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In your view, what have been the Israeli economy’s tough-
est challenges during its 50 years?

In the mid-eighties, Israel faced very high rates of inflation,
driven by a budget deficit which reached more than 25%
of GDP. Through concerted deficit cutting and vigilant
monetary policy, Israel did break out of the high-inflation
trap, and is very close to getting inflation down into the sin-
gle-digit range. Further reducing the role of the public sec-
tor in the Israeli economy will play a key role in consoli-
dating the progress made against inflation.
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From Local Start-up to Global Pacesetter... difficulties, Israel absorbed an immense number of immi-
grants, relative to its size, without an increase in the unem-
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has built a group of high technology companies Broadly speaking, | would say that the Israeli economy has

in the fields of medical diagnostic imaging, achieved the most important goal - providing a high stan-
dard of living to a large number of its citizens. And, Israel
advanced defense electronics, communication, should continue to do so because it is well positioned to

compete in the post-industrial information age.
semiconductors, networking services and Internet
Looking at recent history, | would commend Israel for its
software. success in lowering the budget deficit and on its record on
privatization. The challenge is to consolidate these gains
and create the conditions necessary to support sustained,
non-inflationary growth in Israel. To do that, | would urge
further progress on structural reforms, such as deregulation
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providing advanced technologies, products and and privatization.
services for the information superhighway. What can other emerging economies learn from Israel’s
experience?
Three things come to mind.
First, | think it is worth emulating Israel’s commitment to
education. Education is one of the key preconditions for
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Third, emerging economies can learn from Israel’s ongoing
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tion in the stock market, and stimulate long-term savings. |

Against the backdrop of a world dominated by NAFTA,
EU, and burgeoning Asian trading blocs, where should
Israel specifically and the Middle East in general be posi-
tioned in the next century?

Israel has been moving in the right
direction by making reforms to
open its economy. A good exam-
ple of this is the government's
recent decision to allow full con-
vertibility of the shekel.

Economies that are relatively open
to trade tend to enjoy superior
economic performance. | think all
countries should make it a priority
to actively participate in the multi-
lateral free-trade process spon-
sored by the WTO. But, with that
said, it could certainly be to
Israel's advantage to take part in a
regional free trade agreement.
Regional agreements can facilitate
movement towards a free-trading
world, as long as they cover sub-
stantially all trade among partici-
pants and do not raise barriers
against third-party countries in the
process. For example, since the
free trade agreement between
Israel and the United States took
effect more that ten years ago,
trade between our two countries
has more than tripled.

Knowing the financial markets as
you do, what reforms would you
recommend for the Tel-Aviv Stock
Exchange?

There are several qualities which a successful stock market
requires.

First, a strong, independent securities regulator, with suffi-
cient enforcement authority; second, a modern legal frame-
work and effective market infrastructure; third, effective
prudential regulations and supervisory oversight, transpar-
ent trading; fourth, high-quality, internationally acceptable
accounting standards and financial disclosure require-
ments.

My understanding is that Israel’s Ministry of Finance is now
engaged in an effort to strengthen Israel’s capital markets.
In particular, the Ministry of Finance released a report rec-
ommending that Israel harmonize taxation of various types
of assets, encourage pension and insurance fund participa-

“Economic integration can

promote and sustain political

stability in the region.”

believe these types of reforms are significant and farsighted.

Should a pan-Middle East market
be formed, as there are pan-Euro-
pean, pan-Asian, and pan-Ameri-
can markets?

I believe Israel, along with other
Middle Eastern and North African
countries, could benefit signifi-
cantly by expanding trade and
investment ties with one another,
especially since these countries
currently purchase only a small
fraction of each other’s exports.
Emerging markets in the region
have great economic potential,
and by increasing their demand
for lIsrael’'s exports, could help
support growth in Israel. In addi-
tion, a regional trade arrangement
could enhance the competitive-
ness of these economies, as
regional trading blocs help build
economies of scale and prepare
economies to compete globally.

Can individual markets in the
Middle East be integrated, or at
least be cooperating in the
absence of formal Middle East
peace arrangements?

| think it is possible and important
to move forward on the economic
front at this point because eco-
nomic integration can promote
and sustain political stability in
the region.

Can Israeli trade with the Palestinian territories, and
through them with the larger Arab world, be expanded
even with security-related delays?

It seems to me that the more relevant question is, How can
we expand trade between the Palestinians and the outside
world? Currently, the Palestinians themselves have very lit-
tle access to the Arab world and trade almost exclusively
with Israel. There are a number of things that can be done
to help the Palestinians benefit from external trade, includ-
ing improving transportation infrastructure and easing trade
restrictions.

Once this is accomplished, then, yes, | think that Israel and
the Palestinians can together hope to do a great amount of
business with the Arab world. [ |



