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About the Koret-Milken Institute Fellows Program

The Koret-Milken Institute Fellows Program accelerates Israel’s economic growth through innovative,
market-based solutions for long-term economic, social, and environmental issues. The program focuses
on connecting government, philanthropic, and business resources that are vital to national growth and
development.

Directed by the Milken Institute Israel Center, the Koret-Milken Institute Fellows Program awards
annual fellowships to outstanding graduates of Israeli and international institutes of higher education.
Fellows serve yearlong internships at the center of the nation’s decision-making—the Knesset,
government ministries, and other Israeli agencies—and aid policymakers by researching and
developing solutions for various economic and social challenges.

In addition, fellows craft their own policy studies aimed at identifying barriers to economic and
employment growth in Israel. The fellows’ studies, carried out under the guidance of an experienced
academic and professional staff, support legislators and regulators who shape the economic reality in
Israel. The program offers the ultimate educational exercise, combining real-life work experience with
applied research five days a week.

Throughout the year, fellows receive intensive training in economic policy, government processes, and
research methods. They acquire tools for writing memorandums, presentations, and policy papers,and
they develop management, marketing, and communication skills. The fellows participate in a weekly
workshop, where they meet senior economic and government professionals, business leaders, and top
academics from Israel and abroad.They also participate in an accredited MBA course that awards three
graduate-level academic credits that are transferable to other universities in Israel. The course, which
focuses on financial and economic innovations, is taught at the Hebrew University of Jerusalem’s
School of Business Administration by Professor Glenn Yago, Director of the Milken Institute Israel
Center and Director of Capital Studies at the Milken Institute in California.

Fellows Program alumni can be found in senior positions in the public and private sectors. Some

serve as advisers to government ministries while others work at private-sector companies or go on

to advanced studies at leading universities in Israel, the United States, and Great Britain. Within the
program’s framework, more than 80 research papers have been published, catalyzing reforms, reducing
barriers, bringing about economic growth, and improving the quality of life for Israeli citizens.

The Koret-Milken Institute Fellows Program is nonpolitical and nonpartisan. It is funded by the Koret
Foundation, the Milken Institute, and other leading philanthropic organizations and individuals in the
United States and Israel.

More about the program: www.kmifellows.org
Contact us: info@kmifellows.org
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Recommendations:

o Establish a Ministry of Agriculture and NGO coordinating system to receive
reports from food producers of unsold or unharvested produce to facilitate harvest
and food transfers by NGOs  to those in need.

e Have schools operate school lunch programs without intervention by the central
government except for health and kashrut supervision. This will encourage small
and home-based businesses to compete for the provision and preparation of
program food. State subsidies to the insecure can thus be channeled to those in
need rather than through the Ministry.

o The system of subsidies to the agricultural sector encourages waste and is detrimental
to the social welfare. A portion of funds currently used to subsidize large or inefficient
producers and annual surpluses should be redirected to create a safety net for the food
insecure population, in a manner similar to Second Harvest in the United States.

Israeli taxpayers pay millions of shekels every year to destroy agricultural produce
while hundreds of thousands of Israelis suffer food insecurity.

In 2004, the Isracli government destroyed 32,000 tons of surplus fruit, vegetables and
eggs, while approximately 1.5 million Israelis, about half of them children, went hungry. As
bad as this sounds, the money spent on destroying produce is only a fraction of the sum Israeli
taxpayers channel to local agriculture through subsidies that totaled NIS 589.6 million in
2004. These subsidies harm the social fabric of Israel, encourage waste and inefficiency and
come at the expense of more urgent social needs.

Food Insecurity

Food insecurity is almost a paradox, signifying the fact that many residents of the world’s
wealthiest countries suffer from an inability to secure for themselves sufficient food.* Approximately
8% of Israeli households suffer from such insecurity.? Is there not enough food in Israel to feed
everyone? Is Israeli agriculture incapable of meeting the nutritional needs of the people?

Reported Agricultural Surpluses

Israeli agricultural surpluses are neither accidental nor occasional occurrences, but the result
of government policy designed to guarantee farmers a certain income level. The government
does this by ensuring farmers a “minimum price” for their produce that is higher than the
market price. Naturally, with an artificially high price, consumers purchase less of the produce
than farmers offer for sale. As the supply exceeds the demand, prices naturally tend to fall,
the opposite of what the government is trying to achieve. Thus the state-backed Production
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Boards are charged with removing any excess produce. Some of this excess produce is disposed
of by being exported or sold at a loss (dumped) to local industry, and the rest is destroyed.

In 2004, 32,802 tons of produce were destroyed; Israeli farmers were paid a guaranteed
price that totaled NIS 13.4 million for this produce even though it was destroyed. Thus not

only do Israeli taxpayers pay to destroy much needed food, they pay for the privilege.?

Unreported Surplus

This reported surplus is not the only produce that goes to waste in Israel every year. There
are two main sources of many more tons of fruit and vegetables that never make it to market:
First, whenever security needs or actual terror attacks cause the closing of the crossings (or
even the slowing of transport) between Israel and the Palestinian Authority, such as the Karni
Junction to Gaza, tons of goods go bad, some of which is later sold at a discount as second-rate
goods, and some of which is destroyed. Secondly, when “input costs” such as wages paid to farm
laborers rise (i.e., when foreign laborers are in short supply and Israelis do not wish to engage
in such work), output costs cannot always keep pace; thus, when a farmer understands that he
cannot recoup his investment, because he cannot charge enough for his produce to cover the
cost of harvesting it, he often lets it rot in the fields. Because these surpluses are unreported, as
they are not removed by the Production Boards, exact amounts are not known.

Background

State support for local agriculture did not begin yesterday. The first “Committee for
Agricultural and Settlement Planning” was established in 1949, with representatives of the
agricultural sector participating in planning their own industry supports. Surpluses often
resulted. > When these occurred, especially when population or immigration growth slowed,
prices tended to fall, farmers and settlements were in danger of suffering economic losses, and
by 1954 the sector was dependent on state subsidies to guarantee its income.® Between 1959
and 1972 the per capita subsidy doubled.” In the course of the 1970s and 1980s, state support
for agriculture took the form of centralized planning with production quotas assigned to all
producers, while imports and competition were barred.®

Such policies became untenable by the mid-1990s, when Israel had to begin to comply
with world trade agreements of which it was a signatory. From 1996 to 2004, subsidies to
agriculture were reduced by a total of 17%, averaging 2% per year.’

No doubt cutting subsidies to agriculture would reduce the number of producers, but this
would not necessarily be harmful to agriculture, to the supply of food or to the social fabric of
Israel. In 1991, the government responded to surpluses and ineffectual quotas in the chicken
industry by ending subsidization of most of the sector. While inefficient producers closed up
shop, overall production actually rose and the sector remained stable. '°

International experience also supports this type of reform: New Zealand cut subsidies
to agriculture over a decade ago, and since then the sector ahs increased its share in New
Zealand's GDP, and it is successfully competitive in the international trade arena.!!

Alternative Uses for Surpluses and Subsidies
Is there a better use for subsidies and surpluses than current policy? What can be done with
food other than destroying it? Let’s examine but two possibilities:
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1. Israel's school nutrition program is supposed to provide a hot meal a day to elementary

school students who are in school for what is called a 'long school day," i.e., students who
are in school past lunchtime. As of February 2006, 104,000 students were supposedly
being provided such meals at an annual cost of NIS 127 million. The Israeli government
paid one quarter of this cost, or almost NIS 32 million. One might say that since the
government is covering one quarter of the program it is supplying food to only 26,000
students. Were the government to cancel current agricultural subsidies, the sum spent on
these subsidies would allow for the provision of food to 482,000 students, meaning almost
20 times the number of students being fed today.?
Forty-five food contractors from all across the country are currently supplying food for the
104,000 students being fed today. * Expanding the nutrition program to all elementary
and nursery school students (1.15 million) could, potentially, provide jobs for 500 food
contractors; alternately, the number of employees of the current contractors would greatly
increase.'

2. General food insecurity can also be addressed directly by changing agriculture policy. In
2003, NGOs providing food to Israel's food insecure population faced a shortage of
cash donations. At the same time, many people receiving food assistance were long-term
recipients, thus preventing newly insecure Israelis from obtaining aid.”® As noted, every
year tons of excess produce are destroyed. It makes sense to find an arrangement that gets
the produce that would be destroyed to those who are hungry and too poor to buy food
on their own. However, it is important to ensure that such produce ends up only in the
hands of people who cannot and would not buy other produce on their own; if a potential
consumer were given free produce, instead of his going to the store and purchasing it,
stores would be losing these potential customers and farmers would lose potential income.
For farmers to participate in a project involving the distribution of produce, they need
assurances that they are not giving free food to potential customers.

A Model: America’s Second Harvest (ASH), the Nation’s Food Bank

ASH is the largest network in the U.S. providing food to the needy. Two million pounds
of food and goods are distributed annually. ASH supports some 50,000 assistance agencies
with almost 94,000 different programs. ASH is supported by individual, corporate and
institutional donors, as well as the U.S. Department of Agriculture. Food donors are protected
from frivolous criminal and civil lawsuits relating to the quality of food, and they benefit from
free or reduced rates of transporting food donations, tax benefits and an improved public
image, as well as the knowledge that they are helping those in need.'

Small Business

Another benefit to feeding the insecure and especially hungry children is that it encourages
the creation and growth of small businesses. Harvesting, transporting, preparing, marketing
and coordinating donations of food at a local level all are fertile ground for creative local
businessmen and women. Local entrepreneurs in the U.S. have opened cafeterias in schools,
packaging plants for lunches, and have even found creative uses for surplus produce — the
Fizzy Fruit Co. freezes and carbonates fruits that are then sold as snacks; another businessman



allows parents to order and pay for school lunches over the Internet; Earthsave Canada runs
vegetarian cafeterias and salad bars in Vancouver and coordinates with school nutrition

classes.

Establish a Ministry of Agriculture and NGO coordinating system to receive reports
from food producers of unsold or unharvested produce to facilitate harvest and food
transfers by NGOs  to those in need.

Enable NGO:s to register the recipients of food to encourage monitoring and assistance
by the relevant state agencies (Social Security or Ministry of Welfare).

Encourage recipient participation in harvesting and packing the food and payment in
kind in addition to whatever aid is usually received from NGO:s.

Consider legislation to prohibit the destruction of food surpluses by state-subsidized
producers.

Encourage producer participation in the transfer instead of destruction of food
surpluses, possibly through tax incentives and indemnification from “good Samaritan”
legal liability.

Transfer of surpluses should be awarded by tender to facilitate small businesses and
school lunch program involvement.

Permit schools to purchase surplus produce at discounted prices for large centralized
purchases

Schools should be able to operate school lunch programs without intervention by the
central government except for health and kashrut supervision. This will encourage
small and home-based businesses to compete for the provision and preparation of
program food. State subsidies to the insecure can thus be channeled to those in need
rather than through the Ministry.

Long Term Recommendations:

9.

The exemption of the agricultural sector from state anti-trust laws should be eliminated.
This will encourage competition, lower middleman costs and benefit consumers.

10. The system of subsidies to the agricultural sector needs radical change. The current

11.

system encourages waste, penalizes efficiency and is detrimental to the social welfare.
One-time grants or retraining programs can be arranged for producers who opt to
change employment when the current subsidies end.

12. A portion of funds currently used to subsidize large or inefficient producers and annual

surpluses should be redirected to create a safety net for those in need, in a manner
similar to America’s Second Harvest.

13. A portion of the subsidies should be used to expand the school lunch program as a

response to food insecurity affecting children. An expanded school lunch program
would provide hot lunches to all schoolchildren, as well as employment opportunities
to small businesses providing or preparing foodstuffs.
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14. The subsidies once redirected will encourage producer efficiency and competition via
the market from consumers and private sector businesses, rather than perpetuating and
encouraging producer waste and inefficiency through direct payments to producers.
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