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Abstract

This thesis presents an analysis of the development of the Israeli capitalist class from the
establishment of the state in 1948 up until 2002. The paper focuses in particular on the
role that the Israeli state apparatus played in the development of this class and argues that
ideology alone cannot explain the transformation of Israel’s economy over the last 15

years.

Rather, the basic thesis put forward below is that the changes in Israel’s economy can
best be understood by viewing the “economy” as a site of political contestation between
classes. In the case of Israel, this paper argues that a central motif in understanding Israeli
society and economy is the relationship between the state and class building projects. The
role of the state in developing and strengthening an indigenous Israeli capitalist class
explains the historical hegemony of Labor Zionmism as well as the most recent

transformation of the Israeli economy over the last decade.

Brefly put, this thesis examines three periods of Israeli class development: 1948-1973,
1973-1985, 1985- the current day. With the establishment of Israel in 1948, the state
directed all foreign capital resources (from German reparations and Jews living outside
the country) to national needs, through large conglomerates allied with the state and the
Labor Zionist movement. This thesis argues that these transfers were also focused on a
layer of families involved i private capital that were closely allied to the state such as the

Ofer and Recanati families during this period.

In the second period, 1973-1985, the Israeli political economy was centered around two
phenomenon, high levels of military production and high rates of inflation. The paper
argues that both of these elements strengthened the key conglomerates and led to the
domination of five core conglomerates: Koor, Clal, IDB, Hapoalim and Leumi. These

conglomerates formed a shell under which the capitalist class was able to grow.
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The paper focuses in some detal on the period following the 1985 Economic
Stabilization Plan, when the Israeli state initiated a dramatic change in the relationship
between the class and state projects. Through a detailed analysis of the changes beset by
the ESP, 1t attempts to provide an analysis of the social origins and roots of the new
capitalist class which characterized the Israeli economy during the 1990s and into the

new millennium.

The paper presents a theoretical analysis of literature on the state, and attempts to draw
conclusions on how this literature may be enriched through an examination of the Israeh

case.

The paper also discusses the ramifications of these changes on the political and cultural
levels of Israel society, arguing that on the cultural level the increasingly close
articulation between the Israeli and US economies has produced an Americanization of
Israeli culture. On the political level, these changes have been a major force in the move
towards the Oslo Accords and the peace process which were critical in allowing the new

Israeli capitalist class to move onto the regional and international stage.
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"We've had two stages of Zionism--agriculture and defense. You can't
build a country on agriculture and defense. Now we need a third stage
of Zionism based on export- related capitalism."’

Chapter 1: Introduction

These words from a 1995 interview with Stef Wertheimer, an owner of Israel’s fifth largest bank
and a leading entrepreneur, is a popular reflection of much scholarly analysis concerning
Israel’s political economy. It is generally acknowledged that over the last 15 years, Israel's
economic structure has changed significantly and Israel has embraced an outwardly expanding
vision of global capitalism. A great deal of popular and academic commentary has analyzed the
ramifications of this shift on the political, legal, economic and cultural spheres of Israeli society
and external relations with Arab neighbors.?

Despite the widely acknowledged realization that Israel’s political economy has undergone a
dramatic transformation, a striking lacuna within the large body of literature on this theme is a
satisfying explanation into the reasons for this change. The vast majority of analysis — whether
academic or popular — posits these changes as being the result of an ideological shift in Israel's
ruling elite. Put simply, Israel's leaders used to ascribe to a version of socialist ideology and
then in the mid-80s they rapidly embraced a neo-liberal capitalist prescription for their economic
woes. This “ideological-push” explanation of Israel's political economy transformation is a
consistent feature throughout recent literature.®

The central question this paper aims to address is: What are the origins of the capitalist class
that emerged in Israel during the 1990s and what was the role of the Israeli state apparatus in
its development? In contrast to the traditional view, this paper argues that ideology alone cannot
explain the transformation of Israel's economy over the last 15 years. Rather, the basic thesis
put forward below is that the changes in Israel's economy can best be understood by viewing
the “economy” as a site of political contestation between classes. In the case of Israel, this
paper argues that a central motif in understanding Israeli society and economy is the
relationship between the state and class building projects. The role of the state in developing
and strengthening an indigenous Israeli capitalist class explains the historical hegemony of
Labor Zionism as well as the most recent transformation of the Israeli economy over the last
decade.

' Robert Lenzner, “Zionism:Phase II1,” Forbes 18 Dec. 1995, 100.
? See for example Shafir and Peled (2000) for a collection of articles on this theme, Maoz Azaryahu (2000) on
cultural shifts in Israeli society.
* See for example, Aharoni (1998), Paris (2000), Kleiman (1996)
MA Thesis, Adam Hanieh, June 2003, Al Quds University |




Interpretations of the Israeli economy that emphasize the ideological persuasion of Israel's
“elite” are analogous to the way in which the central question of Zionist historiography is also
approached: Why did the Labor Zionist movement dominate the Israeli state for so many years?
The traditionally prevalent discourse of Israeli sociology, as reflected in the works of the early
Israeli sociologists Shmuel Eisenstadt, Moshe Lissak and Dan Horowitz, presents a widely
accepted narrative of the coming to power of the Labor Zionist movement tendency within the
Zionist movement and its ideological hegemony within the pre-1948 Yishuv and beyond. This
narrative locates the hegemony of Labor Zionism in the single-minded determination of its
leaders (such as David Ben Gurion), and the commitment and self-sacrifice of the pioneering
generation of the Second Aliyah (1904-1914) from which the founding leaders of the Labor
Zionist movement were drawn. In both these explanations, ideology is seen as the prime and

central force in shaping the economic, political and social conditions of the period in question.

In contrast, this paper will examine the problems with this traditional perspective and put forward
an alternative approach for understanding the hegemony of the Labor Zionist movement. At the
outset, several problems with the traditional approach to the Labor Zionist movement can be

identified which will be examined in further detail below:

1) Traditional interpretations that locate the reasons for Labor Zionism’s dominant role in
its ideological strength and persuasiveness betray a strikingly casual and disinterested
approach to the economic and political relationships that shape human activity. These
approaches generally start with the assumption that the Labor Zionist movement was led
by socialists who wanted to build an egalitarian classless society. An examination of the
actual historical record, however, seems to very much contradict this standpoint. Indeed,
this approach seems to be very much driven by an attempt to imbue the Zionist
movement with a universalist and humanistic ideology which it quite clearly did not
possess. In contrast, | argue below that the starting point of any political-economy
analysis should be an examination of the concrete class forces that existed in the pre-
State period and how these related to the requirements of the settlement project. From
this point we can then understand how certain ideological tendencies came to win
hegemony over the state and class building projects. Other approaches tend to invest
human actors with a much greater degree of freedom in pursuing their ideological
interests than a rigorous analysis of the social and economic conditions would actually

seem to permit.*

* Gershon Shafir, Land Labor and the Origins of the Palestinian-Israeli Conflict 1882-1914. (Cambridge, UK: CUP,
1989), 3.

MA Thesis, Adam Hanieh, June 2003, Al Quds University 2




2)

3)

Related to the above point, an increasingly large body of criticism has been directed at
the traditional schools of Israeli sociology for the lack of consideration given to
Palestinians as an indigenous people of the land and therefore a key determinant in
shaping Israel’'s economy, society and polity. This criticism has generally emphasized
the colonial nature of Zionist settlement and adopted a comparative approach with other
colonial experiences of the 18th and 19th centuries. Shafir, Michael Shalev, Baruch
Kimmerling and others have all placed the Palestinian dispossession and the struggle
over land at the centre of their analysis of Israeli and Yishuv society. They have argued
that the Palestinian presence was the critical determining factor in the "reality" of the
early Yishuv. It was this reality which shaped the character of the Zionist movement -
particularly its Labor component. The dominant Israeli sociology is criticized for
attempting to explain the development of the Yishuv solely in terms of intra-Jewish
disputes and for adopting a voluntaristic explanation for the hegemony of Labor Zionism.

The parallel critique elaborated in this paper in regards to Israel's new political economy
is the lack of consideration given to the global and regional context of Israel’s political
economy. Israel's economy is not neutral in regards to Palestinians, in sharp contrast,
the proletarianization of Palestinians in the West Bank and Gaza Strip following 1967
played a critical role in altering the structure of Israel’s economy and the onset of the
Intifada in the late 1980s did likewise. As we shall see below, global economic
recessions, supply and demand in the international arms market, and global political
developments have all affected the structure of the Israeli state and economy. The
transformation of Israel's economy should thus be seen as partly resulting from
exogenous forces mediated through and impacting upon an internal class structure.

The emphasis on ideology has de-prioritized and in some cases completely obfuscated
the actually existing class relations of Israeli society. According to the traditional view,
because the Labor Zionist movement embraced a form of socialist ideology that
promoted the “national good” over class conflict, Israel developed into a classless
society where concepts such as rate of profit, worker-capitalist relations and capital
accumulation could be safely ignored as categories of analysis. One consequence of
this approach is a view of Israel as a “special case”, the uniqueness of which defies
standard modes of historical inquiry and is explainable only through the mobilizing power
of Labor Zionist ideology. | shall show below that this view of Israel as “unique” is itself a
highly ideological maneuver that serves to obfuscate what has actually occurred over the
last two decades.

MA Thesis, Adam Hanieh, June 2003, Al Quds University 3




