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INTRODUCTION 

During his visit in Israel on November 4, 2005, Microsoft Chairman Bill Gates praised the 

successful high-tech industry of Israel: “There is a greater concentration of talented hi-tech 

manpower here in comparison to other countries, almost to the extent of Silicon Valley”, 

Gates said.  

Silicon Valley is the southern part of the San Francisco Bay Area in Northern California in 

the United States. The term originally referred to the region's large number of silicon chip 

innovators and manufacturers, but eventually came to refer to all the high-tech businesses in 

the area, and as a metonymy for the high-tech sector generally. 

Israel represents the second most intensive high-tech concentration in the world after 

California. The country has a technologically advanced market economy and it has been 

targeting high technology niches in international markets such as medical scanning 

equipment.  

Today, Israel is in the midst of an important and promising period in the field of high-tech 

industry and information technology. Within just a few years, Israel’s technological industry 

has penetrated world markets and has become a research and development center eyed by 

firms dealing in high-tech products and software for communications, medicine, and 

engineering around the world. The thousands of university graduates who immigrated from 

the former Soviet Union during the 1990’s were among the prime catalysts that propelled this 

industry to today’s level.  

Since then, Israel has been considered as one of the best hopes in the high-tech industry, 

allowing the country entrance into the circle of the industrialized countries.  
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With 100 companies having equities negotiated on the US financial markets (NYSE, 

NASDAQ and AMEX) Israel comes just after Canada in terms of its foreign presence on 

Wall Street. In Israel, approximately 100,000 people work in the high-tech industry, one third 

of them being highly paid, while in the rest of the economy the wages are stagnant.  

The high-tech industry has been one of the most important engines of Israel’s economic 

growth during the past 10 years.  

In this report we will try to analyze and answer the question “how Israeli firms became 

leaders in the high-tech sector?” 

What is the reality of Israel's high-tech economy? What is the country's real advantage in 

technology? Which are the most interesting examples that should be mentioned? These are 

the corollary questions that need answers to understand the phenomenon of tech creation in 

Israel.   

In a first part we will give several figures regarding the Israeli economy and its far sectors. In 

a second part we will try to analyze the factor of success that made Israel a world leader in the 

high-tech sector. Finally we will present a case study of Given Imaging, a pioneer in Medical 

Appliance & Equipment Industry. The analysis of its R&D’s strategy will enlighten how such 

an enterprise could become a national leader in the field of technology. Should such a strategy 

be considered as a pattern to be followed? 
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I.  THE ISRAELI HIGH-TECH 

1. CONTEXT AND ECONOMIC MODEL OF ISRAEL  

 

For a long time Israel has been on the cutting edge of research and development in advanced 

technologies. Despite the limited natural and financial resources of the country living in 

never-ending conflict with some of its neighbors, Israel's scientists and engineers have been 

constantly confronted with the challenge of quickly devising new and innovative solutions, 

such as drip irrigation (in response to the country's poor water resources) or the Merkava tank 

(as part of a wider effort to develop a home-grown defense industry). History and geography 

have made Israelis adepts at identifying problems, finding solutions, and shortening the 

development process to turn them into commercial products. 

Over the last decade, Israel's research and development (R&D) prowess has rapidly expanded 

out of the military sphere, the universities and research institutes, where it was originally 

concentrated, to create what is widely acknowledged as a model high technology economy. 

Israel comes at the second place after the United States on a per capita basis in its ability to 

generate new, technology-based companies with innovative, market-focused products. 

a. Brief History 

Amid the kibbutzim and factories of the early 20th century, the seeds of Israel's future 

technological institutions were planted. The Technion-Israel Institute of Technology, the 

Hebrew University and the Weizmann Institute of Science were all established prior to the 

founding of the State in 1948, and the arrival of highly educated refugees fleeing Nazi Europe 

contributed significantly to create an inexhaustible source of scientific knowledge. The young 

new State enjoyed early success in its efforts to make the desert bloom, and created a large 

farm-export industry. These agricultural achievements were made possible by R&D in areas 
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such as plant and animal propagation, and soil and water technology, conducted at the 

Volcani Center's Agricultural Research Organization and the Hebrew University's Faculty of 

Agriculture in Rehovot. 

Having fought three major wars in the first two decades of its existence, the government 

reached the conclusion in the late 1960s that it would have to develop as much of its own 

defense capabilities as possible. The resulting burst of R&D activity was aimed principally at 

military communications and electronics, but day-to-day achievements stemming from 

military technology laid the basis for Israel's first generation of high-tech enterprises. By the 

early 1970s, the government-owned Israel Aircraft Industries (IAI) had successfully built its 

own fighter jet, the Kfir. In 1988, Israel became the eighth country to have independently 

launched its own satellite (Ofek on the 19th of September 1988 and Amos in April 1996) into 

space. More recently, with U.S. funding, IAI successfully developed the Arrow missile, the 

world's first missile-to-missile defense system.  
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b. Characteristics of Israel 
 

Young country:  Creation in 1948                                       

Small country: 21,643 sq. km 

Total population: 6,990,700 

Geography: Located in the Middle East, along the eastern coastline 

of the Mediterranean Sea, boarded by Lebanon, Syria, Jordan, and 

Egypt, at the junction of three continents: Europe, Asia and Africa. 

Government: parliamentary democracy 

Religion: 76% Jewish, 20% Muslim and Christian Arabs 

Geopolitics situation: uncertainty - not in peace with its neighbors 

Immigration: diversity of the population 

Warm weather: favorable to the agriculture 

International Aids: U.S. aid to Israel is $3 billion per year ($1.2 

billion in economic aid and $1.8 billion in military aid). 

Education: 20% of the country's workforce are university graduates 

Economy: advanced industrialized market economy. Dynamic and flexible country 

Gross Domestic Product (2006): 5.1%, $140 billion 

Per-capita GDP: $20,000, places it 7th after USA, Ireland, UK, Japan, France and Spain  

R&D contribution to GDP: 3.7% from over 1,000 R&D-based companies 

High-tech industry: 100,000 employees in 2,000 high-tech firms and 3,000 start-ups.  

Number of engineers: 135 per 10,000 people (85 to 10,000 in US) 

Growth rate of electronics industries: 8% per year 

Entrepreneurship: 2nd position of the largest companies in Europe behind GB and at the 

same place as France. 

PC Penetration: 24% in 2004 and personal computer nearly one out of 2. 
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c. From protectionist economy to market economy 

The Israeli economy was initially subject to extensive government controls. Only gradually 

was the economy converted into a fairly free (though still not completely so) market 

economy. Israel embarked upon a very gradual process of economic liberalization. This 

appeared first in foreign trade: quantitative restrictions on imports were replaced by tariff 

protection, which was slowly reduced, and both import-substitution and exports were 

encouraged by more realistic exchange rates rather than by protection and subsidies. Several 

partial trade agreements with the European Economic Community (EEC), starting in 1964, 

culminated in a free trade area agreement (FTA) in industrial goods in 1975, and an FTA 

agreement with the U.S. came into force in 1985.  

By late 1977, a considerable degree of trade liberalization had taken place. In October of that 

year, Israel moved from a fixed exchange rate system to a floating rate system, and 

restrictions on capital movements were considerably liberalized.  

Throughout the 1980s and the 1990s additional liberalization measures took place: in 

monetary policy, in domestic capital markets, and in various instruments of governmental 

interference in economic activity. The role of government in the economy was considerably 

decreased.  

Beginning in 2003, the Ministry of Finance embarked upon a major effort to decrease welfare 

payments, induce greater participation in the labor force, privatize enterprises still owned by 

government, and reduce both the relative size of the government deficit and the government 

sector itself. These activities are the result of an ideological acceptance by the present policy 

makers of the concept that a truly free market economy is needed to fit into and compete in 

the modern world of globalization.  

Israel has few natural resources. The aspiration of its population for a Western standard of 

living can only be satisfied through integration into the global market. Israel's transition from 
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a State-dominated, centralized, protectionist economy to a free market means that traditional 

industries such as textiles are disappearing, losing out to low-cost overseas competition. How 

far and how fast this transition should go is a matter of debate, but there is no doubt that high-

tech, where Israel enjoys a relative advantage, will be a mainstay of Israel's economic future. 

As Israel’s economy restructures from traditional industries for the local market to export-

oriented high-tech, high-tech exports as a percentage of total exports has been steadily 

increasing, rising from 30% in 1996 to 48.3% in 2006.  

 

 Exports by Technological Intensity 

 

 

 

 

 

 

 

 

  Source:  Central Bureau of Statistics 

 

Exports of electronics communications components, electronic components, medical 

equipment and software and IT products soared to over $13 billion 2000. Although the onset 

of the high-tech crisis in late 2000 caused a sharp contraction in exports and production, 

electronics, communications, monitoring and control equipment, and avionics are still key 

exports. Pharmaceuticals and medical devices and equipment are also becoming increasingly 

important. High-tech is still the key growth engine for the Israeli economy and a mark of its 

integration into the global economy. 
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d. High-Tech Model 

With the exception of the United States, no other country in the world has managed to build a 

technology sector based on start-up companies rather than on older, established businesses. 

Israeli engineers have shown a remarkable readiness to risk leaving secure jobs in big 

companies to form businesses of their own. Just as remarkably, the country has rapidly 

spawned a financial community that is prepared to invest in them, through venture-capital 

funds which already have been, or still are in the process of raising as much as $1.5 billion, 

nearly all of it destined for technology companies. 

Israel benefits from a leadership position in high-tech, thanks to initiatives and governmental 

incentive and pragmatic measures: a high proportion of GDP (Gross Domestic Product) 

dedicated to civil R&D; creation of numerous start-ups; the establishment of investment funds 

in order to attract foreign investment the establishment of technological incubators; and, 

lastly, emphasis on technological niches such as database protection systems, management of 

computer networks, Internet traffic management, biotechnology, and ophthalmology. 

At the turn of the new millennium, Israel boasts many thousands of high technology 

companies in a wide range of fields such as telecommunications equipment, software, 

semiconductors, biotechnology and medical electronics. The majority of these companies are 

start-ups, with the most successful becoming world leaders in their respective fields. High 

technology and technology-rich products account for some 70% of exports. Multinational 

corporations have come to recognize Israel's technology abilities: leading global companies 

like Intel, Motorola, IBM, Microsoft, Alcatel and 3Com all have research and development 

facilities in Israel. Intel and Motorola also manufacture advanced products in Israel, and many 

other multinationals have purchased local companies, buying their patents and acquiring their 

professional skills. 
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The number of start-ups being created every year in the country illustrates the high 

entrepreneurial spirit of Israeli people:  

Therefore, with some 3,000 start-ups, the Global Competitiveness Report 2000 ranked Israel 

second behind the US in the number of start-ups and first relative to population. The weight 

of start-ups of GDP was 3% in 2000, compared with 0.4% in 1997. The comparable figures 

for the US were 0.3% and 0.1%, respectively. Israel was highly ranked in terms of the number 

of engineers and education, but poorly in terms of physical infrastructure, a situation the 

government is trying to remedy.  

Modern economies rely on research and technology, including advanced technology for 

communications and dissemination of information. The value of investment in research and 

development in Israel as a percentage of the Gross Domestic Product (GDP) is the highest in 

the world. State expenditure on civilian R&D has been rising faster than GDP through the last 

decade mostly being invested in high-tech, but also agriculture, manufacturing and 

biotechnology. 

R&D expenditure as % of GDP (2004) 

 
                 Source:  Central Bureau of Statistics 
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2.  ISRAEL’S FAR SECTORS  

a. Biotechnology   

The country has a natural breeding ground for biotechnology development, being also a leader 

in agricultural biotechnology.  

Moreover, with a high percentage of graduates in mathematics, physics and computer 

sciences, Israel is known for its large numbers of centers of research and development. The 

industry is in the right place to make an impact in interdisciplinary technologies such as 

bioinformatics (the creation of sophisticated machinery capable of going through the vast 

amounts of molecular information accumulated by the Human Genome Project) and 

proteomics (the identification of proteins through human tissue analysis). Israel has also taken 

a world-leading role in cancer and autoimmune diseases research, as well as research into 

diseases of the central nervous system. 

 

Some figures of today’s biotechnology sector 

There are about 160 biotech companies currently operating in Israel, running from therapeutic 

pharmaceuticals to diagnostics, bioinformatics and agricultural biotechnology. In 2000, 25 

new companies were registered, $203 million were invested privately in biotechnology-based 

business and three companies raised $140 million on foreign stock exchanges. The industry 

employs 4,000 persons and sales reached $800 million - up from $600 million the previous 

year - with 80% of biotech products going to export. 
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Leading Companies 

- Teva Pharmaceutical Industries is Israel's leading drug company being one of the 

world's largest manufacturers of generic pharmaceuticals. In addition to generic drugs, 

the company spent 10 years developing its first proprietary drug, Copaxone, for the 

treatment of multiple sclerosis. The drug administered by injection has the efficacy of 

rival beta interferon treatments, but with less disturbing side effects. Teva has also 

invested in start-up biotechnology companies including Peptor, which has developed a 

drug to halt the development of type-1 diabetes, thereby reducing the need for a daily 

insulin injection, and in Proneuron Biotechnologies, whose work in immune system 

cells could lead to a recovery for people paralyzed by injuries to the spinal cord. In 

addition, Teva is developing experimental proprietary treatments for Parkinson's 

disease, Alzheimer's disease, epilepsy and other medical conditions. 

 

- Bio-Technology General Corp. develops, manufactures and markets products for 

human health care. It was founded in the mid-1980s and spent almost 15 years in 

research and development - investing over $100 million - before it saw revenues. 

Today it has many products on the markets of the U.S., Europe and the Far East, 

including a genetically engineered growth hormone called Bio-Tropin and Bio-Hep-B, 

the first recombinant hepatitis B vaccine to be approved anywhere in the world. The 

company continues to actively invest in drug development, and has a number of 

promising products in project. 

 

- D-Pharm employs proprietary technology that re-engineers existing drugs rather than 

creating new ones. The company begins with an active ingredient already known to be 

effective and then modifies it to make it work more efficiently and with fewer side 
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effects, thus enabling physicians to reduce the dosage. At present, the company is 

developing a drug called DP-VPA for treating epilepsy, bipolar disorder and migraine 

prophylaxis and is working on other drugs for the treatment of cerebral strokes. 

 

- XTL Biopharmaceuticals develops new therapeutics to treat life-threatening infectious 

diseases, based on human monoclonal antibodies and small-molecule drugs. It is 

currently focusing on therapeutics for hepatitis B and hepatitis C viruses, both on its 

own and in collaboration with other biopharmaceutical companies. XTL's Trimera 

technology may be used to develop models of human diseases for the early stages of 

preclinical testing. One of XTL's most important clients for Trimera is the American 

pharmaceutical company Eli Lilly, which is using the model to test an anti-hepatitis C 

drug. 

 

- Compugen, a bioinformatics and proteomics company was founded in 1993 by three 

graduates of an elite military intelligence unit. The company's technology platforms 

help scientists gather and process the huge amount of data generated by the Human 

Genome Project and to develop new drugs more quickly. In addition, Compugen 

offers other solutions to address the needs of pharmaceutical, biotechnology and life 

sciences targeted on new and more effective pharmaceuticals. Its customer base 

includes international pharmaceutical concerns like Eli Lilly, Merck, SmithKline 

Beecham Pharmaceuticals, Novartis and Millennium Pharmaceuticals. 

 

- Keryx Biopharmaceuticals, founded in 1998, uses its KinAce bioinformatics drug-

discovery platform to target protein kinesis, thereby generating potential new 

pharmaceutical therapies. By targeting specific portions of protein kinesis, the 
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company has produced 14 lead drug compounds. One drug currently under 

development is KRX-101, which will treat diabetic nephropathy, a condition which 

leads to kidney failure and is one of the most common complications of type-II 

diabetes. Another is KRX-123, which is targeted at hormone-resistant prostate cancer, 

a condition for which there is no effective treatment today. 

 

Medical Advances 

Academic research funds in the 1970s and 1980s tended to fund pharmaceutical and biotech-

oriented research, but a few companies developed medical equipment. The 1990s saw the 

emergence of many such companies and a growing amount of private equity capital to invest 

in it. Elscint developed medical imaging tools and Lumenis grew to be the world's largest 

maker of laser instruments for cosmetic skin surgery, as well as for those used in surgery on 

teeth, ears, nose and throat. 

The industry is also seeing an influx of second-generation entrepreneurs from the software 

and telecommunication industries that are looking to apply their skills in other places. Given 

Imaging has developed an encapsulated miniature camera that is swallowed by the patient. 

The capsule travels down the small bowel, sending images to a screen from which doctors 

may accurately diagnose gastrointestinal disorders and diseases, without the need for invasive 

exploratory surgery. TransScan's patented technology detects breast cancer using non-

invasive methods, and Odin Medical Technologies has a unique MRI (magnetic resonance 

imaging) platform using small, movable scanners. Applied Spectral Imaging combines 

conventional imaging and spectroscopy to reveal information not normally visible by 

conventional imaging systems. 

There have also been significant advances in non-invasive medical procedures. Glucon is 

developing a technique for measuring blood components that could lead to a home-based, 
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continuous monitoring of glucose for diabetics, while OrSense's sensor technology measures 

parameters like blood glucose, hemoglobin and cholesterol by means of a finger probe. 

Inventis has a device for the non-invasive treatment of male impotence. 

In the area of cardiac surgical devices, InStent - manufacturers of devices which hold open 

previously blocked heart arteries - merged with the American company Medtronic; Medinol, 

another cardiac stent company, was acquired by Boston Scientific; and Biosense, a maker of 

cardiac electrophysiology mapping and ablation systems was acquired by Cordis, a division 

of America's Johnson & Johnson. 

NESS (Neuromuscular Electrical Stimulation Systems Ltd.) develops and manufactures 

unique systems for the rehabilitation of impairments resulting from disorders of the central 

nervous system. It recently received FDA approval for its noninvasive, neuro-prosthetic 

device, the Handmaster. This medical device helps activate the impaired or paralyzed hand of 

a person who has suffered a stroke through low-level electronic pulses that stimulate the 

neuromuscular system and activate the muscles of the hand and forearm to restore natural 

movements to the hand. 

b. The Communications Industry 

The telecommunications sector has been transformed from a stagnating state-owned 

monopoly into a competitive market offering a variety of advanced services over the last 

decade. Many of them are based on innovations developed by local companies. The number 

of telephone lines, mobile phones and Internet connections places Israel high in world ratings, 

and for most services, tariffs are relatively low. This has made telecommunications widely 

and easily available to a population fond of high technology. 

 

 



     

  ISRAEL THE NEW "SILICON VALLEY" 18 

Some figures of today communication industry. 

• Telecommunication 

The total annual telecommunications equipment and services market in Israel was estimated 

at $4.3 billion in 1999, with 2.9 million main phone lines. The number of cellular phone lines 

finally surpassed the number of fixed lines by mid-2000, when it reached 3.4 million, and cell 

phones now comprise the largest portion of the telecommunications market. Some 66% of the 

Israeli population, or four million people, own a cellular phone, giving Israel one of the 

world's highest rates in terms of mobile users. 

• The Internet 

Well over 2.5 million Israelis use the Internet on a regular basis, and the number is growing 

annually at a rate of roughly 30%. However, while the number of PCs per household is a high 

60%, the Internet penetration rate at the end of 1999 was 164 per 1,000 people, relatively low 

compared to 213 in Britain and 398 in the United States. Industry experts variously attribute 

Israel's relatively low rate to language difficulties (most of the Internet is in English), high 

tariffs and the absence of high-speed Internet access in private homes.  

The cell phone market 

The cell phone market is served by four companies, all of which cover the entire country. 

Pele-Phone, founded in 1990 as a joint venture of Bezeq and Motorola Israel, today has about 

1.5 million subscribers. Pele-Phone uses NAMPS network technology and has also begun 

implementing the more advanced CDMA technology. It also offers a cellular Internet service, 

known as GoNext. Cellcom, the second cellular operator, is partly owned by Bellsouth Corp. 

of the U.S., the rest by other foreign and local investors. It provides services to its 1.85 

million customers using TDMA technology. A third provider, Partner, has 800,000 

subscribers, and uses the GSM standard; it is controlled by a consortium led by Hong Kong's 

Hutchison. 
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A fourth company called MIRS (Motorola Integrated Radio Services) uses an advanced form 

of two-way radio communications to provide a service that combines radio dispatch, cellular 

phone, pager and mobile PC services. MIRS' iDEN (integrated digital enhanced network) or 

Tetra technology runs at 95 kilobytes per second enables users to e-mail and access some 

Internet portals. The company, which is two-thirds owned by Motorola Israel, boasts some 

155,000 subscribers, or 2.5% of Israel's population - the world's highest penetration rate for 

this kind of technology. 

c. The Defense Industry 

For many experts and specialists in Israel, the success of this country in the high-tech field is 

mainly due to the influences of the Israeli Defense Forces, the country’s military industry, its 

military intelligence units, its research institutes and its universities. 

The large market of the world’s security technologies has always served as a crucial meeting 

place for governments as well as for private institutions, where investments and information 

flow easily between nations. The field of security development, be it weaponry or defense 

systems, has thrived and grown to a previously unseen size, at the forefront of which lies the 

State of Israel. 

Having emerged as a leader and innovator in security, Israel now exports approximately 75% 

of what it produces in weaponry, primarily to India, the United States, and the European 

Union. In 2006, the country’s defense systems exports reached a new peak of $3.6 billion 

worth of contracts. 

These figures place Israel as the fourth largest exporter of security technology and weaponry 

in the world, behind the United States, Russia, and France. 
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A distinctive characteristic of this Israeli market is its research and development of innovative 

technology throughout many different fields. 

Several notable companies have provided services across dozens of countries including to 

governments: 

- Israel Aerospace Industries (IAI) Ltd. is the chief aviation manufacturer in the State; it 

is government-owned and currently employs over 15,000 employees. Sales in the first 

six months of 2006 exceeded $1.3 billion. IAI is frequently contracted by the Israeli 

Defense Force, as well as by militaries abroad, to provide both aerospace technology 

as well as naval and ground attack and defense systems. 

- Israel Military Industries (IMI) Ltd. is Israel’s government-owned, primary 

manufacturer of weaponry. It regularly sells to the Israeli Defense Force (IDF), the 

United States Military – Army, Air Force, and Navy – as well as several other NATO 

countries. Sales for 2007 have been forecasted at $620 million, and the company 

employs 3,080 employees worldwide. 

- RAFAEL Armament Development Authority Ltd. “designs, develops, manufactures and 

supplies a wide range of high-tech defense systems for air, land, sea and space 

applications”. Originally a subdivision of the Ministry of Defense in Israel, the 

government-owned company has its base in Haifa and is often commissioned by the 

IDF to create specific products for the military. It employs approximately 5,000 

people, and nearly half of its production is exported to European countries. 

- Elbit Systems Ltd., privately owned and basic in Haifa, “develops, manufactures and 

integrates advanced, high-performance defense electronic and electro-optic systems” 

and has been contracted by the United States as well as several other undisclosed 

governments. The company currently employs over 6,000 employees worldwide. 
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- Plasan Sasa, privately owned and based in Kibbutz Sasa northern Israel, specializes in 

the development of ballistic armor protection for armored vehicles, including cars, 

aircrafts, and naval vehicles. In June, the company signed a contract of $200 million to 

provide the United States Marines with 1,200 Mine Resistant Ambush Protected 

(MRAP) Vehicles by February 2008. 

In total, the sector is comprised of over 150 firms, employing a total of 50,000 workers, and 

earning combined revenues of an estimated $3.5 billion each year. 

 

The success of UAV (Unmanned Air Vehicles) developed by Israel Aircraft Industry is one 

such example linked to the Israeli model of development: 

Originally, the idea behind UAV’s, also called drones, was to cut the loss of pilots to a 

minimum in the event of war, and to track enemy territory. Currently, drones are used for 

reconnaissance purposes, but major technological advancements are required before they can 

be used for combat purposes (mainly because these are rapidly changing situations in which 

human intelligence is more efficient than computers). 

The main world producers of UAV’s are Teledyne Ryan Aeronautical and Northrop 

Grumman in the US Target Technologies and Aerospatiale in Europe, I.Z.I. in Israel, Kentron 

in Africa, and Fuji Heavy Industries in Asia. 

An analysis of the industry reveals the following key elements of Israeli strategy: 

• Succeeding at all costs in the long term by using technological innovation as a priority 

and establishing technological partnerships with foreign industrialists in order to make 

the best of technological know-how. 

• Assimilating all technology and know-how without becoming victims of the “not 

invented here” syndrome; Israeli industrialists and scientists have no difficulty in 

integrating foreign know-how in their product development and are capable of using 
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reverse engineering in a quasi-scientific manner (dismantling competitors’ products to 

rebuild them). 

• Using economic and technological intelligence as a management tool: given the highly 

competitive nature of the industry, Israelis are closely watching and analyzing the 

operational strategies of other players in the market in order to compete. 

• Turning toward civilian or military authorities for direct and indirect support (R&D 

financing, testing orders, tax exemptions, free trade zones…). These authorities, 

working on tight research budgets, usually scatters orders across at least 20 companies 

thriving around the market leader, Israel Aircraft Industries (IAI). 

An increasingly enthusiastic and organized competition - The world market for UAVs in 

2000 represented only $2.4 billion. By 2007, this amount is estimated to reach nearly $5.6 

billion, and exceed $10 billion by 2012. Once technological and regulatory issues will be 

overcome to the satisfaction of the potential market, revenues should increase dramatically. 

Moreover, the market is forecast to become increasingly competitive, which will reduce the 

number of participants. 

The increasing maturity of technology in the UAV industry would lead to a reduction in the 

number of manufacturers, which currently range in size from market leaders such as IAI 

Malat Division and larger manufacturers such as Lockheed Martin to smaller national 

companies. 

It is also important to note that the Israelis start with new markets. Thus, for example, 

Singapore Technologies has signed in 1991 a $14 million contract with Israel’s Emit Aviation 

Consultancy for the new Blue Horizon UAV. Israeli drones also find applications in new 

fields, such as mine detection and radar jamming. 
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d. Agro-Technology  

Israel is internationally recognized as a leader in cutting edge agricultural advancements. 

Israel’s high level of development is due to the close cooperation between scientists, 

extension advisers, farmers, and agriculture-related industries, all of which contribute to the 

manufacturing of advanced technologies used locally and around the world.  

Actually, Israel is among the world’s leaders in allocation of financial resources to research 

and development to the agriculture industry. Some $90 million are invested annually in R&D, 

representing 3% of the agricultural GNP. 

As a result of intense R&D and successful technological applications, Israeli agriculture has 

become a model for efficient use of water, land and human labor, accompanied by record 

yields of high-quality products. 

The growing awareness of the importance of ecologically oriented agriculture has led to the 

development of “green” fruit, grown with minimal use of chemicals to avoid interfering with 

the ecosystem or harming the environment. Production is according to the quality 

management requirements of the European market, in compliance with EurepGap 2000 

principles, ISO standards and crop management protocols. 

The close cooperation between the R&D and the industry led to the development of a market-

oriented agro-business that exports agro-technology solutions worldwide. 

Moreover, the Israeli government and other public sources contribute approximately $50 

million annually to the ARO and the Chief Scientist’s Fund, whose establishment resulted in a 

significant increase in agricultural R&D investment.  

The international cooperation is very important to the growth of the Israeli agro-technology 

and Israel participates in training, joint research projects, transfer of knowledge, and exchange 

of experts with countries around the world including Japan, Jordan, Australia, India and the 

USA. 
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Dairy products and technology exports include advanced and computerized milking and 

feeding systems, cow-cooling systems (to reduce heat stress on cows in hot and dry summer), 

as well as milk processing equipment, consultancy, and joint international project 

development. 

 

Water Problems and Possibilities 

Israel has striking rainfall inequalities. While the north of the country enjoys a relatively 

generous rainfall of 700 millimeters each year, the central region receives only 400-600 

millimeters and the south sees a meager 25 millimeters annually. The National Water Carrier, 

which transports water from north to south, has helped to remedy these regional imbalances. 

Beyond transportation, Israel has developed effective solutions for the dearth of water in some 

areas. Efficient water management has increased agricultural output 12-fold during the past 50 

years, while water consumption has remained constant through rigorous maintenance of 

infrastructure, replenishing of aquifers and the allocation of appropriate quotas and pricing to 

discourage wasteful consumption. 

The use of recycled water has provided another solution. Out of 1.1 billion cubic meters of 

water used for agriculture in 1998, approximately 250 million cubic meters were recycled 

effluents. The Water Commission forecasts that by 2010 one third of all crops will be 

irrigated with "cleaned" water. Twenty-four desalination plants in Eilat, the Dead Sea region 

and the Arava Desert supply another 161 million cubic meters of irrigation water each year. 

Another 70 million cubic meters of water are generated annually from underground sources; 

geothermal waters found beneath the surface of the Negev desert are also used. Farmers have 

found that salt water produces "sweeter" crops than regular water. "Desert sweet" tomatoes 

and melons, for instance, fetch premium prices on European markets. 
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Cloud seeding (injecting clouds with iodine to increase the percentage of water that each 

cloud yields) has proven effective. Exploration (using sophisticated seismological 

techniques), prevention of pollution, soil conservation and drainage have all maximized water 

use. Landscaping to redirect floodwaters, computerized calculations to chart routes of runoff 

water and the strategic placement of trees and crops have also prevented desertification. 
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II.  ISRAEL’S FACTORS OF SUCCESS 

The factors that can explain the Israeli cluster: 

 Technology and knowledge transfer 

 Highly skilled immigrants 

 Venture capital, risk management, and investment 

 Government role 

 Formal networking/linking organizations, business associations, and philanthropies 

 The role of educational institutions as sources of knowledge workers 

 Entrepreneurial spirit 

 

We will group these factors in five main categories. 
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1. RESOURCEFUL WORKFORCE 

a. The role of educational institutions as sources of knowledge workers, new 
business ideas, and as incubators for start-ups 

The essence of Israel's achievements in the high-tech sector is the quality, energy and 

enterprise of its people. Twenty percent of the country's workforces are university graduates, 

the highest proportion in the world after the U.S., compared with 17% in Canada, 12% in 

Britain and 8% in Italy. Eighty percent of the Israeli population between the ages of 25 to 64 

has twelve years of education or more. 

 

Percent of population ages 25-64 with 12 or more years of education (2004) 

 

 

 

 

 

                      Source: OECD Education at a Glance. 2005 & 2006 

 

Israel has the world's highest percentage of engineers (135 per 10,000 people compared to 85 

per 10,000 in the U.S.) and, with 28,000 physicians, by far the highest number of medical 

doctors per capita in the world. In addition, Israeli academics publish more scientific papers in 

international journals (110 for every 10,000 persons) than any other country in the world. 

 

 

0%

20%

40%

60%

80%

100%

Po
rtu

ga
l

Sp
ain Ita

ly

Gree
ce

Ire
lan

d
UK

Isr
ae

l

Ja
pa

n

Can
ad

a
USA



     

  ISRAEL THE NEW "SILICON VALLEY" 28 

Engineers per 10,000 employees (2002) 

 

 

 

 

 

                      Source: OECD Education at a Glance. 2005 & 2006 

Educational institutions are partners in creating intellectual capital in Israel: higher education 

institutions see themselves as active partners in the creation of regional wealth and in 

preparing their students for good employment opportunities. The Technion (Israel Institute of 

Technology), and Weizmann Institute are well known as research incubators and generate 

many of the skilled scientists, engineers, and entrepreneurs who founded the leading high-tech 

companies in Israel.  

Recognizing the importance of education to the economic growth and welfare of the country, 

the Israeli Government has, over the years, invested more than 7% of GDP on education more 

than any other country in the world. 

Public expenditure on education (% of GDP, 2003) 
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Moreover universities play an active role in the economic development of Israel: Israeli 

universities are working in close collaboration with industries and develop research centers 

that serve both the university and industry. Industry pays for the service and these national 

centers make the technology available to the research community.  

In addition, there is often close cooperation between high-tech industrial parks and 

neighboring universities. Some examples are: the Kiryat Weizmann Industrial Park and the 

Weizmann Institute in Rehovot; Jerusalem's Har Hotzvim and Malkha Technological Parks 

and the Hebrew University; the MATAM High-Tech Park in Haifa and the Haifa Technion; 

and the Atidim High Tech Park and Tel Aviv University. 

b. Technology and research are key assets of the Israeli model 

Israeli leaders have always readily embraced new technologies and developments, viewing 

technology as the driven force behind innovation and a foundation upon which to build a 

strong economy. Israel’s technological success can be mainly attributed to the presence of 

some 50,000 high-quality engineers and scientists. Close to 10% are involved in industrial 

research and development. The direct consequence of this success is that more than 150 

foreign firms have invested in R&D in Israel and more and more Israeli companies are being 

quoted on foreign stock exchanges, particularly on the NYSE.  

Dozens of government, defense and public research institutes, medical centers and 

universities conduct R&D. They have all established companies to register patents on various 

innovations and commercially exploit the technologies they develop. 

By 1990, Israeli companies had field hundreds of patents in the Unites States. The number of 

patents field by Israeli universities is one of the strong synergies between industry and 

academia in Israel. Universities are the most significant technology patent holders in Israel as 
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well as abroad. Due to high R&D spending, Israeli universities register twice as many patents 

as American universities and nine times as many as in Canada.  

Daniel Rouach - strategy professor at ESCP-EAP European School of Management based in 

Paris, Oxford, Berlin and Madrid; visiting professor at Technion; international expert lecturer 

in the fields of international technology transfer, innovation, and competitive intelligence 

management; board member at the Chamber of Commerce France-Israel (CCFI) - emphasizes 

the importance of the research in the universities: 

 “In the heart of the Israeli Silicon Valley, there is the Technion and Weizmann Institute, 

which got two Nobel prices in 2004. Research centers have developed rapidly. At the 

beginning IBM had three persons at the Technion University and today it has two towers in 

front of Haïfa’s University. 

Large industrial groups such as Microsoft or Intel came to Israel to invest in fundamental 

research. Alcatel is the only French group that emerged as a partner of the Israeli 

technology, with about eighty joint-ventures and partnerships of very high level in terms of 

technology and science.” 

Israel’s advanced skill base is also reflected in the high proportion of scientific publications 

per inhabitants. Relative to the size of the labor force, Israel has by far the largest number of 

publishing authors in natural sciences, engineering, agriculture, and medicine. Israel is rated 

among the top 20 countries for technology publications in the world. 
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c. Ex-Soviet Union Russian immigration in the scientific development of the 
country 

Israel's highly educated workforce has been strengthened by more than one million new 

immigrants from the former Soviet Union over the past decade. These newcomers have an 

even more impressive educational profile than the Israeli average: 2.3% have second and third 

degrees compared to 1.2% of the general population. Russian immigrants are especially 

proficient in R&D disciplines such as advanced materials and new industrial processes which 

complement the country's traditional expertise in software, semiconductors, medical 

equipment, biotechnology, electronics and communications. 

The immigrants brought to the economy scientific and professional expertise of substantial 

value. The government's technology incubators program in 1991 approved 79 projects, 

proposed by immigrants, to be carried out in 26 “technopoles” for creating and developing 

future products. These incubators are indicative of the integration efforts aimed at helping the 

former soviet scientists to develop the Israeli economy through innovation. 

d. The dynamic army culture 

An important and unusual source of high-tech talent comes from the Israel Defense Forces. 

The army serves as a nationwide screening program to identify the most promising and 

talented young people and puts them through rigorous training via elite programs in 

technology and other military functions. Not only do participants gain an unparalleled 

education, they learn leadership and problem-solving skills and establish personal networks 

that often form the basis for later partnerships in industry. The co-founders of many high-tech 

companies began working together in the same army unit. 
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2. GOVERNMENT SUPPORT & TECHNOLOGY INCUBATORS 

a. The fostering and facilitating role of the Israeli government 

Israel is characterized by strong state support for the R&D and capital spending sectors in 

general as well as start-up creation. A unique phenomenon is the office of the chief scientist at 

the Ministry of Industry and Trade, which distributes grants totaling nearly $400 million to 

various R&D projects. The projects that succeed are expected to pay royalties to the chief 

assistant’s office for a number of years. 

Through The Office of the Chief Scientist (OCS) in the Industry and Trade Ministry, the 

Israeli government fosters high-tech development by granting substantial support to high-tech 

companies. Companies may obtain financial support of 30% to 60% of total development 

costs. The OCS recoups about $100 million per year in royalties’ payments from subsequent 

sales of successful products. During the last few years, the Scientific Office has financed 

more than 1,000 projects per year with a budget of $400 million, and subsidized more than 

200 seed companies located in 26 incubators spread all over the country. Therefore, thanks to 

this proactive government policy, Israel is in the first rank worldwide for R&D investments as 

a percentage of GDP.  

Civilian R&D expenditure as % of GDP (2003) 
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R&D represents almost 5% of the country’s Gross National Product, compared with the 

OECD average of 2.5%. 

In addition, the Investment Center at the Ministry of Industry and Trade provides subsidies 

for capital spending on new and expanded industrial plants. The rate of these subsidies varies 

according to region, with the outlying zones qualifying for the highest levels. High-tech 

companies, which more often than not have low capital spending requirements, often opt to 

take the assistance in the form of tax incentives. 

According to Daniel Rouach: 

“The Israeli Silicon Valley is located around Tel-Aviv. It is characterized by an important 

government support and national union concerning the questions of technological 

development, regardless of the different political parties. Since the creation of the State, the 

government invested and took risks. Thus, the venture-capital industry became very strong. It 

is also important to know that a large number of Israeli companies are listed on the NASDAQ 

and technologically speaking, Israel is permanently related to the USA.” 

According to Nachum Shamir, President and Chief Executive of Given Imaging Ltd, there is a 

direct connection between government support and the number of start-ups in Israel: “The 

government is a strong supporter of the growth of high-tech industry and provides incentives 

to encourage capital investment and scientific research and development. As a result, 285 

medical device companies (557 life sciences companies in total) including Given Imaging, 

have been able to bring their technologies to market over the past years.” 
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b. Incubators for Technological Entrepreneurship: an asset for new Israeli 
companies 

In the belief that the country's economic future is largely dependent on the success of its 

technological industry, the government launched a technological-incubator program in 1991. 

This program enables any entrepreneur with an innovative technological idea to turn the idea 

into a product. 

Technological-entrepreneurship incubators are supportive frameworks that enable beginning 

entrepreneurs - whether they are residents, returning residents, or immigrants - to take 

innovative technological ideas in the preliminary stages of development, turn them into 

commercial products for export, and establish factories for this purpose in Israel. 

The preliminary stage naturally involves high economic risks, which sometimes deter 

entrepreneurs from taking the next step. The state assumes this risk by funding the first stage. 

A successful start-up will repay this loan; one that never makes it off the ground will not pay 

back anything. By means of the technological incubators, the entrepreneur receives the space, 

financial resources, tools, professional guidance and administrative assistance needed to turn 

a vague idea into a product that will prove itself in the global marketplace. 

The period spent in the incubator provides the entrepreneur with chances to attract an 

investor, link up with a strategic partner and leave the incubator as an independent business 

that can stand on its own two feet from an economic-marketing standpoint. For starting 

entrepreneurs, this is essentially the only real opportunity to survive the fearful preliminary 

stage and to extract the appropriate economic viability from their initiatives, ideas, or 

inventions. 
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By the end of the incubation period, the project is expected to have contacted a commercial 

investor or a strategic partner at the end of the two years, entrepreneurs must continue on their 

own, with or without help from the regular governmental assistance tracks or outside 

investors.  

The rational here is that, in order to keep good ideas from falling, the state assumes the risks 

in the incubator program that commercial investors are loath to take, by funding the riskiest 

stage of their development. 

Today, with 26 incubators operating all over Israel, with over 750 projects lunched, more than 

63% have completed the incubator program. And 60% of them continued as independent 

companies. With a total of $233 million invested in 217 projects by the capital market and 

industry, 52 are at the sales stage. More than $76 million of products have been sold, of which 

$65 millions were in exports. In addition, the ‘graduate’ companies now employ over 1,780 

people. Thus, we can see that, from an Israeli perspective, the Israeli incubator system is a 

success story. 

One of the best known incubator is the TEIC – Technion Entrepreneurial Incubator Company 

Ltd., in Haïfa. Established in 1991, the TEIC is a wholly owned subsidiary of the Technion 

Israel Institute of Technology. Half of the start-ups in the incubator are in the medical field. 

Within the incubator, proximity affords many occasions for entrepreneurs to exchange ideas 

and information across technologies and businesses, as well as on issues concerning early 

internationalization or intellectual property. 
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3. VENTURE CAPITAL & FOREIGN INVESTMENTS 

a. Venture Capital 

A key factor in the high-tech success story is the venture capital industry. The availability of 

capital as well as management expertise offered by some 60 funds operating in Israel has led 

to the creation of hundreds of high-tech start-up companies. The funds count as their backers 

not only major global financial investors but high-tech multinationals anxious to gain access 

to Israeli start-up companies. 

Israel has developed a venture capital infrastructure which has enjoyed average annual returns 

of 40%-50% by investing in the country's high-tech start-ups. Many of the investors include 

major companies from North America, Western Europe and the Far East looking to profit 

from Israel's unique capabilities in communications, computer software, medical equipment 

and biotechnology. 

Venture capital funds differ from other investments in that they are usually made in unproved 

businesses and thus face higher risk. Commensurate with the risk is the possibility of very 

high profits. Such funds, then, invest in new or quickly expanding businesses - but only those 

that have revolutionary technology which provides a considerable advantage over their 

competitors.  

Israeli VCs are structured in a similar pattern to their US counterparts; namely, limited 

partnerships with the venture capital firm serving as the general partner and the investors as 

the limited partners. The fund has a predetermined life horizon (usually 10 years) and 

operates as a closed fund with fixed capital. The relationships between the general partner and 

the limited partners may vary from one fund to another, but, in principle, the general partner 

is entitled to a management fee and shares in the capital gains that may accrue as a result of a 

successful exit of a portfolio company. 
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Israeli VC's enjoy certain tax benefits provided when they meet a number of prerequisite 

conditions set by the government. 

A venture capital firm may have more than one fund in existence, as the funds are typically 

considered as closed funds. After a few years of operations, a venture firm may raise an 

additional fund for the purpose of continuing investing in technology-oriented companies. 

In total, venture capital funds investing in Israel have raised almost $13 billion. In terms of 

capital flow, they have mobilized over $40 billion in transactions related to the Israeli high-

tech sector, including additional direct co-investments, public offerings, mergers and 

acquisitions. About half of the venture capital funds which directly invest in Israeli start-ups 

are international investors, while much of the funds raised by Israel’s VC firms also come 

from abroad. These overseas investors include a long list of major business corporations 

worldwide such as the U.S. aircraft manufacturer Boeing, Intel, 3Com, Cisco Systems, Bay 

Networks, France Telecom and British Telecom, Germany’s Siemens and Daimler Benz, and 

Japan’s Kyocera.  

Many of these companies are not so much investing as looking for innovative technologies, 

which can enhance their products and services. But most of the overseas capital in Israeli 

venture capital funds comes from institutional investors, part of it through leading investment 

banks like Morgan Stanley, Chase Manhattan, Goldman Sachs and George Soros’ Quantum 

and Comverse Technologies. 

Moreover, in the past few years, leading U.S. venture capital firms such as Sequoia, 

Benchmark, Accel, Graylock have set up funds in Israel, or have assigned partners to focus on 

Israeli companies. 

Today, there are about 80 venture capital funds operating in Israel, with the total capital raised 

at $13 billion and investments made in more than 1,000 Israeli start-up companies. Many of 
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these start-ups went through successful IPO's, and there are presently 100 Israeli companies 

traded on NASDAQ and around 30 traded on various European exchanges. Israel is ranked 

second, after Canada, in terms of number of non-US companies traded on NASDAQ.  

Israeli VCs invest exclusively in start-up companies engaged in the development of 

technological innovation with global application in areas of: 

• Communication  

• Computer Software  

• IT 

• Semi-conducteurs 

• Life Sciences - Medical Devices and Biotechnology 

• Homeland Security 

In 2006, 402 Israeli high-tech companies raised $1.62 billion from local and foreign venture 

investors, 21 percent above the $1.34 billion raised in 2005 and 11 percent above 2004 levels 

(see table above). 

In 2006, Israeli VCs invested $651 million in Israeli high-tech companies, almost equal to 

investments made in 2005 ($655 million) and 2004 ($665 million). The Israeli VC share of 

the total amount invested in Israeli high-tech companies was 40 percent, compared to an 

average of 43 percent in the previous seven years and 49 percent in 2005. The remainder 

came from other investment entities, mostly foreign. “Capital raised by Israeli high-tech 

companies in 2006 was the highest in five years”, said Zeev Holtzman, Chairman of IVC 

Research Center and Giza Venture Capital. “Foreign participation in investments in Israeli 

companies increased in 2006, since Israeli high-tech is regarded as a material part of the 

global technology sector, prominent even against the growing activity in China and India. We 

therefore expect foreign investment in 2007 to remain similarly high.” 
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First investments made by Israeli VCs were 43 percent of the total amount invested by Israeli 

VCs in 2006, equal to 2005 levels.  

In the three major sectors, capital rising was nearly even in 2006 as 24 percent being raised by 

the Communications sector, 23 percent by the Life Sciences and 22 percent by Software 

companies. Semiconductor firms accounted for 10 percent of capital raised, the Internet for 5 

percent and other sectors for 16 percent.  

One hundred and seven Communications companies attracted $393 million, compared to 

$469 million (35 percent of the total) rose in 2005 and $430 million (29 percent) raised in 

2004. While the Communications sector attracted the highest sums, as in the past seven years, 

the 24 percent share of total capital raised was at its lowest level, well below its seven-year 

average of 35 percent.  

Life Science companies, with $369 million raised, accounted for 23 percent of the total raised 

in 2006. This compared to 21 percent in 2005 and 22 percent in 2004. “The Life Sciences 

sector played a key role in helping Israeli high-tech to reach new heights in capital raising 

post-2000/2001 bubble period”, said Efrat Zakai, Director of Research at IVC. “In 2006, Life 

Science companies raised the largest amount recorded since the IVC Survey started 

publishing in 1999, partly reflecting two especially large financing deals of approximately 

$40 million each.” 
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Investment Venture Capital Funds 

         

Original data – millions $ $                
                    

Israeli VCs 
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Technology 
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מעורבות קרנות 
 ישראליות

סיכון 
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של קרנות 
   Total ישראליות

          From Other From 
From Other 

Entities     

          
Entities 
Without Israeli VCs

With 
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of     

          
Israeli VCs 

Inv.   Israeli VCs     

                   

57 64 66 133 115 .. 436 577 1 013 1999 

87 143 190 368 483 .. 1 271 1 822 3 092 2000 

93 127 144 104 344 303 812 871 1 986 2001 

106 80 105 16 174 156 481 501 1 138 2002 

91 90 99 12 129 151 421 439 1 011 2003 

136 138 160 16 215 171 665 629 1 465 2004 

161 92 150 14 238 185 655 497 1 337 2005 

163 112 159 48 169 351 651 620 1 622 2006 

                    
Source: Israel Central Bureau of Statistics, July 2007 
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The importance of overseas investment in general and venture capital in particular is that it 

not only provides the capital for product development but also additional services such as 

marketing contacts worldwide and business advice including high-tech expertise. Israel's 

venture capital funds have spawned an entire industry including analysts, lawyers, 

accountants and consultants. In fact, many venture capital funds are looking to export their 

expertise to Western Europe where a well-developed venture capital infrastructure does not 

exist yet. According to Edouard Cukierman, the chairman of Cukierman & Co Investment 

House Ltd., and CEO of Catalyst fund, “the local Israeli market is very limited; I think that 

one major characteristic is the absolute obligation, for most Israeli companies, to develop the 

business internationally at a very early stage. The solution chosen by many companies is to 

operate with market driven players with which they establish partnerships agreements. Israeli 

companies therefore provide technology solution, while foreign partners market the 

products.” 

b. Foreign Investment 

An important aspect of Israel's integration into the world economy is reflected by increasing 

inward investment, particularly in the high-tech industry. Companies like Cisco Systems, 

Motorola, Intel, IBM, Nortel, Microsoft, Mitsubishi, Deutsche Telekom, aviation and space 

companies, to mention just a few, have recognized that Israel is a fount of high-tech 

innovation they cannot afford to ignore. They have set up subsidiaries and research centers 

here, invested in Israeli companies, technology incubators, and venture capital funds, or found 

Israeli strategic partners.  

In the early years of the State, foreign investment was almost nil. Recurrent wars made Israel 

too high a risk and successive socialist governments believed in the development of a strong, 

domestically owned industrial infrastructure. But slowly foreign companies began testing the 
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waters. In the 1970s, Motorola set up the first major U.S. R&D presence in Israel, and today 

develops and manufactures communications equipment and semiconductors with annual sales 

of over $1 billion. Motorola was followed by IBM, which expanded its sales and technical 

support facilities into a major R&D presence in Haifa in the late 1970s, and Intel, which 

started with an R&D facility in Haifa and now operates two huge semiconductor fabrication 

plants, one in Jerusalem and the other in the development town of Kiryat Gat. Foreign 

investment, however, really only took off in the 1990s. The Middle East peace process 

reduced the perception of political risk while the early successes of the first generation of 

high-tech companies like Scitex and ECI Telecom clearly demonstrated the country's abilities 

to investors. Israeli high-tech entrepreneurs working in Silicon Valley played no small role in 

coaxing their employers to invest in their native country. In 2006, direct and financial foreign 

investment in Israeli companies - virtually all of it in the high-tech sector - reached a record 

$14.2 billion, up from $5.1 billion in 2000. Whereas total annual foreign investment in Israel 

reached all-time record grew from $12.3 billion in 2000, to peak at $24.4 billion in 2006.  

 

Net inflows of foreign investment (US$ billions) 
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Recent Notable Foreign Investments in Israel: 

2006 - M-Systems (Sandisk), $1.55 Billion 

2006 - Mercury Interactive (Hewlett Packard's), $4.5 Billion  

2006 – Iscar Metalworking (Berkshire Hathaway), $4.0 Billion 

2006 – Psagot Ofek  (York Capital), $280 Million 

2005 – Bank Leumi (Cerberus-Gabriel), $538 Million 

2005 – Bezeq (Apax Saban), $972 Million 

2004 – Discount Bank (Bronfman), $238 Million 

Just a few of the bigger direct investments in recent years include: 

 America's BMC, which paid $675 million for Israel's New Dimension, that develops 

unique enterprise control, automation and management software systems. It was a 

record price tag for an Israeli company;  

 SunGuard of the U.S., which paid $210 million for the Herzliya-based company 

Oshap that has developed real-time software systems for vehicle and aerospace 

production lines; 

 America On-Line, which acquired Mirabilis, a start-up whose "twenty-something" 

owners had developed a unique program (ICQ) for notifying Internet-users if their 

friends are on-line, in a deal worth $407 million; 

 Platinum Technology, which spent $386 million to buy out Memco Software - a 

network security company. 

Europeans have traditionally been slower to appreciate Israel's high-tech potential. But things 

have already changed. The German car manufacturing giant Volkswagen has set up a $200 

million joint venture with the Dead Sea Works to extract magnesium from the Dead Sea and 

convert it into metal for use in the automotive and aerospace industries. Germany's Siemens 

has bought several start-ups as well as Ornet, and the UK's Picker has acquired part of 

Elscint's medical-imaging business. 
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4. DEFENSE & TECHNOLOGY TRANSFER 

As a small country in a hostile neighborhood, Israel must strive to maintain a qualitative 

military edge over her potential enemies. Experience in a series of wars has taught Israel that 

the country needs to develop that edge independently as far as it can. In large part, Israel’s 

high-tech industries are a spin-off from that process.  

Israel fought the 1967 Six Day War largely with French weaponry. When President de Gaulle 

imposed an arms embargo after that war, Israel turned to the United States, and to itself. The 

commercial consequences can be seen today. Blades Technology, for example, a company 

originally set up to manufacture engine parts for the Israel Air Force's Mirage aircraft, now 

has annual sales of $90 million, and joint ventures with Pratt & Whitney and Rolls Royce.  

In the 1973 Yom Kippur War, Israel was surprised by the technological capabilities of her 

enemies, and also experienced difficulty in obtaining vital material from its foreign suppliers, 

spurring efforts for technological supremacy and self-sufficiency. The Kfir jet fighter, based 

on the French mirage, was one of the first large-scale projects in this effort.  

a. Lavi grounded, high-tech takes off 

The effort for military self-sufficiency reached its limits in the 1980s, when Israel tried to 

develop the Lavi jet fighter. The cost proved beyond its means and the project was 

abandoned, but this meant that, in the mid-eighties, hundreds of engineers with experience at 

the cutting edge of aerodynamics, avionics, computers and electronics were released onto the 

market. The Lavi project's demise has been described as one of the greatest ever boosts to 

Israeli high-tech industry.  

Since the Lavi, Israeli defense industries have focused more on components, electronics, 

avionics and other systems that are installed on American or other platforms. Israel has 
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arranged many reciprocal procurement agreements with leading aerospace and military 

manufacturers, which help sustain high-tech industries. The development of these auxiliary 

systems has also given Israeli high-tech industries an edge in civilian spin-offs in security, 

electronics, computers, software and the burgeoning Internet sectors.  

b. Economic imperative  

In part, the economic necessity derives from the military one. Israel's defense budget is 

inadequate for the country to maintain its military advantage. One solution is export. Israel is 

both a highly successful defense and civilian high-tech exporter.  

However, the global defense market is shrinking. Civilian applications of the skills in 

software, communications, imaging, process control, etc., derived from military industries, 

have therefore become increasingly important. For example, the need for better night-vision 

equipment led to local engineers becoming trained in the field of image processing, and to the 

establishment of two trailblazing Israeli high-tech companies: Scitex (Nasdaq: SCIX; 

TASE:SCIX), and Elscint. Because Israel is such a small market, export is essential for 

civilian products too, providing a further incentive to maintain technological excellence, 

particularly in certain niche markets - network security, for example, where Check Point 

(Nasdaq: CHKP) is a world leader; Mercury Interactive Corporation (Nasdaq: MERQ) is a 

leader in enterprise testing and performance management solutions; and Amdocs (NYSE: 

DOX) is a leader in customer relations management, billing and order management solutions. 
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c. The army enables networking and is a source of technology 

In many cases, the army encourages young soldiers to combine military service and academic 

studies in science through special programs. The army typically entrusts the soldier with a 

highly responsible job: in such work, quality, reliability and resilience under stress are 

paramount. Released from the army, soldiers are equipped with experience: the soldier is 

attracted by the adventure of working on his/her own project rather than taking a conventional 

job. In some way, he/she can thus continue an existence of risk taking and challenges. Indeed 

he/she is equipped for this along several dimensions: 

- Management experience in a demanding environment. 

- Extensive networking: as a result of his/her work in the army, the young soldier 

establishes many contacts in various technical or functional areas. This is particularly 

the case if he/she has worked at Rafael, Israel’s armament development authority.  

- Technical innovation: a large number of start-ups are based on technical innovation 

originating in the army. In most cases, the founders has been directly involved with 

the particular technology during their military service. In other cases, they obtained 

the rights to the technology via third parties. Unless there is a clear issue of national 

security, the army allows the technology to be transferred to the civilian use. 

 

Israel’s defense benefitted its inborn peculiar structural split between large government firms 

(Israel Aircraft Industries, IAI), large private businesses (Tadiran), and dedicated small and 

medium size companies. In 1984, the Israeli Ministry of Defense began promoting the 

conversion to commercial product lines, adopted the R&D Encouragement Law, and 

increased spending on higher education. The initiative was a success, and companies such as 

IAI and Rafael launched commercial spin-offs, which rapidly outperform certain defense 

production units. 
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According to Daniel Rouach: 

“The Israeli model is built on an extraordinary situation related to security. A company like 

Rafael, in the north of the country, completely isolated, impossible to access because it is the 

factory which produces missiles; but it is also one of the main start-ups creator. The 

investment in technology is huge because Israelis know that the country defense depends on 

it, but the known figures are false because the main investor is the Israeli army. I finally 

understood that there is a real university of the Israeli army, where a corps of elites is trained 

to the last technologies. It is not 3 000 people but 10 000 to 15 000.” 

Some civil firms such as Elbit Systems, ELISRA, and Rafael have successfully marketed high 

technologies that were first developed for military application. The achievements are 

especially noticeable in the space sector (IAI, Elop, Elbit), telecommunications (Gilat 

Satellites, ECI Telecom, Tadiran, Comverse, LocatioNet), and security (CheckPoint, 

RadGuard, Tarzana). 

More surprising is the incursion of military technology in the medical sector. Rafael (acronym 

for Israel Weapons Development Authority) created a dedicated structure for military 

technology transfer called RDC, which bestows the permission to convert military knowledge 

in exchange for shares. Galil Medical, a spin-off of Rafael, specializes in minimally invasive 

surgical equipment and develops interfaces between different imaging devices. Galil Medical 

now sells in North America and Europe, and supplies first-class customers such as the 

University Hospital of Harvard. 

Elbit Systems specializes in military and aviation goods and has already launched commercial 

companies in telecommunication and aerospace. They have recently introduced MediGuard, a 

start-up that will develop minimally invasive navigation systems based on military expertise 

in optical fiber and routing technologies. MediGuard will improve surgical operation by 
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offering 3D imaging for catheterization, endoscopies, and heart surgery, without any use of x-

rays. 

The range of products deriving from Israeli military blueprints stretches from unmanned 

planes, for firefighting to voice recognition in telemedicine. The downsizing of Israel’s 

defense industry has led thousands of skilled personnel to the civilian marketplace, while 

lessening the country’s dependency on military production. 

According to Schlomo Dror, spokesman of the Israeli Ministry of Defense, commander of 

tank battalion and security officer in the MOD mission of the Israeli Embassy in Paris: “The 

reciprocal cooperation between the army and the private companies is a key characteristic of 

the Israeli model. The army is sharing its world-class equipment with private companies. If a 

private high-tech company needs equipment, they can come to the Army and work on its 

computers. Army and industry often work together on diverse projects. For instance, when we 

have an innovative idea but lack the human resources to follow through with it, we ask 

industry who would be the best to do it and launch common R&D.” 
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5. ENTREPRENEURS SPIRIT & NETWORKING 

a. Entrepreneur’s spirit 

The highly energetic entrepreneurial spirit is a crucial characteristic of the Israeli mindset. 

This is illustrated by the number of start-ups that are being created every year in the country, 

and it is a quality one can find in a large number of Israeli people, many of whom forged vital 

contacts while serving in the Israeli army. 

Another source of this entrepreneurial spirit might be the vital need to manage in a country 

with very few raw materials, which necessitated creating intellectual value to survive against 

worldwide competition. The country does not have a choice: a lack of raw materials and a 

limited domestic market are factors pushing companies to export sophisticated products. 

This entrepreneurship might also be due to the constant political turmoil that has 

characterized Israel all through its history. In particular, many Israelis have the capacity to 

react very fast and to adapt their lifestyle according to the evolution of the environment. If we 

take the example of tourism, which at the beginning of 2001 almost disappeared owing to the 

political tension between Israelis and Palestinians, it is amazing to see how people who 

depended upon this sector managed to change their professional and business orientation. 

Many of these people are now adopting a proactive attitude and are creating new businesses 

and opportunities. Moreover, Israelis are known to be risk taker comparing to different 

culture, that is, they are not afraid to go to the unknown and to take a chance. If Israelis see an 

opportunity or an idea that can bring to a success, they will go for it.  

Israel constitutes a remarkable model of commercializing technology by its high 

entrepreneurial energy, a zest for risk taking and boldness of innovation. Professionals in a 

given field know each other and network effectively, partly as a result of a dance array of 

incubators. 
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b. The networking culture 

The Israeli culture is in many aspects very close to the Silicon Valley culture of young and 

dynamic people working and playing together. These past few years have been characterized 

by the development of many “serial creators”, who have become the new go-getting 

superstars of commerce such as those who created Mirabel and Checkpoint. 

The unique Israeli spin is that these creators are not only animated by the spirit of the 

economy, but they also have developed a strong capacity to network, which forms the basis of 

the Israeli model. These networks which include business partners and competitors, and also 

their families, schools, and Jewish Diaspora, and Israel’s American links, are omnipresent in 

the daily life of these managers. The networks are maintained and strengthened everyday 

through many exchange and communication opportunities that might appear. 

Some government efforts have been made to set up formal networking, mainly initiated by the 

Ministry of Industry and Trade. In particular, a magnet contract that assembles an R&D 

network initiated to convert military technology into civilian applications. Scientists from the 

Institutes take part in a few magnet programs. Today the magnet program is not limited to the 

conversion of military technology. 

As part of this cultural aspect we can highlight the cultural factors directly affecting the 

success of the Israeli high-tech: 

• The openness of the society for changed and receptivity to new ideas and integration 

of different peoples. 

• Free and open social and business network. 

• The role of “knowledge worker immigrants” 

• Proximity of like-minded individuals and complementary businesses and institutions 

which create the right habitat for innovative technology 

• A regional capacity for speed and flexibility for change, which is consistent with the 

nature of the technology-driven marketplace. 
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III. CASE STUDY: GIVEN IMAGING 

 

Why has Israel, a small country with a relatively young population of nearly 7 million 

inhabitants, emerged as a dynamic force in high technology? For many experts and specialists 

in Israel, the success of this country in the high-tech field is mainly due to the influences of 

the Israeli Defense Forces, the country’s military industries, its military intelligence units, its 

research institutes and its universities. The success of Given Imaging is one such example that 

is linked to the Israeli model of development. 

1. COMPANY’S PROFILE 

Sector: Healthcare 

Industry: Medical Appliance & Equipment 

Full Time Employees: 400 

Operation Location: Israel, United States, Canada, Latin America, Europe, Asia, Australia 

and Japan. 

Key executives:  

- Mr. Nachum Shamir, 52 Chief Exec. Officer, Pres 

- Mr. Yuval Yanai , 54 Chief Financial Officer 

- Mr. Kevin Rubey , 49 Chief Operations Officer 

- Dr. Manfred Gehrtz , 56 Pres of International Operations 

- Mr. Christopher Rowland , 44 Pres of Given Imaging Inc 

Given Imaging, founded in 1998, is an imaginative Israeli start-up. For many years it has been 

considered as the “wunderkind” of the Israeli high-tech establishment. 

The Israeli biomedical company, Given Imaging, has developed a minimally invasive 

diagnostic tool that substantially improves visual imaging of the small intestine. It dispenses 
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with the method of having a tube inserted into the mouth and extends down into the intestines. 

The technology developed by Given Imaging is a blend of IT and biotechnology. 

The given Imaging Diagnostic System consists of a tiny video camera in a simple capsule to 

be swallowed. The Pillcam Capsule, a patented, single-use video color-imaging capsule that is 

ingested, glides naturally through the digestive tract and is naturally excreted. 

The camera transmits digital pictures from the GI tract to a receiver fitted against the patient’s 

body. The resulting pictures are processed and can then be sent electronically to an attending 

physician anywhere in the world. 

The images of the small intestine, captured by the camera at a rate of about two per second, 

are transmitted by radio frequency to an array of sensors on a waist-belt worn by the patient. 

Approximately eight hours and 50,000 images later, the patient returns the belt and recorder 

to the clinic. Here, the images are downloaded onto a computer workstation equipped with 

Given’s proprietary RAPID™ (Reporting and Processing of Images and Data) software. This 

software processes the data and produces a 20-minute video of the images transmitted by the 

capsule as it passed through the GI tract. The doctor can then scan the video for abnormalities. 

Recent advances enable the physician to localize images, detect suspected locations of 

bleeding, and more efficiently view and archive the RAPID videos. 

The company plans to leverage its technology as a diagnostic platform for other areas of the 

gastrointestinal tract, including the esophagus, the stomach and the colon. 

A new PillCam Capsule Endoscope for esophageal examination is in clinical trials. The 

system was authorized by the FDA in August 2001 as an adjunctive tool for visualizing 

abnormalities of the small intestine and received authorization from CE, the FDA parallel in 

the European Community. The system is marketed in the US and in 60 other countries. 

In fact, Given Imaging’s mission is to be the global leader in providing patient-friendly 

solutions for gastrointestinal treatment. Given Imaging is already redefining the way 
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gastrointestinal diagnosis is carried out. For the specialized physicians in clinics and hospitals, 

GI technology is recognized as the global standard in detecting disease of the small intestine, 

resulting in more accurate diagnosis of a range of gastrointestinal disorders. 

For patients, GI’s PillCam Capsule Endoscope offers the first effective, patient-friendly 

gastrointestinal endoscope on the market. For the health care system and third-party players 

worldwide, GI offers a first-line, cost-effective, ambulatory diagnostic procedure that can 

save precious resources. 

The technological platform of the current Given Diagnostic System and its future generations 

under development are covered by numerous patents and patent applications worldwide. 

Given Imaging’s PillCam Capsule Endoscope has been gaining recognition as the gold 

standard for small intestine diagnosis and is important part of the gastroenterologist’s toolkit. 

The company believes that the technology will increase knowledge about previously 

misunderstood and often misdiagnosed diseases of the small intestine. 

That is why the Given diagnostic System is a breakthrough in gastrointestinal diagnostics of 

traditional endoscopy and radiological imaging. To sum up, it offers the following benefits: 

• High quality color images of the entire small intestine. 

• A non-invasive, patient-friendly procedure that is easily ingested by the 

patient and does not require sedation. 

• Improved diagnostic yield in comparison to other diagnostic modalities traditionally 

used in GI practices for diagnosis of disorders of the small intestine, based on our 

clinical results to date. 

• Detailed (up to 0.1 millimeter resolution) visualization of the small intestine, which 

increases the possibility of locating and diagnosing small pathologies. 

•  No insufflation required. 

• Convenient digital reporting, storage and remote consulting capabilities. 

• Cost-effective diagnostic tool for health care providers because it can help to avoid 

unnecessary and painful diagnostic tests based on a higher expected diagnostic yield 

and can be performed in an outpatient setting. 
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2. A FINANCIAL ANALYSIS 

Despite the fact that 2001 was the height of the hi-tech crisis, GI managed to raise money on 

the Nasdaq. Its shares started trading at $7. They rose to $42.53 in late 2004 but then started 

to fall, reaching a nadir of $15 in July 2006. Since then the stock has stabilized and by mid-

May was traded at over $25. 

Most analysts who have published reports on the company are relatively confident that Given 

will meet its financial guidelines in 2007 and 2008. 

Most of the investment banks covering GI, while being more or less optimistic with regard to 

the stock in the future, are adopting a cautious approach and give the stock a neutral rating. In 

essence, it means that if you already own the stock, there is no need to go out and sell; but if 

you do not own the stock, there is no pressing need for you to add it to your investment 

portfolio. 

The estimated figures on the whole are positive. CIBC believes that the company will 

generate revenues of $116.51 million in 2007: a rise compared to $95.03 in 2006. Revenues in 

2008 will rise to $145.13 million, a rise of 24.56% compared to 2007. 

Net income, which in 2006 amounted to $3.71, is expected to rise by 220.24% to 11.87 

million in 2007 and by a further 61.71% to 19.19 million in 2008. The Earning Per Share 

(EPS), which in 2006 stood at $0.11%, is expected to rise by 236.36% to $0.37 and by further 

54.05% to 0.58 in 2008. 

The expected rise in both revenues and profits is due to the fact that the Japanese Ministry of 

Health has authorized the use of the capsule in Japan. GI has already signed an agreement 

with Fujinon, a daughter company of the giant conglomerate Fuji Holdings. Fujinon is a 

leading supplier of medical wares and is an excellent means for GI to penetrate the Japanese 

market. 
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Another reason for the expected rise is that the French Ministry of Health is expected to 

authorize the use of the capsule. The cost will be borne by France’s National Health Service. 

Furthermore, GI plans to launch 2 new products, which will maintain its lead in this market. 

GI has its corporate headquarters, R&D laboratories and production plant in the new 

industrial park in Yokneam. Its North American headquarters are in Atlanta, Georgia. The 

European headquarters are in Hamburg, Germany. 

 

Why did we choose Given Imaging? Given Imaging illustrates the success of the Israeli start-

ups and is one of the examples demonstrating the use of military technology for civilian 

applications. Moreover, Given Imaging is a success story of an Israeli company on an 

international level. 
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3. HOW IT ALL STARTED 

RDC, Rafael Development Corporation Ltd, is an incubator, a business development and a 

holding company dedicated to creating valuable commercial applications for civilian use, 

based on military technologies developed within Rafael Armament Development Authority 

Ltd., accompanied by the business and financial capabilities of Elron Electronic Industries 

Ltd. (Nasdaq: ELRN).  

RDC combines Rafael's scientific know-how, advanced research and development 

capabilities, technological innovation and resourcefulness with Elron's strong financial base, 

access to capital markets and management expertise. Through RDC, Elron initiates and 

develops new companies, leveraging its exclusive access to the military technologies of 

Rafael.  

Located in the Yokneam industrial park, RDC owes its success to its strategy for developing 

products and applications targeted at identified needs in existing markets, providing 

alternative technological solutions with better cost/performance ratio.   

Through its Experienced Management team, RDC is actively involved in all business aspects 

of its companies from inception to maturity, while promoting innovation and professionalism 

throughout the entire life cycle of the company.  RDC holds a diverse portfolio of promising 

companies in various fields such as medical device, semiconductors, telecommunications, etc. 

One example of RDC’s active end-to-end involvement in the growth of a company is 

precisely Given Imaging (NASDAQ: GIVN). Initially, Rafael's world-leading research and 

development teams invented a unique technology for military purposes. RDC later identified 

the potential civilian applications of this technology and joined Elron to provide essential 

financial, business and strategic support. Today, Given Imaging is a solid multinational 

enterprise and a world leader in the field of capsule endoscopy for detection of 

gastrointestinal disorders. 
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4. INTERVIEW 

We had the opportunity to interview Gilad Mamlok, Given Imaging VP Finance, senior 

economist and budget officer in Israel Defense Forces, in order to try to understand the 

importance of military technology transfer on the success of Given Imaging. 

 

Here are some of the main questions: 

 

1. Which methods of technology transfer did you use? 

The inventor of the capsule, Dr. Gabriel Iddan, set out in search of an imaging technique that 

would enable exploration of the small intestine without subjecting the patient to pain or 

discomfort. A former senior engineer at Rafael - the R&D group of the Israeli Ministry of 

Defense - Dr. Iddan derived the capsule concept from a defense technology involving the 

development of electro-optical devices for missiles. 

Thousands of people have already swallowed this small capsule produced by Given Imaging, 

without knowing that, thanks to Tsahal's missiles technology, we can today diagnose intestine 

cancer or Crown disease. 

At the beginning, nobody believed in this project, people thought that Gabriel Iddan was 

considering himself as a new Asimov (a science-fiction writer).  

He borrowed some ideas from the field of technology, like how to navigate a missile. But, of 

course, the capsule represents much more than that. Nobody had thought about it before: that 

is to say the idea of swallowing a capsule which was supposed to navigate through the body 

just like a small submarine. In terms of innovation, two aspects are to be noticed: the main 

one is that you have to ingest a foreign body, and the second one is that no other way to 

explore the small bowel was known before that. 
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2. What are the necessary conditions in order that technological transfer should be successful? 

Given Imaging is a unique story. If you look at Israeli companies, most of them do not go 

beyond the development or production stage. I think Gabriel Iddan was very keen to go with 

the technology all the way and see through all the product stages. Gavriel Meron, Given 

Imaging's founder and current President and CEO, has already worked for another company 

using other technologies such as stocking technology for Pentax; he appeared to be daring 

enough and confident that this new capsule was a revolutionary idea and he  submitted it to 

the shareholders but they didn’t agree to invest in this project. He decided then to start all 

from the beginning: Gavriel Meron hired the best professionals in the area. Firstly, one of the 

main issues in production is the manufacture facilities’ location. The second point is IP 

(Intellectual Property). The company had to be in the IP portfolio. Given Imaging was very 

quick in terms of regulations and FDA (Food and Drug Administration). And this is due to the 

talented people Gavriel Meron chose to bring to those jobs. The key does not consist in 

recruiting the top professionals but in hiring those who can lead the company to a success. 

The founder needs to be someone with visionary abilities and proven managerial skills. I 

think Gavriel Meron had both of them. He had been a CEO in the past and had already 

acquired experience in managing a company. Many technologists don’t know how to be a 

manager but he knew how run an enterprise. Being an autodidact, he knew how to bring top 

people to the field of management. 
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3. Was the creation of a military technology transfer structure necessary for the development 

of different imaging devices or could it have been done by the private sector alone? 

This is a question you should really ask Gabriel Iddan personally. But I think the technology 

developed by Rafael was very helpful. I don’t know if it would have become what it is today 

without Rafael’s know-how and technology. What I know is that many technologies came 

from the military. I have been for many years by the side of Nice Systems, another company 

whose founders came from the army. They also converted technologies that were used in the 

army for personal purposes. The fact that they used military technology and the fact that the 

founders came from elite units were both very helpful to make it possible.                       

              

4. The Israeli local market being quite limited, how could a small company providing a 

revolutionary product introduce itself on the large-scale international market? (Joint Ventures 

with big companies, Licensing…)? 

The strategy of Given Imaging was different. Given Imaging began with a military 

technology. It was a pioneer because it was the first to come with capsule endoscopy. So the 

natural way for such a company is not joint-venture or licensing but just to create its own 

race. 

The company first started to implement itself in Europe because it was easier to get the 

authority’s approval on drugs and food. Today infrastructures exist in Germany and France; 

important distributors can also be found in UK, in Italy, in Spain. On August 1st 2001, the 

United States Food and Drug Administration (FDA) cleared the marketing in the U.S. of a 

swallowable video capsule to be used in diagnosing disorders in the small intestine, and an 

infrastructure was created in the US (Atlanta). Given Imaging was introduced on the 

NASDAQ in October 2001. 
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5. 10 years ago, nobody could believe in this project: how did you find investors and where 

do they come from? 

Firstly, the investors came in large part from Rafael. RDC (Rafael Development Corporation 

Ltd.) provides a platform for companies and is actively involved in all the business aspects of 

its companies from inception to maturity, while promoting inventiveness and professionalism 

throughout the entire life cycle of the company.  Secondly, the company went to IPO in a very 

early stage (October 2001). Surprisingly, the company did very well in the IPO and it 

managed to raise money despite the high-tech crises. In the beginning, it was the major 

source of funding.  

6. Israelis are known to be risk takers in comparison with other cultures. Do you think that 

this can explain the Israeli success in high-tech? 

Yes, definitely. If you go around the globe, you can find that the level of entrepreneurship in 

Israel is higher than in any other place. There are many founders in Israel because Israeli 

people are not afraid of taking risks and follow new ideas. The Israelis are fond of traveling, 

are used to invest far from their country and can change work place easily.  

7. How can you explain the success of R&D in Israel? 

First of all, I don’t think the success is continuous. Israel today is not the same as ten years 

ago in terms of education. Twenty or thirty years ago, people preferred to live at the place 

where they would get the best education. But today, you can get education almost everywhere. 

Secondly, the fact that many Israelis from the high-tech industry spend three years in military 

service, developing technology and serving in elite units without any budgetary restrictions, 

can explain the success of R&D. Basically, the army is developing a sort of education where 

there is no limit of budget. Israel being characterized by people who came from all over, the 

immigration politics of the Israeli government has generated a multicultural population and 

as a result, many levels in technology and R&D fields. 
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8. What are the perspectives for Given Imaging? 

I think Given Imaging is trying to further the technology development and to favor any 

advance around the capsule.  

On top of that you have the perspective of developing another plant in Europe that will 

promote innovative ideas or think about inventive capsule. 

I think that in another twenty years from now, there will be a new capsule revolution, just like 

the endoscopy capsule one. The patient will have the possibility not to go through the basic 

procedure but will enjoy a higher process of the capsule. 

New leading technology will definitely replace the technique of endoscopy. 

Given Imaging has a long way to go and could become a leading company or at least could 

be bought by a giant one which would acquire the company’s technology. 

 

9. How can you explain the tendency of Israeli start-ups to be sold to foreign investors? 

Most of the Israeli companies don’t go through the whole product’s life cycle. They don’t 

have the ability to keep 30 or 40 people in a small place for many years. 

The major problem of those companies is that they need a huge R&D budget. Some reach a 

level of technology for which they need approval for cleared the marketing of the new 

technology. From that stage, they usually sell it to a giant like J&J because they can use its 

platform. It is not trivial to use this strategy. It is even very tempting because the company 

offers a lot of money and it is normal to sell the company to someone who has better 

implementation and distribution than you. Investors offer great amount of money when they 

know that other companies have better technology then they do… 

Israelis are quite good in developing technology but lack of management and marketing 

abilities can bring them to get tempted by the investors' money. 
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CONCLUSION 

Throughout this study, we have tried to understand the main keys of the Israel’s success in the 

high-tech sector. 

Despite its size and its limited natural resources, Israel has developed a strong economy 

through education, research, entrepreneurship and technology. Although the strength of 

Israel’s military is a double-edged sword for its society, the defense industry has been a key 

factor in the fast-past growth and success of high-tech in this country, as we saw when 

analyzing the case study of Given Imaging. This example clearly illustrates how the Israeli 

government’s assistance and contribution to technology incubators through the universities on 

the one hand, and the fluid flow of resources between the military and industry on the other 

hand bode well for the continued growth of the high-tech industry in Israel. 

The most problematic feature of the Israeli high-tech model appears to be the “American 

temptation” or more precisely, the acquisition of successful Israeli start-ups by leading 

American high-tech firms. This trend can be explained by lack of Israeli development strategy 

and ambition as the acquisition of ISCAR by Warren Buffet in May 2007 and Mirabillis by 

AOL point it out. It has been suggested that the government should pay much more attention 

to supporting successful companies, in order to keep them in Israel. This country has all the 

technological know-how but needs marketing and management expertise to develop real 

multinational muscle, instead of just developing talent and technology for others. 

Would it be more productive for Israeli companies to improve their current management style 

or can they keep leaning upon their preeminence in terms of innovation and R&D? 
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