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\ 'ABSTRACT 

1 
/ 

The present thes i5 is", eoncerned' wi th the role played by sever:e.l 
( 

lar~e h~lding eorporàtions in broad developments of the Israeli 

economy. These developments·refleet, to a large extept, the evolution 

of institutional ar~angements among the large holding corporate g~oups 
, 

and the Is~eli Government~ The signifieant role of- these holding 

groups received little or no attention from Israèli maeroeeonomists. 

This study .presents previously unavailable time series of 
. , , 

selected financial statisties for'these holding groups. The data 

indieate that sinee the late 1960s, the size of these groups, rel&tive 

to the overall size of the eeonpmy, grew rapidly. An ecpnometric 
D 

analysis shows that ~his relative growth is positively and strongly 

assoeiated with the development of inflation, stagnàtion: the domestle -.. 
debt, domeslie ~ilf.tary pro~urement~', and military ,exports. It suggesta .. 

, , . 
that government ~olicy conC~rning th:~se Macroeconomie categories might 

'\ .- (J tI' 

be eonstrained by the interests of Israel's larg~st holding groups . . 

" 
, . 
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" 
de cette 

différentes larges 

thèse 
~ 

est 

corporations 

d' et'aminer le';rêle 
. , 
Joue. par 

" 
. 

lès ,- développements, 
o , . 

~acroeconomlques de l'économiè israélienne. Ces développements 

reflètent,' dans une grande mesure, l'évolution des arrangements 
. " 

'institutiqnels entre les larges groupes incorporés et le gouvernement 
, 

isra~lien. Le 1\ role significatif de ces .groupes n'a re~u qu'une 

é\teption minime, sinon inéxistante, de la part des macroéconamistes 
,.' 

israéliens. ' 

Cette étude pr~sente des s~ries chronologiques de 'données 

financières choisies sur ces corporations, series'qui n'etaient pas 
o 

disponibles" auparavant. Les données indiquent que depuis la fin dès 

"6 ' 1 d " ... l' 1 ' , '1 d annees 0, 1 amp eur e ces'groupes; comparee a amp eur genera e e 
c 

l'économie, a rapidement évolué. Une analyse économétrique montre que 

cette croissance relative est positivement et fortement associee au \ 

dével~ppement de 'l'inflation, la stagnation, la dette dom~stique, des / 

approvisionnements milita~res et ~es exportations militaires. Ceci 

suggère que la politique du gouvernement à l'égard de ces catégories 

, .." . t'" "'t macroeconomiques~ est peut-etre contrainte par les ln ere ~ des larges 

corporations israél iennes. ' 
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IHTRODUCTORY CHAPTBR 
j 

In ,1963, the consumer priee index in the Israeli market ~ose by 

5%. Twel)ty years latér, bet~~en D~cember 1982 and De~ember of 1983, ti t 
rosé by ~91~. Real growth of over l~% ~n 1963 can be c~ared with a 

real GNP growth of 1. 4~ in 1983. While Israel' s gross foreign debt was J 

" \ 0 • 

US$l.4 billion by the end of 1~63, this reached 6S$29.3 bil~ion by 
'" -

December 1983. Th~ governmentts invol~ment is extensive. It buys some 

, 40% of the country' s- gro,ss • national product and i ts budget is', as large .' 

88 the GNP. ' Israel 's foreign {rade is "intensive: the sum of _ its 
~ 

exports and impo'rts is about the
7

'size of the GNP, and the foreign 
, .... -

trade defieit is'15~ of the.GNP. 1he country has peen engaged in a 

military confli'ct with its neighbours for 37 years. It was.invo(ved in 

seven wars including w~_of attrition, and its military expenditures 

over the 1963-1983 interval have amounted?to 20-40% of the GNP. 

, A quick review , the làtest three decades of eeond~ic fiterature 
/ 

dealing with the I~raeli market would MOSt probably 
'iJ 

prove 
, 

macroeconomics to. be the dominant approach. The "nsting~' in the 

" previous· paragraph contains Most of the important· i te1nS on the 

macroeconomist's agenda; for instance, in a 1983 symposium wath 

severai of Israel's prominent economists, Michael Bruno writes: 
- <9 

"Initially, 1 will- widen the scope somewhat and try to situate 
r t~a latest events within a historical perspective. It ois 

conveni~nt to analyse macroeconomic policy in terms of the main 
:rates of substitution between gr&wth (or ~l~~ent), balance of 
payment and infls.ti6n" (Gronau et al.:..' 1983, p. 843; trans.) 

1 

.. 
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Evalua~ing the policy effects on the "substitution triangle" t Bruno 

, , 

/ 

" !~ hav~ regressed' (in the period of 1980-~] by US$l billion 
"in the foreign currency reserves, with 'no positive change. 
Inflation has incveased and the growth rate has fallen a8 
weIL .. " (!,Qid, 1983, trans., emphasis added). 

Although not necessarily in agreement wit~ Milton Friedman's 
.li> 

particul~ theori~s, 
"'\ 

most of Israel's economists follow c10sely his 

~cientific principles: 

l'his 
f> _ 

"The ul timate goal of positive science is the depelopment of' a 
theory or chypothesis' that yields valid and meaningful (i.e. not 
truistic) 2redic!.!QŒ!' about phenomena not. yet observed" 
(Friedman, 1953, li: 7, emphasis added). 

is ' done~~relating different 1 !,!!!:!,oeconomic ,g~!~g.Qrl~! using-

mathematical or statistical fYng!ion~l relation! (cf. Lipsey, 1966, p. 

540). On the direction of the functional link between the governmen~ 

deficit and inflation, for instance, we can note from Asaf'Rasin: 
, 

" With the October 1983 policy collapse, inflat'ion have been 
accelerate~o a record yearly level of 486%. The change ia not 
incidental. At that period, far reaching c~ariges had taken place 
in tÀe government budget deficit, tho~e Srought, among other 

o things, the inflationary spiral" (Rasin, 1983, p. 835, trans.) 

,e cao learn more on the Israeli inflation from David Levhari: 
-

" ••. as far as inflation ~is concerned there is no doubt that tne 
Bank of Israel has to have a central role. In aIl the countries 
where inflation has'eased in recent years, it was d~ne by an 
active monetary policy of appropriate absorption. Inflation is a 
nominal phenomenon of a relation between quantity of money and 
cODDDodities" (Gronau ~i ~.!.:.., p. 839, trans.) 

\ 
Levhari suggests "a more aggressiv~ policy by \the Ban,k of Israel yi!:! 

\ 
bond issuance ... " 'because "g.Q!!sum~!:! view these assets only 88 a store 

o 
of value" Cilli, emphasi6 added), and concludes: 

"It is granted~ that the proposed steps, accompanied by, the 
reduction of public and private consumption, Yi! budgetary and 
w&ge policies, could improve after an intermediate period the 
state of the Israeli market ,and maybe could renew its growth 
pr~~ss--by--;stabli;hi~g-~-;ore stable framework for the ~~iiy~ 
units" (ibig, p. 840, trans.) 

2 

/ 

ç 
-. 

, 

.. 



o 

( 

Professor;:: Bruno W8S concerned wi th government expendi tures in general 

and the defence budget in particular: 

"Ras enough been ''done on the expendi ture side? We are not 
familiar with aIl of the budget details, -but there is a feeling 
that a very central part of i t - securi ty - has gone under no 
more than a lenient treatment .... The main problem of the ~rkei 
ia the size of the public sect or and what should have happen to 
i t through the years ... " (~Qi d, p. 846. t rans.. ~has ls added). 

On a different issue - wages and Unemployment - ~e could furthèr learn 

from Bruno: 

But, 

" .•. the current real wage is out of-equilibrium, folloWing the 
real apprediation (of the Shekel] ... " (ibig, p. 844,.., trans.) 

.J 

"This do~imply the advance on account of cost-of-living 
payments in the coming month, should not be paid •.•. ~owever, it 
ia ry to arrive to some kind of agreement which will bring 
a one me reduction in the real wage. This is a necessary 
conditi to avoid unemployment id the present context, and this 
shoul be openly said" (!Qid, p. 846, trans.) 

, 
we coulH read something about' expe~tations, by Micha 

Michaely: 

"Since what is expected to influence the propensity of ~oEl~ to 
increase the Dollar share in their fiilancial assets, are 
expectationa for devaluation, let us create opposite 
expectations, expectations for revaluation" (ibid, p. 842, 
tran •.• Li. added). '\ 

AlI of these policy recommendations ~re explicitly or implicitly 

based on the existence of ap~arent functiQnal relations between the 

relevant macroeconomic categories. Effectiveness pf-poÎicy, ability to 
-

predict, or ev en the existence of the alleged functional relations 

might aIl be debated. Wha~ cao hardly be debated is the discussion's 

e<mplete est rangement from real life: The only named t,ent in the 

above quotations ia the "governmene'. AlI others seem to beèong to a· 

JlUltitude of 8IIOrphouS unita", ta an aoonymows crowd: "we". 

3 
o 
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" consUJlers';, '~raeli market", "the active units", '·people'"". It 

also seems Israel is a land of perfect competition. 
~ 

Since' the important relations are between the 

national product (C, 1, G, X, and M, using familial" notations), 

priees, exchange rates, and alike - relations between the ~~QE!~~ are 

of a minor interest only. Those are maybe appro~ate to the realm of 

r business administration. Otherwi~e, one could hardly 

only tempt to estimate the distribution of wages,_ profits, rents, 
\ 

and intere~t was Krimer's work on the period of 1950-54 \(Krimêr, 

1957) . 

In the course of their work, some eco\omists have express~d 

concern over the lack of national income data. \For instance, Patinkin 

(1965, ch. 3) in his discussion of. "Saving", affirms the existence of 

negati~omestic saving. 

somewhat difficult: 

The causal analysis however, becomes 
, 1 

" We are still t~ discuss "corporate 'saving". It is an 
important sourqe of capital formation in Most developed markets. 
Unfortunately, there are no available figures of these savings i~ 
Israel" (p. 94, trans.) 

, 
. 

Baruch Nad~l', an economic' journalist writing about the income tex 
S\ Il 

, 'f'i" 
Q 

in Israel, was much more specifie. From his book W«} cao learn that 

even "insiders" do not have the information: 

"Only in rebruary Un5, could. 1 hear the following fl"0111 an 
ecopomist with the Bank of Israel: 'Currently ,there are no 
reHable estillates of the naHonai income distribution between 
~loyees, enterpreneurs, and firms. A serious, rEtliable and 
detailed estimate dàes not exist at aIl. For no year. This 
worries us a gre«t dea!. The numbers tÎlat were pub li shed on 1971, 

4 
! . ' 

o 

J 

o 
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\ 
\ 

c 

and aroused an outcry, are of the distribution of no~age 
income. The estimate was very geners!. An actual study has not 
been done. There are sum-totals for=industrial co~orations. On 
that there are outdat~d figures, -usuelly for big/firms only. For 
s~ali firms either no data e~ist, or the existing d,ta are 
worthless' " (Nadel, 1975. pp. 222 - 223, trans.) 

-
As far as ~~!'!!ih is concerned, macrqeconomics makes reference to 

the "capital stock" or to the "Financial Assets ReId by the Public".' 

.These catego~ie~ however, have very little to do with the "property 

relations" or "power structure" determined by the gistribBtio!! of 

wealth. Consistent with this lack of interest, is the completa absence 

in ,l'Brael of statistics like the "National Balance 'Sheet", not to 

speak of a more detailed breakdown l{ke the one ~sembled in McGraw 

Hi 11 ' s "Compustat" data base for the most important corpdrat ions in 

the United statçs and Canada. 

Q • 

But "as far as som~_ positive macroeconomists are "concerned, there 

is nothi~g necessarily inappropriate in the 

institution~l·assumPtions, explicit or implicit f 

use of· erroneous 

If the Government is 

not a neutral "exogenous" agent, if most of, the "public wealth" is 
, l', 

,concentrated under the control of les8 than 10 holding groups, if 

these ~re interlo~ked ~with the government and within"themàelves in a 

wu! ownership ties, mutual buying/selling at;:'rangements, a series of 

Joint ventures, and a complicated syste. of exclusive concessiofts, 

certificates 
b' 

and alike) if aIl of these are prominent 
b 0 

market 

characteristics, but our predictions are _still correct, then, 

following Milton Friedman (1953, ~p. 39' - 43), the "as-if" c~t~tive 

aarket ass~tion is a perfec~ly legitimate'element of theory. 

\ ~ 

5 
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If'" on the other hand, we<;}do not 'att~pt to "predict" or to lIake ' .... 

'tpolicy reco~endationslt, but liniit ourselves to the üng~.r!~!!!Jg.!!li 01' 

the Israeli market, we cao U3f:! an altern'ative approach: a teleological 

retrospect that traces,curr.ent characteristibs in past developments, 

and mak~s specifie reference to dominant institutions, firma, and 

individuals. -This is the subject matter of the présent work. " 

"In \ t~e firât chapter, we describe the development of the market 

as i t bas been reflected in the growth of the !!i,g ~~QgQ!!!~ - the 

largest holdingdgroups and thei~ relations with the government , as a 

manifestation of the historical evolution of Israel's ipstitutional 

patterns. 

Chapter Two makes a contribution to the study of the big economy 
, -

in Isl"ael. -It provides a" collection of tim,e series pertaining to items 

from the financial reports of Israel's most important holding groups. 
, 
~ far as we know, tbis bas not previously been qonè in :Israel. The 

chapter describes our data collection experienc~ and discUsses the 
~ . 

practical difficulties we have encountered throughout the assembling . . 

'. of t"'-e information. 

The third chapt el" • c l'ev l ews existi:ng 'theories that relate 

macroeconomic developments and feature~ of the big economy. Further, 
, , 

it sugges~s several extensions appropriate jor the Israeli case. 
o 

\ 
'" Fina.lly," it briefly d:i.scusses the "availab,ility and appropriatenees of 

./ 

) 
data. \ 

o 
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Certain relations between big holding groups of Israel's economy. 

and wider economic phenomena are suggested in the :tirst chapter. These 
. , 

are further explained in the theoretical dis~~sioD of'Chapter Three. . ' 

W~th data made available in Chapter Two. it is possible to foomulate 

8011e of these relat ions as testable hypotheses. This is done in the 
\ 

fourth chapter; where we apply standard,econometric techniques to 'the 

\political economyoof the holding groups. 

/' 

Chapter Five summarizes the conclusions of the thesis, and 

proposes directions for further research. 
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CllAPTBRONB 

KISTORICAL DBVELOPMBNTS 

o 

~f the rare instanè~s -arousihg some interest in the 

' . 
( 

"market 
\ 

structure", and the "institutional arrangements" wu the October 1983,.,-
1 

-Il .J 

collapse of the Tel Aviv stock Exchange. Between the beginning and end 
oC) 

of 1983, the total market va.lue of/shares and~ options on the exchange 

fell by more.than U8$10 billion: ~om U5$15,575 million to U8$5,085 
\ 

million accordin~ to the ~1ati~1iç!l ~Q!t~~g! Qi !!~~! L!ê§~. This 
.. 

loss of value (43~ of.the 1983 GNP figure), ended an eleven~year 

per~ifd of continuous value expansion. 

The stock market is. considAred by many economis'ts·as close to the 
\ 0' 

ideal ty'pe of perfect competition. Thi~, however, was not acknowledged 
. 

by the participants on the Israeli exchange. S~arted j;ni tially by B~ 

Bapoalill and followed -{ater by the other major -banks (mainly Bank 

teu.d and the Discount Bank), share priees were manipulated and 

fina;lY monitored -andAeiy determined by the banks. "These banks' 

have acted' as the ~in s~c: b~oke~ controlling some 3)4 of the 

trading. Using internaI clearing houses and mutual fund subsidiaries 
~ G 

as a financial leverage, the banks assured fO# 8 "cautious" investor 
#" ' 

in their shares a predetermined rate of return on his investment 
" n b 

(àainly in the for. of capital gains). For instance, the real rate of 

capital gain. on the banks' shares (deflated by the CPI) was 40.6~_ in 

1980., 32. ~ in 1981, and 29.1'" Gin 1982. Since the real rate of return 
l 

con equity of the Israeli banking system was only'4.5~ in 1982, it is 

.," , 

no\~ 81lFPristng bank8 became the main investors~in their own Bhar" , 

8 .. 
1) 

C> 
() Q 

, . 

... 

\ 
\ 
) 
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e 
(HaOla Hazhe, June 15th, "--- --- -

1983) • The banks dealt with "speculative"" , 

activity as weIl. Here the mBB group (DisC:;0UDt) provides the !DOst 

cODspicuous examples (Frenkel and Bichler, 1984,... pp. 47 - 50). A 
, 

knowledgeabl~ ~nsider could pe~~ps turn a U8$100 investment in 1978 
!? " 

, 1 • 
into a US$10,000 capital gain (which is tex-free in Israel) 'Dy 1984. 

o 

'The banks could not su,stain ;this pace for so long without a tuned 
(j 

synçronization with, the gover.nment. A persistent foreign exchange 

policy thet devaluated the Israeli Shekel slower than the paQS . of 
• • D 

inflation finally triggeced a rapid move to U.S. dollar-indexed àssets 

and the col1apse 

allow a complete 

of the ~Ck market. The goYe~nt, howéver, did not' 

collapse. l't turned the banks' shares into government 

bonds indexed to the U.S •. dollar ~a!ue 'Ofo~h~Shar~s prior to th~ 
co1lapse with an additional five percent interest. AState Inquiry is, . 

DOW, looking into the nature and causes of the collapse, focusing~on 

possible iIlegai activit'ies of the government and the banks. 
~ 

Legality, howéver, is of no major import~ce to our discussion • 

IJapOl1ltant 

!S!!!'itX 

lIentioned 

. , 
ia the fact that l~ke th~ stock m~ket, \ al~Q!! ~ven: oth~r 

in the Israel·i economy ia dominat~ "by \ the thrÈ)e banks \~ ) 
" (Leulli, lIapoaiiD and D~SCOUDt), or by the groups of which 

~ . 
,they are part. 0 Dy 1985, one could identify fèw centres of poWer to 

w~ich we now turne 

, 
; 

l'JJ . 
~ 

• 
9 
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" 
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FIGURE 1.1 
. 
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- • i .' Bevrat BaOvdill 
,.. 

This i8 probably the large8t non-gov~rnment control group. 
, ~ 

FOl'lIUllly it ta part of the Ristadrut, which is also Israel'8 largest IJ 

/. "labour \ union" ( "Hevrat HaOvdim" translates to "workers 
4 " 

society/company"). Revrat RaOvdill controls (at least ,formally) a 

serie~ of holding ~orporati"~ns and large fir'ms'. The most important of 

which are: 

- B~ BSpoalillj the secon~argest bank. 

- Koor Industries, the largest industrial conglomerate, with direct 

ownership in hundreds of firms. 

Solel Bonehj the largest construction corporation. 
a .' J 

Teus; a diversified industrial holding ,corporation. 

BuBneh group; the largest insurance company. 

- Touva; a cooperative affiliated with Devrat ~aQvdim and controlling 

70' of Israel food supply. 0 

The Kib~utzim IDdU8t~; a diversified industrial network affiliated 
<> 

with'Revrat RaOvdill. r 

H. Bank ~i 

OThis bank is forma~ly controlled by"th~ Jewish Agency which owns 

a series of other firms. In practice, BBDk teu.i is a "managerial 
6' 

corporation", having a board of directors that nominates itself. The 

bank ià Israel's lartest and is conc~trated mainly in financially 

related activities. To 8 lesser extent, it is involved in direct 
r 

investment in other sectors. 

iii. IOBR (Israel Discount B~olding.Corporat~) . 
IBBB ia Israel's biggest p~ivat~~y held ",oup,·- Cbntrolled by ~ 

Il • 
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.. 
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few fBllilies h~aded by the Recanatis. st ructU!fltlly , it fa \ divided 

into: 

- Israel Discount Bank; thé third iargest Dank. 

- IDB Develo~nt j the non-financiàl branch af IDBS, IDB Developaent 
o 

is furother divided into P.I.C Israel Ecqnamic Corporation and 

Discount Invest.ent CorpOration (DIC is the country's second largest 

investment holding group with direct interest in over 50 firme). 

iVe !he Israeli Government 

The government in Israel is involved in almost every sector in 

t~ market by .direc! invest!!~nt il1 fims. It has minori ty or majority fi 

interest in hundreds of companies, ~he Most important of w~ich are: 

- Iarael ~rcraf't Industrief (lAI) j the country's largest industrial 
" , ., 

firm with 20,000 employees. , . 
- Oil' m..rineri~ petroleum. 

, 
- Israel Che.icalsi Israel's largest chemical/mineral concerne 

- '0 Israel Military Industries (IMl-) ; the army' s weapon producti.on 

branch. 

- RAFAEL (~t Development Authority). 

v. "Gravit y Centres" 

These are joint ventures bètween Bevrat B80vd~ (mainly through 

" Bank ~ÎII); Bank 
T __ ' / 
.&ot:u.1, ' mBR, 

.... 
foreign investors '. and the 

Government. The Most important "gravit y centres~' are: 
" 

- CIal (Israel~i Israel's Iargest investment holding group, with 

direct inter~st in over 150 firme. 

- The IDdustrial Devel~t Bank of Israel; al10cates much of the 
~ 

.. 
12 

, 
l 



(, 

. 

C' 

-- , " t. 
industrial capital fram government cc~trollsd sources. 

~ e f J 

vi. Foreign Capital 

Foreign capital is Dot as important as the previously mentioned 

gro~s in terme of direct involvement. The major multinational groups 

investing in Israel ate: 

<> - Bieenberg group. 

- Shidlovsky. 
" 

b 

- Control Data Corp. (CDC)i A joint venture with IDBR. 

.. 

J' 

J~ral Teléphone Bquipaënt (GTE); A jO,int venture with ,iOOr, yi!! 

<. 
. 

i ts Tadiran subsidiary. , 
\ 

- /' 
vii. Horizontally/vertically Intbgrated Firms 

4 

Al though not as large aS the main holdint groups, these are IJ 
• 

usually monopoli es or: "near l!10nopolies" in' their Bectora. EXBlIJples: 

~ Blite; food, candies, coffee. 

- Qubec; tobacco products. ,". 
- Shiff croup; hotela • 

. 
'It seems that thé sectoral breakdbwn traditionally fOUnd in 

1---

industrial organization Iliterature is insufficient in Ithe Israeli 
f • 

case. Out of "Dun's 100 - lsrael's 100 Largest Industrial Enterprises" 

ip 1984, 29 are con~rolled by Jlevrat BaOvdill, 9 by' the GovenDllent, 8 
. . 

by IDBR, and 8 by CIal (Israel) t_ 54 in total. Thése four groups 

• é~n~rol '32 of the first 50 and 16 out of the f~a1; -'20 o:»e. ' largest~ 

industrlal firas. In th~ financia~ sector, th~ thre~ biggeat ' banks, 
o 

teu.i, ~iII,' and. DiscoUDt, account for approximately, 90~ of 

asset., e.pioyment and branches. This concentrated stat~ of affairs 

l~ 

tI 

~ 
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repeats 'i tself in a more detailed breakdown. The' country' s economy is 

to a:, large 

Furtherm'Dre, 

directly owned and eontrolled by these groups. 

ope~ations are mutually linked through big and 

(5l1a11 joint ve tures, and intricate re'l,ations with the government. In 

the cautious w~rds of Ah&roni (1976): 

, 

"Finally,j the entrepreneurship question ~s strongly tled with 
Israel's [social structure - a structure in which there probably 
exists ~. Ifair ~~! Qi informaI iBfl~Bg~~ ~~ Qy~~!~~~jn' 
Q~~ }QnOmie ~d ~!i!i~! ~~~!. Any attempt to estimate the 
influenc of one sect or on the other, on the basia of, thelr 
relative weight, is highly misleading, due to the :intricate web 
of ~utua relations between the various sectors, and the informaI 
power of certain sect ors influenei~g firms' behaviour. There la' 
no doubt this question bas ~o be dealt with by Methode more 
advanced than the share of any sector (or any firm or holding 
group) in input ( .•• J output ( ..• ] or ~eso~rce uti,lization. AU 
of these indexes - in spite of their,great importance - present 
only a very partial picture, due to the existence of 'informaI 
Influence'" (p. 382, trans., emphasis added). 

In the highly concentrated and integrated Israeli market, the 
... 

analy~is of macroeconomic phenomena ~d policy cannot abstract fram 

the concrete structure of the e~onomy. Most of the broader economic 

phenomeoa and ·public ~licies throughout Jsrael's history CBQ be-

tt"aced to the "institutional arrangement'" among severa 1 corporate 
\ . 

groups and the Government. The historieal evolution of the important ,. 
-

institutional patterns, and the relat~ devélopment of the - country's 

dominant 

Also,. it 

holding groups are outlined in the current ChaP~ter. The 

~ detai!ed b!!1Q~ Qf 1h~ hQ!ging grQ~!· 
- . 

does Dot diseuss the individuals 'that control/own these 

grC?ups. These issues are important but tt"aDscend the ~scope of . thi. 

essaye ( 

/ 
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A. The Pre-independence Period, 1920 - 1948. 

, 

"It aeems impossible to get to the roots of lIsrael's economic 
structure without an historica1 analysis of th!>.country'S roots 
and sources, or the organizations preceeding l.t, and the basic 
ideology t11at brought about its creation" (Abaroni, 1976, p. 373, 
t!,ans.) • 

- -
~Looking back as ear11 as the 1920s, ,ecQ~omists have tended to divide 

the marke\ into organized eccording to some 

political/ideological demarcation: 

Th~ ci:!!:!!!!!!!!. !~2iQ!:; an unconsol idated "poli tical right" headed by 
- \ \ 

citriculturists, importers, -merchants, landlords, city mayors, etc. , 

In! Mi!!!!!!Y! §!.9tor; the "ideological enemy" of the civilian sect or:, 
= ~ . 

~ombining workers' politica} " and eco~omic organizations. 

Th!! ":wou1g be': !!!ii!ma1 !!~ctor; a network of financia1 organizationa 

established aince the beginning of" the century by Zionist institutions 

in Germany and Great Britain: Rasko, A.P.C (the 'would be' Bank'Leumi) 

and others. 

cooperating with the national institutions: P.E.C, 

P.C., Africs Israel, Rothschild, SheU, and others. 

were 

. l 
However, the political demarcation and ideological "struggle" 

# 

more a remnant Irom inflation-hit Europe of the~st-World War 

1. They. had very little to do with the reality in Pales,tine of the 

1920s. The strûggle fo~which the ideological dif{erences-adted as a 

"front' window" was over the allocation of Jewish philantropic capi~a.1, 

and for 8 share in ~~ut~nomous spendin~ of the British Mand~te 

and in the business certif)cates it issued (cf. Sharshavsky, 1968). 

- 1 
,; 
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In puallel to the establishment of the Histadrut (1920) t Bank 
_ r 

Bapoala (1921) t 'The Office for Public Worb (the twould be t Solel 
... :1).'" • f ,.. 

BaOvdia (1923) t and.'d'thers in the Histadrut BODhe, 1921), Hevrat 

sectdr, one can name a series of civilian sector organi~ations like 

the Industry Owners &Bd Jœployera Aesociation of Tel Aviv-Jaffa 
o 

'(1921), the r&nlers Association (1922) and the General Marchant and 
. 

Middle Clsss AssQCiation, the official aima of whlch were a share- in 
, 

the import and business certificates granted by the British Mandate ~ 

(1925) • 

. 
" 

: The first insti tûtional arrangement surpassing the "ideological" 

differences, was the division of labour between the Jewieh Ageocy that 
. -

- imported ,Jet.,ish capital via its Anflo-Palestine OOllpeny (A.P.O)·,l and 
...- -

the Rietadrut that imported and organized the labour force. According 
. . ~ . 

to the dominant view, the Hietadrut is a "wqrkers' organization" ancJ' a 

"làl:R>ur union". Offi.cially, Ben Gurion pushed 10r the establishment of 
. 

'Hevrat B80vd~ that would concent~ate aIl the economic activities of 

the Histadrut with the si~ted intention of making every worker into'an 
. 

~!:. However, throughout the 'development of the Hïstadrut and the 

related organizat ion of Hevrat HaOvdp. "workers' ownership" remained ft 

. ~ 

rather remote ideal. A more important characteristic was the struggle 
\ 

of the. Histadrut for concentrating t(e ~Qntrol Q!~r ~he 60untry's 

various ,labour organizatioDs and econom~ institutions associated with 

o the labour mov~ent (cf. Shapira, 1975 and Tevet, 1976~. M~y of the 
\ 

Bistadrut leaders, and Ben Gurion in particular, accepted the private 

sector's claim that the "national interest" of ÎDDDigration dictated 
- \ 

low wages. On the other band, they declared ~ strike wh~never workers 

16 
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~ . , 
were not employed through a Bistadrut agency (Tevet, 1976, Vol. II, 

pp. 300, 316). 

The struggle over resource allocation ,was int~nsified with the 

coming_ of World Wer rI. The British Mandeteoenacted a regime of 

strict input-output all~cation system to monitor its war effort. One 
• ' Cl. 

of the important winners was Solel Bonhe, a member of .,Hevrat HaOvdilll: 

" More than we had wished to produce and seil glass, i t had 
been demandeq by the [British] army for its urgent needs .... the 
domestic market' was of no importance in those days ...• the 
British army was the main consumer. We ensoled the army 
authorities ta buy whatever they needed directly from the 
factory. We established 4 marketing firmg abroad, together with 
local merchants. We sold the marketing ftrms one square metre for 
3.5 Israeli pOUJlds; they sold it for 7. • . . Wi thin less than 3 
years our profits surpassed aIl of our inye~tment, leaving us 
with net profit of 75,.000 Isràeli pounds"- (Dan, 1963, p.ISS,' , 

" trans.) 

Another winner was The Israel..i Central Company for Trade and 

Invesblent of the tlcivilian sect or" . The company was establis\ad. in 

1944, uniting in a cartel Most of the woo~ and steel importers for the 

British army. The company (today, . a part of élal (Israel)] has grown 
o 

ln a close" cooperation with the labou~associated Sol el Bonhe. An 

importaM example of the blurring icjeological and ' sectorai 
o 

demBrcBtion, was the early conc~ntration of the construction supplies 

market. In 1945, the two companies joint1y bought in a giant deal (for 
~ 

one Dt.i.llion British pounds), the cement c9mpany Kasher, a highly 

importânt supplier for the construction industry. The deal with the 
c ~ 

"class en~~' aroused a turmoil in the Histadrut leadership," bqt Solel 

\ Doneb management did, not responded: 

'" 
"We kept silent, as we did not want to let our cri tics know we 
~ntended to extract from the factory such 'profits, ~ich would 
repay in a short period .our investment many Umes over" (ci ted in 
Erenkel and Bichler, 1984, p. 196, trans.) 

o 
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This period of pre-independençe also saw the birth of today' s 

largest privately owned group. Massive capital and human outflows from ., 

_Edrope of the 1930s brought the Recanati family to Pal~stine in 1935. 

Infrastructure investment by the .Jewish Agency and the' British Mandate 

had created a need for credit. In 1936 the Discount Bank was 
-

established. Un1ike Many of the other banks established in the early 
o 

1930s, Discount did not limit its enterprise to the f~ily boundaries. < 

'" 0 

It expanded its capital base by association with several import~nt 

Sephardic. families, dealing mainly in real estate and trade. This 

practice of coo}teration with "outsiders" (which has been a prominent 

Discount poliey ever since) helped the bank to survive t~e crisis in 
, 

late 1930s, , to . receive ~ considerable share in the British Mandate 

allocations, and to emerge towards the Independence as the country's 

biggest privately held bank. 

1 0 
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B. The Austerity Rra, 1949 - 1954 

.. 
With the terminat ion of the Bri tish Mandate and the 1948 Waro of 

Independence, Israel was abruptly eut off from the British and 

surrounding Arab mark~ts. In paralle1; massive Jewish immigration . . . 
o 

fncreased the- population trom 650,000 in 1949 to 1,400,000 by 1952. 

These new i~igrants, survivors of the Holoca~t and "deported fram 

Arab countries, arrived with practically no property o~ productive 

skills. 
• 

Far trom' creating a "multiplier" through increasing private o ,.. 

consumption, they imposed a severe burden on the economy. Private 

investment activity sharply dec1ined and much of the foreign Jewish 

donations was needed to prevent hunger. 

\ 
Under such object,ive openin~ conditions, and the 1imited domestic ., 

çapital base, the government enacted in 1949 an "~uster~ ty" 'program 

that l~ted official1y unti1 1952. Later, when the Israe1i national 

aCc~UDt. system has .tarted to ~evelop alJ~ 'w~th the country's 

macroeconomic profession, this program was~verely criticized. Most 
, . 

writers tend to perceive ~he austerity era as a manifestation of a ~ 
" ~ 

E.2!l~· t> Many (thcluding those prefering Iree market forces) 
o , 

agree 

that, considering the severe obj~ctive conditions, a planning policy 

was essential, but they reject the tool!!! of 'that policy; nameJ-y, 

distorted foreign exchange rates, negative eXport incentives !is ~ !l! 

the domestic market, chronic government bu4get deficits, price 

controls unsychronized with the money supply, massive governmental 

intervention in t~ht-~utPut pr~ •• es throughout the economy, 

excessive inte~ention in the capital market, ~incorrect allocations of 
1} 0 ~ ~ '" 
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the,., cap\ tal .,,'inf'lows between consumption and invesmem 
t 

and 110 on. 1 

1 Q 

Unlike the economist's retrospect, the politi'cal leadership of the 

time was Dot overwhelmingly concerned with economic t~eory: 

" . •• moreover, B~n Ourion was repelled by the beliefs in economic 
laws and ~n the autonomy of the economic mechanism.' ~e had never 
understooq them, !oathed them, and viewod them as a mystery web, 
a f'etter on human will. He wished t~-rape the economic lawB, and 
by so doing to break their rule and uncover their nulli'ty" 
(Horowitz, 1975, p. 41, trans.) 0 

Irrespective of the dispute bl!tween the "objective" economist and 
\ ô 0 

the "passionate" politicien, the "Austerity Era" of Û~49-54 ·(~d not 
). 

1952 7 the year in which the plan was formally ended) constitutes the 
, ' 

~ " '0 

criti~al period in whiC~ tnë~;~1b~ii~;etQ2~ri~ ~~!~iiQg! ~n the 

Israeli society had been determined. Most' of today.' s "natural" 
-, 

institutiona! arrangements saw their birth in that p~riod, ~hen ~t was .,. 

decided who was t'o emerge as a "market force" and who was to remain an 0 

o anonymous worker-consumer, or simply, to ~hofb and h.Q~ ~?u:'do the land, 

capital and the control of the labor force be allocated. 

1 

" . 

Almost aIl of' the country's population waB unaw~re (then as weIl 

as now) of' the issues at stake. On the other hand, Most of the limi ted 

and f'irms that d~i~ate today' s number of' organizations _ecomomy w~re 

" 
already established at the beginning of the - process as on-going 

<:) 

concerns, situated in key positions: Hevrat HaOvdilll (Bank lIapoa1il1l, , 

Sole1 Bonhe, Koor), The J~i~h Agency (Bank Lèu.i, RaSko), Israel 

Discount Bank, and Many other entities that later were merged into one 

of thes~, Or formed the basis for a "gravit y centre". 

1. Cf. P~tinkin (1965, ch. 1,2,3), and Halevi and Klivnd~-Malu1 (1968, 
ch. 10) ,# '" 

20 

" 



,. 

• 

a , 

Frœa the "Outline for the Government Program" 0949), one cao ~ee 

that the government had decided on flincentives for private investment 

as the main avenue for rapid solution of the central economic 

prob~ems. The main objective of the incentive P?licy ist °national 

prOoduét gr~th, and the reduét ion of the balance of j>ayment defici t" • 

T1Îis was to be enacted by " ••. special concessions for productive 
\ ' 

capital investment that help the rapid and efficient development of 
...;: _1 1 

the country's resources and economic opportunities, as weIl as • 

concessions for foreign Jewish capi'ta1 transfers from the diaspora. " 

(trans. ) , / 

" 

The "central' economic problems" as well as the "main objectives", 

appeared then (as today) to be macroeconomic in scope. For most of 

Israel 's inhabitants of thà.t period,' this macro-context revea1ed 

litself as a severe scarcity an'.r 'ra~;ioning of values-in-use: basic 

necessities for final 'consutption. On the other hand, for those . \ 

institutions, firme, and individuals that were supposed to solve the 

country's'problems, this pontext could have been concisely sUDDDarized 

by the phrase "speéial concessions". These encompassed the ways by 

which scarce resources were to be allocated. They also include~ the 

~~tiy~ remova1 of man-made quasi-scarcities: -a whole range of 

~xcluèive rights and certificates discretionally authorized . by the , ' 

,overriment and then immediateiy ~ turned into valuab1e, per~ps 

- \ 1 

Following t~e custœmary grouping of 
() 

economic resources, we can DOW diseuss the allocation of capital, land, 

and laqour. Thèse are dèa1t with in the next few sections. 
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1. Capital 

( a 
Tlle ,deep involvement of ~he government in the capital market 

\ 
startë~ ~ early as 1948.- The ,overnment channeled most (60-80%) of 

the foreign capital transfers and loans, • as weIl as' the limited 
. 

domestic sources. Since-most of the capital sources channeled by the 

government were otherwise unavQilable for domestic uses (cf. Patinkin, 

1965, p. 83)~ no "crowding out" arguments had been rafsed against the 

"state involvement". Rather than that, the Knesset (the Israeli 

~parliameDt) \ chose to debate the subordin~tion to foreign lenders (the 

U.S.A) or the impact of gove~ent policy on the competitive nature of 

.' \. the Israeli economy. These debates, however, had very Httle to do . 
1 with principles. The main alm was ~!!Q~~i~Q~. 

Exemples are abundant. Initially, in the first years of the 

austerity, Herut (a "rilfht wing" party that Iater became a part of the 
. 

L~kud political bloW fought for the interests of the "small citizen" 
... 

,- and the principle of pluralisme It demanded the establishment of 

civilian committees to allocate capital. These were supposed ta 

replace the ruling Mapai party that "threatened with a ,complete 

economic dominance" through the Histadrut and governmeflt corporations 

(Proc~ings of the Knesset, 1949, variQus places). Later, when the 

first U.S. loan arrived in 1951, the prin~iple of competition was 

abandoned for that of "pri vata enterprise". Abraham Recana'ti, a Herut 

M.P. as well as a member of the Recanati family (the Discount Bank), • 

ceased éampaigning<against the big Histadrut organization. When pàrt 

- of the~.S. loan was allocated to the orchard industry, he'demanded it ., 

"- .,be centralized throqgh o~e establisbJuent. The1'One he had in lrind wu 
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o 

o 

" Pardes .,Syndicate, t~t dominatecf' 1/4 'of the COWltry's orchards, and 
< 

w~ under partial control of the Discount Bank. (The orclia.rd industry 

is DOW complet~ly controlled by the three big banks.) Another p~t of . . 

" the U. S. 
1) 

loan- weB bound for the shipping sector.' Recanat~ fought 

agâinst special privileges for Zt. Lines (then under the Histadrut's 
" 

control). Two years earlier bowever, in 1949, DiscoWlt (yia the 

Israeli COJII?BDY for Finance' and Investllent - the lwould be t Discount 

. InvestJlent Corporation) was granted along with Zim, Ampal (a U.S., 

subsidiary df Bank Bapoalim), and P.R.C (later a part of the Discount 
- 0 

Group) a certificate to establish the Israel-America Line. This' 

shipping joint venture had exclusive ~ghta on 'the tr~sportation of 

supplies from the U.S.A. After a short whiie, the deal broke down. 
\, . 

Dispount withdrewofrom the venture, founded its own shipping 1ine, El-

Yem, and Recanati started fighting for efficient al1ocâiion and 

against Zim. (Today the two companies are Israel's biggest shipping 
1 

Hnes. ) 

Foreign capital transfers have been channeled into capital 
o 

formation via the "Deve~opment Budget". Allocations ,.,ere princ!pally 

made by government "approved loans". When the interest rate was 20-30% 

(and up to 40% in the black market), the government "approvèd loan" 
~i 

o , 

<> 

WBS given st less than 10%. The negative real interest rate ~ade 

4 

capital even more "scarce" than it was. 
t:, 

This negative in t,erest 

arrangement r~ained in place until the early 1980s. 

This allocation meèhanis., however, bas not been any more visible 0 ~ 

than the "invisible hand" • 
1 • 

Indeed the distribution of capital 



o 

o 

" 

o 

o 

) 

format~on and i ts guidelin'es at that period have never - been • 
systematically recorded. Nor have , they been convincingly discovered by 

later researchers. As noted by Patinkin (1965, p. 80), there was ~o 
\ 

simple relation between-government ~loéation and the 'investmeht of 

the fi~' being granted the loans.. Government grants and loBDs in 

1952-3, for instance, totalled mQ!~ than the sum of aIl investmebt 

made by the receivipg entities! Barkai (1964) ie his study of the 

three tfsectors" suggests a proportional pat (ern of 60-20-20%, 

according to which the private sector, the government corporatio~and 
the Histadrut sect or respectively, shared the capital allocation. This 

hypothetical "code" represents Jl conceptual framework perhaps adequate 

for the pre-independence ~~1Qr~! divis~on. 8y the eàrly 1950's when 

the cores of the hold!~g groUp! have started to emerge, the allocation 

code might have been quite different from thisùPattern. 
\ . 

Less quantifiable than the direct capital allocation, but of no 

lesser imp8rtance, ~ere the man-made quasi-scarcities and the 

qUalific~ions reqtiired for their re&oval. The government held (as it 

"holds today) the authority to certify a bank. It is still harti to 

unveil the "productivity" or " effici ency" criteria by which 

pertificates were awarded. ~t is easier'to relate them to political 

and economic ties between the various factions of the Israeli elite 
,,' 

that' were starting to consolidate in the Austerity Era. Among the 0 

1 . 
certificates, one cao note the Union Bank that later came under the 

\ 

control of Bank Leu.i. Another certificate was awarded ta M.B.9itter. 
c_ 

Although clo~ely associated with the Mapai party, Gitter handed the 

ownersbip of the Israel Devel~t and Mort,age Bank, 'which he 
• 

Wal 

certified to estbblish, over to the Diecuunt group, in which he became 
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an owner and a director. 
o 

t. 

Another scarce resource was the authorization to deal with 

foreign curl'ency. An important example is Açal, a subsidiary of Bank 

o IIapoalt. that was already mentioned. Allpal acted as an external 

clearing house for complicated barter and foreign exchange deals. In 

the 1970s and 1980s it became a gate for èapital outflows from Israel. 

A second, exemple is Swiss-Israel Bank that l::ater became a meÏnber of 
,.

the, gravit y centre CIal (Israel). This list of scarce resources can be 
\ , . 

exte~ded to ~nclud~ cert~ficates for pr~rred custom dut y rates, for 

bond and stock issuance/floatation, ~prefered foreign exchange 
, 

rates, for special government bond rates, and for release from direct 

taxes. Provision of many of these certificates is associated with the 

àbsence of adequate" records. 

The govermnent 0 also got involved in '''tradi tional" 
\\ 

fiscal 

activities. The IDF (Israel Defence Force) WB8 formed. .,. This was an 
1 

o element that later' became the most important single item on the 

government purchase list, mainly for purdhases from the large holding 

groups. Finally, thè government started t~establish "a series of 

'"crown corporations" that subsequently became market powers in their 

own right. It a1so started the tradition of joint ventures with Hevrat 
,0 

HaOvdt., the Discount and LeUlli groups by the establishment of BI-Al 

Israel Airlines and Delek, an oil marketing joint ventur~. 
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, 2. 'Land 

..l 

In 1948, 700,000 Palestinians left the country' ,and abandoned 
• l 

5,750 squarè km. of agricultural and urban-land. They also abandoned, 

according , " to a cautious estimate of the U.N. "Refugees Agency, 80me 

US$330 million in othe~ properties. 

" How 
(. 

"absentee property" reallocated? According was thl.S to 

Segev' s (19~, pp. 84-94), it appears that "ev'erybody" was looting. 

Had this been the case, it is unclear what was the role of the 

committee deal'ing with the allocation of the "absentee <) property". It 

is' also uncertàin why the official documents of this committee are 

still being held inaccessible in the ~tate Archives. As far as 
, 
agricultural land was concerned, scattered sources indicate that tpe 

Kibbutzim receiv~ the lion ahare. Unfortunately there are hardly any 

indjcations. about urban ,land allocation. There is almost no 

" information of effectiv! g~~trol over land granted Y!~ government 

leasing. In silence, within few years, 

place, drew little ~ttention and laft hardly any recorded traces. 

3. Labour 

\ 

• 
,1 

Most important of al~ w~ the initial institutionalization of 

control over the immigration and organization of the labour force. 

Growth could hardly have been ,conceived without substantial increasea 

in population. iithout these, capital and land allocatio~ are much 
~ .. 

less relevant, and this dependence was clear to the Israelb elite of 
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the time. In arder to compensate for the 1948 loss of the Palest~nian 
, , 

population, "absorbtion ~f ÎJmdgrants" was màde into a national goal. 
.' 

. AIl of the country's main political/economic institutions competed 
h 

over this scarce resource • .. The superior position was probably held by 
. 

the Mapai party, al though , as is the case ~th the other factors of 

produc~ion, the actuel process of allocati~ is unclear. Of utmost 

importance was the integration and stand~ization of' the 

heterogeneous labour forc~. It bas been suggested that the deliberat~ 

stirring up of the Israeli-Arab conflict by the Israeli leadership in 

the early 1950s was partially affected in order to assist this cause 

(Sharet, 1978, vol. III, various places). 

~ 

Under the curtain of broadly stated 
., . . 

macrol!lconomlc goals, 

developments in the Austerity period acted to rapidly concentrate the 

\ 

Israeli economy and to determine its structure"f~r subsequent years. ' l' 
(>"In his biography, Hari Recanati (1984), the second Discount Bank 

chairman writes: 

"Dy 1951, l had good reasons for being satisfied with the 
completeq task. The bank left to us Dy our father has prospered, 

-and conJ!ituted the base for a first-rate Israeli financial group 
••• It (pp. 71 - 72, trans.) 

DiSCOW:t, a ~mall bank, had bL turned wi thin 15 years of i ts 
f 

foundation by a non-banker into the second 1argest bank and the fourth 

largest\ industrial concern in the country. 
\ 

a 

Despit~ its fairly 

conservative management, it iD'Vested in new are~, Ji~ -rubher, paper, 

fuel supply, shipping, a1uminum, electricity and more. Its pa~e of 
.0 

expansion was rapid, and more importantly profitable, due to the non-

competitive conditions of the Austerity Era. the government imposition 

of barriers on entry, the capital that it allocated cheap1y' and 
o 

27 

, r 

e 

; 



o 

J 

0 
, 

() "i" ... 

selecti~ely alon« with other special property ri«hts, aIl force<! the , 
Discount group to' face problèms common to a mature oligopolietic 

concern: 

Il'' l have ~triven toward thinkin« about new in':it~ativee' ln 
Israel, but saw no eUCce8e, 88 we already-had in our group aIl 
the -subsidiaries appropriate to our basic operation" (Recanati, 
1984, p. 72, trans.) 

... ~ 

1 • 

The ve~, that he was addressing was 1951, only three years after 

Independence. 

" 

r 
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c. 1.1!! .. Ge.r1IBD -CC?!!p8!1!at ion, .Growth and Recess ion, ~ 1955 - 1966 
.. , ) 

.. In ~54, 
by whic~e 

1 r: 
[ 

1 
[ 

- l 
Israel signed a compensation accord with West Germany, 

lst~r would pay- the Isrseli government U5$500 million 

during a ton yeer span, as a compensation for the genocide of six 
\ 

million Jews'and the confis~on of their property. In addition, it ) 

was agreed to indivi~Jlal1y compensate Isreeli Jews harmed by the 

Nuis. In 'thet year, the Austerity as an E!!:§ had come to an end. Based ~ 
, 

on this capi tal inject ion, . the government could finally launch a • 

devel'opment plan. The Hst of participants in the plan was rather 
". 

",hort 'With"no newcomers. \ 

f 
By 1956, the" governm~nt had decided to estah"iish a financial 

..... 
institution to deal with medium and long term industrial credit, 

., .... ; 
origineted in domest~c and foreign sources. The Industriel Development 

Bank of Israel was established in 1957. Its main capital source was 

the German compensatidn payments.·The bank institutionalized a form of 

capital· allocation, the subsidized loan, already prominent in the 

Austerity period (1949-54). '"' 

The control over the bank has been held by the "Loan CODDDittee". , . , 
This is an informaI body:;;r'eight members (whose DUes are not 

disclose9-)' deciding "to whom", "how much", and "in what conditions" 

the --loans are to be made. The bank's board of direc:tor, from which the 

'cODIIIi ttee ia chosen, i8 nom~nated by the J;>ank"s maiÏl share holders -

the Government, Bevrat BaOvdim, Bank LeuIIi. te the Discount BaDlf: \and a 

list of others, mainly foreign investors. In the barik's Executive 
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Committee, we cao find representatives of the three biggest banks and 

the Govermuent. < 

The' Industrial DeveloPJI8Dt Bank of Israel is an exmaple of ft 

"Gravit y Centre" - where aIl the important market forces coincide - in 

this case to equiiibrate (allotate) the cheap government credit. It 

also 

much 

reflJ'ct~ t~e g~v;rnment tendency to assume a controlling share 

l~r ·than its share in the total investment (1/4 of the 

direetors versus 1/2 of the common stock). ) 

The flow of foreign transfers had its impact on the industrial 

structure as weIl. Solel Bouhe, a member of Revrat HaOvdiJa, went 

through a reorganization. ~In 1957, it was split into three divisions: 

--. Solel Bouhe, Solel 'ouhe International, and Koor. Altnough Solel Bonhe 

., has. remained an important çoncern ( one of thë wor Id' s ' larges t 
Q 

construction companies), the split reflects the shift in the Israeli 
~ 

_. economy trom construction to industrial activity, which finally turned 

Koor . into Israel's largest industrial conglomerate. In 1991, the 

Discount Bank established Discount Investment Corporation (DIC ia 

today's second largest investment group), which 88sumed the non

finanCial activities of thè Discount group. A year, Iater, CIal 

'(Israel) - today's largest iDvestment group - was formed. The venture 

was put together by the Minister of Finance, Pinchas Sapir, as an 

attractive investment outlet for Jewish capital, especially from South 
. 

America. Foreign investors were expected ta contribute 80% of the 

capital. The other 20% were SUPP08ed to come from the dOilestic 

partners: the Government, Bank Leuai., Koor, Solel Boneh, Bank 

BapoaH.Il, the Di~coUDt group and the Israeli Ceotral COIIPIIDY ' for 
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Trade and Investaent. Aside from K<H?r, DIC, and the gravit y centre 
o 

CIal (Israel), the late 1950s sâw the birth of several other 

industrial concerns, Many of which were later merged into the big 
• 

, h~lding groups: GiA.S Rasko, Teus and others. 

AIl of these initiatives aimed at a stake in foreign capital, 
\ 0 

~11ocated mainly through the Developmênt Budget via the Industrial 

Developaeut Bonk of Israel. The initial years were mainly devpted for 
o 

hectlc expansion partly through inte~al growth but mainly through 

the merge:s and acquisitions, ~which wfre appr~ved and financed by 

government. Apparently, the pace of expansion was too rapid: loor 

found itself in difficultie~ and the government was forced in 1962 to 
J 

invest nine million Israeli po~ds (20% of Koor's capital) to save the 

company from losses. In the same year, CIal (Israel) found itself in 

even greater diffiçulties which were concealed from its foreign 

~nvestors by complicated manoeuvers using government finance. 
" c 

III the ear ly 1960s, "government needs" for c.api tal increased. 
c 

Signs of difficulties in the domestic economy and the expected ending 
k 1 

increasingly into the' of the compensation accorq led the government 

local capital market. In theseoyears, Many of the iDstitutionalized 

characteristics of the domestic national debt evolved. 

• 4 

The govetnment selective~y awarded the certificates for its bond 

issuance' and und~rwri t ing . Bank LeUlli., Dthe Discount Bank, and Bank 

Hapoalill, together wi th Discount Invest.ent Corporation and CIal 0 

(Israel) were almast its sole agents. The underwriting fees, however, 

31 



o 

Q 0 • 

J 

have not been the important part of this arrangement. Most of the 

government bonds are bought by the "institutional investors": mutual 
'- ' 

f~ds, social insurance funds, and insuran'ce companies. In the late 

1950s, much o{ the insurance activity was already accountep for by the 

three big banks: Migdal Insurance (Bank LeUJIi) , Bassneh Insurance of' 

Israel (Hevrat HaOvdi..) and The Israel Phoenix Assuronce Co. (Discount 

and the London Phoenix). Mutual funds assets were similarily 

concentrated in the same hands. But of more importance, has been the 

development associated with social insurance funds (pension funds, 

provident funds, severance funds, and social funds). As the number, of 

insured employees increased to st least 70% of aIl employees by the 

early \960's, the number of social insurance funds has drastically 

declined. Th~ mosl i"mportant. single reason for this was the 

consolidation of a11 of the Histadrut' s social insurance under one 

p~rent company, Gmool, accounting for mo~~ than half of the country's 

tbtal pensions, and other employee's c~mpensations. 

~ 
Gmool buys government bonds through ona of Hevrat HaOvdim' s 

subsidiaries and the proceeds are depo~ited i;Bank Hapoalim. One half 

of them are used as "directed credit" - directed at government 

discretion to the final user. The other half is c(;msidrred as 

"authorized" deposits for gran.ting loans" whereby the government 

authorizes Hevrat HaOvdim (in this instance) to use the funds 

according ta its own discretion. This set-up repeats itself wïth the 

,other groups mentioned although Bevrat BaOvdim h~ been awarded a 

cons iaerab le '" compet i t ive edge" due to Gaool's asset size. Hevrat 

HaOvdu. is formally 88sociated wi th the Labour party. When the Likud 

bloc replaced the Labour party in power in the late 1970s, Bevrat 

" o 
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BaOvdia's priority was challenged by the other groups, who wanted a 

larger stake in the capital granted from the resources of aSocial 

insurance funds. 

The most important detail, howeverl is still mlssi~g. Like the 

subsidized loans through the Industriel DevelopJIeDt Bank;pf Israel and G 

the "directed credit" through the commercial banks,- the "authorized 

deposits for iranting loans" are not indexed "Or only partially 

indexed. On the ,,-other hand, the bonds held by the "institutional 

investors" are fully indexed. As inflation started to accelerate, the 
) 

assets of the bond holder~ (the main holding groups) were accordingly 

inflated. The credi t a~arded to the main holding groups - "directed" 
o 

as well as "authorized" - became cheaper and the government accounted 

for the difference by further additions to the domestic national debt. 

\ 

o 
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D. GroWth and Stagnation, Anas and Fin~, 1962 - !98§ . 

In 1965, the German compensation period ended. The allocation of 

the compensation funds had not launched an indus trial takeoff. 

P;oblems in the balance of payment, government deficit, and domestic 
~ ~ 

debt could not be dealt with without an alternative fpreign capital 

source. In its absence the government publically announced the onset 

of a plannèd recession.~ 

The turning point came wi th th~, 1967 War. The market expanded 
~ 

overnight to inc!ude ~ additional population of some 800,000 workers

consumers from the West Bank and the Gaza Strip. The multiplier wes 

. considerable. Similar1y, Jewish capital donations from the Diaspora 
? 

c 

rose substantially. However, the most important development occurred 
~ 

in 1966, a year before the war when Israel was granted US$90 million 

as a military loan fram the U.S.A. In that year Israel changed its 
( 

course from an associatEon with decaying European powers like France 
\ 

and G;eat Britain to a growing depende~ce o~ the United States. The 

growth lb of the army fo11owinl the war and t~e shift to more. expensive 

U.S. military hardware gave birth, in the late 1960s, to a rapid 

expansion of local arma production. Initially, production was carried 

out by the state: Israel Aircraft Industries (lAI), Israeli Military 

Industries (lMI). and RAFAEL. Then the industry opened its tates for 

other interested parties. 

,In 1968, Dan T011(ovsky was nominated as chairman of' DiacOWJt 

Investment Corporation. An off'spring , t ~? d of the Israeli arlS ocracy ~ a 

C .' 
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former IDF General (first head of the Israeli Air Force), Tolkovski 

8ui ted the needs of the Di8cOUlJt group in the iIldustrial fi'eld, , 

especially in arms production. Alreadyo in 1962, he had established, 

wi th the Rockefellers, Elron Electronic IDdustries which became (in 
, . 

the lateo 19608) the centre for Discount's armament activities. In 

1967, BIron established 

Blbit Co.puters (headed 

o , 
jointly with the U.S.-based Control 1 Data, 

\ ,0 

by the former General B. 1 Peled, one of 

Tolkovski's successors in the Air Force). Since then Elron has added 

some other nine subsidiaries, aIl of which are engaged almost 

exclusive1y with arms. In 1967, DIC also establishèd Iscar Blades 

(with m, a U.S. arms conglomerate)"as weIl as two R&D joint ventures 

wi t1;1 the government. By 1983 Discount Investment" Corporation had 
o 

direct interest in dozens of industrial groups and firms with fI~ deep 

commi tment to high technology ever since 1962" (Discount Investment 

C?rporation: Annual Report, 1983, p. 2). 

One of the industrial groups in which Discount shares ownership 

and control iB CIal (Israel). Although state subsidized until 1967, 

CIal (Israel) came out of :the "red" by the late 1960s. In that period~ 

CIal (Israel) was awarded a state-owned investment company along with 

its subsidiaries and acquired a series of other industrial entities 

"that could hardI y survive the 1965-66 r';c.ess ion. With cheap governmEmt 

finance, the company expanded after its reorganization in 1970 into 

finance, construction, r~al estate, services and Most importantly, 

into manufacturing. At the head of CIal Industries - a subsidiary that 

today accounts for over half of ~he group's profits - stands Zvi Zur, 

a former Chief of Staff. The indus trial division contraIs Most of the 

group's arma business aithough CIal (IsraeI)'s subsidiaries CIal 

) 
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Blectronics and CIal Trad' are also involved in thé field. 

The expansion of CIal (Israel) to bec~e Israel's biggest 
, 

investment group,. with over 150 firms and 12,0'00 'employees, was 

highlighted by ~he s'truggle over the group' s control. The .. firm was 

.initially "designed" to attract foreign capital to . Israel, a plan 0 

which was quickly abandoned in l,ight of CIal (Israel) , s· growing 

importance for its domestic owners. In 1969, competition over the 

control had begun. It ended by 1975, when Bank Leumi he1d 8%, the 

Discount group 21%, and Bank Hapoalim 30~, collectively over half 9f 

the common shares. 

o 

The most important shareholder in this gravit y centre is~ Hevrat 

HaOvdim (vi~ Bank Hapoalim). Even without includ1ng its involvement in 

Cla}Js armament activity, I1evrat HaOvdim i8 the most important ,non-

governmental arms producer in the COJ,lIltry. 

in th.? ear ly 1960s when the 

As we have already .. 
mentioned, it was group's industria1 

a 

activit~ was concentrated vi~ Koor, an oÎfspring bf the construction 
o • 

giant Solel Bonhe. In 1973 Koor was reorganized into seven indus trial 

divisions, a move influenced by the late 1960s - early 1970s shift of 

government expenditures towards the mili tary: 

"Removing the centre of gravit y from the construction supp1y 
industry onto the fields of chemistry, met6ls and electronics, 
has prevented unnecessary shocks, and enab1ed us to concentrate 
on !~~i t:y and expor~. This h~ ~een ref1ectèd in a substantial 
growth in profits - absolutely and in relation to turnover" 
(Koor: Annual Report, 1973, .trans., emphasis ~added). 

Out of loor's hundreds of firms, many dozens are e.rmament producers. 

The MOSt important ~f aIl lS Tadiran, Israel's aecond largest 

industrial fiI"Dl.' The fiI"Dl waS cr~ted. in the late 19508 as a Joint 
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venture with the government. After 1967, when govelëPDlent support was 

no longer requlred, the state shares were bought by the U.S.-based GTE 

which assured the export markets. In 1984, GTR sold its share back to 
" 

Tadiran, which is now looking for another foreign partner. KDor, like , 

Discount Investment Corporation and CIal (Israel), also has former 
) 

army generals situated in key positions. The company was head~d by the 

former IDF Genetal Meir Ami t and i ts current chairmm:t is the former 

General Yesh~U Gavish. 

With the intensification of the conflict after 1967, the U.S. 

involvement greatly ~creased through arma supplies. These w~re mainly 

financed through U. S. mi li tary loans, the accumulation of which 

accounted for about one half of Israel's net foreigrl debt as 'of 1~84. 

The rest of'th«\annament gro.wth can be bsociated with the domestic 

debt. If we measure it according to the share of defence spending in 

the budget, the domestic arma sector accounts for a half of the 

domestic debt. This sector is composed of hundreds of firms~ most of 

which are bounded under the control of several industrial/financial 
1 

conglomerates, which are strongly linked through mutual investments, 

O'joint directorships and relations with the, etate. Although, the t? 

armament activities of these conglomerates or holding groups directly 

account ,for a considerable part of the domestic debt, government 

expendi tures ,'(industrial outP~t' and export, we know of no serious 

study that analyses this "defence sector" 

The shi1t frolQ a ciyilian to a military oriented market was 

associated with a rapid and disproportional growth of the financial 
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sector, essentially. the financial activities of the threa big bank •. 

The recession of 1965-66 and the boom following the 1967 War permitted 

the rapid expansion of the biggest financial iqstitutions. In the 

period of 1967-74, B~u.i acquired ~ontrol over a series of eight 

banks. The Discount group went through reorganization when ID~H, 

Israel Discount Bankholding, was c~eated,control1ing the Discount Bank 

~d IDB Development. The most conspicuous performance however, was 

recorded by Bank Hapoalim which surpassed Discount to become Israel' s 

second largesf bank. 

The pace of expansion of Bank Hapoalim can be mainly attributed 

. .... to Jacob Levinson, nominated as chairm~ in 1970. Levlnson was closely 
ri) 

associated with the then Minister of Finance, Pinchas Sapir, who 

wanted to' turn the bank into the 'country' s most important financiaÏ 

instituti~. Levinson, . through a bitter struggle w'ith Hevrat 

BaOvdim's leadership, managed to ch~lnel nearly ail of the group's 

financial activity through the bank. This was complernented by moving 

the gçoup's investment fund and the social insurance fund Gmool under 

v Bank B8poal~'s control. These financial tools aided considerably in 

the series of bank acquisitions throughout tbe'1970s. 

Wi th the growth of the banks came the "Gilded Age" of the stock 

exchange (the end of which bas been already outlined). The banks found 

it feasible to compete with the terms of government bonds, which 
1 

amounted to a real rate of return of 20-30%. The government was 
r 

perfectly aware df the banks' growing market share r7.g, Yi! Hs 

bonds) . It was a1so aware of the methods used. i ..tock price \ 

manipulation but con~~dering mutual depen~ence and interests, no 
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g'overnment steps a(cainst the banks' practices in the stock 'lDarket 

occured hefere the 1983 eollapse. 

o 

Predetermined and high profit margins in arm$ oproduetion were 

BSsoeiated with stagnating 'civilian industry. Sim~lar links cao be 

sugg'~ted between the secularly rising rate of return on finaoeial 

investment and the stagnating industrial investment and output since-

• the early 1970s: 

A 

(.\ 

"Speculators may do no harm as bubbles on a steady stream of 
enterprise. But the position is serious when enterprise becomes 
the bubble on a whirlpool of sp,eculation" (Keynes, 1936, p. 159). 

similar fetter on productive i~estment was'imposeq by the 
,. . 

rlslng 

cost of loan capital allocated by the bénk. Like the rates of return 
, 

obtainable on the Tel Aviv Stock Exchange, the real rate of interest 

on loan capital has very little to do with the competitive equilibrium 
1 

of "demand" an,) "supply". In the Israeli context, the interest rate 

was more likely to be equilibrated (de,termined) among ~ limited nwnber 

of individuals heading several business institutions and the Ministry 
• 

• of Finance. Macroeconomie goals, like-grow~h, were influenced by the 

determination. ,of the' interest rate. So was the profit of Israel's 

largest banks. 

'\ 

39 

,1 

o 

" 

~ 
"-, \ 

o 



, 

o 

o 

E. Macroeconomies and the "Bi, Econoay"" 

As we have attempted to outaine, Many of the important 

macroeconomic phenomena in thë Israeli economy can be meaningfu11y 
, 0 

linked to deve10pments in the Itbig economy" - in perticular to the 
.. 

evolution of the institutional arrangements among several holding 
o 

groups and the Government. In the following paregraphs we briefly 
, 

summarize some of these links. 

With respect to Ç~ii~! Tr~~f~~, their allocation pattern wes 

initially determined in the Austerity Era of 1949-54, and 
, 

institutionalized through the Industrial Develpment Bank in the 1ate 

1950s - a patt~rn followed ever since. Ihe Dom~!!if Q~Q! had started 
• 

to build up in the early 1960s and was institutiona1ized Yi~ the 

indexation arrangements. The manag~-s of the foreign transfers and the 

issuers of the domestic debt, have been the big holding groups, which 

also rece~ved a consi~rable share of the capital thus formed and in 

"preferred conditions". 

In paraI leI to the growth of foreign capital 
l 

injections. the 

pattern of their investment, consumption t and waste, was established. 

~e Bal8!!Ç! of 'Pa~ent Deficii bas been strongly lir!~ed to the arma 

~ort.. which acted to accelerate the transformation of the domestiC\ 

market from a civilian to a military oriented production. Although 

arma became Israel' s biggest export item, they èould not offset the 

strain on the domestic economy imposed by the local military 

expenditures. Almost aIl of Israel's arma production and exports are 
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in ~he'hands of the big Holding groups. Thus the developmen~ of these 

groups are directIy related to the largest items on. the Government 
~ 

• Bugget (and Defig.!!); namely,\ military ~xpenditure .. and 

services BSsociated with them (foreign and domestic). 

, 

the debt 

Aus~erity Era and has intensified throughout the years. ~he government 

formally controlled inputs and outputs in this market, but gradua~y 

bas become dependent on the holding groups, mainly the three biggest 

banks actiRg as its agents. Thus, the government could not withstand 

pressure from the banks when they started to raise capital in the 

stock exçhange. It had to turn this capital into government bonds when 

the stock market collapsed. Recently, the banks' managements even 

threatened to advise foreign investors not to invest in Israel and nof 

to channel 

the State 

1985) • 

foreign currenoy into I~rael 
Inquiry on the stock m~ket 

as a "coimter measure" against 

collapse (H~~ts, lst, 

The notion of En!reEr~rial Efficieng~ was selectively used in 

the Israeli histor,y when the government, countercyclically to profits, 

bought or sold firms. Of no less importance have been the government 

less visible 
0'0 

forms of aid to "enterpreneurs". of Israel's 

"success stories", especially iD the high~echnology annament-related 

fields, have been written with the aid of a stable consumer (the 
./ 

~overnment), cheap finance, generoUs tex concessions, and l~ck of 

competi tion. 
; 

, } -, 
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In , .-an attempt to provide ~ome lessons from Israel's !niIation~rI 

experience, Don Patinkin criticizes the claim that inflation is a 
, 

government tax on cash b~' ~ 

"... for in Israel. evei-y time the price levei goes up, the 
government los~s money - ~t does not gain. That resulta fro~ tne 
very special situation in which the Israeli government borrows by 
means of indexed loans, and lends from its{:velopment budget 
without indexing. Thus every increase' the price levei 
.increases the government's debt to the E~bl±S wi~hout- affecting 
the public'~ debt to the government .... thus the government loses 
in real terms every time inflation occurs" (Patinkin, 1979, 
p. 129, emphasis added). 

, 
Patinkin also associated governmental loses with the "subsidy" of the 

non-indexed Ioan: 
ÎJ 

"I would like to emphasize that t-o give a subsidy is not 
necessarily badj but to give an arbitrary one is. And tailure to 
index a loan provid~s a subsidy to ing~irI not in accordance 
with any principle, but instead arbitrarily, as a function of 
~atever the rate of inflation tur~s out to be: the higàer the 
rate of inflation, the «reater the subsidy. That ,is not rational 
(ibid, p. 131, emphasis added). 

1 

Patinkin does not make any specific reference to the banks and the ~ 

social insurance funds ("the public") holding the .onds, nor to 

holding groups ("industry") awarded the subsidized non inde>eed loans. 

Further, there it no word in his entire article on the special \

rèlation between the "public" holding the debt, the "industry" being 

allocated the non-indexed loans, and the gOYfrnment. 

Formally, socia~ insurance funds' assets belong to Israel' s 

workers. In practice, they are one of the most important sources of 

f'inancial < leverage of thè holding groups. The banks, acting as 

trustees of Israel' s social insurance funds members, even used those 

, 

assets i~ order to try and support their falling share priees before 

the October 1983 collapse (Hadashot, May 14th, 1985). Similarily, Bank 
'-,---
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Leu.i's provident funds .havè recent1y beeti receiving a month1y 

o interest r~te of 20% on their deposits, i~terest of which no part was 

pB8sed on to the members' accoun~s. After criticism, the funds agreed 

""'- to pay 8-12% ta ~heir members, which fell short of the full 20% "due 

to technical difficu1tiea" (HaArets, .July lst, 1985). 

"-
AlI of this suggests'why is it so hard to depreciate the value of. 

the country'~ indexed savings as a mainstream anti-inf1ationary policy 

might suggeat: 
lb 

" the Minister: Gad Yaâcobi sharply opposed any suggestion to 
hu~t the savings cnear,w aU savings are held by the ~!lployee!, 
aRd hurting it will bring the abandoning of the saving route and 
the acceleration ofl inflation' said Yaacobi and added tItis 'i) 

about, time to remove, once and for aIl, this sùbject from- the 
government' s agenda'; (Had~hQ~, Ju1y lst 1985, "trans., emphasis 
~dded) 

1 
1 

When it Comes ta ~g~!, however, almost ·'everyone" agrees thêy 

are an active catalyst in the inflationary process. Even the 

Ristadrut's aecretary general, Israel Kessar asserts that: 
,.-

"Iarael has succeeded in creating an illDDY!!~ !~!tèm by 'indexing 
everything so you don't feel hQW bad the' economy is'" (The 
lin,!!!ci!l PO!!!, July 7th 1984, emphasia added). 

He adds: . 

"The system of linkages (indexation) is for ~~abodlë.! surviyal, 
not just the worker-s" (ibid, emphasis added} •. 

.' 
One has to note that the value of Iarael's average gross month1y.wage 

fell since the above ~tatement .J'rom over US$400 .to less than U8$3QO.1 

• , , 

1.. There &ré no regulai-ily published figures of wage" gistribuiion in 
Israel. This distribution ia probab1y highly skewed, with the mode 
web less than the mean. Furthermore, there is no simple relation 

'between the distribution of gross and net wagea, as - tax bracket 
changes àre not "synchronize,d" with "\inflation. There pre no official 
'figures for net wagea in Israel. \ \ 
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In light 'of the continuous fall in "real" wages for the past few 

years, it might be possible. that wages are not after aIl part of the 
\ 

"i.mmùne system" or "everytl].ing" in the terms of Kessar. 

Sitting in the management of )srae1's biggest industriall 
o 

financial group, Kessar's authority i8 over the Hi.tadrut's 1.5 

million "members" (a1most the entire labour force). As far as decision 

~aking is concerned~ workers have since the 1920s never had ft voice in 

Hevrat HaOvdim's economic activities. They have been a factor of 

production that the group happens to manage. There i9 neither a 

paradOf( nor a conflict of interests. That is why "package deals" 

between the government, the emp1oyers, and the Histadrut (the workers) 

that fix wages and prices, have been so easy to reach. Rather than 

refl~ct'i.ns of a "class conflict" they constitute another forum, or a 

"gr~vity centre", J where allocation decisions are being arrived at by 

the Israeli elite. This elite is rooted in the British ~andate era. It \ 

has consol idated through. the Austerity period and has been 

increasingly "mili tarized" silice 1967. (There are currently more than 

40 former Ch~efs of Staff and Genera1s occupying key positions in the 

big holding groups.) It is responsible for aIl the impo\tant 

!nstitutional arrangements, and more important, it controls the 

nation's capital; land, and labour force. 

The é~nclusion is fairly straighforward~ Instead of concentrating 

'. '. solely on amorphous macroeconomic categories in order to describe and 

' . .analyse the Israeli economy, the framework ,should be extended to 
r 

include the quantifiable development of ~srae1's main holding' groups. 

To this we turn in the following chapter. 
!\.~ , ~, -0 • 

44 

.. 



• 

!§RABL' S LAROgST BUSINESS GROUP~.:.. QUANTITATIVE DATA 
) 
t 

, . 
EJ 

The first chapter ffas an institutional narrative ~d a historica! 

introduction to the theoretical discussion which will be presented in 

the thÜ"d chapter. In order to turn our theoretical propositions into --

te\table hypotheses and to enable a brief econometric analysis, it 

was essential to deal with the quantitative dimensions of Israe!'s 

"big economy". The current chapter describes . the process , of data 

collection that we have followed and presents part of the assemb!ed 

information" that came from our effort. Evaluation of the data must 

Bwait the theoretica! propositions developed in the third chapter. 

A. Our Da!~ Collection ~rience for CO[Eorate Financia! 
Statistics 

Our data requirements were rather limited. We were interested in 
-# 

seven time series for each of Israe!'s main holding groups covering as 

long a period as possible. In accordance with their importance to us, 

we cons idered four of the time series as "major" items: tlTotal 

Assets~'. "Shareholders' Equity", "Pretax Profit", ~d r~Net Profit". 

The other three series have been la.beled as "supplementary" items: 
~ 

"Tax Payments", "Sales", and "Export". With the possible exception of 

the "Export" category, these items are customarily included in '. 
corporate financial statements. 

According to the "Companies Ordinance 1929-1936" , shareholders 

and debenture holders of a given company are entitled to receive a 
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copy of Hs balance sheet. Any public com~any is required to file with 

the RegistraI' of Companies both an audi ted balance sheet and 8 
\ 

direct ors , report. If the firm offers securities to the public, it h~ . , 
to supply the Registrar 0 full audi ted financial 

statements and other informat ion. The same information 
o ~ 

should be furnishe security offer - to the Securi ties 

Authori ty. Compani ing ,their s~curities have to provide their 

financial statements to aIl memhers of theoT~l-AvivoStoc~ Exchange. 
o 

Banks and other financial institutions are required to publish their 

yearly fïnancial statements: in the daily press. The law also requires 

every Israeli p~blication, including corporate financial statements, 

to he sent in two copies to the Natf'onal Library in Jerusalem. 

Finally, one can expe-ct the Income Tex Commission to ke",p financial 

records of Israeli corporations. 
~ 

Apparently, a student of the "big economy" in Israel has a 
o 

considerable choice of sources, from which he dan draw basic financiel 

information on Israel 's large public corporations. Since our data 

needs weI" confined to aggregate figures, we might have expected no 
\ -

difficulties to 0tcur in obtaining them from the finns' financial 

re~rts, or the information they contain, are reports. These 

apparently available (as indicated in the preceding paragraph) from a 

multitude of entities: individuals, institutions an'=! written publicat-
. 

ions. Further, it is reasonable to expect these series ta appear in an 

already compiled form (published as series, or retrievable from a 

cODlJ?uterized database). Our interest was focused on less than ten very 

,.. 
large groups, whose importance in the Israeli market can hardiy-l be 
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overstated. Financia1 data of these,groups cou1d be of.interest to the 

government, busines~, and the academic researchers. The cost of 

assembling and computerizing such an information should have been 
1 

anything but prohibitive. 

As far as government publications are concerned, however, we did 

not entertain high expectations of finding readi1y-compi1ed corp?rate 

financia1 data. As we have alreadr mentioned in the first chapter, 

o 
publish~s neither Israel 's Central B~reau of Statistics (CBoS) 

o • 
"national income" 'data nor "national balance sheet n data. Further, we 

v 

are still UDaware of any regular or irregular publication of the CBoS 

that maps the Israe1i corporate universe (or a subset of it) along the 
" 

lines of the seven time series mentioned. 

What has been of little interest to the governmental statistical 

agency, might 
o 

still ha~e been a profitable operation for a private 

stat istical service. One of the world's leading private entities 

dea1ing with corporate statistics is the U.S.-based multinational 

company Dun & Bradst:t'eet Corp. Its Israeli subsidiary, Dun & 

Bradstreet (Israel), started to publish data on Israeli firme only in 

1982 (for 1980). These data have been limited ta the "industry level" 

and excluded c9nso1idated information for the main holding groups, aIl 
• 

of whichuare diversified conglomerates. Partial financial infor&ation 

on these groups only began to appear by 1984 "(Jfor 1983). Furthermore, . , 

.. 
Dun & Bradstreet's publications contain information on only two.of the , . 
seven data items thet were of interest to us - "Sales" -and "Export" 

p ~ 

yet Dun & Bradstreet (Israel) provicles the mos t comprehens i ve 
~ -

private1y published corporète statiiUcs ~it Israel. 
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In our search for compiled data, 
~ 

we had no greater success with 

Israel's universities. The Institute for Business Documentation of 
- .. 

Tel-Aviv University receives financial reports of large Israeli 

corporations. It do es not maintain, however, a compiled record of the 

sort we have been looking for. We approached severai professors in the 

School of Business Adminis\ration at Tel Aviv University.l They were 

corporate 

of any database maintainin~ financiai statistics on Israel's 

iness groupS.2 Similar responses were obtained from academic 

in the-Faculty of BU8ine~s AdministratLon and t~ Department 

at the Hebrew University in 

we ~nitially' entt'tained 

statistics seem to ha~e been 

Jerusalem. Whatever cautious 

gradually faded. Israel's 

left out of the "information 

revolution"o. We realized that we had to compile the data. 

Our first ~ttempt ta approach the "raw" data (the firms' 
• 

financiai reports) was with the Institute for Business Documentation 

at Tel-Aviv University: T~e procedure of obtaining information ~rom 

the Institute makes the retrieval of financial time series infeasibie. 

The user has to apply for any particular piece of information required 

and then wait for ab~ut two weeks to rec~ive it. AP~lying for over IO~ 

time series, each èxtending over 30 years, wouldohave been rejected st 
.. 

as ~e learned from the Institute's librarian. We the very outset, 
~ 

discover from the librarian that the Institute's collection of firme' 

--------
1. Professor B. Lev and Professor Y. Aharoni, in particular. 
2. The Faculty of Business Administration in Tel-Aviv, as a subscriber 
of McG~ Bill's "Compustat"'i'" maintains such a database for the U.S.A 
and Canada. 

48 



o 

,,' 

) 

( 

annual reports is incomplete having. numerous discontinuities and 
() 

gaps. ~Since we could gain no direct access ta the shelves of the 

Institute library, and in light of the apparent data incompleteness, 

we preferred to move ahead toward other potential sources. 

The initial step was t9 ~can the indexes of Israel's main 

university libraries. Using a computerized system shared by those 

libraries, we were able to search each library index for the possible 

existence of a collection of firms' annual reports. Such a collection 
'li 

~ appeared to be maintainéd onlx in Israel's National Library. 

From"all the data sources we have subsequently used, the National 
o 

Library' s collection has proven to be the" most comprehensive. We spent 

over two weeks coilecting data directIy from Vhe reports held by that 

library. However, aiter exhausting~this source, our series were still 

in<;omplete. Altho}1gh the law require\ every public firm to send i~,s 
\ 0 

reports to the National Library, only Very big firms appear to have 

been doing so, though not consistently even th~n. To fiii the many 

grlps left in our series, we proceeded to "second best" sources. 

The first of the "second best" sources was the SecuriÙes 
. 

Authority.l There we found financial reports for most of the large 

in W~ch we were interested (specifically, t40se , . that are entities 

q7 offerin, securities to the public). The span of the reports, h~ever, 

was rather short. The Securities Auth~rity discords every report older 

1. The Securities Au~hority is not obliged to disclose information to 
the public..f ' 
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than five years. Even for~he five years between 1980 and 1984, many 

annual reports were missing. 

Ano-tht!r "second best" source was the Bank of Israel (BoI). The 

Bol pub1ishes data o~ ,the Israeli b8nki~g~ sy~tem and one might 

reasonably assume it has a computerized dat~base with information on 

individual banks. The publications of the Bol, however, are always 
1 

consolidated for the banking system as a whole, or for the three 

biggest banks. For reasons of confidentiality, pùblished data are 

rarely broken down by firm. 

Financia1 data are avai1able, at least in principle, from the 

companies' own pub1ished reports~ Such reports can be found in the 

BoI's 1ibrary to which we then turned. There we found that reports 

were again kept for on1y a limited number of firms, mainly the large 

ones. With the experience we have gained by then, we were hard1y 

su~rised to find the collection in a disarray, with large gaps and 

discontinuities. Conseque~t1y, only a limited number of entries were 

added to our series at the Bol library. 

It seemed that the marginal contribution - the çontribution of 

each successive source of information - was rapidly fal1ing. While in 

o the National Library we had fil}ed ab~ut 70% of ou~ tables, the 

Seêurities Authority had contributed on1y 15%, and the BoI's library 

had a~unted for no more than 5% of our' series. Certain years 

sOJll~ corporations seemed harder to trace than others. We had to 

to other, "third hest", sources. 
~ \ 

'. , 
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The first of the "third best" soq,rces was the Registrar of 

Companies. From a legal standpoint, most of our data needs could have 

been made available from this source alone. As was already noted, any 

public company has to supply the Registrar of Companies with it~ 

balance sheet. Complete audited financial reports should be furnished 

in case a company issues secùrities to the public. Our reluctance to 
~ 

use this source had ~o do with the practical rather than the legal 

av~ilability di the data. The Registar of Companies is not at aIl 

geared toward the needs of economic research., To make use of certain 

company files, the user has to file a request form, no l~er than 

10:30a.m. on a given day. The form is than taken to the archives, and 
<1\ 

the attendent files arrive by Il:00a.m. The user can use the files in 

the congested reception hall untj.l 12: 30p'.m. when the Registrar of 

Companies closes °to the public. This time interval might be long 
• 

enough for a lawYer in sear~h for a particular detail (and 1 awYe rs 

" seem to be almost the sole users of the Registrar of Companies' 

facility) but it is certainly too short for collecting the amount of ., 

data for 
Il 

which we were looking. More troublesome than the limited 

working time and the inconvenient working conditions, were the state 
o 

of the'files, their storage and handling. The Registrar of Companies' '0 

archives is located in an over-congested dusty cellar. Due to lack of 

shelf space, many files and documents are stacked or simply scattered 
" 

on the floor. The shelved files are often put in the wrong pl~ce and 

cannot be located. The files themselves are overstuffed J wit~ 
documents, which are kept ,'und~r no apparent order, usually unbound. 

Many of the documents are tom. It was hardi y a surprise to be unable 
<:1 

ta locate several files, or certain documents.within the files. A 
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considerable portion of the documents stored in the Registrer of 

Companies' archives, record information which exitts nowhere else. 
, 

Since ~~e' archives hr no Itbackup", many of the documents and files 

lost are thus un~erable. 

Another "third best" os ource we were forced to utilize was the Tel 

Aviv stock Exchange library. At that stage of our data collection, we 

were missing items which should have been found in this library: 

reports for companies listing their securities. We Jere able to fill 

most of the remaining gaps, but not aIl. Few of the reports were still 

dntraceable. 

"Third best" sources also includéd the companies themselves. We 

have not made an extensive use of 'this source, for a fairly simple 

reason. Many of the firms that we app!.·oached have not got 8 ~omplete 

record bf their oWn pasto "Looking ahead", they simply discard many of 

the "outdated" annual reports. 

A final source one should mention is the Government Corporations' 

Authority, which formally controls aIl the government-owned 

" corporations. The Authority publishes an annual report that c~ntains, 

for every firm under its,control, highlights from its financiel 

statements as weil as some other information. • While reviewing these 
o 

reports in the National Library, we found oumerous inconsistencies, 
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discontinu~.es and several errorsl. In an attempt to resolve 

these diffi lties, we tried (and succeeded) to gain access to the 
. 

Authority'~ archives. 2 To our requests, the familiar reply was again 

that the archives contains firms' reports only for the latest three to 

four years. PrevioUB reports had been sent to Israel's State Archives. 

Our "data mining" activities stopped short of Israel's state 

Archives. Other potential sources we have not utilized are the Income 

Tax Commission3 , and the archives of Israel's daily newSpapers. Time 

constraints prevented us from searching for other possible sources, to 
<' , 

whose existence we might have been unaware. We had reviewed, however, 

~ation contained in, or held by the following publications and 

insti tutions: 

(i) Dun & Bradstreet (Israel)'s publications. 

(ii) The Institute for Business Documentation of the Tel Aviv 

(ii,i) 

( iv) 

(v) 

(vi) 

(vii) 

University. 
, 

The Libraries of Israel's universities. 
/ 

The National Library in Jerusalem. 

The Securities Authority. 

The Bank of Israe l' s library. 

The Registrer of Companies. 

(viii) The Library of the Tel Aviv Stock Exçhange. 

I:a. 

1. Alternate shifts from a calendar to a fiscal-based yearly 
reportingj usage of different names to describe the same categories; 
incorrectly stated figures, etc. 

~ 2. The Archives is not open to the public. 
3. We are unaware of the extent to which pas~~orate financial 
figures are being Jçept by the Income Tex Commissio~. Based on our, 
previous experience 'with the Commission, however, it is unlikely we 
could have gained access to such a record if it exists. 
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(ix) 

(x) 

The Government Corporations Authority. 
1 

Various IsraeIi Corporations. 

f 

As far as our incom~Iete, yet ~xtensive, ~ata collection' . 
experience indicates: 

(i) There appears to exist in Israel no compiled record (computerized 

or otherwise) of past corporate financial figures whether for large 

firms-or for medium and smaIl ones. 

(ii) Wherever a collection of firms' past annual reports is 
"-

maintained, it is always incomplete, usually highly incomplete. , 
(iii) Where corporate financial data exist, they are often carelessly 

maintained. 

f 
Basic 

always openly d 

in Israel sugge 

statistics 
~ 

for large'public corporations are 

absence of their historical documentation 

lack of interest in this area. The mcst 
.' , 

comprehensive discussion gf Israel's ownership/holding groups of which , . 

. ' we are aware can be found in Aharoni (1976) • Aharoni 's seven-year .. 
project is rich in historical narrative, theoretical ~ propositions, 

empirical data and analysis. No systematic attention is devoted, 

however, to the seven basic financial items thet dominate our current 

chapter. Aharoni's ' figures on Bank Leuai are limited to the years , 

1972-1974. For those years only "Shareholders' Equity" , "Operating 

Pretax'Profit" and "Net Profit" are recorded. No consolidated figures 

'~e'provided (p. 161). Unconsolidated figures for Bank Hapoalim exist 

for IQ68-1974: "Total Assets", "Shareholders' Equity", and "Pretax 

(p. 204) • Unconsolidated figures for the Discount Bank are 
• 0 '0 
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provided for UTotal ABsets" and "Shareho1ders Equity" in the years 
o 

1964-1974 (p. 228). For Koor, ooly "Sales" and "Export" are recorded 

(pp. 190-191). Financial data for CIal (Israel)'s are o\t provide~pat 

aIl. The four "main" items are recorded for Discount InvestDlent 

Corporation (1961-1974, consolidated and unconso1idated), as weIl as 

unconsolidated figur:es for "Export" (p. 240). If consolidated and 

Junèonsolidated figures had beeh provided ~or the above mentioned six 

corporate eotities', for each of the seven financia1 items - the n~ber 

of series would sum-.p to 84. Aharooi lists only 16 and these are for 

1imited time periods only. 

.. 
A lack of interest in the financial statistics of tlie "big , 

economy" in Israel might be rationalized in various ways. One might 
~ 

claim the data are falsified, that they ref1ect an "accounting" rather 

than . an "economic" reality, or that tRey are si~p'ly unrelated to 

macroeconomic issues. To these possible claims we return in the third 

chapter after we develop some of our theoretical ar~ents. In the 

rest of this chapter, we provide a subset of the financial data we 

. have compiled. \ 

) 
"-

0 

" 
/ 
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The Data Subset 

The collection of the seven financial til!le series for Israel' $.' 

main business groups ("Total Assets", "Shareholders' Equity" t "Pretax 

Profit", "Net Profit", "Tax Payments", "Sales", and "Export") has been 

designed as part of a more comprehensive project. The aim has been to 

"build a computerized database relevant to the study of the political 
"'&-1" 

economyof Israel. The "economtès" section of this '~Israel's Political 
8 -', 

Economy Data ~ase" (IPEDB) contains pubHshed macroeconomic data, as 

well as othe" information which we believe has not beén previously 

compiled'nor computerized. In this section one can find financial time 

series for large Israeli business groups, as weIl as for some of their 
, 

subsidiaries or affiliated firms, which are of special intere~t. (The 

database already contains over 200 such series, relate~ to 32 lar~e 

groups and "special interest" firms.) Another part of the "economics" 

section features' ownership/directorship .information, of which a 
~ ~ 

considerable amount has already been compiled. From the "economics" 
o 

section one can also access the index of an archives of newspaper 

extracts, 

~scription 
containing over half a million items. The 

of IPEDB,. however, is beyond the scope of the 
,/ 

detaUed 

present 
o 

essay. Wherever we make furtherouse of information contained in IPEDB, 

the data, sources and references are given. In the present chapter, we 

confine the discussion tG financial data for large Israeli business 

groups. 

Configurating the social, organization, or structure of capital 

-

(and economic activity) , in Israel, requires a prior t~ëoret~ 
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discussion of oWnership ànd control. As far as "raw" financial data 

are concerned, this structure is "predetermined" part~y by legal 

requirements, but mostly by accounbing conventions. Formally, for 

instance, Koor, Solel Bonhe, BaDk Hapoalilll, and other Histadrut' s 

88sociated entities are controlled by Hevrat HaOvdim. "Effect~ve" 

~rgl, however, might reveal a-s~cond configuration whereby Bank~ 

Hapoalill is independent from Bevrat HaOvdill as a "parent" but is 

strongly linked wi th "external" entities such as Bank LeUlll~ -and IDBH, 

vi!- the" gravi ty centre" CIal (Israel) anq mllllero~ other" formaI and 

infol1llal ties. Yet a third cont'iguration is l'aid out by ~BoWlti!!H, 

~~!!!iQn~. Hevrat BBOvdim does not publish a report consolidating 

the various business organizations under it~ control; nor do the 

mutual ties between Bank'Leumi, IDBR, and Bank Hapoalim, lead to a 

consolidated report for the three. 

neith~r the formaI èontrol of B~rat 
, wi th the lother groups. It 1 ists the 

Financial reporting "recognizès" 

• 
HaOvdim, nor'the effective links 

variouS business grprlps in Bevrat ,- . 
HaOvdim 1 as entities jndependent of the, super~tr.ucture organization as 

weIl as the external groups. 
~ 

Aside from min or adaptations which will be - spec'îfied, the 

following reported data are confined to figures extracted directIy 

from the firms' annual reports. In this - s~nse, we accept the 

"accoWlting detennined" so~ial structure of capital. Even so, our 

reported data do Dot 'map aIl of Israel' s "big economy" but rathf:!; 'à 

subsst of it. Table 2.1 lists the corporate entities and time series 

iDcluded in this data subset. 
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TABLE 2.1 

~ to' Financia~ Data f!~se1 
p 

Corporate Type 
Group , 

Total 
Assets 

Shareho1ders' 
Equity. 

Pretax 
Profit 

Net 
Profit 

----------:---'-------------- !-------------:---------------: 
Bank : uc 1956-83 1956-88 : 1963-83 : 1957-60,63-83 : 
Hapoalim : - ----;0----- ---------:------------:---------------: 

: c 1972-83 1972-83 : 1972-83 : 1972-83 
-----:--- .,..----- ~-:-------------:--------------: 

: uc 
Koor '---'. ----------:------------!---------------: 

: c 1950-52,59-83 1950-52,59-83: 1950-52,59-83: 1950-52,59-83 : 
-----:-- ----------r-----------~--:--------------:---------------: 

~-:----:----=--~--~-:----~-------:----~--------:---------------: 
Bank 
Leumi 

uc 1951-84 0 : 1951-75,77-84: 1963-84 : 1963-84 " 
:----:-------------:-------------~-------------:---------------: 
: c : 1951-84 : 1951-75,77-84: 19r;3-84 : 1963-84 ___ ...--_ : _\:_ : ______ : ______ :-_______ J: ___________ .:...._ : _______________ : 

~-: , qc , , , 
~ ~ , Q :------------:------------' -------------, <. , ' , 

1 1 f 1 
, 1 • , 

IDBH '--' , , 
j ----:-----------:-----------~:---------------: , ' , c 1969-84 1969-84 : 1969-84 ' 

:--' -----~-~-:-----1 ------:--------------
Discount , uc , 
Bank ' ' ,--

1961-6~,70~84: 1961-73,70-84: 1970-84 
:-------~-:-------------. 

: "c 1953-60,63~84: 1953-60,63-84: 1964-84 
:- -:-------------

Discount : uc 1962-75 
Investmehti-, 

,': 1962-75 : 1962-75 
------------:------------

-: 1964-84 ": 1966-84 

: 1969-84 
---------------: 

1962-63,70-84 : 
---------~----: 
54-5,57-61,63-84 
---------------: 

1962-75 
---------------! 

: 1964-84 Corp. _::..~: 0.1964-84 
, -:>\.' 

-"-
----~------:------------:---------------: 

.. 
----------~----:--~--------:--------------:----.---------:------~-------~ 

: uc : CIal 
(Israel) :----:~ :--------------:-------------:---------------: 

: c 1963~75,77-84: 1963-75.77-84: 1963-75,77-~1 1963-75,77-84 : 
-----------:----: 
uc: unconsolidatea figures 
c: consolidated. figures 

'. 

:---------~--:------

• l
f 
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Exclusion of an entity from the subset, was influenced by severai 

factors: 

(i) ~Qn EX!~i!~ Q~i~. IPEDB contains financiai statistics for various 

State-owned corporations. It also c~ntains aggregates of Assets, 

Profits, etc., for aIl the government investments. These totals, 

however, are derived as simple arithmetic sums 5crbss the State-

owned firms. (These arithmetic totals are irregularly publish~ in the 

annual repor~s of the Government Corporations Authority.) The • 

Government, as a holding group, publishes no report consolidating the 

corporations under its ownership/control, 

'for Hs exclusion from the data subset. 

exciuded 

from the subset is Soiei Boobe. Data for this group reside in IPEDB, 

but are fragmented by se~~aI lengthy temporal discontinuities, and 

thus excluded from the subset. 

(iii) !ni~ng~Q M~~g~ Qf !h~ Subse!. The ultimate aim of our project is 

not the mere provision of financial figures for Israel' s "big 

economy". We intend to develop testable hypotheses, 'for which the 

data are only a potential me ans of proof or refutation. For that 

purpose, the sample proyided by our subset is sufficient. 

Aside from t1!e Government (as a holding group), and Soiei Boobe, 

the subset includes Israel's largest holding groups for which 

financial reports are regularly published: Bank Hapoalim, Koor, Bank -
- LeUlÙ, IDBR (Dis':;uunt Bank, Discount Investment Co~raj;i~D), and CIal 

(Israel). 
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Although, the data tables are accompanied by foot notes , some 

general remarks are still required: 

(i) Series. For the subset corporate groups, only' the four "major" 
1 

financial items are included, while the three "supplementary" items 

are excluded. Data for "Sales" and "Export" exist in IPEDB, but are to 

a large extent tempora11y incomplet_e. Data" for "'fax ~aymen'ts" are even 

poorer since corporations usually report incurred "Tex Liabi lit ies" 

rather than actual payments. For various r~as~ns 1 the two might be 

different. 

(ii) QQQ~Q!iQ~iion. Consolidated reports were legally oPtional~ntil 

1969, when the "Securities fRegulation, .1969 (Preparation of Financial 

.. Statements)"Gmade under the "Securites Law, 

o{fering securities.to the public to prepare 

1968" obliged 
./' 

consolidated 

companies 

financial 

statements. Consolidated figures include subsidiaries in which the 

-
"parent" (the reporting finn) has 50% or more controlling interest. 

other "affiliated" firms were inc1uded by the "cost" method until 

1972. In 1973, Israeli accounting conventions for such inve~tment were 

changed for the "equi ty" method. 1 . , 

(iii) ft2fii!. Where capital gains were originally excluded from 

reported Pretax or Net Profit, they were re-added (capital gains are 

tax exempted in Isr~he only other minor adaptation made was in 
Cc"" 

the figures for Bank Le if combining "Net Oper~ting Profit" with "Net 

Irregular Profi t Items to obtain "Net Profi t " . 

(iv) Conventions., For uniformity, aIl tables rang~ from 1950 to 1984. 

A dash "'C_' indicàtes the corresponding figure is missing (not 

1. We elaborate_ on the significance of these accounting conventions 
and others in the third chapter. 
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published or not found). No dashes or figures appear for y~ars prior 

c to the est~lishment of a corporation. 

, 

/ 
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TABLE 2.2 

Bank Haposl im 

I.S.'; millions 
j ----------------------

Total Shareholders' Pretax Net 
Year Assets Equitya Profitb Profitb 

-----------------------------------------
1950 
1951 
1952 
1953 
1954 
1955 0 

1956c 1.130683 0.256968 
1957 15.31185 0.519613 340496.0 
1958 19.44592 0~566233 304988.0 
1959 24.83646 0.730527 414316.0 
1960 31.29588 0.839526 589618.0 
1961 41.15323 1.005648 
1962 63.0420~ 1.552032 
1963 71.087o,e. 2.116181 0.438377 0.510219 
1964 82; 18449 3.131176 0.510219 0.300219 
1965 100.6322 3.211316 0.565822 0~310822 
1966 120.9658 3.284804 0.644970 0.307970 
1967 148.9016 4.201112 0.701290 0.351290 
1968 190.1255 4.359530 0.908202 0.458201 
1969 274.0187 5.96544'0 1.352496 D.6324fJ6 
1970 408.9917 7.579455 1.586'022 0.806022 
1971 667.,9379 11.34975 3.264866d 1.739866d 

1972 996.2393 17.86324 6.130927 2.980927 
1973 1499.501 26.85007 11.28078 4.580779 
1974 2720.671 50.55325 24.00813 9.328126 
1975 4112.511 79.54570 44.20540 13.10540 
1976 6282.127 122.2557 55.25360 20.05360 
1977 12255.32 206.5683 94.61480 39.U480 
1978 21248.34 299.6796 189.3799 73.77990 
1979 48693.67 608.6788 454.5355 172.6346 
1980 126463.8 1748.716 1364.074 649.4710 
1981 ·292957.2 4592.435 3077.676 1592.471 
1982 748039.3 13219.26 4497.978 4648.576 
1983 2027365. d 20804.93d -2284. 266d 3320.478d 
1984 

----------------
a. The sum 01 Share Capital, Reserves and Surplus. 
b. Including capital gains. 
c. From'here onward, year ending December 31st. 
d. Reclassified. 

, 
# 
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TABLE 2.3 

c 1 . (consolidateda ) 

I.B. millions 
----

T°Utl Shareholders' Pretax. Net 
Year Assets E,quityb Profite Profite , 
----------------~--------------------

1950 
1951 
1952 
1953 ~ -" 

1954 
1955 
1956 if 
1957 ~ 

1958 
1959 
1960 
1961 
1962 
1963 <> 

1964 
1965 
1966 
1967 
1968 
1969 
1970 
1971 
1972d. e ' 1061.586 19.98049 n ~.259582 4.366790 
1973 1615.622 31.64908 16.79431 7.014901 
1974 2858.187 60.84632 38.91106 14.19513 
1975 4246.810 97.02930 65.32710 20.61400 
1976 6335.986 146.2095 81.15430 26.57990 
~977 , 12442.75 255.0346 135.872.'3 48.46150 
1~78 21612.81 377.7823 247.3905 84:60870 

'8' 1979 49606.18 823.3006 • 593.0000 201. 2187 
0 

1761.855 1980 128382.0 1748.716 649.4710 
,~ 1981 297548.4 4592.435 3995.270 1592.471 

1982 749135.0 13219.26 6657 .• 589 - 4648.576 
1983 2100653. 20813.60 5683.597 3320.478 
1"984 , . -- ------------- n 

, a. Inc1uding subsidiaries ' in which Bank Hapoalim has ()ver 50% contro1ling 
u 

interestj excluding provident funds mâbaged by; the bank. 
b. The sum of Share Capital," Reserves and SurplUs. 
c. Including capital gains. 
d. From here onward, year ending December 31st. .-

( , , \. 
e. First ,year for which consolidated figures are available. 

'.'-
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TABLE 2.4 

(consolidateda ) , " 

I. S. millions 
------------------

Total Shareholders' Pretax 
Year Assets Equityb Profite 

Net 
Profitd 

--------------------------------------------
1950e 

1951 
1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 
1960 
1961 
1962 
1963 
1964 
1966 
1966 
1967 
19681( 
1969 
1970 
1971 
1972 
1973 
1974 
197& 
"1976 
1977 
1978 

" 1979 
1980 
1981 
1982 
1983 
1984 

0.079889 
0.083887 
0.110208 

6.456022 
6.857476 
8.593871 
9.040350f 

9.903544 
13.24499 
13.13254 
15.34243 
18.13928 
38.01634 
46.42619 
61.40928 
90.18439 
102. 31P8 
131.2Ô$~-
256.7361 , 
41~.9764 
813.2000 
856.0779 
1729.953 
2876.208 
6495.322 
16646.18 
44642-.00 
188456.0 

0.078329 
0.078917 
0.106997 

·2.209086 
2.217895 
4.239692 
4. 549481 f 

4.844789 
4.586455 
4.560453 
4.836912 
3.678420 
3.457970 
5.560733 
7.154880 
9.218792 
11,62873 

1 13.,96064 
21.91704 
30.41460 
34.00000 
61.70070 
146.7055 
271.4188 
663.3950 
1629.493 
4567.000 
9704.000 

0.002486 
0.002277 
0.002329 

- , 
" y- " 

0.030244 
0.032935 
0.083567 
0.206020f 

0.192192 
0.181834 
0.374825 
0.218662 

-0.964424 
0.827405 
1.769150 
0.547623 
0.624388 
1.503642 
2.441211 
9.808715 
11.89910 
32.40000 
32. 74820f 

91.24040 
129-.5875 
454.3010 
1069.256 
4080.000 
9582.000 

0.002154 ., 
0.001963 
0.001952 

0.019244 
0.022935 
0.052567 
o . 161020f 

0.152192 
0.109834 
0.339825 
0.173662 

-1.280208 
0.938659 
1.427287 
0.932550 
1.415866 
1.409671 
2.053381 
6.608171 
6.701600 
0.890600 
16. 19380f 

73.57530 
106.4175 
365.2910 
925.4010 
2504':000 
4537.000 

\ 
----------~------------------------" a. Including subsidiaries in which Koor bas over 50% contro11ing interest. 

b. The sum of Share Capital, Reserves, and Surplus. 
c. Including capital gains; including minority inter~st. 
d. Including capital gains; excluding minority interest. 
è. From here onward,. year ending March 31st. 
f. Reclassified. 
g. From here on~ard, year ending December 31st. 
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\ TABLE 2.5 
\ 

\ 
\ ( 

1. S. millions 
-----------------------------' / , 

Total Sluù-aholders' PretE.x Net 
Year Assets. Equitr Prof'ttt Profitb 

------------------------------------ -----. ----
1950 
1951c 12.94425 0.125369 
1952 18.24332 0.150939 ,.. 
1953 24.47625 0.406216 
1954 36.07851 0.456903 
1955 28.66772 0.509160 
1956 34.98946 0.534692 
1957 39.34499 0.560894 
1958 44.41032 0.587994 
~1959 46. 7104<td 0,.806010d -

) ~ 

1960 57.14214 1.228822 -\~ . 1961 73.89982 1.536582 
1962 126.2107 3.057.871 
1963 146.0734 5.907412, 1.003700& 0.560705& 
1964 168.5904 6.226086 1.147900 0.645169 
1965 192.3023 6.433353, 1.196800 0.761788 

"' " 1966 224.5499 6.637619 1.081600 0.596586 
1967 298. H96 6.912774 1. 930541d 1.036541d 

1968 340.9187 ' 7.,243195 2.380344 1.320344 
1969 438.1851 6.571239 3.201135 1. 751135 
1970 570.8945 9.205559 3.646944 2.196944 
197;,1 860. 8370d t2.73530d 5. 66010'0d 2.846700d 

1972 1143.904 21.02990" 8.225100 3.693200 
1973 1866.965 30.06440 12.6601Q '5.316500 " 
1974 3186.854d 46. 78160d 24. 98000d 7.382100d 

1975 4556.689 64.53440 37.73960 13.51530 
1976 6664.900 50.76990' 18.62130 
1977 12337.75 198.0723 88.55370 41.45290 
1978 20618.04 281.3035 124.5716 53.20820 
1979 45864.37d 367. 6993d, 282.4070d 120.014f3d 

,1980 11'6396.7d 1488.0lld 
1> 893. 9450d 530. 5980d 

1981 267201.8 3638.891' - 1439.991 U63.827 
1982 670508.6 12085.21 1731.995 3923.800 
1983 1837319. 22998.00 -2206.564 3742.436 
1984 10225190 117215.0 33306.00 67120.00 

- - ------------,---------------
a. The sum of Share Capital, ~eserves, and Surplus. <!.<, 

~ 

b. Including capital gains. 
c. From here onHard, year ending December 31st. 
d. Reclassified. 

( 
~ e. First year for which profit figures are avaialable. 
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TABLE 2.6 

(consolidateda ) 

loS. millions 
----------------------------------------

. Total Shareho1ders' Pretax Net 
Year Assets Equi tyb Profi te . Profite! 

----------------------------------------------
1950e 

1951 
1952 
1953 
1954 
1955 
1956 
1957 / 
1958 
1959 
1960 
1961 
1962 
1963 
1964 
1965 
1966 
1967 
1968 
1969 
1970 
1971 
1972 
1973 
1974 
1975 
1976 
1977 
1978 
1979 
'1980 
1981 
1982 
1983 
1984 

14.59669 
20.35519 
27.05670 
39.88020 
34.25393 
43.02104 
49.16134 
57.05324 
65.0.3716f 

81.96099 
120.0278 
199.7049 
237.1123 
274.3012 
306.4767 
355.0605 
448.8508 
552.7315 
700.1912 
877. 8353f 

1327. 276f 

1779. 520f 
2569.560 
4106. 89If 
5612.856 
8169.300 
15224.70f 
24788.30 
54606.18f 

139486.5 
317328.7 
787650.3f 
2309300. 
12927230 

0.304729 
0.373849 
0.477373 
0.543564 
0.589144 -
0.644469 
0.693522 
0.752080 
0.989731 f 

1.451561 
2.018091 
3.796673 
6.811445 
7.253257 
7.690043 
7.990001 
8.557489 
9.142181 
10.72224 
11.78592f 

16. 79750 f 

26.10140f 

37.76950 
65. 42880f 

90.49561 

271. 4113f 

396.4072 
612. 4488f 

1488. on 
3638.891 
12085.21f 

22758.73 
117215.0 

2.076200-
2.282300 
2.490200 
2.134100 
3.394110 f 

4.439412 
5.413620 
5.822126f 

8. 444800 f 

13.027S0f 

21.76710 
39. 85580f 

57.78690 
78.54670 
151. 6910f 

226.3653 
5I4.2157 f 

1492.132 
3008.452 
5943.888f 
7027.230 
115559.0 

1.123661' 
1.287245 
1.579594 
1.197764 
1.2712291 

1.665488 
1.081447 
2. 598263f 

3.1410001 

4.797200f 

8.251800 
\. 13. 99160f ' 

18.85160 . 
22.02050 
61. 79940f 
77.09170 
179. 3527f 

530.5980 
'1163.827 
3923.800f 

3742.767 
67120.00 

, 

a. lncluding subsidiaries in which Bank Leumi bas over 50% controlling 
interest; excluding Prov'ident Funds managed by the bank. 

b. The sum of Share Capital, 'Reserves, and Surplus. 
c. lncluding capital gains; including miDority interest. 
d. lncluding capital gains; excluding miDority int,erest. 
e. From here onward, year ending December 31st~ 
f. Reclassified. , g. First year for whï~h profit figures are available. 
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a. 
b. 
c. 
d. 
e. ( ~, f. 

'-/ 

TABLE 2.7 

!argel biscount Dankholdin( Cotporaticm (IDBHl 

(consolidatecJa ) 

1.S. milItons 

Total Shareholders' Pretax Net 
Year Assets Equityb Profite Prof'itd 

---------------------- ----------
1950 
1951 
1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 
1960 
1961 
1962 
1963 
1964 "" 

J 1965 
1966 

J 1967 
1968 
1969" • f 336.3568 12.74018 . 2.550142 1.820677 
1970 449.4094 13.30790 ~. 798925 1.983781 
1971 750.7418 15.34932 5.394713 3.144560 
1972 953.8586 20.22018 6.669977 3.302141 
1973 o 1163.977 28.42874 10.45220 5. f55145 
1974 1836.065 46.75710 21.33107 10.86057 
1975 2507.945 67.64901 129.39183 Il.65768. 
1976 3641. 051 101.4201 38.57204 15.97757 
1977 7113.501 209.8036 84.57462 37.29840 
1978 11983.10 335.9708 144.3543 6~84870~ 
1979 26694.75 545.2745 313.52551 151.07541 
1980 64214.70 1213.901' 860.3660 461.9980 
1981 1.52207. Q 3475.724 2645.784 1287.062 
1982 380248.7 9589.318 5050.,99à 4254~95~1 
19831 iI70652. 22949.84 8808.-663 7795.521 
1984 6847768. 115733.0 59032.00 49212.00 

, 

fncluding subsidiaries in which IDBH has over 50~ controlling interest. 
The SUII of Share Capital, Reserves, and Surplus. 
Including capital gains; including minority interest. 
Including capital gains; excludint mànority interest. 
Year IDBH was establish~d. . .' 
From here_onward, year ending December 31st. g. Reclassified. 
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'TABLE 2.8 0 

'0:-' , , 

Israel Discount Bank 

r. S,.' mi 11 ions 
" ------------------------,---------

Total Shareholders' Pretax Net 
Year Assets 

/ 
Equitya Profi t b Profitb 

,.-
-~ ---------------------- --------------
1950 
195i 
1952 
1953 
1954 
1955 
1956 

~ 

1957 
1958 
1959 . -
1960 
1961c 42.54623 1.448521 
1962 71.72339 1.736078 .!. 0.174529 ~ 

1963 . 97.22275 3.627948 0.539628 < 1964 
1969 
1966 
1967 " t-

1968 .... 1969 
1970 434.8980 7.234190 2.244183· 1.400619 
1971 625.9435 7.716835 5.258229 2,'992566 
1972 807.0625 Il. 71716 5.770000 2.980000 
1973 1003.700 16.09000 6.990000 3.640000 
1974 1639.297 28.76825 14.24606 6.562549 
1975 2263.800 40.06000 17.2000.0 6.270000 
1976 3364.220 61.42000 21.88000 8.380000 
1977 6543.730 128.6744 61.34350 22.11350 
1978 10879.07 169.5196 85.34690 34.07190 

• 1979 24859.07 318.7190 161.5580 97.70300 cO 

1980 0 48723.23 767.8530 364.0120 239.6520 
1981 109044.8 1991.426 253. 3100d 538.''8040 
1982 274781.4 6829.940 458. 4250d 1358.490 
1983 748160.4 16119.32 -4088. 126d 671.4560 
1984 4048525. 84499.00 -18351.00d 27604.00 

------------------------------/ 

a. The sum of Share Capital, Reserves, and Su~lus. 
b. "Including capi ta1 gains. 0 , 

,c. From here onward, year ending December 31st. 
d. Exc1uding the bank's share in subsidiaries' profit. 

o 
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TABLE 2.9 

Israel Discount Bank 
/ . 

( consolidateda ) 

r.S. millions 

Total Shareholders' Pretax Net r 
f'-) 

Yeal" Assets Equit.yb Profite, Profitd / 
J ---------------- ------------r 

1950 ( 
~ 

1951 
, 

-....... -
1952 , 
'19538 7.964926 0.162054 
1954 9.425889, 0.200214 0.031850 
1955 12.11893 0.210000 0.032662 
1956 14.95995 0.235694 
1957 17.02988 0.256544 0.03161Q 
1958 20.34411 0.285076 0.037655 
1959 25.91928 0.374540 0.044304 
1960 32.59819 0.676438 0.068805 
1961 

., 
0.097884 

). 1962 
1963 99.38562 3.644432 0.509093 
1964 117.7034 4.947661 1.101713 0.672607 
1965 143.2850 5.190486 1.058984 0.708994 
1966 167.0988 5.3~9565 1.050266 0.702266 
1967 217.8835 5.556391 1.110582 0.7715082 
1968 277.1094 6.479775 1.546939 0.911939 
1969 329.4729 6.885437 2.065770 1.270455 
1970 442.5852 7.330812 2.372608 1.475604 
1971 627.6329 7.905201 5.361694 2.917592 ." 
1972 944.8319 11.77429 . 5.97682ft 2.983791 
1973 1160.534 16.31475 8.545810 3.923459 • 
1974 1843.812 30.40757 18.60484 7.622599 
1975 2517.981 43.10355 23.94995 7.418616 

0 1976 3680.893 66.87399 30.54079 10.17103 
1977 7167.043 142.1229 77.98340 25.66750 
1978 12017.23 193: 7361 120.0230 42.12490 
1979 26895.34 318.7190 254.5230 9~70300 
,1980 64418.01 767.8530 591.2250 239.6520 
1981 151736.,5 1991.426 995.6330 538.8040 
1982 390629.0 6829.940 2227.774 1358.490 
1983 1166318. 15188. 9~ 2577.617 671.4560 
1984 6786681. 84449.00 45978.00 27604.00 , ---------.---------- -.... -

a. Inc1uding subsidiaries in which Israel Discount Bank has over 50% 0" 

" 
control1ing interesti exc1uding provident funds ~anaged by the b~k. 

b. The sum of Share Capital, Reserves, and Surplus. 
c. lncluding capital gainsi- in,eluding minority interest. 

( 
"d. Including capital gainsi excluding minority interest. 
e. From here onward, year ending December 31st. 

\ . 
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. 0 

Discount Investment CgŒo'r,ation 
1 

loS. millions 

Total Shareho1ders' Pretax Net 
Year Assets Equi tya Profi t b 

0 Profi t b 

1950 
1951 

~ 
1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 
1960 
1961c ,d 
19'62 
1963 

'1964 
1965 
1966 
1967 
1968 
1969 
IfJ70e 
1971 
1,972 
1973 

~74., 
1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 
1983 
1984 

3.072487 
5.462382 
6.738611 
7.265966 
lQ.27053 
14.11450 
20.04001 
25.70912 
40. 72474t' 
52.61350 
71.16285 
101. 29221' 
166.9193 
220.2695 

1.241698 0.149698 
J.969893 0.271127 
3.383657 0.407509 
3.436000 0.353203 
3.299697 0."328079 
3.318462 0.288884 
3.357657 0.366785 
3.434085 ,0.471937 
3. 779774f 0.458621t 

4.164942 0.855177 
5.915423 1.582916 
6. 280003f 1. 3162061' 
6.97~70 2.424915 
7~ 852447 2.821222 

0, 

a. The sum of Share Capital, Reserves, and Surplus. 
, b. Including capital gains. (' 

0.137198 
0.243627 
0.372009 
0."323203 
0.289996 
0.260855 
0.281285 
0.366937 
O. 417621t 

0.675677 
1,312916 
0.7762p6t 

1.284915 
1.371222 

c. Year Discount Investment Corporation W8S established. 
d. From here onward, year ending March 31st. 
e~ From here onWard, year ending December 31st . 

"'f. Reclassified. 
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TABLE 2.11 

C 
Discount Investment Corporation 

(conso1idateda ) 

LS. millions 
----------------0-, -

Shareho1 ders ' Total Pretax Net 
Year Assets Equityb - Profite Profi±d 

--------------------------------------------------
1950 

( 

1951 
1952 
1953 
1954 
1955 
1956 
1957 
11358 
1959, Il 

1960 
1961-
1962 
1963 . ',' 

~ 

1964t 15.07965 3.461266 0.417001 
1965 17.50359 3.507756 0.359269 v 

1966 23.06167 ' 3.389738 0.676410 0.311727 
1967 28.67070 3.437316 0.637313 0.296278 1 ; .~ 

1968 37.77328 3.501947 0.670553 0.302766 
1969 48.15615 3.719392 0.906679 0.463957 
1970' 67. 51657h 4.057651/\ 0.918154h 0.474928h 

1971 83.76910 4.521130 _ 1.436557 0.767246 
.1972 72.19213 6.057189 ' 2.096559 1.198518 
1973 104. 9990h 8. 692276h 2.068391h 1.517390h 

1974 172.0112 lG.72268 3.840915 2.716595 
1975 227.9286 13.60763 4.767757 3.358754 
1976 -351. 9011h '16.53362h 4.913160h '3. 63717Jh 
1977 542.4548 24.61079 9.947800 7.127800 
1978 856.8117 41.07369 16.51719 10.74719 
1979 1806.314 62.34190 34.51530 20'.78910 
1980 4452.551 156.7350 89.02000 65.32000 
1981 9484.388 470.9600 253.9370 221.8370 
1982 22704.45 1373.605 565.3910 500.6910 
1983 59580:45 4012.072 2086.114 2086.l14 '. 

1984 268787.0 19424.57 9669.660 9588.644 ' 

a. Including subsidiaries in whioh Discount Investment Corporation over has over 
50~ contro11ing interst. b. The sum of Share Capital, Reserves, and Surplus. 

c. Including capital gains: including minority interest. 
d. Including capital gainsi exc1uding minQrity interest. 

c e. Year Discount Investment Corporation was established. 
f. From here onward, year ending March 31st. t 
g. From here onward, year ending December 31st. h.- Reclassified. 
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, d. 

0 e. 
f. 

. . TABLE 2.12 

CIal (Israell. 

( consolida~eda ) 

I. S. millions 
--~-----------------------------

Total Shareholders' Pretax 
Year Assets' Equityb profite 

" fiet 
Profi te 

--------------------~-------------... _------t 1950 
1951 J 

1952 
1953 

< 1954 
1955 
1956 
1~7 
1958 
.1959 
196Q' 
1961 
1962e, f 
1963 
1964 ' 
1~65 
1966

0 

1967 
1968 
1969. 
1970 
1971 
1972 ' 
1973 
1974 
1975 
1976 
1977 
1978 
1979 
"1980 0 

1981 
1982 . 

_ 1983 
1984 ., 

2.3&2725 2.330304, 
5.301998 5.095707 
6.562295,' ~ 0 6.068375 
10.75744 7 :528648, 
11.68395 7.597925 
18.70318 7.802920 
28.37744 8.450642 
31.40755 8.870548 
53.46766 9.516463 
90.-95564 15.36746 
120.2466 20.23790 
198.2q,63 75.65925 
274.'5884 110.7080 

502.6642 57.50050 
807.2263 109.6937 
1458.092 190.7361 
3353.117 -456.0420 
8642 .. 380 1183.064, 
24003.51~ 3922.712 
68292.14 7031. 781'" 
381712.0 23824.00 

0.034122 
0.221423 
0.218100 
0.731798 
~. 707358 
0.825659 
1.119276, 
1.349582 
2~981999 
4.068233 
4.836936 
8.081304 
10.23896 

25.92460 
61.97640 
103.6907 

' 324.6430 
828.9070 
31'84.474 
4842.000 
25712.0,0 

0.028122 
0.18f)423 
0.190100 
0.591798 
0.564914 
0.778766 
1.004152 
r.194792 
1.'978210 
2.528895 
3.030281 ' 
5.234919 

,6.866771 

17.53810 
44.20240 
89.22190 
281.6990 . 
701.9BOO" 
2317.200 
~109.069 
13509.00 

----------------------~--------------
I~cluding subsidiaries in" Wbich C1àl- (Israel) has over 50% controlling 
interest. , 
The' sum of Share Capital, Reservès, and Surplus. 
Including capital gains; including minority interest. 
Including capital gains; excluding minority interest. 
Yéa~ CIal (Israel) w~ e~~ablished. 
From here onwar.d, yearO~hding December 31st. 
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TImQ~T!Q~1 O~BVIg~ ~ J.t!TE~!mIA!J.ON§ 

Between 1964 and 1982, the annual growtfi rate of Israel's real 

GNP fell from 9.8% to 1.4%. The yearly percentage change in the CPI 

(December ta December) rose from 4.5% to 131%. The share of mi1itary 

spendings in the GNP rose fr?m 9.3% ta 23.6%. The ratio of net foreign 

debt to the GNP increased from 30. T% to 97%, and the ratio of domestic 
, 

debt services to the GN? rose from 2% to 12.7%. 

FIGURE 3.1 
1 

~ 

-Bank Hapoalim, loor, Bànk Leumi, Discount Bank, Discount Investment 
çQrEQ~!iQ~ Cl~l irsra~ll - Ne! E~2fi!~ ~ ~-Percentag~ Qi gNP 

x ). 

3.e 

2,5 
!> 

2.1 .' 

1.5 
/ 

1.8 
~ 

8.5 

i.i 
19'4 " 68 79 12 74 16 18 88 82 83 y~a.l' 

ln t.he same period, the aggregate net profits of Israel 'S\ six 

biggest corporate groups,- Bank Hapoalim, Koor,. Bank Leumi, Discount 
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Bank, Discount Invest.ent corporation, and Clal (Israel.)1, wn"ich are 
«0 

further controlled by Israel's three largest holding groups: Bevrat 

HaOvdim, Bank Leumi~ and IDBH - rose almost ~igh! tirnes faster than 

the GNP, as can be seen in figure 3.1 above. We name these aggregate 

net profits 
., 

Israel 's ,...---- ~. To put the 
1 

magnitude involved in sorne 

perspective, let us aggregate the net profits of the 650 largeet 

corporatio~~ in the U.S.A.:2 th~500 largest industrial firme, the 50 

bigg~s~ comme~ial banks, the 50 biggest utilities, and the 50 largest 

retai{ers. We obtain what we name Q~§~A's 65Q.3 

TABLE 3.1 \ 

An Index for the Relative Size of the Big Economy: 
Israel Ver!Y! ~~~ 

u. S. A. ' s 650 Israel 's 3 

u. S. A. 's GNP ISTael' s GNP 

=:=;=:=========:============= 

r964 "3.6% 

! 1982 3.0% 

. , 1 

Source for IsraelJs 3 - TPEDB data collected from firme' financipl 

Soq,rce for U.S.AJs 650 -

.... 

--. 

reportf1-. 
"Fortune Directory", EQ!:1H!!~ July 1965, 
August 1~65 , 
"The 500" fQr1!:ID~,' May 2, 1983 
"Sevice 500" EQr1Y!!~, June 1983 . 

1. Mindr a~justm~nts were made in'aggregation due to fiscal/calendar 
differences. For further details, see ,page 110.' 
2. Industrial and retailing corporations are ranked by sales, while 
commercial banks and utilities by total assets. 
3: bath U. S. A' s 650 and Israel' s 3 are in current fi gures (US$ and IS) - . - -- --_--......- - ~ 
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Table 3.1 above comp~res U. S.!.A'!! §§Q and Israel' s ~ to the 

relévant nominal GNP figures in both countries. If our sample size is 

"appropriate" in each case, the resul ts give some indication of the 
o 

relat ive importance of a "representati ve giant firm" in each market 

(the percentage figures divided~yothe number of corporate entities). 

Relative1y to their local markets in 1964, an Israeli "representative 
1 

giant" was already 22 times larger than its U. S. A counterpart. By 

1982, three groups in Israel appropriated roug~ly the same percentage 

of GNP as did the 650 largest firms in the U.S.A. In that year, an 

Israeli "representative giant" was relatively 205 times larger than 

ita U.S.A,parallel. 

This relative ;devel~pment of the big economy in Israel is Most 

likely unparalleled ~ any of the other developed capitali~t 

cO~ies. However, th~ que~tion still remains: are their relevant '( 

<theoretica,l explanl),tions. that link macroeconomic 'Phenomena like 

,stagflation, Gov~rnm~t military expenditures, domestic and external 
, " 

debt from one side, and the growth of these three holding groups from 
! 

the other? Cao such theoretical links be further substantiated in a 
\ 

, quantitative analysig? 

• 

1 
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A. ~ Theoretical Qverview 

Our ventage point is based on severaI theories related to the 
o 

Marxian antinom~ of overproduction-undereonsumption, ,and_ to the 

cent~alizationieoncentration of capital under modern capitalism." 

Written in the first six de cades of the current cent ury , aIl thes6 

theories laek 

understanding 

certain essential features required 

of several phenomena which ~ose during the 

for the 

1970s and 0 

1980s. F~ther, they aIl relate pii~~riiy to big capitalistic 

economies (commonly using the U.S.A as a case study), and thus, are 

not readily'applicable to the Israeli case. Howevev" the general 

pri~cip1es suggested in those theories tog~the~ with few important, 

amendments, might prove illuminating for the study of the Israeli 

economy, and also for the role the United States has come ta play in 

it. 

Probably the first author, ta include the 'degree of monop01y' as 
, ~ 

a èentral element in a macroeconomie model was Michal Kalecki in his .., 

1939 article "The Distribution of the Na;tiona1 Income" and in "Cost 
o 

and Priees" original1y published in 1943 (both are reprinted in 

Kalecki, 1971). Ka1ecki differentiated between demand-determined 

pri7 associated wi th raw materials"" industries 

prices associated with fini shed goods industries. 

and cost-determined 

Starting from the 

analysis of eost determined prices for one firm, he successively 

developed his resu1ts fOF the industry, and fina1ly stated their 

relevancy for the distribution of the national inéome.' 

" 

't 

Essenti~11y, the main assumptiob ~or the finished gooda eector ia 
\ 
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of an almost-horizontal short run prime cost curve in the relevant 
.\ 

range of p,roduct ion. In ihis range the marginal and 

curves coincide; further, the ratio between total 

averag~st 

product ~ue 

(overhead, profits, wage bill, and raw materials cost) and pri~e cost 

(wage bill, and raw materials cost) ia equal to the ratio be~ween 

average unit priee and average unit prime cost. ~ 

, This scheme is incompatible with the results of perfect 
1 

competition (priee equals marginal cost) which could hold here only if 

profits SUd overhead sum up to zero. Otherwise, the ~elations between 

priee and unit prime cost are a·reflection of the 'degree of monopoly' 

in this sector (Ka1ecki, 1971, p. 45). Kalecki further established 

the relations between the degree of monopoly over aIl the economy and 

the distribution of the national income: the higher the degree of 

monopoly the larger is the share of overhead and profits in the 

national ~in·come. 

Kalecki rejected the Ne~classical premise, accordirig to which a 

ri se in thè capital/output ratio, seteEi~ ~~ib~, will raise the 

ratio of priee to unit prime cost. This will occur, according to 

Kalecki, only inasmuch as changes in the capital/output ratie affect 

the degree ~f monopoly <iÈid, pp. 52 - 53). On the o~her hand, Kalecki, 

identified th~ process of concentration of industry and the creation 

of the giant corporation, as the foremost important faètor raising the 

degree of monopoly <i2lg, pp. 49 - 50). 

, The 'degree of monopoly'- concept, its impact on in come 

'. 
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distribution and, thus, its indirect effect on national income 

determination, appear in Kalecki's writings mainly in the discussion 

of the business cycle. It was these booms and busts, or more 

appropriately their apparent disappearance~ whi~h (among other things) 

led Baran and Sweezy, more thân two decades later, to publish their 

essayon ·monopoly capital'. 

While Kaleckiowas dealing with cycle theory under the impression 

of the Great Depression, Baran and Sweezy in MQllQ2Q!Y Ç~Eit~l (1966) ~ 

tried <to explain two decades of an almost uninterrupted prosperity 

following the Second World War. Acc,ording to ,Baran and Sweezy, the 

Marxian economic .. theories of the time were ill-equipped to explain 

that prosperity as they did not acknowledged the .qualitative shift 

from a competitivé' capitalism to what the authors named ·Monopo1y 

CapitaHsm' . 

In its e~sentials, their argum~nt develops as, follows: The 

dominant economic unit in the Unit~d States economy ia the gian~ 

corporation, the focal point of which is the productive proceas. 

Unlike Kalecki who dealt mainly with ~,20S! relations between unit 

price and unit prime cost, Baran and Sweezy tried. to further identify 

the mechanism by which these relations are.determined. 

Under the impression of price stability o~ the 1950s and 1960s, 

Baran and Sweezy claimed that the dominance of oligopolistic structure 

generates a significant downward priee rigidity (or even a moderate 

upward price hias). The main dynamic element in price-cost relations 

i8 the developm~nt of producti vit y as a primary weapon in :non-price 
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competition among industrial oligopolies. The net"result, given the 

ab ove scheme, is of "continuously widening profit margins .•• 

[whichJ ... in turn imply aggregate profits which rise not on1y 

absolutely, but a~ a share of the national productIf (Baran and Sweezy, 

1966, pp. 71 - 72). 

While political economists of the nineteenth century, like 

Ricardo and Marx, 
. ~ 

were concerned with fall~ng rates of profits, under 
'+ 

the âifferent conditions of the twentieth century ft· if we 

provisiona1ly equate aggregate profits with society's. economic 

surplus 1 we can formulate as a law of monopoly capi talism that the 

surplus tends to rise both absolutely and relatively as the system 

develops" (i~igt p. 72). 

The surplus is mostly appropriated by the indus trial giants and 

"nab1es them to' achieve financia1 independence from lexterna1' 

financial institutions. This, in turn, removes the inherent industrial 
<:'1' 

instabi1ity associated with speculative activities of the financia1 

linterest groups' that dominated big business in the turn of the 

century (cf. Veblen, 1904). But far from as~uriDg prasp~rity, the 

tendency 
\ . 
of the surplus to rise threatens the United 

f 
states economy 

wHh chronic stagnation (Baren and Sweezy,_ 1966', p. 76). Absence of 

sufficient ways for l~bsorbing' the rising surplus (or ri~iDg surplus 

potentia1) is seen by the giant corporations as a 1açk.of investment 

oppQrtunities, which causes them to reduce economic activtty, and 

eventuatly leada to a reduction in societr's surplus. On the other 

band, ·the tendency of the surplus to ri se might materialize, given 
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adequate ways of absorbing or crealizing' it. Indeed the prosperous 

experience of the 1950s and 1960s is explained by the authors along 
, 

these lines. Their main claim is tpat the Most effective means to 

counteract stagnation tendencies are the ~~!~ful ~~E~ngi!~r~! (also > 

priyate, but mainly public). By directing resources away from the 

reproductive process (by "wasting" them), those expenditures enable 

the creation of the surplus without further enhancing its tendency ta 

rise. Among the wasteful expenditures, ' the large'st Single item is 

Baran and Sweezy published their book in 1966, the year in which 

üthe Vietnam conflict exerted its initial impact on the United states J 

economy yia military spending. In that year military expenditures 
1 

constituted less than 8% of the GNP,~ but account~d for about a 1/3 of 

the ann'ual increase in the GNP.l Almost a decade èarlier 1 in 1957 t 
J 

-
Shigeto ~suru published an article in the Japanese journal ~~k~i which 

he na!lled: "Has Capitalism Changed?" (This .~rticle was subsequently 

i~luded in a 1961 book edited by Tsuru and carrying the s~e name.) 

':Looking' at the U. S. A, Tsuru' s focal point was an empirical 

investigation of the "offsets to saving" which he equated with aN the 

GNE components excluding personal consumption. 

As far as savings were concerned, T~uru inspected the gQŒQr~i~ . , 
rate of Erofit (the ratio of reported net profits to shareholders' 

equity) and the rat,!Q Qf g2!J2Qrat~ !!y!!!g !.Q l~ grœ (corporate saving 

= undistribu~ed profits + deprèciation and depletion .allowances). The 

1. U.S. President (1982) .EcQ!!Q!!ic Report of lhe f~!g~nt . 
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data indicated that both corporate profitability and the share of 

corporate saving in the economy were substantially and consistently 

higher in the post-World War II years, 'than in the prewar era. Tsuru 

claimed that these higher ratios could be sustained - and stagnation 

or crisis thus avoided - only if tha GNE components which "offset" 

savings would grow fast enough to maintain their relative share in 

national expenditures. 

A more detailed analysis of those offsets to savings, led Tsuru 

to conclude that both private capital formation and net exports were 

• already at near-ceiling levels relatively to the GNE, and would 

probably be lower in the comi~~ decade. Civilian government spendings 

were also containe~ by obstacles imposed by private interests. The 

only dynamic elemehts were the vartous items of "institutionalized 
1 

waste" 1 of which ~i!i tao: !œ~ngi!!g ,",'en"' by far the largest. The 

difficulty lay in the fact that, by 195$, military spending already 

amounted to 10.2' 0l,GNE: 

Il if the D.S. economy !!~~ that relative figure,' of ten 
percent as an offset to saving for. the prosperity level of 
economic activities, it would mean that its defense expenditures 
will have to amouot to 56 billion dollars ten y,ears from now when 
its gross national product is expected to rise to the level of 
560 billion dollars. We must say (and we should like to say for', 
the sake of world peace) that it is rather questionable if the 
United Statès can spend on defense as much as 16 billion dollars 
morelthan today ~n 1968" (Tsuru, 1 1:961, pp. 27 - 28, emphasis in 
the original). • 

" 
It appears that Tsuru waa right. That level of military expenditures 

could not be "institutionalized" in peace time. By 1968 t~e United 

States~w8$ wèll into the Vietnam war. 

.! 
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B. The Case of Israel 

The above theories suggest that underconsumption overproduction 

tendencies are intensified by the rise in the 'degree of monopoly' 

(Kaleçki) or in general,. by the qualitative shift from a competitiv~ 

to an oligopolistic industrial struct~re (Baran and Sweezy). The 

"insti tutionaliz~d waste" is the force counteracting the enhanced 

tendency for stagnation/crisis. Among the various fOrDlfS of 

- institutionalizeœ waste, armements are the Most prominent. Since they 

entail very large outlays, their production hardly reduces their 

scarcity, and they do not compete with private capital - military 

expenditures enable the government to best serve p~!!1s~1~r business 

,-
~nt~rests (the large corporations), and to propel Q~!~!! economic 

1 
activity, at the s~e time (Baran and Sweezy, Tsuru). 

1 

However revealing, this scheme is insufficient to explain the .. 
c of Israel for it is primarily occupied with the productive 

it devotes little attention, theoretical or empirical, to 
! r 

ca~ital, and further, it is mainly concerned with a closed system. 
1 

As described in the first chapter, the Israeli stock market- and 

the domestic debt, gatÎlered momentum from the early 1970s. The rapid, 

expansion of this so-called "financial capital" was, in a sense, 

inversely related to developments of the underlying domestic 

"productive" activity. A similar scheme had be~n partially anticipated 

by Thorstein Veb1en in The Theory of Business Enterprise (1904) and in 

The Vested Interest and ~ Common Man (1919). Veblen identified 
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conflicting interests between industrial activities that profit fram 

cODIIIIodit y production and the so-called "speculative" business 

concerned with credit and manipulation of capital values for capital 

gain. The "artÜ'icial" inflation of financial capital makEts comm~dity 

production decreasingly attractive y~~ ! yis financial ~nvestment; t~e 

flow of capital out of "production" and irtto "finance" enhances 

capital inflation and widens 'the gap between capital values (and 

capital gains), and underlyi~g earning capacity from industrial 

activity. Since capital values ~ust ultimately be based on this 

underlying earning capacity, capital revaluation and crises threaten 

society. However, rapidly increasing productivity of the "machine 

process" does not let the gap between capital values and earning 

capacity grOW sufficiently wide to trigger a crisis. Another 

counteracting force is provided by the government's colossal waste on 

armements, and the conspicuous consumption of the leisure class. Under 

these circumstances, the crisis is avoTded only to be replaced by a 
/4 

chronic industrial depresston in the midst of "financial prosperfty". " 

Veblen makes the intere~ting,suggestion that monopolization might 
1 

become a "positive" factor in counteracting stagnation, at least in 

the -short rune It enables commodity price inflation, which raises 

profitabiHty in the productive process and, t'bus, lures capital back 
/ 

into production. 

Developments in Israel appear qui te similar, but for somewhat 

different reasons. For Veblen, credit expansion and the inflation of 

capital values result fram ~fiti~ emong bUsinesses. The expansion 
\ 

of the Israeli stock market 'and the growth of its domestic debt, in 
\ 

, contrast, have been associated with a coalition of three holding 
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groups and the Government. Thus, capital values have not been subject 

to revaluation in light ~f the underlying earning capacity of the 

Israeli industry. Even the collapse of the stock market in 1983 has 
j • 

,~ 

nol: been a reflection of such a revaluation. The "autonomy" of those 
~ 

capital values was manifested when the Government , reversed the 

collapse and turned the stocks into public debt. 

Under such conditions, profitable industrial activities are only 

those which assure an expected return/risk combinat ion superior to 

that of the stock market or the government debt. If we take into 

~ ~ -
a~èount the fact that no !~~ are levied on capi~al gains in Israel, 

the choice, among al ternati ve investment 
..... (~ , ~ strategies becomes quite 

limited and is increasingly associated with one or more of the three 

following features. 

(a) Spheres of production in which the government's s~Ei!~!· 

and t~ing ar~!Bgem~n!! are highly favorable to 

participants in these spheres. According to a recent survey conducted 

by Prof. Haim Levi of the Hebrew University in Jerusalem, this was the 

case for a sample of 13 industrial companies, aIl of which where 

subsidiaries of Israe1's three largest holding groups. Between 1971 

and 1980, these companies had an average effective capital cost of 

-18.4~. Due to a combination of the average effective nominal tex rate ---.-

of only 30%.and subsidized capital allocations, these companies could 

obtain a 18.4% net rate of return on investment before production even 

started (HaAret~1 June 16, 1985). 
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(b) An industrial strategy of §!~gfl~!i~i that is,. stagnating 

industrial production coupled .with rapid inflation. The sfâgflation 

process in Israel is somewhat intricate but its essential features can 
/ 

be outlined. 

Contrary to suggestions made by the academic school emphasising 

'Rational Expectations', Israeli workers did not seern to develop 

successful expectations pertaining to future rate~ of i~lation. Even 

if they did, their forward-looking expectations were rarely reflected 

in wage settlements as the wage rate was always indexed to the !~~t 
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Figure 3.2 is a ~1~ris ~rib~ description.of wàge and price 

changes (assuming wages ~re the sole production costs). If wages and 

priees cliange at the same rate, inflation is indeed "neutral:' . The 

price/wage r~tio is sustained at some "nonnal" level, and the pl"ofi t 

integral is the "ordinary" profit. Otherwia.e, inflation lS not 

neutral . 
. , 

Israeli 

,changes 

1 

As far as pric~ makers are concerned, the ~atil:ale of the 

~inflation is evident. Wage chauges are discrete hile price 

are continuous. Thus, <even if wages are fully indexed to 

priees by the end of each perioq., an integral 2i .!nf],!!J;i2!!!!X l?!2fi.t 

is still redistributed from workers to empluyers due toO this wage-

" price lag. 

" The' Israeli Government has a significant role in the process. 

Many of the price~ are government-regulated, especially those of 

subsidized commodities. The Government also sets owage indexation 

patterns through wage contracts with its 90,000 employees.' Finally, 

the Government controls the adjustment of income trui brackets to' 
" 

inflation. The extent to which the Government encourages priee 

increases or prevents full indexation of wages is positively related 

to the integral of inflationary profits. Its tex share in this 

integral is monitor~d by the degree to which tax brackets are adjusteœ 
. . 

to take account of price changes. 

~~nsidering monthly priçe increases from 10% to 50%, for" which 
1 

emplorees are only partia11y compensated at the end of each period, 

the inf1ationary integral might be ~n: !!!rg~. The time Bpan between 
, , 

1 

• s~s~uent wage adjustments iB a1so positively related to the siz~ of 

,.. , 
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the integral. Only in 1984 W8S thet this time span reduced from a 

quarter to a mon th, 
J 

elthough a three-digit annual rate ~f inflation , 
hed been experienced since 1979, and two-digit rates experienced since 

1970. Of special significance is the fact that the bulk of those 

inflationary profits are appropriated by the Government and a few 

other business groups th~t eVlp10y wall above half of ~ the Israeli 

l~our force. Tne result is a rapidly growing and 
~, ~ ~ .... ~ " , , 

1,. "'" 

'!-

highly-centralized 

capital accumulation. .. '-fJ-! _et 

The other side of the inflatiorlary accumulation appears in the 

form of stagnatirig mass consumption confined by the appropriation of 

the inflationary integral from wage income (as well as a secu1ar ..... ' -;' 

. '. \ 

decline of real wages). Thûs, the ~ inf1~tiormry ttrecesSo :te ~ecf)ssat:i l y '. 

",. . 
'- , 

Curtailing the utass-consumption part of "a.egate ,çt.~and" need 
~ "\0( 

not reduce inflation as a demand pull rational might suggest. ~ The 
\ t;I 

expansi~n ?f the l~ry commodity market (associated with inflBtionnry 

profits) offsets p t of the decline in mass consumption, resources 
• • 

are further diverted f om civilian to military production, and, most 

importantly, inflation~ry accumulations originating in production are 

Noffset", or absorbed, by the stock market and the public debt, wtrteh, 

unlike wages, are fully indexed to inflation. Thus the rationale of 

inflation comes to a full circle. This was clearly demonstrated when 
~ \. 

the Government, in its recent attempts to combat "wage inflation", t 

\ 

sbpgbt to devise Qosecond price index. This new price index, it was 

suggested,' wou1d be l~er than the official one and would for.m the 

basis for aIl indexation in the market. The Histadrut (the labour 
1, 
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union, Bevrat RaOvdt.) immediately accepted the suggestion expressing . ~ 

the workers"contribution to the 'national interest. It teok two days 
1 

for the suggestion to be removed after strong objections were voiced 

by those groups'holding much of the CPI-indexed national debt. Those .. 
8!me groups are also Israel's biggest employers who stood to gain from 

o 

such a chang~ in the_sphafè of produetion. Their objection gives some 
~ 4 

indication of the importance of inflation for "indep~dentfl eXPB.Jlsion 

of tbelr capital values. ... ' 

'-, 

{:--- '--

(c) The final alternative investment stratêgy, and by far the 
Q ( 

Most important, is that of ~r!~~nt Erodyct~n: In the Israeli case, 

the analysis is more complicated than initially assumed in the. 

t~ories of TSJlru, Baran and Sweezy, and Kalecki. Since the "degree of 
~ ':-----'--..,.' 0:. ~ .. 
monopoly" in Israel detennines capit}al values i~d~J2~nd~nt'!y \f.r.Q!! 

J2r.Qgy~!.i.Qn, "institutionalized waste" is needed as an investment 

out let not onli for surplus accumulated from production, but a1so for 
• cJ 

."autonomously" growing capital values. The iI1terna~ional circumstances 
• r , ~ 

within whicn'fsré.el )has developed, made anname~production the most 

important sphere '"and faciliated greatly the 

"institutionalization" of waste, known otherwise as the Sec~i ty 

Budget. 1 On the other side of the Security Budget ~tand the same three 
~ 

groups thaï control the stock market, the national debt, and the 

civilian economic aètivity. -rt is mainly their capital which is being 

absorbed into military production. Thus, the link between armaments 

and prosperity, ,which was made ~y Tsuru with respect to 
L 

the United 

1. "Wastetl is used here to denote the channeling of resources away 
from the reproductive proces~. See also page 80. 
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States, neetl' not,' ho1d in Israel. Mi li tary spending cou1d act as a 
, 

"pr.osperity multiplier" in a relatively segmented market. ~ structure, 
. 

where different firms operate in different "sectors". In Israel, 
1 

however, such segmen,tation do es not exist and military spending 

enhance stagnation tendencies rather than prosperity. lsrae1' s holding 
( .. 

) 

groups dire~t capital among their various spheres of business 
1 

aétivities; in some of'which spheres, they have a sub~tantia1 impact 

on prof~tab~lity. Thus, a profitability .rise stemming from the 

milita~y'~ector which is main1y associated with its expansion, f~!~rl~ 

Pi!riQ~, will spur stagflation in dviUan production unÙll the point Q . 
, 

at which rates of return on the two investment alternatives (military 
1. 

and civilian) are "equiltbrated". 

Things, ate even more compl~~ated when we consider Israel as an . 
open system. F?reign trade, transfer payments, and capital movements 

were nevel' made central by the above authors. They must, however, 'be 

carefully considere,d in the case of Isra~l, j~ere net imports .~ount 

consistently to 10% - 20% of the GNP. ' The rnCUl ty lies in the fact 

that the generation and absorption of surplus cannot be fully , 
understood by considering Israel in isolation. 

Israeli "needs" for the "U.S. Government Assistance" (comprising 
~ 

'\. 30% of total capital imports in the early 1970s and ovel' 70% in the 
• 

early 1980s) are tied to the rate of expan~ion of Isr~el's major 

holding groups vi~ direct capital allocation, or indirect1y through 

the multiplier of military imports on d~estic armement procurements. 
\ & 

Of no 1esser importance nas been the supply side of this cap~tal f~ow 
- ? ,/::) 
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- in particular, the prOVlSlon of "offsets" to the savings 

corporat\ons in;the Uni~ed Stat~ especial~ that are 

oriented. Theae Iater considerations are raiséd again 
1 

cofcluding cha~ter. 
l ') , 

of large 

armement 

in the 

.Since a thorough analysis thet encampasses those complication~ is 
6. 

outsideNt~e scope of this work, we conclude the theoretical discussion 

with the identification of some of the main problems: (1) The concept 

of "capital", (2) The mapping of surplus" and capital movements. 

1. 

According to mainstream macroeconomics, the definition of'capital 

~ has to do with its productive capacity. 
• Q 

Slnce output has, numerous 

qualitative o cliaracteristics, the central problem is to'convert them· 

into comparab~ quantitative frnits. 
~ 

In the general procedure. to 

construet quantity and priee indexes recommended by the U.N. we can 
\ 

Il) read: 

p 

" 'n 

, 

.: :'10' 

"Finst it is necessary to clarify variables (attributes of the 
product] according to the rlegree in which they possess one or 
more g~!ir~Qle 2rQE~r~i~!. These properties should be so 
formu~ated that their validity is as far as possible ~1~~1~!! 
[ .•. ] Second, it is necess~ to estimate an average priee for 
each variety in the base period, or more generally, to find !h~ 
relationship between quality factors and ~rice in the base period 
[ ••• J Finally, it is-necessary to enumerate or measure each 
variety in subsequent periods, or more genera11y, to ~~~~~~~ the 
degree in which the various quality factors are present in tho~ 
periods" (United Nations, ~ ê~!i~ Qf ~~~iQ~~l ~ffQYQ!!, 1968, p. 
65, emphasis added). 

Since the identification of "timeless desirable properties" of a 
f) 

factory (or its output) and their (equilibrium) relations to ~ri7es is 
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a somewhat difficult t~sk, the U.N. suggests a practical alternativé: 

"Capital: The aim here should be to measure the gross capital 
stock of fixed oapital in different activiti'es at constant 

\ --------
~placement ~Q~!. This is one of the measures of capital stock 
usually made in perpetuaI inventory methods. This method consists 
of: accwnulatin'g gross fixed capital formation usuallv subdivided 
by typé of asset, on the initial capital stock similarly 

'suodivided; reducing the components to their replacement cost ,in 
the base year; and allowing for components retirèd, scrapped or 
destroyed, usually by reference to assumptions about average, 
normal lifetime and information on destruction from insurance 
sources" (.!big, p. 63, emphasis added). 

The implicit assumption is that changes in replacement costs (i.e. 

~ 0 capital outlays deflated by the appropr;ate index of input prices) are 

a good approximation to quality changes, or changes in 'the productive 

capacity of machines, plants, etc. (cf. Griliches, 1971, p. 14). Yet, 

even if their outputs could be compared, it is still unclear why a 

factory con~tructed with X units of "real" labour in 198d, f:~!~!.!~ 

" p-ariQY§, lias half the productive capacity of a plant constructed with 

2X "real" labour units in 1950? 

... However, the validity' of th~ heroic assumptions made in 

constructing capital stock indexes is not in itself a guarantee that 

these indexes a~propriately represent actual produètive caRacity. The 

~same machines producing at a high operating rate in 1928, stood idle a 

year later after Black Friday of 1929. The productive capacity of 
\ 

Sole1 Doneb ( of, Hevrat HaOvdim group) did not increase bet'ween 1966 

and 1967 as a result of huge capital outlays but rather due to th~ 
\ 

1967 War and the re-employment of idle labour and equipment. When the \ 

three largest Israeli banks raise the long term lending rates, no 

machine is physically scrapped but productive capacity might decline 
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following plant closure. 1 AlI these changes. commonly appear for the 

'" .. 
~. macroeconomist as eXQgenously triggered .shifts of the agg~egate 

production functi~n. Alternatively, these changes are reflections of 

~ 
the !oct~l QrHarti~!iQn of capital and production. 

• Q 

To summarize, the capital stock index of macroeconomics is 

concerned with a quantitative measure of EPysical, or "real" 

productive capacity. Howaver,. this index do es not properly reflect 

capacity to produce since (a) the theoretical methodology of turning 

qualities into quantikies is largely arbitrary, Cb) the actual 

procedure of constructing the index has very little to do with the 

theoretical formulations, and Cc) the dependence of productive 

capacity on social organization is not incorporated into the index. 

"Dut ev en " if these difficulties were somehow overcome, the question 

still remains: is productivé capacity"the only important aspect in'the 
G , 

discussion of capital? 

~or IDDRi Hevrat HaOvdim, or Bank Leumi, what matters is the 

~~!y~ of their capital and its rate of expansion. Thus, those groups 

are concerned with expected profit and risk associated with 

f al ternat ive inves tments 'or "bus iness moves". These have nothing to do 

with the physical character of capital. A $1 million investment ln 

government bonds or in a speculative stock deal, are on the sarne 

1. Note the exclusion of the banking financial a~ets from the capital 
s~ock measure (~nited Nations, ~ §yst~ID of National ~~~Q~!~, p. 63). 
Since these assets are "only" claims against physical capacity already 
included in the capital stock, the importance of banking ôrganizations 
to production is reduced to the "faciliation of transactions". 
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indifference curve for corporate i!ortfolios with a similar. inves.tment 

in a food pro~ucing plant, given an identity between the associ8ted 

combinat ions of expected ri~k/profit. The capital commanded by IDBH 

contains buildings, machines, stocks of commodities, 'but 81150. 

government bonds, corporate shares and debt, and a whole list of other 

"promises "0 pay". AIl these appear on the assets side of the balance 

sheet. What is of interest to IDBU is the liabilities side\ Here we 

find the distinction between debt and equity. ) 
\ 

From à !~g~! perspective, the capitalist is conserned with equity 
o 

only (shares and retained earnings). As far as the QE~t~ii!!!! • of. 8. 

business institution is concerned,' ,t1!e fonnal demarcation between 

owners rnd debtors is of much lesser importance. 1 Important is the 

totality of resources that operate as one capital, and the in!~E~E!i2b 

of this capital with similar.capital of other institutions. If we 

examine modern business concerns like the Israeli holding groups (~r, ~ 

for that matter, multinational firms like Exxon, IBM,' United 

Technologies or Citicorp), their owner's equity size (whether absolute 

or relative to total assets) is little ind~t~on of their capacity to 

operate and expand. ~For·that matter, the accounting figure of !Q!~l 

~~~!~ is of a gr~ater significance. Similarly, the distinction 

.. between "~ctive" ownership ~i~ shares, and "passive" involvement 

through debt is ~ot very revealing. This was already -stressed in 

Veblen (1904, cf. ch. 5, 6) and ia clear even -when we observe simple 

reciprocal corporate structures. A parent company, controlling 100% of 

---------_. . 
1. We abstract from difference~ dividend distribution and a1ike. 
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its subsidiary's ~hares, migHt be' subject to the.discretion of an 
l' 

" institutional investor or a bank holding the rest of its liabil~~ies; 

Yi! corporate bonds and ~ebt. -":lso, a' parent qo'n>oration can reduce 
(", 

( -
its direct share ownetship in ~ subsidiary while raising its d~bt_ 

, (. 

holdings in\~t, without al~ering effective 'c?ntrol. 

. . 

Clearly, , the 

amplified "double 

balance sheets of thepig. economy- ~nclude an 

counting" Sinc~ pri vate credit i5 considerJ'd in 
1 

mainstream eçonomics as "inside money" and, thus, nof part of 
1 

1 

"weal th" . (This is in a striking contrast to the public debt or money 
'. . 

'notes pr:inted b'y the government. Unlike priy,ate debt, these promises 
'l' .. 

are considered as "outside money" and thus included iri, "wealth".) 
. 

This "double counting" can be viewed as a "data imperfecti~n" to be' 

corrected. It could,~lso be the subject of an i-lllijllinating study of 

reciprocal relations between large corp~~ations. , Such an attem.pt.. was 

made, fpr exam\~, br Yus-aku Futatsugi (1973) in his analysis of 

corporate interrelations in Japan. 

.. 
, 

0 

If the behaviour of giant corgorate groups is a determinant of 
" 

" ~ 

macroeconomic phenomena in mède~ markets, at~tion must ~e devo~ed 

td the size and structure. of their capital. For t~t matter, the 

measure of "real" capital stock or productive capaci ty are of a 

limiteQ significance. A more fru~tful direction is the structure of 
\ 

bus~ness concerns . 

> 
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2. The Mappinl of Surplus and Capi ta! Mov8!ents 
o 

\ 
"' , 

Figure 3.3 below is a higbly ~bs!r~g! description of important ,-

fact'ors in the pr?cess of concentration and c~ntra1ization of CaPit~f 

. in Israel~ ~d,m8c;oeconomic~henomena int~grated within this process. 
J , "- f 

# \ I~ light of the limited scope of the present work, we give a b~ief 

account of several features of these factors only. 

,(a) Wage compression and ihflationary accumulation. The main' 

diffic':11 ty -facing.~rurther reseârch is acquisition 'of adequate data. 

EmploYment in the Israeli industry is highly concentrated. In 1980, 

46% _of the ,tIorkers were einployed by 150 es'tablishments (1.4% of a11 

establishments), which were further controlled by far fewer corporate -
groups. Thus, wage data are relatively accessible. The National 

Insurance Institute and the Central Bureau of 
o 

\ 
Statistics collect 

monthly data from aIl employers. B~t publications of moqthly wage data 

detailed by occupation, do not exist. To ~tudy the integral of 

inflationary profit, \ we need to distinguish between' production 

'workers, clerical empl~yees, managers, and executives, which are a11 ) 

reflected in the "average monthly wage" figure. For that matter, a 

more detailed brèakdown on an annual basis,is of no help, 3S it does 

not refl~ct t~e impor~an~e of wage/price fluatuations within the year. 

the share of the government in the inflationary profit 
\ 

integral yi!! wage taxaÙon, cannot be analyzeli. 

source ~~ comp~lso~or wage-earners, and thus the 

Tax deduction st 
) 

mfst comprehensive 

dàta on' net wages are compiled by the Income Tex Commission. 

,~Nevertheless, nô net wage figures are publicly available in Israel. 
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FIGURE 3.3 
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Cb) Th~ Domestic National Debt. The ownership, or holding 

distribution, of the National Debt (estimated at US$ 35 billion by 

19~ is confidential: 

Cc) Taxes and Subsidies. . These are other important devièes 

through which the ~urplus is divided between the Government and t~e 

big economy. They also have a powerful impact on concentration and 
"\ 

centralization due to thelr blas in favour of the big holding groups. 

Finally, they influence the allocation of e~onomic r,esources, 
, 

, especially by favouring financial to productlv~ investment Yl~ 

"negative taxation" on capital gains. Tax/subsidy data broken down by 

~orporate group are unavailable. 

... 
(d) Other areas of interaction. Property rights, privatization, 

dire~t allocation of capital imports, and most ~mportantly,' mllitary 

and civilian 
( 

government orders aIl present simllar data problems. 

Total figures are sometimes available but they are wlthout furthe\ 

breakdown by corporate institution . 

Ce) international links. The two horizontal solid lines across 

figure 3.3 represent the "demarcation" between Israel and foreign 

elements. Here the flows are mainly to and from the Israeli 

Government, fron't which data are generally available. As for other 

capital outflows from Israel (mainly from the big economy and the' 

black economy), the gaps in the data are substantIal even for grand 

totais. To illustrate, between 1979 and 1981 over US$I.5 billion were 

"le~ing" from Israel' s Balance of Payments accounts, as revealed by 
\ 
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the "statisticai discrepancies" figures for those years. 

(f) Capital and income data frOJll cor.porate sources. The 
1 

collection of data from financial reports was aiready dis~us~ed at 

sorne length in the second chapter. Here, we attempt to assess the 

validity of the data and its suitability to the study of Israel's big 
i 

ecol'lomy. 

According to Aharan Dovrat, the ~hairman of CIal (Israel): 

"The accounting rnethod in Israel has gone bankrupt [ ... ] In the 
CIal grQup, four financ1al reports are prepared: nominal, in V.S .. 

,dollar, adjusted to inffation, and a financial report for tex 
purposes. Neither of-these is capable of Teflecting the group's 
condit ion" Œ~.r~.!~, April 13, 1984, trans.) 

~owever: these financial reports are the Q~ly available data source as 

.far as corporate incorne and capital are concerned, and they are the 

on es to be used used in the preparation of the national income 

accounts (U.N. A §y~.!~~ Qi H~.!iQ~~l Accounts, 1968, pp. 81 - 82). 

Since the Israeli national incorne has not ,been mapped for years 

subsequent to 1954 (see page 4), these problerns did not constitute a 

major concern for Israel macroeconornists. H;wever, as- we intenù to us~ 
, -' 

,sorne of the corporate data provided in Chapter Two,' their evaluation 

is a prerequisite. In this evaluation we do not attempt to provide a 9 

~horough review of the accounting methods of financial reporting, but 

rather to highhght the main difficultieSl that arise in the IsraeU 

circumstwlce. Thes~ .fall under three main headings (i) consolidation 

principles, (ii) instability of the money unit of rneasure, and (iii) 
• 

reliabili tr of repoJ;"ts. 
~ 

<b 
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(i) Consolidation principles. Large corporations in Israel 

coriventionally consolidate their accourits only with "subsidiarles" in 

wh~ch they hold over 50% of the voting shares. The r~orts of other 

"affiliated" companies are not consolidated with the parent '9 

accounts, but are reflected in them on an equity basis. The ra~ionale 

behind thls consolidation conventIon is fully accepted by the n.N. in 

its reconunendations for identifying the transactors of, the Incorne and 

Outlay and Capital Accounts: 

"For most purpose:;J, the transactors wanted are those who 
im!.~.u~~ng~!!.!:ly d:i:rect and manage the receipt and disposition of 
incomer the ,accumulation of property, and borrowing and lending. 
This leads to statistical units consisting of families of 
incorporated or quasi-corporate enterprises which as a rcault of 
ties of ownership, are con,trolled and managed by the seme 
interests. Using the èfamily of entities will also avoid showinl{ 
formaI transactions and links between the ent i tIes, WhlCh ote !!Q.t 
meani!!gf~l ~~Q!!Q~if~lly. The families may be defined n~ 
consisting of the entitIes, the majority, that is 50 pel' cent or 
more, of the equity Cshares or other forms of capital 
partIcIpatIon) aÏ each aÏ which ,is owned by the sarne Interest" 
(United Nations, ~ §y~.!:em Qi N~.!:iQ!!~l'~ffQ~.!:~, 1968, p. 81, 
emphas is added). 
~ 

The above approach is based on two principles. (a) "Meaningful" 

economic transactions are only those made at arm's length between 

';independent" transactors. In the background, stand the Bxioms of a 

competitive markèt structure, in which transàctions are made at 

"market priees" (equilibrium) determined bY)liarket forces. When the 

will of one or more of the transactors becomes a market force in 

i tself, cthe priee in no longer the "market priee" and the transact ion 

i5 not economieally meaningful (ibi4 pp. 72, 94, and many other 

places, where it is suggested that such transaction3 be 
. 

~'yaly~ted at the "appropriate ll market priee"). (b) The p~er to , 
distort arm's length, eeonomically-meaningfu! transactions between 

t> 
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related companies is èxercised only with 50% or more of the ~ng 

rights. 

There are serious' problems with the common consolidation 

convention and the rationale behind it. Using a 50% ownership as a 

~ontrol threshold for big ~sraeli holding groups imposes a !!rQ~g 

g~~rg ~i~ on the consolidated figures. If these reports are 

BSsumed to reflect the ~ff~gtiy~ control of the parent over resources, 
<) 

a substantially lower threshold, 15% o~ 20% say, is more appropriate. 
~ 

Much of the hierarchical corporate structure in Israel's big economy 

~xists with voting rights significantly lower than 50%. Further, not 

aIl groups publish consolidated reports. -Only in 1970, for example, 
,~ . 

when IDBH was estàblished as its formaI holding corporation, did the 

Discount group ,Astart to publish consolidated reports .. The Israeli 

Government do es not properly consolidate its reports and Hevrat 

BaOvdim, as a parent entity, do es not provide any financial reports. 

/ 

But even a lower voyng threshold and a 

consolidation are insuffici~o establish the 
, 

proper holding-group 

groups of independent 

units which are engaged in meaningful economic transactions at market 

prices. How mutually independent are Hevrat HaOvc::lill, Bank Leuai, and 

IDBB? How independent are they from the Government? If their ~utual 

# U 

interdependence (discussed in Chapter One, and further demonstrated in 

the fourth chapter) ~cts as a criteria, not Many \ransactions in 

Israel are "economically meaningful". Alternatively~ evJ.~ ~,ransacti, 
is meaningful. The question is whether i t truly reflects a lIovement of 

, -
resources/power, rather than an accounting exercise lacking any such 

L-

diJlension. o 
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(ii) Instability of the money unit of measure. ror our purpose, 

Don-arm's length transactions impose no difficul~. The problem lies 

elsewhere, with the money unit in which transactions are recorded. 

Accounting conventions rely heavily on the assumption of stable 

relations between money and other commodities; in other 

stable prices. Inflation, • and especially rapid inflation, 

wo;, on 

impose 1:1 
o 

serious difficulty. The first "distortions" appear in the quotation of , ., 
. asset values. e conservative bias of accounting conventions to hold 

asset values until assets are "realized", causes "Total Assets" 

-figures to !:IDg~t~:!lil.!!~l~ the "realizable value" of the underlying 

assets. With annual inflation at three-digit figures, fixed Bssete and 

financial portfolios recorded at historical cost or book value, 

represent enly a y~ty ~1.!!~1! fraction of their "market value" (which ~ 

rsra.l might have very littl. to do with a competitive .~~librium): 
The order of this gap has been maintained even arter thé stock market 

collapse in 1983. ~is problem is much reduced with respect to the 

"Total ABsets" of the banks since they are mainly composed of deposits 

and obligations, which are largely indexed to the CPI or the US$. 

\ 

Another important' bias appears in the net profit figure. Many \ \. . 

claims have been voiced q~ the extent to which those profits are 
,> 

"paper profits" rather than actual ones. The main concern of these 

claims was the comparison between historical material cost and current 

sale revenues. 'Although various coun~er-claims can be made along 

simi!ar !ines 1 ~fferent considerations might be of a greater 

significance: capital gains and index linkages on principals which U 

o 
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have not been "realized" are considered as changes in equity rather 

than components of profi ts, and thus are Dot reflected in the income 
J. 

statements. These items grow with inflation, ana so too does the 

underestimation of gross profit they entail. Further, t~ payments May 

~ be ~iff~~ent without full indexation. This will c~qs~ net profits to 

be 
~ 

underestimated by th~ reported figUres, which record nominal tax 

obligations. The bias is positively related to the rate of inflation. 

(iii) Reliability of reports. rt is often argued that some 

corporations and the accounting firms represënting"" them manipulate and~ 
falsify their financial reports (numerous examples are provided in 

Shmueli, 1970)'. Many of these cases suggest, 0 however, that for a 

particular firm the deviation of the reported figures from the 

corresponding "objective" \.facts often follow ~6general pattern 

throughout the years. It might be that report "ad~ation" co'hfotms 

wi th certain methods "traditionally" pursued by the accounting ,. firm • 

. If this "stable adaptation" hypothesis is valid, .the pattern of report 

manipulation/falsification is reinforced the longer is Ihe contr~ct 

between the corporation and its particular accounting firm. The 

opposite can be said when a corporation frequently aIters its 

accounting firm and with it changes the pattern of ~ts report 

lIanipulat :lon,., Since their establishment, none of the large holding 
t 

groups we surveyed replaced its accounting firm. Thùs, if" the general 
b 

argument presented in this paragraph is correct, much of the possible 

falsification' could be "trended" if reports were inspected for a long 

ênough period of time. 
Q; 

• 
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\ To summarize; the princip les of consolidation underestimate the 

o scope of resources controlled by Israel's lar«e holding groupsi for 
), 

non-bank corporations, "Total Assets" values are -serioualy 

_underestimated by the reported figuresi "Net P.rofits" are most 

probably underestimated; report reliablity ia questionabie but the 
1 

bias is likely proportional to the overall order of the figures. 

/ 
These general statementa appear to be a plausible starting point for 

, 
using the corporate data we have gathered. 
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Succinetly put, 
Q 

our basic hypotheses are th~t (a) Macroeconomie 

phenomena, and public policy in Israel are strongly related to the 

development of the three largest Israeli holding groups while (b) both 

are reflections of strong processes for concentration of capital, f:he 

centralization of ib control, --" and the related intensification oÏ 
f 

undereonsumption/overproduction tendencies in the Israeli economy. 

To establish an empiriçal "proof" for the second hypothesis might 

b~ very difficult. Turning concepts like concentration, centralization 
t 

and underconsumption/overproduction, into quantitative categories 

raises immense methodological questions, with which we do not attempt 

to dea!. In' contrast, the empirical investigaÜon in the first 
. 

hypothesis imposes fewer methodological riddles. We~need only to 

specify the actual deeisions made by the Israeli Government and the 

large holding groups. In the Israeli context, this May be suffl~ient 
o 

to est8bl~sh whether a priee ri se is designed to serve the p~ofits of 

Hevrat HaOvdt., ~a capital allocation lS meant to increase the ,assets 

of Bank teu.i, or a military procurement is intend~d for the benefit 

. 
There are two ressons why we did not follow such ~ an approach: 

d~ta deficiencies and the availability of an alternative 'statistical 

mQthod. In modern macroeconomics, a proof lS often established when 

estimates for an ~conometric model pre-specifying a set of functional 
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relations, confirms the expectations about tbe. signs and magnitudes. of 

ths coefficient~ in this model. 

this chapter. 
~ 

" 

This is thflmethodology we adopt in 

-
Unlike attempts made in economy-wide models, we do not try to map 

aIl ~f Israel's macroeconomic'phenomena~ Consequently, our model ls 
.. 

< small and the techniques are kept'as simple as possible. Our work 

" , , 

.;' \ 

draws attention to the central anomaly in most of the macroeconomic 

• literature on Israel, 

relations . 

" 

.3 ~l , 

. 
namely, .. 

. . 

" 
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A. Privpte DO}Iinant Capital: Choosing the "Appropriate" 
Indicator 

There are four dominant holding groups in the Israeli economy: 

IDBR, Bank .Leumi, Rev:Jnlt HaOvdiJa, and the Israeli Government. Of the 

firet three groups, only !DBR i5 controlled by "private" interests. 

But 'in their essence, aIl thre~ groups behave as private 'corporate 

entities: under a particularly'effective control seeking their own 

expansion. In our empirical work, 
\ 

we do not consider the capital and 
® 

profits of the corporations qontrolled by thé Government, (} partly 

because the lack of comprehensive data, and the fl1JJDerous 

"jnconsistencies" in data which ,do exist, but, mostl.,., beca~e capital 

controlled by the Government does Dot bèhave as private capital. Its 

main functions 

"counter 

are to support the eXP~ion of the three other groups 

cyclical" privatization/nationalization, and to 

indirectly subsidize the other three groups through reciprocal buying 
\ 

and selling arrangements. 1 

What magnitude should one use to describe the development of 

those three groups? In.principle, the "Total Assets" figure should 
\ 

reflect the totality of assets under their effective control. Hm'lever, 

this figure has two main drawbacks. Accounting conventions of 
? 
historical costs impose a strong downward bias on asset values (see 

page 101). The assets of the banking system also incJude the deposits 

and saving se::counts of the' Israeli "public" (which are ,further 

1. For instance, Israel Aircraft Industries, the country's largest 
industrial fir.m, primarily armament oriented, is continuously at 
losses, while its hundreds of subcontr-actors-(most of which unde~ the 
control qf the three largest holding groups) prosper. 
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inflated, vi! credit expansion). Should those be considered a. the 

private capital controlled by the banks?l 

~ Until a better indicator representing the "total captta~ under 

effective control" i9 deyised, w~ prefer to reject,the "Total Assets" 

figure. In its place we adopt the "Nët Profit" figure. This ~ater 

category is deficient mainly because it do es not capture the 

accumula!ion process from profits and other sources (as weIl as oth$r 

,problems enumerated .on pages 98 - 102). On the other hand" i t ls 
\ 
Hable to raise fewer objections ttfim the "Total Assets". figure 

because of its categorical proximity to the national accounts and the 

macroeconomic variaBles we use in our model. 

L 

A final difficulty is tbe data·availability. Preferably, we would 
. . 

work with consolidated reports of Hevrat Haovdim, IODR, and Dank 

'Leumi, and selected items extracted from.them. 
J. 

In practice, revorted 

data are often limited to "subgroups" within the above mentioned three 

holding groups. Complete time series available for our purpose are 

only those for: 

Bank Hapoal:iJI (Hevrat HaOvdim) - \mconsolidated. 
\ 

Koor (Hevrat BSOvdim) - consolidated. 

Discount Bank (IDBH) - consolidated. 

Discount Invest~nt Corporation (IDBH) - cOllllolidated. 

1. It is to be noted, however, that·by 1985, 50% o! the public savings 
were held by 1% of the savers, and most of the long term deposits held 
in 15% of the long term accounts. (Shiomo Frenkei and Shimshon 
Bichler: "Whom is Inflation Serving", !J.ê-dashg!, September 12, 1985. 
also Shimshon Erlich: "An InternaI Survey in One of the Banks: Half ~ 
Percent of .the Clients Roid Half the Assets", HM!:~!~, August 18, 
1985) 
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Bank teu.i - c~n~olidated. 
o t 

CIal- (Isr.ael) (Bevrat BaOvdt., IOBR, Bank teu.i) consolidated • 

• 
t 

,.. 
In itself, the nominal net profi~ figure is not very helpful. In 

macroeconomics, it is customary to use "real" figures - Le., nominal
\ 

figures deflated by the "appropriate" price indgx~ But what is the 

. appropriate price index to use\ in orde~ to deflate profits of , giant 

holding groups? These groups often use in their reports/the' consumer 
, 

'price index as such deflator. The deflated figures resulting from this 

method _ reflect a "real" maglli tude only if these profits are destined 
<,. 

for current or future private constuiJption. We prefer to "deflate" the - ) 

net profit figure by"the size of the national market, best described 

, {considering the data available~ by the nominal figure of GNP. T-he 

extent to which underconsumption/overproduction and concentrationl 

centralization tendencies operate in Israël and are tied together with 

income distribution patterns is already reflected in the "holding 
\ 

groups' net profit 1 GNP" ratio. (This ratio does not incorporate the 

possible repercussions'of the above tendencies on the distribution of 0 

assets.) As far as temporal behaviour is concerned, Figure 4.1 
1 

indicates how close the "real" profit figures (in 1950 'price$) are to 

our "relative" figures. This should remove most of the possible, 
o 

objections to our "distribution index"". 
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FIG~ 4.1 

8.,8 8.889 
1961 68, 69 19 .11 72 13 14 15 16 17 18" 19 8a 81 82 83 yu~ 

IIRflativf" IIRfa1" 
- Pl'ofi ts ....... Pilori h 

.. • 
\ . ,- '.' 

"Relative" Profits = The share of the aggregate net profits ,of Bank 

-
"Real" Prof~ts 

~ Bapoalim, Koor, Discount Bank, Discount 
"Investment Corporation, BaDk Leumi, and 
CIal (Israel), in the GNP. 
, 

= The aggregate net profits of the above groups 
expressed in 1950 priees. ' 

, , 

.. 
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B. ~ Hote ~ Data Conversion 

, 
AlI the annual variables used in the models of tiis chapter are 

for cale,ndar. years. ,-/Some data appear( originally'ol'l a fiscal year 

basis (April ta March). Using the following weighted average formulas, 

we have "converted" such data to a parallel calendar basis: 
Q 

(1) For a calendar year which is covered by fiscal figures only (for 

instance, year ending December 1970 is covered by year ending March 

1970, and year ending March 1971): 

Y(ending Dec')t = 1/4 Y(ending Mar.) + 3/4 Y( ending Mar.) 
i t., 

(2) For a calendar year in which original reportïng of figures was 
1 

changed from a fiscal ta a calendar bas,is (for instanc:.e, year ending 

December 1970 where data exist. for year ending Ma~h 1969, and the 

following figure is for year ending December 1971): ~ 

Y(ending .De~.)-!: = 1/4 Y(ending Mar')t + 3/8 [Y(ending Mar.)'f: + 
y (ending Mar.)t. +Î ] 

These oonversion formulas are based on the assuwption that flows are 

evenly dist'ributeQ throughout the annual peri od (i. e. , for an annual 
\ 

figure of X, every monthly figure is asst~ed to equai X/12). 

, 1 

t 
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C. The Model 

" The model has two parts. The first is concerned with the 

stagflationary process and the domestic national debt. The second . ~ 

4 

deals with the militaristic characteristics of the IsrBeli, economy. 

(Time series used in the model are provided in the Appendix. ) 

The position to be clarified here is that between 1967 and 1983, 

the net profits of Israel's three largest banks as a shar~ of. the 
. 

national product were positively associated with the stagflationary 
, 

process (related to ~he movement of capital from produçtion to 

finance), and the rapid expansion of the interest repayments on the 

domestic dèbt (resulting from debt growth and inflation), aIl of which 
.. 

are prominent malais~s of the Israeli economy. We can treat this as a .,. 
source of a collection of hypotheses for fitted equations. 

NPFG = The percent age share of the aggregate net prof~ts of the three 

financial institutions, Bank Hapoalim (~consolida~ed), Discount 

B~ (cor.solidated), and Bank Leumi (consolidated), in the qNP. 

S~urc~ for profit data: Israel's Political Economy Data Base 
o 

(IPEDB) . 
~ 

Source for GNP: Stat~stical Abstract of Israel (SAoI) (1984). 
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INfDD = The annual
o 

percentage rate of change in the CPI between 

December ~d December. 

Source: SAoI (1984) 

ci RGNPSO = The annual percent,age rate of change of "real" GNP.4 i. e. GNP 

o 

in constant 1980 priees) 

Source: SAoI (1984) 

IRDDG = The percentage ratio of interest repayment on the domestic 

national debt to the GNP. 

Interest repayments on the d0mestic national debt originally 

appear on a fiscal.year basis, and were convert~d to a calendar 

p·arallel. 

Source for debt data: ~~Qg~i E[QEQ~~! E[i~~iE!~~ (various years) 

Source for GNP: as above. 

Since t~~ beginning of t'heir rapid growth in the earl" 1970s and 

~til the Tel-Aviv stock Market collapsed'in October 1983, the largest 

Israeli banks presented themselves as a positive and essential element 

in the development of the Israeli economy. Their well-known 

advertising slogan was "The Banks - The Oxygen of the Country". Our 

hypothesis, however, suggests a somewhat different association between 
-. 

the prosperi7/ of the banks and the economic development of Israel. 

The adequacy on our hypothesis is revealed in Figure 4.2 below. In 

1983,.88 a result of the stock market col1aps~, the banks' net profits 

declined substantially. Otherwise, the banks' share of 

appropriated as net profits (NPFG) is positively related with the rate ~ 

o~ inflation 

rate (OONP80), 

(INFDD), negatively related to the annual real 

and again positively related to the ratio 

growth 

between 

interest rep~ents on the domestic national debt and the GNP (IRDDG) . 
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FIGURE .4.2 
\ 
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Further, a suggestion can be made for a structural change 

occuringn with the rise of the Likud Bloc to power in ,May 1977. The 

change of political parties is assbciated with the intensificatjon of .. 
the relations implied in the hypothesis, i.e. with increases in the 

\ 

~ltipliers of our cârriers on the variable of interest. 
\ 

o 

These claims are summarized below, by the linear equation~ (1) ~d 
.. 

(2), and. the analysis that supplements them. Greek symbols represent 

unknown parameters that' are being estimated. 

c o 

(2) ••••• NPFG
i 

= CI, S7~ + o<.z. S8t + 13,INFDD t S7t + ~2-IN.Dc S8t 

+ ~ RGNP80t S~ + ~ RGNP80f S8t. 

+ i7 IRDDGt ' S7t + ~ IRDDGt S8 t' 

where: 

- S7 = 

.. S8 = 

Dl = 

\ 

Eq",atïon 

e 
G 
{: " 

+" ~o DIt + ut;. 0 

0 

for 1967 -01977 
D 

for 1978 -,1983 

for 1967 - 1977 

o for"1978 - 1983 

for 

for 
. . 

1967 - 1982 

1983 

. 

(a dummy variable to take 
account of the stock 
market collapse) _ 

(1) is the "constrained" model, while equation 
r 

reflects the ~hypothesis of a 1977/8 struçtural çbange, 

'. 

o 

, () 

(2) . 

by 
8 

incorporating t~ multiplicative terms"S7 and 58 where appropriate. 

Table 4.1 coutains the Ordinary Least Squarés parame ter estimates as 
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" TABLE 4.1 

Econometrie Resulta: Eguations l!l and ~ 

---------------~------------------------------------------------

,J 
Period: 1967 - 1983 (17 annuel o6servations) 

o 
'" 0 

NPFG = -0.1252 + 0.0066 INFDD + 0.0023 RGNP80 + 0.1189 IRDDG 
( -0'. 995) ( 5 . 967) ( 0 . 274 ) ( 3. 743) ;) 

If! = 0.96 
DW = 2.04 
F-statistics = 69.18 
SSR = 0.154 

o 0 

- 1. 3093 Dl 
( -8.114) 

-------------'------------

Period: 1967 - 1983 (17 annua1 observations) 

NPFG = -0.0105 &7 + 0.0870 88 + 0.004~ INFDD 87 + O. 006,2 INFDD 58 
(4.9.08) (-0.110) (0.344) (2.531) 

f 

R2 := 0.99 
DW = 2.10 
F-statistics = 107.42 
SSR = 0.034 

+ O. 0005 RGNPSO 87 - O. 0753 RGNP80 S8 
(0.090) (-3.430) 

+ 0.0994 IRDDG 87 + 0.1455 IRDOO S8 
(3.841) (4.439) 

, ct 

- 1.3331 Dl 
(-12.121) 

" 

---"'----------------_._---------------
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weIl 88 additional statistics. (Thè Durbin Watson Statistics and a 

residual' analysis did n~ suggest any apparant 

8Ssumptions of the Classfcal Linear Model). 

accompanied by the t-statistics in parentheses. 
u 

violati:ons of the 
, 

Each parameter is 

From the estimates of equation (1), .it is clear that the 
. 

coefficisnts asso~ated with inflation (INFDD) and the 
. . 

interest 
~. \" -

payments on the domestic national debt (IRDDG), are positively related 
o 

with the profits of the three largest banks as a share of GNP (NPFG). 
, '""-

The t-statistic associated wit4 each of these coefficient estimates. is 

greater than 2.13 (the 5% two-taii significance levei threshOld 

associated with the nulI hypothesis Ho: coefficient = 0, based on the 

8Ssumption that the eqùation errors are normally distributed). 'The 

probIem arises with the growth variaple (RGNP80), for which the null 
/ -

hypothesis of a zero coefficient can not be rejected at the 5% 

significance leveI. 
t 

( 

T~is result is resolved by equation (2),' where we e%~imate each 

coefficient separately for the two different periods. The coefficient 

estimates of both INFDD and IRDDG increase between the two periods by 

15% and 50% respectively, albPough a comparison of two point estimates 
i-

D 

is ---n-ot-subst an tial evidence in this c~e. With res.pect to the 

coefficient estimate of the growth variable, RGNP80, the change has 
1 

been dramatic. From a positiv~ magnitude not significantIy different 

from zero in 1967 - 1977, it has reversed Hs sign for the period of 

1978 -1983 and is significantly different from zero, which is more in 

açcordance with our initial hypothesis. (We should draw attention' 

again to Figure 4.2 wbjch indicates negative relations betweën RGNP80 
o " F 
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and NPFG in Q'Q!.n periods when we ,abstract from the "impact" of the 

other variables on NP~G). ~ 
1 Q 

Note that the F-test for the null hypothesis of no struct~ral. 

change in 1977/1978, yields F=7.0122 with (8,4) numeratorjdenominator 

degrees of freedom. This ~s higher" thun 'the 5% signiflcance level 

thresho1d (F = 6.04), and hence equation (2) is preferred to equation' 
o , 

(1). The "tigh.tness" of the model's fit is evident from Figure 4.3. 

The fit appe~rs to be better since the Mid 1970s. As the relative size 
-", 

1 j 0 

of the largest banks ,(NPFG) increased, so did increase the . 
significance of inf1~tion, stagnation and the domestic debt for their 

o 

growth. 

o 

FIGURE 4. ~ 
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As indicated by equation (2), the stagflationary process and the 

Oburden ~mposed on the economy with the rise in interest repayments on 
," o 

" the domestic ,national debt, both augment NPFG, the share of GNP 

appropriated,by the holding groups via their net banking profits. In 

this sensè, 'the, basic need inherent in the Israeli economy to generate 

"offsetslt to the savings of the holding groups is intensified. 'The 
a 

~nc!eased involvement of the holding groups with armament~ is 
~ 

L" "', 

diacussed in the following part of the model, ta which we now turne 
\) 

2. lb! Lar,est Industrial Groups - Armement Procurements, and 
Military E!ports , 

o 

The literature dealing ~ith the economics of arms in Israel is 

again severely constrained by lack of data. There 'is, however, a 

"'!treneral bel ief among researchers,' that can be summarized by the 

following: 

"Insofar as Israel is concerned, one cannot apply the concept of 
military industrial complex to this Western-style democracy in 
the sen,e of a conspiracy by heads of the political, defense, and 
~~mic ~sta2!i!~en! solely for the sake of furthering their 
own Interests. After aIl, Israel's very survival has been 

",threatened for many years" (Mintz, 1983, p. 104, emphasis added). 
{,. 

"That the strength of priy!:!1~ Ç!~i tal in Israel influences and 
directs the country's defense is a doubtful proposition" ,(Peri' 
and Neu~~h, 1983, p. 3, emphasis added). 

The notion ià that military expenditures, armament production, trade 

and exports, ,are exogenous constraints "imposed" on the Israeli 

market. To that extent, private capital1 is more of a passive ~ctor 

1. Peri and Ne~ach do not elaborate on the concept of private 
cap~tal.:It ~eeJIS ta indicate non-Government firms. 
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playing under p~edetermined rules. 

The 
...-

interesting point ls that these claims act as an 

rather than a tèstable hypothesis. In particu1ar, there is no attempt 

Jn the above wri tings to empirically identify the "economic 
D 

establishment" or "private capital". Most significant is the fact, 

that the above works do not contain a single figure of 'a8sets, 

shareholders' equity or profits for any firm involved in armements. In 

the following part of the model we provide a preliminary view into the 

relations between "private dominant capital" and some of the 

militaristic aspects of the Israeli economy. 

Our hypothesis
O 

suggests that whatever is the causal 
\ 

direction, 

domestic armament procurements and military exports (both as a 

percent age share of the GNP), are positively and strongly tied 

together with the increased involvement of th~ three largest Israeli 

holding groups in armameats and/or, the increased profitability of 

their armàmen~act~vities. 

The Variables 

o 
, 

NPIG = The percentage share of the aggregate net profits of the 

following three "indus trial " groups in the GNP: 
\ 

- Joar, (consolidated) - Unti~ 1967 data were on a fistal year 

b~is and had tt, be conve,rted to a calendar basis. 

- Discount Invest.ent Corporation (coDsolidated) - Unt!l 1969 

data were on a fiscal year basis and had to be convérted ta 8 .... 

119 



( 

, 

. ., 

) 

c 

• 

calenciar basis. 

- CIal (Israel) (consolidated). 
, . 

Source for profit data: IPEDB • .. 
Source for GNP clat.!: SAoI (1984). , . 

MDPG = The percentage share of military domestic procurements in 
l· ' 

G~. ., 

the 

Source-for domestic military procurements: CBoS, MQnthl! 

Bulletin of S1~tis!ic!, No. 7, Vol. 35, July 1984. 

Source for GNP: as above. 

XM'M = The percentage ratio between total mili tary exports and the Q 

G~. 

Total military exports were derived,by aggr~ating the export 

categories of Metal Products, ~lectrical and Electronic 

Equipment; and Transport Equipment. In Israel these are composed 
o 

almost solely of armament hardware. These categories are reported ~ 
\ 
in current US$. Thus, theyOwere first converted into current 

Israeli Shekels through division by the annual average exchange 

rate for the US$. 

Source for military exports: SAoI (various years) 

Source for annual average exchange rate of the US$: "Excliange 

Rates of the Israeli Currency 1948-1984" (1984) Th!j! B8!!! 

" gf l.!!:"el. 

'Source for GNP: as above. .. 
c, 
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FIGURE 4.4 
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Figure 4.4 indicates that, considered separately, the share of 
. . 

dame.tic military pro~ements in the GNP (MDPG), and the 'ratio of 

mili~ary exports t~e GNP (XMTG). are both positively an~ tightly 

related to our variable of interest NPIG. Further, the 1977/1978 
" 

structural c~ange in the first part of .our model, can also b~ exten~ed 

to i~e armamen~,activities of the three largest holding groups. It i9 

especially marked in the NPIG ~ MOPG relations. This suggests the 
Q 

following 1inear model in which equation (3) is the constrained_ model 

and equation (4) is the unconstrained one. 
) . 

(4) •.••• NPIG of; = 011, S7~ + ~ S8t + ~I MDPG-e S~ + 'P.z. r;-S8t, 

+ 'f, XMTGt. S7~ + 'Ç ~t. S8t' 

+ iDl~ + ut: 

where: . , 

&7 = f~ 
for 1967 ~ 1977 

for 1978 - 1983 
J 0 

{: 
for 1967 ""'\ 1977 

for 19178 - 1983 
S8 = 

[: 
for 1967 - 1982 (a dummy variable to take 

account of the stock 
for 1983 market co11apse) 

Dl = 

( Table 4.2 provides the Ordinary Least Squares parameter 

estimstes and other statistic9 in~he format of Table 4.1 

• 
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TABLE 4.2 

Bcona.etric Results: B9uati~! ~ ~ !il 

---------.,---------- -------,,--

Period: 1967 - 1983 (17 annual observations) 

NPIG = -0.1034 + 0.0118 MDPG + 0.1154 XMTG ~ 0.0639 Dl 
(-0.620) (0.679) (9.641) (0.584) 

R2 = 0.89 
DW = 1.29 " 
F-statistics = 35.97 ! 

88R = 0.132 .. ' 

-----~--------------:-----~ 

Egu~ti2!! i12. 

It. Pèriod: 1967 - 1983 (17 annual observations) 
! 

NPI~ = -0.0245 87 
(-0.435) 

- 2.4&l2 88 + 0.0166 MDPG 87 
(-7.18~) (2.726) 

R2 = 0.99 
DW = 2.53 

. F-statistics = 184.34 
88R = 0.011 

+ 0:0316 IMTG 87 
(2.697) 

- 0.4032 Dl 
(-4.202) 

, 

+ 0.3463 MDPG S8 
(5.637) 

0.0223 XMTG S8 
(-0.436) 

_____________ --------------------~r-----------------,~,---
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The F-test relevant for the hypothesis of no structural change in 
\ 

1977/8/ yields the value of 36.66 with (10,3) degrees of freed01ll. Thll:l._ 
"\ ~ . 

null hypothesis of no structural change could not be accepted wi th 
~ 

probability greater than 0.01, and is thus rejected (the relevant 1% 

significance threshold is F ;: 27.23). In equation (4) the difficulty 

~ is with~, the coefficient of ~ in the second periode In contrast 

to r:;;;r expectations, it has a negative sign (although it is not 

ai~icantlY diff~rent from zero). In\light of the tight ~o.iti~ 
relations for that period indicated by figure 4.4. ~wel1 as ,our 

th~oretical bias, we prefer to alter the model slightly, rather than 

to exclude XMTG from the second periode The final model is provided in 

0" equation (5). 

" 
(5) ••••• NPIG-r = o(,S?t: + cX.lS8i, + ,al MDPGt- S7~ + ~2. MDPGi: sat: 

+ 00 XMTG t: + <Po DIt; + u i:' .. 

" . 
Table 4.3 lists the Ordinary Least Squares resul ts "for . equation 

(5). The Dutbin-Watson test statistics is inconclusive wit~ respect to 
. 

'rat-order negative autoregression of the errors, but a residual 

apection does not indicate such ~utoregression. The two-tail 

ificance levels associated owith the parameter estimates of MDPG, 
.. 

Dr are aIl lower t~an 5% (atain, on the assumption of normally 

distributed errors).l • 

1. If the errors follow an autoregrel!fsive pattern, the usual formulas 
for estimated standard errors and t-statistics are invalide 

o 

". ~ 
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TABLE 4.3 

------------------------------------------------------------

.. ,.-
Period: 1967 - 1983 (17 annua1 observations) 

• ,J 

NPIG = -0.02"1 S7 - 2.1849 S8 + 0.0170 MDPG S7 +, 0.2912 MDPG sa 
(-0.426) (-8.393) (2.792) 

R2=O.99 . 
DW=2.75 
F-statistics = /219.89 
SSR = 0.012 

+ 0.0289 XMTG 
(2.525) 

, 

(9.698) ,.. 
- 0.3205 Dl 

(-6.13.1 ) 

--_.--::::--------------------~------------------------------------

~/o 

.. 
FIGURE 4.5 ... 

'TbeoShare of the Three Largest Industria1 Groups' Net Profits 
in the gNP: Actua! ~d !! ~~r!di~t~g~ ~~ ~gY~1!2~ f§l 

~2:1 

1.89 

8. ?~ 

l,58 
\. 

8.2~ 

.. 

8.88 '>=-'=-

1967 '8 69 19 11 72 13 14 15 16 11 78 19 89 81 82.83 ynr 

HPIG a!IG' 
-- aotual ....... pl'fdicttd" DY tquation (5) 
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IGOr, Discount Investment Corpotation, and CIal (Isra~l) - the 

industrial branches of Israel's three largest hqlding groups - are aIl 

invo1ved in civilian as weIl as military business. \ It is interest~ 
to note that, since 1967, their share of the GNP appropriated as net 

profits can be ~ "explained" almost solely, wi th the military 

characteristics of the Israeli economy (R2=O.99, Figure 4.5). The 
4'1 

reason might be that the civilian mârket is "rigid" as far as income 

• - distribution is concerned. Most~of the strongifluctuations in profits, 

and thus, in the -g~eration and absorption of surplus and the 

consequent income edistribution, result from " government 

inte:-vention" yi!! the "institutionalized waste" of domestic armament 

procurements, ~d enc~~ragement of military exports. The structural 

change in 1977;78 can 'thus be associated with ( a) increased 

involvement of loor, Discount Investment Corporation, and CIal 

(I.rae!) in armament Yi~ ~ vi~ civilian activities and/or, (b) • 1 arIse 
• 

in the profitability of their armament business. 

i 

3. Conclusion 
il\ 

As far as Israel is conc~J government policy influences and, 

to an extent, even determines macroeconomic variables like mi1itary 

procurements, armament exports, stagflation, and changes in the 

domestic debt. This is most probably the dominant view among Israel's 

macroeconomists 
\ 

and it is also accepted by- us. 
\ 

Macroeconomies IS 

further concerned with the degree to which government intervention 
~ 

distorts the free functioning of maritet forces, and the extent to 

which such distortions are desirable. We see this latter preoccupation 
,,' 

as a hypothetical exercise since the presence of free market forces in 

... 126 
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the economic history of Israel is, at best, doubtful. Theo important -\ 
point .., for us is the relation between macroeconomic phenomena and 

policy on one side, and the devel~p~ent of the big economy on the 

other. 

Our econometric analysis establishes that the intensification of 

stagflation, the growing burden of the domestic debt and of the 

domestic military procurements, and the rise of military exports 

J (which can be shown as a net cost to the Israel market)l - are aIl 

strongly and positively related to the rBpidly expanding share of the 

three largest holding groups' net profits in the GNP. Thus, !he ~~teB! 

to which EYblic poliçy influences !hese m§Qroeconmic variaQles.L il 

a1so· the\extent to which it influences the development gi !h!! !ho~e 

three holding ~~ , -

• The interesting question relates to the g~y!!! dir!g!!2n of these 
, 

relationships between macroeconmics and the big economy, An answer to 
t 

this question must be sought outside the realm of econometrics. 

Q 

Our historic~l introduction, th~oretical discussion and 

-econometric analysis suggest that, br'oad economic developments Brf~ tied 
"-

together with the "institutional arrangements" that revolve around the 

conèrete control/ownership structure of the Israeli economy. Thus, 

1. The "overhead" cost of Israeli mili~ary exports are~ rough1y the 
domest~c military expenditures (required as a threshold), and the 
domestic and foreign debt services associate with armament related 
debt. Since 1967, the ratio between this overhead cost and the total 
valüe of military exports has been consistently 1arger than 4. 

, . 
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\ drattic changes in economic policy, like a rediTection of resources 
o 

from finance- into production, or e neutral foreign policy that 

substantially reduces armament budget~ (an1 thus' reduces Government 

deficit, 'debt and inflatiod) assWll~ the will and ability of "policy 

makers" to change this control/own~rship structure of the IL Israeli 

èconomy~AI}ernatively, poliey might be altered in order to accomodate 

changes in the "requirements" of the big economy. In ~is light, the 

1977/78 "change of ,regime" might not have been an exogenous event 

gL'en to the economic system, but r~ther a refl~tion of in;reasing 

constraints imposed on the expansionary pace of dominant private 
o e ..,~ 

c~pital, and the buildipg pressure t? r~ove these constraints. The 

causal anaïysis cannot be extended, ' hawever, until we identify the 

"policy 
il 

makers" and those who control or. own the largest Israeli 

holding groups. This task has to be left to a later studY,or to the 

efforts of other researchers. 

" 0 

4 , 
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CHAPTER FI'JR 

StMWlY. CONC'NS. AND §!m8s'J.'!m ;rsNSiol!§ 

A. Summary ~ Conclusions 

Since the early 1970s, Israeli economy has experienced severe 

inflation, trade deficits, rapidly rising 

domestic and and ~arge budget deficits mainly associated 

with armement expenditures and'debt services. Most of the theoreticoi 

~ttempts to expla~ these phenomena rely on macrbeconomic theo~y that 

largel~ substitu~s anonymous market forces for dominant property ~ 
. ' 

relations. The "propérty structure" of the Israeli economy, more thon 
,1'" 

most other developed capitalist countries, is highly centralized. This 

fact might have been acknowledged by many of I~ael's important 
o 

econom:!-sts e;, but i t is generally considered ~ irrelevant for the 

macr8economic discussion. 

There are two important works on the structure of {J the Israeli 

economy. The first is the unpÜblished study ,of 8arkai (1964). He tried 

to estal:>lish a "sectoral" pattern according to wlïich capi tal 

allocations were made. His sectors wer7 parailei to the ~1leged 0 

poli tical "pillars" of the Israeli society - the "pri vate" sector, the 

"Histadrut" sector, and 'the "Government" sector. Barkai's àpproach WaB 

criticize~ by Aharoni (1976), who was the first researcher to analyse 
o 

o 

what b;e termefi "ownership grl1up..s". Aharoni defines an "ownership 

group" as a legal entity that controIs (at least partially) at 'least 
!. 

four firms, which are engaged in at least four different economic 

. " o 

" oP 0 0 

'" o 
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activities, one of which must be financial. This approach- is more 

appropriate than the one taken by Barkai, yet its formaI basis is 

misleading. Aharoni's definition leads to many ownership groups, the 

number of which is very sensitive even to slight changes in capital 

portfolios. Further, for Aharoni, the Government is essen~ially 

"exogenous" on_ the macro leveI. 

o We have suggested a ~ifferent approach to exploration of the ~ 

structure pf property relations in the Israeli economy. We made no 

strict formaI definition of a "holding group". Instead, we started by 

inspec(ing the present dominant proper~ relations, and traced them 

back to their historic origin. Currently, the Israeli economy is 
, 0 

largely dominated by three large groups: Revrat HaOvdim, IOBR (the 
\ 

Discount group), and Bank Leumi. The cores of these groups precede the 

creation of the state, and are traceable back to the 1920s and 1930s. 

It was largely those cores which have dorninated the economic 
Î f1' 

and the evolvement of its 
Il 

development of Israel, insti tutional 

patterns of capital allocation and incorne distribution. We also tried 

to demonstrate that ,~; ~ove~ent has acted as a partial actor rather 

than an exogenous neutral force. In particular, it has tlregulated" 

market resource allocation in synchronization with the &bave groups. 

This is the r~aso~ why we ~id not include business activities of \the 

Government par with those of the 
o 

dominant holding groups. on a 

Consequently, we suggested that most of Israel's macro~conomic 

~ developments and public policies can be understood from the reciprocal 

relations 'between the dominant, holding groups and the Israeli 
( 

œ, 

Government. 
o 
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Our theoreticai discussion started with the theories of Kalecki 

(1971), Baran and Sweezy (1966)'. and Tsuru (1961). The gahera1 thread 
~ 

throughout those theories is that overproduct ion/underconsumpt ion 
c 

tendencies inherent ~n capitalism, are intensified by concentratlon / 

centralizati~n processes. The increased government intervention in the 
o 

" ' economy, 
CI • 

mainly yia the institutionali+ation of anl'ament "waste", is 
o 

thus seen as a major force counteracting, stagnation. ,It offsets 

co:orate savings that tend to rise wi th ~ "degree 

This approach is mainly concerned with the productive 

of monopoly". 

process. Its 

principal implication is that government pplicy serves particular 

business interes,ts and broader goals of growth, at the same time. 
i)' 

In Israel, a highly concentrated market associated with colossal 

military spèndings make the above theories a relevant starting point.·, 

,We further suggested that these theories requirê certain extensions 
t 

and amendments to make them relevant to the Israeli case. It is no 

longer sufficient to confine the BRalysis to the productive proceas. 

The Government, 0 tôgether with the three largest h'olding groups, 

" completely dominate the capitalpmarket.~ The non-competitive character 
o 

of this market makes capi tal values "independent Il from product i on. 

Also, an oligopo1istic industrial structure turns stagflation ~nto an 

effective vehic1e for rapid redistributi~n of income from ~ages to 

profits and infiationary accumulation of "indexed capital". Finally,. a 
1 

substantial part of the surplus is not domestically generated but is 

"imported" main1y via tbe U.S. Government Assistance to Israel. 
t 

These features of the Israeli economy complicate the analysi. of 
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surplus generation and absorption. The problem is further amplified b'y 

laek of relevant data. However, the following two suggestions "can be 
. 

made. ( a) It 0. 
lS no longer clear that g9vernment policy serves 

.partièular business interests and broader economic goals at the same 

time. The three features outlined in the praçeding paragraph imply the 
o 1 

intensification \ of capital concen\;ation/centra,lizatipn. Sin~ they 

a11 augment'" the relative expansion of Israel dominan,t holding groups, 
, 

they enhance rather than counteraet stagnation tendencies. To this 

êxtent, the investment out lets provided by wasteful armament 
, 

expenditures are more necessary from the holding groups' perspective. 

Yet, even these do not 'materially counteract stagnation, since they 
-' 

lead to-the curtailment of eivilian activity. (b) The contradiction 

between particular business 

macroeconomic goals is apparent. 
(. . 

, ~ 

interests, and broadly stat~d 

Israeli public poliey has determined 'J • maeroeconomlc Insofar as 

developments, it has been assoeiated with severe stagflation, rapid 

expansion in foreign' and domestie debt, large military expenditures, 
, 

and increased dependenee on military exports. Since the early 1970s, 

mainstream macroeconomies has suggested many explanations for the 

apparent failure of policy makers to "cure the illnesses" of the 

Israeli economy: incompetence of policy makers, wrong interpetation of 
o 

economi~ laws, or political biases that oppress objective economic 

reasoning. It seldom suggested, however, the relevancy of the 

institutional patterns of property relat.ions to macroeconomic policy. 

Our explanatioD does Dot try to rationalize the failure of 

• 
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policy 

i 
macroeconomic policy. To the extent to which Israeli public 

1 

o 
) 

reflects the development of dominant private capital, it has not yet 

fsiled. This was estàblished in our empirical analysis for the period 

of 1967 - 1983. It was shown that the share of GNP appropriated as net 

profits by the most important corporations under the control of 
. 

!srael's three largest holding groups, was aIl but fully explained by 

the main macroecon~ic illnesses of the Israeli market. In Israel, 

macroeconomics is the other side of the political economy of the 

holding groups. , 
" Our thesis is only a pilot study. It c6ntains numerous 

-- shortcomings and neglected points, both the6retical and empirical. Of 

these, some important direction for future research, are discussed 

below in',the closing section of this work. <> 

\ 

o 

o 

• o 
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B. Further Suggestions 

\ 

_,This essay presents an overview of the central role played by 
Q 

several large holding groups in the èconomic history of Israel. A more 

detajled study has to investigate the historical evolution of each of 

the largest corporate groups, and to explore the variouS financial and 
r 

industrial aspects of such developments in relation ta the foilowing 

question&. Hqwo does the historical experience of one group compare 

with another? What have been the attraction/repulsion forces among 

those groups, and to what extent have these forcés influenced the size 

and shape of the gro~ps? How are these groups related to the small and 
. ~ 

"black" economies? How do tbese groups interact with the corporations 

controlled by the Governmen~ These que~tions, despite their 
. . 

importance to the understanding of the Israeli economy, have not been 

systematically dealt with by Israeli economists. 

f 

\ The' study of Many of the above issues raises theoretical 

questions. In a complicated holding~groups structure with numer~us 

o 

formaI and informaI ties, what is the "firm"? How relevant is a 

sectorel breakdown when eech holding group operates in aIl sectors? 

Such questions, however, cannot be dealt with solelf on a theoretical 

level. The personal aspects of the control/ownership structure must be 

empiricelly identified, and can assist in the demarcation among 

corporate groups. Similar iden~ation requirements apply to the 

"po.licy make~s". In what ways a/ethey linked with thè holding groups? 

Bow are these links related to the determination of public poli~y? 

\ 
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Another possible direction for future research il )re'lated to 

wider international considerations. One of the important inltitution~l 

patterns in Israel's economie development sinee the early 1950. ha~ 

\ been ~he y~§.:. capital infl9~. Sinee 1951, Israel has reeeived from 

the U.S. about US$ 30 billion of loans and grants, of which over US$ 

20 billion arrived sinee 1966 in the form of mi1itary hardware. Most 

of this hardware was produeed by 10 to 20 U.S.-based armament 

eOI)eerns. The role of these firms in the development of the 

significant features of the Israeli eeonomy must be earefully studied: 

How do these firms influence U.S. poliey in the Middle East in general 

and U.S.-Israel èèonomiè relations in partieular? Hbw do the Israeli 

holding groups interact with these U.S. armement concerns? What are 

the indirect effects of arms imports to Israel on local arma 

production? Questions in this direction have ~largely ,remained 

unanswered. 

" 

o 

) 
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APPENDIX 

( , TIME SERIES ~ FOR THE ECONOMETRIC MC>DEL 

. " 

o 

/ TABLE A.l () 

,1 

Time Ser-ies for Part ! of the Econometrie Mode1 

yeer NPFG INFDD RGNP80 IRDDG ..P _______________________________________ 

• ~t ... 

1967 0.204591 0.168501 2.200000 2.090622 
1968 0.220757 1.934402 15.49906 0 2.103483 
1969 0.188112 3.877878 12.69906 2.485030 
1970 0.263593 10.14116 7.899971' 3.249068 
1971 0.336677 13.38090 11.09952 2.169408 
1972 0.360654 12.35248 12.59949 2.538539 

..... 1973 0.445639 26.40061 4.100221 2.865691 0 

1974 0.5804:13 56.17719 5.500173 3.831364 
1975 0.511704 23.51903 3.499748 3.840156 
1976 0.524602 38.02408 1.899513 4.264987 
1977 0.862567 42.54248 2.599546 6.361158 
1978 0.8258f?6 48.13928 ~.399467 5.105054 
1979 1.026546 111.3857 4.200210 4.620918 
1980 1.383757 13Z.9500 Q.800487 5.577784 
1981 4\ 1.363839 101.4944 4.015636 7.200492 ' 
1982 1.851057 131.5035 -0.382317 7.192818 

l 1983 0.568856 190.6923 1.337590 6.302834 
--------------------------------

• 

/ 

o 

( 
'\ 
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TABLE A.2 
0 

1 

Time Series for Part 2 of the Bconometric Model -- -- -- -- - - - ------- -----
') 

NPIG MDPG XMTG 0 year 
~------------------------------------------
1967 ' 0.082997 6.186534 0.415707 
1968 0.155704 8.093957 1.264999 

1 . 1969 0.182934 8.616451 1.169240 
1970 0.140565 9.506833 '0.947172 
1971 0.179654 10. 14U7 1.443790 
1972 0.172154 8.512064 1.365281 

/ 1973 0.175560 9.414893 1.258883 
1974 0.273113 12.75558 1.390264 
1975 0.219976 Il.8128" 2.000456 
1976 0.167991 10.44282 2.623708 
1977 0.278431 8.960817 3.869970 
1978 0.549980 8.853609 5.352894 
1979 0.491872 8.765710 5.041530 
1980 0.694266 9.188199 5.460817 
1981 0.765389 9.573478 6.611582 
1982 0.991970 10.25038 6.555330 

.1983 0.715763 10.51854 5.471412 
------------------~------------------

( 
«t 

o 

\ 
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