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ust seven months ago we organized a large 
international conference on renewable 
energy at Tel Aviv University. Oil prices were 

peaking, and Al Gore's opening presentation 
about the risks of global warming and the need 
to develop alternative and renewable sources 
of energy couldn't have had a better and more 
receptive audience. Since then, we have been 
exposed to a serious world financial and economic
crisis. This and the declining oil prices have drawn 
public attention away from the environmental 
issues and from the need to develop renewable 
energy sources.

The Financial Crisis and 
the Environment

The fact that the crisis started in the financial
sector drew attention away from the very pressing 
and urgent environmental issue that would have 
led sooner or later to a global crisis of the real 
sector. The reason is a major flaw in the basic
business and economic philosophy that is based 
on the spirit of consumerism, which means a 
continuous large-scale exploitation of diminishing 
resources. World resources are transformed, within 
a relatively short time, throughout the production, 
marketing and consumption processes, into waste 
and pollution. Many indicators are showing that 
accelerated development and the rapid population 
growth are causing significant and irreversible
damage to our planet and to its sensitive and 
fragile ecosystem. The declining economies in 
the current recession will naturally reduce the 
consumption and the utilization of resources and 
will eventually lead to somewhat smaller emission 
of pollutants. But this is not what we are aspiring 
to. We need a way to maintain world economic 
development and growth, while drastically 
reducing our negative ecological footprint. This 
can be achieved by adhering to the popular three 
Rs slogan: Reduce, Reuse, Recycle.

The "invisible hand" is unable to control 
the process due to the use of wrong pricing 
mechanisms that do not properly price public 
goods such as air, water, land, public space, 
quietness, etc., and do not increase their prices, 
when these goods are becoming scarce. We 
don't properly penalize those who misuse and try 
to privatize our common property, and we often 
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ignore externalities in economic decision-making. 
We are now competing with the sharks for tuna 
fish, and with people on using crops for food or for
bio-fuel for transportation. The use of ecological 
resources far exceeds the ability of nature to 
recover and renew the resources. A family that 
likes to live beyond its current means can do so 
by selling property or by borrowing money. This 
cannot be done on a global scale, since we have 
no neighboring planet that we can borrow from. 

In order to enable continued growth, 
development and consumption, we must assure 
that the global production and consumption 
process becomes cyclical - i.e., that most 
resources can be used over and over again, rather 
than being turned into waste. This is by far a wider 
goal than just combating the global warming 
and the emission of greenhouse gases. Some 
firms (including some Israeli firms) have already
started adopting this new business philosophy 
and have changed their product designs, their 
production processes, the use of materials, and 
their marketing, sales and after-sale processes. 
Some firms were pushed to this by regulation or
by legal procedures, but they often discovered 
throughout the process that they were gaining 
from it. They have started to use elements that 
are environmentally friendly and fully recyclable, 
mainly utilize renewable energy sources, and 
are creating as little as possible waste and 
pollution. These firms found that the "green"
route increased their sales, reduced their costs, 
increased productivity and profitability, increased
their attractiveness in the capital markets, and 
increased their market values. This must urgently 
become the leading objective and way of life for 
other firms in the world. They also have to find
ways of doing well while doing good. It is not an 
easy challenge to meet, but firms that do not meet
the new standards will shortly go out of business, 
as they will be unable to market their products.

The Crisis as an Opportunity:
In any crisis there are those who collapse and 

those that use the opportunity to come out of the 
process in a much stronger position. The current 
world crisis should be grasped by governments 
and by the business sector as an opportunity 
to take corrective actions and to prevent the 
forthcoming environmental crisis. A recession 
typically brings along increased unemployment, 
with its derogatory economic, welfare and social 
impact. Unemployment means that the economy 
is below its "Production Opportunities Curve". 
In everyday language this means that we can 
increase production at zero alternative cost -- i.e., 
at no real cost -- by actively seeking new directions 
and making sure that people get absorbed in 
productive jobs rather than collect unemployment 
insurance and welfare payments. 

Policy makers and businessmen alike must 
use this opportunity for changing and healing 
our basically sick production and consumption 
systems. It is time to close activities that are 
unfriendly to the environment and to develop 
areas that save resources, reduce waste and 
pollution, and use clean and renewable energy 
sources. This happens anyhow as firms are
looking for any possible direction to save and to 
improve their productivity. It would have been 
better, of course, to do it without the pressure of 
the economic crisis, but we cannot be so choosy 
now… A country that is not able to do this will 
suffer substantial economic damages and cause 
much suffering for its people. A country that does 
manage to do it will be well prepared for the new 
economy when the crisis is finally over.

Israel can now invest, at zero alternative cost, 
in areas that will enable it to better compete in 
future world markets. In my opinion, the areas 
we should focus on are the environmental issues, 
the infrastructure, the education system, and the 
sophisticated technological industries. This will 
enable Israel to close the huge gap that it opened 
behind other countries that were less developed 
than Israel a few decades ago, and since then 
have reached a higher GNP per capita. 
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The Need for Alternative 
Energy Sources

The hiking of oil prices in recent years (and the 
resulting price increases of almost all products 
and services) has been the main incentive for 
trying to develop alternative energy sources. In 
some countries, political considerations have 
also played a major part: oil imports to the USA 
account for about half of its trade deficit. Israel is
facing even a more serious situation as it is fully 
dependent on oil imports, while the main oil 
reserves are under the control of regimes that are 
non-democratic, not always friendly to Israel, and 
are often suspected of supporting terror. 

Despite the common belief, the need to decrease 
the use of fossil energy sources does not stem 
merely from the environmental issues and from 
the global warming effect. Although many scientists 
argue that we are exposed to global warming and 
relate it to the increased emission of the greenhouse 
gases, there is no full agreement on the subject 
within the scientific community. Nevertheless, it is
still a prudent risk management policy to take these 
warnings seriously, since if the supporters of the 
global warming theory are right we had better hurry 
and find solutions. If they are wrong, we will still be
better off with a cleaner environment. 

The other major reason for seeking alternative 
energy sources is the fast dwindling proven 
reserves. Approximately 86% of the world energy 
consumption is derived from fossil fuel and 
nuclear energy. Biomass fuels supply only 11%, 
and other sources are still quite low, although 
they are of major importance in certain countries. 
Even at a conservative 2% annual growth, energy 
consumption will double by the mid-2030s. The 
current world oil reserves will last only until the 
mid-2030s at the increased rate of consumption. 
Such forecasts may prove to be too pessimistic, as 
higher energy prices may create strong incentives 
to use currently marginal sources, to increase 
exploration efforts, and to gradually improve the 
efficiency of using the fuel. This could offset some
of the growing demand for energy. 

Research of Renewable 
Energy Sources

While we make the costly and time-consuming 
effort to develop alternative energies, we should 
seek an immediate interim solution for the 
reduction of oil consumption. This could easily be 
done if each individual and business were to trim 

their energy use by reducing transportation and 
mileage, saving light and air-conditioning, lowering 
the temperature of washing machines, and saving 
water (thereby saving energy for distribution and 
heating). Saving can be very effective way for 
reaching immediate, yet significant, reduction in
the use of energy and its polluting effects. 

For the long run we should carefully select the 
right technologies for renewable energy, since 
not all renewable energy solutions are 100% 
"green." Some can have harmful effects such 
as using up land and water resources, affecting 
food production and prices, and harming wildlife 
and nature. We must adopt a more consistent, 
accurate and transparent pricing mechanism to 
evaluate such projects. 

Most of the research in the area does not yet 
combine the scientific and the economic know-
how. There are as yet no common standards for 
comparing the efficiency of various energy sources,
standards that combine the cost of mining and 
transportation, the cost of setting up the energy 
plants, the cost of maintenance and operation, 
the cost of transmission, the economic life of the 
project, the cost of dealing with pollution and waste 
and of discarding the plant, and the environmental 
costs and externalities (including risks). In the 
absence of such standards, it is difficult to analyze
the viability of alternative solutions. 

Given the economic, political and environmental 
reasons, scientists all over the world are seeking 
to produce viable alternatives to fossil fuel that 
will be clean, renewable and generated by natural 
resources. Some research aims at improving the 
utilization of fuel, by inventing energy storage 
technologies or making electricity transmission more 
efficient. Other research aims at finding new sources
of energy such as solar, wind, geothermal, sea waves, 
heat pools, bio-fuels and biological processes. 
Israel is a leader in solar technologies, and most 
of its residential water heating is solar. However, 
the use of solar energy in other areas is still not 
advanced, due to the inefficiency of the conversion
of solar energy into electricity. Israeli universities and 
research centers, technological incubators and many 
companies are dedicating much effort to developing 
new "green" technologies. 

The Financial Sector Must Help 
the Move to Sustainability and 
Invest in Clean-Tech Industry 

As a result of the financial crisis, all industries,
including the clean-tech, are suffering from a 
drastic decline in their ability to attract capital. I 
believe that the Israeli government should give 
strong incentives on a much wider scale to the 
hi-tech and clean-tech industries. This will help 
to employ many talented people and will enable 
Israel to regain its rank as a leader in innovation 
when the world comes out of the crisis. 

Much help may come to the clean-tech industry 
by removing bureaucratic obstacles on fund raising 
to young growth industries. Saving and pension 
funds must publish their monthly performance 
based on market values. This regulation must be 
changed immediately, as it denies small untraded 
companies access to the major financial sources.
We must give serious support to this growth 
engine of our economy. 

I also suggest that the government delay the 
adoption of a part of the Basel II financial reform
and enable Israeli banks to maintain the previous 
liquidity ratios of around 11%. There is nothing 
holy in the new 12% target. Such a simple 
temporary bureaucratic step could help extend 
credit to the business sector, at no significant
increase of the financial risk to the banking
industry and Israel's economy. There is no sense 
in saving the banking system and letting the entire 
economy go down the drain. 

Some of the world's leading banks, pension 
funds and insurance companies strongly 
encourage the business sector to take a more 
sustainable and environmental approach. Until 
now, none of the Israeli institutions have joined the 
voluntary "equator principle" treaty (2003) or the 
UN PRI (Principles for Responsible Investment) 
2005 initiative. Making sustainable investments, 
that support the environment we live in, is more 
than an obligation, it is an act of wisdom.

Those who think that the ideas expressed in this 
article are utopic and unrealistic, and that we can 
continue the way we have worked in the past - 
they are the real dreamers!

*Head of The Akirov Institute for Business and 
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technological investments) Kahane@post.tau.ac.il
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