Chapter 21: Market Regulation	Comment by JJ: This chapter is in a very different format and has a different approach to the rest of the book.

The rest of the book is structured around a chronological history of Israel's economy broken down into various aspects per chapter.

This chapter is far shorter, and most of it is a discussion of what regulation is 

	Comment by Susan: This chapter, as Joanna has noted, has a very different character than the  preceding ones. It seems to be your reflection – an important one - on  a subject that is very important for Israel moving forward perhaps you can open with something to that effect.
Throughout the world, market regulation involves the control and oversight of certain market activities by government bodies. It includes both legislative activity (undertaken by the legislative authority) and executive activity (undertaken by the administrative authorities), which, together, regulate and supervise specific activities by means of intervention and sanctions. Regulations and laws are essential to the operation of free markets, since without them, free markets cannot really operate effectively.	Comment by Susan: This seems like a very broad statement that perhaps needs some clarification.
Governments are responsible for regulating and supervising citizens across almost all areas of activity. Market regulation involves limiting the freedoms of individuals and organizations. It both serves and is evaluated in accordance with the goals it seeks to achieve through defined processes. Therefore, regulation should constantly be evaluated to ascertain whether it is beneficial and efficient, and whether the regulator is aware of the costs imposed on the regulated. For example, by setting standards that products must meet, the Standards Institution of Israel initially served as a barrier to imports in the name of protecting Israel’s domestic manufacturing industry, and it took many years to change this pattern of behavior.
The main obstacles facing market regulation in every country where it is introduced are powerful special interest groups in the private and public sectors. Since market regulation is intended to serve the public interest, it needs to be transparent, high-quality, and fair. The aim of good regulation is to protect consumers, workers, and taxpayers by preventing abuses of economic power by the commercial sector and harm to free competition. Pro-market regulation ensures fair competition, as well as public health, safety, welfare, and wellbeing. Nonetheless, in democracies, economic policy and regulation face pressure from powerful groups. Regulating the market is an ongoing struggle that necessitates the appointment of qualified people and regular monitoring of the regulators’ work.	Comment by Susan: Two sentences moved for flow
In 2022, Israel had 209 regulators working across a wide variety of different areas. These included the Israel Competition Authority (Antitrust), the Banking Supervision Department, the Electricity Authority, the Israel Securities Authority, the Second Authority for Television and Radio, and the Cable and Satellite Broadcasting Council. These regulators operate in different ways, including through concessions, production quotas, and price controls. 	Comment by Susan: This paragraph about Israel’s local regulatory bodies breaks up your more general discussion of regulation – consider joining it with the material about the various authorities on p. 3 (which could be part of a separate section about Israel in particular).

Consider pulling out everything that is highlighted in yellow, which all break up more general discussions about regulation, which are important, and put them in a separate subsection.
In general, there are several situations in which government intervention in the market is justified:
1. Market failure. While the aspiration is that free markets are self-regulating and will result in optimal output (the so-called “invisible hand” of the market), there are situations in which this is not the case. Even free market loyalists, who advocate minimal or zero state intervention in the market, recognize the need to regulate economic activity in situations where there is no free competition—i.e., market failure. In such cases, regulation is designed to prevent the formation of monopolies, where a single company controls a such a large market share that it harms fair competition and causes lower output than a competitive market situation. Similarly, regulation is intended to prevent cartels, where a group of companies coordinate prices or tactics among themselves such as to discriminate against other companies or consumers. Regulation does not always result in the dismantling of unnatural monopolies, but is sometimes content with merely supervising them. 
2. Asymmetric information. Free markets are based on freely available information. Asymmetric information occurs when one party to a transaction has greater material knowledge than another. In certain cases, this can be harmful, such as if manufacturers conceal information about their products, consumers have no fair way to compare prices and ensure free competition. The capital market is very sensitive to asymmetric information. In healthcare, for example, asymmetry stems from disparities in medical knowledge between service providers (doctors) and clients (patients). For this reason, regulation is required in professions where the seller has far greater expertise than the buyer to ensure that consumers can trust their providers. Therefore, there is licensing in professions such as medicine, law, accounting, and engineering.
3. Externalities. Externalities arise in situations where it is difficult to attribute the outcome to those who are performing the activity and to measure their part in it. For example, if car drivers had to pay for the air pollution their cars created, car usage might change, or car manufacturers might change how cars are built. In the case of a factory that releases waste and pollutes water, soil or air, causing an indirect cost to the environment and communities, government regulations are needed to prevent the factory owner from polluting and force the owner to dispose of the waste safely.	Comment by JJ: Added by me for clarification
Externalities can be positive. Research and development indirectly boost the whole economy, and therefore direct budgetary support for R & D is beneficial. The government intervenes because it views this as “distributive justice”—transferring money from one set of citizens to another for social reasons.
4. Labor market intervention. In Israel, the Minimum Wage Law guarantees a minimum income for employees. The Working Hours Law is designed to protect employees’ well-being. Restrictions on the employment of foreign workers are intended to protect the interests of local workers.
5. Paternalistic regulation, for example, can be found when the state stipulates that motorcycle riders must wear a helmet because it believes that citizens do not assess risk properly.
6. Public good. This involves ensuring the provision of public services that are used by an entire society, such as security and the establishment and operation of public parks, roads, and more. Regulation of cellular telephony is intended to ensure cooperation between competing companies, to create uniform rates for dialing between cellular networks at connectivity rates (transferring the service provider between the cellular companies).	Comment by Susan: Is service provider correct here?
7. Price controls. These are a means of controlling monopolies, based on the idea of fair profit at a price that allows the monopoly to profit but not to exploit its power and charge exorbitant prices to make excessive gains.
Regulatory dilemmas
In modern states, it is not possible to lead a normal life without regulations to resolve competing interests, such as protecting public health and the environment. A regulation is positive only if its costs are less than the those of its implementation; similarly, a regulation is negative when the regulator serves a certain political interest or target audience (such as protecting farmers or industrialists). Sometimes the intention of a regulation is good, but the bureaucracy involved causes damage. For example, Israel has trade agreements with many countries, and uses a tariff policy as a means of protecting Israeli producers with a non-tariff barrier requirement (NTB), which is against the public interest of free trade. 	Comment by JJ: This fact is relevant to the chapter, but it feels like it is just floating here without being connected to the ideas that precede and come after it.
In Israel, every government ministry deals with regulation. The Ministry of Defense regulates defense exports. The Ministry of Communications is almost exclusively engaged with regulation. The Ministry of Transport supervises ports and trains and public transport (from the allocation of public transport lines to the setting of prices). The Civil Aviation Authority of Israel regulates aviation. The Ministry of Health supervises drug licensing, professional licensing, hospitals, and nursing institutions. The Ministry of Labor enforces work and rest hours and the minimum wage. The Council for Higher Education supervises and sets academic requirements. The Ministry of Economy and Industry is in charge of the Antitrust Commissioner, the Consumer Protection and Fair Trade Authority, the Price Supervisor, the Anti-Dumping Commissioner (preventing foreign companies from “dumping” i.e., importing and selling its goods in the Israeli market at prices below what it normally charges at home), and measurements and weights. The Supervisor of Banks regulates the stability of the banks and inter-bank competition. 	Comment by Susan: Consider adding the highlighted paragraph from the bottom of p. 1 with this – perhaps have a separate subsection about Israel in particular. – Perhaps open the following section on Israel from the 1990s with it.
Regulation raises concerns about the relationship between the regulator and the regulated. Experience in Israel and elsewhere indicates that regulatory bodies develop close relationships with the industries or interests they supervise to the point of harming the purpose of the regulatory activity. Regulators are government officials and human beings, and their ability, knowledge, and understanding are necessarily limited. Sometimes regulators lack knowledge of, and familiarity with, a particular market. Strict regulation of a particular market or industry does not necessarily result in an efficient outcome, or an outcome that is in the best interests of the consumer. There are cases where partial competition in a market is preferable to arbitrary regulatory rulings. Regulatory capture—the tendency of regulatory agencies to come to be dominated by the special interests they regulate, rather than public interest—reduces the effectiveness of the regulatory activity. Regulators are not necessarily aware that they are biased in favor of the industry or interests they are charged with regulating, and believe that they are serving the public good. For such reasons, in 2021, Israel decided to appoint a “super regulator” to oversee the regulators, prevent regulatory capture, and assess the impact of regulation.	Comment by JJ: Is this what was meant
The commercial world claims that regulation is harassment, and that it causes harm. Businesses do not like regulation that prevents them from maximizing their profits. It is sometimes necessary to examine whether a regulation established in the past is still relevant today, or whether it will remain relevant in the future. In addition, it is important to appoint professional and efficient regulators, who can assure the regulations they impose and supervise produce maximum output necessary for the efficient functioning of the economy. A distinction must be made between regulation and bureaucracy. Because regulation is essential it must not be carried out negligently, which would lead to the dangerous conclusion that regulations are ineffective and that the market would be better off without them. 
Regulation supervises the rules of the market out of concern for public wellbeing and safety. However, regulation is steeped in countless laws, procedures, and notices, some of which are difficult to understand. This bureaucracy must be reduced if we are to ensure that the benefits of regulation outweigh the costs. Regulation should be well-defined, and any bureaucracy around it should be examined to avoid creating unnecessary burdens.
Regulation since the 1990s
Regulation in Israel developed alongside privatization, as the country transitioned from a centralized, public economy to a competitive free market that operated both locally and globally. Regulation was designed to address three issues—to impose price controls in areas where competition was not possible (natural monopolies or complex industry structure), to maintain the stability of industry, and protect the consumer in terms of safety, public health, and the environment. 
When establishing regulation, there is a built-in tension inherent between lowering prices for the public and maintaining the stability of a company or industry. In finance—banking, insurance, and pensions—regulation limits “wild” competition that would harm stability. The wave of market reforms and privatizations that began in Israel during the 1990s saw an increase in regulation. New governmental authorities were established to regulate market sectors and existing bodies were strengthened and the laws under which they operated were updated.
In 2022, Israel had 209 regulatory bodies spread over many areas and employing a large number of staff in government authorities and supervised entities. A large industry has developed around regulation. The competitive and regulatory reforms that were introduced following the 1985 Economic Stabilization Plan improved how the markets operated, and reduced the areas of the market that were governed by monopolies. Regulation has become professional and meticulous. The government has adhered to its policy of “regulating industry before privatizing.” 
Regulation is an aid to competition and must be high-quality, proportionate, effective, and transparent, while exercising sufficient enforcement to be a deterrent. As regulatory activity increased, opposition to it also grew. Opponents of regulation have argued that it is not a cure-all for commercial and economic failure, but that it is actually the disease. According to them, markets have a natural equilibrium, and the market forces that dictate the everyday decisions of billions of consumers worldwide are governed by natural economic laws. Entrepreneurs and businesses look for ways to meet consumer demand and make a profit. The market is “cruel” like nature, and any business that fails to meet consumer demand will be devoured by a successful competitor that offers a better and cheaper product. In their view, this is the reason for the increase in the standard of living, quality of life, and life expectancy over the past 200 years. According to this worldview, artificially intervening in the market therefore has consequences, the price of which is sometimes hidden or unpredictable, and “payment” is sometimes delayed. Regulation can sometimes lead to over-zealous and excessively rigorous supervision, arising from a lack of faith in market forces and the desire to protect consumers or investors. However, this can undermine the normal functioning of the market and competition. Indeed, excessive government action can often prove to be a prescription for failure. There are also cases where politicians use regulation to show the public that they are “doing something.” All this harms the smooth operation of the market and competition. The opponents of regulation also argue that the role of the state is to remove barriers and ensure competition in the commercial sector, and that governments should focus on providing high-quality, low-cost public services—education, security, welfare, health, energy, water, and communications.	Comment by Susan: The preceding paragraph belongs above, in your more general discussion of regulation
In Israel, the debate over regulation is complex and has raged over the last few decades, in the wake of the introduction of new legislation in the 1990s. Those who support reducing regulation in Israel have argued that, due to the size of the Israeli economy, it is not possible to create competition or multiple players in every industry, and it is better to allow competition between just a handful of companies, even if the scale of this competition is very small compared to other countries.
In 2016, an OECD report found that Israel has an excess of regulation that hampers growth, and that the lack of coordination between regulators burdens businesses. At the same time, the government violates the basic principles of proper regulation, namely clarity, simplicity, and stability over time. Proper regulation must balance the interests of the consumer with those of the industry or market being regulated, by striking a balance between the consumer, who wants to pay as little as possible, and businesses, that want to make as much profit as possible. Regulation that neutralizes incentives for private investment is ineffective and harmful, in the same way that state intervention that protects failed businesses and saves their owners from bankruptcy is harmful. Risk and chance are the lifeblood of a market economy. Regulation cannot replace them, but rather correct the market when they fail. Therefore, in many cases, it is possible and preferable to reduce the amount of supervision and control.	Comment by Susan: This should be moved above into the general discussion of regulation
Following the 2016 OECD report, Israel established a five-year plan tasking government ministries with reducing the burden of bureaucracy by 25 percent. The government pledged to streamline regulation improve regulation by using the OECD’s Regulatory Impact Assessment (RIA), which uses a systemic approach to critically asses the positive and negative effects of proposed and existing regulations. Under this evidence-based approach, the government must examine the need for intervention, evaluate non-regulatory alternatives, and estimate costs. The financial regulators were excluded from this process.
In 2018, a regulatory branch was established in which government ministries committed to assessing the impact of regulation using the RIA approach for each new regulation. There has been slow progress in assimilating the RIA culture. 
In 2021, strengthened by RIA, the government advanced a regulation law, stating that the goal of regulation is to promote the overall national interest, and not just the narrow interest with which a specific regulator is entrusted. It was in this legislation that the government decided to establish a “super regulator.” The regulations law provoked opposition on the grounds that the new body would concentrate unprecedented power, and that those with strong interests would take advantage of it to abolish regulation. In 2022, the “super regulator” unit was established, with which government ministries are expected to consult regarding regulation, and which will check that business needs are set according to consumer need and regulatory transparency, and that bureaucratic costs will be based on the standards of other OECD countries.	Comment by JJ: I can't find a specific law but there was this passed in 2021

establishment of the Regulatory Authority is being advanced today as part of the Arrangements Law for the 2021–2022 State Budget. 

https://en.idi.org.il/articles/36539

We need to be specific about it	Comment by JJ: Is this a reference to the Regulatory Authority? The article in the link in the above comment says it was not a super regulator per se	Comment by JJ: Is this the Regulatory Authority discussed in the above comment
Israel, which has made a shaky transition from intense government intervention to a free market, remains embroiled in a political and ideological debate between the proponents of government regulation, and neoliberal currents that oppose it. Those supporting regulation believe that it is required to ensure the functioning of the market, since market failures necessitate regulation in order to benefit the consumer. Adherents of a free market, especially neoliberals, decry intervention as being harmful to the market, arguing that market regulation harms consumers. They reject regulation just as they oppose the welfare state, and are in favor of widespread privatization.
According to their “revealed preference,” the majority of the Israeli public wants to live in a country with a (controlled) government system and a welfare state. During the coronavirus pandemic, the public called for government intervention, some of which remained in place even after the crisis. The debate is not over.
