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English Summary

e Over the past decade, there has been concern in many countries about
managing supply chain resilience risks. This is mainly a result of
geopolitical tensions (economic tensions between China and the US),
COVID-19, and the Russia-Ukraine war, as well as the long-term effects of
climate change.

e In many countries, there has been a change in the ability to conceptually
rely on the international trade system to operate solely based on market
forces, and significant policy measures have been taken to improve risk
management and strengthening economic resilience.

e The aim of this study is to provide principles and data for policies to
strengthen Israel's economic resilience, in the face of possible risk to
global supply chains, and to derive initial policy recommendations that are
appropriate to Israel's challenges considering global trends.

¢ Inthe current study, we examine the structural resilience of supply, that
is, not refer to acute and specific emergency scenarios nor to specific
sectors. This allows for better capturing the structural sensitivity of the Israeli
business sector from a macro-level, and by this complementing scenario or
sector specific analysis.

e The work consists of two chapters:

o (1) A comparative review of supply chain resilience policies in five
selected countries: superpowers — the US and the EU, and
countries that are comparable to Israel — South Korea, Ireland and
Singapore.

o (2) A study of the sensitivity of the Israeli economy to bottlenecks
in global supply chains, based on a unique database recently
prepared by the OECD, which enables monitoring of sensitivity at
the level of economic sectors and at the level of raw materials of the
various Industries.

e In conclusion, preliminary policy recommendations are proposed for the

Israeli economy.
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Summary of Comparative Policy Review in Selected Countries

e The common trend in the countries examined is a more critical look at the
global trade system than in the past, and the understanding that the trend
of contraction in state involvement in international trade needs to be
reexamined, and that intervening in points of failure is necessary.
However, the range of tools is very wide, and each country operates in its
own way, according to the characteristics of the local economy.

e Supply chain policy focuses mainly on the main economic branches of each
country, industries that are critical to national security or the health of
residents, or that are valued by its public (for example, environmental
industries).The tools for strengthening economic resilience as a result of
the sensitivity of supply chains are of three types: governance
mechanisms, such as the establishment of expert advisory committees on
supply chains; diplomatic measures; and operative tools, such as
economic incentives.

e The main governance mechanisms are expert advisory committees on
supply chains in an "integrating office" (Office of the President/Prime
Minister/European Commission etc.). Another important governance
mechanism is the establishment of research institutes or monitoring
systems and gathering information on trends in global supply chains.

e The countries examined employ diplomatic tools to strengthen supply
chains, within various international policy coordination forums
established in the past two years, such as: the US-EU Trade and
Technology Council; the Indo-Pacific Economic Framework (IPEF); or the
Regional Comprehensive Economic Partnership, of East Asia, Australia and
New Zealand.

e Countries employ a wide range of operational tools: diversification of
sources of supply, encouragement of domestic production and reshoring of
industries, friend-shoring, and tools for growing the business sector in
general, which are also useful for strengthening supply chains, such as:
supporting small and medium-sized businesses, promoting digitization and

supporting R&D.
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e As for economic incentives, significant support can be found in the United
States for the semiconductor industry, totaling over $100 billion over a
decade (CHIPS and Science Act, 2022). In the EU, the European Chips Act
incentivizes the domestic industry of semiconductors by 43 billion euros by
2030.

e In general, in the United States and South Korea, there are intervening
policies in the direction of convergence, in Singapore- policies that
intervenes in the direction of increasing trade openness, in the European
Union a policy based on diplomatic activity and the provision of incentives
for semiconductors production, whereas Ireland is trying to maintain a
"business as usual" approach.

¢ Inconclusion, it can be said that the countries we checked implement a wide

range of tools, from which it is possible to adopt the most useful for Israel.

The sensitivity of the Israeli economy to volatility in global supply chains — an
analysis of OECD data

e The chapter is based on an analysis of a database provided by the OECD
Secretariat based on trade data from Israel and 75 other countries. The
chapter analyzes two dimensions: the business sectors of the Israel
economy and their dependence on the supply of imported inputs and
on markets abroad for export; and analysis of imported products used
as inputs in Israel's economic sectors.

The main conclusions of the examination:

e At the macro level, Israel's exposure to global value chains is low
relative to the OECD average and compared to economies of similar
size to Israel's. In other words, by international comparison, Israel's
economic activity is not highly exposed to disruptions in the global value
chain. This reflects the perception of Israel as an "island economy",
compared to other countries.

e Most of the major sectors of the Israeli economy, in terms of GDP and jobs,
are not exceptionally dependent on global value chains, and the Israeli
economic sectors that are characterized by high dependence on

global value chains are generally not very important in the economy.
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However, at the micro level there are significant exceptions that deserve
special attention. First, most manufacturing industries have a relatively
high level of dependence on foreign inputs. The three sectors of the
Israeli economy in which there is a high dependence on the supply of inputs
from other countries are: metals; computer, electronic and optical
equipment; and transportation. The sectors of the Israeli economy in which
there is a high dependence on export markets abroad are: mining,
warehousing (as part of international trade), and chemicals.

The "production of computer, electronic and optical equipment”
sector is of high importance in the Israeli economy and has arelatively
high dependence on inputs from abroad as well as dependence on
overseas markets. The industry is highly dependent on China both for
importing inputs as well as a market for exporting products.

A high rate of Israel's dependence on foreign inputs comes from non-
OECD countries. Israel is more dependent on China, Turkey, and India
for the purchase of inputs than the average dependence of OECD
countries on these countries.

Similar to the sector-level, analysis at the product-level indicates the
relative resilience of Israel's economic sectors.

The OECD divides raw materials into two axes: strategic and non-strategic
products; and concentrated and non- concentrated products (according to
the HHI index of the source of product). This mapping segments all products
into 4 groups according to the questions of whether the material is strategic
and/or centralized.

About 11% (in terms of trade value) of inputs imported to the Israeli
economy are defined as "centralized and strategic,” meaning that they
require more interventionist policies to ensure long-term supply; Although
this rate is low relative to other OECD countries, Israel's geopolitical and
security characteristics differ from many countries, and therefore the
potential risk must be taken seriously.

Beyond that, there may be specific items on which Israel is critically
dependent, but which do not stand out in the current analysis, which focuses

on the overall level of exposure at the macro level.

12



&)

YYD 173730 T7vn

nri*Tn nioni MtavivuN

Summary:
e At the macro level, the dependence of Israeli economic sectors on

imports of inputs from abroad is not high relative to other countries,
and the impact of global supply chains on the significant sectors of
the Israeli economy is not large relative to other countries.

e However, there are exceptions at the micro level (certain industries and/or
countries) that the work raises warning signs about.

e Considering the changes in global supply chains, and the current trends of
decoupling of global trade system and convergence in the large economies,
it is worthwhile to examine the policy measures required to strengthen
economic resilience.

e |srael, as a small country, is required to ensure that the local economic
system is flexible, can operate quickly, and maintains stable contact with

relevant entities in the international system.

Preliminary recommendations for action

e Considering the review of the policy and characteristics of the Israeli
economy in light of the database, it is recommended to examine further the
following potential policy directions:

1. Tools to strengthen the economic resilience of industry and economic
activity in view of changes in global supply chains
+ Establishing a platform to monitor trends in supply chains of materials
and components important to significant economic sectors, as well as
regulation and standards in the countries from which they are imported
* Incorporating the issue of supply chains into the multi-year work plan
of the Ministry of Economy, including the Ministry's representations
abroad.
« Setting targets for economic resilience and import diversification
within the framework of trade policy:
o Integration in diplomatic forums for coordination of supply chain
policy, integration in friend-shoring frameworks with leading

industrial countries
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o Making information accessible to manufacturers and
purchasing departments in Israel about the variety of global
suppliers in various economic sectors, in order to diversify the
supply of inputs.

+ Development of training programs for managers and employees to
cope with shocks to global supply, setting professional courses on the
subject

Tools to strengthen economic resilience to maintain functional continuity in the
domestic market

4. Identification of raw materials and components of strategic
importance for maintaining functional continuity in Israel and setting
economic resilience targets regarding these materials and
components

5. Examining options for diversifying sources of supply and reducing
concentration in imports of raw materials and strategic
components, for example through agreements to ensure supply
resilience

Strengthening the resilience of the electronics industry (production of computer,
electronic and optical equipment):

« Conducting industry-focused study with an emphasis on segments with
high production volumes and high exposure to global supply chains,
which will examine the imported components in detail and develop
relevant policies to strengthen the resilience of their supply

* Focus the existing policy tools to strengthen the value chain of the

computer, electronic and optical equipment industry

Acknowledgments: We would like to thank the OECD Secretariat for their
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US-EU Trade and Technology Council nX Tn' m'zn '9sn'Rkn TIN'RAIA"NIR -
QIN'Y NINA [N ."T1I020 NNN'M" Y171 N90KR NIXIYAY NI TA DXNT7 N10VN]
q10NN 7Y NIWN DX NNR YT AWONNY NRINNT A7VN NDIYN Nngnd n71yo
JI'T'0QI0N DIX'M 771> ;0T 91ya N'MYYYN NIYTA QNIYN DIY',022W] 119X
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2021 '®na NNONI® NONIYN D2A'NIN MNXN Moo 3 axnip onT A"nN - -
,072 ININ2 V191 ,0'22WN N'YYN] NINY7WUNI NISNIYN NIYPWYN DTR7 N10Na
Qniyn an'wn N Dngn [1In270 Qnivn 207m0 9" TTIv? TN 0
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Indo-Pacific Economic "n'o'09-1T1'kn N*70700 nMaon"n NX n7am "N -
,NPOONN NIKIWIY 'R N71Y9 qIN'W7 DNio .n'ox NNtna Framework IPEF
DY N7w9 qIn'w nwana qona 32ai7mou n7we qintwl N0t ArYnnionv

.(the Quad) 9" ITIn ,n*NVOIX

NPZO0OKN NIRNVIY |7IT'n'7 D'2'09IN D' e

AX'N TITY ,MEpMn XN TITY DN NPO0KN NIRMVIY |7IT'I'\'7 D" ' vn D'7on

NIN9 ,0'011 D'7> .0™1'A1 DVE D'POYa Nd'MNI L friend shoring "NNan ni*m"

36 U.S.- Japan joint leaders statement: "U.S. — Japan global partnership for a new era", April 16, 2021.
37 Fact sheet: United States — Republic of Korea partnership, May 21, 2021

38 https://ustr.gov/trade-agreements/agreements-under-negotiation/indo-pacific-economic-
framework-prosperity-ipef
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7v 0'DYN DX O'77INY 0'oniv” oy oron' 2It'n v ymin "om+n 100 "t nnaona
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N'75750 Naon"2 NPOOXRN NIXIWIY KWIDI DX NNTPA X' ON'RD TINRNEA"NIR 7
Dy N71Y9n qIN'w NX 0TR7 nol (Indo-Pacific Economic Framework) j7'9'09-1TIn"%
.00 071N 7Y RNYR N2 TIAWIE NN YW XWNA NN Niva

ni7710n1 nxNn? 0''7mn ntwyna ,2021-2022 nawa imdiny niypwnnn 721m pna
N7wnn A"NIX W NMa Nna (Y NRFTAQ NIPRY NIFAZIR001E NNan niivn A"nNa
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nomn $ 17 500 7wny . U.S. Development Finance Corporation (DFC)-n 071
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nimpNYe $ 'z 500 7w AN yaza .NTIAYa NWINIENINANN NN NN NIYIXZN
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Pandemic prompts companies to weigh reshoring (10.5.2020) Korea JoongAng Daily :71pn 3°
Pandemic prompts companies to weigh reshoring (joins.com)

40 100-day report.
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Technology and Supply Chain Resilience: Opportunities for U.S.—Korea Cooperation (20.5.2022) #
Wilson Center Technology and Supply Chain Resilience: Opportunities for U.S.—Korea Cooperation |
Wilson Center
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CHIPS for America Act, June 2020.

Technology and Supply Chain Resilience: Opportunities for U.S.—Korea Cooperation (20.5.2022) :nipn ¥
Wilson Center Technology and Supply Chain Resilience: Opportunities for U.S.—Korea Cooperation |
Wilson Center

Technology and Supply Chain Resilience: Opportunities for U.S.—Korea Cooperation (20.5.2022) 8
Wilson Center Technology and Supply Chain Resilience: Opportunities for U.S.—Korea Cooperation |
Wilson Center
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Creating Helpful Incentives to Produce Semiconductors (CHIPS) for America Act, January 2021. :7wn% 0
CHIPS for America Act, June 2020.

The White House, Executive order on America's supply chains: A year of action and progress, :Nljpn 5!
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