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FroM STATE-LED GROWTH
TO GLOBALIZATION: THE EVOLUTION
OF ISRAELI CAPITALISM

ADAM HANIEH

This article examines the development of the Israeli capitalist class
and the role played by the state apparatus in that development. In
contrast to analyses claiming that Israel was a “socialist-type” economy
prior to the mid-1980s, it argues that the Labor Zionist movement
Sfostered the emergence of an indigenous capitalist class by encouraging
the growth of private capital through key conglomerates initially tied
to the state. Following the 1985 Economic Stabilization Plan, these
conglomerates were placed in private hands linked with large foreign
capital. Israel’s recent incorporation into the global economy has
undermined the traditional sustaining elements of the Zionist project,
producing a crisis of legitimacy in the state. It also has important
ramifications for the future of Israeli-Palestinian relations.

IT 18 WIDELY recognized that Israel’s economic structure over the last two
decades has changed significantly to embrace an outwardly expanding vi-
sion of global capitalism. This shift has been marked by the privatization of
state-owned and quasi-state enterprises, the relaxation of government con-
trol of the capital markets, and increased foreign investment. Popular and
academic commentary has analyzed the ramifications of this shift on the po-
litical, legal, economic, and cultural spheres of Israeli society as well as on

relations with Arab neighbors.!

Despite the large number of books and articles devoted to this dramatic
transformation, attempts to explain it are not persuasive. Most analyses posit
the changes as the result of an ideological shift in Israel’s ruling elite. Ac-
cording to this view, the Israeli leadership initially subscribed to a version
of socialist ideology. In the mid-1980s, however, as a result of the end of
Labor’s power monopoly and the rise of the right wing Likud, the leader-
ship was said to have abruptly embraced a neo-liberal capitalist prescrip-

tion for the country’s economic woes. This ideological-push explanation of

the transformation of Israel’s political economy? fosters the view of Israel

as a “special case” whose uniqueness defies standard methods of historical

inquiry.

This article argues that the emphasis on ideology has played down and
in some cases obscured Israeli class relations. The fact that Israel’s economy
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6 JOURNAL OF PALESTINE STUDIES

was state-controlled and directed for decades by the Labor Zionist move-
ment was not a reflection of socialist ideology but an outgrowth of the con-
text in which it developed: during the colonization period, the absence of a
strong indigenous Jewish capitalist class led the state (or proto-state) to con-
trol investment, but this control was not antagonistic to private capital. To
the contrary, from 1948 on the state pursued policies aimed at nurturing a
capitalist class by encouraging a few key families to undertake joint projects
and investment with state and quasi-state enterprises. The turning point in
this state-led class formation was the 1985 Economic Stabilization Plan (ESP),
which led to the emergence of private capital as a class independent from the
state.

THE EARLY YEARS

In the pre-state period, the private Jewish capitalist class resident in
Palestine was a weak and disorganized force incapable of taking the lead
in the Zionist project of settling the land. From the beginning of the 1930s,
this leadership role was assumed by the Labor faction of the Zionist move-
ment represented by Mapai (The Workers Party of Eretz Israel) and its prin-
cipal arm, the Histadrut (General Federation of Workers in Eretz Israel).
Until 1948 the Histadrut (whose leadership substantially overlapped with
Mapai’s) controlled the key elements of the Zionist project: colonization,
economic production and marketing, the labor force, and defense. And
since local private capital was too weak to provide enough employment for
the new immigrants, it fell to the Labor Zionist movement, particularly the
Histadrut, to create jobs by “establishing its own industrial, financial, construc-
tion, transport, and service enterprises.”® These enterprises ultimately formed
the core of the great conglomerates that for decades dominated the Israeli
economy.

When Israel was established in 1948 under the leadership of Labor
Zionism, the Jewish population was overwhelmingly composed of European
(Ashkenazi) Jews, who comprised 87.5 percent of all Jewish immigrants to
Palestine between 1919 and 1948.% With the expulsion of most of the indige-
nous Palestinian population in 1948, resulting in the absence of the readily
exploitable working class traditionally found in colonial situations, the state
embarked on a massive immigration program aimed at bringing Jews from
the Middle East and North Africa (Mizrahi Jews) to settle in the new state. The
imported Mizrahi Jews were able to constitute a working class on which the
economic foundations of the country could be built. The Mizrahim thus laid
the basis for the first wave of industrialization that began in the late 1950s
and was centered on the so-called Development Towns.>

This early history is instructive with regard to the role played by the state
(or prior to 1948, the “pre-State state,” as the Histadrut is often termed) in class
development. At the level of the working class, the state led the process of im-
migration and settlement of Mizrahi Jews in specific industries and localities.
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EVOLUTION OF ISRAELI CAPITALISM 7

At the level of the capitalist class, the Labor Zionist movement, through its
unchallenged control of the state apparatus, adopted a strategy of state-led
industrialization funded through external capital flows. This period—which
lasted until 1973—was characterized by high levels of growth financed by
capital transfers from German reparations and international Jewry. In this ini-
tial period of state and class formation, the state directed virtually all capital
transfers to favored business groups involved in the “national project.” In
return, these groups (mostly owned by Labor Zionism as represented by
Histadrut and other wings of the movement) undertook industrialization
projects and investment in areas designated as crucial for the development of
the state.

By the late 1960s, these favored business groups had coalesced into five
large conglomerates or holding companies that spanned both the financial
and the industrial sectors of the economy. These five—Bank Leumi, Bank
Hapoalim, Israel Discount Bank Holdings (IDB), Koor, and Clal—formed with
their various subsidiary companies an interlocking web of complicated cross-
holdings and joint ownerships involving a combination of private family-
owned capital and state-owned and quasi-state (i.e., Labor Zionism) capital.
All the holding companies apart from Clal (which was owned by the first
three) had their origins in the pre-1948 settlement period. Except for IDB,
which was controlled by the Recanati family, a Greek-Jewish family of mer-
chants and shipbuilders who settled in Palestine in 1935 and became active
in the Zionist movement, all were linked to wings of the Zionist movement;
Bank Hapoalim and Koor, for example, were owned by Histadrut, and Bank
Leumi was founded by the World Zionist Organization (WZO) in the early
twentieth century. The economy continued to be dominated by the five con-
glomerates throughout the period, but at the same time the state promoted
selected private investors allied to the state and the Zionist movement by lend-
ing to them at low interest rates and granting them licenses and monopoly
concessions. In 1968, the state even encouraged a group of private investors
to establish a company (the Israel Corporation) specifically as a vehicle for
channeling private capital into joint projects with the Histadrut companies
and state-owned ventures. And through the various joint ventures and own-
erships of state and quasi-state capital with the favored families, the large
conglomerates formed a shell under which private capital was nurtured and
could grow.® A major recession in 1966-67 caused a wave of bankruptcies
and mergers, which wiped out many of the smaller firms and hastened the
consolidation process of private capital.

The 1967 Israeli occupation of the West Bank and Gaza Strip (WBGS) in-
creased the size of Israel’'s domestic market and provided a cheap and highly
exploitable source of labor: by the mid-1980s Palestinians from the occupied
territories made up 7 percent of the Israeli labor force.” By 1985, approxi-
mately one-third of the WBGS labor force worked in Israel (47 percent in the
construction industry). As this process of proletarianization of the Palestinians
of the territories accelerated during the late 1970s and 1980s, incipient protest
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8 JOURNAL OF PALESTINE STUDIES

from Mizrahi Jews was partly allayed, with the Palestinians now occupying
the lowest rungs of the labor market.

THE EcoNoMIC CRISIS OF THE 1970s aAND 1980s

Beginning with the Israeli occupation of the West Bank and Gaza Strip in
1967, military production moved to the center stage of the Israeli political
economy, a process that accelerated following the 1973 war. This military
production, in large part supported by aid from the United States, was directed
by the state to favored sections of Israeli industry.

At the same time, however, the Israeli economy entered a long period of
low growth combined with high inflation (stagflation). What caused this crisis
in the Israeli economy, and how should it be understood in relation to the
development of an Israeli capitalist class? Most traditional analyses of Israel’s
economic situation during those crisis years adopt a neoclassical approach
that emphasizes various “mistaken” policies followed by the Israeli state—
for example, promoting a steep rise in defense expenditure at the expense
of investment, failing to restructure the economy from import-substitution to
growth based on the export of new technologies, running large deficits, and
failing to encourage increased productivity in light of rapidly rising wages
and excess demands.®

Such perspectives all view specific categories of analysis such as inflation,
growth, prices, and wages as neutral aggregates rather than expressions of
social relations. Yet the economy is an arena of social struggle in which contra-
dictory interests are counterpoised. It is thus that describing “growth” overall
is inadequate insofar as a rise or fall in one category can obscure huge gains
or losses for specific groups in society; treating analytical categories as neutral
aggregates serves only to obscure the actual processes occurring within the
political economy.

An alternative approach is found in the work of Jonathan Nitzan and
Shimshon Bichler, who argue that the Israeli political economy needs to be
understood from the viewpoint of the struggle for differential accumulation—
defined as the struggle by competing capital blocs to augment their capital
compared to other owners of capital.” In other words, the important factor
is not the absolute rate of return on capital, but rather the ability to achieve
a better return than other competitors. Furthermore, there are two forms of
differential accumulation: accumulation through depth is characterized by
an attempt to achieve better than average profit margins, and accumulation
through breadth aims at increasing market share.!

The approach of Nitzan and Bichler is important because it highlights
the core monopoly companies, which benefit from stagflation by being
able to make enormous profits at the expense of other firms. Specifically,
they show that the post-1973 stagflation affecting Israel’s economy was extre-
mely profitable for the five key conglomerates, primarily because of state mil-
itary spending, allowing them to accumulate large amounts of capital. Thus,
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EVOLUTION OF ISRAELI CAPITALISM 9

TABLE 1: INTERRELATIONSHIPS AMONG THE FIVE CONGLOMERATES

Holding Company Related Bank Controlling Parent
Koor Bank Hapoalim Histadrut

Clal IDB, Bank Hapoalim, Bank Leumi Histadrut and IDB
IDB Holdings IDB Recanati Family

while Israeli economic growth as a whole dropped between 1973 and 1985—
the key years of stagflation—to 3 percent per annum (from average annual
rates of 10 percent until 1972), the share of profits of the top five conglomer-
ates as a percentage of GDP increased from 0.5 percent in 1973 to nearly 2.3
percent in 1985.1! In terms of strengthening the core conglomerates in the
economy, then, Israeli policies were not “mistaken,” as traditional analysis
tends to imply, but part of a process critical to the development of an in-
digenous capitalist class. Following their separation from the state after 1985,
these conglomerates became the key business groups of Israeli capitalism.

THE BiG FIVE

The industrial nongovernmental economy during the period 1974-85 was
dominated by Koor, Clal, and IDB Holdings. Three banks—Hapoalim, Leumi,
and IDB—controlled the financial sector. As IDB Holdings and IDB were
branches of one company owned by the Recanati family, the economy was
effectively dominated by just five conglomerates. The interrelationships are
shown in Table 1.

Defense was a core business concern for all the conglomerates. In 1982,
for example, over 50 percent of Koor’s employees (around 34,500) worked
in defense-related areas, and these industries provided 20 percent of Koor’s
exports.!? Michael Shalev has shown how the profits of Koor, Clal, and IDB
Holdings paralleled almost exactly the levels of the state’s defense procure-
ment during this period.!? The dual process of high military spending coupled
with inflation led to massive rates of capital accumulation for the core business
groups, while the economy as a whole suffered from stagflation.

Of the four largest banks in Israel, only one IDB) could properly be consid-
ered a private company before the mid-1980s. This was not because of Labor
Zionism’s ostensibly socialist ideology, but for pragmatic reasons having to
do with the pre-state period, when jobs had to be provided for the Jewish
immigrants in order to ensure the Zionist settlement project. Hence Labor
Zionism’s doctrine of “Hebrew Labor,” which mandated—often by force—
the exclusion of Arab labor and the employment of Jews only. The three
banks associated with the Zionist movement (Bank Leumi, Bank Hapoalim,
and United Mizrahi Bank) all harnessed their mobilization of capital to this
end. In this sense, the banks could be described as financial arms of political
movements, not as institutions motivated primarily by profit. For this reason,
prior to 1983, share ownership does not give a clear picture of bank control.
Voting rights of the “founders’ shares” are far more significant: Shareholders
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TABLE 2: STATE POLICIES AND THEIR BENEFICIARIES, 197485

State Policy

Description

Beneficiary

Control of the capital
market.

Government subsidies
and grants.

Ending indexation of
government loans
in an environment
of high inflation.?

Allowing the
manipulation of
bank shares.

Banks were forced to finance
the government deficit by
purchasing government
bonds.

Most investment was channeled
by the state to the big five
conglomerates according to
“national priorities”

Government lending was
unindexed and therefore
borrowers were in effect
given a negative rate of
interest in an environment
of high inflation.

Banks were permitted to set
their own share price by
purchasing their own shares.

Koor, Clal, and IDB
Holdings benefited the most
from the large government
deficit that was used to
finance military spending.

Koor, Clal, and IDB
Holdings benefited from the
huge subsidies given to
industry.

All five of the big
conglomerates benefited
as the major borrowers of
government money.

Primary beneficiaries were
the three top banks,
Hapoalim, Leumi, and IDB.

with less than 2 percent of Bank Leumi shares held 75 percent of the vot-
ing rights, while shareholders with only a 0.03 percent stake in the United
Mizrahi Bank controlled 50.02 percent of the voting power.'* The three largest
banks—Bank Leumi Le Israel, Bank Hapoalim (the Worker’s Bank), and the
IDB—have controlled more than half the banking industry’s assets and liabil-
ities since 1948. Bank Hapoalim and Bank Leumi are both among the world’s
top 200 banks.

The five conglomerates that came to dominate the economy—the
Hapoalim Group, Leumi Group, Koor, Clal, and IDB Holdings—were suc-
cessful because they were favored by the state and Labor Zionism. The state
pursued four main policies, summarized in Table 2 above, to promote their
growth: directing investment through government control of the capital mar-
ket; providing subsidies to favored companies, particularly in the military
sector; allowing the banks to reap large profits as a result of inflation; and
permitting the banks to manipulate the prices of their own stocks.

Despite the banking system’s high level of monopolization, the govern-
ment tightly controlled the Israeli capital market until 1985. This control was
exercised through limits on the amounts banks were allowed to lend, high
reserve requirements, and regulations controlling bank fee structures and in-
terest rates.'® Provident funds controlled by the banks had to invest in gov-
ernment bonds and securities. The government also controlled both supply
and demand within the capital market, as the investment policies of all ma-
jor savings institutions—provident funds, insurance companies, and pension
funds—required approval from the Ministry of Finance.!” Banks and pension
funds were obligated to use the savings accumulated from the public either
to purchase non-negotiable government bonds or to finance private-sector

loans as directed by the government.'®
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EVOLUTION OF ISRAELI CAPITALISM 11

The control of the capital market stemmed from the exigencies of state
building in the context of a capitalist class too weak to finance development
to a level adequate to meet state demands. A large proportion of the capital
entering the capital market stemmed from intergovernmental aid or unilateral
gifts. Thus, between 1961 and 1965, imported capital channeled through the
government equaled 31 percent of total private savings.!” The preeminent
role of the state in leading the national project by directing the capital market
is well expressed in a Bank of Israel annual report: “because of the incom-
patibility which sometimes exists between business objectives and long-term
national needs, the government has to direct the limited resources to conform
to the economy’s priorities. Credit constitutes in many cases a key instrument
in the activation of resources, and therefore qualitative direction of credit
exercises considerable influence on resource allocation.”?

The government’s control of credit benefited the banks because they were
integrally linked to industry through the conglomerate system. Thus, the or-
ganizations that received loans and grants through the mechanism of the cap-
ital market were essentially the same organizations that provided the loans
themselves. In this way, the capital market benefited the conglomerates twice
over.

Meanwhile, private capital during the period 1973-85 witnessed an in-
creasing consolidation centered on the families closely linked to the state.
These families developed under the protection of the five large conglom-
erates through joint projects and investment and dividing the market share.
By the early 1980s there were monopolies run by private capital in the ar-
eas of coffee and sweets (the Elit company, owned by the Frumchenko and
Moshovitz families) and pasta and soups (the Ossem company), as well as
monopolies in cigarettes, carpets, and drugs.?! Other monopolies developed
in the nonprivate sphere, including for cooking oils, margarine, and may-
onnaise (the Shemen monopoly run through the Histadrut), and dairy and
other agricultural products (the Tnuva company through the kibbutzim and
moshavim).?? Steel was controlled by two major companies, one private
and the other owned by the Histadrut.??

THE ECONOMIC STABILIZATION PLAN AND PRIVATIZATION

The economic slowdown that characterized the Israeli economy as of the
early 1970s had developed into an unprecedented crisis by the end of the
decade, with inflation reaching three-digit levels by 1980: 131 percent in
1980, 116.8 percent in 1981, 120.4 percent in 1982, and 145.6 percent in
1983. During this period, the economic growth rate declined to an average
of 1.6 percent annually.?* Initially, these levels of inflation were not felt by
the population as a whole because of the cost-of-living-allowance (COLA)
that provided incremental increases in real wages to compensate for rises
in the consumer price index. Once monthly inflation rates began to reach
10-20 percent, however, the COLA increment was unable to shield the
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population. In a climate where the value of a monthly salary could change
by 20 percent from the beginning to the end of the month, household—to
say nothing of national—financial planning was impossible.

In 1983, after years of price-manipulation by the key banks, the price of
Israeli bank shares dramatically collapsed. This was followed by the onset
of hyperinflation, which reached 373.8 percent in 1984.2> In an attempt to
meet the crisis, a team drawn from the government and academia devised
an economic stabilization plan (ESP), which the National Unity Government,
comprising both the Labor and Likud parties, adopted on 1 July 1985. The
ESP-the principal elements of which were greatly reduced government sub-
sidies, devaluation of the currency, restrictions on wage growth, opening the
economy to foreign capital, and privatization—was a turning point for the
Israeli economy. It marked the beginning of a new period in which the emer-
gent capitalist class would be given control over the key sectors of the econ-
omy. The adoption of the ESP thus represented a break with the old system
in which the state had sheltered and promoted capital accumulation within
the big conglomerates, and opened the door to the process of privatization.
Significantly, it was not the supposedly neoliberal

Significantly, it was not  Likud that initiated these changes but Labor: Prime
the supposedly neoliberal  Minister Shimon Peres was the main architect of the
Likud that launched ESP and the Histadrut pushed it, while the Likud actu-
privatization but Labor;the  ally dragged its feet because it understood that it would
Likud had dragged its feet.  hurt its constituency.? Later, of course, the economic
policies of the two parties became indistinguishable
from one another, both being based on neoliberalism.

Crucial to the development of the “new” capitalist class was the policy
of privatizing of the State Owned Enterprises (SOEs) and the network of
companies controlled by the core conglomerates. The SOEs had been estab-
lished with the founding of the state and, similar to the Histadrut empire,
were concentrated in manufacturing and industry. They constituted another

arm of state control over the economy, particularly in areas deemed sen-
sitive to security such as basic infrastructure, airlines, and communication.
Up until the mid-1980s, SOEs accounted for 20 percent of the GNP, with the
Histadrut-owned companies accounting for another 20 percent.?’ In 1984, the
government owned 0.4 percent of all manufacturing plants but 12 percent of
the largest 100; the figures for the Histadrut were 4.4 percent and 35 percent
respectively.?

The privatization policy began tentatively a year or so after the ESP; from
1985 to 1989, eight SOEs were sold for a total of $338.5 million.?’ The pace of
privatization picked up in the first half of the 1990s, during which period the
state sold part interest in some leading SOEs, including Israel Chemicals Ltd.
(to the privately-held Israel Corporation) and Bezeq, the telephone monopoly,
for a total of $3.2 billion.?°

But it was the second half of the 1990s that saw the largest escalation in
privatization, this time involving the big banks as well as the break-up of the

This content downloaded from 23.235.32.0 on Fri, 20 Nov 2015 10:17:14 AM
All use subject to JISTOR Terms and Conditions



http://www.jstor.org/page/info/about/policies/terms.jsp

EVOLUTION OF ISRAELI CAPITALISM 13

Histadrut conglomerates. By the end of the decade, the state had transferred
to private hands SOEs that in 1994 had employed over one-third of state
employees and contributed more than 50 percent of total SOE sales. As for the
conglomerates, Koor was privatized in 1995 through a sale to the U.S.-based
Disney family and its company Shamrock Holdings. In 1997, the Canadian
billionaire Charles Bronfman (the Bronfman family are influential figures in
the WZO and Jewish Agency) bought Shamrock’s share and took control
through his company Claridge Israel. That same year, the government sold
its 43 percent share in Bank Hapoalim?! (which in turn owned 20 percent of
Koor) to a group headed by U.S. investor Ted Arison? for over $1 billion.
Arison was born in Palestine in 1924, but moved to the United States in the
1950s where he set up the world’s largest shipping line, Carnival Cruises. He
had close relationships with the Labor Party’s Haim Ramon as well as Likud’s
Benyamin Netanyahu.?> Bank Leumi and Clal were also broken up and sold
to a mix of local and foreign investors.

The state’s privatization strategy reinforced its role in the formation of the
capitalist class. Rather than listing companies for privatization on the stock ex-
change, the government generally launched restricted tenders to secure buy-
ers who would constitute “controlling nuclei” of these enterprises. In general,
buyers of the government shares were drawn from two categories: the family-
owned private capital nurtured during the first four decades of the state, and
international (mainly North American) capital, particularly that with historical
ties to the Zionist movement. An example of the first category is the gov-
ernment’s sale of the controlling interest in Israel Chemicals Ltd. to Israel
Corporation, at the time owned by the Eisenberg family, in a privately placed
bid; the privatization was carried out in stages between 1993 and 1997. By the
time the deal was made, Israel Corporation had already gained control of sev-
eral other former SOEs privatized in stages from the early 1990s. As a result of
the Israel Chemicals deal, the entire mineral resources of the Israeli state are
now controlled by private interests.>* (In 1999, the family-owned Ofer Broth-
ers group bought the Eisenberger’s share in Israel Corporation, which means
that the Ofer group now owns 60 percent of Israel Corporation, with Bank
Leumi owning another 19 percent.?®) As for the international capital category,
in addition to buyers with longstanding links with the Zionist movement (e.g.,
Arison and Bronfman), multinational corporations are also investing in state
and quasi-state enterprises. By 2000, for example, the U.S.-based investment
company Merrill Lynch and the UK-based Cable and Wireless owned large
chunks of Israel’s telephone monopoly, Bezeq, which began to be privatized
in 1990. While the government still has the controlling interest in Bezek, it
plans to sell its remaining stake in the coming year.

Despite the massive program of privatization led by the state from 1985, im-
portant sectors of the economy remained in state hands. Israel Electricity Co.,
which employs over one fifth of state employees, El Al, the national air carrier;
Israel Aircraft Industries, the largest Israeli exporter, and the controlling share
of Bezeq remained in the government’s hands by early 2003. These SOEs are a
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critical test for the neoliberal project of the Israeli state, for they represent the
bastion of the Histadrut’s support—well-protected Ashkenazi workers who
for decades represented the social base of the Labor Zionist consensus. The
economic recovery plan put forward by the new finance minister Netanyahu
in March 2003 represents this last wave of privatization, bringing with it a
possible undermining of the Zionist consensus which underpinned the state
(see below).

OPENING UP TO THE GLOBAL ECONOMY

Concomitant with privatization, as we have seen, is the increasingly global
orientation of Israeli capital. Instead of monopoly profits based on state-led
defense spending or an orientation toward the domestic market, Israeli capital
began to seek partnerships with the dominant centers of global capital in
an attempt to expand its international market share. This opening of the
Israeli economy to the world economy was made possible by the relaxation
of foreign ownership and investment laws initiated by the ESP and the joint-
listing of local companies on world stock exchanges in the mid-1980s.

The first step in the process of trade liberalization took place in 1975,
when Israel signed a Preferential Trade Agreement with the European Eco-
nomic Community (EEC, precursor to the European Union [EUD. With the
signing in 1985 of a free trade agreement (fully functioning by 1995) with
the United States, Israel became the only country in the world with prefer-
ential trade agreements both with both the United States and the EU. Other
measures introduced as part of the ESP included tariff reductions on imports
from countries not having trade agreements with Israel. Such steps had a sig-
nificant effect on the structure of Israeli industry, moving it from one with
a traditional low-technology base toward one emphasizing high-technology.
This change was also made possible by an influx between 1990 and 2000 of
some 1 million Russian Jews, over two-thirds of whom were trained in the
scientific, technical, or professional sectors. By 2001, 80 percent of industrial
exports came from the high-tech sector.3

All these developments resulted in a loss of domestic monopoly positions
and forced the opening up of Israeli industry to the global economy. The level
of foreign direct investment in the Israeli economy increased rapidly during
the 1990s. Large multinational corporations set up local franchises in Israel,
established joint ventures with Israeli companies, and became part owners of
some of the large conglomerates, as noted above. Israeli companies actively
sought foreign investment from global capital: Israel currently ranks second
only to Canada among foreign countries in the number of its companies
listed on U.S. stock exchanges. During the same period, a second form of
internationalization became apparent, with foreign multinationals establishing
local branches of international companies, particularly in the high tech sector.
Thus Microsoft, IBM, CISCO, Intel, Motorola, and other large multinationals
opened local branches for both production and research.
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Opening new markets overseas, weakening the state-owned sector, and
allowing the influx of foreign capital into the Israeli market constituted crucial
steps in the formation of the new capitalist class. The globalized nature of
ownership has altered the traditional pyramidal conglomerate controlling both
financial and industrial concerns. In contrast to the old model of intertwined
banks and industrial groups, the major banks, privatized in varying degrees
following their de-nationalization in 1983, are now controlled by a range of
local and international interests and have divested many of their nonfinancial
holdings.

On the industrial level, a small number of new holding companies have
risen to a par with the old holding companies. This does not indicate a broad-
ening of ownership so much as the expansion of the market as a whole
through the widening scope of accumulation. Although the old holding com-
panies have been split from their financial concerns, the same families and
capitalist centers from pre-1985 dominate the new Israeli economy, albeit
with the added influence of international capital.

At present, Israel’s industrial and financial sectors are dominated by twenty-
three holding companies, many of which have interlocking relationships;
actual control, then, is far more concentrated. The twenty-three holding
companies had revenues of over $22 billion in 2000
and produced over 20 percent of Israel's GDP that The new capitalist class
year”’ This figure is an underestimate because it  emerged from the fusion of
doesn’t include the revenues from companies owned  indigenous private capital
by the holding companies themselves. One analyst has  linked to the state, foreign

estimated that the top eleven holding companies con- (mainly US.) capital
trol two-thirds of Israel’s GNP.% buying into state-owned

As Israel’s economy has undergone transformation, enterprises, and former
with increasing privatization and globalization, the state bureaucrats and
new Israeli capitalist class is in place. Its develop-  military officers who had
ment was initiated and led by the state, and as of the led the privatization
late 1980s emerged from three sources: indigenous pri- process.

vate capital closely linked to the Israeli state apparatus
and the core conglomerates, mainly the Ofer, Recanati, Nimrodi, Strauss,
Eisenberg, Meridor, Moshovitz, and Salkind families; foreign (mainly U.S.)
capital buying into the Israeli companies divested of state and quasi-state
(i.e., Histadrut) ownership; and former state bureaucrats and military officers
who had led the privatization process and who form the lowest rung of the
new capitalist class as managers and board members. In this latter regard,
more than 75 percent of the key executive personnel of Israel’s top one hun-
dred private companies come from high-ranking positions in the Israeli state
bureaucracy,® while Israel’s corporate boardrooms boast significant num-
bers with high-ranking military experience. One of the symbols of Israel’s
new economy is telecommunications and the ubiquitous mobile phone; Israel
has the second largest mobile phone density in the world, and the union of
capitalism and Zionist state bureaucracy is eloquently expressed by the fact
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that Israel's leading cellular company, Cellcom, jointly owned by U.S. and
Israeli capital, is headed by the ex-director of Israel’'s General Security Ser-
vices (Shabak).

CONSEQUENCES OF OCCUPATION AND GLOBALIZATION

The transformation of the Israeli economy may have benefited the capi-
talist class, but not the broader society. In fact, after a boom period during
the 1990s ushered in by the so-called “peace dividend” and a roaring U.S.
bull market, the Israeli economy by 2003 had entered the longest recession
in the history of the state. The per capita GDP had contracted 6 percent in
two years, a larger and more prolonged drop than anything witnessed in the
1950s and 1960s. Official unemployment has reached 10.3 percent, though the
actual figure is without doubt significantly higher due to the number of peo-
ple who have given up looking for work. In February 2003 the government
recorded a $579-million budget deficit, the highest thirty-day overdraft on
record.

A major cause of the economic crisis is the ongoing Palestinian intifada.
The Bank of Israel estimated its direct negative effects on the economy in
2001 at 3.8 percent of GDP, arising from losses in the construction indus-
try, tourism, agriculture, and exports to the Palestinian Authority (PA).* In
2002, a further 3.8 percent of GDP was attributed to the intifada’s impact
on private consumption and investment. That same year, per capita private
consumption fell by 2.5 percent, a decline not seen in almost two decades,
while nonresident investment has dropped by nearly 80 percent since 2000.4!
Increased defense spending related to the intifada has caused a ballooning
budget deficit, which in turn led Standard and Poor’s in April 2002 to lower
Israel’s credit rating from stable to negative.

These losses have been compounded by the global economic downturn,
particularly the bursting of the high-tech bubble. The Bank of Israel estimates
that this factor cost the Israeli economy an additional 3 percent of GDP in
both 2001 and 2002. The decline of the U.S. stock market has directly affected
those key Israeli companies listed on U.S. exchanges, such as Koor, Teva, and
myriad high-tech companies.

These figures point to one of the key contradictions facing the Israeli state
at the current juncture. On the one hand, the post-1985 economic changes
were intended to “normalize” the Israeli economy vis-a-vis the global capitalist
economy. To a large extent this has been successful, and, as discussed above,
a capitalist class separate from the state has developed with strong links to
U.S. and other foreign capital. However, an inevitable consequence of the
state-led formation of the capitalist class has been the opening up of the
Israeli economy to the uncertainties of the global economy, and hence to
crisis. The economic base that underpinned Israeli “exceptionalism”—positive
economic growth for forty-eight consecutive years—could not be sustained
within a globalized capitalist economy.
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As a result, the Israeli state is less and less able to shield its working class
from economic distress. The hegemonic position of Zionist ideology within
the Israeli polity was largely based upon the economic privilege guaranteed to
the majority of its citizens—particularly Ashkenazis employed by the five dom-
inant conglomerates. In this regard, Israel’s entry into a globalized economy
has the potential of undermining the stability of Zionist hegemony. Hence
the neoliberal reforms have led to a massive income gap—the second largest
gap between the lowest and highest deciles in the industrialized world.*? The
child poverty rate is second only to Mexico among developed countries.*3
Moreover, these aggregate figures hide the extreme differences between strata
within Israeli society. In 1999, the salary of an Ashkenazi employee averaged
1.5 times that of a Mizrahi employee and twice that of an Arab employee.*
Half the Palestinian-Israeli children live in poverty, compared to 17.2 percent
of Jewish-Israeli children.

The economic transformation means that Israel is facing a crisis of legit-
imacy stemming from the contradiction between neoliberal capitalism and
the state’s traditional role.*> This has been clearly illustrated in the debate
surrounding Netanyahu’s 2003 economic recovery plan put forward shortly
after the formation of the new Sharon government. Netanyahu’s plan fully
adopts the recommendations of the International Monetary Fund (IMF) and is
intended to push forward the neoliberal drive of the 1990s. Key features of the
plan include a NIS 11.4 billion (approximately $2.4 billion) cut in government
spending; an 8 percent cut in public sector wages; layoffs of approximately
4,000 state employees in 2003; a freeze on national insurance benefits; a 5 per-
cent rise in water tariffs, public transportation, and municipal taxes; raising
the pension age to 67; and canceling immigrant benefits, mortgage grants,
and aid to needy university students. Layoffs and other such measures will be
exacerbated by the massive privatization schemes mentioned above targeting
companies such as El Al, Oil Refineries Ltd., Israel Aircraft Industries, and
Israel Electric.

This plan will severely affect the social base of many of the parties within
the Knesset, including the religious parties whose electorate has traditionally
relied on state subsidies. Mizrahim in the development towns and Israeli
settlers beyond the Green Line will see their areas losing many tax benefits
previously given by the state. Workers in the remaining SOEs will face severe
wage cuts. The hardest hit will be the Palestinian citizens of Israel, whose
poverty levels already far exceed those of Jewish Israeli citizens.

Netanyahu’s economic plan came at the urging of the U.S. government.
Israeli officials confirmed that they had been informed orally that the $1 billion
military grant and $9 billion in loan guarantees over three years promised
as part of the war against Iraq were conditioned on implementation of the
economic plan. Indeed, the Fiscal Year 2003 Supplementary Appropriations
Bill submitted to the U.S. Congress, which details U.S. aid to Israel, states
that this aid will “take into account the budgetary and economic reforms
undertaken by Israel.”#
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Certainly, the opening of markets, liberalization of currency and capital
markets, and other neoliberal economic policies contributing to the formation
of the new capitalist class were not unique to Israel, but were rather char-
acteristic of the period dubbed “the new era globalization.” Israel is highly
dependent upon the global economy, and the institutional guardians of this
order, such as the IMF, determine to a large extent Israel’s economic policy.
Netanyahu’s plan closely follows the recommendations made by the IMF rep-
resentatives who visited Israel in December 2002 and clearly called for cuts in
social benefits, reduced tax levels for business, cuts in the government bud-
get, and the privatization of state companies.?’ The flip-side of this process
is the increased impoverishment of the bulk of Israeli society as the Israeli
government implements the neoliberal reforms demanded by the capitalist
class and its global supporters.

The political implications of such measures are significant. While the cut-
backs in the safety-net traditionally provided by the state, at least for its Jewish
citizens, could weaken the hitherto iron-clad consensus behind Zionist ide-
ology and widen the potential space for a radical challenge to the status
quo, they are more likely to fan the growth of extreme right wing populist
forces such as the Shinui Party. Shinui’s demagogic rhetoric scapegoating
the Mizrahim and the religious finds growing support among marginalized
Ashkenazi, even as it promotes a neoliberal economic policy. Shinui was the
first of the government parties to embrace Netanyahu’s economic plan.

In addition to calling for an acceleration of the neoliberal project, the
December 2002 IMF delegation echoed the feeling of much of Israeli cap-
ital when it stated that economic recovery would be difficult to envision
without resuming political negotiations with the Palestinians. One of the key
consequences of Israel’s post-1985 economic transformation and the develop-
ment of an Israeli capitalist class increasingly in step with the global economy
concerns the attitude of this class toward the occupation. Beginning in the
mid-1980s and accelerating with the Oslo process, Israel’s new capitalist class
has sought a solution to the costs connected to the occupation (e.g. high levels
of military expenditure, the Arab boycott, and impediments to foreign invest-
ment). The solution envisaged is based on ending direct military rule and
cantonizing the Palestinian territories under Palestinian “self-rule.” The Oslo
process was intended to achieve this outcome via negotiations, and Israel’s
current war against the Palestinian people aims at imposing this solution by
force. This is clear in the strategy pursued by both Labor and Likud govern-
ments: implementing a system of movement control based on closures and
permits, the imposition of a compliant PA, and the strategy of creating isolated
Palestinian enclaves surrounded by settlements and separation walls.*®

There seems to be a growing consensus among Israel’s new capitalist
class, the U.S. government, and the EU that a political solution must be found
to the current intifada. There is evidence of this in recent IMF and Bank of
Israel reports, as well as in commentary from various Israeli business leaders.
While on the surface the extreme solutions proposed by the Israeli “Right”—a
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term generally applied to the settler parties and Likud—appear to have gained
strength in recent years, the reality is that the solution sought by Israeli and
global capital is cantonization rather than “transfer.” The complementary roles
played by Labor and Likud during the intifada is a reflection of this, and it
does not seem farfetched to suggest that it is the likely outcome of the U.S.
road map.

At the same time, there seems to be a strong tendency within the Palestinian
leadership to see Israeli policy solely through the lens of military conflict.
Rather than understanding Israeli military policy as an extension of economic
and political strategy, it views Israeli politics as a simple Right/Left dichotomy,
with the so-called Labor “doves” on one side and the Likud “hawks” on the
other. The Oslo process is equated with peace, and the U.S. government
is viewed as its handmaiden. Part of the reason for this misconception de-
rives from the same tendency examined in this article: falsely locating Labor
Zionism as part of the Left because of its ideological claims, rather than un-
derstanding its actual role in the state and class-building projects.

History should teach us otherwise. The record of the past decade around
the world indicates that those who suffer most in a neoliberal order are the
poorest and most vulnerable. Movement toward a negotiated settlement that
is driven by the interests of that order will almost certainly not result in either

liberation or justice.
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