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Abstract
This article makes an empirical and historical contribution regarding the role of the Labor Party
government between 1992 and 1996—Yitzhak Rabin’s government—in shaping the Israeli path to
neoliberalism. The article argues that Rabin’s government developed a new neoliberal politicaleconomic logic that differed from the political-economic logic of the Emergency Stabilization Plan as
well as from the political-economic logic of Sharon’s government in the post-Intifada era. It argues
that Rabin’s government's political-economic logic conforms to the notion of ‘embedded
neoliberalism’ (Bohle and Greskovits 2012). The article also argues that political parties had greater
impact on the Israeli neoliberal path than is conventionally claimed. The historical analysis is based
on qualitative and quantitative research in six policy areas: supply-side, demand-side, welfare and
redistribution, development, depoliticization and democratization.
Keywords: Comparative Capitalism, double movement, embedded neoliberalism, Yitzhak Rabin’s
government, Peace Economy regime.
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The Emergency Stabilization Plan (1985) had a transformative impact on the Israeli economic
regime. The plan was a critical juncture in the economic history of Israel that shaped the economic
regime in the ensuing years (Grinberg 2017; Krampf 2018; Mandelkern 2015; Mandelkern and PazFuchs 2018; Maron and Shalev 2017; Mundlak 2018; Razin 2018; Rosenhek and Maman 2017). The
conventional view is that after the enactment of the Stabilization Plan, Israel’s path to neoliberalism
was a linear process that was encapsulated in the economic logic of the Stabilization Plan, and unfolded
gradually, mainly through state bureaucrats. In this article, we challenge this conventional view. We
argue that Israel’s neoliberalization process was not linear and was shaped by a single politicaleconomic logic that unfolded gradually. Rather, the process was shaped by competing politicaleconomic logics, promoted by different actors, including political parties.
The article focuses on Rabin’s government. It argues that Rabin’s government was driven by
a coherent political-economic logic, which is different from the policy ideas that shaped the
Stabilization Plan, as well as from those that shaped Netanyahu’s reform in the post-Intifada era.
Drawing on the work of Bohle and Greskovitz (2012) on Eastern European models of capitalism, we
describe the political economic logic of Rabin’s government as ‘embedded neoliberalism.’ Drawing
on local terminology, we will refer to it as ‘the Peace Economy regime.’ We argue that the government
was an active political actor that was able to overcome resistance from other actors, including other
parties, technocrats, and representatives of the private sector.
The research focuses on a relatively short period, from 1992 when the government was elected
and until 1996, when Peres lost the election that followed the assassination of Rabin. The purpose of
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the research is to trace pro-market reforms—rolling-back processes—as well as the counter-movement
of rolling-out processes (Peck and Tickell 2002). We will argue that Rabin’s government period was
characterized by a double movement of liberalization and social protection. The article draws on recent
theories of Comparative Capitalism, which highlight the variations between different forms of
neoliberal regimes. Whereas the thrust of those theories is the attempt to explain cross-country
variations, we use a similar theoretical framework to explain changes in the Israeli path to
neoliberalism.

Diversifying and Politicizing Neoliberalization
Recent work in the area of Comparative Political Economy has shown that globalization and
neoliberalization did not lead to convergence, but to the consolidation of several types or models of
capitalism (Amable 2003; Bohle and Greskovits 2012; Schedelik et al. 2020). Scholars then sought to
classify capitalistic regimes and explain the causes for their variation.
One theory explaining the diversity of neoliberal regimes is ‘variegated neoliberalism,’ which
understands neoliberalism as an international, not domestic, order. Neoliberalism is not a politicaleconomic logic that nations can adopt or reject, but an international order to which nations respond.
Given differences among national economies, they respond differently to this international order.
Therefore, the process leads to the “(uneven) neoliberalization of regulatory arrangements across
places, territories, and scales” (Brenner et al. 2010: 190). Within this research agenda scholars ask not
only “why neoliberalism?” but also “why this type of neoliberalism?” The diversity of neoliberal
models implies that the path of a country to neoliberalism is not necessarily continuous, as states may
shift from one model to another.

Varieties of Neoliberalism and Demand-Side Policies
The Comparative Capitalism literature offers several taxonomies of neoliberal regimes. In this
article we draw on the approach of Dorothee Bohle and Bela Greskovits (2012) who developed a
simple taxonomy of three models of neoliberal regimes: pure neoliberalism based on a combination
“of market radicalism with meager compensation for transformation costs”; Embedded neoliberalism
“characterized by a permanent search for compromises between market transformation and social
cohesion in more inclusive but not always efficient systems of democratic government; and
neocorporatist neoliberalism, in which market reform are minimal and compensation for the losers is
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generous (Bohle and Greskovits 2012: 3). Bohle and Greskovits’s point of departure is a Polanyian
framework, which assumes movements toward markets, such as liberalization and economic
integration, and countermovement away from markets, manifested in redistribution and social
protection. The double movement gives rise to different types of economic regimes based on the
relative intensity and types of marketization and social protections (2012: 15).
Jamie Peck and Adam Tickell (2002) similarly argue that neoliberal reforms may include
rolling-back neoliberalization reforms, understood as a movement toward markets (e.g., liberalization,
privatization, and deregulation) and rolling-out neoliberalization reforms, understood as a movement
away from or against markets (e.g., intensifying redistribution and developmental strategies). The
outcome is a dialectic process in which “technocratic economic management and invasive social
policies” coexist (Peck and Tickell 2002: 389). This approach portrays neoliberalization as an
assemblage of hybrid processes in which “commodifying and market-constraining logics commingle
and co-evolve” (Brenner et al. 2010: 189). According to this view, it is not surprising to find cases in
which processes of liberalization and privatization are accompanied by the expansion of social
protection, for example.
To identify the coexistence of the rolling-back and rolling-out process, a comprehensive
approach that examines complementarities and spillovers between different institutional elements and
policy areas is necessary. Until recently, the literature of Comparative Capitalism neglected the
demand-side policies—fiscal and monetary policies—and focused on institutional and structural
features of the economic regime. Growth model theories, on the other hand, highlight the significance
of demand-side policies as they affect the process of accumulation and redistribution (Hein 2017;
Stockhammer 2016). One of the contributions of this article is its comprehensiveness: it examines
institutional as well as demand-side policies.

Defining, Classifying, and Operationalizing Neoliberal Regimes
Bohle and Greskovits’s taxonomy of pure, embedded, and corporatist neoliberal regimes is
more grounded in history than theory. The three models are exemplified by the cases of the Baltic
states, the Visegrad countries and Slovenia respectively. The authors do not provide quantitative
definitions of each of the three regime types. Instead, the regime types are defined relationally. The
embedded neoliberal regime falls “between the polar cases” of pure neoliberalism and neo-corporatist
neoliberal regimes (Bohle and Greskovits 2012: 50). The strength of their conceptual taxonomy lies
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in the framework they offer for the study of the internal elements of each regime. They focus on three
spheres: the economy (market), society (welfare and redistribution), and politics (15). Within this
framework, the embedded neoliberal regime is described as a compromise between the idea of
competitive markets and national-level arrangements that protect workers and domestic firms (17).
Drawing on the Bohle and Greskovits’s framework we focus on six institutional elements and
policy areas, two in each sphere:
Economic sphere
(1) Supply-side reforms
(2) Demand-side reforms
Social protection and redistribution
(3) Redistributive policies for households
(4) Developmental policies for firms
Political sphere
(5) Depoliticization
(6) Democratization and participation
‘Supply-side reforms’ capture institutional changes that affect the environment in which
private firms operate. Such reforms include trade liberalization and financial liberalization. ‘Demandside policies’ include fiscal and monetary policies. Fiscal policies include the level of public spending,
and the structure of the budget and monetary policy includes the inflation target, the conservativeness
of the central bank, and its exchange rate policy. Both types of policies also impact real wages in the
public and private sectors.
‘Social policy and welfare’ practices capture measures designed to address socio-economic
disparities through redistribution. Within this area, we examine the reforms in the education system,
the health system, the progressiveness of the tax system and the volume of transfer payments.
‘‘Development policies’ capture the measures by which the state re-allocates resources to firms and
industries. Traditionally, developmental policies are associated with rolling-out processes—a move
against markets—because they imply state intervention. However, it is necessary to distinguish
between state intervention that protects firms against market forces and state intervention that
multiplies firms’ exposure to market forces to empower powerful industries. We define the former as
rolling-out policies and the latter as rolling-out, even though they both consist of state intervention.
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‘Depoliticization’ captures the delegation of power from the political echelon to semiindependent state agencies (De Nardis 2017; Mandelkern 2015; Mullins 2019). Depoliticization
restricts the capacity of elected politicians to devise policies and shape outcomes. Whereas
depoliticization can legitimize any policy in practice, it is more dominant as a form of governance in
neoliberal regimes (Vázquez-Arroyo 2008: 127). In this article, we distinguish between
depoliticization de jure, defined as the formal delegation of power, and depoliticization de facto, which
captures the actual capacity of elected politicians to translate their preferences to outcomes. This
distinction draws on the KOF Globalisation Index (KOF 2019).
‘Democratization’ is defined based on two sub-variables: economic inclusiveness and political
inclusiveness or participation. Economic inclusiveness captures the extent to which public resources
are distributed more equally among marginal social groups, whereas political inclusiveness captures
the inclusion of “all those affected by it in the process of discussion and decision making” (Young
2002: 23). Neoliberalism is often associated with undermining substantive democracy due to deeper
inequalities and depoliticization. But neoliberal reforms can also improve economic and political
inclusiveness because they dismantle existing power structures. Dani Rodrik, for example, argues that
depoliticization “might provide compensating democratic benefits such as improving deliberation,
suppressing factions, and ensuring minorities’ representation” (2011: 206). Table 1 summarizes the
six institutional elements and policy areas.

Table 1. Institutional Elements and Policy Areas of Neoliberal Regimes

Economic variables
Liberal
supply-side
institutional reforms
Captures institutional
reforms that affect the
institutional
environment in which
private firms operate.

Demand-side
policies
Captures trends in
fiscal policy and
monetary policy.

Socio-economic variables

Governing variables

Social policy and
welfare
Captures
redistributive
measures to address
inequality and
poverty.

Development

Depoliticization

Democratization

Captures state
intervention in the
allocation of
resources in favor
of specific
industries and
types of firms.

Captures the institutional
arrangements that restrict
the discretion of the
political echelon to make
policy choices in the
socio-economic domain.

Captures the extent to
which the socioeconomic regime
provides access to all
citizens.
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Israel’s Transition to Neoliberalism
The Emergency Stabilization Plan is commonly recognized as a critical juncture that separated
the Fordist era from the neoliberal era. The Stabilization Plan triggered a sequence of events and
reforms that paved the way for the formation of Israeli neoliberalism (Filc 2006; Mandelkern 2017;
Razin 2018; Rosenhek and Maman 2017). For example, Michal Tabibian-Mizrahi and Michael Shalev
argue that the “consensus among researchers is that the Israeli economy underwent an economic and
ideological change in the wake of the Emergency Stabilization Plan adopted in July 1985 that
represented a milestone leading to the shift” (2017: 140). According to Asa Maron and Michael Shalev,
the plan defined “key parameters of the political economy” that evolved into “a more comprehensive
neoliberal regime” (2017: 9). The coherence of the neoliberal logic was guaranteed by the economic
technocracy in the Ministry of Finance (MoF) and the Bank of Israel (BoI). As Lev Grinberg put it,
the plan “propelled a gradual transition to a more technocratic era in which party politics were
neutralized, and macroeconomic state agencies became the guardians of a new state project” (2017:
31). The technocratization of economic policy-making prevented the capacity of social, economic, and
political forces outside the state to shape the economic regime (Maron and Shalev 2017: 2).
It is not that scholars did not acknowledge the non-linear nature and complexity of the
institutional change. Michael Shalev demonstrated that despite an intensive process of liberalization,
deregulation and globalization, the Israeli economy was not “normalized” as the role of the state
“remained crucial.” He explains this deviation from the neoliberal script based on the territorial conflict
and the “traditional extra-economic state function” (Shalev 1998: 145; see also, 1997). Daniel Maman
and Zeev Rosenhek (2017) are also sympathetic with the state-centered model of the Israeli neoliberal
regime. Hence, the literature acknowledges that the transition to neoliberalism in Israel did not lead to
the waning of the state and that some policy legacies persisted into the neoliberal period.
We take this claim as our point of departure, but we go a step further and ask what were the
logics that guided such state behavior. We argue that the transition to neoliberalism did not imply a
convergence to a single political-economic logic, because state actors—parties and governments—still
had room of maneuver.
Previous research has demonstrated the transformative impact of Rabin’s government. The
claim that a regime change took place during the Labor Party’s government in the first half of the
1990s is consistent with the works of Gershon Shafir and Yoav Peled (2002), who identified a
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transition from the republican ethnonational to the liberal discourse of citizenship, and of Guy Mundlak
(2018), who identified a shift from the corporatist to the pluralist industrial relations regime. The
common denominator of these authors is that they do not describe the institutional changes in the 1990s
as having improved the welfare of certain hitherto marginalized socio-economic groups. In our
terminology, both authors identified the double-movement of rolling-back and rolling-out reforms
during the 1990s.
In the following sections, we trace the rolling-back and rolling-out process in each of the six
policy areas indicated above, with the purpose of assessing whether the emerging economic regime
fits the model of embedded neoliberalism and whether it differed significantly from the postStabilization Plan regime.

<A level heading>Liberal Supply-Side Institutional Reforms
<B level heading>Trade Liberalization
Trade liberalization consists of the elimination of tariff and non-tariff trade barriers.
Accordingly, government revenue from import tariffs dropped from 5.9 percent of GDP in 1992 to 3.8
percent in 1998 (Figure 1). Subsidies for exporters and local industries were eliminated rapidly from
the mid-1980s and this trend continued during Rabin’s government (Figure 2).

Figure 1: Net Revenue from Import Tariffs (% of GDP)

8

Source: BoI (2019a): Table Vav-Nun 11.

Figure 2: Direct Subsidies and Credits to Local Industries and Exports (% of GDP)

Source: BoI (2019a), Table Vav-Nun 11.

Israel’s economic exposure to global markets slightly increased, measured as the ratio of
exports plus civil imports to GDP, from 71 percent of GDP in 1991 to an average of 78 percent of
GDP between 1992 and 1995 (Figure 3). However, civil imports increased more rapidly than exports,
and consequentially, Israel’s current account deficit increased. The government had to compensate for
this deficit either by attracting foreign investors or by obtaining foreign currency-denominated credit
from foreign governments and/or banks. In practice, Israel was able to finance the growing deficit with
financial support from the United States in terms of economic and military assistance and loan
guarantees.
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Figure 3: Exports and Civil Imports (1985-1995, % of GDP)

Source: Authors’ calculation based on Bank of Israel’s Annual Reports (1987-1995), Table Beit-1.

<B level heading>Financial Liberalization
According to the KOF index of financial globalization dejure (2019), Israel’s exposure to
global capital markets increased in two steps: in 1992 and in 1996 (Figure 4). In the first step, the
government liberalized financial inflows and after 1996, it liberalized financial outflows (Gottlieb and
Blejer 2002: 249). Financial liberalization during the first half of the 1990s demonstrated “a clear bias
in favor of capital imports over capital exports and long-term flows over short-term flows” (248–249).
The fact that financial outflow took place only during Netanyahu’s first government, support our claim
that Rabin’s government did not rush to liberalized financial flow and it was more concerned than
Netanyahu’s government by the implication of capital outflows.
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Figure 4: KOF Index of Financial Globalization in Israel

Source: KOF (2019).

Moreover, findings suggest that the government insisted on the sequencing of financial
liberalization. Dov Lautman, the president of the Industrialist Association, demanded full financial
liberalization as part of his plan to promote exports in 1992 (FC 1992a). Michael Bruno, the governor
of the BoI until 1991, opposed financial liberalization due to inflation differentials between Israel and
other countries (FC 1990b). Jacob Frenkel was more enthusiastic about financial liberalization
(Maman and Rosenhek 2011: 69; Shafir and Peled 2002: 244) and pushed for a full-fledged financial
liberalization. Nevertheless, he admitted that “these things require the cooperation of the Treasury”
(FC 1994b). The Minister of Finance, Avraham Shochat, was cautious about financial liberalization,
and therefore, the pace of financial liberalization was very slow (FC 1994b). Liberalization in this area
occurred only in 1997, when the BoI started to target a very low inflation rate. Shochat also served as
the Minister of Finance in Ehud Barak’s government between 1999 and 2001, but at this stage financial
liberalization had been completed.
<B level heading>Privatization
A critical aspect of Israel’s path to neoliberalism was the privatization of state-owned
enterprises. Privatization led to an increase in private sector production from 69 percent in 1990 (CBS
2012) to 75 percent in 2000 (CBS 2020).1 In terms of employment, the private sector grew from 68
percent in 1991 to 70 percent in 1996 (authors’ calculation based on BoI 2022). Hence, Rabin’s
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government initiated the privatization process, which continued uninterrupted irrespective of the party
in power (Zeira 2018: 380–381 Table 4).
Whereas Rabin’s government was the first to liberalize state-owned enterprises on a large scale,
it was not the prime mover of the process. As Ronen Mandelkern and Amir Paz-Fuchs note, the MoF
and the BoI both “enjoyed enhanced political power and autonomy” (2018: 8) and played a key role
in promoting the privatization process. Yosef Zeira (2018: 381) points out that there was no real
difference between the parties, or between the parties and the bureaucrats regarding the idea of
privatization. There were supporters of privatization among the right-wing Likud party (FC 1991), the
Labor Party (Shafir and Peled 2002: 225–227), and even within the left-wing Meretz Party, who
supported several projects involving privatization, such as the new national highway (Kvish 6, the only
toll road in Israel) developed via a private-public partnership (FC 1990a).
In summary, in the 1990s privatization was an uncontroversial issue. This is likely because
stake holders were not aware of the consequences. Trade liberalization was a more controversial policy
issue. Rabin’s government moved on the spectrum between being an active promoter of the two
processes and being a passive enabler of a processes driven by economic technocracy and by private
businesses. With regard to financial liberalization, there are clear indications that Rabin’s government
put sand in the wheels of the process. The government was more cautious than the technocracy
regarding the liberalization of financial outflows.

<A level heading>Demand-Side Policies
During the 1990s, public spending fell rapidly from 55 percent of GDP in 1990 to 45 percent
in 2000. The reduction in public spending was financed by cuts in defense spending (BoI 2020). On
the other hand, public civilian consumption rose from 15.5 percent of GDP in 1993 to 17.9 in 1995
(BoI 2019a, Table Vav-Nun 2). Public consumption per capita increased by 7.3 percent between 1991
and 1994, despite a decrease in the dependency ratio during the same years from 58.6 in 1991 to 57.7
percent in 1994 (Figure 5).2 These numbers indicate that Rabin’s expansionary policy not only
compensated for the immigration wave, but it also had an impact on spending per capita.
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Figure 5: Public Civilian Consumption Per Capita (1995=100, adjusted by the CPI)

Source: BoI (2020), Table 6.A.10.

Between 1992 and 1995, the budget deficit averaged 3.3 percent of GDP, compared to an
annual average of 2 percent during the second half of the 1980s (BoI 1996: 173). In 1993, for the first
time since its enactment in 1991, the deficit amounted to 4.8 percent of GDP and exceeded the Deficit
Law, which mandated a maximum threshold of no lower than 3.2 percent (Knesset 1992a). The deficit
was due to expansionary government policy, a rise in public demand and wage agreements with
employees in the public sector. Real wages in the public sector increased by 19.1 percent between
1991 and 1996 compared to an increase of 3.8 percent in the private sector ( author’s calculation based
on BoI 2022).
In terms of monetary policy, Shochat, as finance minister, inherited Frenkel known as one of
the most conservative governors of the BoI (Maman and Rosenhek 2011). However, there is evidence
that Shochat was able to control Frenkel and prevent him from realizing his conservative preferences.
During this period, the bank followed the inflation targets set by the government, which were quite
high: the upper inflation threshold in 1992 was 15 percent and was reduced to 10 percent in 1996. In
practice, consumer price index (CPI) inflation fluctuated between 12 and 10 percent annually. We
found that despite the high inflation targets, the bank overshot the inflation target 68 percent of the
time (counted in months).
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In comparison, Arie Krampf shows that during the period from 1996 to the first decade of the
twenty-first century, the bank overshot the target 25 percent of the time and undershot it 54 percent
(Krampf forthcoming). Nathan Sussman maintains that “after 1995, the actual inflation target pursued
by the BoI was zero inflation—much lower than the official government inflation target” (2007: 22).
Nagar Weitzman (2011) estimated the average actual inflation target between 1994 and 1999 and
found it to be 4 percent, compared to an average of 8 percent of the official inflation target. These
findings support the claim that Frenkel was less conservative during Rabin’s government than during
the later period.

<A level heading>Social Policy and Welfare
It is commonly acknowledged that the liberalization process during the 1990s was not coupled
by welfare retrenchment (Aviram et al. 2007; Gal 1994; Rosenhek 2007). According to Zeev
Rosenhek, until 2001 welfare retrenchment in Israel was much less evident than one would expect,
and in practice, changes in the welfare regime took place after the second Intifada (2007: 342). Several
non-academic accounts argue that Rabin’s government enhanced social protection and redistribution
rather than diminish it (e.g., Avnimelech 2002). In this section, we examine changes in welfare and
redistributive policies. We focus on three aspects: reform of the education system, reform of the health
system, and the tax system’s progressivity.
<B level heading>Education
After enacting the Stabilization Policy, public spending on education fell from 7.1 percent of GDP to
6.7 percent in 1990. During Rabin’s government, spending on education rebounded to 7.6 percent in
1995 (BoI 2019a, Table Vav-Nun 8). Higher wages in the education sector accompanied the budget
increase. Between 1992 and 1996, real wages in education services increased by 5.8 percent annually
and in universities by 7.1 percent annually (Figure 6), compared to 4.6 in the public sector (BoI 2022).
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Figure 6: Real Wages in Education system, Universities, Health Services and Welfare System
(1986=100)

Source: Authors’ calculation based on CBS Statistical Abstract (1990,1995,1999), Table 12.29.
In addition to the increase in spending, Rabin’s government initiated a reform of the education
system. Resources were allocated to encourage scientific and technological education in development
towns, including Arabs and Druze towns (MoEC 1992, 1994: 16). The government increased to 40 the
number of weekly teaching hours in the development towns, poor neighborhoods, and minority towns,
and to 36 hours in other places. In the Arab sector, the number of classes increased by 31 percent
between 1992 and 1995 compared to 20 percent between 1987 and 1990 (calculated using data from
MoEC 1990 and 1996).
Reform of the education system also had elements of rolling-back processes, as it brought
private business into the public education system. Scholars describe it as the “privatization of
excellence” (Klein 2016) or as an “empowerment policy” that is distinguished from the previous
approach based on “social solidarity.” The new approach was not designed to maintain “social
cohesion” but to promote the “individual pupil” and to “exhaust his potential” (Yogev 2007: 132).
The rolling-back process in the area of education policy was also reflected in the reform of
higher education, which enabled and encouraged the creation of public and private colleges designed
to serve the social and geographic periphery. However, this process opened up a new “class horizon”
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for the Mizrachi “muscle proletariat” (Cohen and Leon 2014: 93). The reform led to a sharp increase
in the number of undergraduate students, mainly from the lower-middle class. Whereas preparation
for the legislation started in the 1980s, it was Rabin’s government that implemented the reform. The
head the Ministry of Education’s College Section pointed out that within Rabin’s government, the
ministry had a “real mandate to do whatever is needed to do” (EC 1993a). According to the chairman
of the Education Committee, the reform served Jews of Asian and African origin, who were the
majority of the people rejected by universities and were a minority of university students (EC 1993b).
<B level heading>Health
By enacting the National Health Insurance Law (NHIL), public health was another welfare
policy area reformed by Rabin’s government (Filc 2007, 2009; Grinberg 2017; Rosen and Ben-Nun
2006; Shafir and Peled 2002). The NHIL reform has been studied extensively. In this section our
primary aim is to assess whether the NHIL was part of the rolling-back process of marketization, the
rolling-out processes or a combination of the two, based on existing accounts and primary research.
Our secondary aim is to determine whether the process was driven by the political echelon or the state
bureaucracy. We will argue that the NHIL is best described as a combination of rolling-back and
rolling-out processes and that it was driven primarily by the political echelon.
The literature offers conflicting accounts regarding the impact of the NHIL on social
protection. Shafir and Peled (2002) argue that the NHIL was “part and parcel of the general wave of
liberalizing measures and as a major component in the assault on social rights” (296). Dani Filc (2009),
on the other hand, maintains that the legislation “ensured universal healthcare and emphasized the
equitable access to health services and equality of treatment” (45). Nevertheless, Filc (2007) also
claims that during Netanyahu’s government, the NHIL was reformed and therefore paved the way for
the further marketization of health services.
The conflicting views regarding the consequences of the NHIL are not mutually exclusive.
They reflect the complex impact of the health system reform. By the late 1980s, the health system
consisted of four Health Maintenance Organizations (HMOs; also known as kupot holim, literally
translated as ‘sick funds’). The largest of these HMOs was Kupat Holim Clalit, owned by the national
Histadrut labor union and insured 80 percent of the population, most of whom were elderly. The other
smaller HMOs were able to attract younger customers and offered improved services. This
arrangement left around 300,000 citizens uninsured (BMJ 1993; Netanyahu 1990).
16

The NHIL separated Kupat Holim Clalit from the Histadrut and essentially nationalized the
HMOs by nationalizing their budgets. The state imposed a national health tax, and it distributed the
receipts among the HMOs according to agreed-upon criteria. The reform had conflicting outcomes.
On the one hand, it transformed the system into a more inclusive and equitable one. Indeed, the Adva
Center, a left-wing social-democratic think tank, supported the passage of the NHIL before it was
enacted (Svirski 1993). After three years, the center stated that the NHIL “passed the test regarding its
impact on equality” (Adva 1996: 4).
On the other hand, the NHIL also had aspects of rolling back neoliberalism. First, it weakened
the Histadrut and provided the government—and the Treasury—with the ability to control the budget
of the HMOs, which turned into health service contractors. The passage of the NHIL reduced the
Histadrut’s membership rate from 79 percent of the population in 1981 to 65 percent in 1992, and in
1996, its membership rate dropped to 49 percent (Cohen et al. 2007: 258; Grinberg 2017: 41). Second,
the subjugation of HMOs to the MoF enabled the latter to control their budgets. The ministry used this
power to restrict their budgets. An investigation committee determined that “the MoF caused the
erosion of the financial sources that had been allocated to the implementation of the National Health
Insurance Law” (Knesset 1999). Filc (2007) shows that from 1997 onward, the Israeli health system
went through marketization as governments reduced the share of the state budget in funding health
services and increased the burden on households.
<B level heading>Redistribution of Income
This section examines the progressiveness of the tax system and transfer payments. The ratio
of direct to indirect taxes affects redistribution and inequality, as direct taxes are progressive and
indirect taxes are not. Data shows that from early 1982 the ratio of direct to indirect taxes fell from
above 2.1 percent to almost 1.1. During Rabin’s government the ratio grew rapidly to 1.5 percent
(Figure 7).
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Figure 7: Direct and Indirect Taxes: Total and Ratio

Source: BoI (2019a): Table vav-nun-11.

Assessing the progressiveness of the tax system is a more complex task. We followed the
approach of Richard Krever and Hui Zhang (2011: 197), who measure progressiveness by the ratio of
post-tax and pre-tax Gini coefficients. When the ratio is equal to 1, the tax system has no impact on
progressiveness; the lower the ratio, tax progressiveness is more effective. The ratio of pre-tax to posttax Gini coefficients dropped from 70 percent in 1988 to 67 percent in 1991. During Rabin’s
government, the ratio fluctuated around that level. In 1999, it rose again to 70 percent, and in 2006 to
75 percent (Figure 8). The annual report of the BoI supports these findings, arguing that during 1995
pre-tax inequality among employees rose, while post-tax income inequality did not increase. This
phenomenon, the report concludes, “testifies to an increase in direct taxes and transfer payments
progressivity in 1995” (BoI 1996: 124). In accord with our argument, Michel Strawczynski and Yarden
Kedar, using a different method to proxy tax progressiveness, show that it decreased during the 1980s
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and that the decline stopped in 1992. In 1995, the progressivity level increased slightly and remained
relatively high until 2000 (Strawczynski and Kedar 2014).

Figure 8: Pre- vs. Post-Taxes & Transfers Gini Coefficients

Source: Authors’ calculation based on Achdut and Yaniv 2000, Table 16, p. 75; Achdut, Cohen, and
Andwald 2003, Table 14, p. 140; NII 2009, Table 17, p. 48.

The volume of transfer payments also determines redistribution. Throughout the 1980s, the
volume of transfer payments rose from 7.2 to 9.9 percent of GDP in 1990 (Figure 9). This increase of
transfer payments reflects, most probably, the growing demand for social safety nets following the
Stability Plan’s austerity measures as well as the post-Soviet Union immigration wave. During Rabin’s
government, transfer payments to households stabilized at 9.8 percent of GDP on average, and at 9.4
percent of GDP on average when excluding the payments spent on new migrants, like the two years
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prior to Rabin’s government (Figure 9). This continuous trend could be explained based on the higherlevel of public spending and the lower demand for transfer payments. Hence, paradoxically, the
expansion of transfer payments does not necessarily reflect the dominance of anti-market reforms;
instead, it may indicate a rolling-back process (Shalev 1997, 234).

Figure 9: Transfer Payments to Households (% of GDP)

Source: Author's calculation based on Bank of Israel data (BoI 2019a: Table vav-nun 14).

<A level heading>Development
Developmental policies are used by governments to intervene in the economy and encourage
the development of specific industries. They include public investments, subsidies to firms, import
taxes and research and development (R&D) funding. The links between development policies and
neoliberalization are complex. Some developmental policies are devised to protect households,
workers, and firms from market forces. In that sense, they consist of rolling-out policies; however,
within neoliberalism, some developmental policies intervene in the markets, but rather than protecting
from market forces, they amplify the impact of market forces on firms and households. Such policies
support the economic units that can cope with globalization without the state’s support. In this case,
we define them as rolling-back even though they intervene in markets.
20

Accordingly, we find Rabin’s government combined developmental policies, whose purpose
was to protect domestic industries from global market forces, with developmental policies that, in fact,
amplified the impact of global market forces. The Rabin government curtailed but did not eliminate
subsidies and import taxes, which protected business in traditional industries (Figures 1 and 2). At the
same time, as we elaborate below, it created new types of development instruments to support nascent
technology-intensive industries, which amplified the impact of globalization.
Until the 1990s, the key developmental instrument was direct subsidies to firms. Between 1989
and 1992, transfer payments to firms more than tripled by GDP percentage (Figure 10). This change
was most probably a response to post-Soviet immigration and the need to create new jobs. However,
after 1992, transfer payments to firms decreased sharply from 3.4 percent of GDP in 1992 to 1.7
percent in 1994 (Figure 10). During the same period, the Capital Investment Encouragement Law
(CIEL) budget increased only slightly.

Figure 10: Transfer payments to firms (PGP %)

Source: BoI (2019b): Table 6.a.14 (2).

However, during the first half of the 1990s, the government created another tool to allocate
resources to private businesses: the Chief Scientist’s Office (CSO). The budget of this office grew
from 505 million NIS in 1988 to 1.46 billion NIS in 1996 (Figure 11). These efforts led to a remarkable
increase in high-tech exports. By the end of the 1990s, high-tech products accounted for 54 percent of
21

Israel’s manufactured exports, compared to 28 percent in the late 1980s and 14 percent in the late
1970s (Maggor 2021: 11).

Figure 11: Chief Scientist Office Grants (1988-2013; 2001 prices)

Source: Author's calculation based on Trajtenberg (2001) and, Levi and Goldshmit (2013).

The CSO complemented the CIEL and other forms of transfer payments to firms but also
competed with them. Formerly, the government prioritized the support of firms that created jobs in the
periphery. The CSO prioritized technology-intensive exporting industries. During Rabin’s
government, the trend was to shift resources from geography-oriented government support to exportoriented government support. The BoI supported this approach, arguing that government support
should be determined by firms’ profitability and contribution to exports rather than their geographical
location. An economist from the bank explained that the government should encourage only
investments that enabled the economy to repay the interest on its foreign debt (FC 1996). Shochat was
also persuaded that the CIEL was not effective because it increased the current account deficit (FC
1995a). After Peres lost the election in 1996, the new government declared that it would support only
22

companies “capable of creating new markets” (FC 1996). Therefore, the transition from the CIEL to
the CSO reflects a rolling-back logic: whereas CIEL protected firms from global markets, the purpose
of the CSO was to assist those firms that did quite well without state assistance.
The combination of more generous R&D support through the CSO and financial liberalization
caused a new problem: companies could use the support to open production facilities abroad. As Erez
Maggor (2021) shows, the first amendment of the R&D Law passed in 1995 restricted the ability of
firms to internationalize their production facilities (FC 1994a). The law specifies that the company
must “prove” that “proper arrangements guarantee that the production process will take place solely
in Israel” (R&D Law 1995). The amendment of 1995 reflects a compromise between the two logics of
rolling-back and rolling-out. In the next amendment of the law in 2002, the government eliminated the
restriction on foreign production.
In addition, Rabin’s government provided trade risk insurance through the Company for
Foreign Trade Risk Insurance to further support exporters. The demand for foreign trade insurance
rose in the early 1990s, after the liberalization of trade and the opening up of economies such as Russia,
Ukraine, Kazakhstan, and other economies in Eastern Europe (FC 1992b). In 1992, the governmentinsured $55 million worth of exports, and the plan was to double this amount (FC 1992c). By the
beginning of the 2000s, the government provided guarantees for up to $400 million for medium- and
long-term political and commercial risks through the Israeli Corporation for Foreign Trade Risk
Insurance, and in 2003, it increased the guarantees to $700 million (ICFTRI 2003).
The transfer payments to the nascent high-tech industry were also designed to help firms attract
foreign investors. Rabin’s government established YOZMA, a state-owned venture capital fund, the
purpose of which was to create a domestic capital market through cooperation between US-based
venture capital fund Advent and the locally based Discount Bank (FC 1995b). Thereby, during the first
half of the 1990s, capital inflows surged from 3 percent in 1991 to 6.6 percent in 1997, the annual
average FDI (foreign direct investment) inflow between 1993 and 2000 was 2.1 percent of GDP
compared to an average of 0.28 percent from 1986 to 1992, and portfolio foreign investment was 2.8
compared to 0.28 percent during the previous period (Figure 12). The inflow of capital reduced the
pressure on the government to cut the budget and the budget deficit and enabled it to exercise a laxer
fiscal policy (BoI 1996: 144–145).
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Figure 12: Capital inflows: Total, Portfolio and Direct Investment (% GDP)

Source: Author's calculation based on Bank of Israel data (BoI 2019c: Table 2.A.47)

Whereas many of the measures used to attract foreign investors were rolling-out reforms,
foreign investors were also lured by the enactment of rolling-back policies. One example is the cut in
the corporate tax rate. During the first half of the 1990s, the corporate tax rate dropped from 45 percent
in 1989 to 36 percent in 1996. Then, between 2003 and 2007, it was reduced to 27 percent (BoI 2019a:
Table Vav-Nun-17) At the same time, capital controls were abolished, and foreigners were allowed to
invest in Israel.
To sum up, the developmental policy area is a murky field in terms of classifying policies as
rolling-back or rolling-out processes. Whereas any developmental tool “distorts” the prices
mechanism, some developmental policies distort prices to protects firms and households, whereas
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others amplify the impact of global market forces. In this section, we argued that Rabin’s government
fulfilled a dual role in the neoliberalization process, as it promoted both rolling-back and rolling-out
processes in the area of developmental policies. The government sought a compromise between the
purpose of reaping the benefits of globalization by incentivizing high-tech firms, and the purpose to
protect the national investment by restricting the flow of resources abroad.

<A level heading>Depoliticization
Neoliberalism is also a political regime with a particular logic of governance (Ayers and SaadFilho 2015; Mandelkern 2015). One of its key features is the dominant role played by the state
technocracy in policy making. This feature is described as depoliticization (Maman and Rosenhek
2012; Mandelkern 2017; Maron and Shalev 2017). There is strong evidence that neoliberalism in Israel
was associated with depoliticization. In 1985, as part of the Emergency Stabilization Plan, the
government enacted the Arrangement Law and the Budget Fundamentals Law (Mandelkern and PazFuchs 2018: 8). In 1991, the government passed the Deficit Law that required the government to reduce
the deficit between 1992 and 1995 until it was eliminated (Knesset 1992b). Both laws restricted the
ability of the Knesset to oversee the government and the ability of the government to oversee the
Treasury. Moreover, the enactment of Amendment 15 of the BoI Law in 1985 increased the central
bank’s power and its ability to impose more conservative macroeconomic policies on the Treasury
(Rosenhek and Maman 2017). The depoliticization of the Treasury and the BoI were accompanied by
the growing power of professional economists and bureaucrats (Mandelkern 2017).
However, a formal or de jure delegation of power does not always imply de facto
depoliticization. In some cases, politicians may let bureaucrats do the “dirty work” that they support.
In other cases, politicians have ways to circumvent the technocrats and implement policies technocrats
oppose. Furthermore, technocrats do not always have similar views on policy issues. Therefore,
politicians can pick and choose the technocrats who support their agenda. In all those cases, formal
depoliticization can be accompanied by a power struggle between technocrats and politicians, in which
politicians may sometimes win.
We found that Rabin’s government was quite successful in translating its agenda into policy
decisions, legislations, and reforms, which the technocracy of the MoF and the BoI opposed. There
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were three instances that demonstrate this point: the case of the NHIL, the reform in the education
system and the setting of monetary policy.
The evolution of the NHIL demonstrates quite strongly the capacity of Rabin’s government to
get its way despite the opposition of the technocracy. The first blueprint of the NHIL was formulated
by a committee appointed in 1988 by the prime minister to investigate the problem of the health system
(Netanyahu 1990). Ehud Olmert, then minister of health, adopted the report submitted in 1990 but
could not implement it due to the opposition of the Histadrut and the MoF. Hayim Ramon, the minister
of health in Rabin’s government, also encountered the resistance of the Histadrut. Only after he took
over the chairmanship of the Histadrut did the passage of the law become possible. In his book, Ramon
states that “the MoF bureaucrats, and primarily the Budget Division people, cooperated with the
Histadrut, and do whatever they could to prevent the legislation” (2020: 248). According to Sharon
Asiskovitch (2017), the bureaucrats of the MoF opposed the NHIL but they were unable to block the
legislation. They only succeeded in “partially compensating for this by influencing the detailed
provisions and implementation” (Asiskovitch 2017: 131). Ramon had to take over the Histadrut in
order to overcome its opposition. However, he admits that “unless Shochat supported the legislation,
the [NHIL] would have probably not been enacted” (Ramon 2020: 248). Baruch Rosen and Gabi BenNun (2006: 180) highlight the role of the “political leadership” in shaping the NHIL. They point out
that Shochat was the first minister of finance who approved the recommendation of Netanyahu’s report
to nationalize the HMOs.
The reform in the education system is another instance that demonstrates the capacity of the
executive branch to initiate and implement an institutional change irrespective of the preferences of
bureaucrats. There are two facts worth mentioning in this regard. First, the reform of the education
system was made possible due to the support of the finance minister and his capacity to impose its
preferences on the ministry’ bureaucrats. Shochat supported the reform in the Education Committee,
stating that “I am not sorry about it. I hope we will have the capacity to maintain this level in the
future” (EC 1994). Second, reform of the education system involved investment in the Arab sector.
Investment in the Arab sector was part of a political exchange with the government (Reiter 2009).
Taleb Al-Sana from MADA approved the programs, saying: “There is no doubt that there are
achievements and a shift in the right direction in issues regarding the education system in the Arab
sector” (Knesset 1995).
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The third instance demonstrating our claim that formal depoliticization did not entail de facto
depoliticization concerns the interaction between the BoI and the MoF. As indicated above, Jacob
Frenkel’s policy during Rabin’s government was consistent with the expansionary fiscal policy of the
government. As the annual report of 1994 indicated, “The rapid expansion of economic activism was
due first and foremost to increase in demand, caused by expansionary government policy combined
with the BoI’s expansionary monetary policy” (BoI 1994: 1). Only after Netanyahu’s election did
Frenkel embrace a much tighter monetary policy. It was in that period that the clash between the bank
and the political system escalated.
To conclude, whereas evidence suggests that formal depoliticization did not decline during
Rabin’s government, there are indications that the government promoted a political economic logic
that was not always consistent with the bureaucracy of the MoF. In that regard, it seems that Shochat
played a critical role in shaping the embedded neoliberal regime by confronting and taming the
economic technocracy.

<A level heading>Democratization
A transition to neoliberalism is often associated with the undermining of democratization.
Exposing weak social groups to market forces weaken their access to collective resources, services,
and social rights associated with substantive democracy (Kaldor 2007: 35–36). On the other hand,
neoliberal reforms could be associated with the weakening of existing hierarchies of power, processes
that enhance certain aspects of equality. The two trends are not mutually exclusive, and they can be
perceived as a double movement. In this section, we will examine the impact of neoliberalization on
several aspects of democratization, mainly economic inclusiveness and political inclusiveness.
There is extensive documentation of the segmented structure of Israeli corporatism during the
Fordist era (Grinberg 1991; Mundlak 2018; Shalev 1992; Svirski and Bernstein 1980). The corporatist
industrial regimes, argues Mundlak, empower workers as a social group in their struggle against
capitalists, but they create internal disparities between insiders and outsiders. Therefore, the corporatist
regime, he argues, did not “necessarily serve the interests of disadvantaged groups in the labor market”
(Mundlak 2018: 26). The insider/outsider problem undermined the legitimacy of Israeli corporatism,
as well as the Histadrut and the Labor Party’s hegemony. After the political revolution of 1977 that
ousted the Labor Party from power, the party attempted to reform itself to deal with this issue of
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legitimacy. It did so in the context of the transition from the corporatist model to the pluralist model
(Mundlak 2018; Shafir and Peled 2002). We argue that the neoliberalization reforms during Rabin’s
government should be studied within this context of the transition from the corporatist to the pluralist
regime. Uri Cohen and Nissim Leon (2008) provide support to the thesis by showing that since the
1990s a new Mizrachi middle class emerged. They establish their argument by tracing changes in
geographical redistribution and participation in higher education.
In addition to economic inclusiveness, during Rabin’s government, political inclusiveness
increased as well. According to the V-Dem index, political participation improved from 0.55 in 1993
to 0.62 between 1995 and 1999 (Figure 13). During the first decade of the twenty-first century, the
index declined to 0.56. A breakdown into sub-components indicates that this increase was due to an
improvement of the civil society participation index (Figure 14) (Coppedge et al. 2020). These indices
are consistent with other findings. According to the Israel Democracy Institute, the participation rate
in elections among Arab citizens was 77 percent in 1996. This figure was a local maximum since 1969,
and significantly higher than the participation rate during the first decade of the twenty-first century,
which was 47.4 percent on average (Israel Democracy Institute 2009). Thereby, Rabin’s government,
which strengthened the Arab citizens’ affiliation with the state of Israel, was perceived as the “golden
age of the government policy toward the Arab citizens” (Rudntzky 2020: 102).

Figure 13: Participatory Component Index (between 0 and 1)

Source: Coppedge et al. (2020) (V-Dem Project).
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Figure 14: Civil Society Participation Index (between 0 and 1)

Source: Cppedge et al. (2020) (V-Dem Project).

One may wonder, however, whether all six policy areas we analyzed are linked causally. In
particular, the link between political inclusiveness and the other economic variables is uncertain. The
causal link between political inclusiveness and other elements of the embedded neoliberal regime is
indeed not straightforward. We do not argue that political inclusiveness is a necessary element of
embedded neoliberalism. We argue that within the concrete historical context, there was a link between
the two. Embedded neoliberalism played a facilitating factor regarding the political choices of the
Labor Party to allocate resources to previously marginalized social groups. If the government adopted
an austerity policy, it unlikely that it could improve political inclusiveness. More generally, embedded
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neoliberalism, in comparison to pure neoliberalism, provides political actors with more slack. This
slack may be used to respond to the socio-economic needs of marginalized groups.

<A level heading>Conclusion and Discussion
This article examined the impact of Rabin’s government on the Israeli path to neoliberalism.
We argued that the government’s policies and reforms redirected the neoliberal path away from the
political-economic logic of the Emergency Stabilization Plan and toward the model of embedded
neoliberalism. To substantiate the claim, we traced rolling-back and rolling-out processes in six policy
areas. We found that Rabin’s government was responsible for several reforms, which are part of the
neoliberal menu, such as privatization, trade liberalization, financial liberalization and certain
developmental policies. However, at the same time, it implemented expansionist demand-side policies,
which can be perceived as a compensation for workers and citizens for the costs of liberalization and
the distribution of the costs. The government did not dismantle the social safety net and the
progressiveness of the tax system was improved. The reforms of the health system and the education
system can be interpreted as a double movement: the logic of the market penetrated into those systems,
but the government compensated by increasing the inclusiveness of the systems and the access of weak
groups to health and education services. Whereas the government minimized one type of
developmental instruments, designed to promote employment in the periphery, it created a new tool,
designed to encourage high-tech exporting firms. The overall result was an embedded neoliberal
regime. Our findings are summarized in table 2.

Table 2. Table 2. Rolling-Back and Rolling-Out Processes During Rabin's Government Era
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Table 2. Rolling-Back and Rolling-Out Processes During Rabin's Government Era
Economic variables
Socio-economic variables
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Social policy and
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compromise
Privatization;
between
RollingFormal
Partial
.
policies
back
depoliticization
financial
National
designed to
liberalization
Health
promote the
Insurance development
Law;
of jobs and
policies
Expansionary Progressive Education
system
designed to
fiscal policy
taxation
More political
reform
promote
Rollingand relatively and more
De facto reand social
exports and
out
expansionary
transfer
politicization
inclusiveness
attract
monetary
payments
foreign
policy
investments

The claim that neoliberalism did not lead to the retreat of the state is not new. Several authors
have pointed out that despite liberalization and globalization, the state maintained its dominant
position. Some authors ascribe the dominance of the state to the nationalist Zionist heritage (Shalev
1998). Others argue that neoliberalism was a state project: neoliberalism restored state autonomy and
the state actively implemented neoliberal reforms (Maron and Shalev 2017; Rosenhek and Maman
2017). We argue that indeed neoliberalism was a state project, but there were competing models of
neoliberalism, and political parties differed in their preferences regarding those models. We brought
into the analysis the questions of how state preferences were formed and what the role of political
parties was in shaping those preferences.
The implication of our argument is that political actors—politicians and parties—played a
greater role in shaping Israeli neoliberalism than scholars have assumed. We do not dismiss the claim
that the MoF and the BoI were powerful actors. However, this claim does not imply that governments
were powerless. The two types of actors struggled, and there were instances in which the politicians
prevailed. Although this article did not compare Rabin’s government to other governments, it seems
to us that Rabin’s government was characterized by a high level of cooperation and coordination
between the different ministries, including the prime minister. The health system reform was the
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product of a concerted endeavor by Ramon, Rabin, and Shochat, for example. Shochat provided the
government with economic leadership, which enabled the government to overcome resistance from
MoF bureaucrats. This was likely the key factor that enabled the political echelon to confront the
powerful bureaucracy at the MoF and BoI and to promote policies, legislations, and decisions
consistent with the government’s political economic logic.
The article focused on the role of Rabin’s government in shaping the embedded neoliberal
regime. However, we do not exclude the impact of structural factors on the formation and maintenance
of the regime. Three such factors are noteworthy: the peace process, the US economic support and the
immigration wave from the USSR. Those two factors enabled the government to liberalize the
economy while maintaining relatively high public spending and high wages. In 1996, the political
pendulum swung right, but the regime did not change because the structural factors were still in place:
the peace process and US support. It was only after the second Intifada and the dot-com crisis that the
embedded neoliberalism regime was dismantled. A third factor
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Notes

1

Note that CBS data since 1995 are calculated according to a new methodology (SNA 2008).

2

The ratio of “dependent individuals” (children and the elderly) to the population.
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