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"Old-timers" in Israel still rub their eyes in wonderment. We can all remember the bad old days when Israel's economy alternated between moribund and comatose in the 1970s. Then in the early 1980s things went from bad to worse to... cataclysmic. It's hard for Americans to even fathom this, but in 1983-84 Israel's inflation rate reached 400% on annual basis! To put that in perspective (I was a relatively new Israeli citizen back then), we used to run to the local grocery store every morning to buy our daly bread and milk because the price would go up by the afternoon -- every day of the year! Israel's economy was at the precipice, and some would say was already in free fall.


The crisis led to a National Unity government in 1984 (Peres and Shamir rotated the prime ministership, two years each). PM Peres called in top Israeli academic economists to develop a "New Economic Program" which they did to astounding effect: Israel was the first country in history to stop hyper-inflation in its tracks (down to 20% in 1985) without causing mass unemployment. Moreover, inflation continued to drop and never once reared its head again in the ensuing three decades. Indeed, today the shekel is stronger than the (formerly) almighty dollar -- ergo the old-timers' head-shaking in satisfied stupefaction.


How did this come about? What's the secret of Israel's macro-economic success? Of course there are several factors: increasing privatization; the move to a high tech, information-based, export economy; expanding higher education. But the main factor is one that drives some Israelis crazy -- and not a few political scientists too. The New Economic Policy did not just establish a new "policy"; more important for the long term, it set up a new economic, decision-making system. To put it bluntly: no longer do Israel's elected officials make economic policy; rather, the Finance Ministry's technocrats (most quite young, at that) are the ones who decide where public money is spent, for what purpose, and by whom. No less a personage than PM Yitzchak Rabin had an infamous outburst in the Knesset back in 1993 when he pounded his fist on the podium in a fit of anger, asking out loud: "who are these Fogels, to tell me what to do?" (Fogel was the Director-General of the Finance Ministry.)


These technocrats have done quite an amazing job of zealously watching the public purse-strings, in order to guarantee that budget deficits stay within reasonable limits (the U.S. and most of Europe, take note...). However, all this has come at a price. For what is democracy worth if the general public and its elected representatives cannot in fact determine budgetary priorities? Indeed, Rabin was voted into office in 1992 precisely under the banner of reprioritizing the country's social needs -- and because that was going to cost a pretty penny the Finance technocrats quite successfully stood in his way.


A second cost of the highly successful macro-economic policy has been the accumulation of serious deficiencies within certain fields. For instance, this past Spring the doctors in Israel went on a lengthy work-stoppage campaign in large part because of a serious shortage of hospital beds as well as a lack of full-time nursing and physician staff in public hospitals. Israel today has the lowest per capita public expenditure on health than any industrialized country. A second example, it took year of pressure -- and disastrously falling student achievement levels (relative to other countries) -- before the Finance Ministry agreed to a major reform in Israel's K-12 school system, whereby teachers would get a decent living wage in return for extra hours taught, and principals were given the authority to fire incompetents.


Thus, Israel's economic forest is extremely healthy by world standards -- but on closer inspection there are pockets of bushes and trees that are seriously undernourished. Israel's technocracy still rides in the saddle, but it is also beginning to show signs of understanding that in the final analysis the forest can stay lush and not go wild only as long as the weaker trees are given enough water to flourish.
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