Part 4:  A New Economic Regime: 1986–2019 
This section focuses on changes in Israel’s economic regime in the wake of the 1985 economic stabilization plan, in terms of macroeconomics and market sector reforms. These changesse changes were profound, serving as. They were the catalyst for Israel’s transition from a state-directed, closed, and centralized economy to an open, competitive, market-driven oneeconomy..  During this period, Israel’s recovering economy encountered globalization. The myriad ofgreat many structural changes madethat were implemented in the wake of the economic stabilization plan affected every part of the economy and led to , and Israel also underwent profound institutional changes in its operationthat influenced how the economy was run. Undoubtedly, tThe reforms substantially improved Israel’s economic competitiveness, albeit not in every sector of the economy. The full impact of competitive reform was felt particularly in. However, not all sectors of the economy underwent full competitive reform. those sectors in which  privatization was widespread. With privatization came iImproved competitiveness, and those industries in which privatization was prevalent experienced was a by-product of privatization: industries where privatization was widespread also saw deep competitive reforms. Along withAs well as encouraging privatization and competitiveness, Israel also established strong regulatory bodies to safeguard competitiveness and protect consumers in sectors where competition was limited. It was during this period that Israel’s recovering economy also faced the challenges presented by globalization. It should be borne in mind that cCompetition, efficiency, and productivity are all ongoing efforts, and require regular maintenance and fine-tuning. 	Comment by Susan: It doesn’t seem that you expand on this in the chapter – perhaps a few words need to be added in the text about consumer protections.	Comment by Susan: Moved from end of the paragraph – the current last sentence is a better ending.
Chapter 16: Crises as Ppolicy Ccorrection
Economic crises have always served as catalystsare a starting point for policy corrections and for taking leaps forward. This was certainly the certainly case with the economic crisis that dogged Israel’s first years of statehood, and it was also true of the hyperinflation crisis of the early 1980s. BetweenIn addition to these two major crises, Israel also underwentwent through a series of minor crises, all of which. These economic crises gave rise to reforms stimulated reform and the development of economic institution-buildings. Facing these crises gave rise toThey encouraged new ways of thinking, and madeplanted in Israel’s economic leaders awarean awareness of novel economic policy measures. At the same time, events in other parts of the world had an impact on Meanwhile, other changes in the economy were influenced by events in other parts of the world.
Israel experienced its first major economic crisis immediately after its establishmentbirth in 1948. Its first years of statehood, from 1948–-1951, proved a difficult period during which Israel had to contend with the turmoil of war, mass immigration, and a severe foreign currency reserves deficit. The economy essentially operated lived, as it were, from hand to mouth. Historically, tThis was indeed the worst crisis that the Israeli economy ever experienced. The enormous deficit in foreign currency reserves forced the government, lacking the right tools to deal with such a serious crisis, to adopt policies of austerity and rationing policies. The new government simply did not have the right tools to deal with such a serious crisis. ByIn 1952, the time had come for Israel’s leaders to take stock and embark on a new approach, led by Levi Eshkol, the newly-appointed Minister of Finance. Eshkol designed and put in place a new, orderlyed plan to manage the economy now thatafter the great waves of immigration had slowed to a tricklecame to an end,  and as Israel’s security situation had stabilized.
Eshkol built a professional Ministry of Finance met, which, in the face of the emergency situation, by managing the country’s cash flow. conducted a cash flow approach. Eshkol developed a regular annual budget that, for the first time, set out specific priorities and devalued. In particular, the government now devalued Israel’s currency to reflect the economic reality caused bywith reference to its foreign currency reserves deficit. Eshkol’s first 1952 economic plan presented in 1952 laid out a strategy that would remain in effect throughout the 1950s and 1960s. It accelerated the development of Israel’s economy and society, including by building institutions and infrastructure, investing in housing to accommodate the mass waves of mass immigrationnts, and creating jobs through the development of through developing import-substituting industries, a move that also helped to address the foreign currency reserve deficit. Eshkol’s plan made it possible for Israel to absorb large numbers of workers in its new protected industries, which aided in reducinghelped reduce unemployment. Apartments were provided for most immigrants, central institutions were created, and national infrastructures were built. It was duDuring these years that, the foundations of Israel’s modern economy were laid. Indeed, Eshkol should be commended for formulating such a comprehensive economic plan, of course the under David Ben-Gurion’s legendary leadership of David Ben-Gurion.	Comment by JJ: Added by me for clarity but please fact check and verify	Comment by Susan: Looking at the consolidated version, it seems that while this issue of reducing unemployment in 1952 was raised in your introduction, it was not established that unemployment was a problem in those early years. You do mention it as a problem in 1966-67.

Could you possibly add the specific rates or that it was a sensitive issue?

Also, I have changed economic revolution to upheaval in the consolidated document.
The second major crisis, which came after the Yom Kippur War, began with an increase in defense spending and a hike in oil and commodity prices. The effects of these price rises were exacerbated by the Likud government’s failed “economic revolutionupheaval” that tried to introduce economic liberalization in 1977. Its, the most prominent outcome: of which was soaring inflation. The 1985 economic stabilization plan proved to bewas a major milestone in the creation of a new economic regime for Israel. The plan ushered inThe plan saw f fundamental changes in Israel’s economic policy, most of which occurred in the ten years following its implementation; and it continued to serve asantation and formed the basis for the extensivebroad changes that would occur in later years.
The hyperinflation crisis saw Israel moved away from its state-controlled, centralized, and nationalized economy in response to the hyperinflation crisis. The rampant inflation was partly the result of the irresponsible policies of the Likud government’s 1977 “economic revolutionupheaval.” However, it wasthey were also a byproduct of the previous Mapai government’s economic approachpolicies, which had led to impressive achievements during Israel’s first decades, but was no longer suitable for the maturing economy of theby the 1980s were unsuitable for its maturing economy. Israel’s nationalized capital market, once understandable in the context ofwhile an understandable move in the 1950s and 1960s, was now impedinghindering healthy  proper economic development. In addition,Further, Israel’s complex system of linkage mechanisms, including heavy price subsidies on basic goods,  may have made life under soaring inflation tolerable for a limited amount of timecertain period under soaring inflation. However, these subsidies , but they were also an obstacle that drovethat caused inflation to rise even higher, exacerbating the crisis. Soaring inflation damaged businesses, stalled growth, and led to the collapse of the stock market and the banks. It is almost impossible to manage a financial system under such conditions. In addition, Israel’s budgetary management was problematic, with government spending reaching a peak of 75 percent of GDP, and public debt soaring to around 270 percent of GDP. The huge deficit in the balance of payments limited economic development and growth. Indeed, no economy could operate under such heavy burdens. The huge deficit in the balance of payments limited economic development and growth. These were heavy burdens on the economy. As the crisis deepened and solutionsfixes were slow to come, these burdens grew ever more heavy.
The economic stabilization plan, while ultimately and profoundly beneficial, provedwas painful at first. It involved sharp cuts to public spending, notably sweeping cancellations of subsidies on basic goods. Prices of these items rose sharply, eroding real wages. However, there was simply no alternative but to have acted as the unity government had done. The stabilization plan was a “no other choice” plan. The long-term lessons of the crisis involvedwere about understanding the importance of budgetary discipline, reducing state involvement in the markets, promoting privatization, and encouraging competition by exposing domestic industry to imports. In effect, the economic stabilization plan was the start of the construction of a modern Israeli economy, one that was open to international trade and the global economy. A decade after the stabilization plan, Israel could boasthad  an independent central bank, a modern treasury, a new and functioning capital market, an advanced financial market, a modern and competitive export sector, and an openness to imports. Israel had transformed itself from a centralized economy to a free, modern, business-oriented market economy. The crisis led to important reforms in the economic management reforms of the Ministry of Finance and the Bank of Israel. Reform was easier to implement inWhen it came to the Bank of Israel, it was easy to implement reform because the bank was not directly subject to a political agenda. With the Ministry of Finance, however, the reform process was more complex because of the political dimension. In implementing the stabilization plan, the Ministry of Finance demonstrated professionalism and firmnessgood professional ability and firm standing in the face of the political whims that arose from all sides of the political map. Prime Minister Shimon Peres deserves praiseshould be commended for his realization that it was not possible for Israel to continue in its state of economic powerlessness. In implementing the stabilization plan, Peres demonstrated political leadership, despite his initial hesitations. The threat of a serious economic crisis, as well as pressure from the United States, pushed him to make dramatic changes, especially in light of his position as Prime Minister, and of his past leadership of the Labor Party (after the historic Mapai Party had ceased to exist following its merger with Labor in 1968.)	Comment by Susan: Does this mean the management of these two bodies or their management of economic issues? It has been translated to reflect the former, not the latter.

 גרמו להקשחת ניהול הכלכלי מצד משרד האוצר	Comment by JJ: Added by me for clarity, does this correctly reflect your intention?
e	Comment by JJ: I added some text here but readers will not know the background. Consider adding a footnote.
Macroeconomic policy shifts
In drawing lessons from the inflation crisis, Israel needed to first make changes in its macroeconomic policy, as a necessary condition for returning the economy to stable growth, as well as making sweeping reforms in various sectors of the economy. 
(a) A newIsrael’s new budgetary (fiscal) policy. Upon approval of thebegan with the approval of the stabilization plan budget, a new budgetary policy was introduced. This cut public expenditure from 75 percent of GDP, mainly by slashing subsidies on basic goods, and, to a lesser extent, by cutting defense spending. The effect was to reduce the high budget deficit to around 15 percent of GDP ahead of the implementation of the stabilization plan, until it would eventually bewas eventually balanced. Israel’s fiscal parameters immediately before the implementation of the plan exceeded the “international comparison bar” and could not continue for long, because they blocked stable and sustainable growth. The sharp cuts in subsidies reflected a shift in the government’s approach, from subsidizing basic goods to subsidizing consumption. For years, the government had subsidized basic goods for all, even those sections of the population thatwho were not in need. Now, it directedfocused aid only toon those in need, and, instead of a universal subsidy on basic groceries, transfer payments were distributed to the poorest citizens. In retrospect, these payments were not enough to compensate for the subsidy cuts.	Comment by Susan: Rather than use a, b, c, which hasn’t been used before in the text, these “subheading” markings are suggested.	Comment by JJ: I would say what this is in a footnote	Comment by Susan: Consider adding that to today, certain basic foodstuffs still have price controls (bread, milk, etc.)
Reducing budgetary commodities expenditure was a long journey, and it would take several years before a “normal” level of public spending and a “normal” deficit were reached. The hyperinflation crisis had forced the government to recognize that Israel had to adopt long-term fiscal discipline, something that would become synonymous with “correct” budgetary policy. There had been a shift in the fiscal paradigm, whereby a strict budgetary balance and low budget deficit were now maintained as a safe and stable way of reducing the ratio of public debt to GDP. Reducing public spending and maintaining a low budget deficit were essential for maintaining a level of taxation that would not be a burden on the business sector, and that would enable sustainable growth. This budgetary strategy was followed until a public expenditure rate of around 40 percent of GDP was reached in the 2010s.
Israel’s strict fiscal policy was based on amendments to its Basic Law: The State Economy, according to which powers and tools are granted to the Minister and Ministry of Finance to ensure responsible fiscal conduct. The government later enacted two additional fiscal rules. The first was a limit on expenditure growth, while the second established that the permitted government deficit should not exceed around three percent of GDP, which would allow for a reduction in the GDP debt ratio.	Comment by JJ: https://main.knesset.gov.il/en/about/lexicon/pages/budget.aspx
consider adding this as a footnote

Government spending fell from 75 percent of GDP in 1984–-1985 to around 50 percent within a decade, and to around 40 percent after 25 years. Defense expenditure and interest payments decreased significantly over this period, while civil and infrastructure expenditure fell slightly as a percentage of GDP. As of 2015, Israel’s rate of government spending to GDP of around 40 percent was lower than the average in OECD countries. Within the reality of relatively high defensegovernment spending, however, this has translated into low spending on public services and infrastructure, a situation that has sparked debate among economists regarding the need to increase public spending on infrastructure, welfare, health, and education, particularly in view of population growth and aging. Public debt, which reached about 270 of GDP percent in 1984, dropped to around 100 percent of GDP in the early 2000s, and to about 60 percent in 2015. These are long-term processes, the result of ongoing budgetary discipline even during the waves of new immigration from the former Soviet Union and Ethiopia in the 1990s (primarily from the former Soviet Union) along with continuing, as well as security incidents. In 2016, the government established a new fiscal “Numerator” rule as an additional control tool, which detailssummarizes the government’s future spending commitments for a three-year forecast, andwhich warns of any future deficits for not exceeding the permitted ceiling for the comingfollowing years. 	Comment by Susan: is it worthwhile adding how much GDP increased in those years?
As Israel moved further away from the hyperinflation crisis of the 1980s, memories of these bad times faded and the temptation to increase spending and the deficit grew. Both tThe Minister and the Ministry of Finance were in constant battles with most of the other ministers.[footnoteRef:1] In coalition governments, the Prime Minister and the Ministry of Finance are responsible for formulating Israel’s budgetary framework and economic policy. Generally speaking, Israel’s prime ministers have supported their finance ministers, out of an awareness of the importance of fiscal discipline and the risks of breaching the spending and deficit framework. TWhile the stabilization plan resulted in the strengthening of the prestige and power of the Ministry of Finance lent professional prestige to the Minister of and the relative weakening ofFinance, and reinforced his power and that of the Ministry of Finance, it weakened  other ministries, duethanks to the rules it established for managing the budget to prevent the recurrence of huge deficits and debts. The enhanced position of the Ministry of Finance Finance’s position in this respect has often led to tensions and arguments with the other ministries, which has. Thus, the strengthening of the Ministry of Finance has not always had positive outcomes, not least because other government ministries play an important role in various economic sectors. This undermines the cooperation that is needed between the Finance Ministries and the others in order to achieve optimal socioeconomic results., and in view of the fact that, in order to achieve positive socio-economic outcomes, the Finance Ministry must cooperate with other government ministries in allocating budget to various projects. [1:  My personal testimony as Commissioner of Budgets and Director General of the Ministry of Finance from 1991–1997.] 

The international gatekeepers thatwho monitor Israel’s economic policy—the international rating agencies, the International Monetary Fund, and the OECD—have reacted positively toreferred favorably to Israel’s fiscal policy following the economic stabilization plan. Israel’s first sovereign issuance, in December 1995,[footnoteRef:2] was the first international expression of the improving status of Israel’s economy in the global capital markets of the improving status of Israel’s economy. The rating agencies have become important factors in evaluating economic policy and budgeting. Israel has taken their opinions into account when formulating economic policy, as their position is important in the international economic arena in terms of attracting foreign investments. Since Israel joined the OECD in 2010, the organization has become a regular participantplayer in Israeli increasingly professional economic policy discussions, debates, which have become more professional in evaluating Israel’s economy and society in the international arena. [2:  I had the honor of leading the issuance as part of my role as Director General of the Ministry of Finance.] 

(b) Monetary policy. The economic crisis exposed the weakness of Israel’s monetary policy. Ordering the Bank of Israel to print money to finance the budget deficit in the country’s first decades was perhaps the government’s most notable monetary policy failure, and meant that the Bank of Israel did not control the amount of money in the economy. In 1985, Knesset approved an amendment to the Bank of Israel Law prohibiting the central bank from lending to the government. This gave the Bank of Israel an independent status, akin to that of central banks in other developed nations. The Bank of Israel now controlled the amount of money in the economy, and the interest rate became a central working tool in monetary management, helping maintain price stability. Legislation enablingthat allowed the Bank of Israel to be an effective central bank was now complete, giving birth tocompleted. After some 30 years, an independent and modern Bank of Israel after 30 years of statehood.was born. The anchor price stability Price stability had shifted from the anchor of the exchange rate to one based on the interest rates and control over the amount of money in circulationthe economy. The importance lay in the public now believingof the change was that the public now believed that the Bank of Israel would stand up to any government demands to print moneythe government’s demands regarding printing money.	Comment by JJ: Added for style – please check if its accuracy.
Another amendment to the Bank of Israel Law in 2010 clearly stated that the bank’s main goal of the bank is to maintaining price stability, i.e., to preventing inflation, followed by the secondary goals of supporting growth and, employment, and reducing social disparities. Strengthening the position of the central bank was integrated into reforms to denationalize Israel’s capital and financial markets. After the stabilization plan, the targeted credit once given to selected industries by the government and the Bank of Israel was abolished, and the foreign exchange markets were liberalized. The Bank of Israel was also granted additional tools to help it manage the capital and foreign exchange markets. The first of these was its ability to intervene in the foreign exchange market to maintain an exchange rate that encouraged exports and growth. The second, the, and the second was an ability to purchase government bonds, which affects the long-term interest rate, and , during a crisis, helps the government, during a crisis, to indirectly finance its deficits by creating demand for its bonds (as it did during the coronavirus pandemic).
During the hyperinflation crisis, prices of items such as apartments, cars, and consumer durables had been listed in dollars. The drop in inflation restored the shekel’s status as a local currency for making transactions and maintaining value for financial assets that were lost value during the inflationary period.
Starting in 1992, inflation targets were set by the government in consultation with the governor of the Bank of IsraelFinance Minister. At first, these were rather high—14–-15 percent in 1992, gradually decreasing to 7–-10 percent in 1997–-1998, and to 1–-3 percent from 2003 onwards. Inflation targets influence inflationary expectations and monetary policy, and are a signal to the financial and capital markets about the importance of maintaining price stability. Israel has set its targets higher than zero in part because the consumer price index does not reflect technological improvements very well, and is biased upwards. 
Monetary policy is responsible for avoiding negative real interest rates over time. Negative real interest rates occur when the nominal interest rate is lower than inflation.  They are a distortion that interferes withharms basic economic logic around investment decisions and economic planning, creates distorted incentives and problematic risk management, incentivizes bad investments, and creates moral hazards, enabling parties to where bad economic actors can  expose themselves to risk knowing they willk, because they do not bear the full costs of the risk, thereby encouragingwhich disincentivizes wise financial and economic decisions. This was apparent in the second decade of the 21st century, when zero interest rates prevailed in Israel and around the world.	Comment by JJ: Added by me but since I could well be wrong please correct me
(c) Exchange rate policy. Until the mid-1970s, Israel’s exchange rate policy had been based on a fixed exchange rate that was periodically amended by the government. Between these amendments, the government would introduced taxesation on imports alongside incentives to boost exports. These moves created effective exchange rates that were higher than the nominal exchange rates. From the mid-1970s, in light of soaring inflation, the government introduced a “creeping exchange rate,” whereby it devalued the currency by up to 2 percent every few weeks to preventavoid expectations of a high devaluation.
During the “economic revolutionupheaval” of 1977, there was a major shift in how the exchange rate was set, when the newly-elected Likud government introduced a free foreign exchange market, abolishing government control over the exchange rate. However, the macroeconomic conditions inof the budget and the balance of payments were simply not ripe for such a drastic move. The result was an inflationary spiral. The currency “speculators” who took advantage of this economic error created a devaluation that exacerbated inflation. This failure became all too apparent a year later, with a sharp increase in inflation and large rise in the balance of payments deficit alongside a drop in foreign currency balances. The government backtracked on the move, and in April 1979, a year and a half after it had announced the liberalization, it reimposed restrictions on international capital movements and reinstatedbrought back foreign currency controls, this time managed by the Bank of Israel instead of the Finance Ministry. The Bank of Israel would manage the exchange rate until the 1985 stabilization plan.
Under the stabilization plan, Israel’s exchange rate was set at 1,500 shekels to the dollar (or 1.5 New Israeli Shekels to the dollar, following the technical conversion of 1,000 shekels to 1 New Israeli Shekel in October 1985). From 1985–-1991, the exchange rate was managed by the government, and from 1986, the rate was set against a “basket” of five5 currencies. Exchange rate changes were slow and gradual,  moving in the direction ofuntil the liberalization of the foreign exchange market. From 1991, the exchange rate policy changed to the “diagonal” method, whereby the exchange rate moved within the limits of two diagonals set by the government and the Bank of Israel. The diagonal policy led to moderate adjustments to the exchange rate that reflected the rate of inflation and the health of the Israel’s foreign currency reserves. From 1991–-1998, the widthspread of the diagonals and their angles were changed to increase exchange rate mobility, until they were completely abolished in 1998, when Israel transitioned to a completely free exchange rate. The diagonal policy led to moderate adjustments to the exchange rate, in line with the rate of inflation and the health of the Israel’s foreign currency reserves.	Comment by Susan: Does this correctly reflect your meaning? Or do you mean until the liberalization of a specific year? If the latter, which year?	Comment by Susan: Consider either a footnote explaining this or a chart.
Along withside the diagonal reform, more and more restrictions and prohibitions in the supervision of foreign currency were abolished each year. The liberalization of the exchange rate accelerated when the private sector was allowed to invest abroad in real ventures at increasing rates. From 1994, private companies were allowed to invest an ever-increasing portion of their capital in financial assets abroad, at an increasing rate until a general permit was issued in 1998. At the same time, the government gradually eased restrictions on households holdingmade it increasingly easier for households to hold foreign currency until 1998, when the last vestiges of foreign currency control were removed. ahead of a general permit in 1998. The foreign currency allowance for Israelis traveling abroad was also significantly increased, while restrictions on the purchase of securities abroad were lifted, and Israelis were permitted to openopening accounts in foreign banks was permitted. In fact, 1998 marked the year that1998, the government endedlifted most foreign exchange restrictions, other thanexcept for those related to money laundering and terrorist financing, criminal activities which are not related to economic foreign currency controls. The New Israeli Shekel became a tradable currency outside of Israel.	Comment by Susan: General permit reflects the Hebrew – it sounds a little strange in English. Consider instead – “until all restrictions were lifted in 1998.”
This slow, gradual, and controlled foreign exchange reform process, which took less than a decade, was successful, not only  because it was based on supportive macroeconomic moves, but also because p. Price stability was strengthened, growth was renewed, and market reforms to open Israel’s economy to international competition were accelerated. The exchange rate reforms were also had important symbolic value, markingin terms of their symbolism. They marked Israel’s transition from a fixed, state-controlled exchange rate policy and a closely-supervised foreign exchange ratesmarket to a free foreign exchange market centered on a floating exchange rate.centered on a floating exchange rate. The shekel became a convertible and tradable currency, and foreign exchange controls were removed. Israel’s economy became integrated into globalization processes, and became open to world trade. The transition to free trade in foreign currency trading was possible because of the considerable improvements to Israel’s balance of payments situation that resulted fromhad come with the country’s improved economic improvements in economic performance.
However, in the early 2000s, as a result of the Second Intifada and the 2000 dot-com crisis in global stock markets, Israel’s economy once again began to experience problems with its balance of payments. The country suffered another foreign currency reserves deficit that caused the shekel to depreciate against foreign currencies. Israel turned to the United States for $9 billion in guarantees of $9 billion to strengthen its foreign exchange sources, just as it had a decade earlier when it received U.S. guarantees of $10 billion to help it absorb Jewish immigrants from the former Soviet Union. From 2005, there began to be a significant improvement in the balance of payments surpluses and an increase in foreign currency reserves. The government’s foreign currency debt decreased, and Israel became a lender country and not a (net) borrower of foreign currency. To demonstrate the magnitude of the change, in 1985, foreign exchange balances held by the Bank of Israel were less than $2 billion, while by the end of 2021, they amounted to $213 billion. A major factor in this dramatic shift was the increase in the weight of Israel’s high-tech sector in terms of exports and the sale of start-ups (exits) to foreign investors, which had a positive impact on the balance of payments. Foreign currency reserve surpluses caused the shekel to appreciate against most world currencies during 2010–-2021.	Comment by Susan: This is not mentioned at all in the consolidated text – perhaps a footnote that Israel turned to the US for help in absorbing a sudden and massive wave of immigration from the former Soviet Union?
(d) SectoralIndustrial and institutional arrangements. Following the stabilization plan, there was a broad understanding that now that inflation had rapidly declined,following the rapid decrease in inflation,  fundamental steps were now required to maintain stable and sustainable growth. As a result, Israel implemented dozens of market reforms, both large and small, that increased domestic and international competition, accelerated openness to globalization, and increased government efficiency.
The stagnation in per capita growth during the “lost decade” meant that Israel had been left behind compared to many of the world’s economies. Low productivity during the hyperinflation crisis had negatively affected Israel’s position in the global economy in terms of growth and living standards. The economy had lost a large part of the advantages it had gained during the pre-crisis period, and new ways approachesof working were needed to make it internationally competitive and develop a strong export sector. 	Comment by JJ: Moved from below as it fits here better
The need for reforms, which required legislative changes, sparked the creation of a new tool, the Arrangements Law.[footnoteRef:3] (also known as The Omnibus Law of Arrangements in the State's Economy). First enacted in 1985, the Arrangements Law was used in the implementation of the economic stabilization plan, which required swift amendments to a number of existing laws to allowenable extensive cuts to be made to the state budget. The Arrangements Law has been used by the government ever since as a tool to facilitate reforms and changes to legislation. A new Arrangements billIt is submitted annually with the state budget, which guarantees that there will be a parliamentary majority to pass reforms. Knesset failing to pass a budget is a clear expression of distrust in the government, and leads to its downfall. The Arrangements Law has been criticized because of the abbreviated process in which it iswas conducted and approved. While amendments have been made to it over the years, it remains an effective economic-legislative tool for the government in gaining Knesset approval for reforms. [3:  Also known as The Omnibus Law of Arrangements Economic Policy Law or The Economic Recuperation Law (https://main.knesset.gov.il/en/about/lexicon/pages/hesderim.aspx] 

Since the 1990s, there have been major shifts in Israeli party politics. Israel’s major political parties have shrunk in popular support and p. Party primaries have increased the power of individual members of Knesset. This has resulted in an increased number of private members’ bills, some of which have been populist in nature, aimed at boosting. The aim of such private members’ bills is usually to boost popular support for the member of Knesset initiating them. Some of these bills have had financial implications that have affectedimpacted on the management of the state budget. Managing the budget requires a comprehensiveholistic viewpoint and settingspecific priorities, and private members’ bills with budgetary implications thus disrupt the previously agreed-upon national order of priorities. The increase in private legislation has strengthened the Arrangements Law as a means of neutralizing costly, populist private members’ bills.
Another key outcome of the stabilization plan was the weakening of the Histadrut, both as a trade union and as a commercial entity (through itsthe Hevrat HaOvdim). Until the 1980s, the Histadrut had been a powerful and significant economic player. It had cooperated and competed with the government on numerous issues that went far beyond its nominal role as a trade union. The collapse of the Hevrat HaOvdim—the result of business and financial failures during the hyperinflation crisis—weakened the Histadrut. This development coincided with, in addition to other political changes that occurred following the rise to power of the Likud, which eliminatedtook away some of the special privileges that the Histadrut had enjoyed under previous governments. Privatization, the effects of increasing globalization, the large-scale immigration from the former Soviet Union, the National Health Insurance Law of 1994 (which stopped the Histadrut from being funded through union dues and health insurance funds), together with the rise of Israel’s high-tech industry, all contributed to the decline in the Histadrut’s power and status. In additionFurther, the Histadrut was forced to privatize its commercial arm as a result of management failures. This was a large, swift, and significant privatization. Koor Industries, which the Histadrut had owned for decades, and which had been the largest industrial concern in Israel, was broken up into numerous different entities.
The Israeli economy was also affected by the technological revolution that began in the 1980s in the United States, which saw breakthroughs in computing and communications (the so-called “information society”), new materials, and molecular biology. This high-tech revolution created many valuable opportunities for Israel, which already had a highly-educated workforce. Israel made good use of these advantages, first by developing its defense industries, and later applying them in civilian technology industries. The changes that followed the economic stabilization plan—increased international openness, integration into globalization, pro-competitive reforms, and privatization—helped boost the growth of Israeli high- tech. Israel’s high-tech breakthrough was aided by government policies supporting research and development and innovative financing tools, the influx of highly educated immigrants from the Soviet Union, a migration from the defense industries to civilian industries, increased penetration of technologies from the military for civilian uses, and an increasing global demand for technology products. For many years, Israeli high-tech was based on hardware development, but the growth of the internet gave priority to software developments. This was a better expression of Israeli creativity and initiative, and, significantly, did not require large capital investment. The establishment of software development centers in Israel by international companies translated into exports and growth, and helped Israel gain its “startup nation” reputation. 	Comment by JJ: The development of Israel’s technology sector was boosted by a smart government policy of supporting research and development and creating innovative financing tools. Years later, Israel would become a center of attraction for international investors in high-tech and venture capital enterprises.	Comment by JJ: I deleted as it is basically repeated below and it breaks up the logical flow.	Comment by JJ: Is this what is meant by "a reduction in defense industries"? צמצומים בתעשיות הביטחון,	Comment by JJ: Deleted
the rise of the internet, 
As this is in the next sentence.
The strength of the Israeli economy was evident during the global financial crisis of 2008–-2009, and again during the coronavirus pandemic of 2020–-2021, when it was able to successfully navigate these complex and challenging periods. The growth of Israeli high-tech coupled with the country’s increasing openness to globalization helped it gain economic independence. Israel now has a surplus in its balance of payments, large foreign exchange balances, and has become a lender nation, with foreign entities owing it large debts. However, as in other countries, globalization tookhas taken a social toll in terms of increasing social and economicsocioeconomic inequalities that require changes to socioeconomic policy.
An economic paradigm shift
The hyperinflation crisis prompted a paradigm shift away from the ethos of the “mobilized society” and Zionist economy of Israel’s first years of statehood. During that period, Israeli society had identified withcentered itself on the heroic Zionist mythos, embodied by the ideal of the “new Jew,” a pioneer who realizes , physically and spiritually, the Zionist vision of “muscular Judaism.” both physically and spiritually.  Over time, Israeli society drifted away from this ethos, gradually adopting the ethos and values and gradually shifted to the atmosphere tthat characterized the West after the Cold War. Israel’s post-heroic social climate also reflected its complex security reality. In terms of its markets, Israel had shifted from a strong government involvement in the economy,largely state-run and state-directed economy with little reliance on market forces, to the rationalization of a market economy; from a directed economy with protectionist policies around its manufacturing industries, to a competitive economy with a strong private sector. The old system of protectionism for domestic manufacturing was axed, the financial, foreign exchange, and capital markets were liberalized, state companies were privatized, and concentrated sectors were encouraged to introduce and increase competition. in centralized industries was encouraged to increase. 	Comment by JJ: https://en.wikipedia.org/wiki/Muscular_Judaism

Consider adding a footnote explaining what this is: “A term coined by the Zionist leader Max Nordau in 1898 to describe the new Jew Zionism hoped to create, with the mental and physical strength to build a Jewish state.”	Comment by Susan: A few words might be needed to describe what the atmosphere characterizing the West was	Comment by JJ: It’s not clear what rationalization means here – consider deleting as it raises a lot of questions on its own about the nature of government decisions.
Israel’s long journey toward a modern, open economy was not without obstacles and roadblocks. However, Israel’s leaders showed determination throughout the market reform process, which ultimately helped make the reforms a success. Israel is still on that journey. Its small economy is affected, to a considerable extent, by external factors over which economic policy has no control—the security situation, global business cycles, and waves of immigration. Israel’s security situation affectsimpacts on consumption and investments, discourages foreign investors, and raises the “risk premium” of the economy, while immigration accelerates development and growth. The wave of immigration from the former Soviet Union in the 1990s, in particular, enriched Israel by injecting a large population of highly educated workers who needed no investment from the state for training.m the state did not need to invest money to train Even so,, although it took nearlyaround  a decade for these new immigrants to adapt to their new employment conditions, which had an impact onimpacted on productivity and output. The economy’s sensitivity to external factors has required the government to make the most of controllable economic and social factors through long-term economic policy.
Israel’s extensive market reforms strengthened the market economy by boosting competition, encouraging privatization, and integrating the country into processes of globalization. The shift to a market economy glorified individualism and heralded the decline of Israel’s old collective and public ethos. These processes dampened the elements of the old “mobilized” economy and society that had characterized the pre-state Zionist movement and the nascent State of Israel. However, this does not mean that Israelis’ willingness and ability to meet Zionist challenges decreased. The largescale waves of immigration of Jews from the former Soviet Union and from Ethiopia in the 1990s were met by an Israeli economy and society that had a successful absorption policy alongside a willingness to integrate these new immigrants, albeit within the constraints of the time.	Comment by JJ: Maybe add a footnote to say how many came from each region? To give readers an idea of the scale of these immigrations. These are very familiar phenomena to Israelis but people from outside Israel will have no idea of them, even Jewish people 
	Comment by Susan: Consider whether this entire paragraph can be deleted – while it sums up what has been said, it may be repetitive and the text may flow better without it.
Since the 1990s, Israel has adopted more and more neoliberal policies as neoliberal ideals infiltrated Israel, especially via Binyamin Netanyahu in his positions as Minister of Finance and Prime Minister. The main elements of this ideology, spearheaded by former U.S. President Ronald Reagan, include smaller government, labor cost flexibility, reduced “red tape,” a reduced social security net, lower taxes, and privatization. However, the neoliberal concept of “trickle-down wealth,” for example, which holds that the accumulation of wealth by the few will seep down to the rest of society failed to materialize. In the United States, this ideology has resulted in widening socioeconomic disparities and increased budget deficits. In Israel, privatization intensified, public services reduced, taxes fell, welfare payments dropped—and socioeconomic inequalities widened. Public perceptions that the free market is superior to a state-controlled, public economy have also grown. However, these ideals have sometimes turned out to be wrong. The neoliberal concept of “trickle-down wealth,” for example, which states that the accumulation of wealth by the few will seep down to the rest of society, has failed to materialize in Israel or elsewhereIn the United States, this ideology has resulted in widening socioeconomic disparities and increased budget deficits.	Comment by JJ: Moved from below 
The social justice protests that swept Israel in the summer of 2011 were a public expression of frustrations with the hardships that Israeli society continued to facehad undergone, and were still undergoing, i in the name of forging a new, modern sense of “Israeliness.” centered on free market principles. With the economy and society changing, iAs a result, individualism and consumerism were on the rise. Shopping malls had sprung up all over Israel, different areas of business had sprung up and developed, and personal services had also grown, in particular with the spread of the internet and social networking. Israel’s “lost decade,” especially the first half of the 1980s, had changed the momentum of development and growth. But in spite of the success of the economic stabilization plan, the influx of a million, mostly highly-educated, immigrants from the former Soviet Union, the high-tech revolution, and macroeconomic achievements, Israel has not advanced in the world rankings. The common index of per capita GDP indicates that, with respect to the rest of the world, over the past four decades Israel has not improved its relative position vis-à-vis to other developed countries over the past four decades. As a small economy, Israel could have grown faster. Other small nations that previously had a lower per capita GDP than Israel, such as South Korea, Ireland, and the Czech Republic, have overtaken it. 	Comment by Susan: Perhaps add a sentence here, while Israelis per capita income had risen, many still found it difficult to afford the expense of basic goods and services (e.g., housing).	Comment by Susan: Here, consider adding world rankings of what – economics, education, etc. Otherwise it is hard to understand why an objectively better-off population was frustrated.	Comment by Susan: Please add the time period for context
In a number of areas, Israel shows suboptimal performance. It suffers from high levels of inequality, mediocre labor productivity, insufficient infrastructure, substandard civic public services, and relatively low internet connection speeds. Israel’s achievements in education (as measured by the OECD’s PISA tests) are low, mainly because of poor performances in the ultra-Oorthodox and Arab populations, whose weight in the population are increasing. The reductiondecrease in civilian public spending without interest, to about 32 percent of GDP, is a positive achievement in terms of reducing the government budget deficit, but it also reflects a low level of spending on social services and infrastructure. Israel has also cut spending on employment training and retraining, which are prerequisites for increasing productivity, especially for unskilled workers. These weaknesses have prevented Israel from reaching the top of the league of developed economies. Economic growth is not only the result of pure economic processes, but is also influenced by a country’s geopolitical environment, its internal political procedures, and social and demographic processes. Israel, in the 2020s, is in the throes of a profound demographic, economic, and social transition in an attempt to create a new ethos of a developed economy, social responsibility, and national struggle. The sense of tribalism that replaced the melting pot, alongside the Israeli-Palestinian conflict, deficiencies in political functioning, and increasing polarization in beliefs and values, are obstacles that  hinder the development of the Israeli economy. However, we can draw a great deal of optimism from the fact that Israel successfully survived three global economic crises—the dot-com crisis of 2002, the global financial crisis of 2008, and the coronavirus pandemic of 2020–-2021.	Comment by JJ: Consider adding a footnotee with this
https://www.oecd.org/pisa/	Comment by Susan: Consider adding a few words about why these populations have poor performances – even “who participate less in the labor market.”
	Comment by JJ: Added by me to balance the sentence
An upheaval revolution in the kibbutz movement
The kibbutzim are a litmus test for monitoring changes in Israel’s society and economy. In Israel’s first years of statehood, the kibbutzim symbolized and epitomized the “mobilized” Zionist economy. Emerging in a pioneering period, the kibbutzim sought to realize the Zionist dream, and address the problem of the individual’s role in the community. KibbutzimThey were built on permanent, institutionalized frameworks, and the cooperative values they sought to implement were intended to meet the needs of a small, single-generational, under-resourced society. They were far less suited to large, established, multigenerational settlements. With the birth of the State, most of the localized goals they were designed to achieve gradually disappeared, and the conservative, mostly European (Ashkenazi)  kibbutz leadership had difficulty in dealing with the new national goals that had emerged, such as absorbing the mass waves of immigrants., many of whom were from Mizrahi (Middle Eastern and African) backgrounds. The kibbutzim’s legitimacy and centrality as a “serving eliteservant leader” was gradually eroded. This loss of legitimacy intensified with Israel’s shift to a market economy, which saw the strengthening of individualism and the adoption of non-cooperative modelsconcepts, and further reduced support for the kibbutzim’s original ideals of sharing and equality.	Comment by Susan: Consider simply deleting localized – it may confuse the reader and is not needed	Comment by JJ: Maybe "antisocialist"?
In the 1960s, the kibbutzim underwent a process of industrialization, largely as a result of the decrease in agriculture’ reduced profitability of agriculture. Water and land limitations, as well as increased mechanization, meant that agriculture could no longer provide sufficient employment for all the members of the kibbutzim. In the 1980s, the kibbutzim were in financial crisis. The economic stabilization plan exposed the magnitude of this crisis, not least the soaring debts that the kibbutzim owed to the banks. Despite the hostility of the government toward the kibbutzim and the rampant inflation, the crisis was largely the result of economically irresponsible conduct on behalf of the kibbutz leadership. Most of the kibbutzim were able to emerge from the crisis thanks to a government recovery program that provided bailouts of billions of shekels, but which cost the kibbutzim their principles.	Comment by JJ: Deleted
The rampant inflation of the 1980s, coupled with poor financial management on behalf of the kibbutz leaders, resulted in a 
As it is stated below	Comment by JJ: This needs some clarification – hostility to the kibbutzim in general or to bailing them out?	Comment by Susan: Was it just hostility of the government, or also of parts of the public that resented special treatment for the kibbutzim?
In the 1990s, the kibbutzim underwent significant changes. Rising living standards in Israel exposed the collective society of the kibbutz to a different sort of consumerist culture. A large number of kibbutzim privatized various services, such as education and health. However, the real change was the shift away from the old concept of “from each according to his ability, to each according to his needs, according to the ability of the kibbutz,” wherebyaccording to which kibbutz members had received an equal budget based on their needs, regardless of their position. This was replaced by a new model,, to a situation  in whichwhere each member received a differential salary depending on their position. This came as in addition to the transfer of certain kibbutz assets to the private ownership of kibbutz members. Essentially, the kibbutzim, or certain aspects of them, underwent privatization. Many claim that these changes marked the end of the kibbutz ideal, the “shattering of the dream.”	Comment by JJ: Added by me for clarity	Comment by JJ: I deleted
According to their needs
As we said this in the same sentence, we don’t need to say it again	Comment by JJ: Deleted
“association of assets,” 
No one will know what this means and it is explained to avoid burdening the reader with excess words	Comment by JJ: It would be nice to have a fn here with maybe a link to something where people were talking about this in public discourse, readers might be interested in it. It's good to have ways that readers can follow up on areas they might want to know more about 
At the start of the 2020s, each kibbutz had a different model, with different variations and degrees of privatization and personal compensation for members. Only about 20 percent remained as traditional cooperative kibbutzim (most of these were the economically strongest kibbutzim). The concept of the “revitalized kibbutz” was created, a collective settlement pattern that was nevertheless not fully based on the founding values of the original kibbutz movement. Some see as positive the ability of the kibbutzim to be flexible and adapt to a changing world, to find the right balance and maintain their old principles of equality and mutual aid, while responding to economic incentives. In the 2000s, the kibbutzim comprised some two percent of Israel’s population. Despite the many changes they have undergone, Israel’s kibbutzim remain an interesting Israeli experiment a century after they first emerged.	Comment by JJ: Is this addition of economically correct?	Comment by Susan: Have even these changed the original model in some ways (housing, meals, private cars, etc.? If so, perhaps add a few words.
