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PART I: OVERVIEW OF THE ISRAELI
ECONOMY - 2018
The Israeli economy continues to perform well, beating many of its peer countries and
remaining the envy of most, if not all, of the developed world’s economies. The continuing
electoral victories by Prime Minister Netanyahu reinforces the continued good guidance of the
economy, something tempered, as always, by security concerns. Indeed, in April 2018, Fitch
Ratings affirmed Israel's Long-Term Foreign- and Local-Currency Issuer Default Ratings
(IDRs) at 'A+' with a Stable Outlook.
Map of Israel

The International Monetary Fund holds a
favorable forecast for Israel's economic growth for
2018, citing its 3.4% growth for 2017, amid otherwise
conservative projections for the rest of the global
economy. The IMF observed in March 2018 that
Israel is enjoying solid economic growth and low
unemployment, making this an especially favorable
time to undertake reforms to help sustain strong and
inclusive growth. Israel's monetary policy should
continue to support the return of inflation to the target
band.
Major progress has been achieved in
reducing public debt, a trend that should be
maintained while raising potential growth through
sound investments in education, health and
infrastructure. Israel's annual GDP growth rate has
averaged some 1% from 1980 until 2016.
Indeed, the leading international credit ratings
agencies agree that Israel's economy could grow by an average 3.1% annually between 2017
and 2020.
The Bank of Israel noted that Israel's GDP per capita (PPP) for Q4/17 was $39,400, a
significant rise over Q4/16's $37,800.
The economic outlook is favorable in the near term but challenges will increase over time.
Growth is expected to remain strong at about 3.5% in the next few years benefitting from the
completion of major projects. With trend productivity gains relatively modest at 1% annually,
growth is projected to average about 3% in subsequent years.
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Israel Comparative OECD Annual GDP Growth: 2007 – 2016

Israel does face, according to the IMF, two major challenges to sustaining solid growth in
the long run. Subgroups with lower average labor market skills and lower labor force
participation, especially among the ultra-Orthodox and to a lesser extent Arab Israelis, will rise
as a share of the working age population from one quarter in 2015, to one third by 2025, and
two fifths by 2045. Moreover, Israel faces sizable infrastructure needs, most evident in traffic
congestion which is already the worst in the OECD, and which will increasingly drag on
productivity as the population and per capita incomes rise.
The inflation rate, once the bugaboo of the economy, has been historically low. Core CPI
inflation remains below the 1–3% target range of the Bank of Israel (BoI), at 0.1% in January
2018, reflecting the combined effects of the appreciation of the shekel, low inflation in key
import sectors, increased competition and government measures to reduce the cost of living.
Overall, Israel has averaged 1.7% inflation annually since 2011.
Following the March 2015 elections and the formation of a coalition government the following
May, Prime Minister Netanyahu has been working to usher in a spate of economic reforms.
Much of this process has been complicated as his narrow government has a number of oftenrecalcitrant partners.

3

Israel passed the budget for 2019 in mid-March 2018, earlier than normal due to political
considerations. The budget revised the deficit ceiling for 2019 to 2.9% of GDP from 2.5% of
GDP in the previous multiyear budget plan. The budget assumes a 5% increase in revenue
over the updated 2018 budget, slightly stronger than the forecast for overall nominal GDP
growth in 2019. Spending is planned to grow by 5.6%. This includes sizeable increases for
education and other social spending, as well as for defense and infrastructure.
Natural gas fields discovered off Israel's coast since 2009 have brightened Israel's energy
security outlook. The Tamar and Leviathan fields were some of the world's largest offshore
natural gas finds of this past decade. The massive Leviathan field is not due to come online
until sometime this year, but production from Tamar provided a significant boost to Israel's
GDP. For example, Israel's gas royalties increased by 8.5% during the course of 2016.
The effect is also being felt regionally. Natural gas from Israel's offshore Tamar reservoir
began flowing to Jordan in early 2017. Despite the initial small amount of gas, it is being
delivered via a special pipeline built in the Dead Sea. In December 2016, government ministers
from Israel, Greece, and Cyprus agreed to continue their promotion of a natural gas pipeline
from Israel to Europe. This is not only an economic boon to Israel, but a strategic breakthrough
for Western Europe, freeing it from dependence on Russian gas.
Between 2004 and 2011, Israel's economic growth averaged nearly 5% per year, led by
exports. The global financial crisis of 2008 - 09 spurred a brief recession in Israel, but the
country entered the crisis with solid fundamentals, following years of prudent fiscal policy and
a resilient banking sector. Israel's economy has also weathered the so-called “Arab Spring”
because strong trade ties outside the Middle East have insulated the economy from spillover
effects. The economy has recovered better than most advanced, comparably sized
economies, but slowing demand domestically and internationally, and a strong shekel, has
reduced growth forecasts for the next decade to the 3% level.
Israel, known worldwide as the “Start-Up Nation,” excels in all hi-tech sectors. This prowess
is bolstered by the defense sector and there is an intimate relationship between these two
spheres.
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The percentage of Israelis engaged in scientific and technological inquiry and the amount
spent on R&D in relation to the GDP is amongst the highest in the world. Israel ranks fourth in
the world in scientific activity, as measured by the number of scientific publications per million
citizens. Israel's percentage of the total number of scientific articles published worldwide is
almost 10 times higher than its percentage of the world's population. Despite its small
population relative to other industrialized nations around the world, Israel has the highest
number of scientists, technicians, and engineers per capita in the world with 140 per 10,000
employees. In comparison, the equivalent number is 85 per 10,000 in the United States and
83 per 10,000 in Japan.
Israel's Overall Imports of Consumer Goods

The economy is also supported by strengths in electronic and biomedical equipment,
agricultural products, processed foods, chemicals, pharmaceuticals, and transport equipment.
Recent discoveries of large off-shore natural gas reserves have the potential to make Israel a
net energy exporter in the near future.
Israel has been a member of the OECD since 2010. In 1985, the United States and Israel
concluded a Free Trade Accord, the first official such agreement by Washington with a foreign
country. Israel currently also has free trade agreements with the European Union, the
European Free Trade Association, Turkey, Mexico, Canada, Jordan, Egypt and the Mercosur
trade bloc.
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Basic Economic & Trade Statistics – 2017
Population:
Inflation:
GDP:
GDP per capita:
Business Product:
FDI Inflow:
Exports of Goods & Services:
Import of Goods & Services:

8.84 million (2.1% annual growth)
0.1% (January 2018) (0.4% for 2017)
$350.81 billion (PPP), +3.4% growth est. for 2018
$39,400 (PPP), +1.5% growth in 2017
+6% (+3.9% growth)
$56.7 billion
$95.6 billion (+5.4%)
$90.9 billion (+8.7%)

Imports from the United States:
Exports to the United States:
Israel Trade Surplus with US:

$12.544 billion
$21.947 billion
$9.4 billion

Israel recorded an overall trade deficit of $9.4 billion in 2017 due to the fact that the Israeli
exports have been hurt by a strong shekel.
Total Israeli imports, excluding defense imports, rose by 10.2%, and overall consumption,
excluding defense consumption, grew by 4.3%.
Canadian imports from Israel were worth $976 million in 2017, as opposed to exports of only
$304 million. EU exports to Israel for 2017 amounted to $26.14 billion against imports worth
$18 billion, leaving Israel with a deficit of $8.13 billion.

Israel – Ukraine Trade
According to the State Statistics Service of Ukraine, in 2017 the total trade turnover (goods
and services) between Israel and Ukraine amounted to $973.4 million, marking an increase of
13% compared to 2016, which was $861.3 million. Ukrainian exports totaled $781.4 million,
an 18.6% increase, while imports from Israel were worth $192 million, registering a 6.1% drop
in annual terms. For 2017, Ukraine enjoyed a trade surplus with Israel of $589.4 million.
For 2017, the trade in goods alone amounted to $772.5 million, a 14.7% increase (worth
$99.2 million) over the previous year. Ukrainian exports were worth $604.6 million, marking a
23.8% annual increase, while imports from Israel were $167.9 million, a 9.2% decrease,
resulting in a Ukrainian trade surplus of $436.7 million.
The main exports from Ukraine to Israel were: cereals (46.5%), ferrous metals (25.9%), oil
seeds and oleaginous plants (7.9%), food industry byproducts (4.8%), wood (1.7%), oil (1.6%)
and milling industry products (1.2%).
Main imports from Israel to Ukraine were: various chemical products (39.8 %), refined
mineral fuel, oil and related products (9.2 %), plastics & polymers (8.6 %), nuclear reactors,
boilers and related machinery (5.5 %), electric machines (5 %) pharmaceutical products (4.4
%) and goods procured in ports (6.2 %).
In 2017, bi-lateral trade in services amounted to $200.9 million and increased by 6.9% or
$12.9 million compared to the previous year. Export amounted to $176.8 million and increased
by 5%, while imports were $24.1 million and increased by 23.1%.
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PART II: ISRAEL'S IT ENVIRONMENT
2017
Israel’s IT market is a product of the country’s highly technologically advanced society
coupled with the strong drive to constantly innovate. New technologies and solutions are being
created by Israeli companies on a regular basis to meet both local and global challenges. This
innovative drive is also recognized by the international leaders in the field, as witnessed by the
increasing presence of R&D centers of many of the world’s largest IT corporations.
There is strong demand from the Israeli public and private sectors for all kinds of IT products
including hardware, software, mobile and developer tools. As a result, besides local solutions,
a large number of international software and hardware brands are represented and distributed
in Israel, covering a gamut of functions from project management to simulation to cybersecurity
to business intelligence and more.

Israeli Innovation Ecosystem
It is sometimes hard to fathom that Israeli innovation has become a role model for the entire
world. Today, delegations from around the globe visit Israel on a regular basis to learn about
its local innovation eco-system and to understand how a small country of just under 9 million
people has succeeded in becoming a world leader in hi-tech development otherwise known as
the 'Start-up Nation'.
Israel was also a pioneer in realizing the contribution of R&D
and innovation to the country's economic growth. Established in
1974, the Office of the Chief Scientist, today known as the Israel
Innovation Authority, promotes cooperation between the
government and the private sector with the objective of advancing R&D and innovation
processes. This was undertaken from an understanding that investment in innovation is the
key to sustainable economic prosperity and to the creation of tremendous economic
productivity and value. However, the value of innovation was not solely economic, but also
exercises valuable diplomatic influence: for many other countries, Israel represents a primary
target for potential collaborations in fields of science and technology.
Israel’s strength in R&D first emerged with the emphasis on military R&D following
independence that then branched out into the civilian economy. As such, the process began
before 1948 and accelerated after 1967 following the French defense sector boycott of Israel.
Over the last 20 years, Israel has also placed an emphasis on further developing these
technological capabilities by investing heavily in R&D programs, as can be seen in the chart
below.
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The High-Tech Industry in Israel – The Surge Continues
The Innovation Authority's High-Tech Index, which assesses Israeli high-tech industry's
performance, peaked in 2015, albeit the absolutely latest figures for 2017 have not yet been
collected. In 2016, the high level of performance has been maintained, although a slight decline
has been recorded in several indicators, expressed in both the Start-Up Companies Sub-Index and
in the Mature Companies Sub-Index.
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Overall, the high-tech industry is divided between the startups and mature companies.
Concerning startups, there has been a continuation of the positive trend that began with the end
of the global financial crisis, even if at a slightly lower level than the peak of last year (Diagram 2).

The large scope of funds raised by high-tech companies had a significant influence
on this result. According to the IVC Research Center, approximately $4.8 billion flowed into
the companies' cash reserves, a figure that constitutes a new Israeli yearly record. This
happened while in the United States, venture capital investment actually declined for the first
time after five consecutive years of growth. Furthermore, the financing rounds themselves
were larger than normal: the average round in 2016 stood at approximately $7.2 million,
some 20% more than the average during the previous five years. Specifically, the average
round in advanced stages grew from approximately $20 million in 2015 to $25 million in 2016.
2017 saw a similar pace with $5.24 billion being raised during the year, 75% of which was
in mid-stage and late-stage deals (all with a scope of at least $10 million per transaction). This
points to the maturity and readiness of the Israeli companies and also to higher investor
willingness than in the past to become involved in follow-up investments at later stages.
A slight decline in 2016 relative to 2015 was seen in the net addition of new startup
companies (companies opened minus those that closed), but it should be mentioned that a net
increase of more than 600 companies to the total number of start-up companies is a significant
addition of which many countries would be proud.
The scope of 'exits' during 2016 was slightly lower than in previous years, however it is
important to mention that consensus regarding this figure is not universal, specifically
concerning the definition of an "Israeli exit".
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Exits in 2017
In 2017, Israeli companies and startups were sold for a total of $23 billion in 112 deals in a
number of exit transactions including IPOs, mergers and buyout deals, reflecting a 19 percent
increase from last year, according to the IVC Research Center.
The acquisition of Mobileye by Intel for $15.3 billion, one of the largest exits in the auto
industry, focused attention amongst global companies and investors on the great potential that
lies in harnessing Israel’s technological leadership in the autonomous vehicle revolution.
Combined with the acquisition of Israeli drug maker Neuroderm by Mitsubishi Tanabe Pharma
for over $1 billion, these deals accounted for a majority of the total $23 billion. Excluding those
two, the total value of the transactions still reached $6.6 billion, compared with 2016’s sum of
$10.02 billion.
The highest number of deals in 2017 were for Israeli companies in the IT and software field
(30), followed by internet (24), communications (18), life sciences (16), and semiconductors
and cleantech with 3 each, and 9 deals for companies in the “miscellaneous tech” field such
as hardware, defense and industrial applications.
The IVC report detailed 112 deals in 2017, including 92 M&As (mergers and acquisitions),
13 IPOs, and 7 buyouts noting a decline in the number for the fourth consecutive year and
down by 7% from 2016’s 120 deals. But while the number of deals were down, the deal value
was up, with 18 exits over $100 million in 2017, up from 11 in 2017.
Pundits have observed that while there’s been a 25% drop in the number of deals over the
past four years, the market is showing stability and maturity as there is more money pouring
into companies in a given funding round (over $30 million), indicating growing expectations
from investors, and the amount of the average deal is also up. The VC-backed exit average
amount totaled $62.6 million, while non-VC-backed exits averaged $39 million, according to
the report. A significant drop too was noted of investments in early-stage startups compared
to 2016.

Acquirers of Israeli Companies
American and Canadian companies made up a majority of purchasers of Israeli companies
in 2017 in M&As, some 42%, while 28% were Israeli buyers, 13% were European and three
were Chinese. The remaining 11% were listed as “other” in the IVC report. With IPOs, Israeli
companies appeared to struggle, according to the report, attracting $44 million in 13 deals, with
just one company — Forescout — meeting the NASDAQ threshold.
Notable exits in 2017 included the acquisition of Argus Cyber Security in November 2017
by auto giant Continental AG for $430 million, the sale of Israeli game developer Plarium to
Australia’s Aristocrat for $500 million and the purchase of Tel Aviv-based customer identity
management firm Gigya by German software giant SAP for $350 million.
Meanwhile, Israeli companies undertook 30 deals to acquire other Israeli companies,
amounting to $393 million. There was a decrease in the total value of transactions for Israeli
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buyers in M&A deals, with a “modest” $1.17 billion in 2017, down significantly from 2016’s
$3.46 billion in the same category.

Israel's mature companies displayed a similar picture (i.e., positive performance
albeit lower than that of 2015), a fact expressed in the decline of the relevant sub-index (see
Diagram 3)

In 2015, almost all the indicators comprising the Mature Companies Sub-Index rose with
noticeable increases in the total value of acquisitions made by Israeli high-tech companies and
the total of secondary issues of Israeli companies. These issues served, among others, to
finance these same acquisitions. During 2016, most of the sub-index's indicators showed a
decline as could be expected following a record year and yet, a number of indicators reflect
important achievements. Specifically, the total acquisitions made by Israeli companies,
continued to climb and reached $8.5 billion; the ratio of high-tech employees out of the total
employees in all sectors returned to the previous record level 8.3%, at which it stood on the
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eve of the 2008 crisis; and total high-tech exports reached a record level of approximately $43
billion, reflecting an increase of approximately 5% (see Diagram 4).

The increase in high-tech exports stems entirely from a growth of approximately 20% in
service exports (that includes mainly computer and software services, R&D services,
communications and others). Industrial exports, on the other hand, dropped by approximately
6%. The trend of change in the composition of high-tech exports and the diversion of focus
from manufacture to services, is expected to continue in coming years, as is already reflected
by the results for the first half of 2017.

Israeli Government Eases Conditions for
Business & Advances Human Capital
Several steps have been taken by the government in 2016 and 2017 that are expected to
prove beneficial to Israeli high-tech. Among these steps are regulatory easing measures and
actions to strengthen the infrastructures necessary for the industry.
First, the government has updated the taxation environment of high-tech companies in
Israel. This has been done in reaction to publication of the BEPS Regulations that are aimed
at preventing the shifting of high-tech companies' profits to countries with more attractive tax
regimens and tax shelters around the world. Accordingly, at the end of 2016, an amendment
was passed to the Law for Encouragement of Capital Investments which reduced corporate
tax for high-tech companies from 25% to 6-12%, depending on the nature of the company.
The Amendment also instituted additional tax benefits on dividends and capital gains tax.
Second, in August 2017, the Knesset (Israel's parliament) passed a bill aimed at removing
bureaucratic obstacles and easing the completion of high-tech mergers and acquisitions in
Israel. The objective of the proposed law is to adapt the regulation on companies' structural
changes to the needs of the high-tech industry which is characterized by frequent corporate
changes and rapid growth. In this light, the law expands the application of tax benefits in cases
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of various structural changes such as company merger and acquisition and asset transfer. In
addition, it removes bureaucratic obstacles such as the need for the Tax Authority's
authorization to execute a merger by means of exchange of shares, and in order to implement
a vertical split. The proposed law is consequently expected to increase the attractiveness of
merger and acquisition transactions for both investors and companies. Indeed, in early 2016,
the Knesset passed an amendment to the 'Angels Law' that expanded application of a tax
benefit granted to individual investors (angels) on an investment in high-tech companies at
initial stages of their operation.

Manpower Challenges
There is now a severe shortage of engineers and programmers in Israel. According to the
Israel Innovation Authority, this shortage is expected to grow to 10,000 engineers and
programmers within a decade, and constitute a significant barrier to the growth of local hightech companies and their ability to lead the international markets. The startup nation is moving
ahead, with thousands of companies being founded in Israel in recent years and many
international companies having opened R&D centers in Israel. At the same time, the number
of qualified personnel is limited.
In early 2017, to address the shortage of engineers and programmers in the high-tech
industry, a government resolution was passed to implement a national program for increasing
the number of skilled personnel in the high-tech industry. The program enlists all the relevant
government bodies towards this objective and comprises several steps aimed at increasing the
industry's supply of human capital. Among others, it was decided that the Planning and
Budgeting Committee at the Higher Education Council will act to increase the number of
undergraduate students in high-tech disciplines by 40%. In addition, the Director of
Employment will implement steps to integrate sectors of the population currently underrepresented in the high-tech industry, primarily women, ultra-Orthodox and other minorities.
Additionally, the Innovation Authority will act to promote extra-academic training programs
relevant to the high-tech industry. A decision was also taken to implement different steps to
increase the potential human capital for the high-tech industry by means of integrating
personnel from overseas: returning Israelis, new immigrants and foreign citizens.
Nevertheless, as long as the current talent availability situation persists, Israeli companies are
likely to continue the trend of seeking suitable talent overseas.

Multinational Companies and R&D Activities in
Israel
There are currently some 307 international R&D centers in Israel, operated by leading
international companies such as Apple, Google, Intel, Microsoft, HP, IBM, eBay and many
others. Many of these were established following the acquisition of Israeli hi-tech companies.
HP, for example, has vast IT management R&D activities in Israel resulting from the $4.5
billion acquisition of Mercury Interactive in 2006. IBM is engaged in developing infrastructure
technologies across various sectors in Israel. IBM's Israel Systems and Technology Group
(STG) Lab is involved in high-end disk storage technology, compression, and de-duplication
software to help manage enterprise storage. These activities are largely based on IBM's
13

acquisitions of Israeli storage companies XIV, Diligent, and Storwize. Several other IT
infrastructure related R&D activities are performed under the IBM Israel Software Group,
including data integration and information governance, application security, data protection and
recovery, and enterprise mobility.
Microsoft Israel's R&D center, one of the company's three strategic R&D centers outside
the United States, is also active in developing IT infrastructure solutions, mainly in the areas of
security, telecom infrastructure, and cloud computing. The center also incubates new products
and leads Microsoft's business and outreach activities with Israeli start-ups, ISVs, and VCs.
Dell EMC's local IT infrastructure R&D activity is based on the acquisition of software
companies Kashya and Illuminator (in the area of data protection), nLayers (system and
network management), and ProAactivity (business process management). Its subsidiary
VMware is also active in the local market, developing datacenter infrastructure products based
on the acquisition of virtual appliance company B-Hive. CA, one of the leading vendors in the
worldwide IT infrastructure software market, has been one of the most active acquirers of Israeli
companies. The company's local R&D center is engaged in the development of system and
network management solutions, including cloud and virtualization management. Another
vendor with significant R&D activity is BMC, which has made several acquisitions of Israeli
companies since 1999 (including New Dimension, OptiSystems Solutions, and Identify
Software).
The R&D centers constitute an important part of the Israeli innovation ecosystem and create
significant technological value – they represent about 50% of investments in R&D. In addition,
these R&D centers positively affect the economy from the perspective of salaries and
productivity. Furthermore, alumni of the R&D centers often move among different players in
the hi-tech industry over the course of their careers, thus distributing the technological and
managerial skills they have acquired, a phenomenon known professionally as “spillover.”
Foreign companies also promote overall investments in R&D. It is claimed that a 1%
increase in R&D expenditure by foreign companies results in a 0.27% increase in spending on
R&D in locally-owned companies. Moreover, expenditure on R&D as a percentage of yields
by foreign multinational companies in Israel is among the highest in OECD countries at 17%,
compared to 1.7% in the US and 0.7% in Ireland. These two factors mutually benefit both the
multinational companies and the local market, promote growth and inspire the work
environment as a whole.
Currently, some 70% of jobs in multinational R&D centers are actually positions in research
and development – mainly engineers and programmers. Thus, the R&D centers’ effect on
employment is concentrated, especially considering the shortage of engineers and
programmers in Israel. Subsequently, in order to increase their influence on the economy, the
multinational R&D centers are being encouraged to increase their activity in Israel beyond R&D
to a range of different activities in the value chain of a global corporation: manufacturing,
marketing, support, design and more. In this way, these multinationals will hire additional
employees in supportive roles beyond existing R&D positions.
Adoption of the OECD’s BEPS guidelines also provides a prime growth opportunity. The
guidelines create an incentive for countries such as Israel to produce a competitive tax regime
for hi-tech companies, thus encouraging them to register their IP at R&D centers in Israel. Such
a process can contribute – as is the case in other countries – to the import of additional
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elements of the corporation’s value chain to Israel. This year, an amendment to the Law for
the Encouragement of Capital Investment was approved, which provides significant tax
benefits for hi-tech companies.
In addition, there is strategic significance in promoting the activity of multinational R&D
centers in a wide variety of technological fields. Today, the vast majority of activity of
multinational R&D centers in Israel is in information and communications technology (ICT).

IT Market Characteristics & Trends
As mentioned, Israeli society is technologically advanced, with everything from medical
records, financial records, educational materials, military simulations and mobile
communication being digitalized. From a young age, Israelis are bombarded by computers,
video games, smartphones and now even some AR and VR applications that have reached
mainstream use. Based on statistics released in 2017 by Israel’s Central Bureau of Statistics,
72% of Israelis aged 20 and older use computers while 77.4% use internet. As such, Israel is
a prime location for testing and implementing digital tools and information technologies.
For a population with just under 9 million people, it is notable that there are over 4,600
companies with dedicated IT Departments in Israel. A significant and growing amount of
money is devoted to IT needs across the economy, as the following table demonstrates with
regard to IT budgets within specific sectors:
IT BUDGETS OF ISRAELI INDUSTRY SECTORS
Industry
Government
Banks
Manufacturing
High Tech
Security
SMB/SME
Insurance
Health
Transport
Financial Services
Education
Retail
Telecom
Utilities
Media
IT local vendors

IT Budget 2018
(in $ Millions)
1,630
920
875
842
525
410
405
350
340
310
292
238
230
215
180
165
Source: STKI 2018

Change from 2017
(%)
6.54
6.36
-0.57
2.06
3.75
2.50
2.53
4.48
4.62
16.98
8.15
3.48
12.20
-8.51
2.86
10.00

Larger companies account for the vast majority of IT spending in Israel. In 2017, 95% of
overall IT spending was done by companies with over 251 employees (1,796) and 101-250
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employees (2,817) combined, whereas 5% of overall IT spending was done by companies with
21-100 employees of which there are 18,470.
The high level of IT spending and extensive presence of both local and international brands
indicates that Israel has a very active IT market. Indeed, there is significant and growing
demand for hardware, software and value added services in the Israeli market.
IT MARKET SIZE BY SEGMENT IN 2017

Market Segment
Hardware
Software
Value Added Services
TOTAL:

IT Market Size
(in $ Millions)
1,688
1,732.65
3,385.5
6,806.15
Source: STKI 2018

Change from
2016
(%)
1.98
5.12
4.66
4.10

Software
The software subsector includes several system infrastructure, middleware & IT
management, cybersecurity, information management and business/enterprise applications.
The following tables depict a breakdown of the overall software market into various
subcategories of software products available in the Israeli market. The two most active markets
are system infrastructure applications (including cloud applications, backup and automation
tools) and business/enterprise applications such as CRM, ERP, etc. All of the subcategories
feature products originating from both foreign and local companies, reflecting the reality that
innovative IT solutions providing added value or capabilities are always relevant for users.
SYSTEM INFRASTRUCTURE SOFTWARE MARKET IN 2017
Market Segment
System Software
Storage & Backup
Databases
Cloud Management Software
Automation & DevOps Tools
TOTAL

IT Market Size
(in $ Millions)
163
78
67
1.75
21
330.75
Source: STKI 2018

Change from 2016
(%)
1.88
4.00
-6.94
40.00
16.67
1.38

MIDDLEWARE & IT MANAGEMENT TOOLS
Market Segment
Middleware Software
IT Operations Tools
TOTAL

IT Market Size
(in $ Millions)
56
81
137
Source: STKI 2018

Change from 2016
(%)
3.70
2.53
3.01
16

CYBERSECURITY
IT Market Size
(in $ Millions)
Software/Cyber Security
215.90
Source: STKI 2018
Market Segment

Change from 2016
(%)
5.32

OFFICE OF THE CIO & DEVELOPMENT TOOLS
Market Segment
Project & Portfolio
Management
EGRC
Development & ALM
Mobile Apps
Development
TOTAL

IT Market Size
(in $ Millions)
26

Change from 2016
(%)
8.33

23.5
80
5

6.82
-3.61
-16.67

134.5
Source: STKI 20187

-0.37

INFORMATION MANAGEMENT APPLICATIONS
Market Segment
Office Productivity
KM
Collaboration
BI, Analytics
Digital Output
Management
TOTAL

IT Market Size
(in $ Millions)
78
81
26
192
20.5
397.5
Source: STKI 2018

Change from 2016
(%)
-4.88
2.53
13.04
9.71
5.13
5.02
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BUSINESS APPLICATIONS
Market Segment
ERP
Vertical Applications
CRM/XRM
HR/Talent Management
Contact Center/
Multichannel
engagement tools
PLM
Web Content
Management
IoT Platforms
Marketing Automation
Software
TOTAL:

IT Market Size
(in $ Millions)
138
170
65
18.5

Change from 2016
(%)
-1.43
9.68
12.07
15.63

28

12

17

13.33

52

18.18

3.5

40

25

66.67

517,000
Source: STKI 2018

9.88

Foreign Firms Represented in Israel
A variety of software/IT brand names from around the world can be found in Israel, the vast
majority of which originate from the United States. The big names offering a large range of IT
products, such as Microsoft (US), SAP (Germany), Oracle (US), IBM (US), Intel (US), Apple
(US), Dell EMC (US) and Amazon (US) are very common among Israeli businesses,
developers and consumers. Others include VMware (US), Micro Focus (UK), McAfee (US),
Fortinet (US) and Autodesk (US).
Smaller and lesser known foreign companies have found a role in the local market by
complementing, competing and augmenting products made by the former list, as well as to fill
in gaps in capabilities and to address additional challenges. Some examples include:
Robocom Systems International (US), BWise (the Netherlands), Adexa (US), OpenLink
Software (US), Chisel Software (Australia), MAXON Computer (Germany), Eltima Software
(Saint Kitts and Nevis), Araxis (British Isles) among many others.

Israeli Companies with an International Presence
Various Israeli-made software solutions have emerged in almost every subsector of the IT
market, in many cases claiming a considerable presence on the global stage. Prominent
software areas with most notable Israeli company involvement have been cybersecurity,
enterprise management (CRM, ERP), business intelligence, artificial intelligence, cloud
applications, data analytics and IT management. Cybersecurity in particular has become a
huge subsector in Israel due to both the need to protect digital activities and information around
the world and the rapidly growing cadre of Israeli companies active in this area supplying
solutions internationally.
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Some examples of Israeli software companies selling software solutions internationally in
addition to the local market include:
PRIORITY SOFTWARE (https://www.priority-software.com) is a leading ERP company
focused on developing, customizing, implementing and supporting ERP solutions. Its business
management solutions include: operational ERP, financial management tools, cloud ERP,
Warehouse Management systems, Time and attendance software and more. As of January
2018, Priority has extended its ERP software services to small business owners, with the
acquisition of US-based software developer, Acclivity, provider of the popular AccountEdge,
small business accounting solution for the Mac and Windows desktop, as well as developers
of Checkout POS and Rerun software. The two companies’ collective offering is now deployed
by over 75,000 customers worldwide.
CLARIZEN (http://www.clarizen.com) offers a SaaS-based project execution platform that
provides a team with a centralized environment through which to manage projects, tasks,
resources, budgets – as well as associate emails, chat and documents. Project managers and
organizations get real-time visibility and clarity, enabling them to make decisions based on
data, not guesswork.
APPLANGO (http://www.applango.com) develops solutions designed to help
organizations understand and optimize their software-as-a-service (SaaS) application usage.
The company delivers critical business intelligence by providing its users with SaaS usage
analysis across their entire SaaS ecosystem. By consolidating usage information from multiple
SaaS apps into a single view, Applango allows administrators to gain a greater understanding
of licensing needs and costs, while enabling managers to quickly evaluate individual and team
performance. The company has integrated its apps with Salesforce, as well as with additional
usage information from other popular SaaS applications such as Box, Workday and Google
Apps.
VISION.BI (http://www.vision.bi) is an Israeli based software and services company
specializing in the Business Intelligence (BI) field. Vision.bi’s Product Division specializes in
end to end BI solutions which incorporate the complete process of development and
maintenance in the BI environment. Vision.bi’s Service Division helps clients to implement
projects such as a new Data Warehouse, ERM project, migrate its BI platform to a newer
version or off-shore its entire BI department.
SISENSE (http://www.sisense.com) has developed award-winning, full-stack business
intelligence and analytics software. It enables amateurs to join large data sets, build smart
dashboards with aesthetic data visualizations and share their data with thousands of users.
The company's solution renders a centralized database on standard hardware. Its technology
is designed for business users without coding or IT knowledge and serves hundreds of
businesses including Fortune 500 companies.
CTERA NETWORKS (https://www.ctera.com) enables enterprises to securely sync,
share, protect and govern files from any device or office, all from the cloud of their choice.
Revolutionizing storage, data protection and collaboration for enterprises and SMBs, its hybrid
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architecture combines secure cloud storage services with on-premises appliances and
managed agents.
There are some IT functions for which Israelis prefer to seek out local solutions, primarily
due to language and/or cultural considerations. For example, although there are a multitude
of document and project management solutions available internationally, local contacts active
in the field report that Israelis looking for such solutions have tend to choose locally-developed
ones. There are several Israeli firms involved in designing and providing Hebrew-language
software platforms to facilitate project management, digital information management and
collaboration specifically. They largely cater to the specific needs and nuances of projects
performed in the local market.

Software Distribution in Israel
As noted above, in addition to locally developed IT products, software used in Israel comes
from many international sources, most notably from the United States, Canada, UK and India.
Top international software brands offering solutions in multiple subsectors found in the Israeli
market include: Microsoft, SAP, Oracle, IBM, VMWare, Dell EMC, ServiceNow, Red Hat and
more.
Because of the nature of software solutions and online activity, foreign companies can sell
directly into the market if they wish (especially cloud and other solutions that can be installed
and fully handled online). However, many foreign companies choose to appoint an official
importer/VAR/representative(s) in Israel to promote and sell their products in the local market,
taking advantage of the local partner’s client base and intimate familiarity with the market. As
a result, Israeli end-users generally can only acquire any particular software product from that
official representative and often receive service and support from that representative as well.
There are a number of IT vendors and integrators in Israel who focus on supplying IT
solutions including software solutions to fulfill the needs of local companies, organizations and
government. Examples of Israeli software value-added resellers who represent and sell foreign
software solutions include:
MALAM SYSTEMS (http://www.malamteam.com) specializes in implementing enterprise
software solutions, offering consultancy services and providing vertical solutions. The
company has gained experience developing software projects on a national scale such as
Israel’s Customs system, election management software and various systems in use by Israel's
Knesset. The company offers comprehensive solutions involving cloud, Digital and Big Data –
from the first stages of consultation and software requirements specification through
implementation, integration and deployment on customized architecture and infrastructure.
The company’s range of software solutions include: project development, ERP, CRM, Customs
Brokerage solutions (e.g. logistics, supply chain, etc.), dedicated solutions (e.g. billing, donor
management, etc.), BI and big data solutions, Knowledge and Document Management
Solutions, SharePoint Based Solutions and smart transportation systems.
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MATRIX (http://www.matrix.co.il/en) which employs about 8,600 IT professionals, is one of
the leading IT companies in Israel. It develops and implements a wide range of leading
technologies, software solutions and products. Matrix provides infrastructure and consulting
services, outsourcing, offshore, nearshore, training and assimilation services. It represents
and markets leading software vendors including Red Hat, Apple, SAP, EMC, Oracle, Microsoft
and HP. Among its customers are most of the leading Israeli organizations and companies in
the industrial, retail, banking and finances, education, Hi-tech and ISVs, telecom, defense,
health and the government/public sectors.
THE YAEL GROUP (http://www.yaelgroup.com/en/) is one of the leading IT groups in
Israel which specializes in technology-based business solutions and performs implementation
and integration of a wide range of software and hardware products. Among the group’s
activities are integration projects, implementation of ERP and CRM systems, integration of
financial solutions, BI and analytics, cloud solutions, digital and content management. In
addition, the company provides outsourcing, consultation and training services.
SOFTWARE SOURCES (http://www.software-sources.co.il/) is a major software product
Distributor and Reseller, with more than 8,000 customers throughout Israel. In recent years,
the company has also entered the hardware and communications component market,
importing and distributing specialized components for corporate and user-specific needs. The
company specializes in working with governmental organizations, academic institutes and hitech companies, as well as private customers. Software Sources is a certified supplier of
Israel’s Ministry of Defense, and is a Microsoft Education Authorized Reseller (EAR).
SIT - INNOVATIVE BUSINESS SOLUTIONS (http://www.sitqad.co.il/home/)
specializes in implementing and consulting with regard to ERP systems, modern BI, advanced
analytics and artificial intelligence. It represents and distributes a number of relevant solutions
in these fields such as QAD's ERP, Tableau & Alteryx.
ENGINEERING SOFTWARE LAB (ESL) (http://www.eswlab.com) is an Israeli
technical software resale and professional services company that focuses on: Source code
analysis for quality and security, version management, mathematical computation, open
source compliance, standard compliance, build & release automation, and application
performance monitoring. For each of the software tools, the company offers end-to-end
solutions that include pre/post sale consulting services, integration & implementation services,
training and first tier support.

21

IT Services Outsourcing
As noted above, there is a large market in Israel for value-added services in the IT field.
These services include cybersecurity consulting, IT infrastructure consulting, product
implementation, virtualization, IT training, auditing, risk management, implementation of
enterprise applications like CRM, UX design, marketing automation, etc. Among the most
prominent are managed & outsources services, on-demand/cloud services and staff
augmentation services.
In order to increase efficiency, save costs and address the dearth of tech talent needed for
specific tasks, many Israeli companies have been outsourcing software development and other
IT functions to Israeli service providers (i.e. “near-sourcing”) as well as to service providers in
alternative locations around the world including India and Ukraine. This phenomenon includes
both having foreign companies provide services and hiring personnel overseas to fulfill inhouse needs.
Over the past decade, India was the main supplier of high-tech personnel to both large
companies like Amdocs and NICE Systems and startups in Israel. In fact, Amdocs reported
having over 9,300 employees in India, comprising around 37% of the company's overall work
force and almost double the number of their Israeli employees.
In the last few years, Eastern Europe has begun to play a larger role in fulfilling this need for
Israeli companies. Some recent examples of this trend include:
 SimilarWeb, founded in 2009 and specializing in gathering and analyzing online
data and rating the digital world, now has many engineers in Kiev. These employees
augment the company’s other employees: 250 in Israel and the rest in various places
around the world, including London, New York and San Francisco.


Matrix IT has development centers in Bulgaria, Macedonia and Ukraine.

 Wix.com, which has developed a platform for setting up websites, also has
personnel in Eastern Europe: 100 employees in Lithuania and Ukraine who are
programmers, engineers, and product personnel.
 AppsFlyer recently bought a Ukrainian company and has brought the staff into
its own ranks.
 Intel Israel, a foreign subsidiary of the U.S. semiconductor company, has an
R&D center of its own in Poland.
A survey conducted in early 2017 by Ethosia of 138 Israeli companies showed a steep rise
in the employment of workers at facilities operated overseas by Israeli firms. The number of
workers employed in Eastern Europe and India alone reported by the companies surveyed
increased to 2,240 in February, a jump of 25% over the previous survey, conducted in January
2017. The domestic payroll increased only 6% during that period.
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The companies surveyed include some of Israel’s biggest like 888, Wix, MyHeritage and
Gett as well as early-stage startups. The findings indicated that the 20,000+ jobs created
outside of Israel by these companies paid combined salaries of $920 million.
The top countries for Israeli tech companies employing people overseas were Ukraine
(28%), Poland (19%), Bulgaria (14%), Belarus (14%), India (12%), Romania (7%) and
Macedonia (2%). Others with a smaller number include countries like Kazakhstan, the Czech
Republic and Slovakia.
According to the survey, Israeli companies prefer to employ people through a subcontractor
or on a freelance basis as opposed to hiring directly overseas. The former option was
employed in roughly 70% of the overseas hires recorded in the survey, accounting for
approximately 14,000 people.
Some examples of international IT companies based or having offices in Ukraine who
provide outsourcing services to Israeli companies include:
Founded in 2006, Ignite (https://igniteoutsourcing.com) is a leading provider of outsourced
software solutions to companies around the globe, from startups to Fortune 500 corporations.
Through strong Israeli-Ukrainian leadership, Ignite has built a solid reputation as a world-class
provider of software development services at competitive offshore rates. The Ignite team of
more than 300 employees includes some of the most accomplished developers in the world.
Its facilities include 6 R&D labs located throughout Eastern Europe, with management offices
in both the Ukraine and Israel.
Established in 2014 in Dnipro and with an office in the US, Cleveroad
(https://www.cleveroad.com) is a mobile and web development company composed of
engineers, developers and designers. The company offers a variety of IT services and
outsourcing of IT functions.
Daxx (https://www.daxx.com) is a software development outsourcing company that also
offers HR management, tech recruitment and relocation, DevOps and Agile consulting. Daxx
operates offices in Kyiv, Dnipro, Kharkiv and New York in addition to headquarters in
Amsterdam. Its main development capacities are handled from Ukraine due to its abundance
of highly qualified IT professionals and ease of doing business.
A global company with offices in New York, San Francisco, London, Frankfurt, Bern and Tel
Aviv and with R&D facilities in Ukraine, Innovecs (https://www.innovecs.com) specializes in
serving Gaming & Entertainment, Adtech, Fintech, E-commerce, Telecom and Healthcare
markets. Innovecs focuses on mobile and web development, blockchain, ad tech technologies,
animation and art asset creation.
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Israel IT Market Regulatory Environment
Local resellers/representatives are responsible for handling the import or licensing of the
foreign IT solutions and any relevant administrative tasks. As such, foreign manufacturers do
not need to be involved with or concerned about the process beyond providing the necessary
documentation. According to contacts in the field, there are no restrictions, legal issues or
bureaucratic measures applicable to importing foreign software products, and no need for local
patents or trademarks.
That being said, a non-Israeli company developing relationships with Israeli entities should
be aware of the following:
1. Entering joint ventures with Israeli companies that have received funding from
the Israel Innovation Authority can be complicated due to various restrictions placed
by the IIA on the companies and the use of their IP.
2. Due to the connection between Israeli university/hospital/military personnel and
their respective institutions, it is critical to have the appropriate legal waivers in place
when hiring such personnel to undertake development activities.
3. Encryption products developed in Israel can be subject to regulation.

Leading Market Opportunities
Due to the versatile nature of information technology, any solution effectively addressing a
critical challenge faced by the local market has the potential to succeed. Based on the above
and feedback from local contacts in the field, the most promising opportunities in the Israeli
market for Ukrainian firms can include, though are not limited to, the following:
1.
2.
3.
4.
5.
6.

Software development outsourcing
Call/data center outsourcing
Enterprise software solutions such as BI, Analytics, Data Management
Cloud solutions
System Software, Storage, Databases
APM, ALM, DevOps Solutions, Engineering Software

Foreign companies are most likely to succeed in the local market if they have a proven track
record of selling outside of their own home market and can create their own leads at least to
some degree in the local market.

Major Industry Events
Israel has a number of exhibitions and conferences each year that include IT products.
Some tend to include more international participation, while others primarily attract the local
industry. Prominent examples include:
24

Bynet Expo ICT conference: Range of ICT products and solutions
https://www.bynet-israeltech-expo.com
New–Tech Exhibition: Various hi-tech and electronics products such as electronic
components, software programs, robotics, etc.
http://www.new-techevents.com/new-tech-exhibition/
ILDevCon - Israel Software Development Conference
https://www.ildevcon.com/

Cybertech Israel: Cybersecurity solutions
https://www.cybertechisrael.com/
Israel Machine Vision Conference (IMVC): Products for image processing, computer
vision, machine learning and deep learning
http://www.imvc.co.il/
SemIsrael Expo 2017: Software and services for the semiconductor industry
https://www.semisrael-expo.com

Conclusion
Israel features a very active and growing IT market, with heavy involvement by both foreign
and local companies. While many international giants populate the software scene, plenty of
opportunities exist for other companies to enter the market and play key roles. Meanwhile, IT
service outsourcing has become a popular practice by Israeli companies to reduce costs and
increase efficiency, opening up additional prospects for new service providers in the market.
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EXPORT PROMOTION OFFICE
Export Promotion Office (EPO) is a
consultative and advisory body under the
Ministry of Economic Development and
Trade of Ukraine, that has been founded as
a one-stop-shop to help Ukrainian exporters
in opening new markets.
The strategic goal of the EPO is to help
Ukrainian business to become successful in
international markets by: developing the
export competencies of Ukrainian business,
ensuring partnership and cooperation
between Ukrainian and foreign businesses
and promoting Ukrainian products and
services abroad.

EPO provides assistance in the following
areas: Export consulting, Export education,
Trade missions and B2B meetings, B2G
platform, SheExports platform.
We aim to create a full-scale export
promotion institution as a one window entry
point and ensure an export-oriented
ecosystem that will include government
institutions and the business community.
EPO is supported by the Western NIS
Enterprise Fund, The Expert Deployment for
Governance and Economic Growth (EDGE)
Project and EU4Business initiative.

@exportpromotionoffice
info@epo.org.ua
www.epo.org.ua

@EPOukr

EU4BUSINESS INITIATIVE
The program is being implemented by
the European Bank for Reconstruction
and Development (EBRD) and funded
under the EU4Business initiative of the
European Union.

The EU4Business initiative brings together
all EU programs aimed at supporting small
and medium-sized enterprises in the
Eastern Partnership region, which includes
the EU, its member states and six partner
countries: Armenia, Azerbaijan, Belarus,
Georgia, Moldova and Ukraine. More
detailed information on the official website

www.eu4business.eu
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