
late 1980s and early 90s, Israel’s economy began
to bloom. During this time there was a move from
agriculture and light industry to a knowledge-
based economy placing Israel in an economically
viable position. The country had just signed the
Oslo peace accord, which placed its per capita
GDP at $1500 in 1999, on par with that of
Europe. The 1990s saw the weakening of the old
“working class hero”, and young urban
professionals and intellectuals began to take their
place. The Histradut, now reduced to a mere
shadow of its former self, failed to create much of
an impact in this new fast-paced economy.
Growth at this time was exceptional, touching
6.2% in 2000, mostly due to a rise in high tech

acquisitions and investments. The only constant
feature through these years of changes were the
immigrants who continued to pour in, bringing
with them a wealth of intellectual resources and
knowledge that sparked new economic growth
waves. The rise and expansion of the technology

industry was so rapid that Israel was sometimes referred to as the “Silicon Wadi”, a play on the
word “valley” in Arabic.

Along with technology the pharmaceutical sector too began to develop and grew strongly in the
1990s, averaging around 10% per annum. In 2008, per capita expenditure on drugs in Israel was
estimated at US$520, the highest level in the Middle East. Pharmaceutical expenditure in Israel
accounts for approximately 15-20% of total health expenditure. Imports account for about half or
two thirds of the total market in terms of sales and Israel imports almost 60% of its
pharmaceutical needs. Israel actually began to engage in parallel importation in the beginning of
2001. In mid 2001, the Supreme Court upheld the legality of parallel imports, rejecting claims
that it constituted a patent infringement or that it posed health risks, since Israel would be
importing only from industrialized countries.

Today, Israel is the 33rd richest country in the world on a per capita basis while in numbers and
frequency of start-ups it is second only to Silicon Valley. In fact next to the U.S., Israel has the
most number of start-ups in the world, with 80% of around 3,000 companies involved in R&D
being less than 10 years old.
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Israel devoted 8% of its GDP to military purposes this year and its
conflict with the Palestinians has undermined the country’s economic
growth in recent years. Over the past two decades, Israel has spent
$9.3 billion in defense spending. In 2008, Israel’s per capita defense
expenditure was pegged at $1,737 making it the second highest in the
world, only $59 per capita behind the U.S.

Cash and growth
But good times were short. In
2001, at the dawn of the
millennium, the economy ruptured
and came to a standstill. The
NASDAQ crash in New York all
but stopped the investment capital
that had been flowing into Israeli
start-ups. The new Palestinian
intifada successfully kept visitors
away, ushering in several
economic restrictions. The national
budget for 2004 reflected three

years of recession, and included
numerous spending cuts. One
cause for the recession was the
huge budget reserved for defense.
During this period the defense

budget alone reached about 22 to 25% of GDP. GDP growth fluctuated, generally between 2%
and 5%. In 2000, it touched as high as 7.5%, but fell below zero in the recession years from 2001
to mid-2003. There was a significant rise in unemployment as well wage erosion, which led to a
decline in private consumption in 2002, for the first time since the early 1980s. But Israel
recovered soon, with a growth rate of 1.7% emerging in 2003. This sped up to 4.4% in 2004, and
Israel entered a period of stabilization and recovery.

After the last cries of the uprising had ebbed away, the Ministry of Finance launched a new
economic recovery program, designed to promote higher productivity and growth. It streamlined
the public sector through downsizing and salary cuts. The government strived to privatize
enterprises it still owned to both reduce the relative size of the government deficit and the
government sector itself. In 2005, the economy grew by 5.2% and GDP per capita increased by
3.3%.

Israel operates a market economy, and exports are one of its main sources of revenue. With the
U.S. as its largest trading partner, the country’s export products include cut diamonds, chemicals
and agricultural products. The export of these goods and services account for almost 44% of
Israel’s GDP. Israel has also developed a reputation for being on the cutting edge of
technological research and development, particularly in electronics, biotechnology and software.
While commodity imports rose in 2008, there has been a slowdown in the import of capital
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According to the World Bank, the Israeli per capita GDP is more
than 20 times that of the Palestinians. Two-thirds of the Palestinian
people are thought to be living in poverty, although there is
speculation that the figure could be higher.

goods, indicating a wane in the country’s economic growth.

Present economic challenges

Israel needs a sound and highly productive
economy to meet its problems and
challenges, which are mainly centered on the
peace process. Most of Israel’s economic
problems are caused by its state-dominated
economy, which has promoted privatization
to such an extent that it has created
monopolies. This has curbed competition
and inflated costs. Breaking these
monopolies will reduce the cost of consumer
goods, potentially enabling millions of
Israelis, dependent on government

supplementary income, to have a better life.
Israel has a large portion of the population
living under very modest conditions and
surviving only on government aid. Although
Israel has one of the highest living standards in the Middle East, the people, especially
Palestinians and immigrants, do not benefit. Yet Israel’s macroeconomic policy, driven by the
Ministry of Finance and the Bank of Israel, has received kudos from global financial institutions.
The strategy behind their successful policies is based upon the tenets of low deficit and inflation,
as well as decreased unemployment and national debt. Despite its high-performing economic
institutions, Israel's primary economic problem remains the weakness of its government system.
It is the private sector that pushes the performance of the economy, while Israel’s public sector
lounges at the bottom of the list of developed countries8. The gap between the private and public
sector is one of the largest compared to other developed countries, although Israel's public sector
still constitutes over 45% of its GDP.

Recent developments
The global financial crisis ravaged countries all across the world, yet of all the regions, the
Middle East was the least affected. But with exports coming to a standstill and consumer
spending drastically tightened, the downturn finally took its toll on Israel in January 2009. With
Israel’s economy growing at its slowest pace in 2008, the Central Bank was forced to cut interest
rates. In the subsequent months, Israel cut interest rates by a total of 3.75 points from October

8 Rank 29 according to data from the 2006 Global Competitiveness Index of the World Economic Forum


