
   31Volume 7, No. 3
December 2004

Israel’s Defense Industry in the 21st Century:
Challenges and Opportunities

Sharon Sadeh*

The current financial troubles of
Israel Military Industries (IMI) and
the record arms sales to India turned
the spotlight once again on Israel’s
biggest industrial sector, the defense
industry. The past decade brought
many changes to the domestic defense
companies, including mergers and
sweeping adjustments to work and
management practices. Their im-
proved output and state-of-the-art
capabilities helped place Israel among
the top five arms exporters. The Israeli
government, preoccupied with other
burning issues, has displayed a
hands-off approach and steered away
from attempts to intervene in the di-
rection and structure of the industry,
which includes the three state-owned
companies of Israel Aircraft Industries
(IAI), IMI, and Rafael. A seemingly
benign posture, it fails to take note of
far-reaching changes in industrial
defense policies, both in Western Eu-
rope and the US. Furthermore, deep
cuts in the defense budget for 2005

suggest that the industries will have
to find alternative revenue streams, as
new orders from the Israel Defense
Forces (IDF) are likely to fall sharply
in coming years.

This essay charts how the Israeli
state-owned firms have managed in
the past to bounce back after painful
restructuring processes, but questions
their ability to retain a commanding
position in today’s highly competitive
export markets without clear govern-
mental guidance regarding their in-
tended structure and aims.

The Quest for Self-
Sufficiency in Arms
Production
The growth of the Israeli defense in-
dustry was a combination of policy
and circumstance. Acute threats by
Arab states led to the psychological
as well as material institutionalization
of the “centrality of security” concept,
an approach that was strengthened by
arms embargoes and broken agree-
ments among foreign suppliers.
Hence, Israel’s policymakers encour-
aged a rapid expansion of the state-
owned arms industries and their in-
volvement in production of state-of-
the-art weapon systems.

Over the years Israel realized that

financial and technological con-
straints made self-sufficiency in arms
supply impossible. This recognition
led to a dual-policy approach towards
defense procurement. While the gov-
ernment continued to pursue every
opportunity to buy weapons abroad,
it also invested heavily in establish-
ing a sophisticated defense industry.1

It was thought that the defense indus-
try would have the ability to tailor
weapons and develop new ones not
available elsewhere by creating ad-
vanced, defense-oriented research
and development facilities. Such an
industry would also be a source of
employment, urban development,
and export revenue.  Most important,
by reducing the risk of future arms
embargoes, Israel would be able to
maintain better diplomatic and politi-
cal latitude.2

Table 1 presents a select list of main
military technologies developed in
Israel. The criteria for developing and
manufacturing weapons locally were
driven by the following considera-
tions:3

B Political: the refusal of foreign
powers to sell critical weapon systems
(or the breach of contractual commit-
ments to supply battle systems).4

B Economic: the lower cost of
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domestic production compared to
imports, and the ability to prolong the
service life of combat systems through
upgrades.

B Military: the achievements of
Israeli developers that helped the IDF
acquire a decisive advantage on the
battlefield, for example, in electronic
warfare.

B Strategic: the production of
special weapon systems unavailable
from other sources, needed to facili-
tate a regional deterrence posture.
Independent research, development,
and manufacturing helped Israel re-
duce its reliance on foreign supply
sources.5 A comprehensive knowl-
edge base was set up in universities
and government laboratories through
global networking and applying prac-
tices such as reverse engineering, in-
dustrial espionage, and smuggling
specialists and equipment in covert
operations.6

The need for additional income
and the rising costs of new develop-
ments enhanced arms export
endeavors. Israel was quick to offer
operational solutions to foreign cus-
tomers, based in part on IDF combat
experience. Over the past thirty-five
years, defense export sales increased
eighty times, from $40-70 million in
the 1970s to $3-4 billion in the 2000s,
amounting to approximately one fifth
of Israel’s total exports.7

A rapid rise of export revenues in
the 1980s partially subsidized the
R&D costs of new weapons and com-
pensated for sharp cuts in the domes-
tic R&D budget.8 Revenues generated
by arms sales to Iran (during the
shah’s reign), South Africa, China,

Singapore, and Chile helped fund
major weapon systems and maintain
inflated employment levels within the
industry.9 Some export deals, for in-
stance with South Africa and China,
included technology transfers and
joint development of weapons.10 The
profits from arms exports were large
enough to stifle any question over the
risks of keeping a defense industrial
base, which was clearly too big for
Israel’s own needs. Indeed, the arms
sales not only played a crucial role in
offsetting Israel’s trade imbalance, but
also helped to save Jewish communi-

ties11 and to maintain contacts with
countries that refrained from full dip-
lomatic relations.12

Industrial Adjustments
in the 1990s
Major events in the second half of the
1980s, principally an economic crisis
in Israel and the end of the Cold War,
had a lasting impact on the defense
industry. Local defense expenditure
was reduced as the government tried
to rein in hyperinflation through a
series of deep cuts in domestic ex-
penditure. Consequently, the IDF

Table 1: Israel’s Core Military Technologies (selected list)

Field Subject/System

Navigation and ranging Range finders

Energy and laser Non-lethal weapons; laser designators; range
finders

Aeronautics Structure and aerodynamics

Battle Protection Survival suits; reactive armors

Electronics Radar; pulse output modules

Ergonomics Cockpits

Communications Encoding systems and techniques

Electro-optics Image processing; display and surveillance systems

Control Gimbals control

Micro-electronics Sensors and signal processing; superconductivity

Computing Software

Structure and materials Low radar cross-section; low infrared signature
materials

Platforms UAV and aircraft; launchers; tanks

Electronic warfare Passive and active electronic countermeasures,
electronic counter-countermeasures

Propulsion Engines for space, land, airborne, and naval uses

Simulation Flight, missile, and naval simulators
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bought far less from the local indus-
try,13 opting for American products
paid through US military aid to Israel.
Major contracts with foreign clients
were completed while others did not
arrive, thus leaving the defense indus-
try to struggle with redundant capac-
ity.

Indeed, extensive US military aid,
which now stands at around $2 bil-
lion a year, exposed deep anomalies
in the relationship between the IDF,
the Ministry of Defense (MoD), and
the defense industry.14 During the
1980s, the IDF started exercising a
principle known to economists as
“consumer sovereignty,” following a
decision by the MoD in 1975 to give
the IDF full control over the defense
budget, including weapons develop-
ment and acquisition. This meant that
the IDF was able to determine not
only its needs but also to prioritize its
spending allocation. Consequently,
the IDF’s preferences took precedence
over the interests of the domestic in-
dustrial base.15  The military has al-
ways favored off-the-shelf equipment
and objected to vast investment in
costly and risky programs funded
through the defense budget.16  Gradu-
ally, the IDF allocated less and less to
R&D projects, and more to salaries
and pension payments, in order to
ensure its competitiveness as a pro-
spective employer.17

The cancellation of the Lavi fighter
aircraft project in 1987, under strong
pressure of the Israel Air Force and the
American administration, was a turn-
ing point in the relationship between
the armed forces and the defense in-
dustries. The government no longer

viewed the local defense industries as
the preferred supplier to the IDF, and
the US pledged to back Israel
militarily and diplomatically during
the peace negotiations in the Middle
East.18 Thus, the industries were
merely required to guarantee the
IDF’s qualitative edge through
“power multiplier” systems, in other
words, to supply weapons that would
guarantee superiority in the battle-
field that were not available from
other sources.19

The conclusion of major contracts,
most notably with South Africa,
raised further complications. IAI, IMI,
and Rafael were forced to undertake
massive employee reductions. In a
protracted and often confrontational
development, staff size was cut from
43,700 in 1985 (at the peak of the ex-
pansion) to 22,000 in 200220 (figure 1).
Research and production interests

shifted from major platforms to tech-
nologically advanced systems and
components for the military and the
civilian markets.21 The contraction
process, which started in 1992 and
was to spread over a period of 20-25
years, was paid directly by the state’s
treasury and not by the companies
themselves, and it included severance
pay and early retirement packages,
state guarantees, and other aid allow-
ances, at a total cost of $5 billion. This
expenditure was deemed necessary in
order to ensure that Israel would have
a viable defense industry “for the next
hundred years.”22

Privately owned defense compa-
nies with competing expertise also
undermined the position of state-
owned companies, as they were
gradually attracting a larger portion
of MoD contracts. Their growing pres-
ence was increasingly felt following

Figure 1: Improved Performance of Israeli State-Owned
Defense Industries

Note: figures include subsidiaries; exclude former employees on companies’ payroll.
Sources: IAI, IMI, and Rafael corporate reports; State Comptroller, Ministry of Finance,
and Government Companies Authority reports.
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the introduction of the Compulsory
Tender Law that required the Minis-
try of Defense and all other branches
of government to introduce a com-
petitive bidding process for services
and products. Privately owned com-
panies stepped into the state-owned
industry’s traditional territory, such as
upgrades and electronic warfare sys-
tems, and demonstrated that their
leaner structure posed a real challenge
to the state-owned sector.23

The privately owned defense in-
dustry, which accounts for a third of
the defense industry base, started a
process of mergers and acquisitions.
Elbit Systems and El-Op merged in
July 2000,24 while Koor Industries con-
solidated its defense businesses,
which included Elisra Electronic Sys-
tems, Tadiran Electronic Systems,
Tadiran Spectralink, and BVR, under
the umbrella of Elisra Group. In sharp
contrast to this development, the gov-
ernment was reluctant, and in some
instances unable, to further plans for
far-reaching restructuring in the state-
owned sector.25 Potential clashes with
workers’ unions, lack of practical ad-
vice by the bureaucracy, and contra-
dictory positions of senior officials
deterred politicians from rocking the
boat. They opted for the status quo
and stable labor relations despite rec-
ommendations of senior civil servants
to privatize the state-owned sector.26

Thus, the government paid lip serv-
ice to the notion of privatization,27

without taking concrete steps.
Among the most salient obstacles

was the refusal of the Ministry of
Defense to relinquish its control over
these industries until a law was in

place to safeguard the nation’s vital
interests, for example guarding
against the involvement of foreign
ownership, control, and influence of
the defense sector.28 Nevertheless, in
2002 the government completed the
incorporation process of Rafael and
permitted IAI to buy 30 percent of the
shares of the Elisra Group. The Min-
istry of Finance and the Government
Companies Authority presented a
plan for partial privatization of IAI,
which includes issuing up to 30 per-
cent of the company’s shares.29 Politi-
cal and financial factors, however, are
stymieing the plan, as IAI’s profitabil-
ity in 2003 and 2004 tumbled sharply
following a drop in civilian orders and
the cuts in Israel’s defense budgets,
which affected all industries.30

Against this backdrop, major in-
dustries started selling lucrative busi-
ness lines in an attempt to raise cash.
IAI, for instance, sold Galaxy Aero-
space, its business jet subsidiary. The
cash-starved IMI started selling fac-
tories and has been implementing yet
another consolidation and recovery
plan over the past two years, due to
severe cash flow and negative equity
problems.31 IMI was granted a loan
from the government, which also de-
cided to fully privatize IMI’s subsidi-
ary, Ashot Ashkelon. IMI’s fate re-
mains unclear and the Ministries of
Defense and Finance examined the
idea of a sale of the firm, as a whole
or in parts. A possible merger with
Rafael was also suggested.32 However,
no concrete steps have been taken so
far in either direction.

The 21st Century and
Beyond
The post-9/11 challenges present a
different reality for defense industries
worldwide. The aftermath of the ter-
rorist attacks caused a transformation
of military thinking on both sides of
the Atlantic. There is a greater empha-
sis on precision weapons and mobil-
ity, a crucial combination for an effi-
cient fight against enemies who may
be otherwise difficult to pin down.
There is also a focused interest on
homeland defense and better aware-
ness that winning a war now depends
as much on superior information as
on dominance of the skies or control
of posts on the ground.33 Conse-
quently, the US increased its defense
spending by an annual 5-10 percent,
and it is scheduled to reach $413 bil-
lion by 2005. The European Union
adopted a Joint Action for a European
Defense Agency, aimed at improving
procurement mechanisms and
streamlining defense capabilities with
a moderate rise in budget totaling
nearly $193 billion across the conti-
nent.

The interest in sophisticated weap-
ons came after years of receding de-
mand, during which many US firms
underwent a swift wave of mergers
and acquisitions. The defense indus-
try in America is now comprised of
only five major prime contractors.
This is not the case of the European
firms, which are scattered in frag-
mented markets and largely excluded
from the growing American de-
mand.34 Rather than following the US
model of consolidation, the Europe-
ans have preferred to create joint ven-
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tures, thus exercising only a limited
industrial restructuring.

The future of the defense industry
in Europe has become a subject of
heated debate. France and Germany
believe that if left unaided, the Euro-
pean industry is doomed in the face
of the larger, better financed US firms.
The two governments decided to
push for the creation of “super con-
glomerates” in key markets, follow-
ing the German government’s success
in engineering a merger between its
two biggest shipyards. The UK, on the
other hand, advocates a different, free-
market oriented perspective, as was
manifested in its “Defence Industrial
Policy” document of 2002.35 It is far
less inclined to be involved in inter-
ventionist actions.36

For their part, Israeli policymakers
have done virtually nothing since the
1998 publication of the recommenda-
tions of a special committee headed
by a senior Ministry of Defense offi-
cial, Moshe Peled, which supported
structural reforms and privatization.37

However, in the current climate and
circumstances, the government is un-
willing or unable to further any of
them, most notably in the case of IAI,
which is now “at the bottom of the
Sharon government priorities.”38 As a
result, Israeli firms, both private and
state-owned, have taken matters into
their own hands. By buying local com-
panies in key target markets and set-
ting joint ventures, they have become
more attractive to the Pentagon and
major defense establishments around
the world.39 The purchase of control-
ling stakes in US firms by IAI, Elbit,
and El-Op and the formation of new

subsidiaries is a tried and true strat-
egy that was implemented to varying
degrees of success in the European
market as well.

Thus, in January 2000 Elbit an-
nounced the establishment of a
wholly owned subsidiary in Austria,40

and in July 2003 it purchased a Bel-
gian firm for electro-optical products
and space applications.41 A year later
it formed a successful joint venture
with the French giant Thales, which
was selected in July 2004 by the Brit-
ish Defence Ministry as the preferred
bidder for a major UAV program.42 In
November 2003, Tadiran Communi-
cations announced that it had ac-
quired 75 percent of the German firm
Racoms, which produces military ra-
dio communications products for the
German army. Of the state-owned
companies, Rafael increased its Euro-
pean presence significantly. In Febru-
ary 2004 it formed a joint venture with
the European giant EADS for the mar-
keting of anti-missile protection
suits.43 Four months later, Rafael an-
nounced that it signed an agreement
to establish a new German-based
company, EuroSpike GmbH, with two
of Germany’s biggest defense firms,
Rheinmetall Defence Electronics
GmbH (RDE) and Diehl
Munitionssysteme GmbH (DME).
The new company will serve as the
prime contractor for a family of
guided missiles for European custom-
ers.44 On the same day, IAI announced
that it signed a cooperation agreement
with RDE to offer jointly an upgrade
kit for the main German battle tank,
Leopard.45 It also formed joint ven-
tures for marketing and development

of UAVs and training aircraft with
American firms.46

Most of these cooperative ventures
and takeovers concern relatively small
companies engaged in similar activi-
ties whose main clients are European
defense ministries. However, Israeli
firms expect these operations to lead
to a significant increase in the sale of
military technologies to Europeans
armies and to NATO in the next few
years. For example, Elbit Systems
President and CEO Joseph Ackerman
predicted that “in the future, we ex-
pect our European activities to almost
double and amount to 28 percent of
our total sales, up from the current 15
percent.”47

Until a few years ago, the links
between Israeli industries and Euro-
pean industries were limited to ad hoc
cooperation. The takeover of Euro-
pean firms and the creation of strate-
gic joint ventures reflect a bold step
in a direction advocated by the Israeli
Ministry of Defense long ago, namely
to help Europe bridge its technologi-
cal gap with the US by collaborating
with Israel’s leading defense firms, as
was demonstrated by the decision of
European aerospace giant EADS and
the French firms Dassault Aviation
and Sagem to cooperate with IAI in
the development and production of
UAV technology.48 This approach ben-
efits Israel, which seeks a deeper and
positive presence in Europe, as well
as the Europeans, who seek ways to
further their technological capabilities
despite budget limitations.49

Strategic partnerships between Is-
raeli firms and similar industries in
Europe draw Israeli firms closer to
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their target clients. In addition to mar-
keting advantages, Israeli firms are
likely to promote mutual research and
tailor-made solutions with EU and
NATO member states, which were
made possible through agreements
for cooperation and joint research be-
tween Israel and the EU50 and bilat-
eral arrangements with key countries
in Europe, including Germany, the
UK, France, and Italy. By situating
themselves at the heart of Europe, Is-
raeli firms are better positioned to
forge industrial partnerships with
new EU members from Eastern Eu-
rope, most notably Poland and the
Czech Republic, whose defense in-
dustrial base is lagging behind that of
mainstream Europe.51 Rafael and Elbit
have already realized the potential in
Eastern Europe, forging major deals
in Poland and Romania, respectively.

In terms of future budgetary
trends, the EU countries are unlikely
to match the US defense budget any
time soon and will rely on NATO’s
operational capabilities. However, Is-
rael anticipates a significant world-
wide growth in budgets for homeland
security, counter-terrorism, and asym-
metric warfare, especially in the areas
of installations protection, border sys-
tems, bio-terror prevention, data se-
curity, and access control (through
biometric screening).52 Israel pos-
sesses cutting edge, battle proven
technologies in these areas and offers
shorter and cheaper R&D cycles. It is
a world leader in development of so-
phisticated fences, border control, and
monitoring systems, which can an-
swer new security concerns facing the
EU following its enlargement. EU’s

long borders are viewed by many as
an easy target for terrorists, smug-
glers, and illegal immigrants, a fear
that prompted the EU to allocate more
than ¤2 billion for spending on new
border protection systems by 2006.53

Spain and Italy have already acquired
border protection systems from Israel
and others are likely to follow suit.

Europe is one of two key target
areas for Israeli firms. The other grow-
ing market is Asia, where India is fast
becoming a major customer for Israeli
defense firms, with average sales ap-
proaching $1 billion per year. Some
companies considered expanding
through local partners, like the small
Israeli firm ITL (International tech-
nologies Lasers, a subsidiary of
Soltam Systems), which supplies la-
ser pointers, optical target sights, and
night vision systems to the IDF and
armies in Europe and Southeast
Asia.54 At the same time, Rafael has
been negotiating an agreement to
manufacture missiles and communi-
cation systems in Bangalore, India,55

which resembles the level of coopera-
tion offered earlier by Israel.

The underlying goal behind these
efforts is to find a steady source of in-
come other than the IDF by securing
a foothold in the growing market of
European and Indian defense. The
IDF has become a secondary customer
for almost all companies, whose ex-
ports activities now account for al-
most 80 percent of revenues. This is
an astonishing achievement, bearing
in mind that the reverse is true in re-
lation to US and European companies,
where 70-80 percent of their income
derives from domestic customers.56

With the MoD encouragement of
Israeli firms going abroad and ex-
panding their activities with local
partners, this outward trend is likely
to continue, despite the cyclical nature
of the exports market and certain com-
mercial risks, and despite the danger
in opening up to foreign industries
that might become competitors, as
was the case with South African firms
after the collapse of the apartheid re-
gime.57 In practical terms, these part-
nerships and joint ventures have re-
placed the traditional relationship
with the IDF. While in the past the
“battle proven” label was viewed as
an essential component in the export
endeavors, the present trend is to
work with foreign partners, whose
local presence and influence make
them an ideal sales promoter vis-à-vis
the client.

These partnerships can also serve
as a safety net against unfavorable
political changes. Some indications
suggest that in certain cases, for ex-
ample changes in government, Isra-
el’s export efforts are frequently ham-
pered. A major Israeli defense firm
calculated that its sales to Spain plum-
meted by more than 90 percent over
the past four years and that this trend
is likely to continue, especially since
the election of a socialist pro-Palestin-
ian government. It remains to be seen
whether Israel will be able to over-
come a potential change of heart in
Turkey and India, following recent
internal developments. The depend-
ence on a relatively small number of
major clients, like India and Turkey,
which is similar in many respects to
the situation in the 1980s, makes the
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industries vulnerable to sudden
changes in the political climate. The
industries faced financial difficulties
when their contracts with Iran and
later on with South Africa finished,
and similar scenarios are likely here.

Conclusions
The post 9/11 security dilemmas
changed the nature of military opera-
tions, and with them, the re-
quired equipment and technol-
ogy. It is widely accepted that
borderless enemies can no longer
be defeated with manpower-in-
tensive, platform-heavy, and pre-
dictable doctrine. Gone are the
days of trench warfare and car-
pet-bombing targets. Instead,
there is a clear need for sophisti-
cated, rapid, and precise military
solutions. This was demonstrated
in the US-led invasion in Iraq,
which provided a venue for the
deployment of cutting-edge mili-
tary technologies such as unmanned
aerial vehicles, precision guidance
munitions, and satellites. Israel was
not involved in the war with Iraq, but
the type of products and technologies
put to use by the US and its allies are
aligned with leading areas of business
that Israel started to pursue several
years ago, including the ability to con-
duct day and night warfare, real-time
intelligence, command and control
systems, precision guidance muni-
tions, and UAVs.

Indeed, the past four years suggest
that the consolidation and recovery
efforts of the 1990s have yielded sig-
nificant achievements. The defense
industrial base demonstrated an im-

pressive ability to change and adapt.
Its response ranged from the closure
of money-losing units and massive
cuts in benefits and salaries to acquir-
ing or establishing companies in the
US, Europe, and Asia, while keeping
abreast with the latest technology.

Israel’s position among the top five
arms exporters suggests that its ex-
port-oriented strategy works. It rep-

resents the across the board transfor-
mation of the defense industries from
sluggish and inward looking to highly
competitive and farsighted. However,
this rosy picture might be short lived.
For a start, the three major state-
owned industries remain just that –
state-owned. Despite their latest
managerial practices and rapid re-
sponse to changing business circum-
stance, they lack true flexibility and
their drive for high profit margins is
limited. The reliance on a small
number of major clients and the long
client acquisition period require suf-
ficient flexibility to downsize when
major contracts end. Without such
ability, which is usually achieved once

the ownership is transferred to private
or public hands, the industries will
require additional financial aid from
the government due to excess
workforce.

But privatizing the state-owned
sector is not enough. The Israeli
defense industrial base will have to
undergo further consolidations and
mergers, along the lines of the US

market, preferably by creating no
more than three major groups.
This will ensure important power
and endurance and the advan-
tage of economy of scale, as the
US firms are developing compet-
ing capabilities to those of Isra-
el’s, seizing on the availability of
an increased defense budget that
also places significant hurdles on
foreign companies. Indeed, Is-
raeli firms will find it increasingly
difficult to penetrate the Euro-
pean and US markets on their
own, for political and security

reasons
While the IDF continues to shy

away from buying Israeli-made prod-
ucts for lack of resources, an aggres-
sive pursuit after deeper and mean-
ingful partnerships and cooperation
abroad looks inevitable. Such arrange-
ments, including the formation of new
companies and overseas subsidiaries,
will secure access to bidding invita-
tions and eventually to vital revenue
streams, which in turn will be used
for developing future generations of
weapons. Some Israeli firms have
widened their markets by investing
into the industries of other countries,
a strategy that will enable them, in
time, to present themselves as multi-

The fact that a certain
 sector seems stable does not
warrant a hands-off approach;
rather, the post 9/11 and post-
Saddam realities demand a

complete overhaul of defense
industrial policy.
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national companies with more than
one national identity. BAE-Systems,
Thales, EADS, and Elbit Systems have
already pursued this route. However,
this is not a risk-free choice. Increased
involvement in foreign markets, even
in a limited manner, may expose the
Israeli government to direct or indi-
rect pressure if it takes a controversial
political move, especially if it contin-
ues to be the owner of the biggest
defense firms in Israel.

Under such circumstances, will the
government reduce its controlling
stake in the domestic defense indus-
try? Is it expected that the state will
adopt a preemptive, wide range re-
sponse to the global developments in
this sector? Probably not. Judging by
past experience, the government is
not likely to intervene, let alone take
a new initiative unless a major finan-
cial crisis looms once again. This ap-
parent inaction could not be more
dangerous. The fact that a certain sec-
tor seems stable – IMI’s problems not-
withstanding – does not warrant a
hands-off approach; on the contrary,
the post 9/11 and post-Saddam reali-
ties present major dilemmas that de-
mand a complete overhaul of defense
industrial policy.

At the moment, the Israeli govern-
ment is following the unwise philoso-
phy of “if it ain’t broke, don’t fix it.”
It should, however, follow the exam-
ple of the UK government and aban-
don the model of defense industries
as an element of national sovereignty,
owned by the state and closely moni-
tored by its agencies. Thus, it should
seek a backseat role as a regulator
rather than a proprietor and improve

the climate for further industrial re-
structuring, including privatization of
the entire state-owned industry, apart
from strategic, non-commercial seg-
ments. The government should do so
by easing existing restrictions, for ex-
ample the de facto ban on foreign
ownership. Reversal of this policy will
provide Israel with certain leverage
over US firms, should they buy stakes
in Israeli ones, and close working re-
lations with the Israeli defense estab-
lishment will be absolutely critical in
ensuring the Israeli firms’ future
growth in value and revenues. Con-
trary to the widely held view (and not
only in Israel), the most opportune
moment to take stock and change the
course of the industry is when there
are no visible signs of distress and
while backlog orders are in abun-
dance. In other words, right now.
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