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I. BUDGET DEFICIT: CONCEPTS, MEASUREMENTS, AND DEVELOPMENTS!
A. Introduction

To instill fiscal discipline, since 1992 the Israeli authorities have each year set a budget
deficit target that was lower than that of the preceding year (though not necessarily lower than
the preceding year’s actual outturn). These targets have been set, however, in terms of a
specific deficit definition that is not entirely comparable to that employed in many other
countries. Hence, for policy analyses, it is important to understand the nature of this
definition and its implications for assessing fiscal developments.

. Broadly speaking, three separate conceptual issues are involved in any analytical
discussions of a deficit definition. In descending order of specificity, they are: (1) the
accounting basis on which the deficit is to be measured, e.g., it could be measured on a cash
or accrual basis; (2) the scope of the transactions for which the deficit is designed to capture,
e.g., certain types of revenue and of expenditure could be excluded for specific reasons (such
as capital revenue and expenditure, which would result in a deficit that corresponds to
government/public sector dissavings, or interest revenue and expenditure, which would lead to
a primary deficit); and (3) the coverage of the transactions (for a given scope) for which the
deficit is to encompass, e.g., it could cover only transactions of the central government, or
also those of extrabudgetary funds (such as social security), those of sub-central level
governments (usually referred to, together with the central government, as the general
government), and those of the nonfinancial state-owned enterprises (making up, together with
the general government, the nonfinancial public sector).

The appropriate choice of a deficit definition depends to a Jarge extent on the objective
of the investigation—no one definition emerges conceptually as the best alternative under all
circumstances. The following sections discuss in turn the basis, scope, and coverage of the
deficit definition employed in Israel which, as lt turns out, does not fall cleanly into any one of
the conventional deficit definitions ?

B. Definition of the Deficit

For the purpose of setting the annual deficit targets, the deficit in Israel is defined as
the outcome of a subser of transactions in the state budget. Specifically, (1) the targets for
1992-96 were set only for the domestic component of the state budget (targets for 1997-2001
would comprise both the domestic and foreign-components), (2) net lending operations of the
central government have been, and will continue to be, excluded from the deficit definition,

'Prepared by Howell Zee.

*For a general taxonomic discussion of alternative deficit concepts, see IMF (1985).



aithough such operations are formally part of the state budget; and (3) the deficit definition
also excludes proceeds from the sale of government assets.

The targets are stipulated as a percentage of GDP, which implies that the target in a
given year could technically be met even if the actual deficit in nominal terms exceeded the
budgeted level in that year, as long as the excess was more than compensated by higher-than-
projected growth in nominal GDP. As shown in Table A24, while the (domestic) deficit target
so defined declined from 6.2 percent of GDP in 1992 to 2.5 percent of GDP in 1996, both the
actual outturn for 1995 and estimated outturn for 1996 exceeded their respective targets. The
(total) deficit target for 1997 has been set at 2.8 percent of GDP, declining to 1.5 percent of
GDP by 2001. :

C. Accounting Basis of the Deficit

The accounts of the state budget are largely, but not entirely, cash-based. This
ambiguity arises from the asymmetrical treatment of interest payments on indexed and nominal
government debt. To fully understand the significance of the accounting convention adopted
by the state budget, some conceptual discussion of the related issues of the cash versus
accrual accounting for government finance, the conventional and operational concepts of
budget deficit, and the interest payments on indexed and nominal debt is necessary.

Cash versus accrual accounting

In contrast to the generally accepted principles of accrual accounting as it applies to
the accounts of a commercial enterprise, government accounts are almost always kept on a
cash or payment basis, due to a variety of informational and data limitations. Largely for this
reason, some statistical systems recommend reporting fiscal data on a cash/payment basis to
avoid complexities arising from timing and valuation issues.” An important shortcoming of
cash-based accounting, however, is that it may result in data that do not reflect the true
underlying economic situation in a sufficiently timely manner to be fully useful for policy
analyses. There are, therefore, also statistical systems that recommend the adoption of
accrual-based accounting for government accounts,* but such an approach would typically

*For example, this is the approach adopted by the IMF’s A Manual on Government Financial
Statistics (GFS). See IMF (1986).

‘Examples include the new international System of National Accounts (SNA) and the
European Union’s European System of Accounts (ESA). See EIOUW (1993) and Eurostat
(1995), respectively.



involve spelling out a set of adjustment rules for accounts for which data on an accrual basis
are not usually and readily available.®

A particularly important aspect of the issue of cash versus accrual basis as it relates to
government accounts is the treatment of interest expenditure on government debt, as the
distinction between interest payments (which are “above the line” transactions and, therefore,
would affect the magnitude of the budget deficit) and amortization payments {(which are
recorded “below the line” and have no impact on the deficit) in any given period is not always
straightforward, e.g., payments related to zero-coupon bonds.® Matters become even more
complicated when such payments are made under inflationary conditions, and/or when they
are related to indexed debt.

Conventional versus operational deficit

Consider first the simpler case where all government bonds are nominal,

i.e., nonindexed, with fixed periodic coupon payments over the life of the bonds. Under
~ inflationary conditions, the nominal interest payment on outstanding debt overstates its service
burden on the Government, as the real value of the debt stock is being eroded by inflation.
Conceptually, it could, therefore, be argued that a portion of the nominal interest payment is
really an implicit amortization payment (through inflation) that should be netted out from
government expenditure above the line before computing the deficit. Carrying out such an
adjustment would clearly result in a deficit, known as the operational deficit, that is smaller
than that measured conventionally—either on a cash or accrual basis.’

While the conceptual underpinnings of the operational deficit are appealing, its
application is not unequivocally meritorious under all circumstances. In particular, it may
mask the true underlying budgetary imbalance and, consequently, understate the needed fiscal

*For a comparative discussion of the GFS and SNA as they pertain to government statistics,
see Levin (1995).

%In a cash-based system such as the GFS, interest payments on zero-coupon bonds are
recorded as the difference between the issuance and redemption prices only at the time the
bonds are redeemed. In contrast, an accrual-based system such as the ESA would spread the
difference over the life of the bonds as if coupon payments were actually paid and reinvested
by the bond holder, thus also necessitating adjustment entries to the value of bonds
outstanding in the accounts of both the issuer and holder of such bonds.

"In practice, the operational deficit is usually derived by including only the “real” interest
payment above the line, the real interest rate being the nominal rate minus the rate of inflation.
This procedure may produce a negative real interest rate, however, if the actual nominal
interest rate for some reason does not fully compensate for the effects of inflation. The
conceptual significance of such an occurrence is extensively discussed in the SNA.



consolidation.® Its use so far has not been recommended by any of the internationally
recognized statistical systems, although a number of countries with high inflation do employ
it.” '

Nominal versus indexed bonds

An indexed bond is one whose coupon payments and/or redeemable principal value are
linked to some price index, typically the CPI. If the indexation.is perfect,'® the before-tax real
yield of the bond is protected against inflation risk. Indexed government bonds will give rise
to a different complication in measuring the budget deficit when government accounts are
cash-based, however, because the intertemporal profile of cash flows from such bonds are
conceptually arbitrary, depending on the chosen indexation scheme among many such schemes
that are all equivalent in present value terms. In contrast, this complication does not arise with
accrual-based accounting.

To see the nature of the above complication in simple analytical terms, consider first
the case of no inflation (r = 0), in which case there is no difference between a nominal and an
indexed bond. Let P be the bond's redeemable principal value and 7 its coupon rate. For
simplicity, assume that the bond matures in two periods and its current price is also P (i.e., r 1s
the bond's real yield). The coupon payment from such a bond in each of the two periods is
simply r-P, implying a present value of P for the bond's cash flow over its life, as expected.
This is illustrated in the first row of Table 1.

Consider now the case of positive inflation (n > 0), which is assumed to be constant
over the two periods. For a nominal bond, its coupon rate (/) will rise above r to compensate
for the expected inflation (=°), i.e., i = r + n® + r-7° (the discrete-time version of the Fisher
equation). The coupon payment each period is now i-P, with the redeemable principal value
remaining at P (second row in Table 1). The expected present value of this cash flow is /=,
which will be equal to P only if n°= 7. Thus, the real yield of a nominal bond can be
protected against inflation only when inflationary expectations are correctly realized. Clearly,
PF>Pasmt>n"

$For an extended discussion of the merits and shortcomings of the concept of operational
deficit, see Tanzi et al. (1987).

*The SNA does recognize, however, the usefulness of the concept of operational deficit in
computing meaningful measures of income and expenditure in “high” inflationary conditions,
and, therefore, does not object to its use under such circumstances.

®This will be assumed for simplicity. In reality, perfect indexation is, of course, not always
achieved, as the price index to which the bond is linked could be a biased indicator of
inflation, or the linkage mechanism could have a lagged structure.



For an indexed bond, however, there is no inflation risk, because its coupon payments
and/or redeemable principal value are adjusted to actual, rather than expected, inflation."
Two particularly illustrative indexation schemes are considered below, each guaranteeing a
before-tax real yield of r in the face of positive inflation, but generating a different profile of
cash flows.

Indexation of principal

The first scheme—adopted by almost all countries (including Israel) which issue
indexed bonds—involves indexing the principal, with the coupon rate » remaining fixed. With
a changing principal, however, the coupon payment also changes from one period to the next,
i.e., an extra payment (at the rate r) is earned on the adjusted (larger) principal every period.
The redeemable principal value is also adjusted upward by the compounded inflation rate
{third row in Table 1). Note that, under this scheme, the actual coupon payment in each
period still rises with inflation.

Indexation of coupon rate

Instead of indexing the principal, the second—and conceptually equivalent—scheme
indexes the coupon rate, with the redeemable principal value P remaining fixed. This
alternative essentially involves increasing the original coupon rate 7 by an adjustment factor €
in each period, so that the present value of the entire stream of cash flows is maintained at P.
From the Fisher equation, this adjustment factor must clearly be € = n:(1 + r). Hence, the
coupon payment in each period under this scheme involves the sum of two terms: the rate 7 on
the per-period inflation-adjusted principal, and the compensation for the loss in the
redeemable principal value due to inflation, i.e., n-P (fourth row in Table 1).

Comparative cash flows under alternative indexation schemes

Comparing the cash flows under the first indexation scheme with that under the
second, it is easily seen that the former has a lower coupon payment in the first period but a
higher redeemable principal value, than those under the latter. The relative magnitudes of the
coupon payment in the second period between the two schemes are, however, ambiguous.'

'The absence of inflation risk with respect to an indexed bond refers to its before-tax yield.
Inflation risks continue to exist with respect to its after-tax yield, however, as long as the tax
system is not entirely inflation proof.

“Specifically, in the second period, the coupon payment under the first scheme would be
higher (lower) than that under the second if #(1 + 7) is greater (less) than unity.



As with the principal indexation scheme, the actual coupon payment in each period under the
coupon rate indexation scheme also rises with inflation."?

Since the intertemporal profiles of cash flows under the two indexation schemes are
different, the intertemporal profile of deficits computed on a cash basis will depend on the
chosen indexation scheme, even though the schemes have equivalent present values.'* The
arbitrary nature of this outcome could raise questions about the usefulness of cash-based
deficits as a fiscal policy indicator when indexed bonds comprise a significant proportion of
outstanding government debt. This potential shortcoming would not arise, however, with
accrual-based deficits, because any change in the value of an indexed bond’s redeemable
principal between the beginning and the end of a particular accounting period due to
indexation is treated as interest accruing in that period, in addition to any interest actually
paid."® Hence, with accrual-based accounting, interest expenditure in a given period always
corresponds to that of the coupon rate indexation scheme, regardless of the indexation
scheme actually chosen; the intertemporal profile of deficits is, therefore, invariant to the
choice of the indexation scheme. '¢

Interest expenditure in the state budget

According to the accounting convention adopted by the state budget at present,
interest expenditure reflects the sum of : (1) actual interest paid on foreign debt; (2) actnal
interest paid on domestic indexed debt (based on the principal indexation scheme); and (3)
real (i.e., nominal less inflation) interest paid on domestic nominal debt. Hence, technically,
the computed deficit is partly cash-based {on account of the interest payments on foreign and
domestic indexed debt) and partly operational (on account of the monetary correction on the
interest payment on domestic nominal debt), In reality, however, the share of nominal debt in
the total outstanding stock of government debt, while rising, is still minimal (accounting for
only 4.4 percent of total domestic government debt at end-1995; see Table 2). For this reason,
the measured deficit in the state budget can be regarded as largely cash-based.

BNote that the cash flows under this indexation scheme are identical to that of the nominal
bond, when the inflation rate is correctly anticipated. Hence, indexing the coupon rate is
analytically identical to the case of the nominal bond with a fully floating coupon rate.

As a third indexation example, a zero-coupon indexed bond would generate still another
intertemporal profile of deficits.

"*This is explicitly provided for in the £SA.

'*The counterpart entry below the line is increased borrowing in an amount equal to the
accrued interest so calculated, i.e., the accrued interest is treated as if it had actually been paid
to, and reborrowed from, the bond holder.
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Budget deficits and government debt

As shown in Table 2, the bulk (about 91 percent during 1994-95) of the domestic
government debt (accounting for about three quarters of the total debt during the same
period) is CPl-indexed.'” Hence, a large discrepancy inevitably arises each year between the
change in the value of outstanding government debt and the amount of measured deficit in the
state budget that is financed by the issuance of debt. Based on annual period-average data, the
changes in the total government debt were about NIS 23.6 billion in 1994 and NIS 29.2 billion
in 1995, which did not bear a meaningful relationship to the debt-financed deficit as recorded
in the state budget of NIS -0.2 billion and NIS 10.4 billion in the corresponding periods.

In contrast, once the (largely) cash-based state budget deficits were converted to an
accrual basis, the deficits turned out to be about NIS 23.5 billion in 1994 and NIS 27.7 billion
in 1995—amounts that corresponded closely to the changes in total government debt in the
same periods.'®

D. Scope of the Deficit

As noted earlier, until 1996 three types of transactions in the state budget have been
excluded from the definition of the deficit when setting deficit targets, although one—the
foreign component—will be included beginning with the 1997 budget. The foreign component
of the state budget primarily consists of foreign grants on the revenue side (foreign revenue
averaged about 4.6 percent of GDP, or 12 percent of total state budget revenue, during
1992-96, see Table A25) and foreign interest and defense imports on the expenditure side
(foreign expenditure averaged about 4.7 percent of GDP, or 10 percent of total state budget
expenditure, during the same period; see Table A26). While the average deficit in the foreign
component has been relatively low as a share of GDP during the past few years, there has
been a discernible upward trend in the foreign imbalance since 1993,' which is expected to
reach 0.8 percent of GDP in the 1997 budget (Table A26). As the foreign balance has an
impact on the domestic economy just like the domestic balance, excluding the former in
policy formulation and implementation would produce an incomplete picture of the true stance
of fiscal policy.

""The rest of the domestic debt not accounted for by CPl-indexed and nominal debt comprised
debt indexed (or optionally indexed) to the U. S. dollar.

""The small differences between the changes in the government debt and the accrual-based
deficits are probably due to the fact that the former had been calculated on the basis of annual
period-average data, while the latter had been calculated on the basis of a month-by-month
debt conversion .

"*The projected improvement in 1996 is entirely due to an unexpected delay in the receipt of a
grant from the United States from the 1995 to the 1996 budget year.
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The appropriateness of excluding net lending operations in the state budget when
setting deficit targets is less clear cut. While the GF§ recommends that they be classified as
expenditure (thus they would have an impact on the measured deficit), on the ground that they
involve transactions in claims upon others acquired for purposes of public policy, it also
recognizes the potential usefulness in grouping them with financing (thus they would have no
impact on the measured deficit) to measure the Government’s net financial position
Regardless of the procedure adopted, the quantitative impact of their exclusion on the
measured deficit has been minimal since 1994 (see Table A27).

The third type of transactions excluded from the definition of the deficit for target-
setting purposes concerns the proceeds from the sale of government assets, which, under the
GFS, such proceeds are classified as revenue. The magnitude of these proceeds has been
somewhat erratic from year to year in the recent past, but is budgeted to be about 1 percent of
GDP in both the 1996 and 1997 budgets. Given its relatively unpredictable nature, its
exclusion from the deficit definition seems justified.*'

E. Coverage of the Deficit

Technically the state budget is the budget only of the central government, In practice,
however, the substantial degree to which the finances of the National Insurance Institute
(NII), the local authorities, and other public nonprofit institutions rely on unilateral transfers
from the central government renders the overall balance of the state budget not very far from
that of the general government on a cash basis, even though the revenue received and
expenditure undertaken by these latter units are not properly consolidated with the accounts
of the state budget. While the following discussion will focus on the financial interactions
between the state budget and the other aforementioned entities on a cash basis, fully
consolidated revenue, expenditure, and overall balance of the general government are
available (albeit with a longer time lag) on a national accounts basis (see Tables A28-A31).%
On this basis, the general government deficit was about 3.4 percent of GDP, compared to the
state budget deficit of about 4.2 percent of GDP, in 1995. This discrepancy was likely to be
accounted for mostly by the net deficit (i.e., deficit after umilateral transfers from the state
budget) of the local authorities. Data on the net deficit of the local authorities in 1995 are not
available, but during 1992-94 it averaged about 1.5 percent of GDP (Table AB}).

*Both the SNA and ESA4 classify net lending operations of the Government as financing items.

HProceeds from the sale of government assets are treated in the same way as net lending
operations in the SNA and ES4.

*No data are available on consolidated accounts of the entire nonfinancial public sector.
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National Insurance Institute

The NII administers a whole host of social security programs, some of which fall
under its own mandate, such as the old age/survivors pensions and child allowances, while
others it administers on behalf of the Government, such as a variety of welfare benefits for
special population groups. Since 1995, the NII has also been required by law to collect a new
health tax from employees and distribute the revenue, together with additional budget funding,
to four health funds responsible for the provision of a standardized basket of health services to
Israeli residents. Previously, participation in the health funds was voluntary and contributions
were made on a private-billing basis.® In 1995, about two thirds of NII’s current revenue was
derived from contributions in one form or another from the state budget; contributions from
the public (i.e., national insurance taxes from the employers and employees, the new health
tax, and the parallel tax) accounted for the rest.

While the NITI’s revenue and expenditure accounts are not consolidated with those of
the state budget, the impact of the former’s current transactions on the latter is fully reflected
in the overall balance of the state budget each year. This is because, in addition to explicit
budgetary transfers to the NII (5.8 percent of GDP in 1995; see Table A26), the state budget
includes as revenue loans from the NII (1.9 percent of GDP in 1995; see Table A25) and as
expenditure repayment of loans to the NII (1.1 percent of GDP in 1995; see Table A26).
Since by law cash surpluses of the NII are lent to the Government (in 10-15 years indexed
bonds at preferred interest rates of 4.5-5 percent presently), the divisions among loans,
repayment of loans, and budgetary transfers are somewhat arbitrary. Hence, the net burden on
the state budget of NII operations, which is included in the state budget’s deficit calculations,
was about 5 percent of GDP in 1995.*

Local authorities

Unlike the NII, local authorities, in addition to revenues from property taxes (known
as arnona), an assortment of fees, and transfers from the state budget, have access to bank
credits to finance expenditure. Hence, the impact of the operations of local authorities on the
balance of the state budget is only partial—the impact being limited to the extent of explicit
budgetary transfers (2.2 percent of GDP in 1995, see Table A26).%

®In contrast to employees, employers have long been required to contribute to the health
funds through a special payroll tax (known as the “parallel” tax); this tax continues to exist
under the new regime.

*This figure somewhat understates the burden, because it excludes the interest payment on
NII loans, which amounted to about 0.9 percent of GDP in the 1995 budget.

BSince 1994 the Government has continuously sought to put the public finances of local
(continued...)
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National and nonprofit institutions

In addition to obtaining sizable transfers from the state budget (5.6 percent of GDP in
1995; see Table A26), these institutions also receive grants directly from foreign sources
(0.8 percent of GDP in 1995; see Table A29). While little information is available concerning
their financial operations, data on a national accounts basis indicate that the net financial
imbalance (after budgetary transfers) of these institutions as a whole is relatively insignificant.

F. Concluding Remarks

The above suggests that the comprehensiveness of the definition of the deficit for
target-setting purposes has up till now suffered from three potentially significant limitations:
(1) cash-based accounting has excluded the accrued interest liabilities on the stock of
outstanding indexed government debt; (2} focus on the domestic component of the state
budget leaves the deficit definition incomplete in its scope in capturing all relevant
transactions, and (3) availability of bank credits to local authorities renders the state budget
incomplete in its coverage of the relevant activities of the general government that are
important in assessing the stance of fiscal policy. As noted earlier, the authorities have already
decided to remove the second limitation beginning with the 1997 budget and taken steps to
address the third limitation. Quantitatively, however, a conversion from the cash- to accrual-
based accounting—insofar as interest expenditure is concerned—to remove the first limitation
would have the greatest impact among the three limitations on the measured deficit.

2(...continued)
authorities on a sounder and more transparent basis, including drawing up explicit criteria for
allocating transfers and determining local taxing powers. This process is still on-going.
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Table 1. Illustrative Cash Flows Under Alternative Indexation Schemes

Coupon Payment Redeemable

principal Present
Type of bonds Period | Period 2 value value
No inflation
Nominal or indexed rP rP P P
Positive inflation
Nominal rP(1+n)y+n P rP(1+n)y+nP P P
Indexing principal rP(1+m) rP(1+n) P(1+m)? P
Indexing coupon rate rP(1+n)+nP rP(l+n)+npP P P

Source: Staff computations.
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Table 2. Budget Deficits and Government Debt, 1994-95

1964 1995
{NIS billion)
Government debt (end of period)
Domestic 191.8 213.0
Foreign 65.9 70.4
Total 2577 2834
Government debt (period average)
Domestic 180.2 2024
Foreign 61.2 68.2
Total 2414 2706
~ Change in government debt (period average)
Domestic 18.2 222
Foreign 53 7.0
Total 23.6 29.2
Debt-financed state budget deficit 1/
As recorded -0.2 10.4
Accrual-interest basis 235 27.7
Memorandum items:
Government debt (period average)/GDP (percent)
Domestic 81.0 77.0
Foreign 30.0 27.0
Total 111.0 104.0
Debt-financed state budget deficit/GDP {percent)
As recorded -0.1 4.0
Accrual-interest basis 10.5 10.6
Type of debt as percent of total (end of period)
Domestic 74 4 75.2
Of which: CPI-indexed 90.8 90.6
Nominal 1.8 4.4
Foreign 25.6 248

Sources: Data provided by the authorities; and staff computations.
1/ Includes only that part of the deficit financed by debt.



-16 -

References
Eurostat, Luropean System of Accounts (Luxembourg, 1995).

Eurostat, International Monetary Fund, Organization for Economic Cooperation and
Development, United Nations, and World Bank (EIOUW), System of National
Accounts (Brussels/Luxembourg, New York, Paris, and Washington, 1993},

International Monetary Fund (IMF), 4 Manual on Government Finance Statistics
(Washington, 1986),

Levin, Jonathan, “Government in the 1993 System of National Accounts,” in John W.
Kendrick (ed.), The New System of National Accounts (Boston: Kluwer Academic
Publishers, 1995).

Tanzi, Vito, Mario 1. Blejer, and Mario Q. Teijeiro, “Effects of Inflation on Measurement of
Fiscal Deficits: Conventional Versus Operational Measures,” Staff Papers, Vol. 34
(1987), pp. 711-38.



-17 -

II. STRUCTURAL REFORM ISSUES?®
A. Introduction

Israel has been, by tradition, a highly regulated and institutionalized economy. Given
the magnitude of the task of immigrant absorption at the outset of the creation of the State of
Israel, the political leadership was reluctant to delegate the regulation of the economy to
market forces. Thus, all natural resources were nationalized in 1949, and state-owned
companies were established to exploit them. The new state developed into a “three-sector”
economy, consisting of the public, private, and Histadrut?” sectors, with the Government and
the Histadrut prominent in heavy and basic industries.

Following the 1985 stabilization program, Israel embarked on a process of structural
reform that has contributed to enhancing the efficiency and market orientation of the
economy. Progress has been particularly marked in areas of tax reform and financial market
exchange and trade liberalization, and there has also been a striking improvement in the
functioning of the labor market. More recently, there have also been marked achievements in
the areas of antitrust and competition policy and land reform. Meanwhile, there has only been
limited progress in the area of privatization and the Israeli economy is still characterized by a
large degree of government intervention. Cartels and monopolies are prevalent (firms may
operate together as cartels if deemed to be in the public’s interest); investment subsidies (and
loan guarantees) are provided under the Encouragement of Capital Investments Law; and, a
number of retail prices are still regulated or under government supervision.

This chapter reviews the structural reform process in several areas of major
importance: privatization, including of the banks; the capital market, exchange and trade
regulations; investment subsidies and price controls; labor market reforms; and land reform.

B. Privatization

In 1987, the Israeli Government commissioned the First Boston Corporation to help
develop a strategic master plan for its privatization efforts. At that time, the Government
owned at least a partial stake in some 160 companies whose output amounted to
approximately 10 percent of GDP. The government-owned companies covered a large share
of the economy, operating in the fields of natural resources, minerals, and chemicals,
infrastructure, tourism, and agriculture; public utilities; transportation; energy and oil
exploration; defense and defense-related products, and land development, construction, and
housing. The master plan, which was adopted by the Government the following year,
identified 75 profit generating companies that could be sold to the private sector, including 30

*Prepared by Ann-Margret Westin.

27 The General Federation of Hebrew Workers.
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which could be sold within the next five years. The privatization program, however, got off to
a slow start, and did not gain momentum until the beginning of the 1990s. However, after
peaking at US$1.24 billion in 1993, total privatization proceeds declined back to a meager
US$205 millon in 1994 against the backdrop of a stock market crisis.

A combination of factors seem to have contributed to the limited progress achieved in
the area of privatization, including a lack of political will, resistance from employees,
managers, and labor unions; depressed conditions in the Israel stock market starting in early
1994 as well as the difficult financial situation in many of the companies to be privatized.
Furthermore, the notion of “strategic importance” attached to certain companies has
complicated the process of finding suitable (and in particular much needed foreign) investors.
Also, the authorities have emphasized the importance of enhancing the regulatory framework
before the privatization of several current monopolies can take place, further contributing to
the delays in the privatization process.

Recent developments

In 1995, as the effect of the decline in stock prices wore off, privatization proceeds
picked up to US$533 million, primarily as a result of a 25 percent share sale of Israel
Chemicals and the complete privatization of Israel Housing and Development (Table 1).
However, with the approach of the May 1996 election, privatization slowed again and as of
end-August this year, only US$198 million had been raised. Overall, Israel has only raised
about US$2 billion of an expected $5 billion from sales of shares of state-owned companies
since 1986, while bank share sales have generated just US$1.5 billion compared with a
potential US$4.5 billion.

Even though the number of government companies declined by 24 during the course
of 1995 and the first five months of 1996, 116 active companies remain under government
control or with a major government ownership share, so calied “mixed” companies.?® These
companies exclude the state-owned banks which were acquired pursuant to the Bank Shares
Arrangement (see below). Approximately half of the government companies are commercially
oriented businesses {such as public utilities), with sales accounting for about 16 percent of
GDP, while the remainder are non-corporations (airports, ports, etc.) or other non-business
companies (Table 2). Several of the commercially oriented companies are quite large, with
responsibility for the greater part of activity in their respective areas (Table 3).

The new Government has expressed its support for a continuation of the structural
reform and privatization program. Prime Mimster Netanyahu has emphasized the importance

** The majority of the companies privatized during this period were subsidiaries of
government-controlled companies in the industry, trade, and chemicals sectors. In fact, while
the number of government companies has declined from 147 since 1991 only eleven parent
companies have been completely privatized during this period.
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of deregulation as key to economic growth and the privatization authority has been relocated
from the Ministry of Finance to the office of the Prime Minister. The Government’s
privatization program, which is to be presented in the very near future, is likely to suggest an
acceleration of the privatization process and, according to newspaper reports, to propose sales
of up to 70 companies and banks within the next four years, yielding an estimated NIS

18 billion in revenues. The privatization program is likely to include Bezeq
Telecommunications Company, Mekorot Water Company, Israel Chemicals, Israel Electric
Corporation, Israel Aircraft Industries, as well as the major state-owned banks.

Privatizations have been realized through both direct sales to investor groups and
public equity offerings on the Tel Aviv Stock Exchange (TASE). Since the beginning of 1995,
most of the sales undertaken have been carried out through direct private placements but
according to the authorities, the new Government is likely to make an increasing use of public
stock market offerings in Israel and abroad for its privatization program, in part to help
revitalizing the ailing Israeli stock market. Meanwhile, a plan by the previous government to
distribute options to the public for the purchase of government shares in state-owned
companies and banks has been shelved, and is unlikely to be included in the new
Government’s privatization program.

Banking sector

In 1983, as a consequence of a crisis in the market for bank equities and the
subsequent Bank Shares Arrangement, the Government became the owner of most of the
shares in Israel’s major banks.? Following the termination of the Shares Arrangement in 1993,
a banking sector reform was undertaken, resulting in an amendment of the 1981 Banking Act
aimed at increasing the degree of competitiveness and reducing conflicts of interest in the
Israeli financial system through, inter alia, limits on banks’ nonfinancial holdings. In particular,
while banks were allowed to invest up to 25 percent of their equity outside the financial
sector, their shares in any one nonfinancial company now had to be limited to 25 percent by
the end of 1996. The process of bank privatization was also initiated in the early 1990s, and
stnce 1993, two small banks have been completely privatized. Meanwhile, the privatization of
the major banks have only seen limited progress, and the Government still owns a majority
stake in four of the six largest banks (Table 4).

As attempts at privatizing the Government’s stake in the major banks continued in
1995, the issue of banks’ nonfinancial holdings and the concentration of ownership in the
Israeli economy re-emerged. In Israel, the banking system is highly concentrated and the three
largest banks—Bank Leumi, Bank Hapoalim, and Israel Discount Bank—with subsidiaries
account for approximately 80 percent of the total banking business. Given the significant
holdings of the two major banks in nonfinancial enterprises, there were concerns that bank
privatization would lead to a substantial increase in the concentration of ownership, with a

* The managerial control of the banks did, however, remain with the original management.
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potential buyer obtaining de facto control over a large part of the economy. In response to
these concerns, the Government, invoking a clause in the 1993 legislation, appointed a
committee in October last year, chaired by the Treasury Director-General, Mr. David Brodet,
to examine the issue of the concentration of power in the banking sector. The
recommendations of the Brodet Committee, which were presented to the Government in
December last year, implied far-reaching changes in the ownership and management structure
of the major conglomerates that dominate the Israeli economy.

Despite significant lobbying against the main proposals by the major banks, the
Knesset this spring completed the legislative process whereby the main recommendations
were passed into law. The amendment to the banking licensing law provide, inter alia, for the
following: (a) each Israeli bank will be required to reduce its nonbank holdings to 20 percent
of the capital of any nonfinancial corporation by the end of 1998 (25 percent by the end of
1996Y; (b) the total nonfinancial holdings of each bank will be restricted to 15 percent of the
bank’s capital after 2001, (c) the percentage of such holdings can be augmented by 5 percent
of the bank’s capital provided that the holding in each nonfinancial corporation is no more
than 5 percent of the company’s equity; and (d) each bank is authorized to hold a controlling
interest in only one nonbanking corporation in which its capital exceeds NIS 1.25 billion after
1997,

The major banks have started to implement the disinvestment program imposed by the
Brodet Committee. Bank Hapoalim has sold large amounts of equity in Clal Israel, lowering
its share in the company to 25 percent, as well as some of its excess holdings in Delek Fuel,
while Bank Leumi’s most significant disinvestment has been its sale of the Migdal Insurance
company.®® The importance of nonfinancial income to the banks—and hence their opposition
to the Brodet Committee recommendations—was highlighted in the 1995 results: Bank
Hapoalim’s shares in Koor Industries, Delek Fuel, and other companies contributed
25 percent to the group’s net profit, while Bank Leumi’s holding in Africa-Israel made a
significant contribution to its earnings. Given the banks’ reliance on their nonbank activities,
some have argued that the imposed disinvestment of their nonfinancial holdings will further
hamper the already slow bank privatization process. Others have argued that this development
may in fact benefit the privatization process as prospective buyers would face leaner, less
diversified banks.

C. Capital Market Reform

The financial deregulation and reform program for the capital markets which started in
1987 has proceeded in a slow and gradual mode. The most notable achievements so far have
been a decrease in the segmentation of the credit markets; a narrowing of interest rate spreads,
a marked decrease in reserve requirements, and an enhanced functioning of the stock market.

3® The limits on banks’ nonfinancial holdings imposed by the Brodet Committee also apply to
investments in insurance companies.




-21 -

However, various regulations and restrictions concerning the portfolio allocations of
institutional investors remain and the capital markets are still characterized by a large degree
of government intervention and subsidization, including a complex system of tax benefits and
the issuance of guaranteed-rate bonds. The Israeli capital market still does not offer the range
of financial instruments found in other industrialized countries: corporate bond issues are rare
and simple fixed-income money market instruments and certificates of deposit hardly exist.
Also, despite a sharp increase in the number of firms listed on the TASE in the last five years
as well as recent reforms to allow for continuous trading of shares, the TASE is still
characterized by a small and illiquid market; a slow and cumbersome trading system; and an
absence of market makers and large institutional investors.

Table 5, which presents the main players and instruments of the Israeli capital market
in 1995, highlights the dominance of the major institutions as well as the degree of
government intervention. The value of the capital market, including (mainly government)
bonds, shares, and other investments of financial institutions, stood at NIS 326 billion at the
end of 1995, up by 7 percent compared with 1994 reflecting an increased supply of
government bonds (to finance the higher deficit) and Treasury bills sold by the Bank of Israel.
The Israel capital markets are dominated by the provident, pension, and mutual funds and the
insurance companies, whose total assets amount to approximately two thirds of the entire
market. These institutions enjoy extensive tax benefits as well as different degrees of
government subsidization. Contributions to pension, provident, and life insurance funds are
tax deductible, accumulated profits are tax free, and withdrawals tend to be tax exempt.
Subsidized government bonds are still issued to the pension funds, in contrast to the provident
funds which can no longer invest in such earmarked bonds. Meanwhile, the insurance
companies continue to receive subsidized bonds on accounts opened before 1991. In addition
to the special tax benefits applied to these institutions, various instruments also enjoy certain
tax breaks, e.g., short- and medium-term investments (which typically are nonlinked) such as
Treasury bills and deposits and savings plans are tax exempt.

This section reviews recent developments with the two largest institutional investors,
the pension and provident funds, and the recommendations of the Brodet Committee on
capital market reform.

Pension funds

Approximately 95 percent of all Israeli pension savings are held in pension funds
owned and operated by the Histadrut, covering around 30 percent of the Israeli work force.
Israel’s pension system has long been recognized to be substantially underfunded; including
the subsidy implicit in the issuance of earmarked government bonds to the pension funds, the
total actuarial deficit of the existing pension funds was officially estimated at NIS 120 billion
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as of December 1994, prior to last year’s pension reform.*! As a result of the 1995 reforms,
the existing pension funds are barred to new members, and limits were imposed on the
maximum rate of increase in the pensionable base wage. The introduction of these restrictions,
together with proposed administrative reforms, were estimated to reduce the actuarial deficit
of the existing funds by NIS 30 billion. However, the 1995 reforms did not require any
increase in the level of contributions of existing members, and the accumulated rights of
current members and pensioners were maintained. Moreover, the reforms entail the continued
issuance to the pension funds of government bonds with a guaranteed real rate of return of
5.56 percent per annum.

While the old pension funds are closed to new members, the 1995 reforms required
that new pension funds be set up in an actuarially balanced manner for all new members.
Furthermore, ceilings of up to twice the national average wage were set on the maximum
rights that a member can accrue in a pension fund, and stricter terms for withdrawals were
imposed. However, the new funds are still able to invest up to 70 percent of their assets in
earmarked government bonds with an effective guaranteed rate equal to approximately 5
percent per annum above the CPI. The remaining funds assets are to be invested in the Israel
capital markets but are implicitly guaranteed a 3 percent real rate of return. According to
government estimates, the total cost of the reform plan will amount to some NIS 70 billion,
consisting of approximately NIS 15 billion for pension payments that the pension funds will be
unable to make and another NIS 55 billion covering the subsidy component of the special
government bonds, over an 80-year period. Critics of the reform plan have noted that, apart
from the explicit budgetary cost of the government subsidization of the pension system, by
inducing the pension funds to invest the major share of their capital in government bonds and
thereby directing the majority of the pension savings to the public sector, the development of
the Israeli capital markets will be hampered and the availability of {ong-term funds for other
purposes will be reduced.

As mentioned above, only about one third of the workers in Israel participate in the
pension funds. Government employees are not covered by the regular pension funds but
instead participate in an unfunded government pension plan mandated by law. The actuarial
liabilities of these budgetary pension schemes were estimated at some NIS 105 billion as of
December 31, 1994. In March 1996, an agreement between the Government and the Histadrut
came into force that provides that new government employees will not participate in the
existing budgetary pension schemes but will join the new funded pensions plans, to which the
Government will make contributions on their behalf. According to the authorities, this
agreement will subsequently be revised to also require employee contributions.

*' Approximately 95 percent of all pension funds are invested in guaranteed-rate government
bonds, which between 1992 and 1994 paid an average annual above-market return of around
2.5 percent.



-23-

Provident funds

Provident funds are the largest single institutional investors in Israel, accounting for
approximately 30-40 percent of overall household savings; as of end-1995, total fund assets
amounted to some NIS 106 billion. The overwhelming majority of the funds are managed by
the five largest banks, with the three largest banks-—-Bank Hapoalim, Bank Leumi, and Israel
Discount Bank—running the three largest funds: Gadish, Otsma, and Tamar, respectively.
Contributions to the provident funds, which are encouraged by major tax benefits,
complement or substitute for pension fund savings. Once deposited, funds typically cannot be
withdrawn until the end of the agreed holding period, usually 15 years from the creation of the
account, without paying the usual 35 percent tax on earnings. Until the mid-1980s, the
provident funds invested almost exclusively in earmarked government bonds. However, as a
result of the capital market reform program of 1987, the Government no longer issues
guaranteed-rate bonds to the provident funds, which instead are allowed to invest up to

50 percent of their holdings in financial assets other than government bonds, such as equities.
In 1995, the provident funds held on average 11 percent of their assets in equities, down from
14 percent at the end of 1993,

The change in the portfolio allocation initiated in the mid-1980s implied an increased
exposure of the provident funds to market risk. While the yield on provident funds averaged
about 5 percent in real terms in the early 1990s, yields turned negative in early 1994, primarily
reflecting the downturn in the Israeli stock market; in that year, provident funds recorded an
8 percent loss in real terms. The poor performances of the funds, which continued in 1995 and
the first half of 1996 in July this year, the three largest funds recorded negative returns
ranging from 2.3 percent to 2.8 percent in real terms—have prompted large redemptions,
especially from those deposits that had become “liquid”, i.e., that no longer suffered a tax
penalty on redemption. While net deposits were almost always positive until 1994,
withdrawals have consistently exceeded deposits since 1995, reaching a record NIS 3.5 billion
in September this year for a total of some NIS 11 billion for the first nine months of 1996, As
much as NIS 40 billion will become “liquid” and could potentially be withdrawn over the next
year. According to official estimates, a large portion of the amounts redeemed from the
provident funds have been invested in high-interest savings accounts, which were yielding
close to 6 percent in real terms following the Bank of Israel’s 1.5 point June rate hike; in the
first nine months of 1996, net deposits in savings plans amounted to NIS 5.2 billion.

In order to finance last years’ large and growing redemptions, provident funds were
forced to liquidate part of their equity and long-term bond holdings, which in turn depressed
equity and bond prices and further exacerbated the situation.” This summer, the Government
and Bank of Israel therefore announced that they would develop a “safety net,” with the Bank

*2 As only 10-20 percent of a typical company’s capitalization is available for trading at the
TASE, with the remaining shares being held by the principals, interested parties, or long-term
institutional investors, even limited transactions can have significant effects on stock prices.
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promising to buy up to NIS 15 billion worth of government bonds to support the market; in
the event, the Bank only ended up buying some NIS 500 million worth of bonds in market
support in July and another NIS 650 million in August. Meanwhile, the Knesset approved a
Ministry of Finance proposal to increase the amount of short-term bills that the central bank
can issue in order to absorb the liquidity resulting from the support interventions. The
situation subsequently stabilized, with most funds reporting positive returns averaging

2 percent in real terms for September this year, and net redemptions declining to

NIS 1.1 billion in October.

Committee on capital market reform

In the wake of last summer’s provident fund and bond market “crisis,” a committee,
chaired by Mr. Brodet, was established to consider structural reforms of the Israeli capital
markets. [n particular, the Committee was to examine the desired structure of savings
mechanisms; incentives for and taxation of savings; coordination of legislative, regulatory, and
supervisory activities relating to the financial markets; and the functioning of policy tools in
the credit, equity, and foreign exchange markets. The recommendations, which were
presented in mid-September, listed five major structural problems of the Israeli capital
markets: absence of long-term institutional investors; high degree of centralization, tax
discrimination between investors and various savings instruments; lack of regulation of
financial players, and a relative limited supply of stocks. The proposals centered around the
goals of encouraging long-term (retirement) savings at the expense of more short-term
investments; attracting more investments into the capital markets; and making more funds
available for mortgage lending,

Tables 6a and 6b summarize the Committee’s main proposals, both regarding changes
in the tax structure as well as more structural capital market reforms. In order to promote
long-term savings, the Committee proposed to introduce tax exemptions for savings of at least
10-year maturity, while short- and medium-term savings would be taxed at rates ranging from
5 percent to 10 percent. The Committee also suggested a reduction in the tax on interest
income from (tradable) bond investments and in the tax on dividend income, as well as a
reduction in the tax on income from foreign securities. In order to stimulate the development
of the Israeli long-term capital markets, the Committee proposed a reduction in the amount of
bonds with a government-guaranteed (above market) rate of return that the pension funds can
buy. According to the Ministry of Finance, this change alone would bring NIS 54 million into
the capital markets by 1997 and almost NIS 10 billion by 2010, thereby increasing the
availability of long-term capital. Another important proposal is to raise the wage ceiling for
which deposits to pension funds, provident funds, and life insurance plans are eligible for tax -
benefits to twice the average monthly salary (this would presently amount to NIS 10,300) as a
means to encourage retirement savings. New provident, pension, and life insurance plans
would have to be created to comply with the new guidelines, while existing plans would not
be asked to change their current provisions. Similarly, the proposed tax changes would have
no impact on existing savings plans, but all changes would relate to new plans only.
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While the Committee’s recommendations generally were received as welcome first
steps in the right direction, in particular as to proposals to promote retirement savings and
stock market investments, some critics have opposed the proposition to tax short-term savings
in a time when, they argue, Israel above all needs to promote domestic savings. Also the
Histadrut has criticized the proposals to reduce the amounts available for pension funds to
invest in guaranteed-rate bonds.

The recommendations were proposed to take effect at the start of 1997, taking into
account that any changes dealing with the tax structure would require parliamentary
legislation. However, in mid-October, the Government voted to adopt only part of the
recommendations, while all decisions related to savings, including the politically sensitive tax
on short-term savings as well as pension fund reform, were postponed for later. A new
compromise proposal on these issues is to be presented to the Government béfore the end of
the year, which may reduce the recommended tax on the nominal interest of nonlinked savings
from 5 percent to 3.5 percent. Also, the new proposal may suggest that the tax on short-term
savings only be levied on savings of up to five years instead of ten years as was originally
proposed.

D. Exchange and Trade Liberalization

Since 1985, the Government’s extensive system of foreign exchange controls has been
gradually eased and restrictions applying to the business sector have largely been eliminated.
As part of its declared policy of attaining full currency convertibility, Israel accepted the
obligations of the Fund’s Articie VIII in 1993 In another important step toward full
convertibility of the new Israeli shekel, the Bank of Israel in 1994 authorized banks to operate
continuous bilateral currency trading at variable rates, and later that year, limits on direct
investments abroad by Israeli companies were eliminated. In addition, regulations on portfolio
investments abroad by Israeli companies and institutional investors have been eased.

As part of the liberalization of foreign exchange controls, reserve requirements on
domestic foreign-currency deposits were reduced in January 1995 to 6 percent for current
deposits, 3 percent for time deposits with a maturity of up to one year, and zero for time
deposits with longer maturities. Furthermore, the reserve requirement on foreign currency
deposits consisting of restitution payments received by Israeli residents have been gradually
lowered from 90 percent in November 1991 to 18 percent on May 31, 1996, These reserve
requirements are to continue to be lowered until they reach the level of domestic foreign-
currency deposits.

Israel is a signatory to the 1947 and 1994 General Agreements on Tariffs and Trade,
and is a founding member of the World Trade Organization. Israel has also concluded free
trade area agreements with its major trading partners covering over two thirds of imports, and
is the only nation to have concluded free trade agreements with both the United States and the
European Union. Israel also has a free trade agreement with the European Free Trade
Association, and similar agreements were recently concluded with the Czech and Slovak
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Republics. Meanwhile, negotiations of such agreements are currently under way with
Hungary, Poland, and Slovenia, and Israel also recently expressed interest in discussing a free
trade agreemerit with India.

In September 1991, a process of trade liberalizing with “third countries”, i.e., countries
with which Israel does not have free trade agreements, was initiated. The principal features of
the Government’s trade liberalization policy included the elimination of certain compulsory
licensing requirements designed to protect local producers (except for agriculture); the review
by the Government of other licensing requirements with a view to eliminating those imposed
for protection purposes; and the replacement of administrative and other non-tariff barriers to
trade with tariffs, which are being reduced over time. As of September this year, the last stage
of this five-year trade liberalization program came into effect, implying that tariffs on most
industrial products have been lowered to 8 percent on raw materials and 12 percent on
finished and intermediate goods, down from at least 25 percent at the time the trade
liberalization program was introduced. However, the tanff reduction process for certain
products which are considered to be more sensitive to competition, such as wood products,
ceramics, footwear, cables, fertilizers, textiles and clothing, and some steel products will not
be concluded until later.> The trade liberalization program also provided for assistance to
certain enterprises that would be particularly hurt by the implementation of the measures.

However, notwithstanding the recent trade liberalization, a number of trade
restrictions remain, including restrictions on agricultural imports, quotas, licensing restrictions,
as well as outright prohibitions against imports of certain goods.* Israel also imposes two
forms of protection for locally produced goods: one pre-duty fee applied to the c.i.f. value of
the imported good to raise the value of the product to an “acceptable” level for customs
valuation, and a post-duty fee which is applied after the imposition of an import duty but
before any assessment of purchase taxes. Israel also maintains product standards which in
certain instances favor local producers.® The Ministry of Trade and Industry is currently in
the process of revising the standards law to limit the Goverament’s authority to set
compulsory standards for products sold in Israel for certain purposes, such as safety, public
health, and environmental protection, and to prevent any potential use of this authority for
protectionist purposes.

* Tariffs on most products, except for tariffs on certain remaining steel products (which will
be lowered by September next year) and tariffs on textiles and clothing (which will be reduced
by September 2000} will be lowered by September 1998.

* This includes a ban on imports of non-kosher meat introduced at the end of 1994,

** In addition, Israel charges importers 1.5 percent of the c¢.i.f. value of imports for the use of
Israeli ports and stevedores.
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E. Other Government Intervention: Investment Subsidies and Price Controls

The Israeli Government spends large amounts on direct and indirect subsidies to
industry under the Capital Investment Encouragement Law of 1953. The Law, which has been
amended several times over the years, includes a number of “economic incentives” aimed at
attracting local and foreign investment, including subsidized long-term loans, direct
investment grants, research and development financing, and tax relief and rebates. The level of
subsidies to the business sector peaked at around 15 percent of GDP in the early 1980s, but
has subsequently been gradually reduced. In particular, the direct investment grants were
reduced last year from 38 percent of the investment to 34 percent in class A development
zones (which designate the most remote regions of the country), and from 20 percent to
17 percent in class B zones (which designate the peripheral regions). Pending approval of the
Knesset, the new Government plans to amend the law and further reduce the rates of cash
grants in Region A to 20 percent and in Region B to 10 percent.

A number of retail prices, constituting some 18 percent of the consumer price index,
still remain under the control of the Government (Table 7). These prices are either set directly
by the Government, such as education fees, municipal taxes, utilities, and communications and
transportation fees, or are subject to government supervision, requiring approval before they
can be increased, such as certain food stuffs, school books, and medicines.

F. L_abor Market Reform

Structural changes in the wage bargaining process since the late 1980s have
contributed to increased wage flexibility in the private sector and “de-linking” between private
and public sector wage developments. Historically, private sector wage negotiations were
performed on the national, branch, and workplace levels. Branch level negotiations started to
dimimsh in importance in the late 1970s and since the late 1980s, national level negotiations
have also become more limited in scope and now only define the common framework and
rules by with each separate business subsequently negotiates its wage contract. National level
negotiations now primarily focus on the cost-of-ltving adjustment (COLA), overtime
compensation, and conflict resolution. The COLA has also been reduced, and now only partly
compensates for inflation. The COLA negotiated in the private sector in turn becomes
normative (binding) for the public sector. With a smaller share of the wage bill negotiated at
the national level, firms have obtained more degrees of freedom in wage bargaining at the
local level and, consequently, have become more able to negotiate wage settlements in
accordance with their ability to pay. Furthermore, the increase in labor supply resulting from
the massive immigration from the former Soviet Union since the early 1990s and the decision
not to absorb immigrants through public sector employment have contributed to the greater
degree of labor market flexibility.



- 28 -

G. Land Reform

National ownership of land has remained of significant importance ever since the
creation of the State of Israel. Following an agreement between the State of Israel and the
Jewish National Fund, the Israel Lands Administration (ILLA) was established in 1961 to
administer the usage of land, including planning and development activities, The ILA controls
approximately 93 percent of the land of Israel (the remaining 7 percent is mostly located in
urban areas). According to one of Israel’s basic (constitutional-type) laws, land is not to be
sold and usage of land is instead granted through long-term leasing contracts, such as 49-year
contracts (corresponding to up to two generations) for residential purposes; 10-15 year
contracts for forested land; and 2-3 year contracts for agricultural land.*

Following the massive immigration from the former Soviet Union, residential demand
for land rose sharply in the 1990s. While most of the land suitable for dwelling purposes was
under the control of the Kibbutzim and the Moshavim by the early 1990s, by 1994 the
majority of this land had been transferred to the ILA.*” The ILA subsequently initiated a
process to deregulate and “privatize” its activities, and since 1994, the ILA has to an
increasing extent begun to contract out many of its services. Contracts to lease, plan, and
develop land for residential purposes are offered through public tenders, resulting in currently
more than 400 projects being launched outside the Administration. The contractors are
responsible for the entire dwelling process, including negotiations with the local authorities
and obtaining statutory approval The ILA has also increased its efforts to file zoning plans
and “intensify” the usage of land, resulting'in a substantial increase in the supply of residential
land in the last years. Up to one million dwelling units currently exist on ILA land, and another
500,000 units are expected to be “marketed” in the next ten years; in 1995 alone,

46,000 housing units became available.

While land cannot be owned, strictly speaking, the “property rights” of the
leaseholders have been enhanced in recent years. Last year, a committee consisting of
academics, lawyers, and public sector officials was appointed to examine the procedures and
modes of operation of the ILA. Among the Committee’s recommendations was a proposal to,
in the absence of a real land privatization, privatize the “usage of land” by offering residential
leaseholders up to four consecutive spells of 49-year leasing contracts, i.e., land ownership for
all practical purposes. The frequency of lease installments has also been revised. Traditionally,
leaseholders could only pay their lease in annual installments; however, since 1991-92, the

* Land allocated to the Kibbutzim is, for example, leased on 3-year contracts within a 49-year
framework.

37 The Kibbutzim and Moshavim were initially offered “generous™ contracts to promote the
planning and developing of residential land. However, due to a mixture of lack of interest and
internal disputes, there was only limited progress, inducing the ILA to make use of its legal
right to confiscate the land.
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entire 49-year term must be paid in one single installment.*® By paying the entire lease at once,
the leaseholder not only avoids the risk of a price increase over the term of the lease, but it has
also implied an increased flexibility regarding decisions concerning house amendments and
renovations.

** Mortgages are available for such lease installments.
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Table 1. Privatization and Raising of Capital from the Public by
Issuance of Shares and Convertible Securities 1995-August 1996

(In millions of U.S. dollars)

Percentage

Total Percentage Held by the

Company Capital Sold State after
Raised Sale

1995:
Housing and Development 288.0 100 0
Israel Chemicals 231.0 25 48
Israel Shipyards 14.0 100 0
Total 533.0
January-August 1996:
Lapidoth 8.6 51 0
Tahal 12.9 100 0
Israel Discount Bank 160.0 16 71
Naptha 16.2 44 0

Total 197.7

Source: Government Companies Authority.
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Table 3. The Largest Government Companies as of December 31, 1995

(In millions of U.S. dollars)

Percentage
Direct and
Indirect
Government
Total Assets Total Revenues Ownership
The Israel Electric Corporation 8,651 2,452 100
Bezeq - The Israel Telecommunication
Corporation 4370 2,283 77
Israel Chemicals 2,614 1,387 48
Mekorot - Water Corporation 1,861 427 100
Israel Aircraft Industries 1,599 1,394 100
Oil Refineries 1,218 1.909 74
El-Al Israel Airlines 1,072 1,235 100
Israe]l Military Industries 494 440 100

Source: Govermiment Companies Authority.
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Table 4. Privatization of Banks and Raising of Capital from the Public by Issuance of Shares
and Convertible Securities

(In millions of U.S. dollars)

Percentage
Total held by the
Capital Percentage State after
Bank Date Raised Sold Sale
1.D.B. Hoidings Oct. 1991 2297 25 42
Israel General Bank Jul. 1992 15.6 25 0
LD.B. Holdings Nov. 1992 3493 42 0
Union Bank May 1993 49.6 35 23
Bank Hapoalim May 1993 244.5 16 R0
Bank Leumi Aug. 1993 2754 IS5 80
Bank Hapoalim Nov. 1993 121.8 6 74
United Mizrahi Bank Nov. 1994 110.01/ 51 46
Israel Discount Bank Mar. 1996 160.02/ 16 71

Total 1,5559

Source: Government Companies Authority.

1/ The purchasers of the controlling interest of United Mizrahi Bank (26 percent of its capital) were granted an
option lo purchase a further 25 percent on the basis of the market value (100%) of the bank, amounting to $423
million, plus linkage to the CP1 and interest at the rate of 3 percent. The proceeds due to arise upon the exercise of the
warrant are not included here.

2/ The immediate revenue amounts to $80 million. Another $%0 million in revenue is expected upon the exercise of
the purchase warrants in Isracl Discount Bank.
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Table 5. The Israeli Capital Market 1995

Indexed Other Assets
Tradable Earmarked  Treasury Held by
Total Shares 1/ Bonds 2/ Bonds Bills 2/ Institutions
End-of-period balances

(in NIS biltion}

Institutions
Provident funds 105.9 11.4 50.0 [2.1 1.3 310
Pension funds G659 0.0 0.0 621 0.0 38
Life insurance 31.0 04 27 213 6.6
Mutual funds 3/ 14.7 6.5 6.8 ‘ 0.8 06

Households and firms 56.7 29.8 21.7 5.2

Nonresidents 15.1 14.4 06 o1 0.0

Banks 37.1 30.7 6.4

Total 326.5 62.6 112.6 95.5 13.8 41.9

Real change from 1994

{in percent)

Institutions -4.7 -7.6 88 -31.6 17.0 237
Provident funds 6.7 419 69.7 7.9 99
Pension funds i1.4 279 229 4.2 353
Life insurance =233 -24.6 -26.5 584 22,0
Mutual funds

17.9 4.0 318 76.6

Households and firms 59.5 56.6 2525 98.2 -04.9

Nonresidents 40.3 32.1 98.7

Banks

7.4 57 6.0 0.2 76.3 20.1

Total

Real change in price -0.3 1.0 -1.5

(in percent)

Change in quantity 7.7 46 7.6 -0.2 76.3 201

(in percent)

Source: Bank of [srael.

1/ Excluding double counting and government-owned quoted companies.
2/ Excluding securities held by the Bank of Israel.
3/ Adjusted for provident funds® and nonresidents’ holdings in mutual funds.
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Table Ga. Recommendations of the Brodet Committee on Capital Market Reform

Proposed Tax Changes
Instrument Currently Proposed
Short-term savings, up to Non-linked: 5 percent tax on interest income 1/
ten years No taxes Linked: 10 percent tax on interest income
Long-term savings, ten years
and longer . Generally taxed 2/ Tax exempt
Bond investments (tradables) 3/ 35 percent on interest income 10 percent
Dividend income from
shares traded at TASE 25 percent tax 15 percent tax
Income from foreign 25 percent tax immediately
securilies 35 percent tax 20 percent tax one year later

1/ The Committee also proposed that subject to appropriate arrangements by the banks, non-linked savings would
be divided inte savings of up to three months, which would continue to be taxed on the nominal interest, and savings
longer than three months, which would be taxed as linked savings at a rate of 10 percent on the interest, 1.€., the
acquisition cost would be adjusted according to the consumer price index. The real interest rate would be computed
by the banks at the time of withdrawal.

2/ Income from provident funds is, for example, tax exernpt, if kept until the end of the agreed holding penod.

3/In order to stimulate activity in tradable bonds, it was proposed that the 35 percent tax on interest income from
nontradable bonds would be left unchanged.
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Table 6b. Recommendations of the Brodet Commitiee on Capital Market Reform

Other Proposals

Pension Funds

Provident Funds

Retirement Savings

Investments in Foreign
Securitics

Mortgage Market .

Securities Trading

Privatization

Bank of Israel Money
Market Operations

Economic Affairs Court

Reduce the amount of bonds with a guaranteed rate of return that the pension funds can buy
from contributions from wages of up lo twice the average salary to a ceiling of one time the
average salary,

Redemptions will be tax-exempt only if funds are held until retirement age, not after 15 years
as is currently the case.

Allow investments in IRA-type provident and pension funds and raise the wage ceiling for
which deposits are eligible for tax benefits of 25 or 30 percent to twice the average salary from
the corrent “eligible income™ in order to encourage more retirement savings.

Increase the amount institutional investors can invest in foreign securities from the current 2
percent of total assets lo 5 percent over three years.

Promote the establishment of a secondary mortgage market 4 la Fannie Mae and Freddie Mac.

Reinforce and strengthen control elements in securities trading and set up an accounting
standards board.

The privatization of government corporations and banks should be expedited and the previous
proposal to distribute share options to the public should be remntroduced. Also, the legislation
of the Companies Law should be expedited.

Abolish short-term {(Makam) debt instruments and instead allow the Bank of Israel to operate
in the money market in the same way as is done in other industrialized countries,

The Ministry of Justice and the Supreme Court Chief Justice should explore the possibility of
setting up an economic affairs court to judge economic offences.
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Table 7. Regulated Prices in the Consumer Price Index

(as of August 1996)

Weight Weight
{out of [000) {out of [000)
A. Controlled prices B. Prices under supervision
Public bus transportation 14.7 Flour 1.5
Meat 7.8 Margarine - 0.8
Municipal taxes 200 Yoghurt 5.7
Electricity (for domestic use) 184 Bread 9.0
Water (for domestic usc) 8.6 Milk 7.6
Education fees 22.7 Cream il
Sick Fund services R.1 Butter 0.5
Train and domestic flight tickets 03 Cheese 9.8
Phone services 203 Refrigerators 50
Mail services 0.5 School books 4.4
Total 121.4 Medicines 42
Gas (for domestic use) 3.2
(il and fuel (for domestic use) 0.4
Taxi rides 3.4
Total 56.6

Source: Bank of Israel.
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III. Current Account Sustainability in Israel *°

The topic of current account sustamability has been long debated among economists, but
little consensus has been reached on how to analyze the issue using a formal methodology. In
addition to technical difficulties, opinions diverge as to what constitutes an unsustainable
current account. Indeed a vast literature is devoted to explaining—ex post—the causes of
balance of payments crises, but few studies have attempted to predict a crisis. Lack of
confidence in the predictive power of formal economic models is understandable: evidence
shows that some countries have maintained current account deficits in excess of 5 percent of
GDP (a level many economists believe to be alarming) for extended periods without
encountering serious difficulties.

This paper presents a study of external sector developments in Israel and the
sustamnability of the current account deficit along two lines: (1) a theoretical analysis of some of
the causes that have led to a widening external deficit and (2) an assessment of the risks that the
current situation poses. The paper is divided into four sections; the first describing the impact of
immigration from the former Soviet Union; the second developing a simple consumption-
smoothing model and using it to examine the Israeli experience; the third examining the
dynamics of a number of sustainability indicators that have recently been discussed in the
literature and comparing them with analogous figures from other countries; and, the fourth
summarizing the major points.

A. An Overview of the Israeli Economy and its Transformation in the 1990s

In late 1989 a wave of Jewish immigrants began to arrive in Israel, mainly from the
former Soviet Union: about 750,000 individuals have arrived over the past 6 years and the flow
is expected to continue at a rate of about 70,000 per year. The total population increased over
this period on average by 3.5 percent per year, from 4.52 million in 1989 to 5.54 million in
1995. This massive inflow caused not only an extraordinary demand push, but radically
transformed the economy.

Average annual GDP growth jumped up from 3.5 percent during the 1980s, to over
6 percent during 1990-95. The expansion was fueled mainly by investment which grew at an
annual average rate of 16.2 percent over the period 1990-95, compared to 0.1 percent during
the 1980s. Private consumption was also stimulated by demand coming from the new
immigrants; over the 1980s private consumption had increased on average by 5 percent a year
while in the last 6 years this rate was 7.1 percent.

The immigrant absorption program, although exacting a large amount of resources, did
not itself put undue strain on the fiscal position: indeed although the domestic budget deficit
increased from 3.2 percent of GDP in 1989 to 5.3 percent in 1991, it decreased steadily to

* Prepared by Fabio Scacciavillani,
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2.0 percent of GDP in 1994, thanks in part to strict controls on budget execution. However,
starting in that year large wage increases were granted to civil servants while revenues were
underestimated in both 1995 and 1996. In 1995, the domestic budget deficit reached 3.3 percent
of GDP against a 2.75 percent target. Likewise in 1996, the domestic budget is expected to be
above 4 percent of GDP, instead of the targeted 2.5 percent.

Perhaps most significantly, unemployment, which peaked at over 11 percent in 1992,
was absorbed quickiy, so that the rate now stands at around 6.2 percent, while the number of
employed has increased from less than 1.5 million in 1989 to almost 2.0 million in mid-1996.
More than 60 percent of the new jobs have been created in the business sector.

In the context of these developments, the current account position relative to national
income deteriorated from 0.3 percent in 1992 to -4.2 percent in 1995 (Table 1).

B. A Model of the Current Account Applied to Israel

In Israel the current balance of payments deficit stems from a combination of several
ingredients. One factor frequently cited is the surge in investment and consumption stemming
from the need to provide the new immigrants with an adequate level of both human and non-
human capital and cater to their necessities. In addition, however, there are several other
explanations: the increase in government spending in the last three years; the effects of a long-
term trade liberalization program exposing domestic producers to international competition; the
opportunities created by the peace process in terms of access to new markets and foreign
investors’ interest; a real effective appreciation of the shekel caused by high domestic interest
rates; and a worsening of the terms of trade over the last two years.

This section focuses on the first element by developing a formal model to investigate
current account developments and then examines how the stylized facts of the recent Israeli
experience compare with its qualitative predictions.

The consumption smoothing approach: a basic formulation

A formal model that could explain all the factors influencing the current account balance,
their interactions and their relative importance would be extremely complex. For this reason
economic theory has focused on specific elements that can provide an insight about particular
stylized facts or episodes. Economists in recent years have developed a framework, usually
referred to as the consumption smoothing approach, to investigate—among other
issues—current account sustainability. The advantage of this framework can be found in its
solid microeconomic foundations and in its versatility to incorporate a wide array of features,
while its main drawback consists of the difficulty in testing its predictions statistically, unless
rather strong—and to some extent arbitrary—assumptions are made. In this section a simple
consumption smoothing madel is presented which appears to fit the Israeli experience. Because
of limitations in the data, and to avoid the imposition of arbitrary assumptions, no attempt is
made to estimate the model.
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The starting point is an identity linking changes in net foreign liabilities to the
investment-savings gap

CAr = Arfl_Ar = rtAr"'Ya_C.r_Gr']r (1)

where: A, are net foreign liabilities at time t; r, is the real interest rate between time t-1 and t;
Y, is GDP; C, is consumption; G, is public expenditure; I, is investment, and CA, is the current
account balance.

By iterating identity (1) over an infinite period one obtains

(+rpA, = 3R (C+G +-Y)+iim R A,
s=f E b

where R,, is the market discount factor at time t for consumption at future date s, defined as

1
R, = p

H (1+r)

v=f+l

The assumption that foreign lenders will not finance a growing debt indefinitely can be
formalized by imposing a transversality condition
lim R A, = 0

Eeeon

s0 that the intertemporal budget constraint of the economy can be written as

Y RUCAG) = (1+r)A ) R, Y, (1.2)

It must be noted that the transversality condition is rather weak and in reality a large
external debt might create problems even if the transversality condition is satisfied. In this
regard economists make a distinction between the notions of solvency, unsustainability and
illiquidity. A country 1s solvent if the intertemporal budget constraint is not violated, a condition
weak enough to accomodate a wide range of current account patterns, but virtually untestable
in practice. Sustainability describes a situation that does not require a sharp shift in the current
policy stance in order to prevent a crisis. Finally, illiquidity is defined as the impossibility of
servicing the external debt for an extended period. The present section is devoted to an analysis
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of the effects of immigration on Israel’s external borrowing needs and therefore its
intertemporal solvency, while the next section focuses on the more general sustainability
probiem. '

The solution to a representative consumer’s intertemporal utility maximization problem
subject to the constraint (1a) allows the current account balance to be described by the
following equation®’

CA, = (r,-F)A +(Y,~ Y) (G, G) {, 1){ ](r‘AﬁY (J I) 2)

(BiRy

where a tilde indicates the permanent level of a variable*'.

Equation (2), in essence states that the current account balance is influenced by two
factors: on one hand are the deviations of the key variables from their “permanent” levels, on
the other the discrepancy between the world market discount rate R and residents’ rate of
intertemporal preference B, in other words their “impatience” relative to the international
interest rate. It is argued below that in the case of Israel the immigration likely produced a
sizable effect on both factors.

* Formally, a representative consumer, with rate of intertemporal preference f and elasticity
of substitution o, maximizes a time separable utility function of the form

=l

{]f = ZBS-’;T

5=t l1-o

*! The permanent level of a variable is defined as the infinite sum of its discounted future
stream. For example permanent output is

i Rr,sYs
_ 5=t

Y- = B
LR,
s=1

!
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A change in intertemporal preferences. When residents are more impatient than the
rest of the world, they are willing to borrow because P is lower than the future world interest
rates, so

)

=, o
At

Substitufing condition (3) into equation (2), it can be seen that the country will tend to have a
higher current account deficit (or lower surplus).

The flow of new immigrants into Israel likely changed the parameter [, in the sense of
increasing the impatience, because the new comers brought virtually no assets with them and
therefore had to be supplied all essentials until they could be productive. As well, the sense of
increased security at the onset of the peace process could have induced the public to be more
confident in the future. :

Shifts in the permanent levels of the variables. The immigration wave was a
unexpected phenomenon, which can be modeled as a one time jump in the permanent level of
the variables due to a change in economic fundamentals. Indicating by ¥, and I, the new
permanent levels after the immigration, where ¥, > ¥, and I, >1,, one can argue that Y, - Y,
would be negative, while I, - I, would be positive until the capital stock is fully adjusted to the
increase in the quantity and quality of the new labor force, a process that will take several years
to complete, During this time the current account balance would be subject to downward
pressures. The permanent level of public expenditures was likely pushed up by the immigration
inflow, so G, > G, , but the sign of G, - G, is unclear. Thus in the present framework, the
immigration itself would not have caused a deterioration in the current account deficit through
the channel of higher government spending unless the Government made an explicit decision to
move current spending above its “permanent level”. In any case, it is clear that in this
framework an expansionary fiscal policy, defined as G, > G,, would lead to such a
deterioration.

Investment and consumption: some extensions of the model

Production function. Equation {2) neglects the interrelations between the variables on
the right hand side. To understand the relationships between investment, the capital stock,
output and the current account the model can be extended to incorporate a production function
with capital installation costs. Assuming that the technology can be represented by a
homogenous and concave production function Y = 0 F(K,L), where K indicates capital, L labor
and O total factor productivity, the economy can be modeled as a firm maximizing an
intertemporal discounted profit function
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e a]2
RIOFK.LY-wlL -] -——= 4
§ f,s] f ( 5 .t) .VLS 5 2K€ ( )

where w denotes the real wage and the term al /2K, represents the fixed cost of installing new
capital. The solution to the intertemporal constrained maximization problem of adjusting the

* capital stock to the post immigration level of employment L yields an equation for the current
account in the form

_ al’ = 5= _ all
ca, = lork - | | erk [)-—=
2K, | 1+r's U L+r tTO2K )
-] 0 s=teg -]
_ ql Kr_ 14 Z l js K‘_
a Voris A 1+r a
where q, can be interpreted as the shadow cost of capital, also known as Tobin’s q.
By noticing that the term
by = ORKL) L )
Ny = O ey
! 2K,
represents net output, and that profit maximization requires
¢,
=9 g )
a
equation (5) can be simplified as
CAr = [YN,rmfN.:]_[]r_ir] (8)

Equation (5), or its simpler version (8)-—abstracting from public expenditure-—is
analogous to equatton (2), but shows more clearly the links between capital and output. The
jump in the labor force to the new level L produces an increase in the stream of K, (to the
indefinite fiture) which has a twofold negative effect on the current account balance: first it
raises permanent net output, so that until current net output fully adjusts, the first term in the
right hand side of equation (8) is negative. Second because investment at time t must climb up
above its permanent level, the second (negative) term in equation (8) increases. Moreover the
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shadow cost of capital q, grows more than proportionally to the ratio I,,,/K,,, , amplifying the
effect on investment. In other words, the higher cost of installing the new capital puts additional
pressure on the current account.

Consumption and savings. Table 1 displays the changes in the savings rate, investment
and current account in Israel as a percentage of disposable income. Since 1991 private savings
have declined in conjunction with the deterioration of the current account, while investment has
remained relattvely constant after an initial jump in 1991,

How can this be explained in terms of the model presented here? For the sake of
simplicity assume that 1+r is fixed and equal to 1/B, thereby omitting the “impatience” element,
it can be shown that the current account is

CA, = WL, wL)-(G,-G)-I, e

By taking I, to the left hand side one can write equation (9) in terms of savings S,

S = wL-wL}-G,-G) (10)

Equations (9) and (10), in addition to the role of public expenditures already delineated
in equation (2), highlight the role of wages, productivity and employment on the current
account.

In this framework the absorption of the new immigrants can affect the current account
for two reasons. First because L, is initially below its post-immigration level (although now that
the unemployment rate is approaching its lowest level in many years this effect should dissipate).
Second, because real wages in the private sector have been constant during the 1990s, reflecting
a more flexible labor market (the immigrants were not unionized and willing to accept a lower
wage) and sluggish productivity gains (because of lags in the adjustment of the capital/labor
ratio).

So far it has been shown that in a simple consumption-smoothing model, the increased
immigration into Israel could have led to a deterioration in the current account because of
increased demand for consumer goods as well as higher demand for the investment goods
needed to increase the capital stock up to its new equilibrium level. How do these predictions of
the model compare with the Israeli experience? Consumer goods imports grew by 179 percent
over the period 1989-95 (Table 2). At the same time, imports of production goods (excluding
diamonds) rose by 115 percent and investment goods by 300 percent. However, in spite of the
high rate of investment during these years {Table 1), the capital/GDP ratio in the business sector
fell from an average of 2 in 1986-89 to 1.75 in 1995. Thus the stylized facts of the Israeli
experience would seem to match the predictions of the simple model developed here.
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Clearly there are many important factors that have influenced recent current account
developments in Israel beyond the wave of immigration. The role of fiscal policy has only been
briefly touched ori in the above analysis. As well, movements in the real eflective exchange rate
and the terms of trade certainly also played a role but these effects are beyond the scope of this

paper.
C. Sustainability Indicators

Having examined some of the factors behind the deterioration of the current account
balance, attention will now be turned to the risks that such a situation might entail. This section
pursues two main lines of analysis: a historic perspective and a comparison with other countries.

Israel’s external debt dynamics can be described by rearranging (1) as follows:

1
Jide = ’bﬁmﬂq(’}‘%“%—‘lref) (11)

where the rate of GDP growth i1s denoted by v, , the ratio of net external liabilities to GDP by
f, . the rate of real appreciation of the domestic currency by €,, and the ratio of trade deficit to
GDP by tb, .

Equation (11) states that the growth in the ratio of net foreign liabilities to GDP is
driven by the increase in the trade deficit as a percent of GDP and the burden of the previous
period’s external debt. The latter moves inversely to the growth rate increase and the exchange
rate, but one should note that, as an appreciation of the exchange rate is likely to affect the trade
deficit, the overall effect of €, on the growth of f; is ambiguous.

Equation (11) can help to explain how the Israeli economy in the past has absorbed a
surge in the external deficit due to mass immigration. Between 1949 and 1952 the Jewish
population of the State of Israel doubled from 0.76 miilion to 1.45 million. During that period
the current account deficit swelled from US$ 220 million to US$ 306 million and the import
surplus that in 1950 amounted to 25 percent of GDP rose to almost 29 percent of GDP in 1952,
As the flow of immigrants stabilized at a relatively high rate (the population of 1srael reached
2.6 million in 1965) the import surplus as a percent of GDP declined to a low of 18 percent in
1960, to raise again towards 20 percent in 1965. Despite this unusually high use of external
resources, Israel did not experience any current account crisis thanks to remarkably strong
growth: between 1950 and 1965, GDP grew at an annual average rate of 11.4 percent
(6.3 percent in per capita terms).

In reality, the sustainability of current account must be analyzed in a broader context
than the simple model examined here. In two papers Milesi-Ferretti and Razin (1996a,b)
examine episodes of large external imbalances in a number of economies, three of which
(Chile 1981, Mexico 1981, and Mexico 1994) led to a balance of payments crisis, i.e., a large
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devaluation accompanied by a renegotiation of the external debt. Table 3 reproduces the results
by Milesi-Ferretti and Razin summarizing data on variables they identify as critical for the
sustainability of the current account position. Although it is difficult to pinpoint the elements
that unequivocally signal an impending emergency, one observes that balance of payments crises
occurred when the current account deficit was higher than 5 percent of GDP, the exchange rate
was overvalued, and the ratios of both exports* and investments to GDP were low.

Even if Table 3 might not provide a formal framework to predict the timing of a crisis,
it, nevertheless, indicates quite clearly what kind of action is required to avoid one. All countries
in the sample that averted a crisis implemented a major fiscal consolidation. In most cases this
led to a downward correction in the level of the real exchange rate which produced an export
boom. Despite the fiscal contraction and a lower investment share, GDP growth in the post-
adjustment period picked up vigorously. This contrasts sharply with the three episodes where a
balance of payments crisis developed and where growth was undermined by the fiscal
contraction to the extent that negative growth rates prevailed afterwards.

Table 4 presents indicators for Israel over the last six years. The data in general do not
seem to suggest that a crisis is looming: although the current account has reached a high level,
Table 2 shows that the bulk of imports are production inputs or investment goods while the
share of consumer goods—although increasing rapidly, especially in the first three quarters of
1996—remains relatively low.

The official data on net external liabilities do not raise significant concerns, since net
debt as a percentage of GDP is shrinking, as are debt service indicators.*' Moreover, figures on
debt maturity provided by the authorities (not reported here) show that short term liabilities are
relatively small. Public sector liabilities, which represent 77 percent of total liabilities, are all
medium and long term. Even when the private sector and banking sector debts are added, long
term liabilities constitute 75 percent of the total. The Bank of Israel forecasts that debt
amortization during 1997-2000 will entail annual payments in the order of US$ 2-2.5 billion, a
relatively low amount considering the size of the Bank of Israel’s foreign currency reserves
(some USS$ 10 billion at end-September 1996).

“ For a small economy it is critical to have a large enough export base for two reasons:
obviously in order to generate foreign currency proceeds necessary to service the debt, but
more importantly to ensure that even if the domestic demand falls after an adjustment, externat
demand will prevent a large contraction in activity. In Israel, for example, exports grew from
3 percent of GDP in 1950 to about 22 percent in 1965.

“ 1t should be noted, however, that it is difficult to completely reconcile changes in the stock
of net external liabilities with the movements in the capital account. This suggests that some
degree of caution should be exercised in using these statistics.
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However, despite the generally favorable outlook some risks do exist. A reversal of the
recent real appreciation of the shekel would cause the debt indicators to worsen and some
borrowers could experience liquidity problems even if there were no real issue of soilvency.
Second, loan guarantees from the US Government will expire in 1998. Although Israel has so
far been able to borrow at quite favorable spreads even without the guarantees, there is no
assurance this will continue. Finally, so far Israel has received large unilateral transfers,
particularly from the United States. Nothing can be said about the outlook for the continuation
of these flows with any certainty.

D. Conclusions

This paper has presented a simple model which can be used to investigate the effect of
the large wave of immigration on the Israeli current account. The model suggests that both
consumption and investment would have increased due to the immigration; both factors tending
to worsen the current account. The stylized facts of the Israeli experience are consistent with
the model’s predictions.

In the second part of the paper, some cross-country comparisons of current account
sustainability indicators are made which suggest that although the Israeli current account deficit
1s very high, the situation should be manageable assuming an appropriately tight fiscal stance. In
particular, international experience shows that countries with large current account deficits were
able to avoid balance of payments crises by pursuing tight fiscal policies.
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Table 1. Israel: National Saving, Investment, and the Current Account, 1986-95 1/

Percent of total income

1986 1987 1988 1989 1990 1991 1992 1993 1994 1995

Gross savings 19.10 16.80 17.00 17.50 18.20 21.10 21.90 20.20 18.70 18.00
General government 4.50 1.80 0.60 -2.20 -2.30 -0.80 0.50 0.10 0.40 -0.70
Private 14.60 15.00 16.40 19.70 20.50 21.90 21.40 20.10 18.30 18.70
Grosss investment 16.30 17.00 16.20 15.50 17.90 22.40 22.00 21.70 22.00 22.60
Inventories 0.80 -0.50 0.00 0.20 0.80 1.30 1.00 1.40 0.90 1.20
Fixed nonresidential 11.40 12.90 11.60 10.40 11.60 12.50 13.10 14.60 15.60 15.30
Residential 4.10 4.60 4.60 4.90 5.50 8.60 7.90 5.70 5.50 6.10
Current account 3.30 0.30 1.10 2.30 0.70 -1.00 0.30 -1.30 -3.00 -4.20
Civilian import surplus 3.80 4.80 3.20 3.50 5.30 7.00 6.20 6.50 8.00 9.10
Unilatera! transfers 7.10 5.10 4.30 5.80 6.00 6.00 6.40 5.30 5.00 4.90
Transfers on capital account 0.50 0.40 0.40 0.40 0.40 0.40 0.30 0.30 0.30 0.30

Source: Bank of Israel Annual Report 1996

1/ Total income is GNP less unilateral transfers from abroad (converted to NIS at official exchange rate).



Table 2. Israel: Commodity Imports by Main Economic Destination -

1989 1990 1991 1992 1993 1994 1995 1996

(In millions of U.S. dollars)

Consumption goods 1,311.6 1,585.2 1,876.8 23208 2,532.0 3,046.8 3,656.4 4,081.2

Diamonds 2,871.6 2,895.6 25512 29112 3,340.8 3,873.6 44292 4450.8
Other inputs 6,0576 69420 7,8252 85116 90744 103584 129420 13,927.2
Investments goods 1,533.6  2,022.0 27660 13,0504 34392 4,177.2 4,652.4 51840
TOTAL 11,774.4 13,4448 15,0192 16,7940 18,3864 21,456.0 25,680.0 .27,643.2
(In percent of total)
Consumption goods 11.1 11.8 12.5 13.8 13.8 14.2 14.2 14.8
Diamonds 24.4 21.5 17.0 17.3 18.2 18.1 17.2 16.1
Other inputs 514 51.6 52.1 50.7 49.4 483 50.4 50.4
Investments goods 13.0 15.0 18.4 18.2 18.7 19.5 18.1 18.8
(In percent of GDP)
Consumption goods 2.9 3.0 3.2 3.5 3.9 4.1 4.2 43
Diamonds 6.4 5.5 4.3 4.4 5.1 52 5.1 4.7
Other inputs 13.5 13.3 13.2 13.0 14.0 14.0 14.9 14.8
Investments goods 34 3.9 4.6 4.7 5.3 5.6 5.4 5.5

Memorandum item

GDP (in mill. of US$) 44,800 52,300 59,500 65,600 65,000 74,000 86,600 94,300

.—Zg‘-_..

Source: Central Bureau of Statistics.



Table 3

Macroeconomic Sustainability Indicators in Selected Countries 1/

Chile 2/ Mexico 12/ | Mexico I 2/ Korea Ireland Israel Malaysia Australia Colombia
1979-81 1977-81 1991-94 1977-82 1979-86 1982-84 1979-84 1981-94 1980-84
(1982-83) | (1982-83) (1995) (1983-88) (1987-90) (1985-86) (1985-86) (1985-88)
|
CA balance 9.1 -5.0 6.7 5.4 -8.5 -7.0 -8.2 4.9 -5.1
(1.6) (0.3) (-0.3) (2.6) (-0.6) (3.0 (-1.1) (0.5)
Savings 7.4 18.7 15.7 25.6 16.0 15.0 26.6 18.3 14.6
(5.9) (22.0) (17.9) (31.6) (15.7) (21.0) (25.7) (20.5)
Investr;lent 17.0 23.7 22.4 31.0 24.5 22.0 34.8 23.2 19.7
(13.5) (21.8) (18.2) (29.0) {16.3) (18.0) (26.8) (20.0)
Exports 19.7 10.6 12.7 32.5 52.4 38.0 53.2 17.0 12.6 |
(21.3) (17.2) (24.0) (36.9) (60.0) (41.5) (55.6) (18.1) -
’ w
REER 124.1 126.4 113.9 103.6 101.2 99.2 117.9 93.4 135.5 |
{118.5) (103.5) (76.0) (92.2) (105.9) (93.1) (111.8) (80.2)
Fiscal 2.1 -8.0 0.4 -2.8 -11.8 -13.0 -14.5 -2.2 -3.5
Balance (-3.3) (-11.2) 0.0) (0.0) {-3.5) (2.0) (-8.9) (-1.0)
Growth 7.2 7.5 2.6 5.8 2.8 2.0 6.9 3.0 2.6
(-7.4) (-2.4) (-6.9) (10.7) (5.7) (4.0 (0.0) (5.1)
Interest 3.5 3.9 2.2 5.6 3.7 4.0 4.4 -2.1 3.5
Payments (8.6) {6.7) (NA) {L.7) (2.7) {5.8) (5.4) (3.5)
Gross 48.2 314 35.5 50.0 50.0 46.0 55.2 36.0 40.8
Ext.Debt 3/ (89.5) 62.7) (65.1) (19.6) (32.7) 45.0) (78.9) (43.3)

Source: Milesi-Ferretti and Razin (1996, a, b).

1/ Current account balance, savings, investment, exports of goods and services, fiscal balance are average ratios of GDP during the period. The growth rate
and the CPI-based Real Effective Exchange Rate are period averages (REER: average 1970-1995=100). Interest payments and gross external debt are ratios to
GDP for the last year of the period and based on data from IMF, fnternational Financial Statistics; World Bank, World Debt Tables and national sources.

2/ Persistent current account deficit led to a erisis, defined as a devaluation followed by a rescheduling of the debt service.

3/ For Australia and Israel: net external debt.



Table 4. Israel: Sustainability Indicators
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(In percent of GDP unless otherwise indicated)

1989 1990 1991 1992 1993 1994 1995 1996Q2
GDP (in US$ billions) 448 523 59.5 65.6 65.0 74.0 8.6 943
Current account balance 28 1.0 -06 03 -1.7 -3.2 -4.5 -6.8
Merchandise exports fo.b. 247 232 202 226 217 226 220 19.5
~ Services export 129 12.0 11.2 11.6 1.5 10.7 11.3 10.6
Net external liabilities/GDP 366 314 278 270 27.2 25.1 236 225
Cumultative current account deficits 382 372 378 375 392 42.4 46.9 537
Gross interest on external debt 56 5.0 4.1 35 33 32 34 32
Gross interest/total export 15.0 14.2 13.1 1.1 9.6 9.6 10.1 104
Net debt service 7.8 57 53 40 4.5 4.8 4.0 39
Net debt servicefiotal export 209 16.2 16.9 12.7 13.1 14.4 12.1 12.6
Domestic budget deficit 3.2 4.1 52 49 24 2.0 32 3.6
Total budget deficit 58 48 4.9 4.0 35 23 42 4.1
Relative prices 104.5 119.0 125.3 1356 150.8 159.0 1684
Terms of trade 980 1020 104.0 101.0 99.0 94.0
Real effective exchange rate 100.0 101.6 99.1 98.1 99.1 99.9 - 1040
GDP growth rate 1.2 6.1 6.3 6.8 3.4 6.5 7.1 4.0

Sources: Bank of Israel, Central Bureau of Statistics; and IMF.
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Table Al. Israel: Industrial Production, 1991-95 1/

Weight
in Index Percentage Change at Constant 1990 Prices
1995 1591 1992 1993 1994 1995
Mining, quarrying, and
nonmetallic minerals 6.5 212 11.7 3.6 5.1 18.1
Food, beverages, and
tobacco 12.6 1.7 2.8 7.6 6.3 9.5
Textiles, clothing, and
leather products 6.6 7.2 7.0 4.6 10.1 3.6
Rubber, plastics, and
chemicals 15.2 6.4 114 10.9 10.9 7.4
Electronics, electronic
equipment, miscellaneous 243 40 55 63 . 7.2 8.6
Transport equipment 5.7 4.5 8.1 -6.9 -8.0 0.1
Metals and machinery 17.0 8.0 7.6 6.6 103 113
Wood, paper, publishing,
and printing 12.1 34 99 13.0 6.8 4.1
Total industrial
production excluding
diamonds 100.0 6.7 8.2 6.8 7.4 82

Source: Central Bureau of Statistics, Monthly Bulletin of Statistics.

1/ According to the CBS new classification.
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Table A2. Israel: Investment, 1992-95

STATISTICAL APPENDIX

In Millions
of New
Shegatim Percentage change at Constant Prices
1995 1992 1993 1994 1995
Gross domestic investment 65,115 6.0 3.6 3.7 10.6
Gross fixed investment 61,733 7.2 1.9 12.7 8.3
Machinery and transport :

equipment 21,749 5.1 13.2 18.6 9.9
Of which:

Transport equipment 5.757 228 58 19.1 -84
Construction:

Residential 17,711 0.0 =237 3.1 187
Private 14218 9.8 1.3 15.2 133
Public 3,493 -9.0 -60.0 -330 46.6

Nonresidential 15,544 241 283 12.5 7.2

Sources: Central Bureau of Statistics, Monthly Bulletin of Statistics, and data provided by the Bank of Israel.
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Table A3. Israel: Consumption, 1992-95

STATISTICAL APPENDIX

In Millions of
New Sheqalim Percentape Change at Constant Prices
1995 1992 1993 1994 1995
Private consumption 161,245 80 7.2 89 73
Food, beverages, tobacco and
other nondurable goods 61,375 8.1 101 9.0 7.2
Durable goods 19,001 24.6 0.5 11.0 15.1
Of which passenger cars 6,823 477 -13.9 Il 8.3
Services 42,734 10,6 7.6 94 85
Of which housing 35,334 5.2 4.5 32 2.8
Less consumption by
nonresidents 9,083 49.1 8.0 8.6 16.6
Plus consumption by Israelis
abroad ‘ 8,253 0.4 14.0 229 9.8
Public consumption (excluding
net defense imports) 71,749 5.2 0.4 4.0 27
Civilian 50,426 68 3.2 5.1 129
Compensation of employees 35,562 4.2 22 57 39
Consumption of fixed capital 3,413 34 38 4.1 4.1
Other current purchases 11,459 18.6 6.4 3.6 45.8
Domestic defense 26,336 -7.5 5.8 -84 -2.8
Compensation of employees 12,169 -23 -1.0 0.0 -0.1
Other current purchases 9,154 22 -113 4.1 1.1
Defense imports 5,013 -24.6 419 -29.1 -11.4
Less sales 564 =326 -34.9 7.4 9.0
Public consumption
(including net defense imports) 76,198 -0.3 54 -0.3 0.6

Sources: Central Bureau of Statistics, Monthly Bulletin of Siatistics, and data provided by the Bank of Israel.

1/ This column gives rates of change,taking into consideration the fact that the government has underiaken to pay the Health
Funds directly (in the framework of the National Health Law). This represents a volume decline in private consumption and an

equivalent increase in public consumption.



Table A4.

- 58 -

Israel; Gross Private Income and Savings, 1990-95

STATISTICAL APPENDIX

1990 1991 1992 1993 1994 1995
(In millions of new sheqalim; at current prices)
Gross national product at
market prices 102,979 132,829 158,748 183,529 220,352 257138
Plus: Subsidies on domestic
production 1,741 2,447 3,594 3,818 4,323 4,298
Subsidies on government loans 572 581 537 471 418 363
Less: Indirect taxes on
domestic production 14,590 19,658 24014 26,289 30,930 36,738
Gross national product at factor prices 74,930 96,922 116,458 134,621 161,464 186,278
Less: Public sector's consumption of
fixed capital 1,654 2,034 2,328 2,608 . 2918 3,413
Public sector income from
property and entrepreneurship 1,534 1.914 2,342 2,113 2,346 3,460
Plus: Private transfers from
abroad 3814 4,850 6,258 7,564 9,620 10,946
Net transfer payments 10,108 12,980 15,284 17,925 21,297 25,841
Private income 108,483 138,592 167,210 194,649 233,519 272,270
Less: Direct taxes 19,430 23,249 28,170 34,673 44,669 53,534
Of which: Other property taxes 565 655 827 956 1,092 1,264
Gross private disposable income
from all sources 89,053 115,343 139,040 159,976 188,850 218,736
Private consumption 64,926 81,667 97,666 115,787 140,953 161,244
Private savings 24,066 33,536 39,032 42,076 45,551 54,032
(Percent of gross private disposable income)
Private consumption 72.9 70.8 70.2 72.4 74.6 737
Private savings 270 29.1 28.1 263 241 24.7

Sources: Central Bureau of Statistics, Monthly Bulletin of Statistics; and data provided by the Bank of Israel.
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Table AS. Israel: Labor Market Indicators, 1977-95 1/

Average Average
1995 1977-80 1981-85 1986-88 1988 1989 1990 1991 1992 1993 1994 1995

(In thousands) (Percentage change)

Israeli population of

working age 3,903.4 23 2.0 1.9 2.0 20 39 7.1 43 30 29 3.0
Israeli civilian labor

force 2,100.4 3.0 22 24 3.9 32 29 7.3 49 48 43 35
Total Israclis employed 1,968, 1 27 1.7 2.5 35 0.5 2.1 6.1 4.2 6.1 69 5.2

Public services 545.0 4.5 2.0 1.4 42 1.9 23 6.6 32 3.5 48 4.0

Business sector 14231 1.9 1.7 2.9 32 0.0 2.0 59 4.7 72 17 5.6
Workers from Admini-

stered areas 60.0 6.1 3.0 g3 04 -4.1 27 92 181 273 -167 -143
Foreign Workers 58.0 75.0 1071
Total employed 2,086.1 2.7 1.9 27 33 0.2 22 5.1 5.0 49 64 5.9
Memorandum items: 2/

Participation ratc 538 494 500 508 514 520 S1LS 517 520 529 536 538

Unemployment rate 6.3 38 54 6.5 6.4 8.9 96 106 112 100 738 6.3

Sources: Bank of Israel, Annual Reports. Central Bureau of Statistics, Monthly Bulletin of Statistics; and data provided by the
Bank of Israel.

1/ Beginning in 1985, the data are bascd on the 1983 census and correspond to the population aged 15 and over. Prior to 1985,
the data correspond to the population aged 14 and over.
2/ For Israeli population.



Table A6. Israel: Business Sector Employment and Labor Input
by Industry, 1989-95 1/
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STATISTICAL APPENDIX

Emploved Persons (in thousands)

Absolule Figures

Annual Percentage Change

1994 1995 1989 1990 1991 1992 1993 1994 1995
Business sector 2/ 1,441 1,535 -0.4 2.1 4.7 58 52 7.1 6.5
Construction 188 208 -0.2 9.6 l6.6 18.6 5.4 2.7 10.6
Industry 397 412 -3.2 1.8 41. 24 6.6 4.7 38
Agriculture 75 76 -19 02 0.6 1.5 83 14 1.3
Transport 109 117 -18 - 06 4.4 78 1.8 2.8 7.3
Commerce and hotels 286 303 2.2 23 1.1 27 93 11.3 59
Financing & business
services 3/ 206 226 -14 2.6 8.4 72 6.8 120 97
Personal services 149 164 10.0 2.6 4.5 6.3 12.2 38 101
Public utilities 18 18 07 153 1.2 -13.7 172 59 0.0
Labor Input (in millions of man-hours)
Absolute Figures Annual Percentage Change
1994 1995 1989 1990 1991 1992 1993 1994 1995
Business sector 2/ 37318 61,474 14 23 4.7 8.6 5.2 8.7 7.3
Construction 7,761 8,822 51 118 171 216 65 63 137
Industry 16,390 17,018 035 09 4.6 6.0 7.8 58 38
Agriculture 3,011 3,237 1.0 -105 -106 16 119 43 7.5
Transport 4,606 4,883 -2.3 2.7 2.9 33 472 64 6.0
Commerce and hotels 11,722 12,361 49 1.1 38 57 115 13.3 5.5
Financing & business
services 3/ 7,922 8.685 0.5 3.2 84 100 6.2 137 9.6
Personal services 4,796 5,308 93 2.0 2.9 97 125 §4 107
Public utilities 728 748 14 150 -18 -106 120 110 2.7

Source: Bank of Israel.

1/ Employment figures are annual averages; labor input figures are weekly averages.

2/ The data does not sum up because of the “unknown” category.

3/ Includes other employees from the administered areas except for those employed in public services.
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Table A7. Israel: Real Wages, Labor Costs,
and Productivity, 1988-95

(Percentage change)

1988 1989 1990 1991 1992 1993 1994 1995

Real wages per employee post 1/

Total economy 6.0 1.3 -1.0 -3.0 1.2 0.6 2.3 2.1
Business sector
Real consumption wages 47 -1.7 -1.4 -5.2 1.8 0.3 -0.4 0.2
Real production wages 9.0 1.4 0.4 -4.8 -6.1
Public sector 98 03 0.1 1.6 -0.4 1.1 9.8 5.6

Labor costs and productivity
in the business sector

Real compensation 2/ 24 -1.8 3.6 29  -08 0.9 1.9 2.7
Labor productivity 3/ 26 -1.3 6.3 3.1 -0.5 -14 -1.0 1.4
Real unit labor costs 4/ -0.2 -0.5 25 -5.8 -03 23 29 13

Sources: Bank of Israel, Annual Reports, Institute for Research on Output and Productivity; and data
provided by the Bank of Israel.

1/ Real wages in the public sector and real consumption wages in the business sector are deflated by the
consumer price index; real production wages are deflated by the implicit price index of business sector net
domestic product at factor cost.

2/ Measured on an hourly basis; deflated by the implicit price index of business sector net domestic product at
factor cost.

3/ Business sector net domestic product per man-hour estimated from the expenditure side.

4/ Ratio of real labor cost per man-hour to labor productivity.
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Table A8. Israel: Real Wages, 1980-95 1/

(Average 1989~100)

STATISTICAL APPENDIX

Public Services Business Sector Total

1980 81.3 76.1 77.6
1981 89.8 839 85.7
1982 855 854 854
1983 93.6 89.1 90.6
1984 95.0 88.2 90,3
1985 81.5 82.5 822
1986 3438 90.0 88.6
1987 90.8 97.1 956
1988 99.7 101.7 101.3
1989 100.0 100.0 100.0
1990 100.2 98.4 99.0
1991 101.8 935 96.0
1992 101.4 95.1 972
1993 102.5 954 97.7
1994 112.7 949 100.2
1995 119.0 951 1023
1993:1 97.0 0943 953
II [06.4 04 4 98.0

111 106.0 957 99.0

v 100.7 97.2 985
1994: 1 100.6 095.7 973
II 117.1 9572 101.5

111 118.0 94,4 101.2

v 115.2 945 100.5
1995:1 1179 949 100.7
I 117.7 94.6 103.2

11 121.2 96.3 1045

v 1199 54 4 100.7
1996: 1 121.8 96.1 102.5

Source: Data provided by the Bank of Israel.

I/ Average monthly wage per employee post at constant prices: Central Bureau of Statistics data based
on employers' contributions to the National Insurance Institute, deflated by consumer price index.
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Table A9. Israel: Consumer Price Index and its Main Components, 1993-95

Percent Change

Weight Annual During Annual During Annual During
n Index Average Year Average Year Avcrage Year
1993 1994 1995
General index 1,000 10.9 12 12.3 14.5 10.0 8.1
General index excluding
agricultural products 957.7 1.5 11.9 R 12.7 10.5 10.0
Agricultural pr'oducts 44.i 1.4 -1.6 16.6 50.7 0.4 -23.6
. Fruits, vegetables and field crops 37 0.3 -1.7 23.6 0633 -0.5 -273
Fish and animal preducts 7.1 6.5 -14 -19.8 -18.1 7.6 17.4
Industrial products 3815 6.5 6.5 72 8.5 8.5 82
Food, beverages and tobacco 141.5 6.5 8.0 9.5 9.4 9.3 10.0
Clothing and textiles 52.1 6.1 39 39 7.7 7.3 6.3
Wood and wood products 19.4 7.3 72 6.9 10.3 11.8 10.4
Footwear, leather goods,
rubber and plastic 17.7 5.5 45 5.1 6.8 58 36
Chemical and fuel products 443 53 24 . 6.3 9.9 9.6 9.8
Metals, machinery, transport
and electronic equipment 74.2 7.1 6.1 5.8 6.3 6.1 4.4
Miscellaneous 323 8.0 7.3 8.4 9.6 9.6 98
Electricity and water 27.1 7.7 5.7 85 8.7 10.0 9.1
Building and houstng services 206.5 8.5 225 23.1 236 i4.5 13.9
Transportation and communications 65.8 11.6 10.9 7.0 5.5 6.3 6.8
Services 2750 123 FLO 12.3 13.2 11.2 9.9
Municipal taxes and insurance 618 i29 14.0 15.0 15.5 12.4 10.7
Public sector services 105.8 13.8 10.0 12.8 14.9 1.8 98
Education 41.8 14.5 13.7 13.2 13.1 1.6 - 10.4
Health 64.0 13.3 7.3 12.5 16.5 12.4 89
Personal services 107.4 8.0 8.1 9.0 10.2 10.1 93
Entertainment 19.4 13.8 13.9 131 132 12.9 11.0
Other 38.6 6.5 59 7.0 8.5 8.6 8.4
Hotels, guest accommodation 41.7 3.0 12.1 LS 9.7 86 . 9.9
Business services 1.7 14.1 16.8 14.5 14.1 10.7 9.7

Source: Ceniral Bureau of Statistics.



- 64 -

STATISTICAL APPENDIX

Table A10. Israel: Selected Price Indexes, 1991-95

(Percent increase during the period, at annual rates)

Weights 1991 1992 1993 1994 1995 1996 1/ 1995
1 I I v
Consumer price index
General index < 10000 180 9.4 1.2 14.5 8.1 12.9 1.2 95 100 121
Controlled prices 2/ 1214 221 15.7 9.9 120 7.1 11.3 36 66 126 5.7
Uncontrolled prices 3/ 8446 174 83 11.5 149 8.0 132 04 100 100 130
Tradables 4/ 3804 140 88 6.5 9.0 7.7 93 04 148 41 134
Nontradables 4/ 5856 202 9.7 13.7 18.0 84 15.1 24 61 139 117
Of which
Housing 2077 281 54 237 236 13.6 182 78 112 170 188
CPI excluding housing 7923 152 10.6 7.6 12.2 6.4 114 -12 91 78 104
CPI excluding housing and
fruits and vegetables 750.0 152 10.4 8.1 9.8 88 116 53 121 70 108
CP1 excluding housing, fruits and
vegetables, controlled prices,
clothes and footwear 5351 137 93 7.9 9.3 9.2 133 104 95 95 78
Wholesate price index of
industrial output 14.6 9.1 7.2 9.7 10.0 89 108 148 49 95

Sources: Central Bureau of Statistics, Monthly Bulletin of Statistics; IFS, and data provided by the Bank of Israel.

1/ Twelve-month rate through July.

2/ The index of controlled prices comprises the following items: public transport, communication services, education, medical
services, municipal taxes, electricity, fuel and water, meat.

3/ The index of uncontrolied prices comprises items not listed in the preceding footnote.
4/ Excluding fruit, vegetables, and controtled prices.




Table All. Israel: Bank of Israel Accounts, 1992-96

(In millions of new sheqalim, end of period)

1992 1993 1994 1995 1996

I I1 I1I
Net foreign assets 13,400 18,214 19,608 24,830 29,536 27,928 32,607
Assets 14,185 19,063 20,507 25,576 30,168 28,465 32,939
Liabilities 785 849 899 746 632 337 332
Net domestic assets 8,906 10,280 7,028 -3,177 -9,300 -7,029 -9.078
Net claims on government -1,275 -3,827 -7,480 -8,307 -13,390 -10,371 -10,762
Gross claims 10,419 10,338 9,976 10,818 10,886 10,780 12,490
Long-term debt 8,644 8373 8,080 7,773 7,772 7,773 7,776
Government securities 1,775 1,965 1,896 3,045 3,114 3,005 4714
Government deposits 11,694 16,165 17,436 19,325 24,276 21,151 . 23,252
Claims on deposit monev banks 11,053 16,972 15,535 4,503 3,260 4,880 2,829
[n NIS 10,613 16,617 15,077 4,082 4,845 4,507 2,565
In foreign currency 440 355 478 421 415 373 264
Other items, net -872 -863 -1,047 -1,173 -1,370 -1,338 -1,145
Reserve money 21,797 27,943 26,057 19,042 19,440 20,290 22,916
Currency in circulation 4,793 3,652 6,434 7.916 8,320 8,368 9,139
Deposits at Bank of Israel 17,004 22,291 19,603 11,126 11,120 11,722 13,777
In NIS 1,111 2,088 3,190 1,007 1,538 2,477 5,668
In foretgn currency 15,893 20,203 16,413 10,119 9,582 9,245 8,109
Private sector demand deposits 104 114 112 115 114 118 119

Sources; IMF; and Bank of Israel.
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Table Al2. Israel: Monetery Survey, 1991-95

(In millions of new shekels st end of period)

1995 1996
1991 1992 1992 1/ 1993 1994 1 11 i)} v 1 1I
Net foreign assets 8,415 10,298 9,505 12,548 14,295 16,043 14,474 15,256 16,642 21,416 20,461
Bank of Israel 14,314 13,400 13,400 18,214 19,608 25,618 25077 25,651 24,8330 29,535 27,940
DMBs -5,898 3,102 -3,895 -5,669 -5313 9,575 -10,602 -10,394 8,188 -8,120 -7,419
Net domestic assets 121,894 136,483 138,125 158,965 182,146 197,802 209,906 216,758 232,443 236,077 252,246
Dotmestic credit 133,781 153,134 145,253 167,459 194,692 202,022 213,758 219,601 235,127 239,083 254,341
Claims on:
Government, net 50,797 51,020 52,117 46,902 41,639 41,152 46,205 45740 50,988 46,836 51,078
Total gross claims 67,121 71,251 72,513 75,418 76,216 76,097 78,386 78,908 80,716 82,612 85,071
Bank of Israel 10,283 10,419 10,419 10,338 9,975 10,480 10,827 10,990 10,804 10,879 10,806
DMB clams 56,836 60,833 62,094 65,080 66,241 65,617 67,559 67915 69912 71,733 74,265
Government bonds 13,081 16,985 16,976 21,784 24,583 25,150 28,538 313,794 36,624 39,107 41,903
From bank resources 13,790 13,685 14,744 13,399 12,078 11,751 10,956 69108 7,031 6,688 6,602
Foreign currency
credit 1,943 2,687 2,883 2,636 2336 1,958 1,900 1,47} 1,323 1,210 1,158
From carmarked
deposits 28,022 27,476 27,491 27,261 27244 26,758 26,165 25739 24933 24,728 24,601
Less: Government
deposits 16,324 20,232 20,396 28,516 34,577 34,945 32,181 33,164 29,728 35,776 33,993
Bank of [sraet 4,175 5,249 5,249 8,912 11,366 11,523 g, 020 8271 3,044 8,480 5,786
DMBs 12,149 14,982 15,147 19,604 23,211 23,422 24,160 24,894 26,684 27,29 28,207
Mortgage banks 7,513 8,625 8,627 10,260 14,581 14,731 15,600 16970 18,128 19,348 21,707
Private sector 75,468 93,490 84,509 110,297 138,472 145,139 151,353 156,891 166,012 172,899 181,556
Nondirected sheqalim 47,351 70,896 55,616 80,451 105,515 113,502 115,203 115711 119,642 124,482 131,099
Nondirected foreign
currency 10,082 11,948 12,447 12,587 15,565 22,462 25,732 29850 33,992 35,042 37,209
Directed sheqalim 0 0 0 0 0 0 1] 1] Q 0 0
Directed foreign :
currency 300 441 441 403 491 397 386 385 327 319 291
From earmarked
deposits 16,255 8,866 15,018 15,761 15,739 8,636 9,537 9,840 11,012 11,071 11,939
Securities 1,481 1,339 987 1,084 1,161 1,142 1,096 1,106 1,039 284 1018
Other items, net -11,887 -16,651 -7,128 -8,494 -12,547 4,220 3,852 -2,842 -2,685 -3,006 -2,094
Monetary liabilities 87,394 109,644 110,240 134,667 167,419 172,339 181,097 186,854 199,732 207,759 221,453
Ml 7.908 10,390 10,567 13,571 14,608 13,520 14,657 16,139 17,034 17,189 17,909
Quasi-money 2/ 79,486 99,254 99,673 121,096 152,811 158,818 166,440 170,716 132,698 190,570 203,544
Time and saving 71,486 88,581 89,152 104,333 139,123 145,897 152,191 156,667 166,354 175,426 187,271
Time deposits 9,934 11,393 11,532 © 17,494 35,289 39,380 43,989 47,584 52,494 58,384 61,87
Saving schemes 34,101 -36,876 36,888 42,908 53,459 57,233 59,993 59916 61,439 64,314 67,995
Long-term linked
deposits 6,664 . 14912 10,926 11,364 13,129 12,749 12,016 12,230, 12,331 12,857 13,656
Foreign currency i
deposits 20,782 25,400 29,805 32,567 37,246 36,535 35,192 36,936 40,070 39,872 43,749
Mortgage banks deposits 1 0 0 0 1] 0 0 0 0 0 0
CDs 7,842 10,489 10,521 16,763 13,688 12,922 14,249 14,049 16,344 15,143 16,273
Earmarked deposits 37,855 29,890 30,157 28 992 28,834 27,685 27,095 26,700 25,850 25684 25,684

Source: Bank of Israel Research Department.

1/ From December 1992 data are based on the New Reporting System.

2/ Quasi-money consists of time and savings deposits, CDs, and other deposits.
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Table A13. Israel: Financial Assets of thePublic, 199396 1/

STATISTICAL APPENDIX

1993 1994 1995 1996
[ T
(In millions of shekels, end of pericd)
Broad money assets %/ 163,856 196,412 226,016 233,904 247,560
Liquid financial aseets (M3) 67,602 86,531 109,973 115,111 124,153
Money supply (M1) 13571 14,608 17,034 17,189 17,909
Time depodits and regotiable CDs 34,451 49,172 69272 13988 78,568
Resident foreign currency 19,581 22,751 23,667 23934 27677
Medivm—term assets 96,254 109,881 116,043 118,793 13,406
Restitution deposits 12,986 14,495 16,403 15,938 16,072
Saving schemes 3/ 42,8438 53,401 61,446 64,314 67,995
Long —term linked deposits 11,364 13,19 12331 12,857 13,656
Eammarked deposits 29,056 28,857 25864 25,684 25,684
Short—term Treasury bills 2,560 4,262 7,393 7,402 7,851
Tradable linked government bonde 4/ 61,693 64,827 68,613 69,662 69,549
Total assets in banks and government bonds 228,109 265,501 302,022 310,968 324,960
Stocks 151,607 98 800 114,500 108,300 105,889
Total financial assets 3m,716 364,301 416,522 419,268 43,849
Of which
MNonindexed short—term assets 50,582 68,042 93,699 98,579 104,328
{As percentage of total financial aseets)
Broad money assete 2f 43 54 54 56 57
Liguid financial assets (M3) 18 24 26 7 29
Money supply (M1) 4 4 4 4 4
Time deposits and negotiable CDs 9 13 17 18 18
Resident foreign currency 5 6 5 6 6
Medium—term assets 25 30 28 28 29
Restitution deposits 3 4 4 4 4
Saving echemes 3/ 11 15 15 15 16
Long— term linked deposits 3 4 3 3 3
Earmarked deposits 8 8 6 6 6
Short - term Treasury bills 1 1 2 2 2
Tradable linked government bonds 4/ 16 18 16 17 16
Total aesets in banks and government bonds 60 73 73 74 75
Stocks 40 27 27 26 25
Total financial assets 100 100 100 100 100
Of which
Nonindexed short—term assets 13 19 22 24 24
(Real rate of growth) S/
Broad money assets 2/ 5 5 6 1 2
Liguid financial assets (M3) 21 12 18 2 4
Money supply {(M1) 15 -6 8 -2 0
Time deposits and negotiable CDg 40 25 30 4 2
Resident fereign eurrency 0 2 4 -2 11
Medium~term assets ~4 0 -2 0 0
Restitution deposits -5 -2 5 -5 -3
Saving echemes 3/ 4 g 6 2 2
Long—term linked deposits -7 1 -3 1 2
Earmarked deposits -3 -13 ~17 -3 -4
Short—term Treasury bills -4 45 60 -3 2
Tradable linked government bonds 4/ -1 -8 -2 -1 -4
Total assets in banks and government bonds 3 2 5 0 0
Stocks 66 ~43 7 -8 -6
Financial assets 21 -16 6 -2 -1
Of which
Nornindexed short —term assets 27 18 27 2 2

Sources: Bank of Imrael, Research Department: Recent Economic Developments; and data provided by Bank of [arael.
1/ The public consists of individuals and corporations excluding the Government, Bank of Israel, ondinary banking corporations, and banks
abroad, [tincludes social and life insurance funds but dees not include the assets of these funds held out of the ordinary banking system,

2/ Consists of liquid finaneial assets (M3) and medium —term assets as defined below.

3{ Since February 1934, bank shares that were converted into savings schemes are included under ‘savings schemes” instead of *bank deposits.”
4/ Drelined to exclude bond holdings of pension funds and insurance companies.

5/ Nominal rate deflated by consumer price index.
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STATISTICAL APPENDIX

Table Al4. Israel: Commercial Bank Credit tothe Private Sector, 1992—96 1/

1995 1996
1992 1993 1994 1995 i 1l I v 1 1]
(In millions of shekels, end of period)

Total 156,4015 210,1774 2716641 3137018 1280,7736 2902779 2984130 313,7019 327,7724 349,121.1

Commercial bank eredit 111,8035 1549308 198,7852 231,0037 207,7490 2133462 2188761 231,0038 2399747 252,9649

Short—term credit 475613 642363  79013.0 1004690 86,7727 895928 932909 1004690 103,5316 1069159

Nondirected 47,1207 638331 785219 100,1419 863756 892067 92906.1 100,1419 1032126 106,624.1

in NIS 346727 512195 626327 655641 636034 630664 625717 655641 664837 687721

in U.S. Doltars 12,448.1 12,6136 158891 345778 227722 261403 303343 345778 36,7289 378520

Directed 440.6 403.2 491.2 327.0 397.1 386.1 384.9 3270 319.0 291.8

Unlinked NIS eredit 346727 512195 626327 655640 633034 630664 625717 655641 664837 687720

Indexed NIS credit 2/ 295695 394750 57135 649707 576729  60687.0 630135 649707 699594 772710
Medium— and long—term

eredit 445980 5524646 728789  B2698.1 730246 769317 795369 B26981 87,7977 96,1562

(In percent of total)

Comemereial bank eredit 715 737 732 736 740 735 733 736 732 725

Short —term credit 304 306 291 320 309 309 313 320 316 306

Nondirected 30.1 304 289 319 308 307 311 319 315 305

in NIS 222 244 231 - 209 227 217 210 209 203 19.7

in U.8. Dollars 8.0 6.0 58 110 8.1 9.0 102 110 112 108

Dirccted 03 0.2 02 01 0.1 0.1 0.1 0.1 0.1 0.1

Unlinked NIS eredit 222 244 231 209 225 217 210 209 203 197

Indexed NIS eredit 2/ 189 138 210 207 205 209 211 20.7 213 221
Medium— and long—term

eredit 285 263 268 264 260 265 267 264 268 275

Memorandum items
Commercial bank eredit
(a} Nondirected
in NIS
in foreign currency
Directed

(b) Unlinked shekel credit
Indexed shekel eredit

Memorandum items;
Commercial bank credit
(a) Nondireeted
in NIS
in foreign currency
Directed

(b) Unlinked shekel eredit
Indexed shekel credit

(Nominal percentage increase)

239
351
355
477

1.3

—8.5
477

319
230
230
223
260

218
223

135
272
275
4.7
1176

~33.4
4.7

(Rea! peroentage increase) 3/

1.5
113
116
166
-51

-17.8
166

153
7.5
1.5

6.8

10.1

6.4
6.8

5.0
176
180
-32

101.3

~38.4
-32

Source: Bank of Israel Research Department: Recent Economic Developments;; and data provided by the Bank of lsracl.

1/ Includes credit to local authorities, the creidt excludes deductions for loan~less provisions.

2/ Includes indexation increments.
3/ Nominal rate deflated by consumer price index.



Table Al5, Israel: Interest Rates During 1993-96

(Nominal rates in percent per annutn} 1/

Lending rates Deposit rates
Percent increase over Effective mean Marginal Totalbank  Bank of Israel  Monetary  Euro 5/ Interest on CDs Time Yield to Indexed government bond
preceeding month 2/ overdraft 3/ overdraft credit auction loan reserve deposits maturity vield to maturity
CP1 NIs/$ facility 4/ {maximum requirement on short-term 5 years 10 years
bracket) (highest bracket) Treasury bills
1993 11.2 10.1 18.1 203 16.5 113 11.3 3.1 1.1 9.7 10.4 11.4 2.8 29
[994 14.5 1.8 19.8 2i.8 174 13.4 12.9 4.6 22 1.6 12.2 [3.0 29 32
1995 8.1 3.1 225 25.0 20.2 15.5 14.8 59 03 13.3 14.1 [5.4 4.1 4.3
1994 :
Jan. - 85 4.9 17.5 19.3 153 11.0 10.7 3.1 1.2 9.4 10.0 0.2 24 2.7
Feb. 71 3.3 17.7 19.6 15.6 11.0 10.7 34 1.4 9.6 10.1 0.2 2.8 29
Mar. 13.2 -1.7 17.4 19.3 153 11.0 10.8 3.7 1.3 9.6 10.2 10.4 31 3.1
Apr. 263 8.8 17.5 194 15.3 11.0 10.8 4.0 1.2 9.6 10.2 10.7 3.1 32
May. 15.3 9.2 17.8 19.8 15.6 11.5 11.2 4.4 1.8 9.9 10.5 110 29 3.2
June 17.6 13.6 184 204 16.2 i2.2 12.0 44 2.0 10.5 11.1 12.0 30 34
July 13.7 -1.6 19.1 210 16.8 12.8 12.5 4.7 2.0 11.0 11.6 12.4 28 3.4
Aug, 13.5 3.1 19.7 21.6 17.2 133 12.8 4.7 24 11.5 121 ~ 13.5 26 3.1
Sept. 14.5 4.7 213 233 18.8 [5.t 14.5 50 - 2.7 13.0 13.5 14.4 26 3.0
Oct. 17.9 -2.0 23.1 251 203 16.7 15.8 54 3.t 14.4 15.0 16.3 3.0 32
Nov, 16.5 -1.0 231 25.1 20.5 16.7 15.6 57 36 14.5 15.3 16.3 32 35
Dec. 106 4.6 253 27.7 224 18.5 176 6.2 39 16.0 16.6 18.6 33 37
1995
Jan. 2.0 -5.8 253 27.7 22.8 18.5 17.4 6.2 0.3 16.0 16.8 17.6 39 38
Feb. 20 -0.9 253 27.7 229 18.3 17.1 6.1 0.2 15.9 16.4 18.1 4.1 4.1
Mas. -1.0 -12.8 239 263 21.8 17.2 16.4 6.1 0.4 150 15.7 16.4 .41 4.2
Apr. 11.6 6.7 24 248 203 15.8 149 6.1 03 133 14.5 157 4.1 4.4
May 126 200 217 24.1 19.6 15.0 14.1 6.0 0.3 12.7 137 15.1 4.1 44
June 4.0 -8.9 213 24.1 19.2 14.4 13.9 59 0.3 123 13.1 14.7 4.0 4.4
July 3.0 9.9 213 24.0 168.0 14.3 13.7 5.8 0.2 12.0 13.0 13.9 4.2 4.5
Aug. 15.7 35.4 20.9 23.6 18.7 14.1 13.4 5.8 0.6 11.9 12.7 138 4.1 4.4
Sept. 12.2 1.9 210 237 18.9 14.1 13.6 5.7 0.7 119 12.6 14.4 4.0 4.3
Oct. 13.1 9.6 21.7 24.2 19.5 14.8 14.0 58 0.2 12.4 131 15.1 4.4 4.5
Nov. 8.8 13.4 223 24.8 19.9 [5.2 144 57 0.1 12.9 13.6 14.7 4.4 4.5
Dec. 15.0 354 22.1 247 19.9 15.1 14.5 56 0.1 12.9 13.8 15.6 4.2 4.2
1996
Jan. 10.7 3.8 2l.4 23.9 19.2 14.6 139 5.4 0.2 12.4 13.2 136 4.0 42
Feb, 11.6 6.1 21.9 24.4 19.7 149 14.1 52 0.1 12.6 133 13.5 4.2 43
Mar. 12.5 -5.3 219 244 197 15.0 14.1 53 0.1 126 13.4 14.1 43 44
Apr. 21.8 28.7 22.0 245 19.7 15.2 14.4 54 0.2 12.8 13.6 14.8 42 4.4
May 224 389 22.8 254 20.4 16.0 15.0 5.4 0.2 13.7 14.2 15.6 3.9 42
June 9.1 1.0 23.7 26.3 21.3 16.9 15.8 5.4 0.6 14.4 14.6 16.6 4.1 4.4

Source: Bank of [srael.

1/ Monthly rates compounded annually.

2/ CPI - published monthly index. Representative exchange rate, monthly average of daily rate,

3/ Includes basic interest rate, commitment fees and the higher interest charged for drawings in excess of approved ceiling.

4/ On October 1987, the Bank of Israel started using auctions on monetary loans. The interest specified here is the weighted average of these loans,
5/ Euro in doltar terms for three months, is the base for interest on dollar loans.
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Table Al6. Isracl: Nominal Interest Rates on Various
Types of Credit and the Public's Assets, 1993-96

(Annual rates in percent, before tax)

1 I it} 1V 1 )i Tl IV I il
1993 1994 1995 1994 1995 1996
Short-term bank credit

to the private sector 1/ 16.0 15.5 178 131 161 145 183 165 165 179 292 133 247
Nondirected credit 16.1 15.6 17.8 132 162 146 185 166 166 180 20.2 133 248
In NIS 16.5 174 20.2 154 157 176 211 225 197 18% 198 196 205
Overdraft facilities 18.1 198 224 17 179 200 238 248 218 211 221 217 228
Fixed-term credit 15.0 156 184 138 141 158 190 206 180 170 179 17.7 186
CDs 97 116 13.3 95 100 118 150 156 128 120 127 125 136
Time deposits 2/ -10.4 12.2 14.1 101 106 124 157 163 137 128 13.5 133 141
“One-month Treasury bills 11.4 13.0 154 102 112 134 171 174 152 140 15.1 13.7 157

Source: Data provided by the Bank of Israel.

1/ Includes directed credit and nondirected foreign currency linked credit.
2/ Average for all time deposits, overdrafts, and the rate on certificates of deposit..
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Table A17. Israel: Real Actua! Interest Rates on Various
Types of Credit and the Public's Assets, 1993-96

(Annual rates in percent, before tax)

I II [II v 1 Il 111 IV I II
1993 1954 1995 T 1994 1995 1996
Short-term bank credit

to the private sector 1/ 43 0.9 8.9 33 29 05 29 153 66 7.1 7.0 1.5 6.1

Nondirected credit 44 10 9.0 33 28 06 30 154 66 7.1 7.1 1.6 6.1

In NIS 47 26 11.2 53 32 32 53 213 95 179 6.7 71 24

Overdraft facilities 6.2 47 133 72 -14 54 77 236 115 99 8.7 9.0 4.4

Fixed-term credit 33 1.0 9.5 38 46 16 35 194 79 63 49 55 08

In foreign currency (Euro) 2/ 21 -7.0 1.0 57 37 -109 75 -18 24 32 50 -8.1 9.1

CDs -14 25 48 .. 80 -18 145 3.2 1.6 0.4 08 -34

Time deposits 3/ 0.7 20 5.5 05 75 -13 0.6 I51 4.1 2.4 1.1 1.5 -30
One-month Treasury bills 0.1 -1.3 6.8 06 -70 -04 18 162 54 is 25 19 -6

Indexed 5-year government bonds 28 29 4.1 2.7 30 26 32 40 41 4.1 43 4.2 4.1

Interest rate spread 4/ 17 7.5 B2 73 7.3 7.4 78 81 81 8.2 84 82 82

_'[L_

Source: Data provided by the Bank of Israel.

1/ Includes directed credit and nondirected foreign currency linked credit.

2/ Euro in dollar terms for three months is the base for interest on dollar loans, excluding public companies.

3/ Average for all time deposits. '

4/ Interest rate differential defined as the gap in nominal percentage points on an annual basis between the effective rate on overdrafts and the rate on certificates of deposit.
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Table A18. Israel: Reserve Requirements on Deposits and Interest Brackets, 1991-96

(In percent)
Demand Deposits Time Deposits
(November 2, 1991 to December 28, 1994)
1-6 days (daily) 1 week-3 months 3 months+
Reserve requirement 8 8 6 4
Percentage of reserve requirement
on which interest is paid
by the Bank of Israel 0 0 333 50
(from December 29, 1994)
1-6 days 1 week-1 year Over 1 year
Reserve requirement 6 6 3 0
Percentage of reserve requirement
on which interest is paid
by the Bank of Israel 0 0 0 0

Source: Bank of Israel.
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- 73 - STATISTICAL APPENDIX

Table A19. Israel: Public Sector Injection and Sources of Nonrevaluation
Increments to the M3 Base, 1992-96 1/

(In millions of new shekels)

19935 1996
1992 1993 1994 1995 I 11 m v I 11
Total public sector domestic deficit 8,012 7,053 6,098 11,428 -55 3,811 4,898 2,774 2,462 2,797
OF which
Absorbed by net borrowing 2/ 2,85 4425 L1582 83587 1,657 2,090 2,677 2,163 1,887 1,110
Public injection to money base 3/ 5,156 2,628 4,940 2,842 -1,712 1,722 2,221 611 575 1,687
Bank of lsrael injection 2,884 3,800 -4,188 21,975  -5867 -5,999 -6,140 -3,969 -1,762 -1,073
Monetary loans 5,370 5,994 -1,490  -11,002 -5,388 3,601 -990 -1,023 761 -330
Swap 0 ¢ 0 -5,146 0 Q -2,736 -2,410 -893 498
Open market operations -108 996 1,386 -3,061 230 -1,836 -1,634 178 -923 317
Orher factors 4/ -2,378 -3,190 4,084 -2766 -709 -562 -781 -714 -707 -1560
Total liquidity injection 8,040 6,428 752 -19,133 7579 4,277 -3,920 -3,357 -1,187 612
Net foreign currency purchases
By private sector 7180 4,591 -,151  -18413 6315  -4,968 3,830 3,301 2,122 125
Additions 1o money base 860 1,837 1,903 7200 -1,264 651 90 -56 915 487
(In percent of total injection)
Absorbed by net borrowing 26 41 61 -81 -28 96 216 181 270 64
Net foreign currency purchases 74 59 39 181 128 196 316 281 -170 36
Additions 1o M3 base 66 42 -60 175 107 227 308 276 <303 7

Source: Bank of Isracl Research Department: Recent Economic Developments; and data provided by Bank of Israel.

1/ Excluding changes resulting from the revaluation of government bonds and Patam deposits.

2/ Net government borrowing from the private sector less the early redemption of the state of Israel bonds.

3/ Includes the injection of the Jewish Agency. Sale of tradable bonds is not considered as absorption. Includes interest payments on internal debt.
4/ Consists mostly of absorption/injection generated by various items in the Bank of Israel’s balance sheet. (Such as interest paid on liquid assets in local and foreign

currency).
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Table A20. Isracl: Factors Affecting M3 Base

1992 1993 1994 1995 1996 1/
{In millions of shekels)
1. Narrow money base 2/ 5,904 7,740 9,643 9,692 11,308
2. Reserve requirements on
Patam deposits 3,236 2,387 1,541 1,935 2,036
3. M3 base (1+2) 9,140 10,127 11,184 11,627 13,345
(Real percentage increase during the peh'od) 2/
1. Narrow money base 2/ 7.0 17.8 8.9 -7.0 10.5
2. Reserve requirements on
Patam deposits -16.2 -33.7 -43.6 16.1 61.2
3. M3 base (1+2) -2.5 -04 -3.5 -38 -13.8
Percent of increase in narrow liquid asset
base due to:
Revaluation increments 998 18.0 15 16.3 -42.4
Nonrevaluation increments 0.2 820 98.5 83.7 1424
Memorandum item (flows)
Increase in M3 base 564.4 986.2 1,057.7 4429 -377.5
Of which
Revaluation increments on
Patam deposits’reserve
requirements 563.2 177.4 16.3 722 1602
Nonrevaluation increments 1.3 808.8 1,041.4 370.7 -537.7

Source: Bank of Israel.

1/ The period of change is June 1996 versus June 1995.
2/ Currency held by public and liguid assets of banking institutions.
3/ Nominal rate deflated by consumer price index.




-~ 75 - : STATISTICAL APPENDIX

Table A21. Israel: Principal Stock Market Indicators, 1991-95

1991 1992 1993 1994 1995

(In millions of constant 1995 shekels unless otherwise indicated)

New issues 1/ 2/ 2,227 5,959 10,816 5,719 1,615
Of which
Public sector corporations 430 993 2,911 686 0
Private firms 1,797 4,966 7,904 5,033 1,615
Market value 2/ 49,068 112,740 187,579 106,771 114,495
Volume of stock exchange
trade 2/ 33,497 50,701 110,912 88,809 28,608
Annual turnover 3/
All shares 0.67 0.65 0.79 0.61 0.27

Real overall rate of return 4/ _
All shares 31.8 74.4 27.0 -46.1 5.9

Sources: Bank of Israel; and Central Bureau of Statistics.

1/ Shares, convertible securities, and exercised options.

2/ At December 1995 prices. Market value—end-of-year figures; volume of trade—on and off the
floor.

3/ Ratio of monthly volume of trade (on and off the floor) to average monthly market value of the stock
of shares.

4/ Deflated by end-of-month CPI.



Table A22.
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Israel: Principal Bond Market Indicators, 1991-95

1991 1992 1993 1994 1995

Market value of listed bonds

Government

Private 2/

Total

Of which
Percentage held by:

Public
Commercial banks
Social insurance funds
Bank of Israel

Volume of stock exchange trade
Government
Private 1/
Total
Bank of Israel intervention 2/
{(in percent)

Issues of tradable bonds
Government
Private 1/
Total

Annual turnover 3/
Government
Private 1/

Total

Real overall rate of return
CPl-indexed bonds
Government
Private 1/
Total

Exchange-rate indexed bonds
Government
Private 1/
Total

(In millions of constant 1995 shekels unless otherwise indicated)

87,281 101,678 103,289 96,660 105,237
14,287 14,854 14,231 11,697 10,454
101,568 116,532 117,520 108,357 115,691
26 27 28 26 27
20 19 19 21 27
52 52 51 51 43
2 2 2 2 3
12,177 16,407 18,954 15,855 16,612
2,530 1,711 1,098 1,320 949
14,707 18,118 20,052 17,175 17,561
0.02 2.04 220 1.84 292
13,482 4,536 1,862 -3,462 5,517
507 -1,344 -1,263 -2,206 -1,537
13,989 3,192 599 -5,668 3,980
0.15 0.17 0.18 0.15 0.17
0.18 0.12 0.08 0.10 0.09
0.15 0.17 0.18 0.15 0.16
(In percent)
-1.2 52 -1.6 34 0.8
6.6 79 -0.4 -4.0 -0.1
1.5 5.9 -1.5 -3.5 0.7
-1.4 9.2 5.4 -10.9 04
0.6 259 -1.2 -17.2 54
-17 203 -4.5 -11.5 - Q9

Sources: Bank of Israel; and Central Bureau of Statistics.

1/ Including public sector corporations.

2/ Ratio of the central bank's sales and purchases in the secondary market to total volume of stock exchange trade in bonds.
3/ Ratic of monthly volume of trade (on and off the floor} to market value of the stock of bonds. Calculated from monthly ratios.
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1991 1992 1993 1994 1995
Mutual funds

Total assets (NIS millions) 20,070 39,477 44,795 20,361 15,752
Real growth rate of total assets 36.7 96.7 13.5 -54.5 -22.6
Real annual rate of return 8.6 278 10.3 -29.0 2.8

Tradable assets of funds (percent of

total tradable assets)
CPI indexed bonds 10 11 8 6 4
Foreign-currency indexed bonds 19 37 32 17 11
Nonbank shares 12 13 13 9 7
Unindexed assets 9 12 11 4 3
Provident Funds

Total assets (NIS billions) 102 116 121 111 106
Real growth rate of total assets 6.7 14.0 4.0 -7.8 -4.7
Real annual rate of return 40 11.3 2.7 -8.3 2.5

Tradable assets of funds (percent of

total tradable assets)

Tradable government bonds 51 51 51 49 42
Private bonds 60 58 54 62 56
Nonbank shares 10 10 9 12 10
Unindexed assets 9 9 9 7 6
_ Pension funds' assets (NIS billions) 54 57 60 62 66
Real growth rate of total assets - 6.8 52 26 6.6
Real annual rate of return 52 49 5.1 5.1 5.1

Source: Bank of Israel; and Central Bureau of Statistics.
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State Budget Balance and Financing, 1992-97

1992 1993 1994 1995 1996 1997
Budget Outturn Budget Estimated Budget
cutturn :
(Percent of GDP)
Total revenue 38.8 39.2 40.3 40.4 40.0 39.9 37.9 39.1
Total expenditure 48.2 46.1 46.3 47.9 46.1 46.7 46.2 44.8
Budget balance before foreign grants -9.4 -6.5 -5.9 -7.5 -6.1 -6.8 -8.3 -5.7
Foreign grants 5.6 4.4 3.6 3.7 2.0 3.2 4.0 3.0
Budget balance after foreign grants -3.8 -2.5 -2.4 -3.8 -4.2 -3.6 -4.3 ~2.7
Total financing 3.8 2.5 2.4 3.8 4.2 3.6 4.3 2.7
Foreign (net) 1.2 0.6 .0 1.0 1.5 6.7 .o c.8
Gross 3.2 2.8 T 2.5 3.4 3.6 3.7 . 3.2
Repayment 2.0 2.2 2.4 2.4 2.1 3.0 .o 2.5
Doemestic {net) 2.6 1.9 2.3 2.8 2.7 2.8 SN 1.9
Nonbank borrowing (net) 3.4 1.4 -0.1 1.0 2.5 1.9 .o 0.9
Gross 11.6 7.7 9.1 7.6 9.3 16.0 ve 8.0
Repayment 8.1 6.3 9.2 6.6 6.8 ' 8.2 ve 7.1
Bank of Israel credit (net) -0.1 0.1 1.9 0.0 -0.5 0.0 e 0.0
Sale of assets 0.7 1.7 0.3 1.8 0.7 1.0 coe 1.2
Lending (net} (-} -1.4 -1.4 0.3 -0.0 ¢.1 -0¢.0 ‘e -0.1
Groass {-) -2.9 -3.0 -1.3 -1.4 -1.4 ~1.3 ‘oo -1.4
of which: housing (-) -1.6 ~-1.5 -1.0 -1.2 -1.1 -1.1 e -1.1
Repayment 1.5 1.6 1.5 1.4 1.4 1.3 N 1.3
Residual . -0.1 -0.0 .o ~-0.0 -0.0 -0.0 e 0.0
Memorandum itema:
Primary balance 3.0 4.4 3.9 3.0 1.8 2.4 .es 3.0
Current balance 0.7 0.8 0.4 0.0 -1.8 -0.0 .o 0.9
Damestic balance -4.9 -2.3 -2.0 -2.7 -3.3 -2.5 -4.1 -1.9
Foreign balance 1.1 -0.1 ~-0.4 ~-1.0 -0.9 ~1.1 -0.2 -0.8
-6.2 -3.2 -3.0 ~-2.8 -2.8 -2.5 -2.5 -2.8

Domestic balance target 1/

Source: Data provided by the authorities.

1/ The 1997 target refers to the overall budget balance.
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State Budget Revenue, 1992-97

Israel:

Table A25.

1597

1996

1995
Budget Ocutturn Budget EstimatedBudget

1933 1994

1992

outturn

{Percent of GDP)
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1.5

2.0
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0.4

. 0.8 0.3 0.6

0.3

39.2 40.3 40.4 40.0 39.9 37.8
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5.6
44.4
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Table A26. Israel: State Budget Expenditure (Economic Classificaticn), 1992-97

1992 1993 1994 1995 1996 1997
Budget Outturn Budget Estimated Budget
outturn

{Percent of GDP)

Current expenditure 43.7 42.9 43.5 44.1 43.7 43.2 _ee 41.2
Wages 8.9 8.6 9.4 9.5 9.7 9.4 cee 9.4
Of which: defense 3.8 3.4 3.6 3.3 3.6 3.1 - 3.3
Goods and services 10.3 9.5 9.7 9.3 9.5 8.9 . 8.1
of which: defense 6.9 6.1 6.0 6.1 5.9 5.6 “ae 5.0
Interest 7.7 7.6 7.0 7.5 7.1 6.6 . 6.4
Damestic 5.4 5.4 5.0 5.0 5.3 4.5 . 4.7
Foreign 2.2 2.2 2.1 2.5 1.8 2.1 ‘o 1.7
Subsidies and transfers 16.0 16.1 16.4 16.7 16.2 17.2 . 16.2
Subsidies 2.5 2.4 2.1 1.8 1.9 1.7 “ee 1.7
nonexport 0.5 0.6 0.7 0.6 0.6 0.6 “es 0.5
export 0.4 0.2 0.0 0.0 0.0 0.0 ves 0.0
investment grants 1.6 1.6 1.3 1.2 1.3 1.1 “ea 1.2
Transfers 13.5 13.7 14.3 14.8 14.3 15.6 vee 14.5
To local authorities 1.7 1.8 2.1 2.3 2.2 2.3 ‘es 2.2
To National Insurance Institute 5.0 5.2 5.7 5.2 5.8 6.0 e 3.7
To nonprofit institutions 5.9 6.1 5.9 6.6 5.6 6.5 . 7.9
To defense 0.8 0.7 0.7 0.7 0.7 0.7 . G.7
Repayment to National Insurance Institute 0.9 1.0 1.0 1.1 1.1 1.1 ‘e 1.1
Capital expenditure 4.5 3.4 2.8 2.6 2.4 2.5 - 2.5
0f which: housing 3.3 1.4 0.8 0.6 0.7 0.6 “es 0.7
- Reserve . 0.0 -0.1 ¢.0 1.2 0.0 1.1 .ea 1.1
Total expenditure 48.2 46.1 46.3 47.9 46.1 46.7 46.2 44.8
Memorandum items:
Damestic expenditure 42.6 41.0 41.8 42.6 42.2 42.0 41.6 40.6
Foreign expenditure 5.6 .1 4 5.3 3.8 4.7 4.6 4.2

Source: Data provided by the authorities.



- 81 -

STATISTICAL APPENDIX

Table A27. Israel: State Budget Expenditure (Functional Classification), 1992-97

1992

1993

1994

1995

1996

Budget OCutturn

1997

Budget Estimated Budget

outturn

General public service
General administration
Public order
Defense
Education
Of which: wuniversities
Health
Labor and welfare
Other social services
Of which: housing
direct absorption
Economic services
General
Agricultural
Manufacturing
Water and energy
Transport and communications
Other :
Unallocable and other functions
Interest
Interest and loan subsidy
Subsidy for basic products
Export market development
General transfers
Reserves
Repayment of loans {-)
Total expenditure and net lending
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Source: Data provided by the authorities.
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Table A28. Israel: General Government Balance and Financing (Mational Accounts), 1992-95

1992 1993 1994 1995

{Percent of GDP)

Total receipts 52.8 52.5 51.8 51.7
Total expenditure 56.8 56.0 54.0 55.1
Overall balance -4.0 -3.5 -2.2 -3.4
Total financing 4.0 3.5 2.2 3.4
Change in monetary base 0.5 1.0 0.9 -0.3
Foreign borrowing (net) 1.8 -2.7 4.4 -3.7
Damestic borrowing (net) -2.6 0.0 -0.3 6.2
Through government (net) 1.0 0.7 0.2 2.9
Through Bank of Israel (net) -3.5 -0.7 -0.5 3.3
Sale of assets 0.8 1.7 0.3 0.4
Residual 3.5 3.5 -3.1 0.8
Memorandum items:
Current balance (net saving) ~0.8 -1.3 -0.9 -2.1
Current balance + depreciation (gross saving) 0.6 0.1 0.4 -0.8
Damestic balance -7.2 -5.1 -3.2 -4.4
Foreign balance 3.3 1.6 1.0 1.0

Source: Data provided by the authorities.
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Table A29. Israel: General Government Expenditure (National Accounts), 1992-95

1992 1993 1994 1995

(Percent of GDP)
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n
8]
+

L7+

Total domestic expenditure
Current expenditure
Civilian 16.5
of which: impact from health law
Defense
Transfer payments
Subsidies
Credit
Other
Interest
Capital expenditure
Investment
Capital grants
Repayment of compulsory loans
Total foreign (current) expenditure
Defense imports
Interest
Other
Total expenditure

[y
un
.
o
[
(=R}

o
.

=

O N FHHOWWITUNNOWOoOW
.
-

.
A CRRNMONWOIMNONPE®@
. . . .
.
.

.
*
-

.
-
.

H O OWWYWEF 1O & Wk W=,

"
. P—_— .
O ~JWwh (WA DODWDWWNH OO
. -
. .

.

B ONHEBOHWOIUNOG N ©
. . . »
MOMNFHFWOD HFWOUMEFEOKFRME®
.

tn
(%)
in
in

-
.
-

Source: Data provided by the authorities.



- 8k - STATISTICAL APPENDIX

Table A30. 1Israel: General Government Receipts {(National Accounts), 1992-95

1992 1993 1994 1995

{Percent of GDP)

Total domestic receipts 45.0¢ 45.5 46.4 46.9
Current receipts 41.2 41.1 42.0 43.0
Taxes and fees 38.3 38.5 39.4 40.0
Indirect taxes . 20.9 19.9 19.4 19.6
Domestic production 14.8 14.% 13.8 14.0
Civilian imports 6.1 5.8 5.6 5.5
Direct taxes and fees 12.8 14.0 15.3 14.7
National insurance incame 4.6 4.7 4.7 5.7

Of which: health tax 0.0 0.0 0.0 1.8
Transfer payments 1.5 1.4 1.6 1.7
of which: imputed pensions 1.2 1.2 1.4 1.5
Property income/tax 1.4 1.1 1.0 1.3
Capital receipts 3.8 4.5 4.4 3.9
Transfer payments 2.4 3.1 3.1 2.6
Depreciation 1.4 1.4 1.3 1.3

. Total foreign receipts 7.7 6.9 5.4 4.8
Current receipts 7.5 6.7 5.1 4.6
Interest s 0.9 0.6 0.3 0.7
Transfer payments 6.5 6.1 4.8 3.9
Intergovernmental 5.6 5.2 4.1 3.1
National and nonprofit institution 0.9 0.9 6.8 0.8
Capital receipts 0.3 0.3 0.2 0.2
Total receipts 52.8 52.5 51.8 51.7

Source: Data provided by the authorities.



_ 85 - STATISTICAL APPENDIX

Table A3l. Israel: Structure of General Goverrment Finances (National Accounts), 1992-94

1992 1993 1994

{Percent of GDE)

Receipts from the public

Central govermment 42.7 42.2 41,38
National Insurance Institute 4.6 4.7 4.7
National institutions 0.9 0.9 0.7
Local authorities 3.4 3.5 3.4
Public¢ nonprofit associations 1.2 1.2 1.2
Total 52.8 52.5 51.7
Expenditure on the public
Central government 36.2 34.4 32.3
National Insurance Institute 7.0 7.4 7.3
National inatitutions 1.0 0.9 0.8
Local authorities 6.6 7.1 7.3
Public nonprofit associations 6.1 6.3 6.2
Total 56.8 56.0 53.9
Unilateral transfers to other general govermment entities
Central govermment 10,2 16.4 11.7
National Insurance Institute ~3.4 ~3.5 -3.8
National institutions 0.0 0.0 0.0
Local anthorities =-2.0 ~2.0 -2.4
Public nonprofit associations -4.8 ~4.9 -5.4
Total 6.0 0.0 Q.0
Overall bhalance
Central govermment ' ~3.7 2.5 -2.2
National Insurance Institute 1.1 0.8 1.3
National institutions 0.1 0.0 -0.1
Local authorities -1.2 ~1.7 -1.6
Public nonprofit associations -0.1 ~0.1 0.4
Total -4.0 ~3.5 -2.2

Source: Data provided by the authorities.



Table A32. Isracl: The Currency Basket of the Israeli Shekel, 1987-96

Percentage Distribution of Currencies on the

Absolute Amounts of Basis of Market Rates on:
Currencies in Basket 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996
as of December 31, 1995 Dec.31 Dec.31 Dec.31 Dec.31 Dec.31 Dec.31 Dec.31 Dec. 31 Dec.31 July3l
Deutsche mark 0.3964 02368  0.2184 02310 0.2462 02441 02387 02258 02419 02424 02161
French franc 03222 00568  0.0520 00549 00588 00581 00569 00540 00569 0.0577 0.0520
Japanese yen 7.0106 0.0568 00572 00503 00501 00547 00570 00646 0.0692 0.0597 0.0542
Pound sterling 0.0604 0.1123 0.1120 01008 0.1140 0.1112 00938 00929 00939 (0.0819 0.0812
U.S. dollar 0.6372 0.5373 0.5605 0.5631 05309 05320 05537 05627 0.538] 0.5583  0.5965

Sources: IMF, International Financial Statistics, and data provided by the Israeli authorities.

XIUNAddV TYOILSILVLS
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Table A33. Israel: Exchange Rate Developments, 1986-96

(Index number 1986 = 100; period averages)

Pound Deutsche Japanese French
U.S.Dollar/  Sterling/ Mark/ Yen/ Franc/ Currency
Shekel Shekel Shekel Shekel Shekel Basket
1986 100.0 100.0 100.0 100.0 100.0 100.0
1987 107.2 119.8 128.9 124.0 1233 114.3
1988 107.4 130.6 1323 140.1 124.9 117.0
1989 128.9 1438 148.0 155.9 1396 135.9
1950 135.5 165.0 181.3 156.9 172.3 150.2
1991 © 1534 184.3 1993 190.4 187.7 168.9
1992 1653 198.9 2290 2182 216.3 186.2
1993 190.4 194.8 248.2 286.9 2320 208.7
1994 202.4 2115 2698 3311 2525 2250
1995 2024 2178 304.7 3612 280 .2 235.5
1991
I 1389 180.9 196.0 173.4 184.5 158.1
I 157.5 183.4 195.9 190.1 185.1 170.5
111 158.1 180.9 194.8 193.1 183.5 170.5
v 1587 191.7 210.2 2045 197.1 176.1
1992
1 157.4 190.4 210.1 204.8 197.6 175.2
I 163.5 201.5 2186 209.7 207.7 182.4
IIt 1643 2140 242.1 2194 2287 190.3
v 176.3 185.0 244.6 2390 230.6 196.6
1993
1 187.6 189.0 2476 2595 2337 205.2
II 184.3 193.3 246.2 281.0 2338 204.6
IH 1912 1961 245.6 302.4 226.7 209.3
v 197.4 200.8 2529 304.3 2336 2154
1994
I 200.1 203.1 250.6 3107 2359 2173
I 203.0 208.4 264.1 3283 247.1 223.6
I 203.6 215.1 2810 3429 262.7 2294
Y 203.0 2154 283.7 3428 264.6 230.0
1995
I 201.6 217.6 2942 3504 269.7 2317
11 200.5 2183 309.3 3959 281.4 236.7
11 202.1 2169 304.5 360.4 282.1 2353
v 205.5 2186 311.5 338.0 288.0 238.2
1996 ,
I 2093 218.7 307.7 3305 2873 239.7
i 217.0 2255 307.2 337.4 290.3 245.6

Sources: IMF, International Financial Statistics; and data provided by the Israeli authorities.
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Table A34. Isracl: Balance of Payments Summary, 1983-1996

01+Q2 1/
1989 1990 1991 1992 1993 1994 1995 1996
(In millions of U.S. dollars)
Current account balance 1,250 535 =358 172 -1,119 -2,334 -3,874 -3,130
Trade balance -1,833 -2981 -4902 -4924 -5,576 -5,922 -7.626 -4,326
Exports, fo.b. 11,067 12,139 12,029 13,314 14,804 16,691 19,045 9,713
Imports, fo.b. 12,900 15,120 16,931 18,237 20,380 22613 26,671 14,039
Civilian imports 11,730 13,652 14,991 16,790 18,273 21,152 25,378 13,220
Military imports 1,170 1,468 1940 1,448 2,106 1,461 1,293 819
Civilian trade balance -663 -1,513 -2962 -3476 -3.469 -4.461 -6,333 -3,507
Services balance -1962 -2369 -2,227 -1,727 -2,302 -3,406 -3,512 -1,796
Exports 5,800 6,261 6,439 7,607 7,503 7,935 9,781 4,933
Imports 7,761 8,631 8,666 9334 9,806 11,340 13,293 6,731
Net transfers 5045 588 6,771 6,823 6,759 6,994 7,264 2,994
Capital account balance -890 455 195 -826 2,414 1,617 3,864 2,696
Long-term capital 144 213 135 -465 2,134 2,859 2,276 1,311
Short-term capital -1,034 242 60 -362 280 -1,241 1,588 1,385
Errors and omissions 1,038 -475 -9 -558 184 786 1158 1,168
Change in reserves -1,398 -515 173 1,446 -1,480 =70 -1,201 -810
{Growth rates in percent)

Memorandum items:
Goods exports 9.7 -0.9 10.7 11.2 12.7 14.1 38
Goods imports ‘ 17.2 120 7.7 11.8 11.0 17.9 7.4
Services exports 79 28 18.1 -1.4 58 233 54
Services imports 11.2 0.4 1.7 5.1 15.6 17.2 10.2

Sources: Bank of Israel; and Central Bureau of Statistics.

1/ The growth rate in percent is compared to same period the previous year.
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(In millions of U.S. dollars)

STATISTICAL APPENDIX

1996
1988 1989 1990 1991 1992 1593 1994 1995 Q2
Freight and transportation, net -408.8 -452.1 -5427 657.9 7335 -883.4 -1098.8 -1166.3 -668.9
Receipts 1,262.6 1,340.8 1,494.8 1,546.0 1,682.2 1,764.6 1,792.4 2,163.1 1,066.5
Payments -1,671.4 -1,792.9 2,037.5 -2.2039 -2,416.1 -2,648.0 -2,891.2 -3.329.4 -1,735.4
Travel, net 263.3 207.2 -45.7 -246.9 221.1 141.0 -196.6 -230.0 0.2
Receipts 1,346.5 1,467.7 1,396.4 1,303.7 1,895.1 2,192.9 2,398.7 2,9180 1,358.4
Payments, -1,083.2 -1,260.5 -1,442.1 -1,550.6 -1,674.0 -2,051.9 -2,595.5 -3,148.0 -1,358.2
Insurance, net -98.9 <1508 -225.1 -143.5 -583 -197.0 -202.6 ~222.5 -8L.4
Receipts 9.1 <235 -11.2 -4.2 -13.5 10.7 103 11.0 113
Payments -108.0 -127.6 -213.9 -139.3 -42.8 -207.7 2123 -233.5 927
Other, net <219 -89.9 -239.9 -101.4 12.7 24.0 -159.7 -3371.7 -172.2
Receipts 1.646.8 1,703.9 1,838.1 1,975.3 2,516.4 2,400.4 2,640.2 2,969.5 1,581.8
Payments -1,670.7 -1,793.8 <2,078.0 -2,076.7 -2,503.7 -2,376.4 -2,799.9 -3,307.2 -1,754.0
Government, n.c.s., net “66.6 -72.5 730 8.7 -110.4 <1453 -154.2 -153.7 -73.4
Receipts 346 417 471 483 531 47.0 50.2 64.2 36.8
Payments -101.2 -114.2 -120.1 -138.0 -163.5 -192.3 -204.4 -217.9 -110.2
Total services, excluding
invesiment income, net -334.9 -5584 -1,126.4 -1,239.4 -666.4 -1,060.7 -1,811.5 -2,110.2 9957
Receipts 4,299.6 4,530.6 4,765.2 4,869.1 6,133.7 6,415.6 6,891.8 81258 4,054.8
Payments -4,634.5 -5,089.0 -5,891.6 -6,108.5 -6,800.1 -7.476.3 -8,703.3 -10,236.0 -5,050.5
Investment income, net -1,647.3  -1,4032  -1,243.0 -988.1 -1,060.9 -1,241.5 -1,5943  -1,401.5 -801.6
Receipts 996.3 1,269.2 1,496.1 1,569.5 1472.9 1,087.6 1,042.9 1,655.5 876.8
Payments -2,643.6 -2,672.4 -2,139.1 -2,557.6 -2,35338 -2,329.3 -2,637.2 -3,057.0 -1,680.4
Total services, net -1,982.2 -1,961.6 -2,369.4 -2,2275 -1,727.3 -2,302.2 -3,405.8 -3,511.7 -1,7973
Receipts 5,295.9 5,799.3 6,261.3 64386 7,606.6 7,503.4 7,934.7 9.7813 4,933.6
Payments -7.278.1 -7,761.4 -8,630.7 -8,666.1 -9,333.9 -9.805.6  -11,340.5 -13,293.0 -6,730.9

Sources: Central Burcau of Statistics, Monthly Bulletin of Statistics, and data provided by the Bank of Israel.
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Table A36. Israel: Civilian Import Volume and Price Indicators, 1988-96

(Percentage change from previous year)

Ql
1988 1989 1950 1991 1992 1993 1994 1995 1996
Volume indicators 1/
Consumer goods 12.7 -9.9 12.9 220 20.5 8.9 19.4 11.2 16.8
Nondurables . 10.0 1.8 24 13.3 155 214 247 9.3 285
Durables 155 -208 264 3l4 255 -0.8 14.6 12.9 106
Input goods ‘ 03 -1.7 4.3 103 11.8 13.2 9.7 11.7 63
Diamonds 10.7 -14.3 -10.2 -11.3 5.9 135 11.1 19.9 6.3
Fuel 14.9 -3.9 14 16.9 222 14.6 -2.2 . 93 -29.7
Other -1.5 1.7 11.8 18.0 11.6 12.8 114 B8 12.8
Investment goods 64  -135 220 369 38 13.9 238 32 9.0
Machinery and
equipment -84 =17 21.9 280 3.9 16.8 17.1 114 13.3
Total imports, net Qs 4.1 73 15.1 113 127 13.2 104 82
Tolal, excluding
diamonds 22 -33 12.3 21.8 12.1 12.6 13.6 8.6 8.5
Price indicators 2/
Consumer goods 29 -08 70 30 26 0.2 08 8.0 01
Nondurables 44 2.1 89 -0.6 1.1 -3.2 -03 88 14
Durables I.5 4.0 4.9 -53 4.0 3.5 1.9 7.1 -1.6
Input goods 10.3 98 7.4 5.5 -1.1 -4.4 25 g1 4.1
Diamonds 20.3 24.2 13.7 0.4 7.7 1.1 43 -4.6 54
Fuel . -19.5 223 21.4 -17.8 -4.9 -11.3 -2.6 1G.3 7.2
Other 14.0 4.9 25 -43 -3.2 -4.9 2.7 142 3.2
Investment goods 4.1 -3.1 8.0 -0.1 22 -1.3 1.9 6.3 03
Machinery and
equipment 42 2.0 8.6 1.3 22 -3.6 03 51 0.1
Total imports, net 83 6.6 7.4 -4.4 -0.1 -33 2.1 85 28
Total, excluding
diamonds 5.9 4.6 6.1 -5.1 -15 -4.1 1.8 11.3 23

Sources: Central Bureau of Statistics, Foreign Trade Statistics Quarterly; and data provided by the Bank of Isracl.

1/ Value dats deflated by Fisher unit value indices.
2/ Based on data in U.S. doilars.
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Table A37. lIsrael: Commodity Composition of Civilian Imports (c.i.f), 1988-96 1/

Q1 o0
1988 1989 1990 1991 1992 1993 1994 1995 199 1996
(In millions of U.S. doliars)

Consumer goods 1,467 1,312 1,585 1,876 2320 2,532 3,047 3,657 1,073 929
Nondurabies 704 72 816 919 1,070 1,249 1,549 1,846 567 469
Durables 763 580 765 957 1,250 1,283 1,498 L&11 506 460
Input goods 9,548 10299 11,537 12002 13270 13355 16,141 19,674 3,334 4942
Diamonds 2415 2,872 2,865 2,551 2911 3341 3,873 4,429 1,192 997
Fuel 1,061 1,247 1,535 1,474 1,713 1,742 1,658 1,999 430 499
Other 6,072 6,180 71,107 7.977 8,646 9,272 10,610 13,246 3,732 3,447
Investment goods 1,929 1,585 2,194 2,996 3,180 3,577 4310 4951 1,387 1,370

Machinery and
equipment 1,357 1,228 1,625 2,107 2,240 2,522 2,962 3,468 1,005 982

Other items 2/ 457 .166 2209 200 232 285 329 -300 -115 76
Total imports, net 12,287 13,030 15,107 16674 18538 20209 23365 27982 7,699 7,165
Total, excluding

diamonds 9872 10,158 12,212 14123 15627 16868 19496 23,553 6,507 6,168
(In percent)
Consumer goods 119 10.1 10.5 113 12.5 125 13.0 13.1 139 13.0
Nondurables 5.7 5.6 5.4 5.5 58 62 66 6.6 74 6.5
Durables 62 4.3 5.t 5.7 6.7 63 6.4 6.5 6.6 6.4
Input goods 7.7 79.0 76.4 72.0 716 710 6.1 703 69.5 69.0
Diamonds 19.7 220 192 153 157 16.5 16.6 158 15.5 139
Fuel 86 96 102 8.8 92 2.6 7.1 7.1 56 7.0
Other 49.4 47.4 47.0 478 46.6 459 45.4 473 48.5 48.1
Investment goods 15.7 122 14.5 18.0 172 17.7 193 177 18.0 19.1
Machinery and
equipment 11,0 94 108 12.6 12.1 125 127 12.4 13.1 137
Other items 2/ 53 -13 .14 12 .13 13 1.4 -1.1 .15 1.1
Total imports, net 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Sources: Central Bureau of Statistics, Foreign Trade Statistics Quarterly, and Monthly Bulletin of Statistics.

1/ Excluding imports from occupied areas and direct imports of military goods. A revised classification of commodity categories applics in 1938 and thercafter.
2/ Returned and re-exported imports, and items not specified elsewhere,
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Table A38. Isracl: Origin of Imports, 1989-96

(Percent of total)
1989 1990 1991 1992 1993 1994 1995 1996 1/
Imports 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
European Community 47.1 493 47.5 48.7 49.2 51.0 477 48.6
Belgium-Luxembourg 14.2 13.2 11.1 12.6 12.4 12.7 11.8 10.9
Denmark 04 6.4 05 . 0.7 0.7 0.6 06 0.6
France 38 3.9 43 4.1 3.8 4.5 4.0 4.1
Germany 10.1 11.7 11.6 11.8 10.4 10.4 9.1 9.0
Greece 0.3 0.3 0.3 0.4 0.4 0.5 0.5 0.5
Ireland 02 0.3 0.3 0.3 03 04 0.6 0.6
Ttaly 54 6.1 6.5 6.9 73 78 7.6 8.0
Netherlands 32 34 34 32 3.4 33 33 33
Portugal 0.2 0.3 03 0.3 0.7 0.5 03 04
Spain 1.0 1.0 1.0 1.1 1.0 1.7 1.8 2.1
United Kingdom 8.2 86 33 7.2 87 87 8.0 92
Japan 25 36 44 5.3 51 40 32 37
United States 16.7 17.8 193 17.0 174 17.9 18.1 21.2
Canada 0.6 09 08 0.6 0.5 0.7 08 0.6
EFTA countries 2/ 10.7 114 10.9 94 10.2 2.1 88 8.4
Other countries 224 17.1 17.1 19.0 17.6 17.2 214 17.5

Sources: Central Bureau of Statistics, Monthly Bulletin of Statistics, and IMF, Direction of Trade Statistics.

1/ May.
2/ In 1995 the EFTA countries moved to the European Community. In this table they are still classified under EFTA to enable
comparison with previous years.
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Table A39. Israel: Commodity Composition of Exports, 1991-96 1/2/

Q1 Q2
1991 1992 1993 1994 1995 1996 1996
(In millions of U.S. dollars)

Agricultural products 643 554 548 594 741 308 197
Citrus fruit : 150 115 121 126 203 86 34
Other fruits and vegetables 168 137 143 137 181 77 54
Other 325 302 284 330 357 145 109

Industrial products (excl. diamonds) 7,680 8,637 9,959 11,272 12,302 3,150 3.109
Ores and minerals 295 294 283 332 382 84 82
Food (incl. beverages and tobacco) 520 540 534 559 617 157 165
Textiles (incl. clothing and leather) 794 908 883 968 1,036 258 233
Other light industry products 961 1,151 1,199 1,301 1,574 383 399
Chemicals 1,495 1,589 1,912 2,120 2,370 596 581
Metals, machinery and electronics 3,547 4,080 5,058 5,894 6,222 1,644 1,624

Diamonds, net 2,690 3,049 3,356 4,014 4,622 1,319 1,022

Returns -206 -239 -220 -171 -232 -43 -113

Total 3/ 11,219 12,479 14,083 16,051 17,897 4,820 4,442
(In percent)

Agricultural products 58 45 40 37 42 6.4 4.6
Citrus fruit 1.4 0.9 0.9 0.8 I.2 1.8 08
Other fruits and vegetables 1.5 1.1 1.0 0.9 1.0 1.6 1.2
Other 3.0 25 2.0 2.1 20 30 25

Industrial products (excl. diamonds) 69.7 70.6 718 71.0 69.6 65.9 71.8
Ores and minerals 2.7 24 20 2.1 22 1.7 1.9
Food (excl. beverages and tobacco) 47 44 3.9 3.5 3.5 33 38
Textiles (excl. clothing and leather) 7.2 7.4 6.4 6.1 5.9 54 54
Other light industry products 8.7 9.4 86 82 39 8.0 9.2
Chemicals 13.6 13.0 13.8 13.4 134 12.5 134
Metals, machinery and electronics 322 333 365 371 35.2 344 375

Diamonds, net 244 249 242 253 26.2 276 236

Total 3/ 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Sources: Central Bureau of Statistics, Foreign Trade Statistics Quarterly, and Monthly Bulletin of Statistics.
1/ Including returned exports (except diamonds): excluding exports to Occupied Territories.

2/ The valuation basis used in this table varies from that on which Table A34 is based.

3/ Numbers do not add up because total includes "other exports,” mainly scrap metal.
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Table A40. Israel: Export Volume and Price Indices, 1988-96

(Percentage change from previous year)

1988 1989 1990 1991 1992 1993 1994 1995 1996

Volume indicators 1/ 2/

Agricultural products _ -20.6 36 115 33 -24 1.9 112 14.6 30.1
Citrus fruit -214 213 314 257 .142 -114 08 370 -3.1
Other fruits and vegetables -37.1 116 365 94 -89 81 0.7 216 885
Other 97 162 -88 3.1 6.4 47 217 27 324

Industrial products (excl. diamonds) 26 14.8 35 0.1 10.7 19.2 13.9 35 94
Ores and minerals -6.9 0.0 -4.2 -2.7 -5.1 49 186 14 -157
Food -10.6 119 6.1 -82 -4.2 104 55 29 7.6
Textiles -18.0 1.9 148 44 134 23 7.9 2.1 08
Metals, machinery and electronics 12.1 12.3 52 06 128 257 156 06 17.4
Chemicals 43 6.6 4.7 28 8.1 27.0 146 6.2 29
Other industrial products 11.8 9.8 6.0 07 175 44 105 14.2 28

Diamonds, net 1.3 02 -109 -147 121 02 233 12.2 10.2
Total 1.1 59 04 38 105 123 156 65 10.5
Total, excluding diamonds 1.5 9.6 57 0.3 99 167 131 4.6 10.6

Price indicators 3/

Agricultural products 174 -102 116 12 -118 29 25 88 -150
Citrus fruit 1.7 -5 43 117 -10.2 181 55 17.3 -9.3
Other fruits and vegetables 296 -7.2 8.9 3.7 -lio -3.1 -4.7 83 =229
Other 156 -137 171 08 -128 -101 -4.5 51 -14.3

Industnal products (excl. diamonds) 10.0 23 54 -0.7 1.6 <33 -0.6 55 1.9
Ores and minerals 158 133 -1.6 4.6 48 80 -12 13.2 37
Food 3t0  -29 83 -11.1 83 -104 07 7.2 58
Textiles 207 22 94 3.7 08 49 1.6 48 0.3
Metals, machinery and electronics 48 1.5 28 03 20 -14 0.8 4.9 1.3
Chemicals 80 52 85 24 -17 52 32 52 1.3
Other industrial products 6.9 32 77 1.9 20 -0.3 -18 5.9 17

Diamonds, net 215 191 133 32 L1 103 30 27 09
Total 139 6.7 83 0.5 07 05 -14 47 0.1
Total, excluding diamonds 10.8 I.1 58 -05 0.6 -2.5 -0.8 54 0.5

Sources: Central Bureau of Statistics, Foreign Trade Statistics Quarterly, and data provided by the Bank of Israel.
1/ Value data deflated by Fisher unit value indices.

2/ A revised classification of commodity categories applies in 1992 and thereafier.

3/ Based on data in U.S, dollars.
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Table A41. Israel: Destination of Exports, 1989-96

(Percent of total)

1989 1990 1991 1992 1993 1954 1995 1996

Exports 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
European Community 318 349 34.3 336 296 284 30.5 " 31.1
Belgium-Luxembourg 4.9 57 59 52 55 5.5 54 5.4
Denmark 02 03 0.3 0.3 0.2 0.2 03 0.2
France _ 40 4.7 5.1 45 3.9 35 3.6 36
Germany 4.7 58 6.3 57 53 5.0 5.1 53
Greece 1.2 0.9 0% 0.8 0.6 0.6 0.9 0.8
Ireland 0.2 0.2 0.2 0.2 0.2 0.2 0.2 03
Italy 38 42 38 34 2.9 3.0 2.9 29
Netherlands 44 4.4 3.7 3.7 37 36 42 48
Portugal a2 03 03 0.3 0.3 0.2 02 03
Spain 14 1.4 1.6 1.8 1.4 14 16 1.7
United Kingdom 6.7 7.0 6.3 7.6 56 5.1 6.1 58
Japan 6.8 7.3 6.1 5.3 5.2 6.0 7.0 6.4
United States 29.8 28.8 297 29.7 313 316 302 28.2
Canada 10 08 0.8 0.6 0.7 0.6 0.6 0.5
EFTA countries 1/ 4.1 42 39 3.1 3.0 34 3.1 2.9
Other countries 26.5 24.0 25.1 277 30.1 300 286 309

Sources: Central Bureau of Statistics, Monthly Bulletin of Statistics, and IMF, Direction of Trade Statistics.

1/In 1995 Austria, Finland and Sweden moved from EFTA to the European Community. In this table they are still classified
under EFTA to enable a comparison with previous years.
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Table A42. Israel: Capital Account Transactions, 1990-96

(In millions of U.S. dollars)

_QI+Q2.
1990 1991 1992 1993 1994 1995 1996
Net capital flows (excl.
by central monetary :
institutions) 1/ 455 195 -826 2,414 1,617 3,863 2,695
Long-term capital 213 135 -465 2,134 2,859 2,276 1,311
Government liabilities -8 640 706 2,015 2,113 750 476
Direct investment (net)

In Israel 98 375 519 560 415 1,516 969

Abroad 165 424 651 763 738 671 614
Investment in securities (net) 2/

In Isracl -20 15 -35 176 183 386 198

Abroad -14 345 926 -79 -303 3 -10
Other (net) .

In Israel 3 -24 20 19 27 9 18
Private sector loans (net) 3/ 292 -102 -98 48 552 288 256
Short-term capital 242 60 -362 280 -1,241 1,587 1,384

Government liabilities -26 -4 -14 -2 42 19 -81

Government assets -190 -180 78 261 -28 -1,230 975

Private liabilities 1,051 373 333 -87 17 889 -68

Private assets =367 242 303 -502 31 899 833

Banking sector

Liabilities 4/ 376 151 937 280 968 1,114 81
Assets -603 -521 -1,998 33 2,271 -104 -356
Foreign currency assets and
liabilities of the central
monetary institutions -515 173 1,466 -1,480 -70 -1,200 -809
Liabilities 0 0 254 0 0 -52 -75
Assets -515 173 1,212 -1,480 -70 -1,148 -734

Source; Central Buresu of Statistics, Monthly Bulletin of Statistics.

1/ Excluding errors and omissions.

2/ Investment in securities of a short-term nature. In the long run investment of foreigners in Israel, also included are foreign
investments in the primary market out of optimal portfolio considerations which should be also considered as short-term capital flows.
These investments amounted to: US$326 million, US$89 million and US$184 miilion in 1995, 1994 and 1993 respectively. During
the two first quarters of 1996 this item reached some US$363 million.

3/ Loans 1o the private financial sector,

4/ Due to recent corrections by the CBS, the data in the liabilities of the central monetary institutions should be subtracted from the
corresponding listed item of the banking sector.
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Table A43. Israel: Indicators of External Indebtedness, 1988-96

(In millions of U.S. dollars)

Q1+Q2
1988 1989 1990 1991 1992 1993 1994 1995 1996
Gross external liabilities
Amount 31,617 31,596 33,713 34,281 35,775 37,813 41,888 45,189 45,546
Percentage increase -1.3 0.1 6.7 1.7 44 57 10.8 79 08
Percent of GDP 73.7 727 66.0 589 555 582 57.1 52,9 5041
Gross external liabilities
minus foreign assets of
commercial banks
Amount 24,842 24,168 25,396 25,384 25,014 27,356 28,762 31,627 31,854
Percentage increase 2.9 2.7 5.1 0.0 -1.5 94 Sl 10,1 0.7
Percent of GDP 579 55.6 49.7 43.6 388 42.1 39.2 370 353V
Net external liabilities 2/
Amount 18,357 15,915 16,018 16,196 17,397 17,657 18,390 20,191 20,354
Percemtage increase 1.7 -133 0.6 11 74 1.5 4.2 9.8 08
Percent of GDP 428 36.6 314 178 270 272 251 236 2251/
Memorandum items: :
Foreign assets 13,260 15,681 17,694 18,085 18,378 20,156 23,498 24,998 25,192
Of which:
Commercial banks 6,775 7,428 8,317 10,761 10,457 13,126 13,562 13,692

8,897

Sources: Central Bureau of Statistics, Monthly Bulletin of Statistics, data provided by the Bank of Israel; and the staff calculations.

1/ The GNP data for the two first quarters are expressed in annual terms.
2/ Net of foreign assets of commercial banks, Bank of Israel's reserves, holdings of other monetary institutions, and export credit.
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Table A44. Israel: Indicators of Debt Service, 1990-96

Q1+Q2
1990 1991 1992 1993 1994 1995 1996
(In millions of U.S. dollars)

1. Gross interest payments 2,608 2418 2,322 2,136 2,364 2,903 1,528
2. Interest receipts 1,450 1,569 1,473 1,088 1,043 1,655 835
3. Net interest payments 1,158 849 849 1,048 1,321 - 1,248 693
4. Principal repayments 1/ 1,814 2,277 1,801 1,880 2,237 2,247 1,148
5. Debt service (1+4) 4422 4,695 4,123 4,016 4,601 5150 2,676
6. Net debt service (5-2) 2,972 3,126 2,650 2,928 3,558 3,495 1,841
Ratio of gross interest

payments to exports of

goods and services 14.2 13.1 11.1 9.6 9.6 10.1 104
Ratio of gross debt

service to exports of

goods and services 24.0 254 19.7 18.0 18.7 17.9 183
Ratio of net interest

payments to exports of

goods and services 6.3 4.6 4.1 4.7 54 43 4.7
Ratio of net debt service

to exports of goods

and services 16.2 16.9 12.7 13.1 14.4 12.1 126
Memoerandum items:

GNP 51,080 58,159 64,504 64957 73,315 85,428 45,183
Exports of goods and

services 18,400 18467 20920 22307 24626 28,826 14,646

Sources: Central Buresau of Statistics, AMonthly Bulletin of Statistics, and data provided by the Bank of Israel.

1/ Excludes short-term debt.
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Table A45. Israel: Assets and Liabilities in Foreign Currency, 19%1-96

(In millions of U.S. dotlars)

Qr+0Q2
1991 1992 1993 1994 1995 1996
Gross ligbilities 34,281 35,775 37,813 41,888 45,189 45,546
a. Government . 17,610 18,190 20,052 22,355 23,251 23,573
b. Nonfinancial private sector 5,017 5,283 5,196 5,671 6,686 6,771
¢. Banks 11,654 12,347 12,565 13,862 15,252 15,202
Gross assets 18,085 18,378 - 20,155 23,498 | 24,998 25,191
a. Bank of Isracl reserves 6,298 5,131 6,384 6,795 8,158 8.887
b. Other financial institutions 557 534 669 542 530 375
¢. Exporters' credit 2,333 1,951 2,646 3,035 2,748 2,237
d. Banking system 8,897 10,761 10,457 13,126 13,562 13,692
Net liabilities (1-2) 16,196 17,397 17,658 18,390 20,191 20,355
Total current debt 6,611 5,082 6,684 5,952 6,948 8,676

Banking system 2,727 589 2,187 1,359 1,451 1,342 °
Nonfinancial private sector 2,083 2,708 2,629 2,531 3,235 3,056
Direct government debt 0 0 0 0 0 0

Medium- and long-term debt

(repayable within a year) 1,801 1,785 1,868 2,062 2,262 4,278
Net current debt (4-2a-2b-2¢) 2,577 2,534 3,015 4,420 4,488 2,823

Source; Central Bureau of Statistics.
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Table A46. Israel: Official Gold
and Convertible Foreign Exchange Reserves, 1993-96

(In miltions of U.S. dollars; end of period)

Reserve
Position
in the Foreign

Gold 1/ SDRs Fund Exchange 2/ Total
(D (2) (3) 4) (Sy=(4)+(1)
1993 I 04 0.3 - 5,749 5,749
11 0.4 0.5 - 5,159 5,159
IT1 0.4 0.3 -- 5,733 5,733
IV 0.4 0.5 - 6,384 6,384
1994 1 0.4 0.7 - 6,841 6,841
I 0.4 0.4 - 6,049 6,049
11 0.4 1.3 - 5,709 5,709
v 04 0.4 : - 6,795 6,795
1995 1 05 0.6 - 8,947 8,947
II 0.5 2.0 -- 8,780 8,780
III 0.5 0.6 - 8,839 8,839
v 0.5 0.6 - 8,158 8,158
1996 1 0.4 0.7 - 9,697 9,697

Sources: IMF, International Financial Statistics;, and data provided by the Bank of Israel.

1/ National value.
2/ At the Bank of Israel.



