ISRAEL - INTELLECTUAL CAPITAL SUCCESS IN BRIEF
L.V. TUMYAN

The profitability and growth potential is highly dependent
upon the development and effective use of intangible (intellectual)
assets. Creation of wealth in a world economy today depends on
technological innovations, which in turn involves developing,
owning and managing knowledge assets as well as intellectual
property. [1.2] [2.3] [17.1] In terms of Intellectual capital
management, the development of State of Israel seems very
impressive. The country introduces the significant achievements in
various fields and became a home for some of the most profitable
technological developments. These can serve as the perfect
example for Armenia to develop.

Intellectual capital is considered to be the source of the
competencies and capabilities that are essential for the national
economic growth, human development and quality of life.
Particularly, the results of intellectual capital studies in the
national level provide a direction for nations to benchmark and to
make wise decisions in the effective investment and development
of national intangible assets in the era of the knowledge economy.
[3.7][18.1]

Intellectual capital is becoming the key factor for the wealth
in modern societies, determining competitiveness and providing
the basic resources for the economic development and further
growth. All the economic institutions, including companies,
government institutions, non-government institutions and
organizations, take part in the intellectual capital creation process.
The ability to create and efficiently use the intellectual capital
implies the economic strength of a nation and its welfare. A
society’s openness to imports of knowledge, ideas and
information, and the ability of its economy to process them
properly are crucial for socio-economic development of the
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country. Nowadays firms and other organizations are much more
knowledge “producers” than goods producers: their employees are
engaged in the production of knowledge, firms themselves become
learners, and innovation is becoming the main source of new value
creation. Intellectual capital appears to be more a competitive
advantage today than physical or financial capital.

The establishment of intellectual capital as the dominant
factor of economic development also means transition to a new
value structure. The value creation trends to be shifted from
tangible (material production) to intangible production (R&D,
planning, marketing, sales, transportation and servicing). In many
aspects modern production is an intellectual activity, dependent on
inputs by engineers, accountants, designers, HR specialists, sales
and marketing specialists and experts in information networks. To
put it in other words, employers need the employees’ brains rather
than their hands. The human capital is the part of intellectual
capital: it comprises knowledge, practical skills and creative
thinking capacities of people, their moral values and labor culture.
The intellectual capital includes human, organizational and
customer (or client) capitals. [4.99]

Human capital is important for innovation and for any
process of renewal. Human capital represents individual abilities,
knowledge, skills and experience of all employees in a company
that are necessary to offer a complete product or service to a
customer.

Organizational capital is the capacity of an organization to
meet market requirements. It works in partnership with human
capital to transform information. Organizational capital represents
procedures, technologies, management systems, technical and
software support, organizational structure, patents, brands,
organizational culture and relations with clients.

Customer or client capital is a company’s links and
relationships with clients and customers. To create customer
capital is to create a structure that allows consumers to

279



communicate efficiently with company personnel. Economic
competition is connected with human capital and intellectual
capital. The fact that a firm cannot fully own human capital is of
key importance: human capital belongs to the people who are its
bearers. (Figure 1). [1] [5.235,238]

Figure 1. The Structure of Intellectual Capital
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In less than 70 years, Israel has been ranked the 1% in the
world for scientific research, IT skills, entrepreneurship, etc.
Apparently, the cogent reason is that Israel has made investments
in intellectual capital evaluating its qualities. The Israeli
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agriculture-oriented economy was substituted with high
technology industry. This choice has already proved to be the right
decision. It was Israel’s intellectual capital that provided a fertile
ground for its start-up culture rather than its arid climate and few
natural resources. [1]

The Israeli Economy 60 Years Ago...

Until the 1970s, industries like textiles, fashion, furniture,
pesticides, fertilizers, irrigation and water management, food
processing, plastic, rubber, metal and machinery provided the bulk
of Israel’s output. During that time, most of Israel’s resources were
devoted to the development of food production and processing.
[17.3]

One of the earliest Israeli industrial innovations to reach
international markets was the drip irrigation system, based on a
concept pioneered in the 1890s by a researcher in California. [6.7]

The next industrial phase in Israel was focused on the
business development and manufacture of arms needed for its
defense, and it was helped because of various arms embargoes.
The investment in arms and aviation laid the grounds for Israel’s
current industrial base: today the medical, telecom, electronics and
software sectors are quite prosperous.

During the 1980s, the Israeli expatriates from Silicon Valley
returned to their home country, opening centers for companies like
Microsoft and IBM. In the 1990s, an influx of technicians, medical
workers and scientists from the former USSR helped Israel to
attain today’s economy level. [7]

Per Aspera Ad Astra: Israel Today

Nowadays, saying “the centre of innovation, R&D and
technological excellence”, Israel firstly comes to one’s mind. How
come? Once having been an agro technology market leader and a
producer of fresh agricultural products, Israel is a high-tech
oriented industry today. Despite limited natural resources, Israel
has intensively developed its agricultural and industrial sectors
over the past 20 years. [8.2] [17.4] Cut diamonds, high-technology
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equipment and agricultural products (fruits and vegetables) are the
leading export production. Israel usually posts sizable trade
deficits, which are covered by large transfer payments from abroad
and by foreign loans. Israel's GDP grew about 5% per year from
2004-2007. The impact of the global financial crisis of 2008-2009
caused a brief recession in the Israeli economy, but the country has
overcome the adverse impacts with solid fundamentals such as a
prudent fiscal policy, a series of liberalizing reforms and a resilient
banking sector. The early recovery of the economy serves as a
proof to the above-mentioned. Following the GDP growth of 4%
in 2008, Israel's GDP slipped to 0.2% in 2009, but reached 3.4% in
2010, as exports rebounded. The global economic downturn
affected Israel's economy primarily through reduced demand for
Israel's exports in the US and EU, Israel's top trading partners.
Exports of goods and services account for about 40% of the
country's GDP. The Israeli Government responded to the recession
by implementing a modest fiscal stimulus package and an
aggressive expansionary monetary policy including cutting interest
rates, purchasing government bonds and intervening in the foreign
currency market. [9]. The “laissez faire” doctrine is not embraced
by the Israeli economy. Instead, the Israeli Government and
policies strongly support investment and economic growth of the
country. Various incentives, benefits, as well as the R&D support
and the investment support have had a positive impact on the
economy. The Israeli Government actively supports business
development through 2 main vehicles, (1) the Law for the
Encouragement of Capital Investment (the Investment Law) and
(2) the Law for the Encouragement of Industrial R&D.

The R&D support system offers R&D grants of up to 40-
50% of an approved R&D program. The Government founded the
Technology Incubator program in the early 1990s. Today there are
24 technological incubators across the country (out of which 13
are private). The incubators offer government funding up to 85%.
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They nurture the companies from seed to early stage minimizing
the risk to the investor.

The Government has been quite proactive in encouraging
domestic and foreign capital investment inflows. Innovation
continues to be the main magnet and attraction for the investment
in Israel.

Moreover, the estimations and forecasts for future are much
more promising for Israel thanks to the maturity of its market.
[10.3]

Factors Supporting the Israeli Economic Miracle

> “Brain Gain” through Immigration

The Israeli innovation has been boosted and stimulated by
risk-taking immigrants including an influx of science and
engineering talent from the former Soviet Union. Israel is
considered to be the largest immigrant-absorbing nation in the
world.

> Possession of Prestigious Academic Education
System and Highly Educated Workforce Availability

Israel is a leader in educational spending. It has the highest
number of scientists and technicians per capita in the world. The
Israeli academia are the engine of innovation. Besides, Israel has
the highest ratio of university degrees to the population in the
world (as of 2012). More than 25% of Israel's workforce holds
university degrees; Israel has world class universities and research
institutions, e.g. the Technion, Weizman Institute, Tel Aviv
University, Hebrew University of Jerusalem, Ben Gurion
University and more. In overall, 8 universities, 27 academic
institutions and 27 institutions for training the teaching staff
provide higher education. Israel’s 7 universities are ranked among
the world’s top institutions. [11.9]

> Promotion of the Start-Ups and Venture Capital
Industries

In proportion to its population, Israel has the largest number
of start-up companies in the world (as of 2012). In absolute terms,
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Israel has the largest number of start-up companies than any other
country in the world, except the US (3500 companies mostly in hi-
tech). Israel is ranked the 2™ country in the world for venture
capital availability. The Israeli venture capital industry has
approximately 70 active venture capital funds out of which 14 are
international VCs with offices in Isracl. In 2008, 483 Israeli hi-
tech companies raised $2.08 billion. [15]

> Creating Ideal Conditions for Innovation

Israel provides an ideal environment for promoting
innovation. The country is ranked 1* in terms of its quality of
scientific research institutions and 4™ in terms of utility patents.
The Israeli innovations include a long list of market firsts such as
disk-on-key technology, IP telephony, ZIP compression, the
ingestible pill-size camera, modern drip-irrigation technology, ICQ
instant messenger and many more.

> Entrepreneurial Spirit Evaluation

As a testimony to the country’s vibrant start-up culture, the
Israeli managers are ranked 1% in the world for their business
entrepreneurship: its entrepreneurial spirit enables to transform
start-up companies into profitable and competitive companies.
This is evident by the fact that Israel has the largest number of
NASDAQ listed companies outside the US and an increasing
number of companies listed on the LSE (London Stock Exchange).
Apart from Silicon Valley, the highest concentration of high-tech
companies in the world is found in Israel with 4000 businesses.

> Appreciating the Significance of R&D Spending

The highly trained graduates of the Israel Defense Forces as
well as the defense industries have spearheaded the high-tech
boom making the defense technologies fit to the civilian
applications. The result is that Israel is ranked 1% in the world (as
of 2011) in terms of expenditure on R&D (as % of GDP): 4.8% of
GDP was spent on R&D in 2010 (highest in the world). The
significant growth in business R&D personnel demonstrates
Israel’s wealth in human capital.
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> Pro-Active Government Policy and Support

Recognizing and realizing the importance of the technology
sector to the economic growth and welfare of the country, the
Israeli Government has established many incentives over years to
encourage and support investment in technology-oriented
companies and projects. These include tax relief, Government
grants (through the Office of the Chief Scientist) and the
establishment  of  technological incubators.  Innovation
entrepreneurship, incubation and venture capital funds are the key
spheres the Israeli Government provides support.

> Creating Investor Friendly Environment

The investor friendly environment in Israel is attractive for
many countries. The tax holidays enact for up to 10 years for
foreign investors. The reform law for the Encouragement of
Capital Investment will simplify bureaucratic processes
concerning the approval of investments through the establishment
of a Green Line'. In addition, benefits to the multinational
companies are also provided. Intel, Microsoft, Google, Cisco,
Motorola and many other world-known companies invest in Israel.

> Gaining International Recognition

Israel has strong trade relationships and agreements with the
world’s major trading blocks. Important bilateral agreements have
been signed in the sphere of agriculture, health and medicine,
protection of environment, industrial and technological R&D, as
well as agreements on economic cooperation. [12]

Armenia-Israel: Drawing Parallels
Armenia and Israel have much in common in geographical,
educational, scientific, intellectual, socio-economic and political

' Green Line refers to the demarcation lines set out in the 1949 Armistice
Agreements between Israel and its neighbors (Egypt, Jordan, Lebanon and
Syria) after the 1948 Arab-Israeli War. The Green Line is also used to mark the
line between Israel and the territories captured in the Six-Day War, including
the West Bank, Gaza Strip, Golan Heights and Sinai Peninsula.
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aspects. The two countries are rather small in terms of square
(Armenia takes 29800 square kilometers, and Israel — only
20770). The huge potential in intellectual development makes it
possible for Armenia to reiterate the Israeli miracle story. Besides,
both countries lack in natural resources. In early 1950s Israel
started its economical development getting occupied in industries
like textiles, food processing, chemical and agricultural sectors.
The former Soviet Armenia was also occupied in the above-
mentioned economic sectors. Nowadays Israel is prospering in hi-
tech production volumes.

And at last but not least, the two countries have suffered a lot
because of political conflicts and genocide.

The factors above prove that Armenia has all prerequisites
for “exploiting” the full potential of its intellectual capital
rationally and optimally.

Nevertheless, there are also factors that create some
obstacles in implementing the Israeli success story in Armenia.

Firstly, having no access to coastline makes it difficult for
Armenia to implement water transportation. This is a strategic
factor. The coastline amounts up to 273 kilometers in Israel.

Secondly, the Jewish people have a powerful lobby.
The basis of the lobby's power is political resources intelligently
and aggressively deployed, strong media and pundit representation
and support, a well developed and powerful system of grassroots
activism, and the absence of any seriously contesting opposition.
The lobby's power is manifested in the virtually open
submissiveness of a large number of legislators. The lobby can
muster remarkable numbers in support of Israeli interests in
general or on any specific issue. The Jewish lobby's power is also
shown by its ability to maintain Israel's huge claim on the foreign
aid budget, which remains at approximately $4 billion a year. The
flow of foreign aid did not stop even during the period of serious
budgetary pressures and neglect of large constituencies.
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Thirdly, the sponsorship by West is also an important factor
that Israel possesses. Israel’s dependency on western support is
most obvious when one considers that Israel remains the largest
recipient of US aid in the world. Aid started to flow in large
amounts in 1973, and has reached an average of $3 billion
annually. Over the years, the ratio of military aid increased at the
expense of civilian aid, and Israel is required to use the funds to
buy weaponry from US companies.

Nowadays the intellectual capital (IC) is becoming a major
part of countries’ value because we live in the knowledge era in
which intangible assets, such as IC, are growth drivers. To manage
and control IC, a country should be able to “measure” it. IC
Reports serve for that reason. An IC Report is an official
assessment of a country’s IC and may be represented as an
additional chapter of a country’s Annual Report. In other words, it
is a balance sheet of a country’s “knowledge”. IC Reports give the
opportunity to manage a country’s growth in a better way. Besides,
they make it possible to communicate the intrinsic value of the
country’s stock to investors and lenders. So, the country needs to
produce IC Report, which should comprise commercial and non-
commercial constituent parts.

A group of professionals should deal with the IC Reports.
Data mining, handling and final revision should be their basic
obligations in preparing the IC Reports.

Devising and introducing a systematic curriculum regarding
the IC Reports in the educational institutions will make it possible
to train professional specialists for the future. [13.2,4] [14]

Key concepts: intellectual capital, human capital,

organizational capital, customer or client capital, R&D, intellectual
capital reports.
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«UsSud N/ yUNhSULb AUGUL UQDYESNMe3NMLL
hUMrU3GLE OLhuUUNdy
L.d. 6Nr8BUL

Udthnthmd

Cwhnipwpbpmpjul L wéh Gtpnidp dhowytu Juujuo
Ll ny Gynpwlwl wlmhyGtph (Gnwynp Juwhwmwih) qupqug-
dwl b wpyniGuwybn oqumugnpoiwl dwyupnuyhg: dwiw-
Gwlywyhg whuwphmd wqqujphl hwpunmpjul dLwynpnuip
pfunid £ mtfulininghwwG GnpupupmipniGGtphg, npG hp hbp-
phG GGpwnpnud £ dnwynp Juwuwhwnwih nwghnlw) oquwagnp-
ond, qupqugnid b Junwyjwpmd npytiu dnwynp ubithwljw-
(nipjnilG: Unwynp juuyhunwih junwjwpiwl mtuwllyjnilhg
pwjwluwlhG muyuwynphy & bupwjtiih ophlGwln. gniquunlnt-
unipjwl nnpunud tpptdGh wnwowwmwnp, nilGhliwny vwhiw-
Gwthwl pGwlwl ntunpubbp, wjuon hwiwpymd £ qghwnwhb-
nwgnunuwlwli nnpunp oppw6: bupwjtin jupd dwiwlwlu-
hwnywoh (dnn 60-70 wmwph) pGpwgpnid jupnquguwy qpul-
gt vto hwonnmpniGGtp qghnmpjwl nnpunid: Upwl Guuu-
wmbtighlG 1990-wlwGGEph ulyqphG nmtnuyul Junwyjwpnmpjul
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npntignuo  wpyniwybn  pwnwpwluwlnmpniln L pwpbithn-
funiGpp: GuwnwywpmpniGp nipe pwjtph nhitg’ w)funi-
dwgltim tpyph GGpppnudwjhl npnpup: Ownwpbpypyw Gtpn-
pnnGtph hwdwp Gnpuwpwpnipynilp pwpniGwymy £ dGwy hhd-
(wyuwl gpujwlwl, npp dnmu £ Gpwlg Juwwwpby Gepnpnud-
Gtp htilg wjuntn: GuunwnpytighG optlunpulwl thnthnfunip-
JnG0tp gnpowpwp ninpup wfunidwglbim b qupqugltin
hwdwp: Uju wonuding bupwjbip upnn k£ gbipwquig ophlwy
ownwjt] pwquuwphy wligmiwjhG tpypltph hwdwp: Pwgu-
nmpjnil sk Gub {wjwunwbp: Uju tpym GpypGhpG nGh6 pw-
Jwlwbhl wwm plnhwlnp qotip, npnlghg GG wwpwopwjhl
thnppmpjnilp, pGwyul yupwpltph unnipjnilp, ghnwyppu-
Jwl pwpép dwiwpnuyp, pwnupwluwl pwpnmipjmlltp b
w1 G:

Unwlgpuwjhl hwuljugmpniGGap. \nwynp Juuwhunwy,
dwpnujhG Juwhnwi, juqiwitpyswiul juughuw), syw-
nnquiuwl Juwhunw), ghnwwmbtjuGhjulywi L YnGuunpniun-
puwyhlwlwl wyuwwnmwlplbp, dnwynp Juyhwumwih Yytpwpbp-
Jwy hwpgtunynipyniGGhp:

“ITOJIO’KUTEJIBHOE BJIMSAHUE
HUHTEJUIEKTYAJIBHOI'O KAIIMUUTAJIA HA IIPUMEPE
N3PANJIA”

JI.B. TYMSIH

Pe3rome

[ToTenmman pocta W PEHTAOCIBHOCTh 3aBHCAT OT YpPOBHS
pa3Butus U 3(PGEKTUBHOTO UCIOIB30BAHUS HEMaTepUATbHBIX
aKTUBOB (MHTEIUIEKTYaJbHOTO KamuTana). B coBpemeHHOM Mupe
(dhopMHUpOBaHKHE HAIMOHAJIBLHOTO OOTraTcTBa (JIOCTOSIHHUS) MCXOIUT
U3 TEXHOJOTUYECKMX HWHHOBAIMA, KOTOpPHIE B CBOIO OYEPEIlb
MpeNIoNaraloT — palloHaibHOE HCIOJIb30BaHUE, pPAa3BUTHE U
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JabHENIee yIpaBIeHNUe NHTEIIEKTyallbHbIM KanutaioM. C 3Toi
TOYKM 3peHus M3pawnb sBiseTcsl HariasAHbIM Ipumepom. B
MPOLUIOM SIBJISISICH JIMAEPOM B OO0JIACTH CEJIbCKOTO XO3siCTBa,
W3pannb cerofHs CcuuTaeTcs KOJbIOENbl0 B 00JacTH MCCIIENo-
BaHMM W pa3paboOTOK. DTOMY CIOCOOCTBOBAIM MPEANPUHSATHIE
Mepbl B Buae 3(dexTuBHOM mnomutuku U pedopMm. MecTHOoe
MIPABUTEIBCTBO MPEAIPUHSIIO CEPbE3HbIE HIaru JUisl aKTUBU3ALUN
WHOCTpPaHHbIX MHBECTHLMH. VMHHOBamMM 10 CHX IOp SBISAIOTCSA
[JIaBHBIM MAarHUTOM JIJIs NIPUBJICUCHUS] MHBECTULIUN B M3panie. B
3aKOHOJATEIbCTBE,  PETYJIMPYIOIIEM  NPEANPUHUMATEIBCKYIO
JESITEIbHOCTh ~ CTPaHbl, OBLIM CJAENaHbl COOTBETCTBYIOIIHE
U3MeHeHus. M3pawip sBISETCS NPEKPACHBIM IPUMEPOM IS
MHOTHX CTpaH C MEPEXOAHON SKOHOMUKON. APMEHHS TOKE UMEET
BO3MO>XHOCTb Pa3BUBAThCS 10 “IPOTOpeHHOMY  M3paumiieM myTw.
Ecte MHOro 00mero y 3TUX JBYX CTpaH: IUIONIAh CTpaHbI,
OTpaHUYEHHBIC TPHUPOJHBIE PECYPChl, YPOBEHb 0Opa3oBaHus,
MOJIMTUYECKHUE OCIIOKHEHUS U T.JI.

Kniouesuvie cnosa: I/IHTeJIJIeKTyaHI)HI)Ifl Kamnuraj, 4€JI0BCUYCC-
KWK KalimTal, OpFaHI/ISaI_II/IOHHHﬁ KarimuTal, HOTpe6PITeJIBCKPII>'I
KaruTajJa, HAay4YHO-HCCJICIOBATCILCKUC paGOTH, OTYCTHI IIO0 HH-
TCIUICKTYAJIbHOMY KalluTally.
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