INTER
AGENCY
TASK

FORCE

1
on Israeli Arab Issues FACT SH EET iataskforce.org

Topic: Economy Updated: June 2014

e While the Arab economy is ostensibly integrated into the national economy of lIsrael, in
practical terms it is largely segregated.

e There are considerable differences in the level of economic development in the Jewish and
Arab sectors. These differentials are reflected in statistics on income, employment, economic
development, industrialization, and socio-economic status.

e One of the causes is the low level of industrialization in the Arab economy compared to the
Jewish one. At the time of the establishment of the state in 1948, most of the Arab population
that remained in Israel worked in farming, in contrast to the more highly industrialized Jewish
economy.

¢ Nevertheless, government policy appears to be a major cause of inequality in socio-economic
development between Jews and Arabs.

e The Arab population is concentrated in areas, such as, the Galilee, the Triangle, and the
Negev, that are considered to be on the periphery. Due to the fact that the centers of
employment were elsewhere, Arabs had to look for work outside their towns of residence,
which gradually turned into “bedroom communities.”

e The main features of government policy have been expropriation of economic resources such
as land, and significant discrimination in the allocation of national economic and social
resources. The Arab population has become almost completely dependent on Jewish
concentrations of economic activity, and lacks real representation in government decision-
making on economic development issues.?

e Nevertheless, the development of the Arab economy is considered critical to the future of the
country.

e In a conference held in November 2007, Bank of Israel Governor Stanley Fisher stressed, “If
we, as a society, don’t take steps to absorb the Arab population into the labor market, larger
segments of the population will be caught up in the poverty situation...Israel can certainly not
succeed in the long run, if it creates large differentials, with a big sector of the population
existing at a very low standard of living...To achieve this, barriers to the labor marke'gf whether
based on cultural differences or pure discrimination against Arabs, must be removed.”

¢ In November 2008, Aiman Saif, Head of the Authority for the Economic Development of the
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Arab, Druze and Circassian Sectors, stated that the annual loss for Israel’'s economy resulting
from the exclusion of Arab citizens from nationwide economic activity totals 40 billion NIS,
6% of the GDP.® Official statistics show that while the Arabs comprise almost one fifth of
the country’s citizens, they are responsible for only 8% of the Israeli GDP® and comprise only
13.7% of the labor market.

e As of 2010, of Israel's 40 billion USD in exports, the Arab population was responsible for a
mere 30 million USD.?

e Nevertheless, in recent years, there has been some noticeable improvement. In 2011, Bank
Hapoalim CEO, Yair Seroussi, called the Arab sector “the fastest potential for growth” and an
“opportunity.”9 Likewise, Discount Bank increased its number of branches in the Arab sector by
15% in the 2010-2011 year alone.™ This is likely related to the process of “Israelization,” which
includlels increased consumerism and spending, as reported by the Israeli newspaper Globes in
2011.

e Data on socio-economic status is periodically published by the Israeli Central Bureau of
Statistics. They are based on an index of weighted social and economic factors, i.e., housing,
education, employment, income, and demographics in various settlements and towns.

e The 2006 index, published in November 2009, indicates that Arab towns account for nearly
three quarters of the 96 localities at the lowest four socio-economic clusters of the index.

e The Negev Bedouin townships in particular were nearly all at the bottom of the 2009 ranking of
standard of living. In contrast, not a single Arab town or2city is included among the 47
localities that comprise the four top socio-economic clusters.”

e Arab villages and towns in the bottom socio-economic clusters also have the highest rates of
unemployment and poverty in the country.

e According to the 2007 Survey of Income, the monthly income of Arab employees was
approximately 33% lower than the average income of Jewish employees (NIS 5,419 and
NIS 8,056, respectively).™

e The gap is even greater when comparing male employees: salary figures reflect a 43%
differential (NIS 5,764 and NIS 10,117) between Arabs and Jew."

e This issue is also reflected in terms of household income, as the average Jewish household
has an income of nearly twice that of the average Arab household (NIS 15,755 and NIS 8,678
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respectively),” despite the fact that the average family size is larger among Arabs.

As of 2010, the number of high-income Arab households actually experienced serious decline
since 1992, dropping nearly one-third (from 17.1% to 12.6%) in less than two decades.™®

One explanation for the salary gap is Arab over-representation in low-income occupations. In
2007, the employment rate of Jews was almost twice as high as the employment rate of Arabs
employed in the three most highly compensated professions (38.7% and 22.8%, respectively).'’

As of 2011, Jews were four times more likely than Arabs to become managers (7.9% and
1.9%) and had around a 50% greater chance of being academic professionals, associate
professionals, or technicians.®

This issue manifests itself in several ways including the absence of any Arabs companies in
the Israeli Stock Exchange™ and the extreme underrepresentation of Arabs in certain fields
such as academia (1.4% of total academics are Arab) and high-tech (300 out of 74,000 total
employees in the field are Arab).”

The concentration of Arabs in low-income occupations reflects a combination of factors: lower
level of education, geographical distance from appropriate work opportunities that are
traditionally located in industrial zones in large Jewish cities, and in several cases,
discrimination on behalf of Jewish employers who are reluctant to hire Arab employees.

Another explanation relates to the positive correlation between stability in work and salary rate.
Naturally, employees who work full year without dismissal enjoy higher salary conditions. In
2007, 63.4% of Jewish employees worked full 12 months without dismissal, compared to only

53.0% of Arab employees; On average, an Arab employee worked 9 months a year, while a
Jewish employee worked 10 months.?

e In a survey conducted in late 2009 among 188 major Jewish industrialists, 86% of the
respondents agreed that Arab candidates were qualified for managerial positions.
However, 73% of them stated they would avoid hiring an Arab candidate.?

Industry
e According to a 2010 report, only 2.4% of industrial lands are in Arab locales.?®
e In a speech he gave at the inauguration of an industrial park in Nazareth in 2013, President
Shimon Peres noted the importance of improving the economic standing of the Arab community
in Israel. He claimed that the success of coexistence was dependent on the achievement of full

equality between the Jewish and Arab population sectors.?

e These initiatives have started to bear fruit as the number of Arabs working in high-tech in
Nazareth in 2012 was ten times the number of Arabs working in the same industry and city in
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2008 (2008: 30, 2012: over 300).%

Stef Wertheimer, the entrepreneur responsible for the construction of the Nazareth Industrial
Park, claimed that Israeli bureaucracy interfered with his initiative causing the project to drag on
for ten years, while a similar project took only two years in Turkey.26

Budget cuts initiated by Finance Minister, Yair Lapid, in 2013 included many projects initiated by
PM Netanyahu, including NIS 80 million slashed from the budget for development and
advancement of the Druze community.*’

Despite the fact that, in 2010, NIS 2 billion was the estimated profits generated by the
aforementioned investments for the development of industrial zones in Arab towns and villages,
little has been realized.?®

Government Policy

According to a 2004 report to the Knesset, the Ministry of Industry, Trade and Labor initiated a
“‘comprehensive studé/ to identify the factors bearing on unemployment in the Arab sector and
how to respond to it.

The same report stated that less than NIS 18 million of the NIS 80 million budgeted for
development of the Arab sector in the government’s 2000 Four Year Plan had actually been
spent, due to budgetary cuts that affected the Ministry. %0

Earlier in 2006, Ra’anan Dinur, then the Director-General of the Prime Minister's Office,
announced that the state had finalized plans to establish a NIS 160 private equity fund to help
develop Arab businesses over the next decade.

In September 2007, Dinur stated that the primary obstacles to business development within the
Arab sector were “lack of investment in marketing, lack of management training, lack of
mfrastructure and mutual ignorance and distrust between the government and the Arab
sector.”

In February 2007, the government announced the establishment of the Authority for the
Economic Development of the Arab sector, headed by Aiman Saif. The Authority’s goal was to
maximize the economic potential of the Arab population and integrate the Arab business
activity into the national economy.32 (see Fact Sheet on the Authority for the Economic
Development of the Arab, Druze and Circassian Sectors)

In 2007, for the first time in Israel’s history, an Arab town, Shaghur, was incorporated as a full
partner in the Barlev Industrial Zone, serving Karmiel, the Misgav Regional Council, and Mateh
Asher in the western Galilee. As a consequence, Shaghur WI|| receive one quarter of the
revenues from municipal taxes levied on the Industrial Zone.?

In recent years, government officials demonstrated increased awareness of the Arabs’
economic needs and the need to integrate Arabs into the national economy. In July 2009, the
Prime Minister’'s Office and the Ministry of Finance launched a 160 million NIS investment
capital in the Arab sector. MK Professor Avishay Braverman, then Minister of Minority Affairs,
said that supporting the Arab sector's economy will eventually accelerate the Israeli
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economy in general.*

e In January 2010, following an initiative by the President of the State of Israel, Shimon Peres, a
few dozen senior Jewish businessmen and political figures visited the Arab high-tech incubator
in Nazareth in order to better understand the economic distress of Arab high-tech employees.
One official stated: “We are on the verge of breakthrough regarding the integration of the Arab
sector into the Israeli economy.”®

e In March 2010, the Government adopted Resolution No. 1539, allocating NIS 778.5 million to
12 Arab and Druze localities: Maghar, Sakhnin, Shfaram, Nazareth, Arraba, Tamra, Daliyat al-
Karmel and Isifya, Tira, Kfar Qasim, Umm al-Fahm, Qalansawa, and Rahat. The NIS 778.5
million economic development plan is part of a five years development plan for 2010-2014. The
program aims to develop employment, provide housing solutions, and improve and renew
economic infrastructures.’

e In a 2011 report issued by Adalah, the Legal Center for Arab Minority Rights in Israel, the
organization claimed that the government use of tax dollars was heavily slanted in favor of the
Jewish population (in terms of National Priority Areas), which means that the state is doing little
to correct the existing levels of inequalities in regards to income, education etc.®” Furthermore,
in addition to hiring discrimination within the general public, quotas that demanded government
appointment of Arabs to positions at higher rates than the present have yet to be adequately
implemented.

e In 2012, it was reported that after years of neglect, basic services such as buses are now being
provided to Arab localities— helping residents of towns such as Rahat and Kafr Qasim
commute to work. Similarly, while NIS 4 billion has been allocated to Arab communities for the
2012-2016 period, the Mossawa Center, the Advocacy Center for Arab Rights in Israel, insisted
in 201232hat this will not prevent some three dozens communities from continuing to endure
neglect.

e According to a 2013 Ha'aretz editorial, in order to close the educational and employment gap
between Jews and Arabs, it would be necessary to invest NIS 8 billion over the next 5 years.
This investment would yield an annual return of 7.3%.*
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