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CEA INTERNATIONAL INSIDER SERIES:
DOING BUSINESS IN ISRAEL — TURNING HIGH-TECH KNOWLEDGE INTO CE OUTCOMES

Although Israel is a small country, about the size of New
Jersey and with fewer inhabitants than the state of New York,
it has greatly impacted the high-tech industry, translating
into successes for consumer electronics (CE) companies. The
Silicon Wadi in Israel is second only to the Silicon Valley in
California and is an area encompassing most of the country.
The Silicon Wadi is home to both domestic high-tech firms
and multinational technology companies such as Google, HP
and Intel to name a few. Despite its size, Israel is a heavy-hitter
in the business arena and it is the third highest represented
country on the NASDAQ, behind the U.S. and Canada, with
75 Israeli companies worth a total of $60 billion'.

As a result of its geopolitical challenges, Israel has had

to invest in research and development (R&D) aimed at
improving military communications and electronics since the
country has limited natural and human resources to devote
to its defense. Innovation was born as a result of military
imperatives and hence entrepreneurs turned defense-related
technology into electronics and applied this acumen into
business success. At the World Electronics Forum meeting

in November 2007, Elisha Yanay, chairman of the Israeli
Association of Electronics and Software Industries (IAESI),
reported that the country’s electronics and software industries
are expected to reach an annual revenue of $32 billion in
2010". To put this into perspective, this is only a portion of
the CE market in the Middle East region, which is about 4.4

percent of the world total according to a study from CEA/GfK.

This history, coupled with a highly educated workforce in
Israel, make for a high concentration of innovators and
entrepreneurs focused on the technical aspects of the product
lifecycle. More, Israel’s location, removed from some of

its markets, compels a focus on business ventures that do

not require physical or cultural proximity to end-users.
Consequently, in the past, partnerships have been successful
where Israeli partners provide the technology and the foreign
partner provides the sales and support functions in target
markets. Another common commercial relationship in Israel
is where the U.S. exporter provides components, which are
integrated into products in Israel, then re-exported.

The U.S. is Israel’s largest trading partner. When questioned
about why trade is so big with Israel, the Director General of
the U.S. Commercial Service, Israel Hernandez, remarked,
“There are obvious synergies between our economies. U.S.
companies sell many components and inputs for Israel’s
manufacturing sectors, particularly Israel’s high tech and
heavy industries. These include products like industrial
chemicals, electronics components, and spare parts for
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machinery. Furthermore, U.S. firms like Intel, Motorola,
Microsoft, and Applied Materials have significant investments
in Israel that both drive U.S. trade to Israel and build U.S.
exporters’ confidence in Israel’s business environment.”

Israel at a Glance

Population 7,112,359

Note: includes about 187,000 Israeli settlers in
the West Bank, about 20,000 in the Israeli-
occupied Golan Heights, and fewer than 177,000

in East Jerusalem (July 2008 est.)

Population Growth Rate 1.713 percent

Monetary Unit New Israeli Shekel (ILS and NIS)

Gross Domestic Product $154.283 billion, per capita $22,073.

Real growth rate 5.1 percent

Inflation 2.1 percent

Unemployment 7.4 percent

Largest Metro Areas Jerusalem 729100
Tel Aviv 382 500
Haifa 267 000
Rishon Leziyyon 221 500
Ashdod 203 300
Beer Sheva 185 300

Main Ports Haifa, Ashdod and Eilat

Languages Hebrew (official), Arabic, English, French, Russian

Sources: CIA World Factbook. Israel. June 19, 2008. June 26, 2008 www.cia.gov/library/
publications/the-world-factbook/geos/is.html

Israel Information. Dec. 1, 2006. Federation of International Trade Associations (FITA). June 26,
2008 www.fita.org/countries/israel.html

Commercial Service. Doing Business in Israel. Country Commercial Guide for U.S.

Companies. 2008.

Opportunities and Challenges

These multinationals along with Cisco, HP and IBM are taking
advantage of Israel’s strength in technology and research. Israel
is the global leader in research and development spending as

a percentage of GDP, at 4.4 percent™. Research centers and
manufacturing facilities are the two chief investments being
made. In 2007, U.S. companies invested more than $6 billion
in Israel, according to Yair Shiran, Israel’s economic minister
to North America”. Specifically, Intel has two new facilities

in Israel: Fab 28 located in Kiryat Gat and another to be
completed this year in Haifa, which will comply with the U.S.
LEED Green Building Rating System and the Israel Standard
5281 for buildings with reduced environmental impact.

Israel is a large importer of CE components, which are mostly
integrated into other products and exported. The country
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imported $1 billion CE components in 2006, of which $350
million came from the U.S., making it an attractive market
for U.S. exporters.” The other top two regions from which
Israel imports CE components are Europe (44 percent) and
Asia (22 percent)*’. While Israel is attractive to U.S. exporters,
it is important to be aware of the inherent challenges in this
mature, competitive market.

First, Israeli companies demand innovative technologies that
improve their products’ technical capabilities. Second, Israeli
customers prioritize technical support. Poor after-sales support
will influence future purchasing decisions. Third, Israeli
companies will make purchasing decisions based on price. If
quality is a priority then the more expensive components from
the U.S. will win, however if quality is not a priority then they
will opt for inexpensive components from Asia.

Another advantage that U.S. exporters enjoy is that American
products are well-liked by Israeli consumers. Hernandez
commented on this topic saying, “There is cultural affinity
between Americans and Israelis. One in 15 Israelis visited the
U.S. last year. We have similar tastes and lifestyles, and so we
consume the same kinds of products. Today more students
from Israel study in U.S. universities than from any other
Middle Eastern country. Whether it’s sporting equipment,
computer software, or franchise restaurants, chances are that
Israelis and Americans like — and buy - similar products and
servicesi

More, as the U.S. dollar continues to devalue against the New
Israeli Sheckel (NIS), products from the U.S. could become
more attractive to Israeli importers and consumers. Of course,
this cost savings does hinge on other factors, such as shipping,
duties and customs. With the rising price of fuel, import costs
are sure to remain high.

However, the decline of the U.S. dollar has other implications
that are causing companies, both in the U.S. and abroad,

to reevaluate operations. In the beginning of 2008 the U.S.
dollar devalued 5.9 percent against the NIS, adding to a nine
percent decline in 2007™. This is particularly relevant for
Israeli exporters that make nearly all sales in U.S. dollars and
incur most costs in Shekels. According to a survey conducted
by the IAESI, if the U.S. dollar continues to decline, 4,500
technology-related jobs and 11,000 jobs indirectly related

to the industry will be cut this year. In an effort to aid the
industry, Yehuda Zisapel, chairman of the association, called
upon the government to institute a currency policy that would
bring the Shekel to a rate of 4.3 NIS to the U.S. dollar.

The Business Environment and Entering the Market

Israel often is compared to the U.S. and other Western markets
when it comes to doing business. The workweek for businesses
and the government are typically 40- to 45-hours spanning
from Sunday through Thursday. Israel boasts a highly
educated workforce, with 20 percent of the country’s workers
holding university degrees, the second highest proportion in
the world next to the U.S. Israel’s high-tech sector employs
around 150,000 people, which is roughly eight percent of the
civilian workforce®. In the mid-1990s, this workforce and the
high-tech industry were bolstered by more than one million
immigrants, many highly educated individuals from the
former Soviet Union. Now, engineers mainly come from Israeli
universities and the cost of employing an Israeli engineer is
still generally lower than the cost in Silicon Valley.

As with entering any global market a company must not

only conduct due diligence, but also understand the cultural
differences between Israelis and Americans. According to Israeli
industry leaders, Israel has a relationship-oriented culture,
where emotions and intuition often come before objectives and
facts. Personal relationships are vital to doing business in Israel
and U.S. companies looking to enter the market need to be
aware of this and act accordingly, which could mean traveling to
Israel to build these relationships face-to-face.

An advantage to entering the Israeli marketplace is that the
government actively solicits private foreign investment,
including joint ventures, and particular attention is paid

to industries involving exports, telecommunications and
high-tech. The two institutions that help investors are the
Investment Authority, run by the Treasury, and the Investment
Center, overseen by the Ministry of Industry, Trade and Labor.
The Investment Authority provides specific help to companies
with investment projects, while the Investment Center
determines if the project can benefit from public assistance.

In addition to these entities, the U.S. and Israeli governments
established the Binational Industrial Research and
Development (BIRD) Foundation in 1977. This foundation
was created to foster and promote cooperation between
private sectors of the U.S. and Israeli non-defense technology
industries.

Most technology related investments in Israel tend to be joint
ventures, although manufacturing under licensing agreements
also is common. In general, there are no foreign ownership
restrictions. Shlomo Waxe, director general of the IAESI,
remarked that there is “no limitation to U.S. companies
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wishing to enter the Israeli market; the only limitation is
whether or not they are successful at building the brand™

An American company can operate in Israel as a foreign
company, a foreign partnership or a branch office. A foreign
entity must be registered in Israel with the Trade Register,
which typically takes only a few days. Government approval
is required for investments in regulated sectors, which
includes electronic commerce. However, it should be noted
that electronic commerce is considered a precarious venture
in Israel because the country does not have a regulatory body
and laws to govern electronic commerce transactions.

Importers and distributors are most widely used in Israel

for the management of retailing consumer goods. The top
three CE retailers in Israel are: ALM, Mahsanei Hashmal

and Shekem Electric. Given the size of the market, an Israeli
distributor may request exclusivity when negotiating a deal
with a U.S. manufacturer. It is recommended that a U.S.
company exporting to the West Bank and Gaza consider using
a local Palestinian, which can maximize gains from the market
more than an Israeli agent.

Using a distributor in Israel can give a U.S. company a unique
advantage, especially in marketing and advertising, which
require in-depth market and cultural knowledge. Israeli
distributors can sell through both big box retailers and smaller
stores. A local distributor will work with each retailer to
properly handle pricing and positioning for each product at
each retail location. An experienced distributor will track
trends in the CE retailing sector so that they can react to
changes in the market and predict and plan for future trends.
Most importantly, a distributor can provide assurance to a U.S.
company that Israeli customers will receive proper after-sales
support. After-sales support is so critical to the CE market in
Israel that regulations exist that stipulate distributors must
provide customers with full technical support for up to 10
years.

In Israel, direct marketing is fairly common and, like many
Americans, Israelis comparison shop for consumer electronics
using the Internet. Unlike the U.S., however, due to the small
size of the market, a company can advertise on one of the

two main television channels and reach practically all of

the country. Thus, it is easier to reach Israeli consumers and
remain top-of-mind with targeted product promotion and
advertising.

E-waste in Israel

Each year Israelis produce 100,000 tons of electronic waste*",
yet there is currently no legislation to regulate electronics
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disposal. Recently laws have been passed that focus on other
green initiatives, but there is an obvious lack of programs
that address e-waste. The Israel Union for Environmental
Defense (IUED), an influential environmental organization
in Israel, has held collection days where citizens are invited to
bring unwanted or broken electronics equipment to specified
locations.

In 2003, Israel introduced an e-waste recycling program

with various recycling points available throughout the
country. However, it has been reported that this was not a
comprehensive effort. In December of 2007, Snunit Recycling
emerged, a private venture that operates two collection
points for electronic waste. Snunit also offers a mobile waste
collection, at no cost to the consumer, where they will come
to a site to collect products. Overall, there is potential for
legislation and more programs that address e-waste, as Israel
has recognized the need for such initiatives.

DTV

On February 4, 2008, the Knessett (Israeli Parliament)
approved the launch of digital terrestrial television (DTT)
services. The digital television transition is underway and it
is uncertain when this process will be complete. One forecast
predicts that nation-wide digital transmissions will launch
before the end of 2008. Subsidies covering half of the cost of
the set-top box will be available to certain population groups.

Telecommunications

The Israeli telecom market is one to delve into more
specifically, as it is rich in history and innovation. The first
Voice over Internet Protocol (VoIP) software was created by
an Israeli company, VocalTec, and Israeli companies are still
active in developing and manufacturing telecommunications
and networking goods. One reason for this proliferation is
that Israeli companies do not have to establish global brand
recognition to be successful in the telecom arena, but rather
they can sell innovations to established international brands.

Yet, even with this strong domestic design and production,
Israel imports more than $1 billion of telecommunications
equipment each year, of which $300 million is imported from
the U.S.*" The Israeli telecom market is currently estimated
at $6 billion.*™ Mobile services lead the way, making up 50
percent of the revenue, followed by fixed services, cable

TV, international long distance and Internet. Mobile phone
penetration rates exceed 100 percent in Israel, meaning

there are more than 7.1 million mobile phone subscriptions.
Since Israel is a market of tech-savvy, early-adopters some
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companies find it to be a good market to test new applications
and services.

In July 2006, Israel’s cable TV and telephony operators
concluded a consolidation that significantly streamlined
Israel’s telecommunications market. Matav Cable Systems
Media acquired Tevel and Golden Channels, creating HOT-
Cable Systems Media. Bezeq remained in place, a fixed-line
operator that also controls YES, a satellite television provider.
Consolidation also took place in the areas of international
telecommunications services and Internet services, creating
increased competition.

Trade and Non-Tariff Trade Barriers

The Israeli economy is open to international trade and has
signed free trade agreements with the U.S. and the EU. In
2007, exports to Israel totaled $13.019 billion, making Israel
the 22" largest export market for U.S. goods and services".
Israel’s top three export partners are the U.S., Belgium and
China™. The top three importers are the U.S., Belgium and
Germany™".

Israel also is a member of the WTO and the U.S. and Israel
signed the U.S. Israel Free Trade Agreement (FTA) in 1985.
Israel was the first country ever to ratify an FTA with the
U.S. and as a result this FTA is not considered to be as
comprehensive as more modern agreements. U.S. exporters
should review the agreement before taking advantage of the
benefits offered in this FTA. This FTA eliminated duties on
all products by January 1, 1995, however industry does still
have to contend with non-tarift barriers. Specifically, Israeli
conformity assessment for standards can impose costs and

barriers, and even exclude U.S. products from being imported.

Despite some improvements made in 2007, U.S. industry is
still faced with the fact that the Standards Institution of Israel
(SII) requires electronic components and products to undergo
additional costly testing in Israel before officials will approve
the product for import into the country. Companies doing
business in Israel are sometimes faced with new standards,
often adopted from a EU model. Israel tends to lean towards
these European standards because it is a government centric
process, as compared to the private sector and market driven
system used in the U.S.

Recently, SII became a member of the European Committee
for Standardization (CEN) and an affiliate member of the
European Committee for Electrotechnical Standardization
(CENELEC), and it is believed that these memberships could
result in additional barriers particularly for small and mid-
size U.S. companies exporting to Israel. Officials from the U.S.

National Institute of Standards and Technology (NIST), the
appointed representative for all private sector standards bodies
in the U.S,, are set to meet with SII again this year.

Intellectual Property

Israel is a member of the World Intellectual Property
Organization (WIPO) and a signatory of the Universal
Copyright Convention, the Paris Convention for the
Protection of Industrial Property and the Patent Cooperation
Treaty. Israel also is a party to the WTO Agreement on Trade-
Related Aspects of Intellectual Property Rights (TRIPS).
Despite being a member of WIPO, Israel has not yet ratified
the WIPO Internet treaties on Copyright and Performance
and Phonograms. These are particularly important to the
software and telecommunications industries since intellectual
property rights protect the innovation that is at the heart of
these businesses.

In November 2007, the Knessett passed new copyright
legislation that went into effect in May 2008. The new
regulation included many improvements, one of which
was an increase to the maximum statutory damages that
can be collected for infringement. A fair use provision was
also added, which was modeled after the language in the
U.S. Copyright Act. This provision allows the fair use of
copyrighted works for the purpose of study, research, news
reporting, quotation or instruction.

Recently, Israel has increased various resources — budgetary,
educational and judiciary - devoted to enforcing trademark
and copyright laws. However, Israel will remain on the Priority
Watch List as outlined in the 2008 Special 301 Report issued
by the United States Trade Representative (USTR). Countries
are placed on this list because they do not provide adequate
IPR protection or enforcement. Thus, although advances have
been made, the U.S. still has concerns about the consistency
of enforcement measures and will continue to monitor
implementation and enforcement of IPR protections in Israel.

Concluding Thoughts

When asked during an interview which CE venture will
succeed in Israel, Shlomo Waxe, director general of the Israel
Association of Electronics and Software Industries, said in
consumer electronics “what was a thought yesterday is a
reality today, and maybe tomorrow it shall be obsolete™ " His
remark best describes the key to success in the Israeli market —
offering new, cutting-edge products with a well-known brand
and strong after-sales service. Fortunately U.S. companies and
products are regarded highly in Israel. In fact, Waxe explained
that the Israeli government not only provides financial support
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to foreign companies, but Israelis “welcome each company
that would like to sell or build a research center or factory. We
will support them i

Sources of Useful Information:

Israel Association of Electronics and Software Industries
This association represents the Israeli electronics industry and
is available to answer questions and provide more information.

P.O. Box 50026

Tel-Aviv 61500 Israel

Tel: 972-3-5198862 Fax: 972-3-5161003
E-mail: shlomo@iaesi.org.il
www.iaesi.org.il

Investment Promotion Center

Ministry of Industry, Trade and Labor

The Ministry of Industry, Trade and Labor focuses on the
promotion of economic growth in Israel. The Ministry is
engaged in the encouragement and support of export and
international commerce, and the Investment Promotion
Center provides assistance to U.S. companies looking to enter
the Israeli market.

www.investinisrael.gov.il
www.moital.gov.il

Binational Industrial Research and Development (BIRD)
The BIRD Foundation was established by the U.S. and

Israeli governments in 1977 to generate mutually beneficial
cooperation between the private sectors of the U.S. and Israeli
non-defense technology industries, including start-ups and
established organizations.

www.birdf.com

United States Department of Commerce

The U.S. Commercial Service is the trade promotion

unit of the Commerce Department’s International Trade
Administration. It assists companies in setting-up export
operations through its portal: www.Export.gov. Information
also is available through local U.S. Export Assistance Centers
and via phone at 1-800-USA-TRADE (1-800-872-8723).

U.S. Commercial Service, Tel Aviv

71 Hayarkon Street

Tel Aviv 63903 Israel

Tel: 972-3-5197327

E-mail: tel.aviv.office.box@mail.doc.gov
www.buyusa.gov/israel/en
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United States Department of State

The Office of Commercial and Business Affairs (CBA) plays

a major role in coordinating trade and investment matters

in support of U.S. firms doing business overseas. CBA can
help answer questions and provide information on important
issues such as corruption and bribery in overseas markets, U.S.
export controls on sensitive equipment and technologies, and
business-related visas for employees, partners and clients of
U.S. firms. CBA also coordinates State Department advocacy
on behalf of American businesses and can provide assistance
in opening markets, leveling the playing field, protecting
intellectual property and resolving trade and investment
disputes. www.state.gov/e/eeb/cba

CEA Policy Positions:

o CEA urges greater transparency and uniform enforcement
of the Israeli customs procedures to ensure swift and fair
treatment of U.S. exports to Israel.

o CEA urges clear, coherent and fair testing regulations; and a
reduction of costs associated with product certification.

o CEA urges greater transparency in the public procurement
process to ensure fair competition for all companies
participating in major projects.

o CEA encourages Israel to accede to the WIPO Internet
Treaties so long as they continue to honor fair use standards.

« CEA encourages environmental protection that does not
prohibit the free flow of goods.

o CEA encourages Israel to observe the tremendous efforts
made by the IT and CE industry in developing programs to
be environmentally responsible. ll
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