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Despite violence, VCs say they'll keep investing in Israel
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By Grace Wong, CNNMoney.com staff writer 

As fighting between Israel and Hezbollah drags on, venture capitalists invested in Israel say they're going about their business as usual - at least for now. 

Nearly a month since violence erupted in parts of Lebanon and northern Israel, VCs say they aren't planning on pulling out of their investments. As long as innovation keeps coming out of Israel, the money will keep flowing there, they said. 

Long considered a sweet spot for VC funding, Israeli high-tech companies attracted $404 million from venture investors in the second quarter, up 4 percent from the same period a year earlier, according to the Israel Venture Capital Research Center. 

"Israel has the greatest concentration of high-tech R&D in the world, second to Silicon Valley," said Win Churchill, managing general partner of SCP Private Equity Partners, which has been investing in high-tech Israeli startups since the 1980s. 

Israel's strengths - its brain power, research capacity and track record of innovation - stem largely from its need to cope with instability, Churchill said. Several startups have been born out of technologies originally developed for security and defense purposes. 

Venture capitalists tend to be longer term investors, so activity is likely to keep humming along, said Zeev Holtzman, founder of Giza Venture Capital, which manages a $500 million fund focused on early-stage companies in Israel. 

But investors could become more cautious the longer the conflict persists. 

"We might see some more delayed venture capital investments or a slight decline in overall levels in the coming few years," he said. 

Late last month, Hewlett-Packard Co. agreed to buy software firm Mercury Interactive, which has large operations in Israel, for $4.5 billion, and SanDisk, which makes flash memory storage products, said it would buy Israel-based rival Msystems for $1.55 billion. 

Business goes on 

Israeli firms are used to coping with the challenges of doing business in times of war, part of the reason why investor confidence remains high. 

"It's business as usual. People are going to work in the morning and pressing on with their plans. Nothing has stopped," said Tali Tene Sealman, an attorney in Cooley Godward's Israel practice who counsels VCs and startups. 

Even businesses in areas hardest hit by the fighting have adapted to keep operations running, according to Tom Glaser, president of the American-Israel Chamber of Commerce. 

Some businesses in the northern Israel city of Haifa have implemented ways for their workers to work remotely from home, he pointed out. 

A broader sign of investor confidence: Since fighting began, the benchmark Tel Aviv 100 stock index has lost just under 2 percent. 

"Businesses haven't been immune to the violence, but they have figured out ways to continue operating," he said. 

The fighting in Lebanon is only the latest development in a wave of violence that has become a part of life in Israel. 

"Anyone active in the Israeli market in the last 25 years has some experience with unrest and knows what to expect," said Holtzman from Giza Capital, referring to the violence that erupted during the first and second intifadas with Palestinians. 

The perception of instability in Israel is always going to be a factor for investors, said Michael Goldberg, managing partner at Bridge Investment Fund, a VC fund focused on investing in Israeli medical device companies. 

"But if you look at the record of businesses and technologies coming to the U.S. and successfully exiting through IPOs and sales, it's an excellent track record," he said. 
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