During the worldwide crisis of the Coronavirus pandemic, Israel encountered an unexpected problem: the average wage in Israel had become too high. The first lockdown in April, 2020 brought the average wage that month to a dramatic peak of NIS 12,590 per month per employed job position, compared to NIS 10,319 in January 2020. Israel ended 2020 with an average wage of NIS 12,382 per month. This apparently considerable achievement, naturally, did not represent the reality in Israel, which included tens of thousands of closed businesses, entire industries that were shut down for many months, self-employed people on the verge of bankruptcy, and over a million unemployed at the height of the crisis. Additionally: it created bureaucratic problems.	Comment by ALE Editor: Or Covid-19?	Comment by ALE Editor: I added this for clarity.	Comment by ALE Editor: It is not necessary to say both “average” and “about”	Comment by ALE Editor: Perhaps give an equivalent in US $ or euros, if this is for an international audience?
The average wage in the State of Israel, as assessed by the Central Bureau of Statistics, has administrative implications. Once a year, the State of Israel updates various tariffs that are linked to the average wage in the economy, such as Social Security benefits, the minimum wage, property tax rates (municipal taxes), the electricity tariff, etc. But contrary to expectations, precisely in the face of a huge economic crisis, the average wage in Israel actually rose, and special provisions were needed to keep all these prices at their previous level. The increase in the average wage did not reflect an overall economic improvement or increase in the standard of living for all Israelis. On the contrary, this dramatic change was due to the fact that large numbers of employees in the economy went on unpaid leave or lost their jobs. Unfortunately, these were primarily employees whose salaries or hourly wages are already at the bottom of the income scale. The employees with relatively higher salaries were much less affected by the crisis. Therefore, the average wage increased.	Comment by ALE Editor: The word used above is tariffs. Should it be the same here? Is there a better word than prices?	Comment by ALE Editor: Interesting! I never thought about this aspect of it.
*
This anecdote illustrates a deeper problem of the Israeli economy, which is impossible to discern from a bird’s eye view and via dry data. On the one hand, Israel is considered a remarkable economic success, which progressed from being a developing Third World country to being a technological powerhouse that the whole world seeks to partner with and share in its achievements. Nicknamed the “start-up nation”, Israel indeed holds first place in the world in the number of start-ups per capita, and is a leader in global innovation indices. But these truly impressive achievements of the Israeli economy obscure the fact that in Israel there is not one economy, but two: the start-up nation, and everything else.	Comment by ALE Editor: Maybe something more specific than “the whole world” – businesses around the world? Or is that too specific?
The former is a high-tech economy, based on a high level of knowledge and technology, a world leader in innovation, English-literate, and fully integrated into the global economy. Since it operates in markets beyond Israel, its competitors are abroad as are most of its sources of funding and reference points. Employees in this market receive quite high salaries because they generate a great deal of value for the companies they work for, and exhibit high labor productivity. This is a successful and rich economy, with rapid growth and expanding exports, which has been leading Israel forward for over two decades.	Comment by ALE Editor: I changed English-speaking to English-literate, which is think is more accurate, both because Hebrew is also used and because much of the communication is written not spoken.	Comment by ALE Editor: I took out some of the “very”s because I think that is a filler word that generally weakens the sentence, but they can be put back in 
The latter, in contrast, is outdated and struggling to catch up with the fast pace of the high-tech economy. It includes the traditional industries, such as the manufacturing and service industries. This economy is characterized by a low level of productivity - about 50 percent less than that of Israel’s innovative high-tech economy, as well as low by international standards. This is primarily a local economy, targeting the Israeli market, with minor exports. It has difficulties facing international competition from places with cheap labor. This economy is subject to onerous regulation and heavy taxation. The average wage in this economy is much lower than its counterpart in the technological economy, except for sectors with strong workers’ organizations or government monopolies.	Comment by ALE Editor: Is it accurate to say that tourism and hospitality is outdated? As described below, they were hit in starkly different ways by the pandemic.	Comment by ALE Editor: Is this also true for tourism when it’s in full swing?
Maybe sources for these statements should be given. 	Comment by ALE Editor: Also not true for tourism, except during Corona. Maybe these statements can be rephrased to be more specifically about the impact of Corona?	Comment by ALE Editor: This is interesting.
There is virtually no connection between these two economies. This is true not only at the level of their outputs, which are starkly different, but also at the level of the skills required of their employees, their means of financing, geographical distribution, problems, and challenges. These two economies have been moving away from each other for decades. The high-tech industry is charging ahead, while the rest of the economy is lagging behind. As the world becomes more technologically-oriented, people with technological literacy, who can adapt to changes and lead innovations, are in high demand. The high-tech economy is coping well with globalization because it is inherently international in nature. The traditional economy, however, has difficulty coping with the frequent changes, and the relative advantages and different risks between countries.
The gap between these economies has always been large, but it was camouflaged by the positive data from the economy as a whole, all of which is being driven by the engine of the high-tech economy. Thus, the State of Israel ended 2020 with better economic data than many countries in the developed world - largely thanks to the high-tech industry. The Gross Domestic Product (GDP) in Israel had shrunk by 2.4 percent, compared with an average decrease of 5.5 percent in developed countries. According to the Bank of Israel, Israel is among a group of four high-tech powers, in which the weight of high-tech goods is particularly high in the economy. The damage to these countries’ economies as a result of the Coronavirus crisis was considerably less than in other countries.
However, the pandemic lifted the curtain, revealing the widening of an already large gap between the two economies. The Israeli high-tech industry, which has always been days and oceans away from its main customers and investors, has extensive experience in working remotely, collaborating with large companies overseas, and with raising capital through digital means. The full transition to remote work came to relatively easily to workers in this economy. Large segments of this workforce immediately moved to online work, and many intend to leave this option open to their employees.
While Israel ended 2020, like the rest of the world, in recession, economic contraction, unemployment, and deficit – the high-tech economy had grown. The overall annual growth rate for the high-tech industry was about 5.8 percent in 2020, higher than the average growth in the previous decade. The programming industry, the largest part of the high-tech sector, grew at a particularly high rate of 8.6 percent. Fundraising also soared in 2020, and reached a volume of approximately ten billion dollars, an increase of about 27 percent from 2019. Despite the Coronavirus pandemic, the number of people employed in the Israeli high-tech economy increased to about 334,000 on average, an increase of 0.6 percent from 2019. Many services in the high-tech industry prospered in the wake of travel restrictions and social distancing guidelines. Demand for technological applications for video calling, interactive distance learning, video games, live streaming, and online shopping, banking, and food delivery skyrocketed at an unprecedented rate. The transition to remote working and learning increased the demand for computers and technology services such as cloud storage, cybersecurity, information systems maintenance, data science, and more.	Comment by ALE Editor: Computer programming? Or is it broader than that?
In contrast, the rest of the economy suffered from huge losses and many businesses will not be able to survive the crisis. The newly unemployed are people who entered the labor market most recently, especially under-educated or under-skilled workers, young workers, those from vulnerable populations - people who are unable to integrate into the high-tech industry. They have been unemployed for many months now, and the recovering economy has not yet succeeded in returning them to the labor market. As the high-tech industries flourished, they brought a lot of money to the entire economy - increasing the demand for many other services and businesses, such as the tourism and hospitality industry. However, much of this activity was stopped by government order, for reasons of public health, it turned out that the innovative economy was able to adapt and even flourish - but the old economy was collapsing.	Comment by ALE Editor: This still seems to ignore tourism. I know many people in Tzfat who have businesses that depend on tourism. They aren’t “unable to integrate”, less educated or less skilled. They built careers on the assumption that tourists would always come to Israel, and then suddenly none could.	Comment by ALE Editor: Yes, this is what I was raising above. I think the implication that everyone in the service industry is being left behind because they are outdated and unskilled should be reconsidered.
*
One of the main explanations for the success of the high-tech economy - and for the trampling of the rest of the Israeli economy - is precisely what does not exist in high-tech: regulation. While businesses such as factories, restaurants, or electricians in Israel encounter an endless tangle of bureaucracy, the high-tech industry has very light regulations, and is even exempt from some. Any entrepreneur with an idea and a laptop can start working from the basement of his parents’ house and launch a company that is eventually worth billions. On the other hand, anyone wishing to set up a falafel stand in the city center will have to obtain certificates in triplicate from ten public bodies, each with its own requirements.	Comment by ALE Editor: Of shekels? Dollars? Leave it obscure?	Comment by ALE Editor: This is an interesting point.
The sectors of the Israeli economy that are not part of the global high-tech world are hampered by restrictive regulations that do not encourage growth or entrepreneurship. For example, consider the restaurant industry, which was hit hard throughout the Coronavirus pandemic over the past year. Regulations for food services in Israel are neither clear nor consistent. An exceedingly large number of regulatory entities, regulations, and laws set numerous restrictions that often contradict each other, and can be changed after the fact. It is overly meticulous and micromanages restaurants down to the smallest details such as the height of the ceiling in the kitchen (2.75 meters), storage of refrigerated food (separate refrigerators for prepared food and raw materials), and trash cans in the restaurant bathrooms (trash bins must be placed in women’s bathrooms but are forbidden in the men’s bathrooms).	Comment by ALE Editor: Why? 
The current crisis reinforces the need for broad reforms easing regulation of businesses, since the many businesses that were required to close their doors during the pandemic will have to be rebuilt. The state has an interest, now more than ever, in ensuring that young entrepreneurs with good ideas - even ones not in the high-tech industries – will easily be able to move from the concept stage to the execution stage. However currently, the plethora of bureaucratic regulations imposed on people trying to establish businesses in Israel pose a real barrier against novice entrepreneurs. Some regulations are necessary and unavoidable, but all too often, they mainly exist due to bureaucratic convenience, not for a reason of principle.	Comment by ALE Editor: This is an interesting point, and seems to contradict the above implication that they are outdated and unable to integrate. 
This bureaucratic legacy has created a substandard business culture of relying on the benevolence of the government, and turning to it in any trouble. If the government commits to conducting a significant portion of its activities with a given business, and reaps significant benefits from its profits, the government may assume that this partnership should be a two-way relationship, and begins to make its own demands. In the more traditional parts of the Israeli economy, there is an underlying assumption that the government should bail businesses out and rescue them if something goes wrong. This is also a result of the heritage of Israeli socialist programs that placed people all over the country and then built cities and factories for them. When a factory in the geographic/social periphery of Israel fails because it is unprofitable and unable to cope with competition from imports, as happens every few years, there are widespread calls to “save the factory” through subsidies or blocking competition. In the high-tech economy, global competition is not only self-evident, but also seen as desirable: the domestic market is too small, and the profit potential comes with the risk of failure. The main concern is not about maintaining the status quo, but promoting relative advantages.	Comment by ALE Editor: And of trying to avoid regulations, no?
A business that always seeks state assistance in the face of difficulty and loss will not succeed in the long run. Independence, self-reliance, initiative, resourcefulness and dealing with obstacles are the cornerstones of a successful business. However, even the most determined and ambitious entrepreneurs will not persevere long-term if irrational obstacles are piled up in their path, precisely by the government that is supposed to support them. In the long run, the benefits of easing regulations can be enormous: the OECD estimates that if Israel reduces its regulatory burden to the average of developed countries, it could increase its GDP by 3.75 percent within five years and 5.75 percent in ten years. High-tech is already there; the rest of the economy needs to follow suit.
*
The pandemic could present an opportunity for change in these two economies, or the opposite could happen, and it could become the final fault line between them. The high-tech economy represents a particularly large share of the Israeli economy: an estimated 20 percent of the Israeli GDP. High-tech exports constitute almost half of all exports from Israel. Aside from being a source of Israeli national pride, the high-tech industry is a primary and significant asset of the Israeli economy. It is certainly the only sector of the economy in which Israel has a comparative advantage in a global comparative context. However, the physical ties of this economy to the State of Israel are tenuous at best. Its workforce, as mention, is highly mobile, and entire companies can relocate to Silicon Valley or San Francisco, for the price of a plane ticket and two weeks of quarantine (even that is no longer required in many places). Foreign companies and governments are willing to pay vast sums of money to attract successful companies, and skilled and talented employees. Israel is in constant danger of losing its main economic advantage.	Comment by ALE Editor: Is this kind of “brain drain” happening?
For now, Israel is still an excellent incubator for start-ups, and provides a beneficial environment for development. But it has faced a growing challenge in recent years: the workforce. If this challenge is not resolved soon, Israel may see its locally-based high-tech industry fly the coop and settle in another, more beneficial environment. Despite the increase in the number of talented and skilled workers for the high-tech professions, there is still a significant shortfall from the number of employees required for all the high-tech companies active in Israel. The number of graduates completing academic studies in professions related to the high-tech industry does not satisfy the great demand for qualified, skilled workers. Even over the past year, despite the high number of unemployed, the shortage of workers was still apparent, indicating a chronic shortage.	Comment by ALE Editor: It might be worth adding some subtitles
Regulatory burden
education
Etc.
The most significant challenge facing the high-tech sector also presents a great opportunity to the other, traditional economy, and they have a common factor: the Israeli education system. Unlike the high-tech sector, the achievements of the Israeli education system are far from being a source of national pride. It simply fails to produce enough graduates with the quality of education that enables them to integrate into the innovative economy. Here, too, dry data on the education system present a different picture from the actual situation. Israel has a relatively high percentage of students who earn a bachelor’s degree. In recent years, those completing matriculation and 12 years of schooling has also increased. These figures present an image of Israeli being a highly educated nation. But when we assess the skills of the graduates of the Israeli education system according to international tests of literacy skills such as PIAAC or PISA, we find that the Israeli education system lags far behind the developed world.	Comment by ALE Editor: Maybe put high school before BA? Seems more logical.
Whenever possible, parents opt to leave this system, and choose schools for their children among the paucity of existing alternatives. Their complaints about the education system have been recurringly documented in multiple surveys about satisfaction with the educational system. Moreover, the achievements of this system have deteriorated over the years. The PISA tests conducted by the OECD consistently show that the achievements of Israeli students are lower than the average of developed countries. Israel is ranked 42nd out of 79 participating countries in science, 37th in reading literacy and 41st in mathematics. The rate of excellence in Israel is smaller than the OECD average, while the rate of failure in Israel is significantly higher (22 percent compared to 13 percent in OECD countries). Israel also leads the developed world in the dubious achievement of having the largest gaps between the strongest students and the weakest students. 	Comment by ALE Editor: This comes in the middle of sentences about PISA. I suggest putting the statements about PISA together and put this statement about choosing alternatives afterwards.	Comment by ALE Editor: I used the word not symbol, as above; either is ok but it should be consistent 
The Israeli education system is not providing its students with the minimal tools necessary to cope with the new work world, including reading and writing skills and basic mathematical and technological literacy. These gaps persist into adulthood. Adult workers in Israel also exhibit low skills in international comparisons. This includes teachers in the public education system, who receive low grades in proficiency tests. This may help explain their students’ low grades. This failure of the Israeli education system creates problems for both economies. The education system does not produce enough talented graduates to satisfy the high-tech industry, which therefore cannot grow, flourish, and realize its full potential. At the same time, unskilled and low-skilled workers entering other sectors of the economy fail to be productive, and often become dependent on the state and its support, rather than contributing to its growth. 	Comment by ALE Editor: I said this same thing repeatedly while my daughter was doing her bagrut.	Comment by ALE Editor: Maybe here you could put, “Therefore, parents opt out…”
The gap between these two population groups has never been as great as it is now. Those in the upper decile of Israeli society, which receives a successful private education, can be integrated into the elite Israeli intelligence units and continue from there to the most successful high-tech companies. They do not need the Israeli public education system. Moreover, even in 2020 when educational institutions were closed, these students were able to learn and progress, while disadvantaged segments of Israeli society were left behind, once again. The education system failed to adapt to the new reality, teachers’ organizations sentenced it to continuous paralysis, and students were left with huge gaps in their knowledge.	Comment by ALE Editor: Or the parents’ opting out could be put here.	Comment by ALE Editor: In the IDF? This should be specified for an international audience.	Comment by ALE Editor: How so?
The populations who are not involved in the high-tech economy are also the ones most severely affected by the Coronavirus crisis, with high unemployment and low wages, and those with the lowest grades in school. The high-tech industry, despite its central place in the economy, actually involves a small part of the Israeli population. It has few employees from the geographic and social periphery, women, the ultra-Orthodox, or Arabs, and its workers are concentrated in the large urban centers in Israel. The great shortage of skilled and talented workers in the high-tech industry represents the future for the rest of the economy. If the State of Israel would only have the wisdom to develop a national education system worthy of the People of the Book, who throughout two thousand years of exile carried the banner of the importance of educating future generations. The commandment to “teach your children” is not only a religious, value and educational imperative - it is also a key to Israel’s economic success.	Comment by ALE Editor: Their children are those with the lowest grades?
