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The present thesis is concerned with the role played by several
{

large hqlding corporations in broad developments of the Israeli

-

economy. These developments reflect, to a large extent, the evolution

of institutional arrangements among the large holding corporate grioups

o

and the Israeli Government. \The significant role of- éhese holding .

groups received little or no attention from Isrdeli macroeconomists.

-
o

. \ . - .
This study 1presents preyiously unavailable time series of

selected financiél statistics for these holding groups. The data

indicate that since the late 1960s, the size of these groups, relative
' )

to the overall size of the econpmy, grew rapidly. An econometric

Q

analysis shows that ﬁhis relative growth is positively and strongly
associﬁted with the development of inflation, stagnétion: the domestic -

debt, domestic milgtary proéurementsiand military exports. It suggests
]

that government policy éoncgrning these macroeconomic categories might

-

‘be constrained by the interests of Israel’s largest holding groups.
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L'object de cette thése est d’efaminer lgﬂ,rsle joue. par
différentes larges  corporations 'daps les '* développements.

° .! ]

’ . Y4 . - sy Y » .
macroeconomiques de 1 economle israelienne. Ces developpents

3
.

refletent, dans une grande mésure, l’évolutioq des arrangements

"institutionels entre les larges groupes incorporés et le gouvernement

a

. s A . '
israelien. Le role significatif de ces .groupes n’a regu qu’une

5&tept1on minime, sinon inéxistante, de la part des macroéconowistes

<

4
- LI
‘ »

)
]

» ”, .
israeliens.

Cette etude présente des séries chronologiques de ’données

financiéres choisies sur ces corporations, series qui n’etaient pas

disponibles’ auparavant. Les données indiquent que depuis la fin des

annees 60, 1’ampleur de ces - groupes; compgrée a i’ample&f générgle de
l’éconoéie, a rapidement évolué. Une analyse économétrique montre que
cette croissance relative est positivement et fortement associée au
dévgléppement de 1’inflation, la stagnation, la dette doﬁgstique, des
approvisionnements militaires gt ges exportétioﬂé militaires. Ceci
suggere que la politique du gouvernement 5vl’égard de ces catégories

@

Y. A . . A
macroéconomlques! est peut-etre contrainte par les 1ntéret§ des larges

corporations israéliennes.’ : RN
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o INTRODUCTORY CHAPTER -

~
?

In 1963, the consumer praice index in the Israeli market rose by
5%. 'me;gty years latér, bet;‘ve'en December 1982 and Dec;ember of 1983, ’it
rose by 191%. Real growth of over 11% in 1963 can be olgmpared with @
real GNP ;growf:h of 1.4% in 1983. Whiie Israel’s gross foreign debt was
US§1.4 bil{lionn by the end of 1963, this reacheq ﬁS$29.3 billion by

December 1983. The government'’s involwft'ament is extensive. It buys some

' 40% of the country’s- gross national product and J’fts budget is' as large

as the GNP. .Israel’s foreign trade is intensive: the sum of .its
exports and imports is about th;‘size of the GNP, and the foreign
trade deficit is 15% of the.GNP. fThe country has been én}aged in a
military conflict with its neighbours for 37 years. It was_involhved in

seven wars including wars. of attrition, and its military expenditures

t;Ve;' the 1963-1983 interval have amounted "to 20-40% of the GNP.

.~ A quick review o; the latest three decades of ecom\;mic literature

dealing with the Israe‘{%i market would most probably prove

<

macroeconomics to be the dominant approach. The "Iisting" in the
previous’ paragraph contains most of the important- items on the
macroeconomist’s agenda; for instance, in a 1983 symposium with

several of Israel’s prominent economists, Michael Bruno writes:

- & )
"Initially, I will widen the scope somewhat and trydto situate
the latest events within a historical perspective. It -is

conveniént to analyse macroeconomic policy in terms of the main
‘rates of substitution between gréwth (or empldyment), balance of
payment and inflaticn"” (Gronau et al.’ 1983, p. 843, trans.)
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Evaluagﬁng the policy effects on the "substitution triangle", Bruno

aﬁds:

-~

/ - ,Q 5

/

"... We have regressed [in the period of 1980-3] by US$l billion

"in the foreign currency reserves, with no positive change.

.
:

Inflation has increased and the growth rate has fallen as

well..." (ibid, 1983, trans., emphasis added). ,

Although rnot necessarily in agreement with- Milton Friedman’s
. N . .

particular theories, most of Israel’s economists follow closely his

-

This 1is ’donijymrelating different , macroeconomic cétegories usfhg'

L\

¢

scientific principles:

"The ultimate goal of positive science is the dewelopment of a
theory or ‘hypothesis’ that yields valid and meaningful (i.e. not
truistic) predictions’ about phenomena not £ yet observed"

—— et S e e

(Friedman, 1953, p. 7, emphasis added).

/\,

mathematical or statistical functional relations (cf. Lipsey, 1966, p.

540).

On the ditrection of the functional link between the governmente

A

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

"... With the October 1983 policy collapse, inflat’ion have been
accelerated fo a record yearly level of 486%. The change is not
incidental. At that period, far reaching qhanges had taken place
in the government budget deficit, those brought, among other

* things, the inflationary spiral” (Rasin, 1983, p. 835, trans.)

!ye can learn more on the Israeli inflation from David Levhari:

¥...as8 far as inflation .is concerned there is no doubt that the
Bank of Israel has to have a central role. In all the countries
where inflation has eased in recent years, it was done by an
active monetary policy of appropriate absorption. Inflation is a
nom1na1 phenomenon of a relation between quant1ty of money and

Levhari suggests "a mére aggressive policy by\the Bank of Israel via

bond issuance..." because ' ggg§gggg§ view these assets only as a store
of vZIue" (ibid, emphasis added), and concludes: @

"It is granted; that the proposed steps, accompanied by . the
reduction of public and private consumption via budgetary and
wage policies, could improve after an intermediate period the
state of the Israeli market ,and maybe coilld renew its growth
process by establishing a more stable framework for the active
units” (ibid, p. 840, trans.)

"‘F"




Professor Bruno was concerned with government expenditures in general

and the defence budget in particular:

"Has enough been done on the expenditure side? We are not
familiar with all of the budget details, -but there is a feeling
that a very central part of it - security - has gone under no
more than a lenient treatment.... The main problem of the market
is the size of the public sector and what should have happen to
it through the years..." (ibid, p.846, trans., eqphasis added).

On a different issue ~ wages and unemployment - we could further learn

from Bruno:

", ..the current real wage is out of -equilibrium, following the
. real appreciation [of the Shekel]... " (ibid, p. 844, trams.) .

A

But, .
P o
"This do " imply the advance on account of cost-of-living
payments,in the coming month, should not be paid.... However, it
is necesshry to arrive to some kind of agreement which will bring
me reduction in the real wage. This is a necessary
conditi to avoid unemployment if the present context, and this
should’be openly said" (ibid, p. 846, trans.)

, we could read something about' expectations, by Micha

<

‘Michaely: \

"Since what is expected to influence the propensity of people to
increase the Dollar share in their fihancial assets, are

expectations for devaluation, let us create opposite
expectations, expectations for revaluation" (ibid, P. 842,

trans., eszjiis added).
N

All of these policy recommendations are explicitly or implicitly
based on the existence of apparent functional relations between the

relevant macroeconomic categories. Effectiveness pf’poiicy, ability to

o

.predict, or even the existence of the alleged functiongl relations

.

might all be debated. What can hardly be debated is the discussion’s
complete estrangement from real life: The only named‘ﬁﬁent in the
above quotations is the”"government". All others seem to be&ong to a.

multitude of amorphous units, to an anonymous crowd: ."we",

‘




”consuners';, 'wraeli market"”, "the active units", "people™. It
also seems Israel is a land of perfect competition.

[
Ld -

Since: the important relations are between the categories of

national product (C, I, G, X, and M, using familiar notations),
prices, exchange rates, and alike - relations between the "people" are
of a minor interest only. Those are maybe appropfiate to the realm of

sociology Ar business administration. Otherwise, one could hardly

understand why Israel has no national income accounts.® The first and

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

Y

and interest was Krimer’s work on the period of 1950-54 \(Krimér,

1957).

In the course of their work, some ecopomists have ’ expressed
concern over the lack of national income data. \For instance, Patinkin
(1965, ch. 3) in his discussion of."Saving", affirms the existence of

negatiWomestic saving. The causal analysis however, becomes
somewhat difficult: !

"... We are still to discuss "corporate \saving". It is an
important source of capital formation in most developed markets.
Unfortunately, there are no available figures of these savingsa ih
'Israel" (p. 94, trans.) ’

’ ’

[

Baruch Nade&‘, an economic’ journalist writing about the incé)me t%‘x
¢ . @ .

~

in Israel, was much more specific. From his book we can learn that

even "insiders" do not have the information:
) "Only in February 19756, could.I hear the following from an
econpomist with the Bank of Israel: ‘Currently there are no
reliable estimates of the national income distribution between
Eﬁloyees,a enterpreneurs, and firms. A serious, reliable and
detailed estimate does not exist at all. For no year. This
worries us a great deal. The numbers that were published on 1971,

~

Y
LR

o\




\ —
and aroused an outcry, are of the distribution of nonwage
income. The estimate was very general. An actual study has not
been done. There are sum-totals for-industrial corporations. On
that there are outdated figures, -usually for big/firms only. For
sgnali firms either no data exist, or the existing data are
worthless’ " (Nadel, 1975, pp. 222 - 223, trans.)

-t

. As far as wealth is concerhed, macrqeconomics makes reference to
_ .

the ‘'capital stocit" or to the ';Financial Assets Held by the Public”.:
These catego;*ieé however, have very little to do with thg "property
relations" or '"power structure" detemined by the distribution of
wealth. Consistent with this lack of interest, is the complete absence
in Israel of statistics like the "h'lational Balance Sheet", not to
speak of a more detailed breakdown 1{ke the one ;ssembled in McGraw
Hill’s '"Compustat" data l?ase for ﬂthe most important corp&rations in
the U!;ited States and Canada. . ..

@ )
Nt e —e—

But as far as some positive macroeconomists are‘concerned, there

e L

is  nothipg necessarily inappropriate in the use of: erroneous
institution l'assumiations, explicit or implicit, If the‘Government i_s
not a neutral "exogenous" agent, if most of the "public wealth" is
,c’once'ntrated under‘f)the control of less than 10 holding groups, if
these are interlocked {with theagovernment ;nd withinvtheMe%ves in a
weh,nf_ouner‘ship ties, mutual buying/selling arrangements, a serifs of
joint ventures, and a complicated sy;teqn of exclusive concessiofis,
certif{cates and alike)f if all of these are prominent market
characteristics, but our predictions are .still correct, then,
] following Milton Friedmen (1953, pp. 39 - 43), the "as—if" cogmpetivtive

market assumption is ;a perfectly legitimate element of theory.




If” on the other hand, we 0do not attempt to "predict" or to make

"policy recommendations”, but limit ourselves to the understanding of

the Israeli market, we can usé an alternative dpproach: a teleological
retrospect that traces current characteristics in past developments,
and makes specific reference to dominant institutions, firms, and

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

“In tt{e first chapter, we describe the development of the market

(&)

' largest holding”groups and their relations with the govermént .88 A&
manifestation of the historicai evolution of Israel’s ipstitutional

patterns.

-

Chapter Two makes a contribution to the study of the big economy
in Israel. It provides a collection of time series pertaining to items

from the financial reports of Israel’s most import‘ant holding groups.

:ﬂg far as we know, ’this has not previously been done in ‘Israel. The

9

chapter describes our data collection exper:ienqe and discusses the

practical ditfficulties we have encountered throughoui_: the assembling

o +

" of the information.

The third chapter reviews existing “theories that relate

’

macroeconomic developments and features of the big economy. Further,

it sugéesf.s several extensions appropriate for the Israeli case.

\
= Finally, . it briefly discusses the availability and appropriateness of .-

S

data. . .

’
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r-J
- Cortaitol relations between big holding groups of Israel’s economy, '
N and wider economic phenomena are suggested ip the first chapter. These
ép(.ﬂ are further explained in the thgoretical discussion of ‘ébaptei' Three.
With data made available in Chapter Two, it is possible to formulate -
- some of these relations as testable hypotheses. This is done in the
fourth chapter, where we apply standard.econometric techniques to ‘the
\political economy-of the holding groups.
r 3
Chapter Five summarizes the conclusions of the thesis, and b ’
proposes directions for further research. *
] .
[ ]
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o CHAPTER ONE s - .
‘ BISTORICAL DEVELOPMENTS -

t
7/

- (-3

One  of the rare instantes ‘arousing some interest in the "mark‘et
\ .

. .
structure™ and the "institutional} arrangenents”" was the October 1983 .

& s \
collapse of the Tel Aviv Stock Exchange. Between the beginning and end
L. <

of 1983,‘ the total market value of .shares and options on the exchange

\fe'll by more-than US$10 billion: from Us$15,575 mi}lion to US$56,085

million according to the Statistical Abstract of Isrmel ,1983. This

loss of wvalue (4594 of .the 1983 GNP figure), ended an elevenfyear
peri'.b’d of coatinuous value e;tpansion. -

'

The stock market is, considered by many economists -as close to the
\ [} ¢ 3

ideal type of perfect competition. This, however, was not acknowledged

by the participants on the Israeli exchange. Started énitially by 'Banl‘(

Hapoalim and followed 4ater by the other major banks (mainly Bank

\

Leumi and the Discount Bank),- share prices were manip\ilated and

finally monitored and precigely determined by the banks. , These banks

have acted &s the main spbck brokers controlling some 344 of the

trading. Using internal clearing houses and mutual fund subsidiaries

as a financial leverage, the banks assured foy a "cautious" investor

in their shares = predet;amlned rate of return on his investment

(mainly in the form of capital gains). For instance, the real rate of -

capital gain.on the banks’ shares (deflated by the CPI) was 40.6%. in
1980, 32.9% in 1981, and 29.1% ‘in 1982. Since the real rate of return
I x i

.on equity of the Israeli banking system was only 4.5% in 1982, it is

nov; sn;prising banks became the main investors)in their own shares

3



[ - '
(Ha0lam Hazhe, June 15th, 1983). The banks dealt with "speculative",
activity as well. Here the IDBH group (Discount’) provides the most
conspicuous examples (Frenkel and Bichler, 1984,, pp. 47 -~ 50). A

knowledgeabld insider could perhaps turnea Uséloo investment in 1978

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

[}

‘The banks could not sustain this pace for so long without a tuned
o

syncronization with the government. A iaersistent foreign exchange
policy that devaluated t};e Isrpeli §heke1 slower than the page "of
inflation finally' triggered a ral;id move to U.S. dollar-indexed assets
and the collapse of the Stock market. :rhe government, however, did not

allow a complete collapse. Tt turned the banks’ shares into government

<

bonds indexed to the U.S. dollar value of “the\shar;s prior to the

collapse with an additional five percent interest. A State Inquiry is .

[

now looking into the nature and causes of the collapse, focusing\on
L4

possible illegal activities of the government and the banks.
%

Legality, howév'er, is of no major importance to our discussion.

“

Important is the fact that like the stock market \almost every other

activitx in the Israeli economy is dommated by the threée banks

" e ot st e

mentioned (Leumi, Hapoalim and D;scount), or by the groups of which

they are part. By 1985, ‘ one could identify few centres of power to

)

which we now turn. S

[~




-
L4
- 7 « FIGURE 1.1 <7
S : .
ot ‘Israel’s Dominant -Holding Groups
c & ) -
{ -
g Bank \2
. Leumi
\ s
Hevrat -
, HaOvdim
N ,
i
ST A
‘. S/ The N
( Israeli ;7.
\Govermment /
\
| S R
AN
S ’ | 10 :
. \

IDBH




(4

i.” Hevrat HaOvdim
This is probably the largest non—government Hcontrol group.

Fbr.aally it ia*part of the Histadrut, which is also Israel’s largest ¢

‘"labour ' union" ("Hevrat BaOvdim”" translates to "workers
8

»

society/company”). Hevrat HaOvdim controls (at least ,formally) a

serie; of holding &orporati"ons and large firms. The most important of

which are:

2

—~ Bank Hapoalim; the second, largest bank. .

<
- Eoor Industries; the largest industrial conglomerate, with direct
?

ownership in hundreds of firms. .

-

= Solel Boneh; the largest construction corporation.
4] - .

~ Teus; a diversified industrial holding .corporation.

—~ Hassneh group; the largest insurance company.

- Tonuva; a cooperative affiliated with Hevrat HeOvdim and controlling

4 .
<

70% of Israel food supply.
—~ The Kibbutzim Industr&; a diversified industrial net:worlg7 affiliated

with' Hevrat HaOvdim. * R

ii. Bank Leumi C .

°This bank is formakly controlled by the Jewish Agency which owns
a series of other firms. In practice, Bank Leumi is a "managerial
corporation”, having a board of directors i:hat nominates itself. The
bank is Israel’s ‘larg'est and is concelntratKed mainly in financially
related activities. To a les;;er exteni;, it is involved in direct

| 4

investment in other sectors.

iii. IDBH (Isreel Discount Bamkholding Corporatipn)

« b

IDBH is Israel’s biggest privately held group, - controlled by ag

]

11 o

\

\
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' ’

few famili.'es headed by the Recanatis. StructurAlly, it is’ divi;iad

into:

-~ Israel Discount Bank; the third iargest bank.

- IDB Development; the non—financial branch of IDBE. IDB Development
is further divided into PTE.C Israsel Ecqnomic Corporation and
Discount Investment Corporation (DIC is the country’s second largest

investment holding group with direct interest in over 50 firms).
[y B

. . v

iv. The Israeli Govermment

The government in Israel is involved in almost every sector in

[

tﬁg market by direct investment in firms. It has minority or majority *

interest in hundreds of compan'ies, the most important of which are:

- Israel Aircraft Industriep (IAI); the country’s largest industrial

-

firm with , 20,000 employees.

L

- Oil'l?'s'fine'rié; petroleun.

~ Israel Chemicals; Israel’s largest chemical/mineral céncernv.
~*Israel Milifary Industries (IMPF); the army’s weapon production

branch.

— RAFAEL (Armsment Development Authority).

v. "Gravity Centres"

These are joint ventures between Hevrat HaOvdim (mainly through
- A .

- Bank Wh), Bank Leumi,” IDBH, foreign investors, and the

Government. The most important "gravity centres' are:
- Clal (Israels; Israel’s largest investment holdiné group,’ wit;h
direct interest in over 150 firms, ' )

~ The Ipdustr':ial Development Bank of Isrsel; allpcates much of the

EaY

e

P
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. - -
industrial capital from government centrolled sources. -

vi. Foreign Capital

Foreign Tcapital is not as important as the previously mentioned

groups ’in terms of direct ‘involvement. The major multinational groups

» -~

investing in israel azl'e: Con " .

~ Risenberg grc_mfé. iy . ' _ ) ° s

- Shidlovsky. N « '

- Control Data Corp. (CDC); A ,J:oint venture with IDBH. {

- ral Teléphone Equipwent (GTE); A joint venture with ’ﬁoor, ] via

" its Tadiran subsidiary.
l » » \
) 7 S
vii. Horizontally/vertically Intlkgrated Firms

¢ AY

' Aithough not as large as the m?in holding groups, these are g

usually monopolies or "nesar monopolies"” in’their sectors, Examples:
- Elite; food, candies, coffee.

- i)ebec; tobacco products.

- Shiff group; hotels.

‘ ‘It seems that ‘thé\_s_gggg_r;gl breakdown traditional?.y found in
‘industrial organization' kliterature is insufficient ‘:i.n lthe Isrgeli
case. Out of "Dun’s 100 - Israel’s 100 Largest Industrial iEnterprise's"
in 1984, 29 are controlled by Hevrat HaOvdim, 9 by the Goverrment, 8

by IDBH, and 8 by Clal (Israel) ™- 54 in total. These four groups

_cdontrol 32 of the first 50 and 16 out of the ffi?t'zo of \the. largest

indixstr'ial firms. In the financia} sector, the three‘ biggest banks,
Leumi, I!apoa.lil, - and. Discount, account for approximately. 90X of

assets, enpioymenf and branches. This concentrated state of affairs

13
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repeats ‘itself| ¥n a more detailed breakdown. The' country’s ec;nomy is

- -

to a  large extent directly owned and controlled by these groups.

Furtherﬁbre, heir operations are mutually linked through big and

fmall Jjoint ventures, and intricate reiations with the government. In

the cautious woprds of Aharoni (1976): f o

"Finally,| the entrepréneurship question is strongly tied with
Israel’s [ social structure — a structure in which there probably
exists a |fair amount of informal influence, and overlapping

between economic and political power. Any attempt “to estimate the
influencj of one sector on the other, on the basis of their

relative weight, is highly misleading, due to the. intricate web
of mutual relations between the various sectors, and the informal
power of certain sectors influencing firms® behaviour. There is:
no doubt this question has to be dealt with by methods more
advanced than the share of any sector (or any firm or holdirg
group) in input {. ..] output [...] or resource utilization. All
of these indexes — in spite of their great importance - present
only a very partial picture, due to the existence of ‘informal
influence’" (p. 382, trans., emphasis added).

.

In the highly concentrated and integrated Israeli market, the
-
analysis of macroeconomic phenomena and policy cannot abstract from

" the concrete structure of the economy. Most of the broader economic

phenomena and “public @y§11c1es throughout israel’ history can be

traced to the "institutional arrangement” among several corporate
groups and.the Government. The hiétorical evolution of the important
institutional patterns, and the related devélopmgnt of the country’s
dominant holding groups are outlined in the current chapter. The

’

chapter does not provide a detailed history of the holding/ groups.

Also, it does not discuss the individuals ' that céntrol/own thase

groups. These issues are important but transcend the scope of ,this

essay. . ) B (1
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. A. The Pre-independence Period, 1920 - 1948.

¢

"It mseems impossible to get to the roots of \Israel’s economic
* + gtructure without an historical analysis of the, country’s roots
and sources, or the organizations preceeding 1t, and the basic
ideology that brought about its creation" (Aharoni, 1976, p. 373,
t_rans.) 9

»

< Looking back as eérly as the 1920s, ecogomisté have tended to divide

the market  into sectors organized waccording to some
political/ideological demarcation: . 8 N
The civilian.sector; an unconsolidated "political right" headed by

. 1 \
citriculturists, importers, merchants, landlords, city mayors, etc.

The Histadrut Sector; the "ideological enemy” of the civilian sector,

=== < ,

* .. o . . . .
combining workers’ political and economic organizations.

j@g ‘would be’ national sector; a network of financial organizations

established since the beginning of the century by Zionist institutions

in Germany and Great Britain: Rasko, A.P.C (the ‘would be’ Bank Leumi)
L ] ) ( -

and others. /

Foreign investors; cooperating with the national institutioné: P.E.C,
P.C., Africa Isrsel, Rothschild, Shell, and others. -

However, the political demarcation :;d ideological '"struggle"
were more a remmant from inflatiom-hit Europe_of the®ost-Horld War
I. They - had ve;y little to do with the reality in Palestine of the
19203. The struggle fonghich the ideological diffbrences‘éé%ed as a

"front window" was over the allocation of Jewish philantropic cagigél,

and for a share in the "autonomous spending” of the British Mendate

‘and in the business certifdcates it issued (cf. Sharshavsky, 1968).

.

@
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In parallel Fo the establishment of the Hi;tadmt (1920), Bank
:} -  Hepoalin (1921), ‘The Office for Public ona;;l-m (the ‘would be’ Solel
Bonhe, 1521), Hevrat HeOvdim (1923), ahd. éthers in the Histadrut
sector, one can name a series of civilian :ector organizations like'

the Industry Owners and Employers Association of Tel Aviv-Jaffa

4

(1921), the Farmers Association (1922) and the General Merchant and

Middle Class Association, the official aims of which were a share- i’n

.

the ix;:port and business certificates granted by the British Mandate

ok

(1925). / C . ' .
- i - - ’/

.
©

.The first institutional arr:angement surpassing the "ideological"
differences, was the division of labour between the Jewis!l Agency that
- imported -Jeliish capital yia its Anglo-Palestine Company (A.P.C).,} and
the ‘Histadm% that imported and o;'ganiZed the labour force. According .
! _to the dominant view, i:.he Histadrut is a "workers’ organi;ation" and: a
"la'b?bur- union". Officially, Ben Gurion pushed ?or t;he establishment of
‘Hévmt HaOvdim that would concentrate all the economic activities of
, the Histadrut with the stated intenticn of making every worker into" an
\ - . owner. However, throuéhout the ‘development of the Histadrut and the
. related orgénization of Hevrat HaOvdim "workers’ ownership” remained a

e -2

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

of the_ Histadrut for concentrat‘ing ticontrol over the dJountry’s

various ,labou{ organizations and economd institutions associated with

the labour movement (cf. Shapira, 1975 and Tevet, 1976)\. Many of thaR
Histadrut leaders, and Ben Gurion in particular, accepted the private

sector’s claim that the "national interest"” of immigration dictated

low wages. On the other hand, they declared a strike whenever workers

- - ) ‘- 16
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were not employed through a Histadrut agency (Tevet, 1976, Vol. Ii,

pp. 300, 316).°

Q

The struggle over resource allocation was intensified with the
coming of World War II. The Britisk Mandatecenacted a regime of

strict input-output allocation system to monitor its war effort. Onme

of the important winners was Solel Bonhe, a member of;varat HaOvdim:
"... More than we had wished to produce and seil glass, it had
been demanded 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 enabled the army
authorities to buy whatever they needed directly from the
factory. We established 4 marketing firms abroad, together with
local merchants. We sold the marketing firms one square metre for
3.5 Israeli pounds; they soid it for 7.... Within less than 3

* years our profits surpassed all of our inveB3tment, leaving us
with net profit of 75,000 {sréeli pounds”" (Dan, 1963, p.188,
trans.) ~ . .

Another wimner was The Israeli Central Company for Trade and
Investment of the "civilian sector”. The company was establish?d- in
1944, uniting in a cartel most of the wood and steel importers for the

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

° t ‘
in a close cooperation with the labour—associated Solel Bonhe. An

important example of the slurring ideoclogical and -~ sectoral

°

o]
demarcation, was the early concentration of the construction supplies

7

market. In 1?45. the two companies jointly boughf in a giant deal (for
one qiliion British pounds), the’cement company Nesher, a highly
important supplier for the construction industry. fhe deal with the
"class enemy! aroused a turmoil innthe Histadrut ieadership,abut Solel

Boneh management did- not responded:
"We kept silent, as we did not want to let our critics know we
intended to extract from the factory such profits, which would
repay in a short period our investment many times over" (cited in
Erenkel and Bichler, 1984, p. 196, trans.)

¢ L4 °©
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This period of pre—independenge 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 Palestine in 1935.
Infra;tructure investment by the,Jewish Agency and the British Mandate
had created a nééd for credit. In 1936 the Discount Bank was
iftablished. Unlike many of the other banks established {h the early
19§Os; Discount did not limit its enterprise to the family boundaries.’
}t expand;d its capital base by association with ;everal important
Sephardic, faﬁilies, dealing mainly in real estate and trade. This
practice of cooperation with "outsiders& {(which has been a prominent
Discount policy ever since) helped the bank to survive the crisis in
late 1930s, * to .receive a consi&erable share in the British Mandaté

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

biggest privately held bank.

[+
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B. The Austerity Era, 1949 - 1954

With the termination of the British Mandate and the 1948 War: of o

- Independence, 1Israel was abruptly cut off from the British and

surrounding Arab markets. In parallel, massive Jewish immigration
[

* increased the population from 650,000 in 1949 to 1,400,000 by 1952.
These new immigrants, survivors of the Holocaust and ~deported froﬁ

Arab countries, arrived with practically no property om productive \
® skills. Far from creating a "multiplier" through increasing private
L

]

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

investment activity sharply declined and much of the foreign Jewish

donations was needed to prevent huhger.

\
Under such objective opening conditions, and the limitgg domestic

¢apital base, the government enacted in 1949 an "austerity" ‘program
that lasted officially until 1952. Later, whpn the Israeli national
accounts system has started to develop alofig “with’ the country’s

1
macroeconomic profession, this program was <everely criticized. Most

-

writers tend to perceive .the austerity era as a manifestation Sf a,
policy. ,Many (f%cluaingb-those prefering free market forces) agree
tLat, consideriné the severe ijgcti;e conditions, a plgnning“policy

- was essential, but they reject the tools of " that policy; namely,
distorted foreign exchange rates, negative export incentives vis a vis
the domestic market, chronic government—_bquet deficits, price

controls unsychronized with the money supply, massive governmental

intervention in the lndht—output proéesses throughout the economy,

h ) ‘ 1y

- '2? excessiveuéﬁteqvention in the capital market, incorrect allocations of

I
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o B 4 ’
thecpcap%fal ;inflows between consumption and invesment and so on.!
N °
. N ) Unlike ' the economist’s retrospect, the political leadership of the

§Lj§ time was not overwhelmingly concerned with economic tpeory:

... moreover, Ben Gurion was repelled by the beliefs in economic
laws and in the autonomy of the economic mechanism.- He had never
understood them, loathed them, and viewsd them as a mystery web,
a fetter on human will. He wished to rape the economic laws, and
by so doing to break their rule and uncover their nullity"
(Horowitz, 1975, p. 41, trans.) e

"

Irrespective of the dispute between the ["objective" economist and
’ \
the "passionste" politician, the "Austerity Era" of 1949-54 '(and not

/.
195? - the year in which the plan was formally ended) constitutes the

o

3 e

critical period in which the authority/property relations in the
o ° 4 -

Israeli society had been determined. Most' of today’s "natural”

o

”

institutional arrangements saw their birth in fhat period, when it was

<

] Q 3
decided who was to emerge as a "market force" and who was to remain an

Q

0 anonymous worker—consumer, or simply, to whoh and how zgu}d’the land,

capital and the control of the labor force be ailocated.

-

-
® -
L]

’ Almost all of the country’s population was unaware (then as well

°

’

Inumber of organizations and firms that démi'ate today’s ecomomy were
already established at the beginning of the - process a; on—gélng
concerns, situated in kéy positions: Hevrat Hha;din (Bank Hapoalim,
Solel B;nhe, Koor), The Jgwish Agency (Bank Leumi, Rasko), Israel

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

of these, or formed the basis for a "gravity centre”.

Q
8.

O 1. Cf. Patinkin (1965, ch. 1,2,3), and Halevi and Klivnoy-Malul (1968,
T ch. 10) e @ ! o ’

I
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as now) of the issues at stake. On the other hand, most of the limited




_capital

v

From the "Outline for the Government Program”" 11949), one can see

that the government had decided on "incentives for private investment

°

as the main avenue for rapid solution of the central economic

cproﬁlems. The main objective of the incentive policy is! hational\

. pfbduét groqth, and the reduction of the balance of payment deficit".

This was to be enacted by "...special concessions for productive

o ‘ b
investment that help the rapid and efficient development of

)

the country’s resources and economic opportunities, as well ‘as

@

conceassions for foreign Jewish capital transfers from the diaspora.”

(trans.) \
9 °.
The "centra¥ economic problems" as well as the "main objectives",

h a

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

Israel’s inhabitants of that period, ~ this macro-context revealed

‘itself as a severe scarcity aﬁé"fationing of values-in-use: basic

necessities for final "consumption. On the other hand, for those

institutions, firms, and individuals that were supposed to solve the
countryfs‘problems, this context could have been concisely summarized
by the phrase "special concessions". These encompassed the ways by

which scarce resources were to be allocated. They also includeg the

v
©

cllve -a whole range of

]

exclusive grights and certificqﬁes discretionally authorized " by the

government and then immediately -turned into valuable, perhaps
essential,s means of production. FolIBwing\tbe custhmary grouping of

N .
economic resources, we can now discuss the allocation of capital, land,

and labour. These are dealt with in the next few sections.

® o
¢
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The \deep involvement of the government in the capital market
‘startéq as early as 1948.. The government channeled most (éO—BO*) of
the‘ foreign capital transfers and loans, as well as- the limited
domestic sourcés. Since ‘most of the capital sourcea channelea’by the
government were otherwise unavgilable for domestic uses (cf. Patinkiﬁ,
1965,('p. 83), no "crowding out” arguments had been raised against the
"state involvement". Rather than that, the Knesset (the Israéli

.yarliament)\\chose to debate the subordination to foreign lenders (the

U.S.A) or the impact of government policy on the competitive nature of

- \the Israeli economy. These debates, however, had very little to do

]

e e T e e e e S i

Examples are abundant. Initially, in the first years of the
austerity, Herut (a "right wing" party that later becameca part of the
L;kud politiéal blog) fought for the interests of the "small citizen"
a;d the principle of pluralism. It demanded the éstablishment af
civilian committees to allocate capital. These were. supposed “to
replace the ruling Mapai party that "threatened with a .complete

Neconomic domina?be" through the Histadrut and governmefit corporations

(Procéedings of the Knesset, 1949, various places). Later, when the

first U.S. loan arrived in 1951, the piinhiple of competition was

- abandoned for that of "private enterprise”. Abraham Recanati, a Herut

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

ceased campaigning . against the big Histadrut organization. When part

- of the 'U.S. loan was allocated to the orchard industfy, he‘demandgd it

\Abe centralized through one establishment. Thewne he had in mind was

o
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, Pardes Syndicate, that dominated 1/4 ‘of tﬂg country’s orchards, and .
‘[; was under partial control of the Discount Bank. (fhe orchard industry
is now completely controlled by the three big banks.) Another bé;t of
the UaS. loan- was bound for the shipping séztoru Recanati fought
_ againgt special privileges for Zim Lines (then unéer the Kistadrut:s
. control). Two years earlier however, in 1949, Discount (via the
Israeli Company for Finance and Investment - the ‘would be’ Discount
' Investment Corporation) was granted along with Zim, Ampal (a ULS.,
subsidiary of Bank Hapoalim), and P.E.C (later a part of the Discount
Group) a certificate to establish the Israel-America Line. This
shipping joint venture had exclusive ©ights on 'the tradsportation of

1/
3

;upplies from the U.S.A. After a short while, <the deal broke down.
\ Y s

Discount withdrew ’from the venture, founded its own shipping line, El-
Yem, and Recanati started fightin; for efficient allocation @and
’ against %in. {Today the two companies are Israel’s biggest shipping'
| lines.) _
|

Foreign capital transfers have been channeled into capital

©

formation yvia the "Development Budget". Allocations were principally
’ ﬁade by government "approved loans”. When the interest rate was 20-30%

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

ua ]

was gf%en at less than 10%. The negative real interest rate made

capital even more "scarce" than it was. This ﬁegative interest
N \

arrangement remained in place until the early 1980s.

T~ This allocation mechanism, however, has not been any more visible .

~

then the "jovisible hand". Indeed the distribution of capital
C - 5
\ . - i% 23 .
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format}on and its guidelines at that period have never - been

o

system;tically recorded. Nor‘have.they been convincingly discovered by
later researchers. As noted by Patinkin (1965, p. B0), there was no
simple relation between~gove;nment allocation and the“inves;ment of
the firms® being granééd the loans. Government grants and loans in
1962-3, for instance, totalled more than the sum of all investment
made by the receiving entities! Barkai {1964) iP his study of tﬁg
three '"sectors" suégests) a proportional pat{ern of 60-20-20%,
according to which the private sector, the government corporaéio;§7and
the Histadrut sector respectively, shared the capital allocation. This

hypothetical "code" represents a conceptual framework perhaps adequate

for the pre-independence sectoral division. By the early 1950's when

the cores of the holding groups have started to emerge, the allocation

code might haye been quite different from this pattern.

\
o
Less quantifiable than the direct capital allocation, but of no
lesser imp8rtance, were the man—-made quasi-scarcities and the

qualificgéions reqiired for their rehoval. The government held (as it

‘holds today) the authority to certify a bank. It is still hard to

&
unveil the '"productivity" or "efficiency" criteria by which

v

gertifiéates were awarded. It is easier to relate them to political
. ' - L

and economic ties between the various factions of the Israeli elite

that- were starting to consolidate in the Austerity Era. Among the
A ]

\certificaées, one can ﬁote the Union Bank that later came under the

control of Bank Leumi. Another certificate was awarded to M.B.Gitter.

Altﬁdugh closely associated with the Mapai party, Gitter handed the

L4

ownership of the Israel Development and Mortgage Bank, ~ﬁhich he was

certified to establish, over to the Discuunt‘group, in which he became

2
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' absence of adequate records.

an owner and a director.

Q

) v
Another scarce resoiurce was the authorization to deal Wwith

X

foreign currency. An important example is Ampal, a subsidiary of Bank

Hapoalim that was already mentione&. Ampal acted as an external

_clearing house for complicated barter and foreign exchange rdeals. In

the 1970s and 1980s it became a ga%e for capital outflows from Israel.

A second  example is Swiss-Israel Bank that later became a member of

the. gravity centre Clal (Israel). This list of scarce resources can b?

exteﬁded to include certificates for p?::Sf;gd custom duty rates, for

bond and siock i;suance/floatation, prefered foreign exchange

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

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

4

The governgfnt ‘also got involved in “Praditional" fiscal
activities. The IDF (Israel Defence Force) was formed. .This was an
element that later became the most important single item on the
government purchase list, méinly for pur;hases from the large holding

groups. Finally, thé government started tgﬁzstablish a series of

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

own right. It also started the tradition of joint ventures with Hevrat

. HaOvdim, the Discount and Leumi groups by the establishment of El-Al

°

Israel Airlines and Delek, an oil marketing joint ventur%.

-
s
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- 3. ' Land

<
In 1948, 700,000 Palestinians left the country and abandoned

5,750 square km. of agriculfural_and urban ‘land. They ai;o abandoned,
according to a cautious estimate of the U.N.jihefdkees Agency, some
US$330 million in other properties.

How was this "absentee property”" reallocated? According to

Segev’s (198@} pp. 84 - 94), it appears that "evérybody" was looting.

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

committee dealing with the allocation of the "absenteeo propégty". It

_is' also uncertain why the official documents of this committee are

still being held inaccessible in the State Archives. As far as
Qgricultural land was concerned, scattered sources indicate that the
Kibbutzim received the lion share. Unfortunately there are hardly any
indications - about urban Zand allocation. There is almost no

kN
information of effective control over land granted via government

leasing. In silence, within few years, the allocation of 1ahd took
g I tien of

place, drew little attention and left hardly any recorded traces.

i}

3. Lebour : ) '

~

' ~
Most important of all wps the initial institutionalization of

control over the immigratipn and organization of the labour force.
Gr;wth could hardly have been conceived without substantial increases
in populationﬂs Without these, capital and land all&qatiop are nmuch
less relevanf, and this dependence wag_clear to thé Israeli. elite of

s
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the time. In order to compensate for the 1948 loss of the Palest@nian

population, "absorbtion of immigrants" was made into a national goal.

" All of the country’s main political/econom}c institutions competed

3

over this scarce resource. The superior poéition was probably held by
-

the Mapai party, although, as is the case witﬁ the other factbrs of
producgion, the 'actual process of allocati%n is unclgar. 0f utmost
importance was the integration and stasdigﬂization of" the
heterogeneous labour force. It has been suggested that the deliberatg
stirring up of the Israeli—-Arab conflict by the Israeli leadership in
the early 1950s was partially affected in order éo assist this cause

s

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

1 . -
!

Under the curtain of broadly stated macro&conomic goals,
developments in the Austerity period acted to rapidly concentrate the

Iaraeli economy and to determine its structurequr subsequent years.

+.Jn his biography, Hari Recanati (19845, the second Discount Bank

chairmen writes:

"By 1951, 1 had good reasons for being satisfied with the
completed task. The bank left to us by our father has prospered,
and cond®ituted the base for a first-rate Israeli financial group
<o (pp. 71 ~ T2, trams.)

]

Discount, a small bank, had bJ;n turned within 15 years of its

¢
nfoundation by a non—-banker into the second largest bank and the fourth

. {

largest, industrigl concern in ﬁhe country. Despitp its fairly
conservative management, it inVeéled in new areag, like rubber, paper,
fuel supply,- shipping, aluminum, electricity and Qgre. Its pace of
expansion was rapid, and more importantlyuprofitable, due to the non—-
competitiv; conditions of the Austerity Era. The government imposition
of barriers on entry, the capigal that it allocated cheaply ' and

-
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selectfvely along with other special propert} rights, all fgrced fhe

Discount group to’ face problems common to a mature oligopolistic

2 r
Vd
' A

« " . I have striven toward thinking about new iﬁitﬁatives in

' Israel, but saw no success, as we already -had in our group all

the subsidiaries appropriate to our basic operation" (Recanati,
1984, p. 72, trans.) N

concern: ) <

o

-

The vyear .that he was addressinglwhs 1951, only three years after

_Independence. ’ ' p -
. . g
0
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C. The German Compensation, Growth and Relcession,:l 5-1
i .
» B - 1
In 54, Israel signed a compensation accord with West Germany,
by whichg. the later would pay the Israeli government US$500 million

during a ten year apan, as a compensation for the genocide of six

mi;.lion Jews and the confis'c&ion of their property. In addition, it ~’
was agreed to individually compensate Israeli Jews harmed by the
Nagis. In'that year, the Austerity as an era had come to an end. Based.
on this capiltal injection, - the government could finally launch a

development plan. The 1list of participants in the plan was rather

y ’ )
ahort with.no newcomers. \

/ -
By 1956, the’ government had decided to establish a financial
: ~ : ‘
institution to deal with medium and long term industrial credit,

Ean

-

originated in douest;c and foreign sources. The Industrial Development
Bank of Israel was established in 1957. Its main capital source was
the German compensation payménts.v The bank institutionalized a form of
capital- allocation, the subsidized loan, already prominent in cthe
Austerity period (1949-54). ~ o
° . o
The control over the bank has been held by the "Loan Comittee:’:
This is' an informal body;?‘eight members (whose names are not

discloseg), deciding "to whom”, "how much"”, and "in what conditions”

the loans are to be made. The bank’s board of director, from which the

>

‘committee is chosen, is nominated by the bank’s main share holders -
the Government, Hevrat HaOvdim, Bank Leumi, thg Discount Bank‘and a

list of others, mainly foreign investors. In the bank’s Executive

29
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Committee, we can find representatives of the three biggest bahks and

the Government. .

The  Industrial Development Bank of Israel is an example of a
"Gravity Centre" - where all the important market forces coincide - in
this case to equi}lbrate (allotate) the cheap govermment credit, It
als; ;:2§¢btg the gqv?rnment tenéency to assume a controlling share
much 1 er 'thaﬁA its ~share in the total investment (1/4 of the

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

’
<

\ i v ,
The flow of foreign transfer? had its impact on the industrial
_structure as well. Solel Bonhe, a member of Hevrat HaOvdim, went
through a reorganization. ~In 1957, it was split into three divisions:
. Solel Bonhe, Solel Bonhe International, and Koor. Although Solel Bonhe
« has. remained ah iﬁportant concern (one of the world’s ' largest
construction companies), theégplit reflecés the shift in the Israeli
. economy from construction to industrial activity, which finally turned
Koor .info Israel’s lar;est industrial conglomerate. In 1961, the
Discount Bank established Discount Investment Corporation (DIC is
today’s second largest investment group), which assumed the nén—
anancial activities of the Discount group., A year later, Clal
‘(Israel) - téday’s largest in%estmsnt group ~ was formed. ‘The venture

was put together by the Minister of Finance, Pinchas Sapir, as an
. -  attractive investment ouéiet for Jewish capital, especially from South
' America. Foreign investors were expected to contribute B0X of the
capital. The other 20X% were supposed to come from the domestic .
partners: the Govermment, Bank Leumi, Koor, Solel Boneh, Bank

0 Wh, the Discount group and the Israeli Pentml Company  for

-
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Trade and Investment. Aside from Koor, DIC, and the gravity centre
Clal (Israel), the 1late 19562 sgw the birth of several oqper

industrial concerns, many of which were later mergeci into the Dbig
®

‘ hqlding groups: GYA.S Rasko, Teus and others.

[ i [

Alf of these initiatives aimed af a stake in foreign qsp}tal,
allocated mainly through the Developmént Budget via the Industrial
Development BRank of Israel. The initial years were mainly devoted for
hectic expansion partly through internal growth byt mainly through
mergers and acquisitions, ,which jgre approved and financed by the
govér%ment. Agparently, the pace of expansion was too rapid: Koor
found itself in difficulties and the government was forced in 1962 to
invest nine millisn Israeli pounds (20% of Koor’s capitél) to save the
company from losses. 'In the saﬁe year, Clal (Iﬁrael) found itself in

even greater difficulties which were concealed from its foreign

J

investors by complicated manoeuvers using govermment finance. \\\\f’
o

"

In the early 1960s, "government needs" for capital increased.

Signs of difficulties in the domestic economy and the expected ending
o X z

of the compensation accord led the government increasingly into the’

local capital market. In these- years, many of the institutionalized

characteristics of the domestic national debt evolved.

4
d « L

The government selectively awarde& the certificates for its bond
issuance ' and undgrwriking. Bank Leumi, ,the Discount Bank, and Bank
Hapoalin,l together with Discount Investment Corporation and Clal -
(Israel) were almost its sole agent;. The underwriting fees, however,

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

government bonds are bought by the "institptional investors": mutual

4 .
#unds » social insurance funds, and insurance companies. In the late

E w ,

1950s, much of the insurance activity was already accounted for by the
three big banks: Migdal Insurance (Bank Leumi), Hassneh Insurance of
Israel (Hevrat HaOvdim) and The Israel Phoenix Assursnce Co. (Discount
and the London Phoenix). Mutual funds asset; were similarily
conc;entrated in the same hands. But of more importance, has been the
development associated with social ?nsurance funds (pension funds,
provident funds, severance funds, and social funds). As the number of
insured employees increased to at le-ast 70% of all employees by the
early ﬁ1960’s, the number of social insurance funds has drastically
declined. Thi mos/( igmportant .single reason for this was the
consolidation of all of the Histat;lrut’s social insurance under one
parent company, Gmool, accounting for mor%e than half of ihe country’.s
total pensions,and other employee’s c?)mpensa;:ions.
oy,

Gmool buys government bonds through one of Hevrat HaOvdim’s

subsidiaries and the proceeds are deposited in Bank Hapoalim. One half

-

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

- discretion to the final user. The other half is considered ad

"authorized® deposits for granting loans" whereby the ogo‘vernment

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

according to its own discretion. This set-up repeats itself with the

_other groups mentioned although Hevrat HaOvdim has been awarded a

1

considerable "'competwitive edge” due to Gmool’s asset size. Hevrat
HaOvdim is formally associated with the Labour party. When the Likud

bloc replaced the Labour party in power in the late 1970s, Hevrat
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HeOvdim’s priority was challenged by the otﬁ;r groups, who wanted a

larger stake in the capital granted from the resources of social

insurance funds.

The most important detail, however; is still missing. Like the -

o o

subsidized loans through the Industrial Development Bank of Israel and
the "directed credit” through the commercial banks,- the "authorized
deposits for granting loans" are not indexed or only partialiy
indeged. On the ‘pther hand, the bonds held by the "institutional
investors" are fully indexed. As inflation started to accelerate; the
assets of the bond holders (the main holding groups) were accordingly

-

inflated. The credit awarded to the main holding groups - "directed"

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

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

.

:
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D. Growth and Stagnation, Arms and Finance, 1967 - 1985

’

¥
[ 3

-

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

Q
the compensation funds had not launched an industrial takeoff.
Préblems in the balance of payment, government deficit, and domestic
° ' A
debt could not be dealt with without an alternative fpreign capital

source. In its absence the government publically announced the onset

N 3
of a planned recession.:

The turning point came with the 1967 War. The market e§panded
overnight to include ap additional populatlon of some 800,000 workers-

consumers from the West Bank and the Gaza Str1p The multiplier was

considerable. Similarly, Jewish capital donations from the Diaspora
rose substantially. However, the m;st important development occurféd
in 1966, a year before the war when fsrael was granted US$90 million
as a military loan from the U.S.A. In that year Israel changed its
course from an associatfon withl;ecaxipg European powers like FrancF
and Great Britain to a growing dependeﬁce on the United States. The
growth " of the army followinfsthe war and the shift to more . expensive
U.S. military ha;dware gave birth, in the late 1960s, to a rapid
expansﬁon of local arms production. Initially, production was carried
out by the sté::e: Israel Aircraft Industries (IAI), Israeli Military
Industries (IMI), and RAFAEL. Then the industry opened its gates for
other interested parties.

.In 1968, Dan Tolkovsky was nominated as chairman of Discount
%EJE Investment Corporation. An offspring of the Israeli aristocrac? and a

o°°
.
-
o °
. el
- o
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former IDF General (first head of the Israeli Air Force), Tolkovski
suited éhe needs of the hiscount group in the industrial field,
especially in arms production. Already. in 1962, he had established,

with the Rockefellers, Elron Electronic Industries which became (in

o

! " ‘ 3 . il
the 1latec 1960s) the centre for Discount’s armament activities. 1In

°

1967, Elron established jointly Q&th the U.S.-based Control /Data,

Elbit Computers (headed by the former zGeneral B. + Peled, one of.

Tolkovski’s successors in the Air Force). Since then Elron has added
some other nine subsidiaries, all of which are engaged almost
exclusively with arms. In 1967, DIC also established Iscar Blades

(with TRW, a U.S. arms conglomerate)-as well as two R&PB joint ventures

|

with the govermment. By 1983 Discount Investment’ Corporation had

o

0
direct interest in dozens of industrial groups and firms with "9 deep

commitment to‘high technology ever since 1962" (Discount Investment

quporation: Annual Report, 1983, p. 2). ,

One of the industrial groups in which Discount shares ownership

and control is Clal (Israel). Although state subsidized until 1967,

Clal (Israel) came out of they"red" by the late 1960s. In that period,

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

its subsidiaries and acquired a series'of otﬁe; industrial entities

~that could hardly survive the 1965-66 ré&ession. With cheap government
fi;ance, the company expanded after its reorganization in 1970 into

finance, construction, real estate, services and most importantly,

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

today acc;unts for over half of the group’s profits - stands Zvi Zur,

a former Chief of Staff. The industrial division controls most of the

group's- arms business although Clal (Is;ael)’s subsidéaries Clal

&
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Electronics and Clal Trade are also invelved in the" field.

The expansion of Clal (Israel) to become Israel’s biggest
investment grc'mp,\ with over 150 firms and 12,000 'employees, was

highlighted by the struggle over the group’s control. The _firm was

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

which was quickly abandoned in light of Clal (Israel)’s. growing
importance for its domestic owners. In 1968, competition over the
control had bég‘un. It ended by 1975, when Bank Leumi held 8%, the
Discount group 21%, and Bank Bapoalim 30%, coll'ectively over half of
the common shares.

o

a

The most important shareholder in this gravity centre is, Hevrat
HaOvdim (via Bank Hapoalim). Even without includimg its involvement in
Cla¥s armament activity, . l\levrat HaOvdim is the most important  non-
governmental arms producer in the country. As we have already

mentioned, it was in thgearly 1960s when the group’s industrial
q ~y

activity was concentrated via Koor, an offspring 6f the construction

giant Solel Bonhe. 1In 1973 Koor was reorganized into seven industrial

.

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

S

government expenditures towards the military: '
"Removing the centre of gravity from the construction supply
industry onto the fields of chemistry, met&ls and electronics,
has prevented unnecessary shocks, and enabled us to concentrate
on security and export. This has been reflectéd in a substantial
growth in profits - absolutely and in relation to turnover”
(Koor: Annual Report, 1973, .trans., emphasis "added).

Out of Koor’s hundreds of firms, many dozens are armament producers.
The most important of all is Tadiran, Israel’s second largest

industrial firm." The firm was created in the late 19508 as a joint

Ao}

’
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venture with the government. After 1967, when government support was

no longer required, the state shares were bought by the U.S.-based GTE
which assured the export markets. In 1984, GIE sold its share back to

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

Discount Investment Corporation and Clal (Isrsel), also has former

. /
army generals situated in key positions. The company was headed by the

former IDF General Meir Amit and its curren't chairman is the former
General Yesha®yahu Gavish.

With the intemsification of \the conflict after 1967, the U.S.
involvement greatly fﬁocreaaed through arms supplies. These were mainly
financed through U.S. military loans, the accumulation of which
accounted‘for ai:out one half of Israel’s net foreign debt as ‘of 1984.
The rest of tthqlb armament growth can be fssociated with the domestic
debt. If we measure it according to the share of defence spending in
the budget, the domes!:ic arms sector accounts for a half of the
domestic debt. 'I:his sector is composed of hundrecis of firms, most of
which are bounded under the control of severz‘al industrial/financial
conglomerates, which are strongly linked throu;h mutual investments,

>-joint directorships and relations with the |, state. Although | the
armament activities of these conglomerates or holding groups directly

[

account for a considerable part of the domestic debt, government

expenditures,: industrial output and export, we know of no serious

study that anaiyses this "defence sector”

The shift from a civilian to a military oriented market was

associated with a rapid and disproportional growth of the financial

A
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sector, essentially_the financial activities of the three big banks.

The recession of 1965-66 and the boom following the 1967 War permitted
the rapid expansion of the biggest finan;ial institutions. In the
period of 1967—73, Bank~dumi acquired control over a series of eight
banks. The Discount group went through reorganization when IDBH,
Israel Discount Bankholding, was created.controlling the Discount Bank
and IDB Development. The most conspicucus performance however, was
recorded by Bank Hapoalim which surpassed Discount to become Isrgel’s
sécondilargesﬁ bank.

The pace of expansion of Bank Hapoalim can be mainly attributed
to Jacob Levinson, nominated as.chairmag in 1970. Levinson was closef}
associateg with the then Minister of' Finance, Pinchas Sapir, who
wanted to turn the bank into the ‘country’s most important financial
institutiqg. Levinson, - through a bitter struggle with Hevrat
HaOvdim’s leadership, managed to channel nearly all of the group's

financial activity through the bank. This was complemented by moving

the group’s investment fund and the social insurance fund Gmool under

- Bank Hapoalim’s control. These financial tools aided considerably in

the series of bank acquisitions throughout the '1970s.
\ . -3

With the growth of the banks came the "Gilded Age” of the stock
exchange (the end of which hds been already outlined). The banks found
it feasible to compete ﬁifh the terms of government bonds, which
amouhteé’ to a real rate of return of 20-30%. The government was
perfectly aware &f the banks’ growing market share (vi a vis its

fr
bonds). It was also aware of the wmethods used i shock price:

manipulation but considering mutual dependence and interests, no

o
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/'  govermment steps against the banks’ practices in the stock ‘market

occured before the 1983 collapse.

Predetermined and high profit margins in arm$ <production were
associated with stagnating civilian industry. Similar links can be
suggested between the secularly rising rate of return on financial

investment and the stagnating industrial investment gnd output since .
° . L)

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 speculation” (Keynes, 1936, p. 159).

A similar fetter on productive inVestment was ' imposeqd by the. rfsing
cost of loan capital allocated by the bank. Like the rates of return
obtainable on the Tel Aviv Stock Exchange, 1he real rate of interest
on loan capital has very little to do with the competitive equilibrium
of fdemand" and "supply”. In the Israeli context,\ Ehe interest rate
was more likely to be equilibrated (deﬁermined) among &, limited number
of individuals heading several business institutions and the Ministry
'
* of Finance. Macroeconomic goals, like growth, were influenced by the
»

determination. .of the interest rate. So was the profit of Israel’s

largest banks.




0O

E. Macroeconomics and the "Big Economy""

As we have attembted to outline, many of the important

-

macroeconomic phenomena in thé Israeli economy can be meaningfully
\ °

linked to developments in the "big economy" - in particular to the
h Y

evolution of the institutional arrangements among several holding

groups and the Govermment. In the following paragraphs we briefly
sumarize s&me of these links.

4

With respect to Cepital Transfergs, their allocation pattern was

initially detenminedl in the Austerity Era of 1949-54, and
institutionalized through the Industrial Develpmené Bank in the late

19560s - a pattern followed ever since. The Domestic Debt had started

to build up in the early 1960s and was institutionaliz;d yié the
indexation arrangements. The manage-s of the foreign transfers and the
issuers of the domestic debt have been the big holding groupg, which
a}so rece;yed a cénsijérable share of the capital thus formed and in

"preferred conditions”.

In parallel to the growt? of foreign capital injections, the

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

=

*:: Balance of Payment Deficit has been strongly lirked to the arms

orts, which acted to accelerate the transformation of the domestici

market from a civilian to a military oriented production. Although
arms became Israel’s biggest export item, they éould not offset the
strain on the domestic economy imposed by the 1local military

A

expenditures. Almost all of Israel’s arms pro&uction and exports aréi

©




in ‘the -hands of the big ﬁolding groups. Thus the developmen} of these
groups are directly related to the largest items on®the Gover::Fnt

.Budget (and Deficit); namely, military expenditureg and the debt

-4

services associated with them (foreign and domestic).
»

The Government Involvement inAhe Capital Market started iﬁ the

Austerity Era and has intensified throughout the years. The government
formally controlled inputs and outputs in this market, but graduah&y
has become dependent on the holding groups, mainly the three biggest
banks actiﬁk as its agents. Thus, the government could not withstand
pressure from the banks when they started to raise capitél in the
stock exchange. It had to turn this capital into government bonds when
the stock‘ﬁarket collapsed. Recently, the banks’ managements even
1’ threatened to advise foreign investors not to invest in Israel and not
to channel foreign currency into I4rael as a "counter measure" against

the State Inquiry on the stock market collapse (HeArets, July Ist,
Z

o

1985).

L
°
A

The notion of Entrepreneurial Efficiency was selectively used in

the Isreeli history when the government, countercyclically to profits,
bought or sold firms. Of no less importance have been the government
less wvisible forms,%bf aid to ”enterpfeneurs". Most of Israel’s
"success stories”, especially in the high-technology armement-related
fields, have been written with the aid of a stable ‘consumer (the

"
goverument), cheap finance, generous tax concessions, and lack of

competition.
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In an attempt to provide some lessons from Israel’s inflationary

o S i e i St 4 P

S—

experience, Don Patinkin criticizes the claim that inflation is a

government tax on cash balancgs

... for in Israel every time the price level goes up, the
government loses money — it does not gain. That results from the

very special situation in which the Israeli government bofrrows by
means of indexed loans, and lends from its‘gdeveIOPment budget .

"

without indexing. Thus every inctrease the price level
increases the government’s debt to the public without affecting
the public’s debt to the government.... thus the government loses Iy
in real terms every time inflation occurs" (Patinkin, 1979,

p. 129, emphasis added).

\
[

Patinkin also associated governﬁental loses with the "subsidv" of the
{

non-indexed loan:

"I would 1like to empﬁésize that to give a subsidy is not
necessarily bad; but to give an arbitrary one is. And failure to
index a loan provides a subsidy to industry not in accordance

with any principle, but instead arbitrarily, as a function of .
whatever the rate of inflation turns out to be: the higher the

rate of inflation, the greater the subsidy. That is not rational

(ibid, p. 131, emphasis added).

Patinkin does not make any specific reference to the banks and the - .
social insurance funds ("the public") holding the bonds, nor to

holding groups ("industry") awarded the subsidized non indexed loans. N

~

Further, there ig no word in his entire article on the special -
relation between the "public"” holding the debt, the "industry" being

allocated the non-indexed loans, and the goggrnmenf.

3

Formally, social insurance funds’ assets belong to Israel’s
- . hd ]

workers. In practicé, they are one of the most important sources of
~financial -leverage of thé holding groups. The banks, acting as
trustees of Israel’s social insurance funds members, even used those

assets in é}der to try and support their falling share prices before

[ ——

the October 1983 collapse (Hadashot, May 14th, 1985). §imilarily, Bank

o

’ -
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s
Leumi’s provident funds .havé recently been receiving a monthly

¢ interest rate of 20% on their deposits, interest of which no part was
( passed on to the members’ acc'oun}:s. After criticism, the funds agreed
Papnte to pay 8-12% to their members, which fell short of the full 20% "due

to technical difficulties” (HaArets, July lst, 1985).

All of this suggesté'why is it so hard to depreciate the value of .

the country’s_ indexed savings as & mainstream anti-inflationary policy

"

migl}t suggest: ‘ c
b

"... the Minister Gad Yahcobi sharply opposed any suggestion to
hurt the savings ‘nearly all savings are held by the employees,
" d hurting it will bring the ebandoning of the saving route and
N the acceleration of /inflation’ said Yaacobi and added ‘It is
about ' time to remove] once and for all, this subject from the
e . . government’s agenda’’’ (Hadashot, July lst 1985, ,trans., emphasis
o added)
< . }

When it comes to wages, however, almost "everyone" agrees thdy
pe . ; .
are an active catalyst in the inflationary process. Even the

-

Histadrut’s secretary general, Israel Kessar asserts that:
: U

"Israel has succeeded in creating an immune system by 'indexing
everything so you don’t feel haw bad the economy is" (The
Financial Post, July 7th 1984, emphasis added).

4

He adds:

"The system of linkages (indexation) is for eVerybody’s survival,
not just the workers" (ibid, emphasis added).

One has to note that the valué of Israel’s average gross moﬁthly wage

fell since the above statement ‘,from ovéf US$400 to less than US$300.!

L
L

° 1. There ar€é no regularily published figures of wage distribution in
Israel. This distribution is probably highly skewed, with the mode
¢ much less than the mean. Furthermore, there is no simple relation
, - between the distribution of gross and net wages, as tax bracket
changes are not "synchronized" with inflation. There are no official

( figures for net wages in Israel. \

o
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In light ‘of the continuous fall in "r;al" wages for the past few
years, it might be possible, that wages are not after all part of the

"jmmune system" or "everything” in the terms of Kessar.

~Sitting in the mnanagement ofht}srael’s bigges£ industrial/
financiél group, Ke;sar’s authority is over the Bistadrut’; 1.5
million "members" (almost the entire labour force). As far as decision
making is concerned, workers have since the 1920s never had a voice in
Hﬁyrat HaOvdim’s economic activities. They have been a factor of
produc?ion that the group happens to manage. There is neither a
paradox nor a conflict of interests. That is why "package deals"
between the government, the employers, and the Histadrut (the workers)
that fix wages and prices, have been so easy to reach. Rather than
reflqct&zfs of a "class conflict" they constitute another forum, or a
"gravity centre",. where allocation decisions are being arrived at by
the Israeli elite. This elite is roofed i; the British Mandate era. It
has consolidated through - the Austerity period and has been
increasingly "militarized” since 1967. (There are cqrrently more than
40 %brmer Chiefs of Staff and'Gen?rals occupying key positions in the

big holding groups.) It is responsible for all the important

~4institutional arrangements, and more important, it controls the

. pation’s capital, land, and labour force.

< -

The &dnclusion is fairly straighforward. Instead of concentrating

dsolel& on smorphous macroeconomic categories in order to describe and

-analyse the Israeli econény; the frapework,should pe extended to

include the guantifiasble development of Israel’s main holding  groups.

To this we turn in thé following chapteg;

.
.~ LYY )
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CHAPTER TWO

ISRAEL’S LARGEST BUSINESS GROUPS: QUANTITATIVE DATA
/

The first chapter was an inst‘:gitutional na?‘rative and a historical
introduction to the theoretical discussion which will be presented in
the third chapter. In order to turn our theoretical propositions into
testable hypotheses and to enable z;brief econometric  analysis, ‘it
was essential to deal with the quantitative dimensions of Israel’s
"big economy'". The current c}};pter describes 'the process of data
collection that we have followed and presents part of the assembled
information. that came from our effort. Evaluation of the data must
await the theoretical propositions developed in the thir:d chapter.

A. Our Data Collection Experience for Corporate Financial
Statistics ’

Our data requirements were rather !imited. We were interested in
seven time series for each of Israel's’n;ain holding grotjlps covering as
long a period as possible. In accordance with thleir impo;'tance to us,
we cqnsidered four of the time series as "major" items: "Total
Assets', "Shareholders’ Equity", "Pretax Profit", and "Net Profit".
The other th;'ep series have been labeled as '"supplementary" items:
"Tax Payments'”, "Sales", and "Expori:". With the possible exception of
the "Export"” category, these items are customarily incluq.?d in
corporate financial statements.

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

and débenture holders of a given company are entitled to receive a

/
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copy of its balance sheet. Any public company is required to file with

13

the Registrar of Companies both an audited balance sheet and =
\

directors’ report. If the firm offers securities to the public, it has

to supply the Registrar of Companies with full audited financial

statements and other s;xpp ementdl information. The same information

° LY

should be furnishey e of a security offer - to the Securities

Authority. Companiags sting ‘their securities have to provide their
financial statements to all members of theu'l‘e;l-AvivOStocﬁ{ Exchange.
0 o

Banks and other financial institutions are required to publish their
yearly financial statements: in the daily press. The law also requires
every Israeli publication, including corporate financial statements,
to be sent in two copies to the Natfonal Library in Jerusalem.

Finally, one can expect the Income Tax Commission to keep financial

records of Israeli corporations.

E
[

Apparently, a student of the "big economy” in Israel has a
considerable choice of sources, from which he can draw basic financial
information on Israel’s large public corporations. Since our data
needs were confined to aggregate figures, we might have expected no
difficultie\s to occur in obtaining them from the firm;’ financial
reports. These r&urts, or the information they contain, are
apparently available (as indicated in the preceding paragraph) from a
multitude of entities: individuals, institutions and 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
computerized database). Our interest was focused on less than ten ver;'
large groups, whose importance in the Israeli market can hardiy- be

K]
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¢ :
overstated. Financial data of these groups could be of. interest to the
government, business, and the academic researchers. The cost of

c assembling and computerizing such an information should have been

° \
anything but prohibitive. ] i

T . As far as government publications are concerned, however, we did
not entertain high expectations of finding readily-compiled corporate
financial data. As we have already mentioned in the first chapter,

Israel’'s Central Bureau of Statistics (CBoS) publisheé neither

o

o . a e ’
"national income" ‘data nor "national balance sheet" data. Further, we

o

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

that maps che Israeli 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 still haye been a profitable opeoration for a private
statistical service. One of the world’s leading private entities
dealing with corporate gtatistics is tixe U.S.-based multinational
company Dun & Bradstreet Corp. Its Israeli subsidiary, Dun &
Bradstreet (Israel), started to publi,sh data on Israeli firms only in
1982 (for 1980). These data have been limited to the "industry level"
and excluded consolidated information for the main holding. groups, all
of which uaore diversified conglomerates. Partial financial inforfation
on these groups only began to appear by 1é84 -F(Jfor 1933). Furthermore,

. Dun & Bradstreet’s publicatiocns ‘contain information on only two.of the
s%\{en data items that were of interest’: fao us — "Sales'" .and "Export"” -

“ y ~yet Dun & Bradstreet (Israel) provfdes the most comprehensive

¢ R
( privately published corporate statidtics (ixi Israel.

°
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In our search for compiled data, we had nokgreater success with
Israel’s 'universitias. The Institute for Business Documentation of
Tel-Aviv University receives financial rep&r;s of large Israéli
corporations. It does not maintain, however, a compiled record of the
sort we have been léoking for. We approached several professors i; the
School of Business Adminis%;ation at Tel Aviv Univer:sity.1 They were
of any database maintaining financial statistics on Isrpel’s
iness groups.? Similar responses were obtained from academic
in the'Facplty of Business Administration and t%;fbepartment

we 1initially enféf;ained gradually faded. Israel’s

corporate statistics seem to have been left out of the "information

revolution'. We realized that we had to compile the data.

"raw”" date (the firms’

Our first attempt to approach the
financial reports) was with the Institute for Businéss Documentation
at Tel-Aviv University. The procedure of obtaining information from
the Institute makes the retrieval of financial time series infeasible.
The user has to apply for any particular piece of information required
and then wait for abéut two weeks to receive it. Applying for over IQP
time series,'éach extending over 30 years, would have been rejected at

\
the very outset, as we learned from the Institute’s librarian. We

\ . .
discover from the librarian that the Institute’s collection of firms’

o

1. Professor B. Lev and Professor Y. Aharoni, in particular.
2. The Faculty of Business Administration in Tel-Aviv, as a subscriber
of McGraw Hill’s "Compustat"} maintains such a datsbase for the U.S.A
and Canada. ’

@

48



annual reports is incomplete having , numerous discontinuities and
[\]
gaps. “Since we could gain no direct access to 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 waé t8 8can 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 co%}ection of firms’ annual reports. Such a collection

appeared to be maintaineéd only in Israel’s National Library.

“
a
o

From all the data sources we have subsequently used, the National
Library'socollection has proven to be thqamost comprehensive. We spent
over two weeks collecting data directly from Hhe reports held by that
library. However, after exhausting?this source, our series were still
ingomplete. Although the law requiréé\every public firm to send i%s
reports to the National Library, only ;ery big firms appear to ha;e

been doing so, though not consistently even then. To fill the many

gdbs left in our series, we proceeded to "second best" sources.

 The first of the '"second best" sources was the Securities
Authorit};.1 There we found finanéial reports for most ?f the large
entities in w‘gch'he‘were interested (specifica}ly, Phose that are
offering securities to the public). The span of the reports, ho%éver,

was rather short. The Securities Authority discards every report older

1. The Securities Authority is not obliged to disclose information to
the public. §
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than five years. Even for the five years between 1980 and 1984, many
anngal reports were missing.

Another "second best" source was the Bank of Israel (Bol). The
Bol publishes data on ,the Israeli bankiqg; system and one might
reasonably assume it has a computerized datczbase with information on
individual banks. The'publications of the BolI, however, are always
consolidated for the bank&ng system as a whole, or for the :hree
biggest banks. For reasons of confidentiality, published data are
rarely broken down by firm. |
at least in principle, from the

Financial data are available,

companies’ own published reports., Such reports can be found in the

BoI’s 1library to which we then turned. There we found that reports o
large

were again kept for only a limited number of firms, mainly the

ones. With the experience we have gained by then, we were hardly

thprised to find the collection in a disarray, with large gaps and
only a limited number of entries were

discontinuities. Consequently,

added to our series at the Bol library.

It seemed that the marginal contribution - the gontribution of
each succeggive source of information - was rapidly falling. While in
the National Library we had fil}ed asgpt 70% of our tables, the
and the BoI’s

Secdurities Authority had contributed only 15%, library

had aesounted for no more than 5% of our series. Certain years for
some* corporations seemed harder to trace than others. We had to turn

to other, "third best", sources.
o \
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The first of the "third b;st" sources was the Registrar of
Companies. From a legal standpoint, mos; of our data needs could have
been made availéble from this source alone. As was aiready noted, any
public company has to supply the Registrar of Coﬁpanies with it%
balance sheet. Complete audited financial reports should be furnished
in case a company issues securities to the public. Our reluctance to
use this source had Lo do with thelﬁractica; rather than the legal
avhilability of the data. The Registar of Companies is not at all
geared toward the needs of economic research., To make use of certain
company files, the user has to file a request form, no 1l&ter than
10:30a.m. on a given day. The form is than taken to the archives, and
the attendent files arrive by 11:00a.m. The user can use Fhe files in
the congested réception hall until 12:30p.m. when the hegistrar of
Companies closes °to the public. This time interval might' be long
enough for a lawyer in search for a particular detail (and lawyers

\
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 which we we;e lookingf More troublesome than the limited

work%pg time and the inconvenient working conditions, were the state
of the 'files, their storage and handling. The Regis;rar of Companies’
archives is located in an over—congesteﬂ dusty cellar. Due to lack of
shelf space, man; files and documents are stacked or simply scattered
on the floor. The shelved files are‘oftén put in the wrong place and
caPnot be located. The files themselves are overstuffed with
documents, which are keptuunaér novapparent order, usually unbound.

Many of the documents are torn. It was hardly a surprise to be unable
()

to locate several files, or certain documents within the files. A
\‘ |
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considerable portion of the documents stored in the Registrar of
Companies’ archives, record information which exii;s nowhere else.

\

Since the’archijizdﬁjs no "baékup". many of the documents and files

lost are thus unréctverable.

Another "third best"nsource\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 beenﬂfound in this library:
reports for companies listing their securities. We ¢ere able to fill

most of the remaining gaps, but not all. Few of the reports were still

ﬂntraceable.

"Third best" sources also includgd the companies themselves. We
have not made an extensive use of this source, for a féirly simple
reason. Many of the firms that we app:roached have not got a complete
record of their own past. "Looking ahead", they simply discard many of

the "outdated" annual reportsf

A fipal source one should mention is the Government Corporations’
Authority, which formally controls all the government-owned
corporations. The Authority publishes an aﬁ;ual report that contains,
for every firm under its control, highlights from its financial
statements as well as some other information. While reviewing these

reports in the National Library, we found pumerous inconsistencies,

/ +
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discontinui¥ties and several errors!. In an attempt to resolve

these diffi lties, we tried (and succeeded) to gain access to the
éuthority{s archives.? To our requests, the familiar }eply was again
that the archives contains firms’ reports only for the latest three to

four years. Previous reports had been sent to Israel’s State Archives.

Our "data mining" activities stopped short of Israel’s State
Archives, Other potentiél 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,

‘ EE;pZmation contained in, or held by the following publications and

institutions: ,

(i) Dun & Bradstreet (Israq;)’s publications.

(ii) The Institute for Business Documentation of the Tel Aviv
Uhiversity.

(iii) The Libr;ries of Israel’s universities./

(iv) The National Library in Jerusalem.

(v) The Securit}es Authority.

(vi) The Bank of Israel’s library.

(vii) The Registrar of Companies.

(viii) The Library of the Tel Aviv Stock Exghange.

“ ;
1. Alternate shifts from a calendar to a fiscal-based yearly
reporting; 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 past orate financial
figures are being kept by the Income Tax Commission. 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) The Government Corporations Authority.

(x) Various Israeli Corporations.

3

. s
1

@

As far as our incomplete, yet éxtensive, Qata 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 small ones.

(ii) Wherever a collection of firms’ pést annual reports is'

N,
maintained, it is always incomplete, usually highly incomplete.
]

(iii) Where corporate financial data exist, they are often carelessly
maintained.

f

Bésic fin c}ai statistics for larée“pdtlic corporations are
always openly disclosed. The absence of their historical documentation
in Israel suggegts a general lack of interest in this area. Thé most
comprehensive discussion of Israel’s ownership/holding groups oé ;h{cb
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 devotedt
however, to the seven basic financial items that dominate our current
cﬂapter. Aharoni’s ' figures on Bank Leumi are limited to the years
1972-1974. For those years only "Shareholders’ Equity", "Operating
Pretax'Profit" and "Net Profit" are recorded. No coﬁ;olidated figures

'are‘provided (p. 161). Unconsolidated figures for Bank Hapoalim exist

for 1868-1974: "Total Assets”, "Shareholders’ équity", and "Pretax

v
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- Profit" (p. 204). Unconsolidated fggures for the Discount Bank are °

-,
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provided for "Total Assets” and "Shareholders Equity” in the vyears

1964-1974 (p. 228). For Koor, only "Sales”" and "Export"° are recorded
(pp. 180-191). Finencial data for Clal (Israel)’s are n?t provideﬁ,at
all. The four "main" items are recorded for DisqpuntJ Investment
Corporation (1961—1974,- consolidated and unconsolidated), as well as
unconsolidated figures for "Export" (p. 240). If consolidated and
*unconsolidated figures had beeh provided for the above mentioned six

corporate entities, for each of the seven financial items — the number

of series would sumsp to 84. Aharoni list{s only 16 and these are for
\

N -

limited time periods only. \ K\\

~

A lack of interest in the financial statistics of the "big
¢ . R
economy” in Israel might be rationalized in various ways. One might

claim the data are falsified, that they reflect an "ac;ountiﬁg" rather
than , an "economic" reality, or that tﬁey a;e siypiy unrelated to
macroeconomic i;;ues. To these possible claims we return in the third
chapter after we develop some of our theoretical arguments. In the

rest of this chapter, we provide a subset of the financial data we

" have compiled.
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The collection of the seven financial time series for Israel’s.
main business groups ("Total Assets", "Shareholders’ Equity", "Pretax
Profit", "Net Profit", "Tax Payments", "Sales", and "Export") has been

designed as part of a more comprehensive project. The aim has been to

7> build a computerized database relevant to the study of the political

economy of Israel. The :economfég%fsection of this "Israel’s Political
Economy 'Data Base" (IPEDB) confains puinsﬁed macroeconomic data, as
well as othe- information which we belieJe has not beén previously
compiled nor computerized. In this section one can find financial time
series for large Israeli business groups, as well as for some of their
subsidiaries or affiliatéa firms, which are of special interest. (The
database already contains over 200 such series, related to 32 large
groups and "séecial interest" firms.) Another part of the "economics"
section features ' ownership/directorship information, of ;hich a
con;iderable amount has already been compiled. From the Tec;nomicsz
section one can also access the index of an archives of newspaper
extracts, containing over half a million items. The detailed
ébscription qf IPEDB, . however, ig beyond the scope of the present
_essay. Wherever we make further-use of information contained in IP%DB;'
the data, sources and references are given. In the present chapter, we

-

confine Phexdiscussion to financial data for large Israeli business

groups.

Configurating the social organization, or structure of capital

(and economic activity) in Isréel, requires a prior théorettQti:—‘—\
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discussion of oimersh%p and control. As far as f'raw" financial data

are concerned, this structure is "predetermined” partly by legal
( requirements, but mostlhy by accounting co‘n:venticms. Formally, for
_instance, Koor, Solel Bonhe, Bank Hapoalim, and other Histadrut’s
associated entities are controlled by Hevralt HaOvdim. "Effective"
control, however, might reveal a .second configuration whereby Bank -
& ’ Hapoalim is independent f;rom Hevrat HaOvdim as a '"parent" but is

strongly linked with "external” entities such as Bank Leumi -and IDBH,

via the "gravity centre" Clal (Israel) and numerous other formal and
¢

| * informal ties. Yet a third configuration is laid out by accounting

b —

conventions. Hevrat Ha0Ovdim does not publish a report consclidating
tl;e various business organizations under its control; nor do the )
mutual ties between Bank Leumi, IDBH, and Bank Hapoalim, lead to a

consolidated report for the three. Financial reporting '"recognizes" e .

-]

neither the formal control of Hedrat liaOvdim, nor -the effective links

‘'with the other groups. It lists the various business groups in Hevrat

HaOvdim +as entities independent of the superstructure organizatiox; as

]
b

well as the external .g‘grdoups.

Aside from minor adaptations which will be .specified, the
following reported data are confined to figures ) extracted directly
from the firms’ annual reports. I;x this - sense, we accept the
"accounting determined" social structure of capital. Even so, our‘
reported data do not map all of Israel’s "big economy” but rathar’ ‘a
subset‘of it. Table 2.1 lists the corporate ;ntities and time series

included in this data subset.

-
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TABLE 2.1

Index to Financial Data Subset

Corporate Type Total Shareholders’ - Pretax Net
Group Assets Equi ty'9 Profit Profit
d [} ‘l [] ] ]

Bank \ uc ! 1956-83 ! 1956-83 | 1963-83 ! 1957-60,63-83 !

Hapoalim ! ' ; : ' ! '
e 1 1972-83 1 1972-83 1 1972-83 'y 1972-83 '
i uc | : : : :

Koor 15 H i ! : '
v ¢ ! 1950-52,59-83! 1950-52,59-83! 1950-52,59-83: 1950-52,59-83 |

g i

Bank ' uc ! 1951-84 ° ! 1951-75,77-84: 1963-84 ' 1963-84 - '

Leumi H H H H : :
! % ! 1951-84 ! 1951-75,77-84: 1953-84 ! 1963-84 !
1] ] ) ) l(o\/ )
Z I Z , r N I
¢t QC - ' ' ' '

IDBH : § et ! ' - !
"¢ ! 1969-84 § ' 1969-84 ! 1969-84 ° ! 1969-84 B

Discount ! uc ! 1961—63,70?84: 1961-73,70-84: 1970-84 ! 1962-63,70-84 !

Bank f—— - ! —— ' !
!¢ | 1953-60,63-84: 1953-60,63-84: 1964-84 :54—5,57—6f?63~84

Discount ! uc ! 1962-75 1 196275 | 1962-75 ! 1962~75 :

Investment! ' ' : : '

Corp. lc j:a1964_84 7 1964-84 -1 1966-84 1 1964-84 !
[ .\'l\/ [ - + i 1

&

oo : R ! z

Clal P ue ! ! ! ; '

(Israel) ! ! ! - : H '
' ¢ ! 1963-75,77-84: 1963-75.77-84! 1963-75,77-84! 1963~75,77-84 !
ot ; : : - !

uc: unconsolidated figures .

c: consolidated figures ‘. -

o . 58 -
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Exclusion of an entity from the subset, was influenced by several

factors:

(1) Non Existigﬁ Data. IPEDB contains financial statistics for various
State—-owned corporations. It also contains aggtegates of Asséts,
Profits, etc., for all the government investments. These totals,
however, are derived as simple arithmetic sums sctbss the State-
owned firms. (These arithmetic totals are irreguiarly published in the
annual reports of the Government Corporations Authority.) The
Government, as a holding group, publishes no report consolidating the

corporations under its ownership/control, which is the primary reason

‘for its exclusion from the data subset.

{ii) Highly Incomplete Time Series. Another important gro excluded

from the subset is Solel Bonhe. Data for this group reside in IPEDB,
but are fragmented by seweral lengthy temporal discontinuities, and
thus excluded from the subset.

(iii) Intended Usage of the Subset. 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 means of proof or refutation. For that

purpose, the sample provided by our subset is sufficient.
L

?

Aside from the Government (as a holding gfoup), and Solel Bonhe,
the subset includes Israel’s largest holding groups for which

financial reports are regularly published: Bank Hapoalim, Koor, Bank

- Leumi, IDBH (Discuunt Bank, Discount Investment CorPoration), and Clal

(Israel).

59
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Although A the data tables are accompanied by footnotes, some

A
general remarks are still required:

o

(i’) Series. ‘For the subset .corporate groups, only the four "major"
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 temporally incomplete. Data ofor "Pax Payments" are even
poorer since co::porations usually report incur‘r;d "Tax Liabilities"
rather than actual payments. For various reasons, the two might be

different.

(ii) Consolidation. Consolidated reports were legally optional\\\{ntil

1869, when the "Securities Regulation, 1969 (Preparation of Financial
Statements)"Gmade under the "Securites Law, 1968"/ obliged companies
offering securities.to the public to prepare consolidated financial
statements. Consolidated figures include subsidiaries in which the
"parent"” (the reporting f.irm) has 50% or more controlling interest.
Other "affiliated" firms were included by the "cost” method u~ntilv

1972. In 1973, Israeli accounting conventions for such investment were

changed for the "equity" met:hod.\1

(iii) Profits. 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

.’.
the figures for Bank Leumti, combining "Net Operating Profit" with "Net
Irregular Pfofit Items” to obtain "Net Profit".

{iv) Conventions. For uniformity, all tables range from 1950 to 1984,

A dash ‘-’ indicates the Jcorresponding figure is missing (not

a

c

1. We elaborate on the significance of these accounting conventions
and others in the third chapter.

o



published or not found). No dashe; or figures dppear for years prior

to the estgblishment of a corporation.

o

hd
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I.S.”millions

TABLE 2.2

Bank Hapoalim

>
Shareholders’ Pretax

Total Net

Year _ Assets Equity2 ProfitP Profit®
1950 - - - -
1951 - - - -
1952 - -
1953 - - -
1954 - - - -
1955 . - - - -
1956¢ 1.130683 0.256968 - -
1957 16.31185 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 63.04202 1.552032 - -
1963 71.08708. 2.118181 0.438377 0.510219
1964 82.18449 3.131176 0.510219 0.300219
1965 100.6322 3.211316 0.566822 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 5.965440 1.352496 0.632496
1970 408.9917 7.579455 1.586022 0.806022
1971 667.9379 . 11.34975 3.2648664 1.7398664
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 79.64570 44.20540 13.10540
1976 6282.127 122.2557 55.25360 20.05360
1977 12255.32 208.5683 94.61480 39.11480
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.¢ 20804.93¢ -2284.2664 3320.4784
1984 - T - .- -

. The sum ol Share Capital, Reserves and Surplus.

. Including capital gains.

From here onward, year ending December 3lst.
. Reclassified.



TABLE 2.3

8

Bank Hapoalim
[ " (consolidated®)
I.S. millions *
Total Shareholders’ Pretax Net
Year Assets Equity® Prof: ite Profitc
1950 - - - -
1951 - - - -
1952 - -
1953 ~ - - -~
1954 - - - -
1955 - - - -
1956 - - - -
1957 - - - _ ¥
1958 - - - -
1959 - - - -
1960 - - - -
1961 - - - -
1962 - - - -
1963 - - - -
1964 - - - .
1965 - - - -
19686 - - - -
1967 - - - -
1968 - - - -
1969 - - - -
1970 - - - -
1971 - - - -
19724.e - 1061.586 19.98049 . B.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 26.579390
1977 . 12442.75 255.0346 135.8723 48.46150
1978 21612.81 377.7823 247.3905 84.60870
1979 49606. 18 823.3006 - 593.0000 201.2187
1980 128382.0 1748.716 1761.855 649.4710
1981 297548.4 4592.435 3995.270 1592.471
1982 749135.0 13219.26 6657.569 -+  4648.576
1983 2100653. 20813.60 5683.597 3320.478
1984 - - - -

. Including subsidiaries - in which Bank Hapoalim has over 50X controlling
interest; excluding provident funds méhaged by the bank. -

The sum of Share Capital, Reserves and Surplus.

Including capital gains.

. From here onward, year ending December 3lst. * g
First .year for which consolidated figure; are available. .
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I.S. millions

TABLE 2.4

Koor Industries

{consolidated?)

Total Shareholders’ Pretax Net
Year Assets Equity® Profite Profitd
1950¢ 0.079889 0.078329 0.002486 0.002154 °©
1951 0.083887 0.078917 0.002277 0.001963
1952 0.110208 0.106997 0.002329 0.001952
1953 - - - & -
1954 - - Sl -
1955 - - P -
1956 - - - -
1957 - - - -
1958 - - - -
1959 6.456022 .2.209086 € 0.030244 0.019244
1960 6.857476 2.217895 0.032935 0.022935
1961 8.593871 4.239692 0.083567 0.052567
1962 9.040350T 4.54948B1f  0.206020f 0.161020f
1963 9.903544 4.844789 0.192192 0.152192
1964 13.24499 4.586455 0.181834 0.109834
1965 13.13254 4.560453 0.374825 0.339825
1966 15.34243 4.836912 0.218662 0.173662
1967 18.13928 3.678420 -0.964424 -1.280208
1968¢ 38.01634 3.457970 0.827405 0.938659
1969 46.42619 5.560733 1.769150 1.427287
1970 61.40928 7.154880 0.547623 0.932550
1971 90.18439 9.218792 0.624388 1.415866
1972 102.3108 11,62873 1.503642 1.409671
1973 131.209¢- 13.96064 2.441211 2.053381
1974 256.7361 21.91704 9.808715 6.608171
1975 41%u9764 30.414860 11.89910 6.701600
1976 813.2000 34.00000 32.40000 0.890600
1977 856.0779 61.70070 32.74820f 16.19380f
1978 1729.953 146.7055 91.24040 73.57530

- 1979 2876.208 271.4188 129.5875 106.4175

1980 6495.322 663.3950 - 454.3010 365.2910
1981 16646.18 1629.493 1069, 256 925.4010
1982 44642.00 4567.000 4080.000 25047000
1983 188456.0 9704.000 9582.000 4537.000
1984 - . - - - 7

\

Including subsidiaries in whiéh Koor has over 50% controlling interest.
The sum of Share Capital, Reserves, and Surplus.

Including capital gains; including minority interest.
Including capital gains; excluding minority interest.
From here onward, year ending March 31st.

Reclassified.

From here omward, year ending December 3lst.
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TABLE 2.5 \
Bank Leumi
1.S. millions
Total Sharzholders’ Pretex Net
Year Assets Equity? Prof-.tt Profitb
1950 - - -
1951¢ 12.94425 0.125369 - -
1952 18.24332 0.150939 - ~
1953 24.47625 0.4062186 - -
1954 36.07851 0.456903 - -
1855 28.66772 0.509160 - -
1956 34.98946 0.534692 - -
1957 39.34499 0.5608%4 - -
1958 44.41032 0.587994 - -
1959 46.710444 0.8060104 - .
1960 57.14214 1.228822 -\
1961 73.89982 1.536582 - -
1962 126.2107 3.057871 - -
1963 146,0734 5.907412 1.003700¢e 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 298.1196 6.912774 1.930541¢ 1.0365414
1968 340.9187 7.243195 2.380344 1.320344
1969 438.7851 8.571239 3.201135 1.751135
1970 570.8945 9.205559 3.646944 2.196944
1971 860.83704 12.73530¢  5.660100¢  2.8467009
1972 1143.904 21.02890 8.225100 3.693200
1973 1866. 965 30.06440 12.6601¢ " 5.316500 .
’ 1974 3186.8544 46.781609 . 24.98000¢ 7.3821009
1975 4556. 689 64.53440 37.73960 13.81530
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 .37 367.6993¢  282.4070¢ 120.01484
-1980 116396.7¢ 1488.011¢  893.94509 530.5980¢
1981 267201.8 3638.891° ° 1439.991 1163.827
1982 670508.6 12085.21 1731.995 3923.800
1983 1837318. 22998.00 -2206.564 3742.436
1984 10225190 117215.0 33306.00 67120.00
s

a. The sum of Share Capital, Reserves, and Surplus.

b. Including capital gains.

* ¢. From here onward, year ending December 31st.

d. Reclassified.

- e. First year for which profit figures are avaialable. !
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I.S. millions

TABLE 2.6

Bank Leumi

{consclidated®)

-Total Sharehblders’ Pretax Net
Year Assets Equity® Profitc * Profitd
1950e - - - -
1951 14.59669 0.304729 ® -
1952 20.35519 0.373848 -
1953 27.05670 0.477373 - -
1954 39.88020 0.543564 - -
1955 34.25393 0.589144 - -
1956 ° 43.02104 0.644469 - -
1957 - 49.16134 0.693522 - -
1958 57.05324 0.752080 - -
1959 65.03716f 0.989731¢ - -
1960 81.96089 1.451561 - -
1961 120.0278 2.018091 - -
1962 199. 7049 3.796673 - -
1963 237.1123 6.811445 2.076200% 1.123661«
1964 274.3012 7.253257 2.282300 1.287245
1965 306.4767 7.690043 2.490200 1.579594
1966 355. 0605 7.990001 2.134100 1.197764
1967 448. 8508 8.557489 3.394110¢ 1.271229¢
1968 552.7315 9.142181 4.439412 1.665488
1969 700. 1912 10.72224 5.413620 1.081447
1970 ~ B877.8353f 11.78592f 5.822126f  2.598263f
1971 © 1327.276t 16.79750f 8.444800f 3.1410007
1972 1779.520f 26.10140f  13.02760f  4.797200f
1973 2569.560 37.76950 21.76710 B,251800
1974 4106.891f 65.428807f  39.85580f 13. 991607
1975 5612.856 90. 49561 57.78690 18.85160 .
1976 8169.300 78.54670 22.02050
1977 15224.70f 271 4113t 151.6910f 61. 799407
1978 24788.30 396.4072 226.3653 77.09170
1979 54606. 18f 612.4488f 514.2157¢ 179.3527¢
1980 139486.5 1488.011 1492.132 530.5980
1981 317328.7 3638.891 3008.452 1163.827
1982 787650. 3 12085.21f 5943.8887 3923. 8007
1983 2309300. 22758.73 7027.230 3742.767
1984 12927230 117215.0 115559.0 67120.00

Including subsidiaries in which Bank Leumi

has over 50% controlling

interest; excluding Provident Funds managed by the bank.

The sum of Share Capital, ‘Reserves, and Surplus.
Including capital gains;

Reclassified.

., €. First year for which profit flgures are ava1lab1e

including minority interest.
Including capital gains; excluding minority interest.
From here onward, year ending December 31lst.
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TABLE 2.7

el b Bankholding Corporation (IDBH)
{consolidated?)
I.S. milljons
Total Shareholders’ Pretax Net

_— Year Assets Equity® Profitc Profitd

1950

1951

1952

1953

1954

1955

1956

1957

1958

1959

1960

1961

1962

1963

1964 ®

1965 s

1966

1967 J

1968 :

1969¢.f 336.3568 12.74018 2.550142 1.820677
. 1970 449.4094 13.30790 2.798925 1.983781

1971 750.7418 15.34932 5.394713 3.144560

1972 953.8586 20.22018 6.669977 3.302141

1973 1163.977 28.42874 10.45220 5.955145

1974 1836.065 46.75710 21.33107 10.86057

1975 2507.945 67.64901 ¢29.39183 12.65768

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 63@84870‘

1979 26694 .75 545.2745 313.5255¢  151.0754%

1980 64214.70 1213.901 860. 3660 461.9980

1981 152207.9 3475.724 2645.784 1287. 062

1982 380248.7 9589.318 5050.990 4254.951

1983 ¢ 1170652. 22949. 84 8808.663 7795.521

1984 6847768. 115733.0 59032.00 49212.00

1

a. Jncludlng subsidiaries in which IDBH has over 50% controlllng interest.
b. The sum of Share Capital, Reserves, and Surplus.

c. Including capital galns, including minority interest.

d. Including capital galns, excludint manorlty interest. .
e. Year IDBH was established. )
f. From here onward, year end1ng December 31st.
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g. Reclassified.
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I.S. millions

"TABLE 2.8 °

Israel Discount Bank

Total

Net

Shareholders’ Pretax
Year Assets Equity? Profitb Profitb
1950 - - -
1951 - - -

r 1952 - - - -
1953 - - - -
1954 - - - -
1955 - - - -
1956 - - - -
1957 - - - -
1958 - - - -
1959 - - - -
1960 - - - -

© 1961¢ 42.54623 1.448521 - -
1962 71.72339 1.736078 = 0.174529
1963 97.22275 3.627948 - 0.539628
1964 L= - - -
1965 - - - -
1966 - - -
1967 - - ~ <
1968 - - - -
1969 - - , - -
1970 - 434.8980 7.234190 2.244183: 1.400619
1971 625.9435 7.716835 5.258229 2.992566
1972 807.0625 11.71716 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 17.20000 6.270000
1976 3364.220 61.42000 21.88000 8. 380000
1877 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
1980 © 48723.23 767.8530 364.0120 239.8520
1981 109044.8 1991.426 253.31004 538.8040
1982 274781.4 6829.940 458.42504 1358. 490
1983 748160.4 16119.32 -4088.126¢ 671.4560
1984 4048525. 84499.00 -18351.004 27604.00

a. The sum of Share Capital, Rgserves, and Squlus.
b. “Including capital gains.

c. From here onward, year ending December 3lst.
d. Excluding the bank’s share in subsidiaries’ profit.
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TABLE 2.9
Israel Discount Bank
(consolidated?)
I.S. millions
Total Shareholders’ Pretax Net ! T

Year Assets Equity® Profitc. Profitd
1950 - - - - -
1951 - ~ —_— - -
1852 - = - -
'1953¢ 7.964926 0.162054 ~ -
1954 9.425889. 0.200214 - 0.031850
1955 12.11893 0.210000 - 0.032662
1956 14.95995 0.23569%4 - -

1957 17.02988 0.256544 - 0.031610
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 5.349565 1.050266 0.702266
1967 217.8835 5.556391 1.110582 0.775082
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  5.976826 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
1976 3680.893 66.87399 30.54079 10.17103
1977 7167.043 142.1229 77.98340 25.66750
1978 12017.23 1937361 120.0230 42.12490
1979 26895.34 318.7180 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. , 15188.92 2577.617 671.4560
1984 6786681. 84449.00 45978.00 27604.00

. Including subsidiaries in which Israel Discount Bank has over 50% . -

controlling interest; excluding provident funds managed by the bank:
The sum of Share Cepital, Reserves, and Surplus.’

Including capital gains; including minority interest. ] .
Including capital gains; excluding minority interest. ‘

. From here onward, year ending December 3lst. .
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1974

‘b.
d.

°f.

Discount Investment Corporation

I.S. millions

o

" TABIE 2.10

Total

Year Assets

Equity?

Shéreholders’

Pretax
Profitd -

Net
Profitb

1850

1951

1952

1963

1954

1855

1956

1957

1958

1959

1960

1961¢: 4 ~—
1962 3.072487
1963 5.462382
1964 6.738611
1965 7.265966 .
1966 10.27053
1967 14.11450
1968 20.04001
1969 25.70812
1970¢ 40.72474¢
1971 52.61350
1972 71.16285
1973 101.2922f
166.9193
1975 220.2695
1976 -
1977 -
1978 -
1979 -
1980 - -
1981 -
1982 -
1983 -
1984 -

.241698
.969893
383657
.436000
.299697
.318462
.357657
.434085
179774
.164942
.915423
.280003¢
6.979470
7.852447

OOV G W W WL W W

0.149698
0.271127
0.407509
0.353203
0.328079
0.288884
0.366785

0.471937

0.458621¢
0.855177
1.682816
1.3162067
2.424915
2.821222

0.137198
0. 243627
0.372009
0.-323203
0.289996
0. 260855
0.281285
0. 366937
0.417621¢
0. 675677
1,312916
0.776206¢
1.284915
1.371222

Including capital gains.

"

. The sum of Share Capital, Reserves, and

Surplus.

From here onyard, yvear ending March 3lst.

Reclassified.
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TABLE 2.11

Discount Investment Corporation

I.5. millions

{consolidated? )

Total Shareholders’ Pretax Net

Year Assets Equity? - Profitc Profitd

1950 '

1951

1952

1953

1954

1955

1956 .

1957

1958

1959 o

1960

1961¢ - - -

1962 - 7 - - -

1963 L= - - -

1964¢ 15.07965 3.461266 - 0.417001

1965 17.50359 3.507756 - 0.359269
- 1966 23.06167 . 3.389738 0.876410 0.311727

1967 28.67070 - 3. 437316 0.637313 0.296278

1968 37.77328  3.501947  0.670553 0.302766

1969 48.15615 3.719392 0.906679 0.463957

19708 67. 51»65’7h 4.057651h 0.918154h 0.474928h
1971 B3.76910 4.521130 1.436557 0.767246
.1972 72.19213 6.057189 °  2.096559 1.198518
1973 104.9990k 8.6922761 2.068391h 1.517390h

1974 172.0112 10.72268 3.840915 2.716595

1975 227.9286 13.60763 4.767757 3.358754

1976 3561.9011r °16.53362" 4.9131600 '3.637173"

1977 542.4548 24.61079 9.9847800 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 2086.114

1984 268787.0 19424 .57 9669. 660 39588.644 -

Including subsidiaries in which Discount Investment Corporation over has over
50X controlling interst. b. The sum of Share Capital, Reserves, and Surplus.
Including capital gains: including minority interest.
Including capital gains; excluding minority interest.
Year Discount Investment Corporation was establlshed

. From here onward, year ending March 3lst. ‘ ' -
. From here onward, year ending December 3lst. '

h.- Reclassified.

)
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" b.
C.
- d.
e.

f.

<

I.S. millions

TABLE 2.12

Clal (Israel)

°
q

(consolidateds)

Total - Shareholders’ Pretax Net
Year Assets’ Equity? Profitc Profite
< 1950 )
1951 -
1952 '
1953
<1954
1955 .
1956 . K
1957
1958
- .1959 o -
1960
1961 o
| 1982ef - - - -
1963 2.382725 2.330304 0.034122 0.028122
1964 ° 5.301998 5. 095707 0.221423 0.186423
1965 6.562295 ' - 6.068375 0.218100 0.190100
1966 10.75744 7.528648 - 0.731798 0.591798
1967 11.68395 7.597925 | ©0.707358 0.564914
1968 18.70318  7.802920 0.825659 0.778766
1969, 28.37744 8.450642 1.119276. 1.004152
1970 31.40755 8.870548 1.349582 Y. 194792
1971 53.46766 9.516463 2:981999 1.978210
1972 - 90.95564 15.36746 4.068233 2.528895
1973 120.2466 20.23790 4.836936 3.030281"
1974 198. 2663 75.65925 8.081304 5.234919
1975 274.,5884 110.7080 10.23896  :6.866771
1976 - - - -
1977 502.6642 57.50050 25.92460 17.53810
1978 807.2263 109.6937 61.97640 44.20240
1979 1458.092 190.7361 103.6907 89.22190
1980 ©  3353.117 -456.0420 " 324.6430 281.6990 © .
1981 8642.380 1183.064. 828.9070 701.9800~
1982 24003.51 3922.712 3184.474 2317.200
. 1983 68292. 14 7031.781~  4842.000 “3109. 069
1984 381712.0 23824.00 25712.00 13509.00

interest.

The sum of Share Capital, Reserves, and Surplus.

Including subsidiaries

in which Clél’(Israel) has over

Including capital gains; including minority interest.
Including capital gains; excluding minority interest.
Yéar Clal (Israel) was established.
From here onward, year’ ending December 31st.
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‘CHAPTER THREE

THEORETICAL OVERVIEW AND INTERPRETATIONS -

M /

L]
*

Between 1964 and 1982, the annual grbwtﬁ rate of Israel’s real

GNP fell from $5.8% to 1.4%. The yearly percentage change in the CPI

(December to December) rose from 4.5% to 131%. The share of military

spendings in the GNP rose from 9.3% to 23.6%. The ratio of net foreign

debt to the GNP increased from 30.1% to 97%, and the ratio of domestic

debt services to the GNP ro;e from 2% to 12.7%.

gIGUHE 3.1

. N 3
.Bank Hapoalim, Koor, Bank Leumi, Discount Bank, Discount Investment
Corporation, Clal (Israel) - Net Profits As a-Percentage of GNP

v

In the same period, ﬁhe aggregate net profits of Israel's\ six

biggest corporate groups ;- Bank Hepoalim, Koor, Bank Leumi, Discount

~
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Bank, Discount Investment corporation, and 01;1 (Israel)!, which are
further controlled byQIsrael’s three largest holding groups: Hevrat
HaOvdim, Bank Leumi| :and IDBH - rose almost g_i.gbg times faster than
the GNP, as can be seen in figure 3.1 above. We name t“hese’ aggregate
net profits gggggilg 3. To put the mag;itude involved in some
perspective, let us aggregate the net profits of the 650 largest
corporatiopg in the U.S5.A.:2 th%500 largest industrial firms, the 50
biggest commefial banks, the 50 biggest utilities, and the 50 largest
retaifers. We obtain what we name U.S.A’s 650.3

P}

» TABLE 3.1

\

An Index for the Relative Size of the Big Economy:
Israel Versus U.S.A

U.85.A.’s 650 Israel’s 3

U.S.A.’s GNP Israel’s GNP !

n s i it e T e e e T o S e e am m mm
- ]

I964 3.6% ' 0.36%

/" 1982 3.0% ’ 2/ 84%

Source for Israel’s 3 - TPEDB data collected from firms’ financial

reports.
Source for U.S.A’s 650 — "Fortune Directory”, Fortune July 1965,
August 1965,
"The 500" Fortune, May 2, 1983
- "Sevice 500" Fortune, June 1983.

1. Minor ad,)ustments were made in aggregatmn due to fxscal/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. both U.S.A’s 650 and Israel’s 3 are in current figures (US$ and IS)
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Table 3.1 above compares U.S.A’s 650 and Israel’'s 3 to the
relévant nominal GNP figures in both countries. If our sample size is
"appropriate" in each case, the results give some indication of the
relative importance of a "representative giant firp" in each market
(the percentage figqres divided by- the n"!;mber of c'orporate entities).
Relatively to their local markets in 1964, an %sra‘eli "representative
giant" was already 22 times larger than its U.S.A counterpart. By
1982, three groups in Israel appropriated roughly the same percenté\ge
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

its U.S.A parallel.

This relative ’_develo‘pme‘nt of the big e;:onomy in Israel is most
likely unparalleled i/f); any oft the other developed capitalist
cou‘x}t’i‘ies. H;)wever, the quegtion still ;:'emains: are their nrelevant
"theoreticaql explangj:i;)ns, that 1link macroeconomic ‘Phenomena like
stagflation, Gov'ernmg'nt; military expenditures, domestic and extern.al
del;t from on;e side, and the growth c.;f these threé holdiné groups from

¢ .
the other? €an such theoretical links be further substantiated in a -

\

" quantitative analysig? e




e

A. A Theoretical Overview 2

°

Our vantage point is based on several theories related to the
Marxian antinomy of overproduction—-underconsumption, and to ;he
centralization/concentration of capital under modern capitalism,

Written in the first six decades of the current century, all these

theories lack certain essential features required for the

understanding of se?eral phenomena which grose during the 19708 and -

1980s. Further, they all relate pfimpriiy to big capitalistic
economies (commonly using the U.S.A as a case study), and thus, are

not readily-applicable to the Israeli case. However, the general

priﬁciples suggested in those theories together with few important

amendments, might prove illuminating for the s;udy of the Israeli
economy, and also for the role the United States has come to play in
“it.

Probably the fi?sf author. to include the ‘degree of monopcly’ as
a central element in a macroeconomic model was Michal Kalecki in his
1939 article "The Distribution of the National Income" and in "Cost
and Prices" oriﬁinally published in 194% (both are reprinted in
Kalecki, \1971). Kalecki differentiated between demand—d?terﬁined

prigsgf associated with raw materials-industries and cost-determined

prices associated with finished gooﬁs industries. Starting from the

analysis of cost determined prices for one firm, he 8successively

developed his results for the industry, and finally stated their
relevancy for‘the distribution of the national income.:
3 :

"Essentiglly, the main assumption for the finished goods sector is
) N\
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of an almost—ﬁorizontal sﬁért run prime cost curve in the relevant
range of production. In this range the marginal and aﬁérag cost
curves coincide; further, the ratio between total productqssg?he
{overhead, profits, wage bill, and raw materials cost) and prime cost
{wage b%ll, and raw materials cost) is equal(to the ratio be}ween

. . . . ?
average unit price and &verage unit prime cost.

\

i This scheme is incompatible with the results of perfect
competition (price equals marginal cost) which could hold here/only if
profits apd overhead sum uvp to zero. cherwise, the relations between
price and unit prime cost are a.reflection of the ‘degree of moqopoly’
in this sector {(Kalecki, 1971, p. 45). Kalecki further established

the relations between the degree of monopoly over all the economy and

the distribﬁtion of the national income: the higher the degree of °

monopoly the larger is the share of overhead and profits in the

national *income.

o

o

.

Kalecki rejected the Neo-classical premise, according to which a
rise in thé capital/output ratio, ceteris paribus, will raise the
ratio of price to unit prime cost. This will occur, according to

Kalecki,‘ only inasmuch as changes in the capital/output ratie affect

the degree qf monopoly (ibid, pp. 52 - 53). On the oéher hand, Kgleckic

identified the process of concentration of industry and the creation
of the giant corporation, as the foremost important factor raising the

degree of monopoly (ibid, pp. 49 - 50).

*
4

.The ‘degree of monopoly’ concept, its impact on income

~
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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; which (among other ihings)
led Baran and Sweezy, more than two decades later, to publish their
essay on ‘monopoly capital’.

While Kaleckiawas dealing with cycle theory under the impression

of the Great Depression, Baran and Sweezy in Monopoly Capital (1966)

t;ied .to explain two decades of an almost uninterfupted prosperity
following the Second World éﬁr. According 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 competitive- ' capitalism to what the authors named ‘Monopoly
A '

Gapitalism’.

In its essentials, their argument develops as, follows: The
dominant economic ‘unit in the United States economy is the giant
corporation, the focal point of which is the productive proceﬁs.
Unlike Kalecki who dealt mainly with ex post 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 pfice stability of the 1950s and 1960s,
Baran and Sweezy claimed that the dominance of oligopolistic.structure
generates a significant downward price rigiditf {or even a moderate
upwaid price bias). The main dynamic element in price—cost relations
is the development of productivitykas a primary weapon in -‘non-price
78 '\
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competition among industrial oligopolies. The net/re?ult, given the
above scheme, is of "continuously widening profit margins...
[which]... in turn 1imply aggregate profits which rise not only
absolutely, but as a share of the national product" (Baran and Sweezy,

1866, pp. 71 - 72).

While political economi;ts of the ni%eteenth century, like
Ricardo and Marx, were concéfned§&ith falling rates of_profits, under
the different c&nditiqns of the twentieth century "J.., if we
— provisionally equate aggregate profits with society’s, eqonomic
surplus, we can formulate as a law of monopoly capitalism that the
surplus tends to rise both absolutely and relatively as the system

develops" (ibid, p. 72).

The surplus is mostly eppropriated by the industrial giants and
gnables them to achieve financial independence from ‘external’
financial institutions. This, in Egrn, removes the inherent industrial
. instability associated with speculétive activities of the financiai
‘interest groups’ ‘that domipated big business in the turn of the
century (cf. Veblen, 1804). But far from assuring prosperity, the
tendency \éf the surplus ;o rise threatens/the United States economy
with chronic stagnation (Baran apd Sweezy, 1966, p. 76). Absence of
sufficient ways for ‘absorbing’ the rising surplus (or rising surplus
potential) is seen by the giant corporations as a lack of investment
opportunitiés, which causes them to reduce ~econ9mic activity, and

eventually leads to a reductibn in society’s surplus. On the other

hand, -the tendency of the surplus to rise might materialize, given ‘

?
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adequate ways of absorbing or ‘reelizing’ it. Indeed the prosperous
eiberience of the 1950s and 1960s is explained by the authors along
these 1lines. Their main ;laim is that the most effective means to

counteract stagnation tendencies are the wasteful expenditures (also

-

private, but mainly public). By directing resources away from the
reproductive process (by "wasting" them), qthose expenditures enable
the creation of the surplus without further enhancing its tendency io
rise. Among the wastefu} expenditures, - the largest single item is

military spending.

Py

Baran and Sweezy published their book in 1966, the year in which
ethe Vietnam conflict exerted its initial impact on the United States
economy via military spending. In that year military expenditures
constituted less than 8% of the %NP,i but accounted for about a 1/3 of

the anmnual increase in the GNP.! Almost a decade earlier, in 1957,
. ! 1

he named: "Has Capitalism Changed?" (This - rticle was subsequently
included in a 1861 book edited b; Tsuru an? carrying the same name.)
Looking - at the U.S.A, Tsuru’s focal point was an ‘empirical
investigation of ihe "offsets to saving” which he equated with all the
GNE components excluding personal consumption.

3 a

e sy e

rate gf profit (the ratio of reported net profits to shareholders’

equity) and the ratio of corporate saving to the. GNP (corporate saving

= undistributed profits + depreciation and depletion allowances). The

3

1. U.S. President (1982) Economic Report of the President

i

o
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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

f §

claimed that these higher ratios could be sustained - and stagnation

* or crisis thus avoided - only if the GNE components which "offset"”

*

. -

savings would grow fast enough to maintain their relative share in

national expenditures.

A more detailed analysis of thosé 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 wo:&d
probably be lower in the comipg decade. Fivilian government s;endings
were also contained by obstéﬁles imposed by private interests. The
bnly dynamic elements were the various items of "institutionalized

‘ - ,.‘
waste”, of which military spending were by far the largest. The

difficulty lay in the fact that, by 1955, military spending already

2

amounted to 10.2% o%,GNE:

"... if the U.S. economy needs 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 amount to 56 billion dollars ten years from now when
its gross national produc{ 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 Statés can spend on defense as much as 16 billion dollars
more/ than today in 1968" (Tsuru,/ 1961, pp. 27 - 28, emphasis in
the original). ' ) ) -

™~
.

It appears that Tsuru was right. That level of military expenditures
could not be "institutionalized" in peace time. By 1968 tae United

States{was well into the Vietnam war. ' -




B. The Case of Israel

The aﬁovettheories suggest that underconsumption — overproduction
tendencies are intensified by the rise in the ‘degree of monopoly’
(Kalegki) or in general,. by the qualitative shift from a competitive
to an oligopolistic industrial structure (Baran and Sweezy). The
"institutionalized waste" is the force counteracting the enhanced

tendency for stagnation/crisis. Among the wvarious forms of

" institutionalized waste, armaments are the most prominent. Since they

entail very large outlays, their production hardl& reduces their

scarcity, and they do not compete with private capital - military

iﬁtdrests (the large corporations), and to propel overall economic

/ e farge corporationsi, and To propel oversds
activity, at the same time (Baram and Sweezy, Tsuru).

| 4

However revealing, this scheme is insufficient to explain the
E.1
case of Israel for it is primarily occupied with the productive

process, it devotes little attention, theoretical or empirical, to

ca#ital, and further, it is mainly concerned with a closed system.

<
7

b

As described in the firsi chapter, the Israeli’stock market: and
the domestic debt gathered momentum from the garly 1970s. The rapid
expansion of this “so—called "financial capital” was, in a sense,
inv;rsely related to developments of the upderlying domestic

"productive" activity. A similar scheme had been partially anticipated

by Thorstein Veblen in The Theory of Business Enterprise (1904) and in

The Vested Interest and the Common Man (1919). Veblen identified




/
conflicting interests between industrial activities that profit from
commodity production and the so-called '"speculative" Dbusiness
concerned with credit and manipulation of capital values for capital
gain. The “arti?ici;l" inflation of financial capital makq; commodity
production decreasingly attractive vis 8 vis financial investment; the
flow of capital out of "production" and into "finance" enhances
capital inflation and widens ‘the gap between capital values (and
capital gains), and underlying earning capaéity from industrial
activity. Since capital values must ultimately be based on this
underlying earning capacity, capital revaluaéion 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. Anothér
counter;cting force is provided bé the govermment’s colossal waste on
armaments, and the conspicuous consumption of the leisure class. Under
these circumstances, the crisis is a;éTaed only to be féplaced by a
chr;;ic industrial depressjon in the midst of "financial prosperity".
Veblen mekes the interesting suggestion that qpnopolization migﬁt
become a "positive" factor in counteracting stagnation, at least in

the -short run. It enables commodity price inflation, which raises

profitabiliéy in the producéive process and, thus, lures capital back
/

into production. N

Developments in Israel appear quite similar, but for somewhat
different reasons. For Veblen, credit expansion and the inflation of

capital values result from competition among businesses. The expansion

\ .
of the Israeli stock market and the growth of its domestic debt, in

- contrast, have been associated with a coalition of threé holding

83
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groups and the Government. Thgs, capital values have not been subject
toﬂ revaluation in light of the underlying earning capacity of the
Israeli industry. Even the collapge of the stock market in 1983 has
not been a refiection éf such a revalQation. The ";utonomx; 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 combination superior to
that of the stock market or the government debt. If we take into
ascount the fact that no taxes are levied on capital gains in Israel,
the chbice;ﬂgyong alternative investment strategies becomes quite

[ - 1

limited and is increasingly associated with one or more of the three

following features.

e et o e o e e

participants in these spheres. According to a recent survey conducted
by P{of. Haim Levi of the Hebrew University in Jerusalem, this was the
case for a sample of 13 industrial companies, all of which where
subsidiaries of Israel’s three largest holding groups. Between 1971
and 1980, these companies had} an average effective capital cost of
-18.4X. Due to a coﬁbination of the average effective nominal tax rate
of only 30%.and subsidized capital allocations, these companies could
obtain a 18.4% net rate of return on investment befsre production even

started (HaAretz, June 16, 1985). ‘ X
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industrial production coupled with rapid inflation. The stagflation

process in Israel is somewhat intricate but its essential features can

s

be outlined.

& J

Contrary to suggestions made by the academic school emphasising

‘Rational Expectations’, Israeli workers did not seem to develop
¥

successful expectations pertaining to future rates of iqflation. Even
if they did, their forward-looking expectations were rarely reflected

in wage settlements ag the wage rate was always indexed to the last

'
_____
Q

-

FIGURE 3.2

The Integral of Inflationary Profits — a Schematic Representation -
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Figure 3.2 is a ceteris paribus description of wage and price

changes (aséuminé wages are the sole production costs). If wages and'
prices change ;t the same rate, inflation is indeed '"neutral. The
price/wage rq¢io is sustained at some "normal" level, and the profit
integral is the '"ordinary" profit. -therwise, inflation is not
néutifl. ‘As far‘as price makers ﬁfe concerned, the ratiopale of the

Israeli ~inflation is evident. Wage changes are discrete while price

,changes are continuous. Thus, ‘even if wages are fully/ indexed to

prices by the end 6f each period, an integral of inflationary profit

is still redistributed from workers to employers due to° this wage-
‘ﬂ o

price lag. a

n

=3

o

* The ' Israeli Go;érnment has a significant role in the process.
Many of the priceg are government-regulated, especially those of
subsidized commodities. The Govermment also sets  wage indexation

patterns through wage contracts with its 80,000 employees. * Finally,

the Government controls the adjustment of income taQ brackets to -

N >

inflation. The extent to which the Government encourages price
increases or prevents full indexation of wages is positively related

to the integral of inflationary profits. Its tax share in this

-

integral is monitorcd by the degree to which tax brackets are adjusted-

to take account of price changes.

5 I3
3

Lénsidering monthly price increases from 10X to 50%, for - which

1
’

| ' ’
empl@yees are only partially compensated at the end of each period,
the inflationary integral might be very large. The time span between
"subsgquent wage adjustments is also positively related to the size of

- (‘
~ ﬂ‘ 86
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“the integral. ~0nly in 1984 was that this time span reduced from a

quarter to a month, although a three—d}git annual rate of inflation

-

had been experienced since 1979, and two-digit rates experienced since |

1970. of speciai significance is the fact that the bulk of those

" inflationary profits are appropriated by the Government and a few

other business grohps that epploy well above half of - the Israeli

-

lébgyr force. Tﬁe result is a rapidly growing and highiy—centralized

‘,'. -

capital accumulation. B S '
- hd § o~ B’?ﬁ -

"‘t*-.-.,w,,_ -

The other side of the inflatiofiary accumulation appears in the

form of stagnating mass consumption confined by the appropriation of

¢

, the inflationary integral from wage income (as well as a secular

L} . . 4

decline of real wages). Thas, tﬁétinfléiioﬁﬁf& process is pecessarily.

I g 3 \
. gyfggg}a;lgnary. .

'7-..

-
ey . ‘how g )

?urtalllng the qaés—consumptlon part of a‘.fegaie ggmangi n?ed
not reduce inflation as a demand pull rational might suggest. The
expansion of the lyxury c&mmod;%y market.(associated with inflationary
profitsa effsets paxrt of the decline in m;ss consumption, resources
are further di;eqted from civilian to military production, and, most
importan?ly, inflationary accumulations originating in production are
"off§et", or absorbed, by the stock market ;nd the public debt, thEﬁ,
unlike wages, are fully indexed to inflation. Thus the rationale of
inflation comes to a full circle. This was_clea{}y demonstrated when
the Government, in its recent attempts to combat "wage inflation";
sbught to devise a-second price index. This new pfice index, it was

. ¥ .
suggested,;.would be lower than the official one and would form the

basis for all indexation in the market. The Histadrut (the labour
}
87
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* union, Hevrat HaOvdim) immeﬁiatgly accepied the suggestion expressing
the workers’:contribution to the ‘national interest. It took two days
for the suggestion to be removed after strong objections were voiced

\by those gréups~holding much of the CPI-indexed national debt. Those

‘ sdme groups are also Israel’s biggest employers who stood t6 gain fr;m

such a change in the sphafe of iroduetion. Their objection gives some

et -

indication of the importance of inflation for "indépgndent" expapsion \

, of their capital values. N

v PO

»
. - - e A
v e
° -,
- - -

{c) The final alternative investm?pt stratégy,. and by far the

- ¢ o

most important, is that of armament productipni In the Israeli case,

the analysis is more complicated than initiélly assumed in the,

~

. ,thgorigg of Tsuru, Baran and Sweezy, and Kalecki. Since the "degree of
L A - .

a

monopoly" in Israel determines capi§31 values indépendently \from

production, "institutionalized waste" is needed as an _investment

o e e i e e e

outlet not oniy;fﬁ?‘surplus accumulated from production, but also for

lautonomously” growing capital values. The international circumsféhces
. N N K

within whichk ¥srael lhas developed, made armameqi,production the most

. important in%pstrial sphere “and faciliated dreatly the

"instifazionalization" of waste, known otherwise as the Security
Budget.! On the other side of the Security Budget stand the same three
groups that control th;bstocé markét, the national debt, and the
civilian economic activity. ~“It is mainly their éhpital which is being

absorbed into military production. Thus, the link between armaments

‘\
and prosperity, .which was made By Tsuru with respect to the United.

1. "Waste” is used here to denote the channeling of resources away
from the reproductive process. See also page 80. .
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States, need ‘pot. hold in Israel. Military spending could act as a

"prosperity multiplier" in a relatively segmented market - structure,
]

where different firms operate in different '"sectors". In Israel, °

-~

however, such segmentation does not exist and military ﬁpending

enhance stagnation tendencies rather than prosperity. Lsrﬁel’s holding
o ¢
groups direct capital among their various spheres of business
‘ , ,
activities; 1in some of which spheres, they have a substantial impact
. N ;

on profitability. Thus, a profitability rise stemming from the

st s vt e -

4

paribus, will spur stagflation in civilian production untill the point

at which rates of return on the two investment alternatives\(military

and civilian) are "equiltbrated”. .

» -

Thingsﬁ atre even more complicated when we consider Israel as an

d

open system. Foreign trade, transfer payments, and capital mov;ments

" were never made central by the above authors. They must, however, *be

-

carefully considered in tbe case of Israel, bere net imports amount
consistently to 10% ~ 20% of the GNP. . The djfficulty lies in the fact

that the generation and absorption of surplus .cannot be fully
5‘«,, -

understood by considering Israel in isolation.

Israeli "needs” for the "U.S. Government Assistance” (comprising

30 of total capital importgﬁin the early 1970s and over 70% in the

-

early 19805) are tied to the rate of expansion of Isrsel's major
holding groups via direct capital éllocation, or indirectly through

the multiplier of military imports on domestic armament procurements.
\ o
O0f no lesser importance has been the supply s{he of this capital flow

* e

»
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- in particular, the provision of "offsets”" to the savings of large

( o corporati,,bns in: the United States especial%@gg that are armament
£ J . N ql .
oriented. These later considerations are raisédd again in the
y

g

\ -

¢

coﬁiluding chapter.

!

/ _Since a thorough analysis that encompasses~those complicationé is
outside,thp scope of this work, we conclude the theoretical discussion

with the iden@ification of some of the main problems: (1) The concept

of "capital"”, (2) The mapping of surplus.and capital movements.

1. The Qéﬁcegt of Capital : .

"C
8

According to mainstream macroeconomics, the definition of'capital

£

<« has to do with its productive capacity. Since output has, numerous

. 5
into comparabﬂb quantitative units. In the general procedure. to

construct quantity and price indexes recommended by the U.N. we can

» read: \

"First it is necessar&ato clarify variables [attributes of the

product] according to the degree in which they possess one or

more desirable properties. These properties should be so

formulated that their validity is as far as possible timeless

) (...] Second, it is necessary to estimate an average price for
' each variety in the base period, or more generally, to find the
‘¢ relationship between quality factors and price in the base period
o , [...] Finally, it is-necessary to enumerate or measure each
“ -+ variety in subsequent periods, or more generally, to measure the

degree in which the various quality factors are present in thoge

) periods" (United Nations, A System of National Accounts, 1968, p.
) 65, emphasis added). .

Since the identification of "t%yeless desirable properties" of a

factory (or its output) and their (equilibrium) relations to pfiges is

oo . ' 90 . ¢

qualitativev characteristics, the central problem is to ‘convert them-

o ¥
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a somewhat difficult task, the U.N. suggests a practical alternative:

"Capital: The "aim here should be to measure the gross capital
stock of fixed capital in different activities at constant
replacement cost. This is one of the measures of capital stock
usually made in perpetual inventory methods. This method consists
of: accumulating gross fixed capital formation usually subdivided
by type of asset, on the initial capital stock similarly
*gubdivided; reducing the components to their replacement cost -in
the base year; and allowing for components retired, scrapped or
destroyed, wusually by reference to assumptions about average,
normal lifetime and information on destruction from insurance
sources”" (ibid, p. 63, emphasis added).

The implicit assumption is that changes in replacement costs (i.e.

< 4

A - capital outlays deflated by the appropriate index of input priceé) 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 ocutputs could be c;mpared, it is still unclear why a
factory constructed with X units of "real” labour in 198d, ceteris

pggihgg; has half the produ%tive capacity of a plant constructed with

2X "real” labour unitsoin 19507 7

However, the validity ~of the heroic assumptions made in
coqstructing capital stock indexes is not in itself a guarantee that
these inéexes appropriately represent actual productive capacity. The
same machines producing at a high operating rate in 1928, stood iéle a
‘&ear later after Black Friday of 1929. The productive capacity 9f
Solell Boneh (of Hevrat HeOvdim group) did not increase between 1966
and 1967 as ; result'of huge capital outlays but rather due to thq\
1967 War and the re-employment ;f idle labour and equipment. When thel\
three largest Israeli banks raise the lqng'term lending rgtes, no

L N
machine is physically scrapped but productive capacity might decline

<
< B

”~
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following plant closure.! All these changes, coomonly appear for the
Raat . -

“. macroeconomist as exogenously triggered .shifts of the aggregate
, , .
production functien. Alternatively, these changes are reflections of

~

the soctal organization of capital and production.

. o x J !u

\
hd ]

To summarize, the capital stock index of macroeconomics is

concerned with a quantitative measure of physical, or "regl"
productive capacity. However, . this index does not properly reflect
capacity to pr;duce since (a) the theoretical methodology of turning Q
qualities into quantities is 1largely arbitrary, (5) the actpal
procedure of constructing the index has very little to do with the
theoretical formulations, and (c) the dependence of productive
capacity on social organization ;s not incorporated into the index.
«But even - if these difficulties were soméhow overcome, the question .

“still remains: is productivé capacity the only important aspect in the

discussion of capital?

‘For IDBH, Hevrat HaOvdim, or Bank Leumi, what matters is the
value of their capital and its rate of expansion. Thus, those groups
are concerned with expected profit and risku associated with

¥ alternative investments or "business moves". These have nothing to do

with the physical character of capital. A 41 million investment in

government bonds or in a speculative stock deal, are on the same

1. Note the exclusion of the banking financial assets from the capital
stock measure (United Nations, A System of National Accounts, p. 63).
Since these assets are "only"” claims against physical capacity already
included in the capital stock, the importance of banking organizations
G to production is reduced to the "faciliation of transactions”.

92




indifference curve for corporate portfolios with a similar . investment
in a food producing plant, given an identity between the associated
comhinations of expected risk/profit. The capital commanded by IDBH

contains buildings, machines, stocks of commodities, ‘but also

.

government bonds, corporate shares and debt, and a whole list of other

"promises ‘o pay". All these appear on the assets side of the balance

sheet. What is of interest to IDBH is the liabilities side: Here we
find the distinction between debt and equity. )
\ ;

From a legal perspective, the capitalist is concerned with equity

o -
only (shares and retained earnings). As far as the operatien :of a

business institution is concerned, .the formal dema}cation between
owners Fnd debtors is of much lesser importance.! Impogtant is the
" of this capital with similar.capital of other institutions. If we
examine modern business concerns like the Israeli holding groups (ér,
for that matter, multinationgl firms 1like EXXon,‘ IBM,” United
Technologies of Citicorp), their owner’'s equity size (whether absolute'
or relative to total assets) is,litilé'indiﬁption of their capacity to
éperate and expand. ,For that matter, the accéﬁnting figure of total
assets is of a greate} significance. Similarly, the distinction
between "active" ownership via shares, and '"passive" involvement
through debt is pot very revealing. This was already -stressed in

Veblen (1904, cf. <ch. 5, 6) and is clear even when we observe simple

reciprocal corporate structures. A parent company, controlling 100X of

©

1. We abstract from differences ih dividend distribution and alike.
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iia subsidiary’s ghares, migﬂf be subject to the.discretion of an

| . -
institutional investor or a ban& holding the rest of its liaﬁili}ieﬁé

-

via corporate bonds and aebt. Also, a parent qé}poration can reduce

1

its direct share ownetship in q‘subsidiafy while raising its debt.

l.‘.|
holdings iA\it, without alteéring effective control.
! o
Clearly, the balance sheets of the big. economy- include an

i 3
v ¢
|

amplified '"double coun@ing" sin;% private credit is considered in

mainstream economics as "inside monmey" and, thus, not~ part of
§ ‘ ' ,
"wealth". (This is in a striking contrast to the public debt or money

.

- * ‘ ’,

notes printed by the government. Unlike private debt, ?these promises
, . ‘

are considered as "outside money" and thus included in "wealth".)

This "double counting"” can be viewed as a "data impeffeétiqn” to be’

corrected, It could also be the subject of an illuyminating study of

. reciprocal relations between large corpd?ations., Such an attemﬁ%* was

¢

made, for exam E, by Yusaku Futatsugi (1973) in his analysis of

‘ corporate interrelations in Japan.

/

13

If the behaviour of giant corporate groups is a detérminant qf

\

macroeconomic phenomena in modern markets, attention must be devq}ed

i

to the size and structure. of their capital. For that matter, the

<

measure of '"real" capital stock or productive capacity are of a

limited significance. A more fruitful direction is the structurs of

effective ownership/control over capital values that gre moved by the
o N
business concerns. - (f
4 a - > -
. \
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2. The Mapping of Surplus and Capital Movements
[+ Iy

\

4
Figure 3.3 below is a highly abstract description of important

factors in the process of concentration and centralization of capita{\\\ﬁ'

in Israel, and_macroeconomic phenomena integrated within this process,

In light of the limited scope of the present work, we give a b(ibf

T

account of several features of these factors only,

*

. (a) Wage bcmpression and inflationary accumulation. The main’

difficulty .facing;further resedrch is acquisition .of adequate data.
Employment in the Israeli industry is highly concentrated. In 1980,
46% . of the workers were employed by 150 thabliéhments (1.4% of all

establishments), which wére further controlled by far fewer corporate

groups. Thus, wage data are relatively accessible. The National

. ) \
Insurance Institute and the Central Bureau of Statistics collect

monthly &ata from all employers. bqt publications of monthly wage data
detailed by occupation, do not exist. To study the integral of

inflationary profit, Le need to distinguish between production

—

'wot'kersz.,/ﬂj clerical employees, managers, and executives, which are all

reflected in the "averége monthly wage" figure. For that matter, a

J

more detailed breakdown on an annual basis.is of no help, as it does _

not reflect the impor@anap of wage/price fluotuations within the year.
Furiher, t?e share of the government in Qhe inflationary profif
integral via wage taxation, cannot be analyzed. Tax deduction at
source ié comp&lsoS?‘for wage—earners, and thus the qyst comprehensive

Pl

data on' net wages “are compiled by the Income Tax Commission,

“Nevertheless, no net wage figures are publicly available in Israel.

’

o 9 ' .
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(b) The Domestic National Debt. The ownership, or holding
distribution, of the National Debt (estimated at US$ 35 billion by
1984) is confidential. v Q*

Y

(c) Taxes and Subsidies. These are other important devices

through which the surplus is divided between the Government and the

A
big economy. They also h?ve a powerful impact on concentration and

centralization due to their bias in favour of the big holding groups.

’

Finally, they influence the allocation of economic resources,
especially by favouring fihancial to péoductlvc investment via

"negative taxation" on capital gains. Tax/subsidy data broken aown by

£

corporate group are unavailable. i ~

- . -

(d) Other areas of interaction. Property rights, privatization,

direct allocation of capital imports, and most Ymportantly, military
{ ; '

and civilian government orders all present similar data problems.

Total figures are sometimes available but they are without furthek
v
breakdown by corporate institution.

(e) international links. The two horizontal solid lines across
figure 3.3 represent the "demarcation”" between Israel and fereign

elements. Here the flows are mainly to and from the Israeli

Government, from which data are generally available. As for other

‘

capital outflows from Israel (mainly from the big economy and the

v

black economy), the gaps in the data are substantial even for grand

totals. To illustraté, between 1979 and 1981 over US$1.5 billion were m)

"leaking" from Israel’s Balance of Paynents accounts, as revealed by
5 {
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o .
the "statistical discrepancies" figures for those years.

(f) Capital and income data from conporate- sources. The
dqry 4 * .
collection of data from financial reports was already discussed at

some 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
L4

economy.

3

-

According to Aharan Dovrat, the thairman of Clal (Israel):

"The accounting method in Isrsel has gone bankrupt [...] In the

Clal group, four financial reports are prepared: nominal, in U.S.°

. dollar, adjusted to inflation, and a financial report for tax
purposes. Neither of -these is capable of teflecting the group’s

,
However, these financial reports are the only available data source as
far as corporate income and capital are concerned, and they are the

ones to be used used in the preparation of the national income

accounts (U.N. A System of National Accounts, 1965, pp. 81 - B2).

Since the Israeli national'iﬁcome has not ‘beeg mapped for years
subsequent to 1954 (see page 4), these problems did not constitute a
major concern fo; Israel macroeconomists. Hdﬁever, as we intend to use
,somé of the Eorporate data provided in Chaptér Two,” their evaluation
is a prerequisite. In this evaluation we.do not attempt to provide a
¢§orough review of the accounting methods of financial reporting, but
rather to highlight the main difficultie# that arise in the Israeli

-

circumstance. Thesg ,(fall under three main headings (i) consolidation

principles, (ii) instability of the money Pnit of measure, and (iii)

reliability of reports. : . }

. 98 - oo




{i) Consolidation principles. large corporations in‘ Israel
coriventionally consolidate their accounts only with "subsidiaries" }n
wh%ch they hold over 50% of the voting shares. The reports of other
"affiliated" companies are not consolida;ed with the parent’s
accounts, but are reflected in them on an equity basis. The rationale
behind thas c;nsolidation convention is fully accepted by the U.N. in
its recommendations for identifying the transactors of the Income and
Outlay and Capital Accounts: °

"For most purposes, the transactors wanted are those who

independently direct and manage the receipt and disposition of
\> income{ 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 result of
ties of ownership, are controlled and managed by the same
interests. Using the family of entities will also avoid showing
formal transactions and links between the entities, which are not
meaningful economically. The families may be defined as
consisting of the entities, the majority, that is 50 per cent or
more, of the equity (shares or other forms of capital
participation) ot each of which is owned by the same 1interest"
(United Nations, A System of National .Accounts, 1968, p. B8I,
emphasis added).
£

The above approach is based on two principles. (a) "Meaningful"
Y

economic transactions are only those made at arm’s length between

!independent” transactors. In the background, stand the axioms of a

-
* r
€

competitive market strucfure, in which transactions are made at
"market prices" (eq;ilibrium) determined by market forces. When the
will of one or more of the transactors becomes a market force in
itself, +the price in no longer the "marke price"” and the transaction
is not econom;cally meaningful (ibid pp. 72, 94, and many other
élaces, where it 1is suggested that such transactions shfuld be
revaluated at the "appropriate' market price). (B) The péwer to

- y
distort arm’s length, economically-meaningful transactions _between
, o '

o 2
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related companies‘ is exercised only with 50X or more of the yﬁtjng

rights.

There are serious ' problems with the common consolidation

convention and éhe rationale behind it. Using a 50% ownership as a

/

downward bias on the consolidated figures. If these reports are

assumed to reflect the effective control of the parent over resources,
a substantial}y lowergthreshold, 15% or. 20% say, is more ?pbropriate.
Much of the h;erarchical corporate structure in Israel’s big economy
exists with voting rights significantly lower than 50%. Further, not
all groupé publish consolidated reports. “Only in 1970, for example,
when IDBH was estéblishedﬂ:s its formal holding co;poration, did the
Discount group/ﬂstart to publish consolidated reports. .The Israeli

Government does not properly consolidate its reports and Hevrat

HaOvdim, as a parent entity, does not provide any financial reports.

'y e

But even a lower vo 'ng’threshold and a proper holding-group
cqpsoiidation are insufficizzz_fo establish the groups of independent
units which are engaged in meaningful econgmic transaetions at market
prices. How mutually independent are Hevrat HaOvdim, Bank Leumi, and
IDBH? How'independent are they from the Government? If their mutual
interdependence (discussed in Chapter Oﬁe, and further demonstrated in

the fourth chapter) pgcts as a criteria, not many gransactions in

'Israel are "economically meaningful”. Alternatively, evé transacting

is meaningful. The question is whether it truly reflectsja movement of
resources/power, rather than an accounting exercise lacking any s%fh

dimension.

00
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(ii) Instability of the money unit of measure. For our purpose,
non—-arm’s length transactions impose no difficulty. The p;oblem lies
elsewhere, with the money unit in which trensactions are recorded.
Accounting conventions rely heavily on the assumption of stable
relationsn between money and other commodities; in other worghs, on

stable érices. Inflation, and espécially rapid inflation, }mpose a
serious difficulty, The first "dfﬁ¥ortions" appear in the quotation of

~ - asset values. e conservative bias of accounting conventions to ho{d

asset values down until assets are "realized", causes "Total Assets"

figures to Underestimate the "realizable value" of the underlying

assets. With annual inflation at three-digit figures, fixed assets and
financial portfolios recorded at historical cost or book value,

-

.represent enly a very small fraction of their "market value! (which iﬂ

Israel might have very léttle to do with a competitive e ilibrium).
The order of this gap has been maintained even after the stock market
’collapse in 1983.(/;;is problem is much reduced with respect to the

"Total Assets' of the banks since they are mainly composed of deposits

. and obligatiohs, which are largely indexed to the CPI or the US$.

. \ - Another important’bias appears in the net profit figure.b Many
claims have been voiced on the extent to which those profits are
"paper profits” rather than actual ones. ’The main concern éf ?hese
claims Qas the compariéon between historical material cost and current
sale revenues. °‘Although various éounter—claims can be made along
similar lines,  different considerations might be of a greater

\-J

significance: capital gains and index linkages on principals which °
o



' have not been "realized" are considered as changes in equity rather

’

( than components of profits, and thus are not reflected in the income

2
statements. These items grow with inflation, and so too does the

o

underestimation of gross profit they entail. Further, tax payments may
- be different without full indexation. This will cause net profits to

be4 underestimated by thg reported figures, which record nominal tax
o A . .
obligations. The bias is positively related to the rate of inflation.

2

©

(iii) Reliability of reports. It is often argued ,that some

- corporations and the acco;nting firms representing’ them manipulate and
falsify their financial reports (numerous examples are ?rovided in

Shmueli, 1970}. Many of these cases suggest, . however, that for a

2

_particular firm the deviation of the reported figures from the

|

corresponding "objective" facts often follow Tgigeneral pattern
throughout the years. It might be that report "adap

tation" conforms

Q

with certain methods "traditionally” pursued by the accounting " firm.
_If this "stable adaptation" hypothesis is valid, .the pattern of report
manlpulat1on/fals1f1cat10n is reinforced the longer is lhe contract
between the corporation and its particular accounting firm. The
opposite can be said when ,a corporation frequentlx alters its

‘e

accounting firm and with it changes the pattern of its report

manipulation, Since their establishment, none of the large holding
: | .

groups we surveyed replaced its accounting firm. Tﬁﬁs,uif"the general
argument presented in this paragraph is correct, much of the possible

A

falsification ' could be "trended" if reports were inspected for a long

gnough period of time.
&

. . s

° -
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'\ To summarize; the principles of consolidation underestimate the

-t
@ scope of resources controlled by Israel’s large holding groups; for
non—-bank corporations, "Total Assets"” ‘values _are  seriously

I

underestimated by the reported figures; :'Net Rrofits". are most
probably underestimated; report reliablitl:y is questionable but ‘the .
bias is likely proportional to the overall order of the .figures.

, These general statements appear to be a plausible starting point for ¢

usix;g the corporate data we have gathered.
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CHAPTER FOUR
= ]

THE POLITICAL ECONOMY OF THE HOLDING GROUPS: AN ECONOMETRIC APPROACH

] 4

.

Succinct{y put, our basic hypotheses are that (;) macroeconomic
phenomena, and public policy in’Israel are strongly related to the
development of the three largest Israeli holding g;oups while (b) both
are reflections of strong processes for concentration of capital, the
éentra{ization of its control,;;aﬁd the related intensification of
underconsumption/overproduction tendencies in the Israeli economy.

To establish an empirigal "proof" for the second hypothes;s might
be vef& difficult. Turning concepts like concéentration, centralization
and underconsumption/overproduction, into quantitétive categories
raises immense methodological questions, with which we do not attempt
to deal. In -’ contrast, the empirical investigation in the firsé
hypotﬁesis imposes fewer methodological riddles. We‘’need only to
specify th; actual decisions made by the Israeli Governm;nt and the
large holding groups. In the Israeli context, this may be sufficient
to establish whether a price*rise is designed to serve the ;nofits ofo '
ﬂevrat HaOvdim, _a capital allocation is meant to increase the assets

of Bank Leumi, or a military procurement is intended for the benefit

6f IDBH.

There are two reasons why we did not follow sucﬁ~,an approach:
data deficiencies and the availability of an alternative -statistical

method. In modern macroeconomics, a proof is often established when

estimates for an econometric model pre-specifying a set of functional

°

N :




relations, confirms the expectations about the signs and magnitudes of

the coefficients in this model. This is thquethodology we adopt in

this chapter. ) ) .
Ay,
Poan,

Unlike attempts made in economy-wide models, we do not try to map

all of Israel’s macroecodbmié'phéhomena? Consequently, our model is

small and the techniques are kept ‘as 7imple as possible. Our work
g

draws attention to the central anomaly in most of the macroeconomic

rd

9

relations. ‘ .
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A. Private Dominant Capital: Choosing the "Appropriate”
Indicator .

>

s
(9

There are four dominant holding groups‘in the Israeli economy:
IDBH, Bank Leumi, Hevrat HaOvdim, and the Israeli Govermment. Of the
first three groqps,‘ only IDBH is control{?d by "private"” iqterest;.
fBut "in their essence, all three groups behave as private -corporate
entities: under a particularly effective control seeking their own
expansion.’ In‘our empirical work, we do not consider the capit;é and
profits of the corporations gontrolled by the Government,grpartly
because the lack of comprehensive data, and the numerous
"inconsistencies” in data Wwhich do exist, but, mostly, because capital
controlled by the Government does not behave as private capitai. Its
main functions are to support the expjf;ion of the three other groups
via "counter cyclica%" privatization/pationalization, and Fo

indirect%y subsidize the other three groups through reciprocal buying

and selling arrangements.! o

What magnitude should one use to describe the development of
*,

those three groups? In.principle, the "Total Assets” figure should
L
reflect the totality of assets under their effective control. However,

t

this figure has two main drawbacks. Accounting conventions of

ol . . .

historical costs impose a strong downward bias on asset values (see
* a

page 101). The assets of the banking system also include the deposits

and saving accounts of the Israeli '"public" (which are .further

1. For instance, Israsel Aircraft Industries, the country’s largest
industrial firm, primarily armament oriented, is continuously at
losses, while its hundreds of subcontractors -(most of which under the
control of the three largest holding groups) prosper.
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inflated via credit expansion). Should those be consitlered as the

private capital controlled by the banks?!

L4

" Until a better indicator representing the "total capital under

effective control” is devised, wé prefer to reject.the "Total Assets"

" figure. In its place we adopt the "Net Profit" figure. This later

category is deficient mainly because it does not capture the

accumulation process from profits and other sources (as well as other

‘,problems enumerated .on pages 98 ~ 102). On the other hand, it is

\ N
liable to raise fewer objections than the "?otal Assets", figure

because of its categorical proximity to the national accounts and the

macroeconomic variables we use in our model.

o

nA final difficulgy is the déta:availability. P;eferably, we would
work yith coné&lidated rep;;ts of Hevrat Heovdim, IDBH, and Bank
‘L;uni,. and selected items extracted from.théé. " In practice, reported
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 Hapoalim {Hevrat HaOveim) - unconsolidated.
koor (Hevrat Handim) — consolidated. ) )
Discount Baﬁk (IDBH) - consoiidated.

Discount Investment Corporation (IDBH) — comsolidated.

o

1. It is to be noted, however, that-by 1985, 50% of, 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. (Shlomo Frenkel and Shimshon
Bichler: '"Whom is Inflation Serving", Hadashot, September 12, 1985.
also Shimshon Erlich: "An Internal Survey in One of the Banks: Half a
Percent of the Clients Hold Half the Assets", HaAretz, August 18,

198)
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_Bank Leumi - cznsolié?ted. -

®

Clal (Israel) (Hevrat HaOvdim, IDBH, Bank Leumi) - consolidated.

L
I -
t . .

o

H
In itself, the nominal net profit figure is not very helpful. In

”

macroeconomics, it is customary to use "real" figures — i.e., nominal.

figures deflated by th; "appropriate” price indgx. But what is the
‘;pbropriate price index to use(in order to deflate profits of , giant
ho}diné groups? These groups often use in their reports’ the consumer
‘price in&ex as such deflator. The deflated figures resulting from this
metho§ . reflect a "geal" magnitude only if these profits are' destined
for current or future private consumption. We prefer to "deflate" ﬁpe
net profit figure by the size of the ngﬁional market, best described
{considering the data available% by the nominal figure of- G&P. The
extent to which underconsumption/overproduction and concentration/
centralization tendencies operate in Israel and are;iied together with
income distribution patterns is already reflected in the "holding
groups’ Jet profit / GNP" ratio. (Thi; ratio does not incorporate the
possible repercussions*of the above tendencies on the di;tribution of

assets.) As far as temporal behaviour 1is concerned, Figure 4.1

i .
indicates how close the "real" profit figures (in 1950 ‘prices) are to

our "relative" figures. This should remove most of the possible ,
[}

Fe

objections to our "distribution index". . -
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FIGURE 4.1

\

Holding Groups: "Real"” Versus _Belatxve",ggofits
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B. A Note on Data Conversion {

2

All the annual variables used in the models of tgis chapter are

<

" for calendar years. _”Some data appea%loriginally’oﬁ a fiscal vyear
basis (April to March). Using the following weighted average formulas,

we have "converted” such data to a parallel calendar basis:

a

(1) For a calendar year which is covered by fiscal figures only (for

instance, year ending December 1970 is covered by year ending March

3

1970, and year ending March 1971): ) n

P - &

&
*

Y{ending Dec.) = 1/4 Y(eﬁding Mar.) + 3/4 Y(ending Mar.)
- t t t+1

<

9

(2) For a calendar year in which original reporting of figures was
[
changed from a fiscal to a calendar basis (for instance, year ending

December 1970 where data exist for year ending March 1969, and the

following figure is for year ending December 1971): ’

\

Y(ending Dec.lﬁ = 1/4 Y(ending Mar.zt + 3/8 [Y(ending Mar.)y +

Y(ending Mar-%,i]

A

These gonversion formulas are based on the assumption that flows are
evenly distributed throughout the annual period (i.e., for an annual

\ .
figure of X, every monthly figure is assumed to equal X/12).

B

.
. L i
.
. v
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C. The Model
The model has two parts. The first 15 concerned with the

ﬁtagflationary process and the domestic national debt. The second

[y
“

deals with the militaristic characteristics of the Israeli. economy.

_ (Time series used in the model are provided in the Appendix.)

1. The Largest Banks — Stagflation apd the Domestic National Debt.

1)

The position to be clarified here is that between 1967 and 1983,

s o

th; net profits of Israel’s three largest banks as a spare- of the
sational product were positivel§ associated with nthé' stagflationary
process (related to ‘the movement‘of capital from produgtion to
finance), and the rapid expansion of the interest r;payments on the
domestic ﬁébt (resulting from debt growth and inflation), ali of which

s . : ° o
are prominent malaises of the Israeli economy. We can treat this as a
u

source of a collection of hypotheses for fitted equations.

a

The Variables -

¢

NPFG = The percentage share of the aggregate net profits of the three
financial institutions, Bank Hapoalim (unconsolidajed), Discount
Bank (consolidated), and Bank Leumi (consolidated), in the GNP.

Sghrce for profit data: Israel’s Political Economy Data Base

©

(IPEDB).

Source for GNP: Statistical Abstract of Israel (SAol) (1984).

T111
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¢

<t

~

INFDD = The annual percentage rate of change in the CPI between

December and December. ¢

Source: SAol (1984; R
RGNP8) = The annual percen(tage rate of change of "real” GNP-lfi.e. GNP
in constant 1980 prices) <
Source: SAol (1984)
IRDDG = The percentage ratio of interest repayment on the domestic
national debt to the GNP.
Interest repayments on the doumwestic national debt originally

appear on a fiscal -year basis, and were convertéd to a calendar

L
-

parallel.

Source for debt data: Budget Proposal Principles (varioﬁs years)

Source for GNP: as above.

-

Since the beginning of their rapid growth in the earl- 1970s and
until 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

i ]
the prosperity of the banks and the economic develcpment of Israel.

The adequacy on our hypothesis is revealed in Figure 4.2 below. In
1983,_as a result of the ;tock market collapse, the banks’ net profit§
declined substantially. Otherwise, the banks’ share of %g?
appropriated as net profits (NPFG) is positively related with the rate
oﬁb inflation (INFDD), negatively related to the annual real growth
rate (RGNPBO), and again positively related to the ratio between

interest repaypents on the domestic national debt and the GNP (IRDDG).

™

~N
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Further, a suggestion can be made for a structural change

occuringe with the rise of the Likud Bloc to power in May 1977. The

change of political parties is assbciated with the intensification of

A ]

the relations implied in Rhe hypothesis, i.e. with increases in the

multipliers of our carriers on the variable of interest. ° \
\ ’

S

These claims are summarized below:by the linear equations (1) gnd
(2), and the analysis that supplements them. Greek symbols repreéént

unknown parameters that are being estimated.

(..., NPFG, = ’O(°+ B, INFDD, +\'\: RGNPBO, + SOIRDDGt + ﬂblt +u,
2..... NPFG, = 0| 57+ S8 + B INFDD, 57, + B,INFDD, S8,

+ bj RGNP80,, s7t+ \;_ RGNPBO 58t

. + F/IRDDG, 87, + ¥ IRDDG, S8_

+94>°D1t_ oy ’ o
where: o ’
1 for 1967 - -1977 i
- 87 = Nt
o for 1978 -.1983
° o
0 for 1967 - 1977
. s8=
1 . for°1978 - 1983
0-° for 1967 - 1982 (a dummy variable to take
D1 = : account of the stock .

1 for 1983 market collapse) .

\ S
Equation (1) is the "constrained"” model, whilg” equation (2)°
reflects the -hypothesis of a 1977/8 structural change, by
2}
incorporating the multiplicative terms S7 and S8 where appropriate.

Table 4.1 contains the Ordinary Least Squares paresmeter estimates as o
{

r
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TABLE 4.1
0 . Econometric Results: Equations (1) and (2)

3 14

-

Equatien (1) _

<
" Period: 1967 - 1983 (17 annual observations) ) X .
NPFG = _0.125{ + 0.0066 INFDD + 0.0023 RGNPBO + 0.1189 IRDDG
(—0'.995) (5.967) (0.274) (3.743) °
- 1.3093 nl
(-8.114)
R = 0.96 i
W = 2.04 oo ) - .
> ‘ F-statistics = 69.18 ‘ *
SSR = 0.154 )
> o,

——————a s s

Period: 1967 ~ 1983 (17 annual observations)

NPFG = -0.0105 S7 + 0.0870 S8 + 0.004‘3 INFDD S7 + 0.0052 INFDD S8
Vo . (-0.110) (0.344) (2.531) (4.908)
¢ + 0.0005 RGNP80 S7 - 0.0753 RGNP80 S8
. (0.090) (-3.430)
| = + 0.0994 IRDDG S7 + 0.1455 IRDDG S8
i (3.841) ' (4.439)
S
- 1.3331 D1
(-12.121)
¢ \ )
R =0.99 ( .
DW = 2.10
T F-statistics = 107.42 K . . g
~ SSR = 0.034 .
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well as additional statistics. (The Durbin Watson Statistics and a

residual “analysis did not suggest any apparant violations of the

assumptions of the Classical Linear Model). Each parameter is

accompanied by the t-statistics in parentheses.
\

From the estimates of equation (1), .it is clear that the
coefficients associated with inflation (INFDD) and the interest
payments on the domestic national debt (IRDDG), are positively related

with the profits of the three largest banks as a share of GN% (NPFG) .
. ° -
The t-statistic associated with each of these coefficient estimates. is

o .

greater than 2.13 (the 5% two-tail significance level threshold

associated with the null hypothesis Ho: coefficient = 0, based on the
assumption that the eqﬁation errors are normally distributed). ° The
problem arises with the growth variable (RGNPBd), for which the null

hypotheéis of a zero coefficient can not be rejected at the 5%

significance level. \
[ [+

[

This result is resolved by equation (2),' where we éStimate each

o

coefficient separately for the two different periods. The coefficient
1] 1

estimates of both INFDD and IRDDG increase between the two periods by

t

15% and 50X respectively, although a comparison of two point estimates
is“’ﬁUf"“ﬁubstantia;l evidence in th;; case. With respect to the
coefficient estimate of the growth variable, RGNP80, the change has
been draﬁatic. From a positivé magnitud? not significantly different
from zero in 1967 - 1977, it has reversed its sign for the period of
1978 -1983 and is significantly different from zero, which is more in

accordance with our initial hypothesis. (We should draw attention

again to Figure 4.2 which indicates negative relations between RGNP80

o ¥
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» -~
19 -

2

o

and NPFG in buth periods when we sbstract from the "impact” of the

other variables on NPQQ). 2

3
. [

’

Note that the F-test for the null hypothesis of no structpr?l.
change in 1977/1978, vyields F=7.0122 with (8,4) numerator/denominater
degrees of freedom. Thisiis higherﬂthun’the 5% significance levef
thresh;ld ({F = 6.04), and hence equation (2) is preferr?d to equation
(1). The “tigh¢ness" of the model’s fit is evident from Figure 4.3.

The fit appears to be better since thé mid 1970s. As the relative size

L\ < 3.

of the largest banks (NPFG) increased, so did increase the
significance of inflation, stagnation and the domestic debt for their
growth. ) . 8

o b o

- FIGURE 4.3 ‘

The Share of the Three Largest Banks’ Net Profits in the GNP:
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As indicated by equation (2), the stagflationary process and the

Sburden -imposed on the economy with the rise in interest repayments on

N
o

» the domestic .national debt, both augment NPFG, the share of GNP

appropriated by the holding groups via their net banking profits. In
this sense,othecbasic need inherent in the Israeli economy to generate
"offsets" tb }he savings of the holding groups is intensified. " The

;nq;eased involvement of the holding groups with armamentg . is

Py

discussed in the following part of the model, to which we now turn.
o © y *

. 2. The Largest Industrial Groups - Armament Procurements, and

Military Exports

L) -
9 0;. o,
The literature dealing with the economics of arms in Israel is

o

again severely constrained by lack of data. There *is, however, a
“general belief among researchers 6 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 sense of a conspiracy by heads of the political, defense, and
economic establishment solely for the sake of furthering their
own interests. After all, Israel’s very survival has been
4 threatened for many years" (Mintz, 1983, p. 104, emphasis added).

L

"That the strength of private capital in Israel influences and
directs the country’s defense is a doubtful proposition" .(Peri’
and Neubgch, 1983, p. 3, emphasis added).

1 2

The notion is that military expenditures, armament production, trade

-

and exports, .are exogenous constraints "imposed" on the Israeli

market. To that extent, private capitall is more of a passive gctor
[+

1. Peri and Neubach do not elaborate on the concept of private
capital. It seems to indicate non—-Government firms. . -

=) v
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|
playing under pfedetérmined rules.

The interesting point is that,zhes; claims act as an assumption
égther than a teéstable hypothe;is. In—particular. there is no attempt
in  the agove writings to empirically identify the "economic
establishment” or "private capital". M;st significant is the fact,
that the above works do not contaig a single figure of 'assets,
shareholders’ equity or profits for any firm involved in armaments. In
the following part of the model we provide a preliminary view into the
relations , between fprivate dominant capital" aAd some of the
militaristic aspects ;f the Israeli economy.

Our hypothesis’ suggests that whatever is the causall direction,
domestic armament procurements and military exports (both as a

percentage share of the GNP), are positively and strongly tied

together with the increased involvement of thg three largest Israeli

hofﬂing groups in armaments and/or, the increased profitability of .

s
]

~

their armdament.activities.

The Variables

2

0

NPIG = The percentage share of\the aggregate net. profits of the
following three "industrial"‘groups in the GNP:

- Koor: (consolidat?d) -~ Until 1967 data were Ln a fisfal year

baesis and had to be converted to a calendar basis.

-~ Discount Investment CorPoratién (consolidated) - Until 1969

data were on a fiscal year basis and had to be convérted to =a

\
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MDPG

)

calendar basis. \

- Clal (Israelf (consolidated).
Source for profit data:‘IPEDB.
Source for GNP data: SAoi {1984).

N

= The percentfige share of military domestic procurements in the

»
«

GNPO

Source for domestic military procurements: CBoS, Monthly

Bulletin of Statistics, No. 7, Vol. 35, July 1984.

Source for GNP: as above,

= The percentage ratio between total military exports and the}

GNP.

-

Total Imilitary exports were derived, by aggrggating the export
categories of Metal ﬁFoducts, Electrical and Electronic
Equipment;a and Transport Equipment. In Israel these are composed
almost solely of armament hardware. These categories are reported
an current US$. Thus, theynwere first converted into current

L}

Iaraeli Shekels through division by the annual average exchange
rate for the USS$.

Source for military exports: SAol (various years)

Source for annual average exchange rate of the US$: "Exchénge

Rates of the Israeli Currency 1948-1984" (1984) The Bank

a

‘of Isrgel. .
'Source for GNP: as above.

'
/

6
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FIGURE 4.4
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Figure 4.4 indicates that, considered separately, the share of
domestic military procu-ements in the GNP (MDﬁG), and the ratio of
military exports t& the GNP (XMIG), are both positively and tightly
related to our yariable of iﬁteresg NPIG. Further, the 1977/1978
structural change in the first part of our moael, can also b; extenfed
to the armament, acvtivities of the three Qlargest holding groups. It is
especially marked in the NPIG - MDPG relations. This suggests the

following linear model in which equation (3) is ‘he constrained. model

and equation (4) is the unconstrained one.
b I

(3)..... NPIG, = of, + B, MDPG, + {,XMTG, + $D1, + u,
u - ) }
(4)..... N'PIG_E = ol[ S7+.+ o(z.SBt+ §°| MDPG_E S'Zt+ 'ﬂz:g;"SBt
+ ¥ XMTG¢ ST, + ¥, WIg, S8,
+ <k,D1e +oug
where: ‘
1 for 1967 - 1977
S7 = ‘
0o for 1978 - 198
0 for 1967 -~ 1977
S8 =
1 for 1978 - 1983
) - 1982 (a dummy variable to take l
Dl = account of the stock

{ 0 for 1967

1 for 1983 market collapse)

¢

{ Table 4.2 provides the Ordinary lLeast Squares parameter

estimates and other statistics in “the format of Table 4.1
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TABLE 4.2

Econometric Results: Equations (3) and (4)

Period:

a  Eguation (3)

1967 - 1983 (17 annual observations)

NPIG = -0.1034 + 0.0118 MDPG + 0.1154 XMTG ,+ 0.0639 D1
(-0.620) (0.679) (9-841) (0.584)
'} -
R = 0.89
bW = 1.29
F-statistics = 35.97 2
SSR = 0.132
‘ .
Equation (4) : /
® Period: 1967 - 1983 (17 annual observations)
. ’
NPIG = -0.0245 S7 - 2. 2 88 + 0.0166 MDPG S7 + 0.3463 MDPG S8B
(~-0.435) (-7.183 (2.726) (5.637)
S + 0.0316 XMTG S7 - 0.0223 XMTG S8
(2.697) (-0.436)
- 0.4032 D1
(-4.202)
R = 0.99
DW =

2.53 : )

F-statistics = 184.34
SSR = 0.011
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The F-test relevant for\the hypothesis of no structural change in
1977/_8, yields the value of 3?.86 with (10,3) degrees of freedom. 'Ih,
nuli 'hypothesis of no structural change could not be accepted with
probability greater than 0.0l1, and is this rejected kthe relevant 1% -
significance threshold is F = 27.23). In equation (4) the difficulty

uis with Q, the coefficient of xﬂﬂiin the second period. In contrast

to four expectations, it has a negative sign (although it is not

signiTicantly different from zero). In\light of the tight positive

" relations for thal period indicated by figure 4.4. as well as .our

theoretical bias, we prefer to alter the model slightly, rather than

to exclude XMTG from the second period. The final model is provided in

equation (5).

’ -

-~

-

]

s
7

* MG,  +¢Dl o+ u, .

Teble 4.3 lists the Ordinary Least Squares results'féé . equation

(5). The DGFbin-wgtson test statistics is inconclusi;e with ;espect to
irst—order negative autoregression‘of the errors, but a residual
spection does not indicate such autoregression. The two-tail
s¥mificance levels associated with the parametef estimates of MDPG,
, DI are all iower tgan 5% (again, on the assumption of ﬁormally

distributed errors).!

.4 ‘ .

o

1. If the errors follow an autoregressive pattern, the usual formulas
for estimated standard errors and t-statistics are invalid.

/
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TABLE 4.3 ~

" Econometric Results: Equation (5)

Period: 1967 - 1983 (17 annual o'bservations)'

s

NPIG = -0.0241 S7 - 2.1849 S8 + 0.0170 MDPG S7 + 0.2912 MDPG S8
. (-0.426) (-8.393) (2.792) (9.69’?)
+ 0.0289 XMTG - 0.32056 bl
(2.525) (-6.131)
) é
] ‘ .
R2 = 0.99
DW= 2.75 p . .
F-statistics ="219.89 .
SSR = 0.012 ’ (
\
FIGURE 4.5
0\ ‘The®Share of the Three Largest Industrial Groups’ Net Profits

in the GNP: Actual and as "Predicted” by Equation (5)

.'0/0&525' v v v ' h

1.00

8.73
. , .50

.00 g
4 1967 68 69 78 71 72 73 M 75 76 77 718 79 68 81 62 63 year
> NP1G I6
O , = aotual - Hgndicted" by equation ¢5)
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Koor, Discount Investment Corporation, and Clal (Israql) - the

*

industrial branches of Israel’s three largest hglding groups - are all
involved in civilian as well as military business.' It is interest%égf_-‘~—-_\‘h
to note that, since 1967, their share of the GNP appropriated as net
profits can be "explained" almost solely with the wmilitary
characteristics of the Israeli econcmy (R2=0.99, Figure 4.5). The
reason might be zhat the civilian market is "rigid" as far as income
distribution is concerned. Most®of the strongifluctuations in profits,
and thus, in the —ggperation and absorption of surplus and the
consequent income edistribution, result from "government
intervention" wvia the "institutionalized waste" of domestic armament
procurenents, ygnd encopragement of military exports. The structural
change in 1977/78 can thus be associated with (a) increased
involvement of Koor, Discount | Investment Corporation, and Clal
(;srael) in armament vis & vis civilian activities and/or, (b) a rise
in the profitability of their armament business.
’ _ ~

3. Conclusion

R TN
As far as Israel is conce}ﬁé;d,C government policy influences and,
to an extent, even determines macroeconomic variable; like military
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 agcepted by us. Macroeconomics 1is
éurther concerned with the degree to which government intervention
distorts the freeq}unctioning of market forces, and the extent to
which such disﬁortions are desirable. We see this latter preoccupation

Y
as a hypothetical exercise since the presence of free market forces in
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the economic history of Israel is, at best, doubtful. The- important

il

~

point for us 1is the relation between macroeconomic phenomena and ;
- . -

policy on one side, and the develbpment othhe big economy on the

other. . N

y) L]

¢

’ A Our economgtric 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

b / (which can be shown as a net cost to the Israel market)! - are all

strongly and positively related to the rapidly expanding share of the
three largest holding gréupé’ net profits in the GNP. Thus, the extent

to which public policy influences these macroeconmic variables, is

e

also. the\extent to which it influences the development of the above

three holding groups. ’ o T

J The interesting question relates to the causal direction of these

relationshiés between macroecoﬁﬁics and the big economy, An answer to

this question must be sought outside the realm of econometrics.

e ¢

Our historical introduction, thgoretical discussion and

‘econometric analysis~suggest that broad economic developments are« tied
N

" together with the "institutional arrangements"” that revolve around the

‘ concrete control/ownership structure of the Israeli economy. Thus,

1. The "overhead" cost of Israeli military exports are” roughly the
domestic 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
value of military exports has been consistently larger than 4.

LI
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drastic changes in economic policy, 1like a redirection of resources

from finance- into production, or a neutral ?oreign policy that

substantially reduces armament budgets (anq thus: reduces Government

aeficit, debt and inflatioa) assume the will and ability of "policy

makers" to change this control/ownérship structure of the ¢ Israeli
4 économyﬂgALxernatively, policy might be'altered in order tp accomodate
changes in the "requirements" of the big economy. In this Iight, the
1977/78 "change of regime" might not haveALeen an exogenous event
gifen to the economic system, but rgthér a refléction of ingreasing
c§nstraints imposed on the expansionary pace of dom}nant private
capital, and the buildipg press;re to rarove these constraints. wThe
causal analysis cannot be extended, . hawever, until we identify the
"policy makers" and those who control or own the largest vIsr;eli

g holding groups. This task has to be left to a later study or to the

efforts of other researchers.
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CEAPTER FIVE .

SUMMARY, CONCEUSIQNS, AND gmngTngfgnxnsgn§

M)

A. Summary and Conclusions

At

Since the early 1970s, the¢ Israeli economy has expe{ienced severe
inflation, stagnation, {dening trade deficits, rapidly rising
domestic and foreign debt, and 1arge budget deficits mainly associated
with armement expenditures and debt services. Mést of the thecretical
@attempts to explad? these phenomena rely on macroeconomic theo%y that
largelz substitutes anonymous market forces for‘ dominant property
relations. The "prépé;ty structure”" of the ?sraeli economy, more than
most other developed céﬁitalist countries, is highly centralized. This
fact might have been acknowledged by many of Iq{ael’s important
economists ¢ but it is 'generally considered -~ irrelevant qu the

Q . . . t
macroeconomic discussion.

There are two important works on the struchre of « the Israeli
economy . The first is the.unpﬁblished study of Barkai (1964). He tried
to establish a '"sectoral" pattern according to which capitai
allocations were made. His sectors were paréllel to the qlleged -
politic;l "pillars" of the Israeli society — the "private" sector, the
"Histadrut" sector,.énd the "Government" sector. Barkai’s approach was
criticized byQAharoni (1976), who was the first researcher tg analyse
what‘ he terﬁed "awnership groups". Aharoni defines an "oﬁhership

group” ,as a legal entity that controls (at least partially) at least

four firms, which are engaged in at least four different economic

S ; ~129




oy

activities, onel of which must be financial. This approach- is more
appropriate than the one taken by Barkai, yet its formal basis is
misleading. Aharoni’s definition leads to many ownership groups, the
number of which is very sensitive even to slight changes in capital
?ortfolios. Further, for Aharoni, the Government is essentially

.

"exogenous" on.the macro level.

S We have suggested a different approach to exploration of the
structure of property relations in the Israeli economy. We made‘ no
strict formal definition of a "holding group". Instead, we started by
inspecting the present dominant proper®y relations, and traced them

back to their historic origin. Currently, the Israeli economy is

7

N Q
largely dominated by three large groups: Hevrat HaOvdim, IDBH (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 dominated the economic

u

y °4
dévelopment of Israel, and the evolvement of its institutional

patterns of capital allocation and income distribution. We also tried

-]

to demonstrate thatGE%é Government has acted as a partial actor rather

[

than an exogenous neutral force. In particular, it has '"regulated"

market resource allocation in synchronization with the above groups:

'
]

This is the reason why we did not include business activities of ythe
Government on a par with those of tée dominant holding groups.
Consequently, we suggested that most of Israel’s macroeconomic
developments and public pflicies can be understood from the reciprocal
relations . between the dominant, holding groups and the Israeli

& . o
Government,
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Our theoretical discussién started with the theories of Kalecki
(1971), Baran and Sweezy (1966)°, and Tsuru (1961); The geheral thread
throughout those theories is that overproducéion/underco;sumption
tendencies inherent °in capitalism, are intensified by conéentration /
centralization proces;es. The increased government intervention in the
Lconomy, mainl; via the ins{itutionalization of armfament "waste", is
thus seen as a major force counteracting: stagnatio;. It offsets
corporate savings that tend to rise with Q%F "degree of monopoly".
This approach is mainly concerned with the productive process. Its
principal implication is that government policy serves particular
business interests and broader gggls of growth, at the same time.

In Israel, a highly concentrated market associated with colossal

2

military spendings make the above theories a relevant starting point.-

.We further suggested that these theories requiré certain extensions
and amendments to make them relevant to the Israeli case. f% is no
longer sufficient to confine the apalysis to the productive process.
The Government, ~ together with the three laréést holding groups,

completely dominafe the capital *market.® The non—competitive character
o

"of this market makes capital values "jindependent" from production.

Also, an oligopolistic industrial structure turns stagflation into an

effective vehicle for rapid redistributign of income from wages to

profits and inflationary accumulation of "indexed capitél". Finally, a .

substantial part of the surplus is not domestically generated but is

"imported"” mainly via the U.S. Government Assistance to Israel.

3 .

These features of the Israeli economy complicate the analysis of

’ ‘1318 ‘ "
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surp'lus generation and absorption. The problem is further amplified by
lack of relevan_t data. However, the following two suggestions can be
made. ( a) It is no longer clear that government policy serves
. particular business interests and broader economic gouals at the same
time. The three features outlined in the pr;eq;eding paragraph imply the
intensification ® of i:apital concent;ation/centr&lizatipn. Since they
all augment the relative expansion of Israel dominant /h‘olding groups,
they enhance rather than counteract stagnation tendencies. To, this
é';ctent, the investment outlets provided by wasteful armament

» i

expenditures are more necessary from the holding groups’ perspective.
Yet, even these do not materially counteract stagnation, since they
lead to - the curtailmeth of civiliafl activity. (b) The contrg.dioction
between particular Dbusiness interests, and broadly statgd
macroeconomic goals is apparent. '

(.

Insofar as Israeli public policy has determined macroeconomic
developments, it has be;n associateg with severe sfagflation, rapid
expansion in foreign and domestic debt, 1large military expenditures,
and inéreased dependence on military exports. Since the early 1970s,
mainstream macroeconomics has suggested many explanations for the
apparent failure of policy maekers to "cure the illnesses" of the
Israeli economy: incompetence of policy makers, wr;ong interpetation of
economic laws, or political biases that oppress objective economic

reasoning. It seldom suggested, however, the relevancy of the

institutional patterns of property relations to macroeconomic policy.

Our explanation does not try to rationalize the failure of

)

>
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macroeconomic policy. To the extent to which Isragli public policy
reflects the development gf dominant private capital, it has not yet
failed. This was established in our empirical analysis for the period
of 1967 ~ i983. It was shown that the share of GNP appropriated as‘net
profits by the m&st important corporations under the control of
Israel’s three largest holding groups, was all but fully exﬁlained by
the main macroecondnic illnesses of the Israeli market. In Israel,
macroeconomics is the other side of the po}itical economy of thé

holding groups.

Our ;thesis is only a pilot study. It contains pumerous
shortcomings and neglected points, both thedretical and empirical. Of
these, some important direction for future research, are discussed

- [}

below in".the closing section of this work. °

N\
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B. Further Suggestions

\ ) .
( _This essay presents an overview of the central role played by

a
several large holding groups in the économic history of Israel. A more
det;jled study has to investigate the historical evolution of each of
the largest corporate groups, and to explore the various financiai and
industrial ‘aspects of such developments in relation to the following
- questions. How' 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 forces influenced the size
and shape of the groups? How are thes; groups related to the small and
"black" economies? H;w do these groups interact wi%h the corporations
controlled by the Government? These questions, aespite their

importance to the understanding of the Israeli ecohomy, have not been

. systematically dealt with by Israeli econcmists.

£
*

\ The ' study of many of the above issues raises theoretical

questions. In a complicated holding-groups structure with numerous
formal and informal ties: what ;s the "firm"? How relevant is a
sectoral breakdown when each holding group operates in all sectors?

Such questions, however, cannot be dealt with solely on & theoretical
level. The personal aspects of th? control/ownership structure must be
empirically identified, and can assist in the demarcation among
corporate groups. Similar iden ation requirements.apply to the
"policy make%s". In what ways arszi:y linﬂed with thé holding groups?

- How are these links related to the determination of public polity?
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Another possible direction for future research is !related to
wider international considerations. One of the important institutional
patterns in Israel’s economic development sincg the early 1950s has

been ‘*he U.S. capital inflows. Since 1951, Israel has received from

the U.S. about US$ 30 billion of loans and grants, of which over US$
O .

20 billion arrived since 1966 in the form of military hardware. Most

of this hardware was produced by 10 to 20 U.S.-based armament

°

concerns. The role of these firms in the development of the
. N
significant features of the Israeli economy must be carefully studied:
How do these firms influence U.S. policy in the Middle East in general
and U.S.—Israel economic¢ relations in particular? How do the Israeli
Holding groups interact with these U.S. armament concerns? What are
the indirect effects of arms imports to Israel on local arms
production? Questions in this direction have _ largely . remained

Y
unanswered.
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APPENDIX

g : TABLE A.l ¢ °

ST Mo Y AR AL & XD XX A s

year NPEG INFDD RGNP80 IRDDG
1967 0.204591 0.168501 2.200000 2.090622
1968 0.220757 1.934402 15.49906 ¢ 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
Y 1973 0.445639 26.40061 4.100221 2.865691 o

1974 0.5804273 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 0.825866 48. 13928 {3-399467 5.105054
1979 1.026546 111.3857 4.200210 4.620918
1980 1.383757 132.9500 2.800487 5.577784
1981 a1 1.363839 101.4944 4.015636 7.200492 -
1282 1.851057 131.5035 -0.382317 7.192818

5 1983 0.568856 190.6923 1.337590 6.302834

*
!
T )
3
: A
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TABLE A.2

Time Series for Part 2 of the Econometric Model

>

year NPIG MDPG XMTG
\
1967 * 0.082997 6.186534 0.415707
1968 0.155704 8.093957 1.264999
© 1969 0.182934 8.616451 1.169240
1970 0.140565 9.506833  0,947172
1971 0.179654 10.14117 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 11.8128" 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 5.471412

10.51854
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