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Israel: Background and U.S. Relations

Summary

Since Israel’s founding in 1948, successive U.S. Presidents and many Members of Congress have
demonstrated a commitment to Israel’s security and to maintaining close U.S.-Israel defense,
diplomatic, and economic cooperation. U.S. and Israeli leaders have developed close relations
based on common perceptions of shared democratic values and religious affinities. U.S. policy
makers often seek to determine how events and U.S. policy choices in the Middle East may affect
Israel’s security, and Congress provides active oversight of executive branch dealings with Israel
and other actors in the region. Some Members of Congress and some analysts criticize what they
perceive as U.S. support for Israel without sufficient scrutiny of its actions or their implications
for U.S. interests. Israel is a leading recipient of U.S. foreign aid and is a frequent purchaser of
major U.S. weapons systems. The United States and Israel maintain close security cooperation—
predicated on a U.S. commitment and legal requirement to maintain Israel’s “qualitative military
edge” over other countries in its region. The two countries signed a free trade agreement in 1985,
and the United States is Israel’s largest trading partner. For more information, see CRS Report
RL33222, U.S. Foreign Aid to Israel, by Jeremy M. Sharp.

Israel has many regional security concerns. By criticizing the international interim agreement on
Iran’s nuclear program that went into effect in January 2014, Prime Minister Binyamin
Netanyahu may seek to give Israel a voice in an ongoing negotiating process in which it does not
directly participate. In addition to concerns over Iran, Israel’s perceptions of security around its
borders have changed since early 2011 as several surrounding Arab countries—including Egypt
and Syria—have experienced political upheaval. Israel has shown particular concern about threats
from Hezbollah, the Islamic State organization, and other nonstate groups in ungoverned or
minimally governed areas in Syria, Lebanon, and Egypt’s Sinai Peninsula, as well as from Hamas
and other Palestinian terrorist groups in the Gaza Strip.

Israel’s political impasse with the Palestinians continues, and the most recent round of talks ended
unsuccessfully in April 2014. Since the end of the 1967 Arab-Israeli War, Israel has militarily
occupied the West Bank, with the Palestinian Authority exercising limited self-rule in some areas
since 1995. Israeli settlement of that area, facilitated by successive Israeli governments, has
resulted in a population of approximately 500,000 Israelis living in residential neighborhoods or
settlements in the West Bank and East Jerusalem. These settlements are of disputed legality under
international law. Israel considers all of Jerusalem to be the “eternal, undivided capital of Israel,”
but Palestinians claim a capital in East Jerusalem and some international actors advocate special
political classification for the city or specific Muslim and Christian holy sites. Unrest and
violence in Jerusalem have increased in the fall of 2014, with some ripple effects in the West
Bank and in Arab communities in Israel. Although Israel withdrew its permanent military
presence and its settlers from the Gaza Strip in 2005, it still controls most access points and legal
commerce to and from Gaza. The territory presents complicated security and political challenges
for Israel, in particular following a summer 2014 conflict involving Israel and Hamas.

Despite its unstable regional environment, Israel has developed a robust diversified economy and
a vibrant democracy. Recent discoveries and exploitation of offshore natural gas raise the
prospect of a more energy-independent future, while economic debates focus largely on cost-of-
living and income and labor distribution issues. Israel’s demographic profile has evolved in a way
that appears to be affecting its political orientation, with various leaders vying for the public’s
support by interweaving ideology with ethnic, religious, socioeconomic, and national security
considerations. Netanyahu has called for new national elections scheduled for March 2015.
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Introduction

U.S.-Israel defense, diplomatic, and economic cooperation has been close for decades. U.S.
policy makers often consider Israel’s security as they make policy choices in the region. Israel has
relied on U.S. support for its defense posture, despite reported private and sometimes public
disagreements between U.S. and Israeli officials on how to respond to and prioritize various
security challenges. Congress provides active oversight of the executive branch’s dealings with
Israel. Some Members of Congress oppose what they perceive as U.S. support of Israel without
sufficient scrutiny of Israel’s actions. Other Members of Congress have criticized actions by the
Obama Administration and previous U.S. Administrations for being insufficiently supportive of
Israel, and occasionally have authorized and appropriated funding for programs benefitting Israel
at a level exceeding that requested by the executive branch.

U.S. approaches to a number of challenges in the Middle East have implications for Israel. For
several years, Israeli leaders have described Iran and its reported pursuit of a nuclear weapons
capability as an imminent threat to Israeli security. Israeli officials have claimed that their
window of opportunity to act on their own to delay, halt, or reverse Iranian progress toward a
nuclear weapons capability is closing. Consequently, they have sought increasingly stringent
measures from the international community intended to compel Iran to negotiate limitations that
ensure that its nuclear program is exclusively for peaceful purposes. Within this context, Israeli
leaders have publicly hinted that absent a clear resolution of Iran’s nuclear activity to their
satisfaction, they may order the Israeli military to strike Iranian nuclear facilities.

Many Israeli officials also are concerned with the rise of Islamist political movements and threats
posed by violent jihadist terrorist groups emanating from ongoing regional political turmoil.
Israel has few means of influencing political outcomes in Egypt, Syria, Iraq, Lebanon, or Jordan,
but developments in those states may significantly affect Israeli security. Instability in Egypt’s
Sinai Peninsula has already been used by militant groups—probably including Palestinian cells
advocating global jihadism—for attacks on Israeli targets. At the same time, many large and small
Israeli population centers remain threatened by rocket fire from Hamas and other terrorist groups
in Gaza, as demonstrated by an Israel-Gaza conflict in the summer of 2014.

Israel’s disputes continue with the Palestine Liberation Organization (PLO) over the terms of a
potential peace agreement on “final-status issues” including security parameters, borders, Jewish
settlements, water rights, Palestinian refugees, and the status of Jerusalem. Partly as a result of
active U.S. efforts, Israel and the PLO started a new round of direct negotiations in the summer of
2013, but this round ended unsuccessfully in April 2014. In June 2014, the leading PLO faction
Fatah formed a new Palestinian Authority government pursuant to an agreement with the Sunni
Islamist group Hamas (a U.S.-designated terrorist organization) in an attempt to end seven years
of divided Fatah-Hamas rule in parts of the West Bank and in Gaza. However, various
developments, including Hamas’s continued de facto control over Gaza, have raised doubts
regarding the viability of unified PA rule and current Israeli, Palestinian, and international
approaches toward Gaza.

Failure by Israelis and Palestinians to resume negotiations could have a number of regional and
global implications. The PLO appears to be returning to a previously on-hold strategy of seeking
international action to determine final-status issues and to aid Palestinian statehood claims.
Implications affecting final-status issues could also follow from unilateral Israeli efforts regarding
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security arrangements and construction in the West Bank and East Jerusalem. Such matters attract
significant interest within the United States and among a number of other international actors.
Unrest and Israeli-Palestinian violence have recently intensified in Jerusalem, with some ripple
effects in the West Bank and in Arab communities in Israel. This has the potential to exacerbate
existing disputes.

Country Background

Historical Overview

The start of a quest for a modern Jewish homeland can be traced to the publication of Theodor
Herzl’s The Jewish State in 1896. Herzl was inspired by the concept of nationalism that had
become popular among various European peoples in the 19" century, and was also motivated by
his perception of European anti-Semitism. The following year, Herzl described his vision at the
first Zionist Congress, which encouraged Jewish settlement in Palestine, the territory that had
included the Biblical home of the Jews but was then part of the Ottoman Empire. During World
War I, the British government issued the Balfour Declaration in 1917, supporting the
“establishment in Palestine of a national home for the Jewish people.” Palestine became a British
Mandate after the war and British officials simultaneously encouraged the national aspirations of
the Arab majority in Palestine for eventual self-determination, insisting that its promises to Jews
and Arabs did not conflict. Jews immigrated to Palestine in ever greater numbers during the
Mandate period, and tension between Arabs and Jews and between each group and the British
increased, leading to periodic clashes. Following World War II, the plight of Jewish survivors of
the Holocaust gave the demand for a Jewish home added poignancy and urgency, while Arabs
across the Middle East simultaneously demanded self-determination and independence from
European colonial powers.

In 1947, the United Nations General Assembly developed a partition plan (Resolution 181) to
divide Palestine into Jewish and Arab states, proposing U.N. trusteeship for Jerusalem and some
surrounding areas. The leadership of the Jewish Yishuv (or polity) welcomed the plan because of
the legitimacy they asserted that it conferred on the Jews’ claims in Palestine despite their small
numbers, while the Palestinian Arab leadership and the League of Arab States (Arab League)
rejected the plan, insisting both that the specific partition proposed and the entire concept of
partition were unfair given Palestine’s Arab majority. Debate on this question prefigured current
debate about whether it is possible to have a state that both provides a secure Jewish homeland
and is governed in accordance with democratic values and the principle of self-determination.

After several months of civil conflict between Jews and Arabs, Britain officially ended its
Mandate on May 14, 1948, at which point the state of Israel proclaimed its independence and was
immediately invaded by Arab armies. During and after the conflict, roughly 700,000 Palestinians
were driven or fled from their homes, an occurrence Palestinians call the nakba (“catastrophe”).'
Many became internationally designated refugees after ending up either in areas of Mandate-era
Palestine controlled by Jordan (the West Bank) or Egypt (the Gaza Strip), or in nearby Arab
states. Palestinians remaining in Israel became Israeli citizens.

! CRS Report RL34074, The Palestinians: Background and U.S. Relations, by Jim Zanotti.
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The conflict ended with armistice agreements between Israel and its neighboring Arab states:
Egypt, Jordan, Lebanon, and Syria. The territory controlled by Israel within these 1949-1950
armistice lines is roughly the size of New Jersey. Israel engaged in further armed conflict with
some or all of its neighbors in 1956, 1967, 1973, and 1982. Since the late 1960s, Israel has also
dealt with the threat of Palestinian nationalist and (later) Islamist terrorism. In 1979, Israel
concluded a peace treaty with Egypt, followed in 1994 by a peace treaty with Jordan, thus making
another multi-front war less likely. However, as discussed throughout the report, major security
challenges persist from Iran and groups allied with it. Additionally, developments in Arab states
and in the ongoing Israeli-Palestinian conflict further complicate Israel’s regional position.

Demographic and Political Changes

Israel’s demographic profile has evolved in a way that appears to be affecting its political
orientation and societal debates. In the first decades following its founding, Israeli society was
dominated by secular Ashkenazi Jews from Eastern Europe who constituted the large majority of
19" and early 20"™-century Zionist immigrants. Many leaders from these immigrant communities
sought to build a country dedicated to Western liberal and communitarian values. The 1977
electoral victory of Menachem Begin’s Likud party helped boost the influence of previously
marginalized groups, particularly Mizrahi (Eastern) Jews who had largely immigrated to Israel
from Arab countries and Iran. Subsequently other distinct groups, such as Haredim (ultra-
Orthodox) from communities that predated Zionist immigration, and Russian-speaking Israelis
who emigrated from the former Soviet Union in the 1990s,> have increased their numbers—and
consequently their influence—in Israeli society. Israel also faces considerable estrangement
between its Jewish and Arab citizens. Arabs comprise around 20% of the population, and Islamist
movements are increasingly popular in some Arab Isracli communities.

Political parties linked to recently expanded segments of Jewish Israeli society tend to favor the
right side of the Israeli political spectrum currently led by Binyamin Netanyahu and Likud. At the
same time, general trends show that support for traditionally left-leaning Zionist parties such as
Labor has decreased. Issues regarding religiosity in the public sphere and secular consternation at
special treatment for Haredim (many of whom engage in religious study as an alternative to
employment) have driven recent political debate. Military service remains compulsory for most
Jewish Israeli young men and women.

Many analysts believe that these changes partly explain why Israel’s current Jewish population is
“more nationalistic, religiously conservative, and hawkish on foreign policy and security affairs
than that of even a generation ago.” These trends’ likely long-term effects on Israel’s internal
cohesion and its ties with the United States and other international actors are unclear.

2 Most of these Russian-speaking emigrants are Ashkenazi and tend to be secular, but are generally more sympathetic
with right-leaning parties than with the old Ashkenazi elite. Now that post-Soviet emigration flows have largely ended,
growth in the Russian-speaking population of Israel has slowed and the overall demographic trend may now be one of
decline or approaching decline.

3 Haim Malka, Crossroads: The Future of the U.S.-Israel Strategic Partnership, Washington, DC: Center for Strategic
and International Studies, 2011, p. 19.
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Government and Politics

Overview

Israel is a parliamentary democracy in which the prime minister is head of government and the
president is a largely ceremonial head of state. The unicameral parliament (the Knesset) elects a
president for a seven-year term. The current president, Reuven Rivlin, took office in July 2014.*
Israel does not have a written constitution. Instead, Basic Laws lay down the rules of government
and enumerate fundamental rights. Israel has an independent judiciary, with a system of
magistrates’ courts and district courts headed by a Supreme Court.

The political spectrum is highly fragmented, with small parties exercising disproportionate power
due to the low vote threshold for entry into the Knesset,” and larger parties seeking small party
support to form and maintain coalition governments. Since Israel’s founding, the average lifespan
of an Israeli government has been about 23 months. In recent years, however, the Knesset has
somewhat tightened the conditions for bringing down a government.

“Fora profile of Rivlin, see “Profile: Israel’s President-elect Reuven Rivlin,” BBC News, June 10, 2014.
3 Until a new law was passed in March 2014 changing the threshold to 3.25%, it had been 2%.
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Figure 1. Map of Israel
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Primer on Israeli Electoral Process and Government-Building®

Elections to Israel’s 120-seat Knesset are direct, secret, and proportional based on a party list system, with the
entire country constituting a single electoral district. All Israeli citizens age 18 and older may vote. Turnout in
elections since 2001 has ranged between 62% and 67% of registered voters (before that it generally ranged
between 77% and 80%).7 Elections must be held at least every four years, but are often held earlier due to
difficulties in holding coalitions together. A Central Elections Committee is responsible for conducting and
supervising the elections. The committee includes representatives from parties in the current Knesset and is
headed by a Supreme Court justice.

National laws provide parameters for candidate eligibility, general elections, and party primaries—including
specific conditions and limitations on campaign contributions and public financing for parties.8 Since 2007, a
“cooling-off law” requires that senior Israeli military officers wait at least three years before entering civilian
politics.?

Following elections, the task of forming a government is given by Israel’s president to the Knesset member
he/she believes has the best chance to form a government as prime minister. The would-be prime minister has
28 days to assemble a majority coalition, and the president can extend this period for an additional 14 days. The
government and its ministers are installed following a vote of confidence by at least 61 Knesset members.
Thereafter, the ministers determine the government’s course of action on domestic issues, while military and
national security action are directed through a “security cabinet” (formally known as the Ministerial Committee
on Defense) consisting of a group of key ministers—some whose membership is set by law, others who are
appointed by the prime minister—who number no more than half of all cabinet ministers.!0

For the first 30 years of Israel’s existence (1948-1977), the social democratic Mapai/Labor movement—Ied by a
founding Ashkenazi Zionist elite of Eastern European descent—dominated Israeli governing coalitions. As
questions regarding the future of territories that Israel’s military occupied during the 1967 Arab-Israeli War
became increasingly central to political life, the nationalist Likud party and its prominent prime ministers
Menachem Begin and Yitzhak Shamir helped drive the political agenda over the following |5 years. Although
Labor under Yitzhak Rabin later initiated the Oslo peace process with the Palestinians, its political momentum
was slowed and reversed after Rabin’s assassination in 1995. Despite Labor’s setbacks, its warnings regarding the
demographic challenge that high Arab birth rates could eventually present to continued Israeli political control
over Palestinians, under the rubric of maintaining both a Jewish and a democratic state, gained traction among
many Israelis. In this context, Prime Minister Ariel Sharon, a longtime champion of the Israeli right and
settlement movement, split from Likud and established Kadima as a more centrist alternative in 2005. Elections
in February 2009 were a divided affair, with Tzipi Livni’s Kadima (the party she led before forming her current

8 Much of the information for this textbox comes from Israel’s Ministry of Foreign Affairs website, “Elections in Israel
- February 2009,” February 10, 2009.

7 International Institute for Democracy and Electoral Assistance, “Voter turnout data for Israel,” October 5, 2011;
Alistair Lyon, “Netanyahu claims election win despite losses,” Reuters, January 22, 2013.

¥ For additional details on Israel’s campaign finance laws, see Ruth Levush, “Campaign Finance: Israel,” Law Library
of Congress, July 25, 2012.

? The law, sponsored by Likud’s Yuval Steinitz, was reportedly intended to counter Israeli military officers’ cultivation
of civilian political connections and influence in anticipation of their possible career transitions. Some reports criticized
the law’s failure to address the use of influence by civilian politicians to prepare for private sector career transitions.
Nehemia Shtrasler, “The Bottom Line / Lawmakers don't need to cool off too?” Ha 'aretz, May 16, 2007.

1% According to a one media report, “Under Israeli law, war must be approved by the full cabinet. But the security
cabinet, whose secrecy is better enforced, can green-light more limited military ‘missions’. Making that distinction
depends on whether Israel’s intelligence chiefs anticipate an escalation into protracted conflict.” Dan Williams,
“Netanyahu’s new security cabinet may hesitate on any Iran war,” Reuters, March 19, 2013. Historically, Israeli prime
ministers (including Netanyahu) have appeared to prefer convening the smaller forum for consultative purposes when
convening the larger one is not legally required. See, e.g., Eli Lake, “Meet the Israeli ‘Octet’ That Would Decide an
Iran Attack,” Daily Beast, March 9, 2012. For a primer on and historical overview of Israel’s national security
decisionmaking process by a former Israeli security official, see Charles D. Freilich, Zion’s Dilemmas: How Israel
Makes National Security Policy, Ithaca, New York: Cornell University, 2012. For a more concise version of the same
subject matter, see Charles D. Freilich, “National Security Decision-Making in Israel: Improving the Process,” Middle
East Journal, vol. 67, no. 2, spring 2013.
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party, Ha’tnua) winning the most Knesset seats but Netanyahu’s Likud leading the coalition because of an overall
advantage for right-of-center parties. For more recent developments, see “March 2015 Elections: Issues and
Prospects” below.

March 2015 Elections: Issues and Prospects

In early December 2014, Prime Minister Netanyahu, from the right-of-center'" Likud party,
dissolved the coalition arrangement which had formed the foundation for his government'* and
called for national elections, which have been scheduled for March 17, 2015. Differences
between Netanyahu and centrist parties in his coalition on Palestinian issues and budgetary
matters reportedly contributed to the decision to hold elections earlier than late 2017, when they
would have been required. Domestic debate largely focuses on a Netanyahu-supported, quasi-
constitutional Basic Law that would define Israel as the “nation-state of the Jewish people,” with
opponents asserting that such a bill could undermine Israel’s commitment to democratic
principles vis-a-vis its Arab population." Israel’s positions on a host of regional security and
socioeconomic issues could be influenced by the election results.

Early December polls reportedly point to Netanyahu’s Likud party emerging with the largest
number of Knesset seats. According to one media report:

That would leave Netanyahu well-positioned to form what would likely be the most right-
wing government in Israel’s 66-year history, comprised of his current ultra-nationalist
partners and possible Orthodox Jewish allies, and devoid of now alienated moderates."

A number of figures on the political right in Israel, including Naftali Bennett of Ha’bayit
Ha’Yehudi and Avigdor Lieberman of Yisrael Beiteinu, reportedly harbor aspirations to
eventually replace Netanyahu as prime minister. Many observers assert that since the breakdown
of Israeli-Palestinian talks earlier in 2014, Netanyahu’s policy calculations have sought to
preclude challenges to his nationalist leadership credentials by figures such as Bennett.

In light of the fractiousness and unpredictability of Israeli politics, and at least one poll indicating
that a majority of Israelis do not want Netanyahu to remain prime minister,"”> some factors have

"'In Israel, the left-right spectrum has been traditionally defined by parties’ positions on the Israeli-Palestinian
conflict/peace process, though the spectrum also has some validity in describing differences on economic and social
issues.

"2 The coalition, formed in March 2013 after January 2013 elections, had included the centrist parties Yesh Atid and
Ha’tnua, the avowedly pro-settler party Ha’bayit Ha’Yehudi, and the nationalist party Yisrael Beiteinu. The centrist
parties entered the ruling coalition after Likud and other right-of-center parties lost a large number of seats in the
elections, which appear to have reflected discontent on a number of socioeconomic issues. Major legislation during this
Knesset has included laws enacted in March 2014 removing a general exemption from conscription for young Haredi
men and women. Ruth Levush, “Israeli Conscription laws for Ultra-Orthodox Jews,” Law Library of Congress blog,
April 17, 2014. Isaac Herzog is the head of the Labor party, which was the largest party in opposition before the
coalition was dissolved. Other elements of the opposition had included various secular and Israeli Arab-led parties, as
well as the Haredi parties Shas and United Torah Judaism.

13 Joshua Mitnick, “Israel's ‘Nationality Law’: What’s at stake for Jews and Arabs,” Christian Science Monitor,
December 2, 2014.

1y effrey Heller, “Israel’s Netanyahu asks for ‘clear mandate’ in early election,” Reuters, December 3, 2014.
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the potential to complicate the electoral picture. For example, Lieberman, whose party ran on a
joint list with Likud in the 2013 elections, may be looking into the viability of assembling and
leading a more centrist coalition by promoting an alternative plan for resolving the Israeli-
Palestinian conflict.'® Another complicating factor could be Moshe Kahlon, a popular former
Likud government minister who has announced his intention to lead a new party in the
elections.'” Isaac Herzog of Labor also claims that he may have a pathway to becoming prime
minister.

Struggles within Likud may affect the party’s future leadership and direction. Tensions reportedly
exist between established party veterans and younger politicians who advocate more nationalistic
positions and confrontational tactics on Palestinian and civil society issues. A primary, scheduled
for January 6, 2015, could have broader implications for the coming elections, particularly if
former interior minister Gideon Sa’ar challenges Netanyahu for party leadership.

For a breakdown of the electoral lists that currently have Knesset seats, see Appendix B.

Economy

Israel has an advanced industrial, market economy in which the government plays a substantial
role. Despite limited natural resources, the agricultural and industrial sectors are well developed.
The engine of the economy is an advanced high-tech sector, including aviation, communications,
computer-aided design and manufactures, medical electronics, and fiber optics. Israel still
benefits from loans, contributions, and capital investments from the Jewish diaspora, but its
economic strength has lessened its dependence on external financing.

Israel’s economy appears to be experiencing a moderate slowdown after years of sustained, robust
growth. Since 2012, annual growth has hovered right around 3%, compared to 5.7% in 2010 and
4.6% in 2011, and it is expected to be closer to 2% in 2014'*—due partly to the summer 2014
conflict with Hamas. The slowdown has taken place largely as a result of down economies in
Israel’s largest export markets in Europe, North America, and China. While International
Monetary Fund (IMF) growth projections for Israel remain close to 3% over the next five years,"”
the Economist Intelligence Unit projects growth to increase steadily to over 5% during that time
due to expectations of greater domestic consumption and exports, and anticipated new income
from recently discovered offshore natural gas deposits (see Appendix C).*’

(...continued)

15 Gil Hoffman, ““Post’ poll: 60% of Israelis don’t want Netanyahu anymore,” jpost.com, December 5, 2014.

16 Mazal Mualem, “Liberman eyes premiership,” Al-Monitor Israel Pulse, December 2, 2014. Lieberman, Israel’s
foreign minister, has for some time advocated the idea of exchanging an area of Israeli territory that has large Arab
population concentrations (est. 300,000, known as the “Arab Triangle”) and is adjacent to the northern West Bank for
Jewish settlement blocs in the West Bank. A proposal he introduced in November 2014 blends elements of this plan
with economic incentives aimed at encouraging some Arab citizens of Israel to become citizens of a future Palestinian
state.

'7 Melanie Lidman, “No platform? No party? No problem,” Times of Israel, December 8, 2014. Adiv Sterman,
“Popular ex-Likud minister launches new party,” Times of Israel, December 3, 2014.

18 IMF World Economic Outlook database, October 2014.
" Ibid.
%% Economist Intelligence Unit, Country Report: Israel, generated November 7, 2014,
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Israel: Background and U.S. Relations

When Prime Minister Netanyahu was finance minister in the early 2000s, the government
attempted to liberalize the economy by controlling government spending, reducing taxes, and
privatizing state enterprises. The chronic budget deficit decreased, while the country’s
international credit rating was raised, enabling a drop in interest rates. However, Netanyahu’s
critics suggest that cuts in social spending widened income inequality and shrank the Israeli
middle class.”' A May 2013 Organisation for Economic Co-operation and Development (OECD)
report stated that Israel has the highest poverty rate of any OECD country (slightly more than
20%) and the fifth-highest level of income inequality.*

Table 1. Basic Facts

Popu