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1. 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 
accounfing 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 deticit 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 coverqe 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 finds (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 large 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 it 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 subset of transactions in the slate budgcf. 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 Ih4F (1985). 
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although such operations are formally part of the state budget; and (3) the de&it 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 defcit 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 ofGDP, 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 Wly 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 A4m1ml on Govemmenf Financid 
Sfufisfics (GFS). See IMF (1986). 

“Examples include the new international Sysrem ofNnfiona1 Accotrn/.s (SNA) and the 
European Union’s I%ropean @fern ofAccotmfs (ESA). See EIOUW (1993) and Eurostat 
(1995), respectively. 
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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.6 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 deticit 

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 delicit, 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 Glrc, 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 S’NA. 



-7- 

consolidation.’ Its use so far has not been recommended by any of the internationally 
recognised statistical systems, although a number of countries with high inflation do employ 
it.9 

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,‘O 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 (a = 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 r its coupon rate. For 
simplicity, assume that the bond matures in two periods and its current price is also P (i.e., r is 
the bond’s real yield). The coupon payment from such a bond in each of the two periods is 
simply VP. implying a present value of!’ 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 (x > 0). which is assumed to be constant 
over the two periods. For a nominal bond, its coupon rate (i) will rise above r to compensate 
for the expecfed inflation (xc), i.e., i = r + xc + I+ (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 I). The expecfed present value of this cash flow is P, 
which will be equal to P only if rrF = n. Thus, the real yield of a nominal bond can be 
protected against inflation only when inflationary expectations are correctly realized. Clearly, 
P>Pasx>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 meaningtIn 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. 
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For an indexed bond, however, there is no inflation risk, because its coupon payments 
and/or redeemable principal value are adjusted to ucfual, 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 ofprincipnl 

The first scheme-adopted by almost all countries (including Israel) which issue 
indexed bonds-involves indexing the principal, with the coupon rate r 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. 

Indcvntion 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 r by an adjustment factor E 
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 E = x(1 + r). Hence, the 
coupon payment in each period under this scheme involves the sum of two terms: the rater on 
theper-period inflation-adjusted principal, and the compensation for the loss in the 
redeemable principal value due to inflation, i.e., wP (fourth row in Table 1). 

Comparative cash flows under alternative indexntion schemes 

Comparing the cash flows under the tirst 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 r(I + n) is greater (less) than unity. 
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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, regcrrdlcss offhe indemfion 
scheme acfdly 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: (I) oc/rm/ interest paid on foreign debt; (2) acfml 

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. 

“Note 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 tilly 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 forin the ESA 

‘6The 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 ifit 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 CPI-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.‘8 

D. Scope of the Deticit 

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. Theforeign 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 1993.19 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 CPI-indexed and nominal debt comprised 
debt indexed (or optionally indexed) to the U. S. dollar. 

18The 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 

‘gThe 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 le&i~g operations in the state budget when 
setting deficit targets is less clear cut. While the GFS 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.2” 
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 
(NH), 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-A3 1)” 
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 deticit (i.e., deficit after unilateral 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 I .5 percent of GDP (Table AK). 

“‘Both the SNA and ESA classify net lending operations of the Government as financing items 

“Proceeds from the sale of government assets are treated in the same way as net lending 
operations in the SNA and ETA. 

**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. *j In 1995, about two thirds of Nil’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 NII’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 tirlly 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 (I. I percent of GDP in 1995; see Table A26). 
Since by law cash surpluses ofthe NII are lent to the Government (in IO-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 ofNI1 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 urnonu), 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. 

*‘Since 1994 the Government has continuously sought to put the public finances of local 
(continued...) 
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National and nouprofit institutions 

In addition to obtaining sizable transfers from the state budget (5.6 percent of GDP in 
1995; see Table A%), 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: 
(I) 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 ofthe 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. 

*‘(...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 

Type of bonds 

Coupon Payment 

Period I Period 2 

Redeemable 
principal 

value 
Present 

value 

No inflation 

Nominal or indexed 

Positive inflation 

Nominal rP( l+rr’)+7rY rP( 1 +n’)+x’P 

Indexing principal 

rP rP 

rP(l+x) rP(l+n)* 

P 

P 

P(1+7ry 

P 

P 

P 

Indexing coupon rate rP(l+x)+nP rP( l+n)+xP P P 

Source: Staff computations. 



Table 2. Budget Deficits and Government Debt, 1994-95 

1994 1995 

(NIS billion) 
Government debt (end of period) 

Domestic 
Foreign 

Total 

Government debt (period average) 
Domestic 
Foreign 

Total 

Change in government debt (period average) 
Domestic 
Foreign 

Total 

Debt-financed state budget deficit l/ 
As recorded 
Accrual-interest basis 

Memorandum items: 

Government debt (period average)/GDP (percent) 
Domestic 
Foreign 

Total 

Debt-financed state budget deficit/GDP (percent) 
As recorded 
Accrual-interest basis 

Type of debt as percent of total (end of period) 
Domestic 

Of which: CPI-indexed 
Nominal 

Foreign 

191.8 213.0 
65.9 70.4 

257.1 283.4 

180.2 202.4 
61.2 68.2 

241.4 270.6 

18.2 22.2 
5.3 7.0 

23.6 29.2 

-0.2 10.4 
23.5 27.7 

81.0 77.0 
30.0 27.0 

111.0 104.0 

-0. I 4.0 
10.5 10.6 

14.4 75.2 
90.8 90.6 

1.8 4.4 
25.6 24.8 

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

26Prepared by Ann-Margret Westin 

*’ 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$l.24 billion in 1993, total privatization proceeds declined back to a meager 
US.8205 million 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 Israeli 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, fiuther 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$l98 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 called “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 Minister Netanyahu has emphasized the importance 

‘a 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. 29 Following the termination ofthe 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 
since 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 

*9 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 
1996); (b) the total nontinancial holdings ofeach bank will be restricted to 15 percent ofthe 
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 
1991. 

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.‘0 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 limctioning of the stock market. 

‘a The limits on banks’ nonfinancial holdings imposed by the Brodet Committee also apply to 
investments in insurance companies. 
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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 tive 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 mstitutions enjoy extensive tax benefits as well as different degrees of 
government subsidization. Contributions to pension, provident, and life insurance tImds 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 
timds 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 finds, 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 Histadtut, 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 tlmds, the 
total actuarial deficit of the existing pension funds was offtcially estimated at NIS 120 billion 
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as of December 1994, prior to last year’s pension reform. 31 As a result of the 1995 reforms, 
the existing pension fLnds are barred to new members, and limits were imposed on the 
maximum rate of increase in the pensionable base wage. The introduction ofthese restrictions, 
together with proposed administrative reforms, were estimated to reduce the actuarial deficit 
of the existing fimds 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 fimds 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 tinds 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 %nd, 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 t%nds assets are to be invested in the Israeli 
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 Kmds to invest the major share of their capital in government bonds and 
thereby directing the majority ofthe pension savings to the public sector, the development of 
the Israeli capital markets will be hampered and the availability of long-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 fimds 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. 

31 Approximately 95 percent of all pension timds are invested in guaranteed-rate government 
bonds, which between 1992 and 1994 paid an average annual above-market return of around 
2.5 percent. 
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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 hmds are managed by 
the five largest banks. with the three largest banks-Bank Hapoalim, Bank Leumi, and Israel 
Discount Bank-nmning 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, tirnds 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 fimds, 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 ofthe 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 ofthe 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 1 I 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 fimds 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 fimds 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.f’ This summer, the Government 
and Bank of Israel therefore announced that they would develop a “safety net,” with the Bank 

I2 As only lo-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 fimds 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. In 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 
1 O-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 IO billion by 20 IO, 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 hmds 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 before 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 Liberalizrtion 

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 Article 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 3 1, 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 agreement 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 tariff 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.3’ 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.34 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 Government’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. 

33 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. 

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

35 In addition, Israel charges importers 1.5 percent of the c.i.f value of imports for the use of 
Israeli ports and stevedores. 



- 27 - 

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 IO percent. 

A number of retail prices. constituting some I8 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. Labor 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 
diminish 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-living 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. 
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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 (ILA) 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; IO-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” ofthe 
leaseholders have been enhanced in recent years. Last year. a committee consisting of 
academics, lawyers, and public sector offtcials 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 of49-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 

36 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.38 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. 

38 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 l995-August 1996 

(In millions of U.S. dollars) 

Company 
Total 

Capital 
Raised 

Percentage 
Sold 

Percentage 
Held by the 
State after 

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 
Tahal 
Israel Discount Bank 
Naptha 
Total 

8.6 51 0 
12.9 100 0 

160.0 I6 71 
16.2 44 0 

197.7 

Source: Government Companies Authority, 
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Table 3. The Largest Govenunent Cornpanics 8s ofDecember 3 I, I995 

(In millions of US. dollars) 

Total Assets Total Revenues 

Percenlage 
Direct and 

Indirect 
Govemment 
Ownership 

The Israel Electric Ca~orntion 

Bezeq - The Israel Telecommunication 
Corporation 

Israel Chemicals 

Mekorot - Water Corporation 

Israel Aircral? Industries 

Oil Refmeries 

El-AI Israel Airlines 

1st.ael Militaty Industries 

8.65 I 

4,370 2,283 77 

2.614 I.387 48 

I.861 427 100 

1.599 1,394 100 

1,218 I .909 74 

I.072 1,235 IO0 

496 440 100 

2,452 100 

Source: Oovemnent Conpnies Attlho~ity 
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Table 4. Privatisation of Banks and Raising of Capital fi-om the Public hy Iswance of Shares 
and Convaiihle Securities 

(In millions of KS. dollars) 

B& Date 

Total 
Capital 
Raised 

l’elwlta@L! 
Sold 

rercentagc 
held hy the 
state aAt 

Salt 

I.D.B. Holdings Oct. I99 I 229.1 2s 42 
Israel General Bank Jul. 1992 15.6 25 0 
I.D.B. Holdings Nov. 1992 349.3 42 0 
Union Bank May I993 49.6 35 23 
Bank Hapoalim May I993 244.5 I6 X0 

Bank Leumi Aug. 1993 275.4 I5 80 
Bank Hapoalim Nov. 1993 121.X 6 74 
United Miuahi Bank Nov. 1994 110.011 51 46 
Israel Discount Bank MN. I996 160.021 I6 71 

Total I s55.9 

Source Government Companies Authority 

ti The purchasers of the controlling inlet-est of United Mizrahi Bank (26 percent of its cnpitnl) were granted an 
option to purchase a fullher 25 percent on the hasis of the market wlue (100%) of the hank, amounting to $423 
million, plus linkage to the CPI and interest at the rate of3 percent. The proceeds due to al-ix uPon the exercise of the 
warrant we not included here. 

Z/ The immedinte revemvs amounts to $X0 million. Another- IF80 million in revenue is expected upon the exercise of 
the pul-chase warants in Israel Discount Bank. 



- 36 - 

Table 5. The Israeli Capital Market I995 

Total Shwes II 
Tradable 
Bonds 21 

Indexed Other Assets 
Earmarked Tr+GWlQ’ Held by 

Bonds Bills 21 Institutions 

End-of-period balances 
(in NIS hillion) 

Institutions 
Provident funds 
Pension funds 
Life insurance 
Mutual funds 3/ 

Households and iimx 
Nonresidents 
B8llkS 

Total 

Real change tiotn I994 
(in percent) 

Institutions 
Provident funds 
Pension funds 
Life insurance 
Mutual funds 

Households and films 
Nonresidents 
Banks 

Total 

Real change in price 
(in percent) 

Change in qunntity 
(in percent) 

105.9 
65.9 
31.0 
14.7 

56.1 
15.1 
37. I 

326.5 

-4.7 
6.7 

I I.4 
-23.3 

17.9 
59.5 
40.3 

7.4 

-0.3 

7.7 

I I.4 
0.0 
0.4 
6.5 

29.x 
14.4 

SO.0 
0.0 
2.7 
6.X 

2 I :I 
0.6 

30.7 

12.1 1.3 31.0 
62. I 0.0 3.x 
21.3 6.6 

0.8 0.6 

5.2 
0. I 0.0 
6.4 

62.6 112.6 95.5 13.8 41.9 

-7.6 
41.9 
27.9 

-24.6 

4.0 
56.6 

-x.x 
69.1 
22.9 

-26.5 

31.x 
252.5 

32. I 

-31.6 17.0 23.7 
I.9 -9.9 
4.2 35.3 

5x.4 -22.0 

16.6 
9x.2 -64.9 
9X.7 

5.7 6.0 -0.2 76.3 20.1 

I .O -1.5 

4.6 7.6 -0.2 76.3 20. I 

Source: Bank of Iswl. 

I/ Excluding double counting and govemnlent-owned quoted companies. 
2/Excluding securities held hy the Bank of Israel. 
3/Adjusted for provident finds’ and nonresidents holding in mutual funds 
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Table 6~. Recommendations of the Brodct Committee on Capital Market Reform 

Proposed Tax Changes 

Instrument Cull-ently Proposed 

Short-term savings, up to 
ten years 

Long-term savings, ten years 
and longer 

Bond investments (tradahles) 31 

Dividend income from 
sbarcs traded at TASE 

Income Corn foreign 
securities 

Non-linked: 5 percent tnx on interest income I! 
No tnscs Linked: IO percent tax on intcrest income 

Generally taxed 2/ Tax exempt 

35 pen-cent on interest income IO pet-cent 

25 percent tax I5 percent tax 

25 percent tax immediately 
35 percent tax 20 percent tax one year late! 

I/ The Committee &CO proposed that suhjrct to appropriate an-anpements hy the hanks, non-linked savings would 
he divided into savings of up to three months. which would continue to he taxed on the nominal interest, and savmgs 
longer than three months, which would he taxed as linked savings at a rate of IO percent on the interest, i.e., the 
acquisition cost would he adjusted according to the consumer price index. The real intrrest rote wotdd he computed 
by the hanks at the time ofwithdrawal. 

2/income from provident funds is, Car example, tax exempt, if kept until the end oftbe agreed holding period. 
31 In order to stimulate activity in tradable bonds, it was proposed that the 35 pel-cent tax on interest income from 

nontradahle bonds would hc lcfi unchnnged. 
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Tnhle 6h. Recommendations ofthr B&et Committee on Capitol Market Reform 

Other Proposals 

Pension Funds Reduce the amount ofhonds with n guuarantced rnte of wtom that the pension funds cnn buy 
from contributions from wages of up to twice the avernge sahuy to n ceiling of one time the 
nveroge salary. 

Provident Funds Redemptions will he tnx-exempt only if funds nre held until retirement age, not after I5 years 
ns is currently the CBSC. 

Retirement Savings Allow investments in IRA-type plavident and pension funds and rnise the wege ceiling for 
which deposits are eligible for tax henetits of 25 or 30 percent to twice the average. salary from 
the cument “eligible income” in order to encournge more retirement savings. 

Investments in Foreign 
Securities 

Mortgage Market . 

Securities Trading 

Incrense the amount institutional investors can invest in foreign securities finm the current 2 
percent of total assets to 5 percent over three yews. 

Promote the establishment of n secondmy mortgage market 6 la Fannie Mne nnd Freddie Mat. 

Reinforce snd strengthen control elements in securities trading and set up on nccounting 
standards honrd. 

Privatizntion The Ixivatization of govemment corporations and banks should he expedited and the previous 
proposal to distribute share options to the public should he reintroduced. Also. the legislation 
of the Companies Law should he expedited. 

Bnnk of Israel Money 
Market Operations 

Economic AfTsirs Court 

Aholish short-tmn (Mokam) deht instruments and instead allow the Bnnk of Israel to operate 
in the money market in the sxne way as is done in other indwtritrialized countries. 

The Ministry of Justice and the Supreme Court Chief Justice should explore the possihility of 
stting up a, economic atfairs tout to judge economic otleoces. 
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Table 7. Regulated Prices in the Consumer Price Index 

(as of August 1996) 

Weight Weight 
(out of 1000) (out of 1000) 

A. Controlled prices B. PI-ices under supervision 

Public hus transportntion 
Meat 
Municipal taxes 
Elrclricity (for domestic use) 
Water (for domestic USC) 

14.7 
7.x 

20.0 
IX.4 
X.6 

Flour 
Margwine 
Yoghhu~l 
Blrnd 
Milk 

I.5 
0.8 
5.7 
9.0 
7.6 

Educatibn fees 22.7 CW:llll I.1 
Sick Fund STIYIC~S X.1 Bllttel 0.5 
Train and domestic tligllt tick% 0.3 Cheese 9.x 
Phone sewices 20.3 Refrigerators 5.0 
Mail swvices 0.5 School hooks 4.4 

‘ToGd 121.4 Medicines 4.2 
Gas (for domestic use) 3.2 
Oil and fuel (for domestic use) 0.4 
Taxi rides 3.4 

Total 56.6 

Source: Bank of Iwnel 
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III. Current Account Sustainability in Israel 39 

The topic of current account sustainability 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 difftculties, opinions diverge as to what constitutes an unsustainable 
current account. Indeed a vast literature is devoted to explaining-+x 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 
sustainability 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 tieled mainly by investment which grew at an 
annual average rate of 16.2 percent over the period 1990-95. compared to 0. I 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. I 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 deticit 
increased from 3.2 percent of GDP in 1989 to 5.3 percent in 1991, it decreased steadily to 

39 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 1 1 percent in 1992, 
was absorbed quickly, so that the rate now stands at around 6.2 percent, while the number of 
employed has increased from less than I.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 model 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 

CAt = A,+,-A, = rp,+Y,-C,-G,-I, (1) 

where: A, are net foreign liabilities at time t; r, is the real interest rate between time t-l 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 (I) over an infinite period one obtains 

(1 +r,)A, = 2 X,,JC,+Gs+ls-YJ +lim R,,zAs 
5 :, s-- 

where &a is the market discount factor at time t for consumption at future date s. defined as 

The assumption that foreign lenders will not finance a growing debt indefinitely can be 
formalised by imposing a transversality condition 

lim R,,As = 0 
s..“, ’ 

so that the inter-temporal budget constraint of the economy can be written as 

2 R,,,V,+G,,+5) = (1 +r,,a,+? R,,J, s=, Si, (I.4 

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 is 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 shill 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 
problem. 

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

CA, = (r,-F,)A,+(Y,-f,)-(G,-63-(1,-t)+ 1-k (F/,+f,-G,-<) I 1 (2) 

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 p. 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. 

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

. I .w’ 
(1, = cp-A -I 

I=, 1-o’ 

4’ The permanent level of a variable is defined as the infinite sum of its discounted future 
stream. For example permanent output is 
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A change in intertemporrl 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 

Substituting 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 p, 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 Y, and i, the new 
permanent levels after the immigration, where Y, > P, and i, > I,, 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, > (’ , 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 8 total factor productivity, the economy can be modeled as a firm maximizing an 
intertemporal discounted profit function 
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(4) 

where w denotes the real wage and the term a1:/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 t yields an equation for the current 
account in the form 

CA, = 

where q, can be interpreted as the shadow cost of capital, also known as Tobin’s q 

By noticing that the term 

YN,, z fw(K& 
I 

represents net output, and that profit maximization requires 

I = (I,-’ 
, ---KC ‘, 

equation (5) can be simplified as 

CA, = v,,,,-~~.,l-[~,-I;l 

(6) 

(7) 

(8) 

Equation (5) or its simpler version (8)-abstracting from public expenditure-is 
analogous to equation (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 future) 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 1,+,/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 I991 private savings 
have declined in conjunction with the deterioration of the current account, while investment has 
remained relatively constant aper an initial jump in 1991. 

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

CA, = [w,L-G,&(c;,-($1, 

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

s, = [w&,-"i,]-(G,-C',) 

(9) 

Equations (9) and (IO), 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 capitalllabor 
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 I IS percent and investment goods by 300 percent. However, in spite of the 
high rate of investment during these years (Table I), 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 on in the above analysis. As well, movements in the real elTective 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: 

L-L, = Ih,+ (,*y~(,+E)~.l(l.,-t,-Y,~Y,E3 
, I 

where the rate of GDP growth is denoted by yr , the ratio of net external liabilities to GDP by 
f, , the rate of real appreciation of the domestic currency by E,. 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 
deticit, the overall effect oft, on the growth off, is ambiguous. 

Equation (I 1) 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 million 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 Israel 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 I I .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 ofpayments 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 difftcult 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 US$ 10 billion at end-September 1996). 

42 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, external 
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. 

” It should be noted, however, that it is dificult~ 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 solvency. 
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 
is 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 .&count, 1986-95 l/ 

1986 1987 1988 
Percent of total income 

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 
bwentories 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 7 

Current account 3.30 0.30 1.10 2.30 0.70 -1.00 0.30 -1.30 -3.00 -4.20 
civiliau import surplus 3.80 4.80 3.20 3.50 5.30 7.00 6.20 6.50 8.00 9.10 
Unilateral 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 

l/ 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 

Consumption goods 
Diamonds 
Other inputs 
Investments goods 

TOTAL 11.774.4 l3,444.8 

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 51.4 51.6 52.1 50.7 49.4 48.3 50.4 50.4 
Investments goods 13.0 15.0 18.4 18.2 18.7 19.5 18.1 18.8 

Consumption goods 2.9 3.0 3.2 3.5 3.9 4.1 4.2 4.3 
Diamonds 6.4 5.5 4.3 4.4 5.1 5.2 5.1 4.7 
Other inputs 13.5 13.3 13.2 13.0 14.0 14.0 14.9 14.8 
Investments goods 3.4 3.9 4.6 4.7 5.3 5.6 5.4 5.5 

1,311.6 1585.2 
2,871.6 2,895.6 
6,057.6 6,942.0 
1,533.6 2,022.o 

(In millions of U.S. dollars) 

1,876,s 2,320,s 2,532.0 3,046,s 
2,551.2 2,911.2 3,340,s 3,873.6 
7,825.2 8,5 11.6 9,074.4 10,358.4 
2,766.0 3,050.4 3,439.2 4,177.2 

15,019.2 16,794.0 18,386.4 21,456.O 

(In percent of total) 

(In percent of GDP) 

3,656.4 4,081.2 
4,429.2 4,450,s 

12,942.0 13,927.2 
4,652.4 5,184.0 

25,680.O .27,643.2 

Memorandum item 

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

Source: Central Bureau of Statistics. 



Table 3 

Macroeconomic Sustainability Indicators in Selected Countries I/ 

(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) 

I 
(18.1) 

REER 124.1 126.4 113.9 103.6 
22 

101.2 99.2 117.9 93.4 135.5 I 
(118.5) (103.5) (76.0) (92.2) (105.9) (93.1) (111.8) (80.2) 

F&Cal 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 5.5 3.9 2.2 5.6 3.7 4.0 4.4 -2.1 3.5 
Payments (8.6) (6.7) WA) (1.7) (2.7) (5.8) (5.4) (3.5) 

GPXS 48.2 31.4 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 Rain (1996, a, b). 

I/ 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, lnternarional Financial Stairtics; World Bank, World Debt Tables and national sources. 

21 Persistent current account deficit led to 8 crisis, defined as a devaluation followed by a rescheduling of the debt service. 
31 For Australia and Israel: net external debt. 
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Table 4. Israel: Sustninnbility Indicators 

(In percent of GDP unless otherwise indicated) 

1989 I990 1991 I992 I993 I994 I995 199642 

GDP (in US$ billions) 

Current account balance 

Merchandise exports f.o.b. 

Services export 

Net external liabilities/GDP 

Cumultative current account deficits 

Gross interest on external debt 

Gross interest/total export 

Net debt service 

Net debt senkeltotnl expat 

Domestic budget deficit 

Total budget deficit 

Relative prices 

Terms of trade 

Real effective exchange rate 

GDP growth rate 

44.8 52.3 59.5 65:6 65.0 74.0 86.6 94.3 

2.8 

24.7 

12.9 

36.6 

38.2 

5.6 

1.0 

23.2 

12.0 

31.4 

37.2 

5.0 

-0.6 

20.2 

I I.2 

27.8 

37.8 

4.1 

0.3 -1.7 

22.6 21.7 

11.6 Il.5 

27.0 27.2 

37.5 39.2 

3.5 3.3 

-3.2 

22.6 

10.7 

25. I 

42.4 

-6.8 

19.5 

10.6 

22.5 

53.7 

3.2 3.2 

15.0 14.2 

7.8 5.7 

20.9 16.2 

3.2 4.1 

13.1 II.1 9.6 9.6 

5.3 4.0 4.5 4.8 

16.9 12.7 13.1 14.4 

5.2 4.9 2.4 2.0 

-4.5 

22.0 

11.3 

23.6 

46.9 

3.4 

IO.1 

4.0 

5.8 4.8 4.9 4.0 3.5 2.3 

119.0 125.3 135.6 150.8 

102.0 104.0 101.0 99.0 

101.6 99. I 98. I 99. I 

6.3 6.8 3.4 6.5 

12.1 

3.2 

4.2 

10.4 

3.9 

12.6 

3.6 

104.5 

98.0 

100.0 

1.2 6. I 

159.0 

94.0 

99.9 

7.1 

4.1 

168.4 

104.0 

4.0 

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

Weight 
in Index 

1995 
Percentage Change at Constant 1990 Prices 

1991 1992 1993 1994 1995 

Mining, quarrying, and 
nonmetallic minerals 

Food, beverages, and 
tobacco 

Textiles, clothing, and 
leather products 

Rubber, plastics, and 
chemicals 

Electronics, electronic 
equipment, miscellaneous 

Transport equipment 

Metals and machinery 

Wood, paper, publishing, 
and printing 

Total industrial 
production excluding 
diamonds 

6.5 21.2 

12.6 1.7 

6.6 7.2 

15.2 6.4 

24.3 4.0 

5.7 4.5 

17.0 8.0 

12.1 3.4 

11.7 3.6 5.1 18.1 

2.8 7.6 6.3 9.5 

7.0 4.6 10.1 3.6 

11.4 

5.5 6.3 7.2 8.6 

8.1 -6.9 -8.0 0.1 

7.6 6.6 10.3 11.3 

9.9 

100.0 6.7 8.2 

10.9 

13.0 

6.8 

10.9 

6.8 

7.4 

7.4 

4.1 

8.2 

Source: Central Bureau of Statistics, A4onthlyBullekr of Sfafistics. 

II According to the CBS new classification. 
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Table A2. Israel: Investment. 1992-95 

STATISTICAL APPENDIX 

In Millions 
of New 
She&m l’ercentaae change at Constant Prices 

I995 1992 1993 1994 1995 

Gross domestic investment 65,115 6.0 3.6 8.7 10.6 
Gross fixed investment 61,733 7.2 1.9 12.7 8.3 

Machinay and transport 
equipment 

Of which: 
Transport equipment 

2 I.749 

5,757 

5.1 

22.8 

13.2 

5.8 

18.6 9.9 

19.1 -8.4 

Construction: 
Residential 

P1ivate 
Public 

Nonresidential 

17.71 I 0.0 
14,218 9.8 
3,493 -9.0 

15.544 24. I 

-23.7 3.1 18.7 
Il.3 IS.2 13.3 

-60.0 -33.0 46.6 
28.3 12.5 7.2 

Sources: Central Bureau of Statistics, Monfl11y BtrNcrin n/Smtisfics; and data provided by the Bank of Israel 
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Table A3. Israel: Consumption, 1992-95 

In Millions of 
New Sheqalim 

I995 
Percentaw Change at Constant Prices 

1992 1993 1994 1995 

Private consumption 
Food, beverages, tobacco and 

other nondurable goods 
Durable goods 

Of which passenge!- cars 
Services 

Of which housing 
Less consumption by 

nonresidents 
Plw consumption by Israelis 

abroad 

161,245 8.0 7.2 8.9 7.3 

61,375 
19.00 I 
6,823 

42,734 
35,334 

8.1 
24.6 
47.7 
IO.6 
5.2 

IO.1 9.0 7.2 
0.5 I I.0 15.1 

-13.9 I I.1 8.3 
7.6 9.4 8.5 
4.5 3.2 2.8 

9,083 

8,253 

49. I 

0.4 

X.0 

14.0 

8.6 

22.9 

16.6 

9.8 

Public consumption (excluding 
net defense imports) 

Civilian 
Compensation of employees 
Consumption of fixed capital 
Other current purchases 

Domestic defence 
Compensation of employees 
Other current purchases 

7 1,749 5.2 0.4 4.0 2.7 
50,426 6.8 3.2 5.1 12.9 
35,562 4.2 2.2 5.7 3.9 

3,413 3.4 3.8 4.1 4.1 
I 1,459 18.6 6.4 3.6 45.8 
26,336 -7.5 5.8 -8.4 -2.8 
12,169 -2.3 -1.0 0.0 -0.1 
9,154 2.2 -I I.3 4.1 I.1 

Defense imports 5,013 -24.6 41.9 -29. I -11.4 
Less sales 564 -32.6 -34.9 7.4 9.0 

Public consumption 
(including net defense imports) 76, I98 -0.3 5.4 -0.3 0.6 

Sources: Central Bureau of&t&tics, Morrr/z/y Bullcrirz of.%fisrics; and data ptovidrd hy the Bank of Israel 

I! This column gives rates of changqtaking into consideration the fact that the government hns undertaken 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. 
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Table A4. Israel: Gross Private Income and Savings, 1990-95 

1990 1991 I992 I993 1994 I995 

Gross national product at 
market prices 
Plus: Subsidies on domestic 

production 
Subsidies on government loans 

Less: Indirect taxes on 
domestic productibn 

Gross national product at factor prices 

Less: Public sector’s consumption of 
fixed capital 

Public sector income from 
property and entrepreneurship 

Plus: Private transfers from 
abroad 

Net transfer payments 

Private income 
Less: Direct taxes 

Of which: Other property taxes 

Gross private disposable income 
6om all so”rccs 

Private cawtnption 

Private savings 

Private consumption 

Private savings 

102.979 132,829 15X.748 183.529 220.352 257,138 

1,741 2,447 3,594 3.818 4,323 4,298 
572 581 537 471 418 363 

14,590 19,658 24,0 I4 26.289 30,930 36,738 

74,930 96,922 116,458 134,621 161.464 186,278 

1,654 2,034 2,328 2,608 2,918 3,413 

I.534 I.914 2,342 2,I I3 2,346 3,460 

3,814 4,850 6,258 7,564 9,620 10,946 
10,108 12,980 IS.284 17,925 2 1,297 25,841 

108.483 138,592 167,210 194,649 233,519 272,270 
19,430 23,249 28,170 34,673 44,669 53,534 

565 655 827 956 1,092 I.264 

89,053 I 15,343 139,040 159,976 188,850 218,736 

64,926 8 I.667 97,666 I IS.787 140,953 161,244 

24,066 33,536 39,032 42.076 45,551 54,032 

72.9 

(Percent of gross private disposable income) 

70.8 70.2 72.4 74.6 

29. I 28. I 26.3 24. I 

73.7 

27.0 24.7 

(In millions of new sheqtdim: at current prices) 

Sources: Central Bureau of Statistics. Mmrhly Bsll~rin oJ.Sfof~sfics; and data provided hy the Bank of Israel. 

/ 
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Table AS. Israel: Labor Market Indicators, 1977-95 I/ 

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

(In thousands) 

Israeli population of 
working age 3,903.4 

Israeli civilian labor 
force 2JOO.4 

Total Israelis employed 1,968.1 
Public services 545.0 
Business sector 1,423.l 

Workers from Admini- 
stered areas 60.0 

Foreign Workers 58.0 

Total employed 2,086. I 

Memorandum items: 2/ 
Participation rate 53.8 
Unemployment rate 6.3 

2.3 

3.0 

2.7 
4.5 
I.9 

6. I 

2.7 

49.4 
3.8 

2.0 

2.2 

1.7 
2.0 
1.7 

3.0 

1.9 

50.0 
5.4 

1.9 2.0 2.0 3.9 7.1 

2.4 3.9 3.2 2.9 7.3 

2.5 3.5 0.5 2.1 6.1 
1.4 4.2 1.9 2.3 6.6 
2.9 3.2 0.0 2.0 5.9 

9.3 0.4 -4.1 2.7 -9.2 

2.7 ,3.3 0 .2 2.2 5.1 

4.3 3.0 2.9 3.0 

4.9 4.8 4.3 3.5 

4.2 6.1 6.9 5.2 
3.2 3.5 4.8 4.0 
4.7 7.2 7.7 5.6 

18.1 -27.3 -16.7 -14.3 

75.0 107.1 

5.0 4.9 6.4 5.9 

50.8 51.4 52.0 51.5 51.7 52.0 52.9 53.6 53.8 
6.5 6.4 8.9 9.6 10.6 11.2 10.0 7.8 6.3 

(Percentage change) 

Sources: Bank of Israel, Annual Reports; Central Bureau of Statistics, Mnrhly &&fin ufSofisfics; and data provided by the 
Bank of Israel. 

I/ Beginning in 1985, the data are based on the 1983 census and correspond to the population aged 15 and over. Prior to 1985, 
the data correspond to the population aged I4 and over. 

2/ For Israeli population. 
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Table A6. Israel: Business Sector Employment and Labor Input 
by Industry, 19X9-95 I/ 

Absolute Fieurcs 
1994 1995 

Employed Persons (in thousands) 
Annual Percentage Change 

1989 1990 1991 1992 1993 1994 1995 

Business sector 2/ 
Construction 
industry 
Agriculture 
Transport 
Commerce and hotels 
Financing & business 

services 31 
Personal services 
Public utilities 

1,441 1,535 -0.4 2.1 4.7 5.8 5.2 7.1 6.5 
I88 208 -0.2 9.6 16.6 18.6 -5.4 2.7 10.6 
397 412 -3.2 1.8 4.1 2.4 6.6 4.7 3.8 

75 76 -1.9 -9.2 -9.6 1.5 8.5 I.4 I.3 
109 117 -1.8 -0.6 4.4 7.8 1.8 2.8 7.3 
286 303 2.2 2.3 1.1 2.7 9.3 11.3 5.9 

206 226 -1.4 2.6 8.4 7.2 6.8 12.0 9.7 
149 164 10.0 2.6 4.5 6.3 12.2 8.8 10.1 

18 I8 -0.7 15.3 1.2 -13.7 17.2 5.9 0.0 

Absolute Fieures 
1994 1995 

Labor Inout (in millions of man-hours) 
Annual PercentaPe Chanee 

1989 1990 1991 1992 1993 1994 1995 

Business sector 21 
Construction 
industry 
Agriculture 
Transport 
Commerce and hotels 
Financing & business 

services 31 
Personal services 
Public utilities 

57,3 I8 61,474 1.4 2.3 4.7 8.6 5.2 8.7 7.3 
7,761 8,822 5.1 11.8 17.1 21.6 -6.5. 6.3 13.7 

16,390 17,018 -0.5 0.9 4.6 6.0 7.8 5.8 3.8 
3,011 3,237 -1.0 -10.5 -10.6 1.6 II.9 4.3 7.5 
4,606 4,883 -2.3 2.7 2.9 8.3 4.2 6.4 6.0 

11,722 12,361 4.9 1.1 3.8 5.7 11.5 13.3 5.5 

7,922 8,685 0.5 3.2 8.4 10.0 6.2 13.7 9.6 
4,796 5,308 9.3 2.0 2.9 9.7 12.5 8.4 10.7 

728 748 -1.4 15.0 -1.8 -10.6 12.0 11.0 2.7 

Source: Bank of Israel 

I! Employment figures are annual avcragcs; labor input figures arc weekly averages. 
21 The data do-es 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, 19X8-95 

(Percentage change) 

1988 1989 1990 1991 1992 1993 1994 1995 

Real wages per employee post I! 
Total economy 
Business sector 

Real consumption wages 
Real production wages 

Public sector 

6.0 1.3 -1.0 -3.0 1.2 0.6 2.3 2.1 

4.7 -1.7 -1.4 -5.2 1.8 0.3 -0.4 0.2 
9.0 1.4 0.4 -4.8 -6.1 
9.8 0.3 0.1 I.6 -0.4 1.1 9.8 5.6 

Labor costs and productivity 
in the business sector 

Real compensation 21 
Labor productivity 3/ 
Real unit labor costs 4/ 

2.4 -1.8 3.6 -2.9 -0.8 0.9 1.9 2.7 
2.6 -1.3. 6.3 3.1 -0.5 -1.4 -1.0 I.4 

-0.2 -0.5 -2.5 -5.8 -0.3 2.3 2.9 1.3 

Sources: Bank of Israel, Amd Rcppor/s; Institute for Research on Output and Productivity; and data 
provided by the Bank of Israel. 

I/ 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 AS. Israel: Real Wages, 1980-95 I/ 

(Average 19X9-100) 

Public Services Business Sector Total 

1980 81.3 76.1 77.6 
1981 89.8 83.9 85.7 
1982 85.5 85.4 85.4 
1983 93.6 89. I 90.6 
1984 95.0 88.2 90.3 
1985 81.5 82.5 82.2 
1986 84.8 90.0 88.6 
1987 90.8 97.1 95.6 
1988 99.7 101.7 101.3 
1989 100.0 100.0 100.0 
1990 100.2 98.4 99.0 
1991 101.8 93.5 96.0 
1992 101.4 95.1 97.2 
1993 102.5 95.4 97.7 
1994 112.7 94.9 100.2 
1995 119.0 95.1 102.3 

1993: I 97.0 94.3 95.3 
II 106.4 94.4 98.0 
III 106.0 95.7 99.0 
IV 100.7 97.2 98.5 

1994: I 
11 
III 
IV 

1995: 1 
II 
Ill 
IV 

1996: I 121.8 96. I 102.5 

100.6 95.7 97.3 
117.1 95.2 101.5 
118.0 94.4 101.2 
115.2 94.5 100.5 

117.9 94.9 100.7 
117.7 94.6 103.2 
121.2 96.3 104.5 
119.9 94.4 100.7 

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 

Weight Annual I)uring 
Percent Chaws 

Annual During Annual During 
111 Index Average Year AVUZl!?Z Year Average YW 

I993 I994 I995 

General index 1,000 10.9 I I.2 12.3 14.5 10.0 8.1 

General index excluding 
agricultural products 951.7 II.5 I I.9 Il.9 12.7 IO.5 IO.0 

Agicultural products 
Fruits, vegetehles and field crops 
Fish and animal products 

44.1 1.4 -1.6 16.6 50.7 0.4 -23.6 
37 0.3 -1.7 23.6 63.3 -0.5 -21.3 

7.1 G.5 -1.4 -17.8 -18.1 7.6 17.4 

Industrial products 
Food, hevcrages and tobacco 
Clothing and textiles 
Wood and wood products 
Footwear, leather goods, 

rubber and plastic 
Chemical and fuel products 
Metals, machinery, transport 

and electronic equipment 
Miscellaneous 
Electricity and water 

381.5 6.5 6.5 1.2 8.5 8.5 8.2 
141.5 6.5 8.6 9.5 9.4 9.3 10.0 
52. I 6.1 3.9 3.9 7.7 7.3 6.3 
19.4 7.3 7.2 6.9 10.3 II.8 10.4 

17.7 5.5 4.5 5.1 6.8 5.8 3.6 
44.3 5.3 2.4 6.3 9.9 9.6 9.8 

74.2 7.1. 6. I 5.8 G.3 6.1 4.4 
32.3 8.0 7.3 x.4 9.6 9.6 9.8 
27.1 7.7 5.7 8.5 8.7 10.0 9. I 

Building and housing services 206.5 18.5 23.1 23.6 14.5 13.9 

l‘ransportation and communications 65.8 I I.6 7.0 5.5 6.3 6.8 

Services 275.0 12.3 
Municipal taxes and insurance 61.8 12.9 
Public sator services 105.8 13.8 

Education 41.8 14.5 
Health 64.0 13.3 

Personal services 107.4 8.6 
Entertainment 19.4 13.8 
Other 38.6 6.5 

12.3 13.2 Il.2 9.9 
15.0 IS.5 12.4 10.7 
12.8 14.9 I I.8 9.8 
13.2 13.1 II.6 10.4 
12.5 16.5 12.4 8.9 
9.0 10.2 IO.1 9.3 

13.1 13.2 12.9 II.0 
7~0 8.5 8.6 8.4 

Hotels, guest accommodation 8.6 

Business services 

41.7 

7.7 

13.0 

14.1 

22.5 

IO.9 

I I.0 
14.0 
IO.0 
13.7 
7.3 
X.1 

13.9 
5.9 

12.1 

16.8 

I I.5 

14.5 

9.7 

14.1 10.7 

9.9 

9.7 

Source: Central Bureau of Statistics. 
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Table AIO. Israel: Selected Price Indexes, 1991-95 

(Percent increase during the period, at annual rates) 

Weigh& I99 I 1992 I993 I994 I995 I996 II I995 
1 II III IV 

Consumer price index 
General index 
Controlled prices 21 
uncontrolled prices 31 
Tradahles 4/ 
Nontradahles 41 

Of which 
Housing 

CPI excluding housing 
CPI excludiig housing and 

fiuits and vegetables 
CPI excluding housing, iiuits and 

vegetables, controkd prices, 
clothes and footwear 

Wholesale price index of 
industrial output 

1000.0 18.0 9.4 11.2 14.5 8. I 
121.4 22.1 15.7 9.9 12.0 7.1 
844.6 17.4 8.3 I I.5 14.9 8.0 
380.4 14.0 8.8 6.5 9.0 1.7 
585.6 20.2 9.7 13.7 18.0 8.4 

207.7 28.1 5.4 23.7 23.6 13.6 
792.3 15.2 10.6 7.6 12.2 6.4 

750.0 15.2 10.4 8. I 9.8 8.8 

535. I 13.7 

14.6 

9.3 

9.1 

7.9 

1.2 

9.3 

9.1 

9.2 

10.0 

12.9 I.2 9.5 10.0 12.1 
II.3 3.6 6.6 12.6 5.7 
13.2 -0.4 IO.0 10.0 13.0 
9.3 -0.4 14.8 4.1 13.4 

15.1 2.4 6.1 13.9 11.7 

18.2 7.8 II.2 17.0 18.8 
II.4 -1.2 ~9.1 7.8 10.4 

I I.6 5.3 12.1 7.0 10.8 

13.3 10.4 9s 9.5 7.8 

8.9 10.8 14.8 4.9 9.5 

Sources: Central Bureau of Statistics,Monrhly Elr/leli,, oj.Sforisrics; I/% and data provided hy the Bank of Israel. 

II Twelve-month rate through July. 
2/The index of controlled prices comprises the following items: public transport, communication services, educntion, medical 

services, municipal taxes, electricity, fuel and water, meat. 
3/ The index of uncontrolled prices comprises items not listed in the preceding footnote. 
4/ Excluding fruit, vegetables, and controlled prices. 



Table Al I. Israel: Bank of Israel Accounts, 1992-96 

(In millions of new sheqalim, end of period) 

1992 1993 1994 1995 1996 
I II III 

Net foreign assets 13,400 18,214 19,608 24,830 29,536 27,928 32,607 
AS.%%% 34,185 19,063 20,507 25,576 30,168 28,465 32,939 
Liabilities 785 849 899 746 632 537 332 

Net domestic assets 8,906 10,280 7,028 -5,177 -9,500 -7,029 -9,078 t 
Net claims on government -1,275 -5,827 -7,480 -8,507 -13,390 -10,371 -10,762 

Gross claims 10,419 10,338 9,976 10,818 10,886 10,780 12,490 ?A 

Long-term debt 8,644 8,373 8,080 7,773 1,772 7,775 7,776 ’ 
Government securities I.775 1,965 1,896 3,045 3,l I4 3,005 4,714 

Government deposits I I.694 16,165 17,456 19.325 24,276 21,151 23,252 

Claims on deposit hatis money 11,053 16,972 15,555 4,503 5,260 4,880 2,829 
In NIS 10,613 16,617 15,077 4,082 4,845 4,507 2,565 
In foreign current)- 440 355 478 421 41s 373 264 

Other items, net -872 -865 -I ,047 -1,173 -1,370 -1,538 -1,145 

Resale money 21,797 21,943 26,057 19,042 19,440 20,290 22,916 
Currency in circulation 4,793 5,652 6,454 7,916 8,320 8,568 
Deposits al Bank of Israel 

9,139 
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 foreign currency 15,893 20,203 16,413 IO,1 I9 9,582 9,245 8,109 

Private sector demand deposits 104 114 II2 II5 II4 II8 II9 

Sources: IMF; and Bank of Israel, 



T*bleAl*. IsmeL Mmclary8uNey. 1991-95 

@I milliola of lloy shekels at ad ofpriod) 

,995 1996 
1991 1992 1992 11 ,993 ,994 I II In IV I II 

Net domdc ass& 

Cl&San: 
Oovcnnvnfntt 
T-Sal ~rwa dnm 

Bad of hael 
DMBcll inn 
Gw- bmds 
FlWlbMk- 
F-b atrrary 

udil 
Fmearmarlred 

depositr 
La:Gwmmlau 

h-i@ 
E!ankofLwae, 
DhfBS 

50,797 51,020 52,117 46902 41,639 41,152 
67,121 71,251 72,513 73.418 76,216 76,w7 
10,285 10,419 10.419 10,338 9.975 10,480 
56,836 60.833 62,094 65,080 66.24, 65.617 
13.08, 16.985 16.976 21,784 24,583 25,,50 
,3,790 13,685 L4.744 13,399 12.078 ,,*n, 

46,205 45,740 
78,386 78,905 
10,827 IO,990 
67,559 67,915 
28.538 33.794 

50,988 46,836 51.078 
80,716 82,612 85,071 
10,804 LO.879 10,806 
69,912 71,733 74,265 
36,624 39.107 41,903 

7.03 I 6,688 6,602 

1943 2,687 2,883 2.636 2336 ,958 Is@ 1.471 13u *,2,0 1,158 

28,022 27,476 27.49 I 27,261 27,244 26,758 26,165 25.739 24,933 24,728 24.60, 

16224 20,232 20,396 28.516 34,577 34,945 32,181 33.164 29.728 35,776 33.993 
4,175 5,249 5.249 8,912 Il.%6 L1.523 8.020 8.27, 3,044 8,480 5,786 

12,149 14.982 IS.147 19.604 23.21, 23,422 24,KO 24,894 26,684 27,296 28.207 

M-ms- 7,115 8,625 8.627 IO260 14.58, 14.73, 16,970 18.128 19,348 21,707 

75,468 93.490 84.509 110,297 138,472 146,139 
47,351 70,896 55.616 80,461 105,5,5 113,502 

I s$.oo 

151.953 136,891 166p12 172,899 L81.556 
IIJJII I19642 124,482 ,3,,099 

IO*082 11,948 12,447 12,587 I5.565 22,462 25,732 29,850 33.992 36,042 37,209 
0 0 0 0 0 0 0 0 0 0 0 

300 441 44, 403 49, 397 386 385 327 3,9 29, 

16,255 8,866 lJ,O,8 13,761 15,739 8,636 9,537 9,840 L1.012 I L.07, L1.939 
1,481 1.339 987 1,084 L.16, 1,142 1,096 1,106 1,039 984 ,018 

olhuitem%na -11,887 -16.65, -7,128 -8.494 -12,547 -4,220 -3,852 -2,842 -2,685 -3,006 -2,094 

Mme4uy liabiMicr 87,394 109,644 ,,0,240 134,667 ,67,4,9 172.339 181,097 186,854 199,732 207,759 221,453 

&-2l 
TimeUldWhg 

rhcdepo& 
8Whg- 
l&ng.tam linked 

M  
Fomip antmy 
w 

M~~dcpositr 
CDS 

7,908 10,390 10,567 L3.57, 14,608 ,3,520 
79,486 99,254 99,673 121.096 152.81, 158,818 
71,486 88,58, 89,152 104333 139.123 145897 

9.934 11,393 11,532 17,494 35,289 39,380 
34,101 36,876 3s,**a 42908 53p59 57,233 

14,657 
166,440 
152,191 
43.989 

,6.,39 17*034 L7.189 L7.909 
,70.7,6 182.698 wo,5m 203,544 
I $6.667 166,354 L75.426 187,271 
47,584 52.494 58,384 61.87, 
59.916 61.459 64,314 67,995 

6,664 

20,782 
1 

14,912 

25,400 
0 

10,489 

10,926 1,364 13,129 12,749 L2.016 12,230 12131 12.857 L3.656 

29,805 32.567 37.246 36,535 
0 0 0 0 

10,521 16.763 13,688 12,922 

36,192 
0 

36,936 40,070 39,872 43,749 
0 0 0 0 

I4.049 16.344 LS.143 ,6,273 

8,415 10,298 9,505 12,J4S 14295 16,043 14,474 IS,256 16,642 2,,4,6 20.461 
14,314 13.400 13,400 18214 19,608 25,618 25,077 2S.65, 24.830 29,535 27,940 
-5,898 -3.102 -3,895 -5,669 -5.3313 -9,575 -10,602 -10,394 -8.188 -8,120 -7,479 

121.894 136,483 138,125 158.965 182,146 197,802 209;906 216,758 232,443 236,077 252,246 

133,781 153.134 L45.253 167,459 194,692 202,022 213,758 219,601 235.127 239,083 254,34, 

Eamlarkd.k+osirr 37.855 29,890 30,157 28.992 28.834 27,685 27.095 26,700 25,850 25.684 25,684 
scmcc Elmk~fkmelR~~ 
1, FmDsanbcr,P92&ucbrvdmtiNnuRcpntinRSyMn 
2, Qua*-mmy ccmia ofti aid ravings depodu, CDs, ad dha dopmits. 
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Table Al3. Israel: Financial Assets of thePublic, 1993-96 I! 

,593 ,594 ,995 1996 
I II 

Broad money ZsCb u 
L.iJuid financial - (M3) 

Money%?+ C-41) 
Tims &pas and negotiable cl& 
Resident Icmip EUrrCnEy 

Mcdhm-term .ss6C16 
Restitution deposits 
Satingsebcmcs 3, 
Long-tcml linkcddcpsits 
Earmarkcddcpositr 

SIloit-term Treasury bilk 

Tradable linked govmmlcnt bands 4, 

Total asate in tnnks and govcmmcnt bJ”d$ 

stocks 

Total financial ass&s 
Of tiicb 

No&dad *at-term asets 

Broad many atssb ?I 
l.+d financial sacte (Ia) 

Mow WdY (Ml) 
Tim deposits and ne8otiablc CDS 
Rcsidcllt foreign currcney 

Medium-term asets 
Rertitutio” d@ 
Satipmhemes3, 
Lm- term linked dcpeas 
Emarkd &pits 

Tradable linked @verUment bonds 4, 

Totalasscts in tanks al!d &xernmcnt bonds 

Socks 

Total financial a86Ct* 
0, which 

Nonkd~d chat-tam assets 

Traddzk linked govsmmmt bo* 4, 

Stocks 

Finlneial t lEsED 
Oftikh 

Nonidncd *at-tsm asset5 

163.856 
67602 
13,571 
34,451 
,958, 
96254 
rl.986 
42f348 
11364 
29,056 

2,550 

61,693 

228,109 

151.607 

379,716 

50582 

43 
18 
4 

z 
25 

1: 

: 

1 

16 

60 

40 

Ice 

13 

5 
21 
15 
46 

0 

1: 
4 

-;’ 

-7.4 

-1 

3 

66 

21 

n 

4,m 7,393 7,432 

64,827 68,613 69662 

265,501 302,022 310,968 

9sm 114,503 108.300 

364.301 416,522 419,268 

68,042 93,699 98,579 

(Aspcrsmtapc of total financiril arats) 

:: 
4 

13 

3: 

I: 

i 

1 

18 

73 

21 

ml 

19 

5 
12 

-6 
25 

* 
0 

-2 
9 

-: 

45 

4 

2 

-43 

-16 

I8 

54 
26 

4 
Ii 
,” 
4 

IS 

2 

2 

16 

73 

n 

lOI 

22 

(Real rate of grauh) 5, 

6 
18 
8 

2; 
-2 

5 
6 

-13 
-17 

60 

-2 

5 

7 

6 

27 

z 

1: 
2 

1: 

: 

2 

17 

74 

26 

Irn 

24 

: 
-2 

4 

-i 
2 

-: 

-3 

-1 
0 

-8 
-2 

2 

57 
29 

1: 
,” 
4 

16 

2 

2 

16 

75 

25 

I@3 

24 

2 

: 

1: 

-i 
2 

-: 

2 

-4 
0 

-6 
-I 

2 

Sourrrs: Bank ol laael, Reeaireh Dcptmnt: Rcccnt Emnome Develop~~nti; anddatapmhd b, Bank of I~ael. 
l,Tbs public CONi6tsOf i”dividnak and mprationscxcludi”* the Govmmcnt. Bank of IBlCl, ordinary tm!4np mporatkms, and bark 

abroad It includes axial and life insuraneciurdsbut does not indudc the SSC~B of these funds held out of the adinarybaoldng sysem 
2,coti6t60,li+linancial abssts (M3)mdmcdium-lmm asgtsasdchdhlow. 
3, Since February 1%4,bar,ksbwes that were mnwrad into mvingrsfhmcs an included uncle, ‘wings rcbemes’ instcadof ‘bddeposih. 
4, D&d to ex,hdctmd hokegs Of pmionfu* and insuranrr companies. 
5, Nominal ‘aft deflatedby EommCr @cc ida. 

,m,wM P.m”L\*“SRw-REDUIIW,, 

247.560 
124A,ls3 

17,909 
78.568 
27,677 

123,406 
16,072 
67,595 
13.656 
25,684 

7.851 

69549 

324,960 

105,889 

433.849 

101.328 
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Table A14. Israel: Commercial Bank Credit to the Private Sector, 1992-96 11 

1935 15% 
1992 1993 1994 1995 I II 111 IV I II 

TOtal 156,4015 210.177.4 271,664.l 3,3,7018 2SQ773.6 2%,2779 298,413.O 313,701.9 327,7’72.4 349,121.l 

Commercial bank credit 111.8n35 154,930s 198,7852 

Short-term credit 47361.3 64236.3 79.013.0 
Nondirected 47.120.7 63833.1 78521.9 

in NIS 34p72.7 SlJl9.5 6263.7 
in U.S. Dollars 12,448.1 12P13.6 15889.1 

Directed 440.6 403.2 491.2 

“din!4 NlScrdit 34672.7 51219.5 62632.7 
Indexed NIS credit 2, 29369.5 39,475.0 57.139.5 

231.003.7 207,749O 213,3462 218,876.l 

lM,469D 86;772.7 89792.8 93290.9 
100.141.9 86375.6 89206.7 92906.1 
65564.1 63,603.4 63p66.4 62571.7 
34,571.8 22,772.2 26J40.3 30p4.3 

321.0 397.1 386.1 384.9 

65,W.O 63.303.4 63,066.4 62571.7 
64970.7 57pn.9 M),687.0 63,013.S 

23lJm36 

10,469.o 
100,*41.9 
6W54.1 
34571.8 

327.0 

6SJ64.1 
64970.7 

239,974.7 252,9649 

103,531.6 106,915.9 
1032126 106,624.I 
66,483.7 68,772.l 
36,728.9 37.8.52.0 

319.0 291.8 

66A83.7 63,772.o 
69959.4 77277.0 

Msdium- and long-term 
credit 44>98.0 55246.6 12878.9 82,6PL7.1 73.024.6 76,931.7 79536.9 82698.1 87,797.7 %,1%3 

(In perxnr of total) 

Commxial bank credit 

Short-term credit 
Nondirected 

in NIS 
in U.S. Dollars 

Directed 

Unlinked NIScredit 
Indexed NIS credit 2! 

Il.5 73.7 732 736 74.0 735 733 73.6 732 72s 

30.4 30.6 29.1 32.0 30.9 30.9 313 32.0 31.6 30.6 
30.1 30.4 28.9 31.9 308 30.7 31.1 31.9 315 305 
222 24.4 23.1 209 22.7 21.7 21.0 20.9 203 19.7 

8.0 6.0 5.8 110 8.1 9.0 102 11.0 112 108 
0.3 0.2 02 0.1 0.1 0.1 0.1 0.1 0.1 0.1 

222 24.4 23.1 20.9 225 21.7 21.0 209 203 19.7 
18.9 188 21.0 20.7 205 20.9 21.1 20.7 213 22.1 

Medium- and long-term 
credit 285 263 268 26.4 261) 26s 26.7 26.4 268 275 

Memorandum items 
Cammercisl bank credit 
(a) Nondirected 

in NIS 
in foreign ourrcncy 

Dirsctsd 

23.9 31.9 175 
35.1 23.0 272 
355 23.0 27s 
47.7 223 4.7 

1.3 26.0 111.6 

(b) Unlinked sheksl credit -8.5 218 -33.4 
In&d shekel credit 47.7 223 4.7 

(Real psrantagc illcrcae) 31 

Memorandum items: 
Commrci~l bank credit 
(a) Nondircctcd 

in NIS 
in breign currency 

Directed 

1.5 153 5.0 
113 7.5 11.6 
11.6 7.5 1BD 
16.6 6.8 -3.2 

-5.1 10.1 101.3 

(b) Unlinked shekel crsdit -17.8 6.4 -38.4 
Indexed shckcl credit 16.6 6.8 -3.2 

(le millionsofshcke~,sndofpniod) 

Source Bank of Israel Research Dcpartmcnt: Recent Eegxomic Devclopmats;; and data prtided by the Bank of Israel. 

1/ Includes credit fo local authorities, the nsidt sl(cludes deductions for loan-less pmtisions~ 
?/Includes indvation incrsmsnts. 
3, Nominal rate deflated byconsumcr price index. 



Table Al 5. Israel: lnmesl Rates During 1993-96 

(Nominal rater in paceId per am”nlTI) l, 

Percent itme* over 
prefeedine month Zi 

CPI NISIS 

rates Lendins Lhosit rates 
E&tire mean Mqinal Total hank Bank of lsrael MO”* Euro 5, lntcrc* on CDS Time Yield to lndered gowmmeot hand 
owrdr2R 31 O”erdrae credit auction hall rcscrve deprits d”rity vield to mat”rir” 

facility 41 (maximum rcquirment on shcm-term 5 years 10 yeaIs 
bracket) (hi&l bracket) Treasury bilk 

,993 
,994 
,995 

1994 
Jan 
Feb. 
Mar. 
4pr. 
hlay. 
J”M 
JUl! 
,N 
Sept. 
Oct. 
NOV. 
tkc. 

,995 
h. 
Feb. 
Mar. 
.*r. 
hlq 
J”“e 
JUl> 
.A”*. 
sspt. 
Oct. 
x’or. 
Dec. 

,996 
Jan. 
Feb. 
Mar. 
Apr. 
Ma) 

Il.2 
14.5 
8.1 

8.5 
7.1 

13.2 
26.3 
15.3 
17.6 
13.7 
13.5 
14.5 
17.9 
16.5 
10.6 

2.0 
2.0 

-1.0 
11.6 
12.6 
4.0 
3.0 

15.7 
12.2 
13.1 
8.8 

IX.0 

10.7 
11.6 
12.5 
21.8 
22.4 

10.1 
1.8 
3.1 

4.9 
-3.3 
-1.7 
8.8 
9.2 

13.6 
-7.6 
3.1 

4.7 
-2.0 
-1.0 
4.6 

-5.8 
-0.9 

-12.5 
-6.7 
20.0 
-8.9 
-9.9 
35.4 

1.9 
-9.6 
13.4 
35.4 

3.8 
-6.1 
-5.3 
28.7 
38.9 _ 

18.1 
19.8 
22.5 

17.5 
17.7 
17.4 
17.5 
17.8 
18.4 
19.1 
19.7 
21.3 
23.1 
23.1 
25.3 

25.3 
25.3 
23.9 
22.4 
21.7 
21.3 
21.3 
20.9 
21.0 
21.7 
22.3 
22.1 

21.4 
21.9 
21.9 
22.0 
22.8 

20.3 
21.8 
25.0 

19.3 
19.6 
*9.3 
19.4 
19.8 
20.4 
21.0 
21.6 
23.3 
25.1 
25.1 
27.7 

27.7 
27.7 
26.3 
24.8 
24.1 
24.1 
24.0 
23.6 
23.7 
24.2 
24.8 
24.7 

23.9 
24.4 
24.4 
24.5 
25.4 

16.5 
17.4 
20.2 

15.3 
15.6 
15.3 
15.3 
15.6 
16.2 
16.8 
17.2 
18.8 
20.3 
20.5 
22.4 

22.8 
22.5 
21.8 
20.3 
19.6 
19.2 
19.0 
18.7 
18.9 
19.5 
19.9 
19.9 

19.2 
19.7 
19.7 
19.7 
20.4 

11.3 
13.4 
15.5 

11.0 
11.0 
11.0 
IL0 
11.5 
12.2 
12.8 
13.3 
IS., 
16.7 
16.7 
18.5 

18,s 
18.3 
17.2 
15.8 
IS.0 
14.4 
14.3 
14.1 
14.1 
14.8 
15.2 
IS., 

14.6 
14.9 
15.0 
15.2 
16.0 

11.3 
12.9 
14.8 

10.7 
10.7 
10.8 
10.8 
11.2 
12.0 
IZ.5 
12.8 
14.5 
15.8 
15.6 
17.6 

17.4 
17.1 
16.4 
14.9 
14.1 
13.9 
13.7 
13.4 
13.6 
14.0 
14.4 
14.5 

13.9 
14.1 
14.1 
14.4 
IS.ll 

3.1 
4.6 
5.9 

3.1 
3.4 
3.7 
4.0 
4.4 
4.4 
4.7 
4.7 
5.0 
5.4 
5.7 
6.2 

6.2 
6.1 
6.1 
6.1 
6.0 
5.9 
5.8 
5.8 
5.7 
5.8 
5.7 
5.6 

5.4 
5.2 
5.3 
5.4 
5.4 
5.4 

I.1 
2.2 
0.3 

1.2 
1.4 
1.3 
1.2 
1.8 
2.0 
2.0 
2.4 
2.7 
3.1 
3.6 
3.9 

cl.5 
0.2 
0.4 
0.3 
0.3 
0.3 
0.2 
0.6 
0.7 
0.2 
0.1 
0.1 

0.2 
0.1 
0.1 
0.2 
0.2 

9.7 
11.6 
13.3 

9.4 
9.6 
9.6 
9.6 
9.9 

10.5 
11.0 
11.5 
13.0 
14.4 
14.5 
16.0 

16.0 
15.9 
I5.0 
13.3 
12.7 
12.3 
12.0 
11.9 
11.9 
12.4 
12.9 
12.9 

12.4 
12.6 
12.6 
12.8 
13.7 

10.4 
12.2 
14.1 

1cul 
10.1 
lO.2 
LO.2 
10.5 
11.1 
11.6 
12.1 
13.5 
IS.0 
15.3 
16.6 

16.8 
16.4 
15.7 
14.5 
13.7 
13.1 
13.q 
12.7 
12.6 
13.1 
13.6 
13.8 

13.2 
13.3 
13.4 
13.6 
14.2 

11.4 
13.0 
15.4 

10.2 
10.2 
10.4 
10.7 
11.0 
12.0 
12.4 
13.5 
14.4 
16.3 
16.3 
18.6 

17.6 
18.1 
16.4 
15.7 
15.1 
14.7 
13.9 
13.8 
14.4 
IS.1 
14.7 
15.6 

13.6 
13.5 
14.1 
14.8 
15.6 

2.8 
2.9 
4.1 

2.4 
2.8 
3.1 
3.1 
2.9 
3.0 
2.8 
2.6 
2.6 
3.0 
3.2 
3.3 

3.9 
4.1 
4.1 
4.1 
4. I 
4.0 
4.2 
4. I 
4.0 
4.4 
4.4 
4.2 

4.0 
4.2 
4.3 
4.2 
3.9 

2.9 
3.2 
4.3 

2.7 
2.9 
3.1 
3.2 
3.2 
3.4 
3.4 
3.1 3.0 I 

3.2 3.5 s 
3.7 ’ 

3.8 
4.1 
4.2 
4.4 
4.4 
4.4 
4.5 
4.4 
4.3 
4.5 
4.5 
4.2 

2 
5 

4.2 4.3 z 
4.4 4.4 :: 
4.2 P 

June Y.1 1.” 2J.I 26.5 7.1.J I&Y 13.x 

Source: Bank of 1aael. 
1, Monthly rates compounded amuall~. 
2, WI -published monthly index Reprerenlatiw exchange rate. monthly averag ofdaily rate. 
31 Includes basic interest rate, comimmt fca and the hi&r interest charged for drawings in excess ofapproved ceiling. 
41 Cm October 1987, the Bank afkmcl staned using auctions an monetary bans. The interesr specified here is the weighted awerage ofthese lams 
51 Euro in dollar terms for three months. is the base for interest on dollar loam. 



Table A16. Israel: Nominal Interest Rates on Various 
Types of Credit and the Public’s Assets, 1993-96 

(Annual rates in percent, before tax) 

1 II Ill IV I II III IV I 
1993 1994 1995 1994 1995 1996 

Short-term bank credit 
to the private sector 11 

Nondirected credit 
In NIS 

Overdr& facilities 
Fixed-term credit 

CDs 

Time deposits 21 

One-month Treawy bills 

16.0 15.5 17.8 13.1 16.1 14.5 18.3 16.5 16.5 17.9 
16.1 15.6 17.8 13.2 16.2 14.6 18.5 16.6 16.6 180 
16.5 17.4 20.2 15.4 15.7 17.6 21.1 22.5 19.7 18.9 
18.1 19.8 22.4 17.5 17.9 20.0 23.8 24.8 21.8 21.1 
15.0 15.6 18.4 13.8 14.1 15.8 19.0 20.6 18.0 17.0 

-9.7 11.6 13.3 9.5 10.0 11.8 15.0 15.15 12.8 12.0 

-10.4 12.2 14.1 10.1 10.6 12.4 15.7 16.3 13.7 12.8 

11.4 13.0 15.4 10.2 11.2 13.4 17.1 17.4 15.2 14.0 

29.2 
20.2 
19.8 
22.1 
17.9 

12.7 

13.5 

15.1 

13.3 24.7 
13.3 24.8 
19.6 20.5 
21.7 22.8 
17.7 18.6 I 

12.5 13.6 2 
I 

13.3 14.1 

13.7 15.7 

Source: Data provided by the Bank of Israel 

I/ Includes directed credit and nondirected foreign currency linked credit. 
2/Average for all time deposits, overdrafts, and the rate on certiiicates of deposit 



Table Al7. Israel: Real Actual Interest Rates on Various 
Types of Credit and the Public’s Assets, 1993-96 

(Annual rates in percent, before tax) 

I II III IV I II III IV I II 
1993 1994 1995 1994 1995 1996 

Short-term bank credit 
to the private sector II 

Nondiie&d credit 
InNIS 

Overdndl facilities 
Fixed-tam credit 

In foreign currency (Euro) 21 

CDs 

Time deposits 3/ 

One-month Treasury bills 

Indexed 5-year government bonds 

Interest rate spread 4/ 

4.3 0.9 8.9 3.3 -2.9 0.5 2.9 
4.4 1.0 9.0 3.3 -2.8 0.6 3.0 
4.7 2.6 11.2 5.3 -3.2 3.2 5.3 
6.2 4.7 13.3 7.2 -1.4 5.4 7.7 
3.3 1.0 9.5 3.8 -4.6 1.6 3.5 
2.1 -7.0 1.0 -5.7 -3.7 -10.9 -7.5 

-1.4 -2.5 4.8 -8.0 -1.8 .., 

-0.7 -2.0 5.5 0.5 -7.5 -1.3 0.6 

0.1 -1.3 6.8 0.6 -7.0 -0.4 1.8 

2.8 2.9 4.1 2.7 3.0 2.6 3.2 

7.7 7.5 8.2 7.3 7.3 7.4 7.8 

15.3 6.6 7.1 
15.4 6.6 7.1 
21.3 9.5 7.9 
23.6 11.5 9.9 
19.4 7.9 6.3 
-1.8 -2.4 3.2 

14.5 3.2 1.6 

IS.1 4.1 2.4 

16.2 5.4 3.5 

4.0 4.1 4.1 

8.1 8.1 8.2 

7.0 
7.1 
6.7 
8.7 
4.9 
5.0 

0.4 

1.1 

2.5 

4.3 

8.4 

1.5 6.1 
1.6 6.1 
7.1 2.4 
9.0 4.4 
5.5 0.8 

-8.1 9.1 

0.8 -3.4 

1,s -3.0 

1.9 -1.6 

4.2 4.1 

8.2 8.2 

Source: Data provided by the Bank of Israel. 

I/ 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. 
31 Average for all time deposits. 
4/ Interest rate diikrential defmed as the gap in nominal percentage points on an annual basis between tl~e effective rate on OVR&& and the rate on catiiicates of deposit. 



Table A18. Israel: Reserve Requirements on Deposits and Interest Brackets, 1991-96 

(In percent) 

Demand Deposits Time Deposits 

Reserve requirement 8 

Percentage of reserve requirement 
on which interest is paid 

by the Bank of Israel 0 0 

1-6 days 

Reserve requirement 6 6 

Percentage of reserve requirement 
on which interest is paid 

by the Bank of Israel 0 0 

(November 2, 1991 to December 28, 1994) 

1-6 days (daily) 1 week-3 months 3 months+ 

8. 6 4 I 

2 
I 

33.3 

(from December 29, 1994) 

50 

1 week-l year Over 1 year 

3 0 

i-4 
2; 

0 

Source: Bank of Israel. 



STATISTICAL APPENDIX 

Table A19. Israel: Public Sector Injection and Sources ofNonrevaluation 
Increments to the M3 Base, 1992-96 II 

(In millions of new shekels) 

199J 19% 
1992 ,993 1994 ,995 I II 111 I” I II 

Total public tir dormstic deficit 
cfw*ic/t 

ti ixchdhynetbarauing2l 

Public injedm 10 money hue 3 

Bank of Israel irjcaion 
htolleluy loans 
sww 
opm-opmti~ 
olkf-‘l/ 

Told liquidity injection 

Net foreign tummy puti 
Byprim- 

Addilimtoexmyb 

?lkabcd by “et b3naving 26 
Na forti@, ~rrmcy pu& 74 
Additims to M3 hex 66 

2.856 

5,156 

2,884 
5,370 

0 
-108 

-2,378 

8,040 

860 

7,OJ3 

4,425 

2.628 

3,800 
5,994 

0 
996 

-3,190 

6,428 

4.591 

L.837 

41 
59 
42 

6,098 11.428 

I.,58 8,J87 

4.940 2.842 

-4.188 -21.975 
-1,490 -11,002 

0 4,146 
Q3.5 .3.061 

4,084 -2766 

752 -19.133 

-1,151 -18.4L3 

1,93x -720 

-55 3,811 

2,090 

1,722 

-5,999 
-3,601 

0 
-1.836 

-562 

4,277 

4,898 2,462 

1,657 

-1.7*2 

-5,867 
-5.388 

0 
230 

-709 

2.677 

2.221 

-6,MO 
-990 

-2,736 

575 

-1.762 
761 

-893 

-781 

-7.579 

-6,315 

-1,264 

2,774 

2,163 

611 

-3,969 
-1,023 
-2,410 

178 
-714 

-3,357 

-923 
-707 

.L.187 

2,797 

1.110 

1.687 

-*,on 
-330 
498 
317 

-I560 

612 

-4,968 

69, 

-3,830 

-90 

-3,xlt 

-56 

-2,122 

935 

125 

487 

(In prcent of total injeclion) 

61 -81 -28 -96 -216 -181 270 64 
39 181 **s 1% 316 281 -,xl 36 

-60 175 107 227 308 276 -303 7 

Source: Ebk oftmel Rcsesrch Dcpmmt: Reconr Econombz LJewlopments: and data provided by Bank of Mel 

II Excluding shmges resuhing from the rcv&ation of government bonds and Patam depsits. 
21 Nel govcmmad bmmwing born the prinle zslor less the early redemption ofthe *tc of keel ban*. 
31 Inclvdc. the injectim of the Jewish Agency. Sale oftndatdc bonds is not midned as abcqtion Mud-z5 intereEL payments m intcmal debt 
41 Cm&s m00lly ofahs+dkjcaim gencnted by vuiau itcrnr in the Bank of Israel’s bnl- sheet (Such ~1 inter& pid ~1 liquid lgy~ in local and forcip 

NMW. 
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Table A20. Israel: Factors Affecting M3 Base 

1992 1993 1994 1995 1996 II 

(In millions of shekels) 

l.Nanowmoneybase2/ 5,904 7,740 9,643 9,692 
2. Reserve requirements on 

Patam deposits 3,236 2,387 1,541 1.935 
3. M3 base (1+2) 9,140 10,127 11,184 I 1.627 

(Real percentage increase during the period) 2/ 

1. Nmow base. 21 tnoney 
2. Reserve requirements on 

Patam deposits 
3.M3base(1+2) 

7.0 17.8 8.9 -7.0 10.5 

-16.2 -33.7 -43.6 16.1 -61.2 
-2.5 -0.4 -3.5 -3.8 -13.8 

Percent of increase ia narrow liquid asset 
base due to: 
Revaluatiott increments 99.8 18.0 1.5 16.3 
N-aluation increments 0.2 82.0 98.5 83.7 

-42.4 
142.4 

Memorandum item (tlows) 
hreaseittM3base 

Ofwhich 
Revaluation incnments on 

Patam deposits’-e 
requirements 

Ncmevaluation increments 

564.4 986.2 I ,057.7 442.9 

563.2 177.4 16.3 72.2 
1.3 808.8 1,041.4 370.7 

Same: Bank of Israel. 

II The. puiod ofchange is June 1996 versus June 1995. 
2/ Currency held by public and liquid assets of banking institutions. 
31 Nominal rate deflated by collsumer price index. 

11,308 

2,036 
13,345 

-377.5 

160.2 
-537.7 
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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 I/ 2/ 
Ofwhich 

Public sector corporations 
Private firms 

Market value 2/ 

Volume of stock exchange 
trade 21 

Annual turnover 31 
All shares 

Real overall rate of return 4/ 
All shares 

2,227 5,959 10,816 5,719 1,615 

430 993 2,911 686 0 
1,797 4,966 7,904 5,033 1,615 

49,068 112,740 187,579 106,771 114,495 

33,497 50,701 110,912 88,869 28,608 

0.67 0.65 0.79 0.61 0.27 

31.8 74.4 27.0 -46.1 5.9 

Sources: Bank of Israel; and Central Bureau of Statistics 

I/ Shares, convertible securities, and exercised options. 
21 At December 1995 prices. Market value-end-of-year figures; volume of trade--on and off the 

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

1991 1992 1993 1994 1995 

(In millions of constant 1995 shekels unless otherwise indicated) 
Market value of listed bonds 

Government 
Private 21 
Total 

Of which 
Percentage held by: 

Public 
Commercial banks 
Social insurance tit& 
Bank of Israel 

Volume of stock exchange trade 
Government 
Private l/ 
Total 
Bsnk of Israel intervention 2/ 

(in P-t) 

Issues of tradable bonds 
Government 
Private I/ 
T&l 

Annual tumover 3/ 
Govemment 
Private II 
Total 

Real overall rate of return 
CPI-indexed bonds 

Govemment 
Private I/ 
Total 

Exchange-rate indexed bonds 
Govemment 
Private I/ 
TOM 

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 
2,530 1,711 1,098 

14.707 18,118 20,052 

0.02 2.04 2.20 

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 

-1.2 5.2 -1.6 -3.4 0.8 
6.6 7.9 -0.4 -4.0 -0.1 
I.5 5.9 -1.5 -3.5 0.7 

-1.4 9.2 -5.4 -10.9 0.4 
0.6 25.9 -1.2 -17.2 5.4 

-1.7 20.3 -4.5 -11.5 0.9 

(In percent) 

15,855 16,612 
1,320 949 

17.175 17,561 

1.84 2.92 

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

II Includiig public sector corporations. 
2/ Ratio ofthe central bank’s sales and purchases in the secondary market to total volume of stock exchange trade in bonds. 
31 Ratio 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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Table A23. Israel: Institutional Investor Indicators, 1991-95 

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 -2216 
Real annual rate of return 8.6 27.8 10.3 -29.0 2.8 

Tradable aasets of funds (percent of 
total tradable assets) 

CPI indexed bonds 
Foreign-currency indexed bonds 
Nonbank shares 
Unindexed assets 

Provident Funds 
Total assets (NH billions) 
Real growth rate of total assets 
Real annual rate of return 

Tradable assets of funds (percent of 
total tradable assets) 

Tradable government bonds 
Private bonds 
Nonbank shares 
Unindexed assets 

Pension funds’ assets (NIS billions) 
Real growth rate of total assets 
Real annual rate of return 

10 11 8 6 4 
19 37 32 17 11 
12 13 13 9 7 
9 12 11 4 3 

102 116 121 111 106 
6.7 14.0 4.0 -7.8 -4.7 
4.0 11.3 2.7 -8.3 2.5 

51 51 51 49 42 
60 58 54 62 56 
10 10 9 12 10 
9 9 9 7 6 

54 

5.2 

57 60 62 66 
6.8 5.2 2.6 6.6 
4.9 5.1 5.1 5.1 

Source: Bank of Israel; and Central Bureau of Statistics. 
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Table A24. Israel: State Budget Balance end Financing, 1992-97 

1992 1993 1994 1995 1996 1997 
Budget Outturn Budget Estimated Budget 

outturn 

Total reve""e 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 -6.9 -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 0.0 1.0 1.5 0.7 . . . 0.8 

Gross 3.2 2.8 2.5 3.4 3.6 3.7 . . . 3.2 
Repayment 2.0 2.2 2.4 2.4 2.1 3.0 . . . 2.5 

Dunestic ,net, 2.6 1.9 2.3 2.8 2.7 2.8 . . . 1.9 
Nonbank borrowing ("et) 3.4 1.4 -0.1 1.0 2.5 1.9 . . . 0.9 

Gr0E.S 11.6 7.7 9.1 7.6 9.3 10.0 . . . 8.0 
Repayment 8.1 6.3 9.2 6.6 6.8 8.2 . . . 7.1 

Bank of Israel credit ("et) -0.1 0.1 1.9 0.0 -0.5 0.0 . . . 0.0 
sale of assets 0.7 1.7 0.3 1.8 0.7 1.0 . . . 1.2 
Lending ("et) (-1 -1.4 -1.4 0.3 -0.0 0.1 -0.0 . . . -0.1 

rxcl** (-) -2.9 -3.0 -1.3 -1.4 -1.4 -1.3 . . . -1.4 
of which: housing (-1 -1.6 -1.5 -1.0 -1.2 -1.1 -1.1 . . . -1.1 

Repayment 1.5 1.6 1.5 1.4 1.4 1.3 . . . 1.3 
Residual -0.1 -0.0 0.0 -0.0 -0.0 -0.0 . . . 0.0 

Memorandum items: 
Primary balance 
Current balance 
Canestic balance 
Foreign balance 
Danestic balance target L/ 

3.0 4.4 3.9 3.0 1.8 2.4 
0.7 0.8 0.4 0.0 -1.8 -0.0 

-4.9 -2.3 -2.0 -2.7 -3.3 -2.5 
1.1 -0.1 -0.4 -1.0 -0.9 -1.1 

-6.2 -3.2 -3.0 -2.8 -2.8 -2.5 

(Percent of GDP) 

. . . 

. . . 
-4.1 
-0.2 
-2.5 

3.0 
0.9 

-1.9 
-0.8 
-2.8 

source: Data provided by the authorities. 

i/ The 1997 target refers to the overall budget bala"ce. 
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Table A25. Israel: state E&get Revenue, 1992-97 

1992 1993 1994 1995 1996 1997 
Budget outturn Budget EstimatedBudget 

outturn 

Total tax revenue 
Taxes on income and profits 

Compmies 
,Individuals 

wage 6 salary 
Self-employed 

Employer's tax (nonprofit) 
Tqxes on property 

Real-estate purchase tax 
Land betterment tax 
Property tax 

Taxes on dcmestic.goods and services 
VAT 

Dmeetic expenditure & civilian imports 
Nonprofit entities 
Financial institutions 
Defense imports 

Excises 
Fuel 
Tobacco 
6-P 

Purchase tax 
DOllEStiC 
Imports 

Customs duties 
Adjustient to budget frame 

Total nontax revenue 
Interest 

Domestic 
Foreign 

Loans from National Insurance Institute 
Fees, royalties, pension provisions, 6 misc. 
Income from Israel Land A&n. 
Revenue for revenue-dependent exp. 

Total rwenue 
Foreign grants 

Total revenue and grants 

Memorandum items: 
Dunestic revenue 
Foreign revenue and grants 

(Percent of GDP) 

31.2 31.8 32.5 33.0 31.6 32.3 31.0 31.6 
12.6 13.8 14.9 15.2 14.5 14.5 13.6 14.1 

2.8 3.3 4.1 3.9 3.5 3.7 3.3 3.7 
9.8 10.5 10.8 11.3 11.0 10.8 10.4 10.4 
7.4 8.0 8.4 8.6 8.5 8.4 8.1 8.0 
2.4 2.5 2.5 2.7 2.5 2.4 2.3 2.4 
0.5 0.3 0.3 0.3 0.3 0.3 0.4 0.3 
0.8 1.1 1.5 1.6 1.3 1.3 1.3 1.4 
0.4 0.5 0.7 0.7 0.6 0.6 0.6 0.6 
0.2 0.4 0.5 0.6 0.5 0.5 0.5 0.5 
0.2 0.2 0.3 0.3 0.3 0.3 0.3 0.3 

16.2 15.8 15.5 15.8 15.3 15.9 15.3 15.4 
11.4 10.9 10.9 11.2 11.0 11.3 11.0 11.1 

9.6 9.2 9.2 9.4 9.3 9.5 9.2 9.4 
1.2 1.1 1.2 1.2 1.3 1.3 1.2 1.2 
0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3 
0.4 0.3 0.2 0.3 0.2 0.2 0.2 0.2 
1.9 1.9 1.7 1.6 1.6 1.9 1.8 1.8 
1.4 1.3 1.2 1.2 1.2 1.4 1.4 1.4 
0.3 0.3 0.3 0.3 0.2 0.2 0.3 0.3 
0.2 0.3 0.2 0.2 0.2 0.2 0.2 0.2 
2.9 3.0 3.0 2.9 2.7 2.7 2.5 2.5 
0.4 0.4 0.3 0.3 0.3 0.3 0.2 0.2 
2.5 2.6 2.7 2.6 2.4 2.4 2.3 2.3 
1.0 0.6 0.4 0.3 0.4 0.3 0.4 0.3 
0.1 0.2 -0.1 -0.2 -0.3 0.0 0.0 0.0 
7.6 7.4 7.0 7.5 8.3 7.6 7.0 7.5 
0.9 0.7 0.8 0.8 1.1 0.6 . . . 0 '. 7 
0.9 0.7 0.7 0.7 0.8 0.6 . . . 0.7 
0.1 0.1 0.1 0.1 0.4 0.0 . . . 0.0 
2.0 1.7 2.1 2.1 1.9 2.2 . . . 2.0 
2.0 1.5 1.3 1.6 1.9 1.6 . . . 1.5 
0.3 0.5 0.8 0.3 0.6 0.5 . . . 0.4 
2.4 3.0 2.8 2.7 2.8 2.8 . . . 2.9 

38.8 39.2 40.3 40.4 40.0 39.9 37.9 39.1 
5.6 4.4 3.6 3.7 2.0 3.2 4.0 3.0 

44.4 43.6 43.9 44.1 41.9 43.2 41.9 42.1 

37.7 38.6 39.8 
6.7 5.0 4.1 

39.6 39.0 
4.3 2.9 

39.5 37.5 38.6 
3.6 4.4 3.4 

source: Data provided by the authorities. 
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Table A26. Israel: State Budget Expenditure (Econcmic Classification), 1992-97 

1992 1993 1994 1995 1996 1997 
Budget Outturn Budget EstimtedBudqet 

Current expenditure 
wages 

Of which: defense 
Goods and services 

Of which: defense 
Interest 

canestic 
Foreign 

Subsidies and transfers 
Subsidies 

nonexport 
export 
investment grants 

Transfers 
To local authorities 
To National Insurance Institute 
To nonprofit institutions 
To defense 

Repayment to National Insurance Institute 
Capital expenditure 

Of which: housing 
Reserve 

Total expenditure 

Memorandum items: 
Gamestic expenditure 
Foreign expenditure 

43.7 
8.9 
3.8 

10.3 
6.9 
7.7 
5.4 
2.2 

16.0 
2.5 
0.5 
0.4 
1.6 

13.5 
1.7 
5.0 
5.9 
0.8 
0.9 
4.5 
3.3 
0.0 

48,.2 

42.6 41.0 41.8 42.6 42.2 42.0 41.6 40.6 
5.6 5.1 4.5 5.3 3.0 4.7 4.6 4.2 

42.9 43.5 44.1 43.7 43.2 . . . 41.2 
8.6 9.4 9.5 9.7 9.4 . . . 9.4 
3.4 3.6 3.3 3.6 3.1 . . . 3.3 
9.5 9.7 9.3 9.5 8.9 . . . 8.1 
6.1 6.0 6.1 5.9 5.6 . . . 5.0 
7.6 7.0 7.5 7.1 6.6 . . . 6.4 
5.4 5.0 5.0 5.3 4.5 . . . 4.7 
2.2 2.1 2.5 1.8 2.1 . . . 1.7 

16.1 16.4 16.7 16.2 17.2 . . . 16.2 
2.4 2.1 1.8 1.9 1.7 . . . 1.7 
0.6 0.7 0.6 0.6 0.6 . . . 0.5 
0.2 0.0 0.0 0.0 0.0 . . . 0.0 
1.6 1.3 1.2 1.3 1.1 . . . 1.2 

13.7 14.3 14.8 14.3 15.6 . . . 14.5 
1.8 2.1 2.3 2.2 2.3 . . . 2.2 
5.2 5.7 5.2 5.8 6.0 . . . 3.7 
6.1 5.9 6.6 5.6 6.5 . . . 7.9 
0.7 0.7 0.7 0.7 0.7 . . . 0.7 
1.0 1.0 1.1 1.1 1.1 . . . 1.1 
3.4 2.8 2.6 2.4 2.5 . . . 2.5 
1.4 0.8 0.6 0.7 0.6 . . . 0.7 

-0.1 0.0 1.2 0.0 1.1 . . . 1.1 
46.1 46.3 47.9 46.1 46.7 46.2 44.8 

(Percent of GDP) 

outturn - 

scJu?xe : Data provided by the authorities. 
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Table A27. Israel: State Budget Expenditure (Rmctional Classification), 1992-97 

1992 1993 1994 1995 1996 1997 
Budget Outturn Budget Estimated Budget 

Ollttnr" 

General public service 
General administration 
Public order 

Defense 
Education 

Of which: universities 
Health 
Labor and welfare 
Other social services 

Of which: housing 
direct absorption 

Economic sex-vices 
GW-KX6.l 
Agricultural 
Manufacturing 
Water and energy 
Transport and corummications 
Other 

Unallocable and other functions 
Interest 
Interest and loan subsidy 
Subsidy for basic products 
Export market develqxrent 
General transfers 
ReSerVeS 

Repayment of loans (-) 
Total expenditure and net lending 

3.2 
2.2 
1.0 

11.5 
5.1 
0.9 
2.1 
6.2 
8.0 
6.8 
0.8 
3.9 
0.2 
1.6 
0.9 
0.4 
0.6 
0.3 
8.9 
7.7 
0.3 
0.8 
0.4 
1.1 
0.0 

-1.5 
48.8 

3.2 3.4 3.8 
2.2 2.3 2.6 
1.0 1.1 .1.2 

10.4 9.9 10.2 
5.4 6.1 6.8 
0.9 1.1 1.2 
2.0 2.7 2.1 
6.4 6.9 6.5 
6.3 4.5 4.5 
5.2 3.5 3.4 
0.6 0.6 0.5 
4.5 3.3 3.4 
0.2 0.2 0.3 
1.5 0.3 0.4 
1.1 1.1 1.1 
0.4 0.3 0.3 
0.8 0.9 0.8 
0.5 0.4 0.5 
8.4 7.9 9.6 
7.6 7.1 7.5 
0.3 0.2 .O.l 
0.8 0.8 0.7 
0.2 0.0 0.0 
1.1 1.3 1.4 
0.0 0.0 1.2 

-1.6 -1.5 -1.4 
46.6 44.7 46.9 

lPerce"t of GDP, 

3.7 3.9 
2.5 2.7 
1.2 1.2 

10.3 9.5 
6.0 6.9 
1.1 1.2 
2.6 2.3 
7.1 7.3 
4.1 4.3 
3.1 3.2 
0.5 0.5 
3.3 3.1 
0.3 0.2 
0.4 0.4 
1.2 1.0 
0.3 0.2 
0.8 0.7 
0.4 0.6 
7.8 8.3 
7.1 6.6 
0.1 0.1 
0.6 0.6 
0.0 0.0 
1.4 1.3 
0.0 1.1 

-1.4 -1.3 
44.9 45.7 

. . . 3.8 

. . . 2.7 

. . . 1.1 

. . . 9.0 

. . . 6.6 

. . . 1.2 

. . . 4.1 

. . . 5.0 

. . . 4.0 

. . . 3.0 
. . . 0.4 
. . . 3.2 
. . . 0.2 
. . . 0.3 
. . . 1.1 
. . . 0.3 
. . . 0.6 
. . . 0.6 
. . . 8.0 
. . . 6.4 
. . . 0.1 
. . . 0.6 
. . . 0.0 
. . . 1.1 
. . . 1.2 
. . . -1.3 
. . . 43.9 

soluxe: Data provided by the authorities. 
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Table A28. Israel: General Goverme"t Balance and Financing (National Accounts), 1992-95 

1992 1993 1994 1995 

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 
Dmestic 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) 
Current balance + depreciation (gross saving) 
Dmestic balance 
Foreign balance 

-0.8 -1.3 -0.9 -2.1 
0.6 0.1 0.4 -0.8 

-7.2 -5.1 -3.2 -4.4 
3.3 1.6 1.0 1.0 

(Percent of GDP, 

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

1992 1993 1994 1995 

Total dcmestic expenditure 52.3 50.6 49.6 51.3 
current expenditure 45.0 43.8 43.6 45.9 

Civilian 16.5 16.6 17.1 19.0 
Of which: impact from health law 0.0 0.0 0.0 1.5 

Defame 9.0 8.0 8.0 8.1 
Transfer payments 10.9 11.1 11.1 11.5 
Subsidies 3.0 2.6 2.3 1.9 

Credit 0.3 0.3 0.2 0.1 
other 2.7 2.3 2.1 1.8 

Interest 5.6 5.5 5.1 5.3 
Capital expenditure 7.2 6.9 5.9 5.4 

I"vestme"t 3.5 3.8 3.8 3.6 
Capital grants 3.7 2.6 1.9 1.7 
Repayment of compulsory loans 0.1 0.4 0.2 0.1 

Total foreign (current) expenditure 4.5 5.3 4.4 3.9 
Defense imports 1.9 2.7 1.9 1.3 
Interest 2.1 2.1 2.1 2.0 
Other 0.5 0.6 0.4 0.6 

Total expenditure 56.8 56.0 54.0 55.1 

[Percent of GDP, 

source: Data provided by the authorities. 
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Table A30. Israel: General Government Receipts (National Accounts), 1992-95 

1992 1993 1994 1995 

Total dcanestic 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.i 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 incone 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 incandtax 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 0.9 0.6 0.3 0.7 
Transfer payments 6.5 6.1 4.8 3.9 

I"tergover"me"tel 5.6 5.2 4.1 3.1 
National and nonprofit inetitution 0.9 0.9 0.8 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. 

(Percent Of GDP] 
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Table A31. Israel: Structure of General Government Finances (National Accounts), 1992-94 

1992 1993 1994 

Receipts from the public 
central government 
National Insurance Institute 
National institutions 
Local authorities 
Public nonprofit associations 

Total 

Expenditure on the public 
central govermnent 
National Insurance Institute 
National institutions 
Local authorities 
Public non~ofit associations 

Total 

Unilateral transfers to other general government entities 
central gwerment 
National Insurance Institute 
National institutions 
Local authorities 
Public nonprofit associations 

Total 

Overall balance 
Central gover"ment 
National Insur~~~~ce Institute 
National institutions 
Local authorities 
Public nonprofit associations 

Total 

\Percent of 

42.1 42.2 
4.6 4.1 
0.9 0.9 
3.4 3.5 
1.2 1.2 

52.8 52.5 

41.8 
4.7 
0.7 
3.4 
1.2 

51.7 

36.2 34.4 32.3 
7.0 7.4 7.3 
1.0 0.9 0.8 
6.6 7.1 7.3 
6.1 6.3 6.2 

56.8 56.0 53.9 

10.2 10.4 11.7 
-3.4 -3.5 -3.8 

0.0 0.0 0.0 
-2.0 -2.0 -2.4 
-4.8 -4.9 -5.4 

0.0 0.0 0.0 

-3.7 -2.5 -2.2 
1.1 0.8 1.3 

-0.1 0.0 -0.1 
-1.2 -1.7 -1.6 
-0.1 -0.1 0.4 
-4.0 -3.5 -2.2 

GDP) 

source: Data provided by the authorities. 



Table A32. Israel: 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 

asofDecanber31,1995 Dec.31 Dec.31 Dec.31 Dec.31 Dec.31 Dec.31 Dec.31 tiec. Dec.31 July31 
I 

% 
I 

Deutsche mark 
French 6anc 
Japanese yen 
Pound sterling 
U.S. dollar 

0.3964 0.2368 0.2184 0.2310 0.2462 0.2441 0.2387 0.2258 0.2419 0.2424 0.2161 
0.3222 0.0568 0.0520 0.0549 0.0588 0.0581 0.0569 0.0540 0.0569 0.0577 0.0520 
7.0106 0.0568 0.0572 0.0503 0.0501 0.0547 0.0570 0.0646 0.0692 0.0597 0.0542 
0.0604 0.1123 0.1120 0.1008 0.1140 0.1112 0.0938 0.0929 0.0939 0.0819 0.0812 
0.6372 0.5373 0.5605 0.5631 0.5309 0.5320 0.5537 0.5627 0.5381 0.5583 0.5965 

Sources: IMF, Intermationol Financial Statistics; and data provided by the Israeli authorities. s 
z 
z 

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

(Indexnumber 1986 = 100; period averages) 

U.S.Dollar/ 
Shekel 

Pound 
sterling/ 

Shekel 

Deutsche Japanese 
Mark/ Ye”/ 
Shekel Shekel 

French 
FrSIlC/ 
Shekel 

cwency 
Basket 

1986 100.0 100.0 100.0 100.0 100.0 100.0 
1987 107.2 119.8 128.9 124.0 123.3 114.3 
1988 107.4 130.6 132.3 140.1 124.9 117.0 
1989 128.9 143.8 148.0 155.9 139.6 135.9 
1990 135.5 165.0 181.3 156.9 172.3 150.2 
1991 153.4 184.3 199.3 190.4 187.7 168.9 
1992 165.3 198.9 229.0 218.2 216.3 186.2 
1993 190.4 194.8 248.2 286.9 232.0 208.7 
1994 202.4 211.5 269.8 331.1 252.5 225.0 
1995 202.4 217.8 304.7 361.2 280.2 235.5 

1991 
I 
II 
III 
IV 

138.9 180.9 196.0 173.4 184.5 158.1 
157.5 183.4 195.9 190.1 185.1 170.5 
158.1 180.9 194.8 193.1 183.5 170.5 
158.7 191.7 210.2 204.5 197.1 176.1 

1992 
I 
II 
III 
IV 

157.4 190.4 210.1 204.8 197.6 175.2 
163.5 201.5 218.6 209.7 207.7 182.4 
164.3 214.0 242.1 219.4 228.7 190.3 
176.3 189.0 244.6 239.0 230.6 196.6 

1993 
I 
II 
III 
IV 

187.6 189.0 247.6 259.5 233.7 205.2 
184.8 193.3 246.2 281.0 233.8 204.6 
191.2 196.1 245.6 302.4 226.7 209.3 
197.4 200.8 252.9 304.3 233.6 215.4 

1994 
I 
II 
III 
IV 

200.1 203.1 250.6 310.7 235.9 217.3 
203.0 208.4 264.1 328.3 247.1 223.6 
203.6 215.1 281.0 342.9 262.7 229.4 
203.0 219.4 283.7 342.8 264.6 230.0 

1995 
I 
II 
III 
IV 

201.6 217.6 294.2 350.4 269.7 231.7 
200.5 218.3 309.3 395.9 281.4 236.7 
202.1 216.9 304.5 360.4 282.1 235.3 
205.5 218.6 311.5 338.0 288.0 238.2 

1996 
I 
II 

209.3 218.7 307.7 330.5 287.3 239.7 
217.0 225.5 307.2 337.4 290.3 245.6 

Sources: IMT, Intemationol Financial Sfofisfics; and data provided by the Israeli authorities. 
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Table A34. Israel: Balance of Payments Summary, 1989- 19% 

Q&Q2 11 
I989 1990 1991 1992 1993 1994 1995 19% 

Current acexnt balance 1,250 535 -358 

Trade balance -1.833 -2,981 -4,902 
Exports, Eab. 11,067 12,139 12,029 
Imports, f.o.b. 12,900 15,120 16,931 

Civ ilian imports 11,730 13,652 14,991 
Military imports 1.170 

Civ ilian trade balance -663 

Net transfers 5.045 

Capital account balance -890 
Long-term capital 144 
Short-term capital -1.034 

Errors and omissions 1.038 

Change in reserves -1.398 

Memorandum items: 
-exposts 
Goodsi”l~ 
serv icesexports 
seNices inlports 

-1.962 
5.800 
7.761 

9.7 -0.9 10.7 11.2 12.7 14.1 3.8 
17.2 12.0 7.7 11.8 11.0 17.9 7.4 
7.9 2.8 18.1 -1.4 5.8 23.3 5.4 

11.2 0.4 7.7 5.1 15.6 17.2 10.2 

1,468 1,940 

-1,513 -2,962 

-2,369 -2,227 
6,261 6,439 
8.63 1 8,666 

5.886 6,77 1 

455 195 
213 135 
242 60 

-475 -9 

-515 173 

(In millions  of U.S. dolIars) 

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

11 The growth rate in percent is  compared to same period the previous year. 

172 -1,119 -2.334 -3,874 

-4,924 -5,576 -5,922 -7,626 
13,314 14,804 16,691 19,045 
18,237 20,380 22.613 26,671 
16,790 18,273 21,152 25.378 

1,448 2,106 1,461 1,293 

-3,476 -3,469 -4.46 1 

-1,727 -2.302 -3.406 
7.607 7,503 7.935 
9,334 9,806 11.340 

6,823 

-826 
-465 
-362 

6,759 6,994 

2,414 1.617 
2,134 2,859 

280 -1,241 

-558 184 786 

-6,333 

-3.512 
9,781 

13,293 

7.264 

3,864 
2,276 
1.588 

1158 

1,446 -1,480 -70 -1,201 

(chwth rates in percent) 

-3,130 

-4.326 
9,713 

14,039 
13,220 

819 

-3,507 

-1,796 
4,933 
6.73 1 

2,994 

2,696 
1,311 
1,385 

1,168 

-810 
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Table A35 Israel: Balance of Payments - Services, 1988-96 

(In millions of U.S. dollars) 

1996 
,988 ,989 1990 ,991 ,992 ,993 ,994 ,995 Q2 

Freight and tnnrpa(ation, ntt 
Rcccipts 
Pqln& 

Travel, “St 
Receipt.9 
PWMltS 

ahcr, net 
Receipts 
Pam 

Gwmmmu, n.e.s., net 
Receipta 
PapIdS 

Total servicu. excluding 
in”&mt mmme, “et 

Rcaeipls 
Paymentr 

ln”estmcN illume, “cl 
Receipts 
PS~l.l 

Total scrviccs. net 
llecei* 
Pqmnts 

-408.8 
1.X2.6 

-1.671.4 
263.3 

1.3463 
-1,0*3.* 

-98.9 
9.1 

-108.0 

-23.9 
L.646.8 

-,,670.7 

-66.6 
34.6 

-101.2 

-334.9 
4.299.6 

4.6345 

-1.647.3 
996.3 

-2.643.6 

-1.982.2 
5295.9 

-7.278.1 

-452.1 
1.340.8 

-1.7923 
207.2 

1,467.7 
-,,260.5 

-IJ,.i 
.23.5 

-127.6 

-89.9 
1.7033 

-1.793.8 

-72.5 
4L.7 

-114.2 

-558.4 
4530.6 

-*,403.2 
1,x9.2 

-2672.4 

-1.961.6 
5.799.8 

-7.761.4 

-542.7 
,,@‘a 
2.037.5 

45.7 
L.396.4 

-1,442.1 

-225.1 
-112 

-213.9 

-239.9 
1,838.L 

-2.078.0 

-73.0 
47.1 

-120.1 

-1J26.4 
4.765.2 

-5.891.6 

-1.243.0 
1,496, 

-2.739.1 

-2.369.4 
6.261.3 

-8.630.7 

-657.9 
1.546.0 

-2.203.9 
-246.9 

1.303.7 
.,.550.6 

-143.5 
42 

-139.3 

-101.4 
075.3 

-2.076.7 

-89.7 
48.3 

-138.0 

-1.239.4 
4.869.1 

4.108.5 

-988.1 
I.569.5 

-2.557.6 

-*,*27.5 
6438.6 

-8,666, 

-733.5 
1682.2 

-2.416.1 
221.1 

-,;674.0 

-58.3 
.*3.5 
-42.8 

L2.7 
2.516.4 

-2.503.7 

-1 lcl.4 
53.1 

-163.5 

466.4 
6.133.7 

-1,060.9 
L472.9 

-2.533.8 

-,,727.3 
7.6064 

-9.333.9 

-883.4 
1.7646 

-2.648.0 
141.0 

2.1923 
-2.051.9 

-197.0 
10.7 

-207.7 

24.0 
2.400.4 

-2.376.4 

-145.3 
47.0 

-192.3 

-1.l360.7 
6.415.6 

-7,476, 

-1.24L.5 
1.087.6 

-2.329.3 

-2.302.2 
7,503.4 

-9.805.6 

.1098.8 -1166.3 -568.9 
1.792.4 2.163.1 1.066.5 

-2.891.2 -3.329.4 -1.735.4 
-196.6 -230.0 0.2 

2.398.7 2.918.0 1.358.4 
-2.595.5 -3,148.O -1.358.2 

-202.0 
10.3 

-212.3 

-222.5 
1 L.0 

-233.5 

-337.7 

-81.4 
11.3 

-92.7 

-,59.7 
2,640.2 

-2.799.9 -3;307.2 

-172.2 
L.581.8 

-,,754.0 

-154.2 -,53.7 
50.2 64.2 

-204.4 -217.9 

-,.811.5 -2.LLO.2 
6.891.8 8.L25.8 

-8.703.3 -,0,236.0 

-,,594.3 
LO42.9 

-2.637.2 

-3.405.8 
7.934.7 

-11.340.5 

-1,40,.5 
1,655.5 

-3,057.ll 

-3.5L1.7 
9.781.3 

-13.293.0 

-73.4 
36.8 

-I 10.2 

-995.7 
4.054.8 
-5,0x.5 

-801.6 
876.8 

-1.680.4 

-1.797.3 
4933.6 

-6.730.9 

Sources: Cmtnl Eureau ofS~idic5Monrhly8ulle6n oJXm#~tic~ and data provided by the Bank otlsrzul. 
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Table A36. Israel: .Civilian Import Volume and Price Indicators, 1988-96 

(Percentage change from previous year) 

2s 
I988 1989 1990 1991 1992 1993 1994 1995 1996 

Volume indicators I/ 
Consumer gds 
Nondurables 
Dtuables 

12.7 -9.9 12.9 22.0 20.5 8.9 19.4 11.2 16.8 
10.0 1.8 2.4 13.3 15.5 21.4 24.7 9.3 28.5 
15.5 -20.8 26.4 31.4 25.5 -0.8 14.6 12.9 10.6 

Input goods 0.3 -1.7 4.3 10.3 11.8 13.2 9.7 11.7 6.3 
Diamonds 10.7 -14.3 .10.2 -11.3 5.9 13.5 11.1 19.9 6.3 
Fuel 14.9 -3.9 1.4 16.9 22.2 14.6 -2.2 9.3 -29.7 
OthlX -7.5 1.7 II.8 18.0 II.6 12.8 11.4 8.8 12.8 

hlvestmellt goGd.3 
Machinery and 

equipment 

Total imports, net 
Total, excludiig 

diamonds 

-6.4 

-8.4 

0.6 

-2.2 

-13.5 

-7.7 

-4. I 

22.0 

21.9 

7.3 

-3.3 12.3 

36.9 

28.0 

15.1 

21.8 

3.8 13.9 23.8 3.2 9.0 

3.9 16.8 17.1 11.4 13.3 

11.3 12.7 13.2 10.4 8.2 

12.1 12.6 13.6 8.6 8.5 

Price indicators 2/ 
Consumer go& 
Nondurables 
Durables 

2.9 -0.8 7.0 -3.0 2.6 0.2 0.8 8.0 -0.1 
4.4 2.1 8.9 -0.6 1.1 -3.2 -0.3 8.8 1.4 
1.5 -4.0 4.9 -5.3 4.0 3.5 1.9 7.1 -1.6 

Input good3 10.3 9.8 7.4 -5.5 -1.1 -4.4 2.5 9.1 4.1 
Diamonds 20.3 24.2 13.7 -0.4 7.7 1.1 4.3 -4.6 5.4 
Fuel -19.5 22.3 21.4 -17.8 -4.9 -11.3 -2.6 10.3 7.2 
Other 14.0 4.9 2.5 -4.3 -3.2 -4.9 2.7 14.2 3.2 

InvestmeIlt goods 
Mach&y and 

equipment 

4.1 

Total imports, net 
Total, excluding 

diamonds 

4.2 

8.3 

8.0 

8.6 

7.4 

6.3 

5.1 

8.5 

5.9 

-3.1 

-2.0 

6.6 

4.6 6.1 

-0.1 2.2 -1.3 1.9 

I.3 2.2 -3.6 0.3 

-4.4 -0.1 -3.3 2.1 

-5.1 -1.5 -4.1 1.8 11.3 

0.3 

0.1 

2.8 

2.3 

Sources: Centml Bureau of Statistics. Foreign Trade Statistics Quarters; and data provided by the Bank of Israel. 

I/ Value data deflated by Fisher unit value indices. 
2IBased on data inU.S. dollars. 

R:\DOC\S*\ISR\96-RED\A36.TBL November 22, 1996 ,2:44pm, 
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Table A37. Israel: Commodity Composition of Civilian Imports (c.i.0, 1988-96 l/ 

LX ,988 ,989 ,990 1991 ,992 1993 ,994 1995 ,996 5% 

.C-pmdr 
NOWhddCr 
Du*,er 

OthaitemIU 

ToWimpmsti 
TOW. cxclding 

diam@d 

Lti2.E2 
Fuel 
olkr 

othuitem2/ 

TOW imp-&-, net 

L.467 1,312 1.585 
704 732 816 
763 580 769 

9.548 
2.415 
1.061 

10299 11,537 
2.872 2,895 
lf47 ,,535 
6.**0 7,107 

1,585 2,194 

1,228 1.625 

-166 -209 

1929 

1,357 

-557 

12.287 

9,872 

11.9 
5.7 
6.2 

77.7 
19.7 

8.6 
49.4 

15.7 

11.0 

-5.3 

100.0 

13,030 

10.158 

10.1 
5.6 
4.5 

79.0 
22.0 

9.6 
47.4 

I?.2 

9.4 

-1.3 

,cc.o 

,5,,07 

,2,2,2 

10.5 
5.4 
5.1 

76.4 
19.2 
10.2 
47.0 

14.5 

10.8 

.,.4 

100.0 

1.876 
919 
957 

12.002 
2.55, 
1.474 
7;977 

2996 

2,107 

-200 

16,674 

14,123 

13.270 14,355 16,141 
2.91, 3,341 3,873 
1.713 1,742 L.658 
8,646 9,272 10,610 

3.180 3,577 

2,243 2,522 

-232 -255 

18,538 20,209 

35,627 ‘6,868 

2.962 

-329 

23,369 

19.496 

19,674 5,354 
4,429 1.192 
1,999 430 

13,246 3,732 

4951 ,,3*7 

3,468 1.w5 

300 -115 

27982 7,699 

23,553 6,507 

11.3 12.5 12.5 L3.0 13.1 
5.5 5.8 6.2 6.6 6.6 
5.7 6.7 6.3 6.4 6.5 

72.0 
15.3 
8.8 

47.8 

71.6 71.0 
15.7 16.5 
9.2 8.6 

46.6 45.9 

69.1 
16.6 
7.1 

45.4 

19.3 

12.7 

-1.4 

100.0 

70.3 
15.8 
7.1 

47.3 

18.0 17.2 17.7 

12.6 12.1 12.5 

-1.2 -1.3 -1.3 

100.0 loo.0 100.0 

17.7 

12.4 

-1.1 

100.0 

(In mi,,ian9 d”.S. do,hls) 

2,320 2.532 3,047 3,657 I.073 929 
1,070 1.249 I.549 1,846 567 469 
1,250 1,283 1,498 1.8, I JO6 460 

4942 
997 
499 

3.44, 

1,370 

982 

-76 

7,165 

6.168 

13.9 
7.4 
6.6 

69.5 
15.5 

5.6 
48.5 

18.0 

13.L 

-1.5 

100.0 

13.0 
6.5 
6.4 

69.0 
13.9 
7.0 

48.1 

19.1 

L3.7 

-1.1 

loo.0 

Souroer: Cmtml BUMU of Mcs. Foreign Trade Sr.riJric, Qtm,w,y, md Monlh~ Bulletin of Slatisrics 

1, Em,uding imp&s h ocarpicd - and dimn imp-b of military gooh. A retied dsufieatim of cmmmdity catc*mies applies in 1988 and thcruftu. 
2l Rmvned and "xpmtut impis, and items not spcaied dwllcrc. 
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Table A38. Israel: Origin of Imports, 1989-96 

(Percent oftotal) 

1989 1990 1991 1992 1993 1994 1995 19% II 

hp0lt.Y 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 

European Community 47. I 49.3 47.5 48.7 49.2 51.0 47.7 48.6 
Belgium-Luxembourg 14.2 13.2 II.1 12.6 12.4 12.7 II.8 10.9 
Denmark 0.4 0.4 0.5 0.7 0.7 0.6 0.6 0.6 
FrStlR. 3.8 3.9 4.3 4.1 3.8 4.5 4.0 4.1 
thllllltl~ 10.1 11.7 II.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 0.2 0.3 0.3 0.3 0.3 0.4 0.6 0.6 
Italy 5.4 6.1 6.5 6.9 7.3 7.8 7.6 8.0 
Netherlands 3.2 3.4 3.4 3.2 3.4 3.3 3.3 3.3 
Portugal 0.2 0.3 0.3 0.3 0.7 0.5 0.3 0.4 
Spain 1.0 1.0 1.0 I.1 1.0 1.7 1.8 2.1 
United Kingdom 8.2 8.6 8.3 7.2 8.7 8.7 8.0 9.2 

Japan 2.5 3.6 4.4 5.3 5.1 3.7 

united states 16.7 17.8 19.3 17.0 17.4 
Chadtl 0.6 0.9 0.8 0.6 0.5 
EFTA countries 2/ 10.7 11.4 10.9 9.4 10.2 

21.2 
0.6 
8.4 

other countries 22.4 17.1 17.1 19.0 17.6 

4.0 3.2 

17.9 18.1 
0.7 0.8 
9.1 8.8 

17.2 21.4 17.5 

Sources: Central Bureau of Statistics, Monthly Bulletin of.%fistics; and IMF, Direction of Trade Sfatisfics. 

I! May. 
21 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 I 2/ 

1991 1992 1993 1994 
QL 22 

1995 1996 1996 

Agricultural pmducts 643 
Citrus ftuit I50 
Other 6th and vcgctablcs 168 
OthCI 325 

Jndushial products (excl. diamonds) 
Ores and minerals 
Food (icl. beverages and tobacco) 
Tcxtilcs (icl. clothing and leather) 
Other light industty products 
ChC”liCdS 
Metals, ma&kcty and electronics 

Diamonds. net 

RctUtllS 

Total 31 

7,680 
295 
520 
794 
961 

I.495 
3.547 

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

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

11,219 12,479 14,083 16,051 17,897 4,820 4,442 

Agricultural products 5.8 4.5 4.0 3.7 4.2 6.4 4.6 
Citrus fmit 1.4 0.9 0.9 0.8 1.2 1.8 0.8 
Other fiuits and vegetables 1.5 I.1 I.0 0.9 1.0 1.6 1.2 
0th.X 3.0 2.5 2.0 2.1 2.0 3.0 2.5 

I”dtl.aid products (cxcl. dia”lO”ds) 
ores and mincrds 
Food (cxcl. bcvcragcs attd tobacco) 
Tcxtiks (cxcl. clothing and leather) 
p&li$ industry proa~~ 

Metals, machinery and elcctm”ics 

69.7 70.6 71.8 71.0 69.6 65.9 71.8 
2.7 2.4 2.0 2.1 2.2 1.7 1.9 
4.7 4.4 3.9 3.5 3.5 3.3 3.8 
7.2 7.4 6.4 6.1 5.9 5.4 5.4 
8.7 9.4 8.6 8.2 8.9 8.0 9.2 

13.6 13.0 13.8 13.4 13.4 12.5 13.4 
32.2 33.3 36.5 37.1 35.2 34.4 37.5 

Diamonds. net 24.4 24.2 25.3 26.2 27.6 23.6. 

Total 31 100.0 

24.9 

loo.0 100.0 100.0 100.0 100.0 

554 
II5 
137 
302 

8,637 
294 
540 
908 

1,151 
1,589 
4,080 

(I” millions of U.S. dollars) 

548 594 741 
I21 126 203 
143 137 181 
284 330 357 

308 
86 
77 

145 

197 
34 
54 

109 

9,959 I 1.272 12,302 3,150 3,109 
283 332 382 84 82 
534 559 617 I57 I65 
883 968 I.036 258 233 

1,199 1,301 1,574 383 399 
1,912 2,120 2,370 5% 581 
5,058 5,894 6,222 1.644 I.624 

(I” percent) 

Sources: Central Burra” of Statistics, Foreign Trade Statisfics Quarterly, snd Monthly Bulletin of Sfafi~~ics 
II Inchtdiig retwncd exports (except diamonds): cxchtdiig exports to Occupied Territories. 
21 The valuation basis used in this table vatics from that on which Table A34 is based 
3/ Numbers do not add up because total includes “other cxpats,” mainly scrap metal. 
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Table A40. Israel: Export Volume and Price Indices, 1988-96 

(Percentage change from previous year) 

L-IL 
1988 1989 1990 1991 1992 I993 1994 1995 19% 

v01umc indicators I! 2/ 
Agricultural products 

Citrus iiuit 
Other fruits and vcgctablcs 
Other 

Industrial products (cxcl. diamonds) 
Ores and minerals 
FOGd 
Textiles 
Metals. machinery and electronics 
Chemicals 
Other industrial products 

Diamonds, net 

TO&l 
Total, excluding diamonds 

Price indicators 31 
Agricultural products 

Citrus fruit 
Other fiuits and vegetables 
Other 

Industrial products (cxcl. diamonds) 
Ores and minerals 
Food 
TCXlilCS 
Met&, machinery and clcctronics 
Chemicals 
other i”dllstlid products 

Diamonds, net 

Total 
Total, excluding diamonds 

-20.6 3.6 II.5 -3.3 -2.4 1.9 II.2 14.6 30.1 
-21.4 -21.3 31.4 -25.7 -14.2 -11.4 -0.8 37.0 -3.1 
-37. I II.6 36.5 9.4 -8.9 8.1 0.7 21.6 88.5 

-9.7 16.2 -8.8 3.1 6.4 4.7 21.7 2.7 32.4 

2.6 14.8 3.5 -0.1 10.7 19.2 13.9 3.5 9.4 
-6.9 -0.0 -4.2 -2.7 -5.1 4.9 18.6 1.4 -15.7 

-10.6 11.9 6.1 -8.2 -4.2 10.4 5.5 2.9 7.6 
-18.0 1.9 14.8 4.4 13.4 2.3 7.9 2.1 0.8 

12.1 12.3 5.2 0.6 12.8 25.7 15.6 0.6 17.4 
4.3 6.6 4.7 2.8 8.1 27.0 14.6 6.2 2.9 

II.8 9.8 6.0 0.7 17.5 4.4 10.5 14.2 2.8 

1.3 -0.2 -10.9 -14.7 12.1 -0.2 23.3 12.2 10.2 

1.1 5.9 0.4 -3.8 10.5 12.3 15.6 6.5 IO.5 
I.5 9.6 5.7 0.3 9.9 16.7 13.1 4.6 10.6 

17.4 -10.2 11.6 1.2 -11.8 -2.9 -2.5 8.8 -15.0 
11.7 -5. I 4.3 II.7 -10.2 18.1 5.5 17.3 -9.3 
29.6 -7.2 8.9 -3.7 -11.0 -3.1 -4.7 8.3 -22.9 
15.6 -13.7 17.1 -0.8 -12.8 -10.1 -4.5 5.1 -14.3 

10.0 2.3 5.4 -0.7 1.6 -3.3 -0.6 
15.8 13.3 -1.6 4.6 4.8 -8.0 -1.2 
31.0 -2.9 8.3 -11.1 8.3 -10.4 -0.7 
20.7 -2.2 9.4 3.7 0.8 -4.9 1.6 

4.8 1.5 2.8 -0.3 2.0 -1.4 0.8 
8.0 5.2 8.5 -2.4 -1.7 -5.2 -3.2 
6.9 3.2 7.7 1.9 2.0 -0.3 -1.8 

21.5 19.1 13.3 3.2 I.1 10.3 -3.0 

13.9 6.7 8.3 0.5 0.7 0.5 -1.4 
10.8 1.1 5.8 -0.5 0.6 -2.5 -0.8 

5.5 1.9 
13.2 3.7 
7.2 5.8 
4.8 0.3 
4.9 1.3 
5.2 1.3 
5.9 3.7 

2.7 -0.9 

4.7 0.1 
5.4 0.5 

Sottrccs: Central Bureau of Statistics, Foreign Trade Sfutistics Quortedy; and data provided by the Bank of Israel. 
II Value data dcflatcd by Fisher unit v.ahtc indict.. 
2/ A revised classiiication of commodity categories applies in 1992 and thereaRer. 
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 .1994 1995 1996 

Expolts 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 

European Community 31.8 34.9 34.3 33.6 29.6 28.4 30.5 31.1 
Belgium-Luxembourg 4.9 5.7 5.9 5.2 5.5 5.5 5.4 5.4 
Dm8l.k 0.2 0.3 0.3 0.3 0.2 0.2 0.3 0.2 
FMWZ 4.0 4.7 5.1 4.5 3.9 3.5 3.6 3.6 
Germany 4.1 5.8 6.3 5.7 5.3 5.0 5.1 5.3 
Greece 1.2 0.9 0.9 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 0.3 
Italy 3.8 4.2 3.8 3.4 2.9 3.0 2.9 2.9 
Ndh~l8lld.S 4.4 4.4 3.7 3.7 3.1 3.6 4.2 4.8 
Portugal 0.2 0.3 0.3 0.3 0.3 0.2 0.2 0.3 
Spain 1.4 1.4 1.6 1.8 1.4 1.4 1.6 1.7 
United Kingdom 6.7 7.0 6.3 7.6 5.6 5.1 6.1 5.8 

Japan 6.8 7.3 

united states 29.8 28.8 
C8lldil 1.0 0.8 
EFTA countries I/ 4.1 4.2 

other countries 26.5 24.0 

6.1 5.3 5.2 6.0 

29.7 29.7 31.3 31.6 
0.8 0.6 0.7 0.6 
3.9 3.1 3.0 3.4 

25.1 21.1 30. I 30.0 

7.0 6.4 

30.2 28.2 
0.6 0.5 
3.1 2.9 

28.6 30.9 

Sources: Central Bureau of Stalistics, Monthly Bulletin of Sfuzistics; and IMF, Direcfion of Trade Statistics. 

l/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-% 

(In millions 0fU.S. dollars) 

01+02 
1990 1991 I992 1993 I994 I995 19% 

Net capital flows (excl. 
by central monetary 
instihdions) II 455 195 -826 2,414, 1,617 3,863 2,695 

Long-term capital 213 I35 -465 2,134 2,859 2,276 1,311 
Government liabilities -8 640 706 2,015 2,113 750 476 

Direct invesbnent (net) 
In Israel 

Abroad 
98 375 519 560 415 1,516 969 

165 424 651 163 135 671 614 

Investment in securities (net) 2/ 
In Israel 

Abroad 
other (net) 

In Israel 
Private sector km.9 (net) 3/ 

-20 I5 -35 176 183 386 198 
-14 345 926 -79 -303 3 -10 

3 -24 20 I9 27 9 18 
292 -102 -98 48 552 288 256 

Short-term capital 
Govemment liabilities 
Government assets 
Private liabilities 
Private asset?, 
Banking sector 

Liabilities 4/ 
A%& 

242 60 -362 280 -1,241 1,587 1,384 
-26 -4 -14 -2 42 19 -81 

-190 -180 78 261 -28 -1,230 975 
1,051 373 333 -87 17 889 -68 
-367 242 303 -502 31 899 833 

376 
-603 

I51 
-521 

173 
0 

173 

931 280 968 1,114 81 
-1,998 331 -2.27 I -104 -356 

Foreign currency assets and 
liabilities of the central 
monetary instihltions 

Liabilities 
Assets 

-515 
0 

-515 

1,466 -1,480 -70 - 1,200 
254 0 0 -52 

1,212 -1.480 -70 -1,148 

-809 
-75 

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

II 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: US0326 million, US%89 million and US%184 million in 1995,1994 and 1993 respectively. During 
the two fust quarters of 1996 this item reached ~~rne USS363 million. 

3/ Loans ta the private iinancial 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. 



‘ 

-~ 97 - STATI~STICAL APPENDIX 

Table A43. Israel: Indicators of External Indebtedness, 1988-96 

(In millions of U.S. dollars) 

,988 ,989 ,990 ,991 ,992 ,993 ,994 ,995 %f 

Oma rzdmml litilitic. 
Amoulll 31.617 31.596 33,713 
Rrcmbgeirrrurc -1.3 -0.1 6.7 
Percent of GDP 73.7 72.7 66.0 

Grcm cxlanal liabilitia 
minus f&p agcll of 
rmnaoLl- 

Anwlmt 24,842 24,168 25,396 
Percentageincmac -2.9 .2.7 5.1 
Percent OfGDP J-l.9 55.6 49.7 

Nel e- hbililic. 2/ 
AlNU* 18,3J7 LJ.915 L6.018 
F?rcdageinaclsc L.7 -13.3 0.6 
Pcrrmt of GDP 42.8 36.6 31.4 

Mcmoruldumitaas: 
Foreign .ss& 13,260 1J.681 17,694 

Gfnhidx 
-al- 6,775 7.42428 8,317 

34,281 
1.7 

58.9 

25.384 
.o.o 
43.6 

L6.196 
1.1 

27.8 

18,085 

8,897 

35,775 
4.4 

55.5 

2J.014 
-,.s 
38.8 

17.397 
7.4 

27.0 

18.378 

10.76, 

37,813 41,888 
5.7 10.8 

58.2 57.1 

27,356 28,762 
9.4 5.1 

42.1 39.2 

l7.657 18;190 
I.5 4.2 

27.2 25.1 

20,,56 23,498 

LO.457 13,126 

45.189 45.546 
7.9 cl.8 

52.9 m.4 11 

31,627 
to.1 
37.0 

31.854 
0.7 

35.3 1, 

20.,9* 
9.8 

23.6 

20,3*4 
0.8 

22.5 I/ 

24.998 25,192 

13.562 L3.692 

Sourra: C8nvll Bureau of .SWidia, Monthly BuNerin oJl%7ristic~, data provided by the Bank oflmel; and ulc stafffakulatimm. 

,/TkGNPdM.forthchuoftrrtc,wtmueexprawdinumu,tamr. 
II Ne( of foreign lrwll of -l-Banlrdhl’snuruer. h&in* of c&a mcmlaty imlilulian, and qal credit. 
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Table A44. Israel: Indicators of Debt Service, 1990-96 

01+02 
1990 1991 1992 1993 1994 1995 19% 

1. Gross interest payments 2,608 
2. Interest receipts 1,450 
3. Net interest payments 1,158 
4. Principal repayments I/ 1,814 
5. Debt service (I +4) 4,422 
6. Net debt service (5-2) 2,972 

Ratio of gross interest 
payments to exports of 
goods and services 

Ratio of gross debt 
service to exports of 
goods and services 

Ratio of net interest 
payments to exports of 
goods and services 

Ratio of net debt service 
to exports of goods 
and services 

14.2 13.1 II.1 9.6 9.6 IO.1 10.4 

24.0 25.4 19.7 18.0 18.7 17.9 18.3 

6.3 4.6 4.1 4.7 5.4 4.3 4.7 

16.2 16.9 12.7 13.1 14.4 12.1 12.6 

2,418 
1,569 

849 
2,277 
4,695 
3,126 

Memorandum items: 
GNP 

Exports of go& and 
services 

51,080 58,159 

18,400 18,467 

(In millions of U.S. dollars) 

Sources: Central Bureau of Statistics, Month/y BuNetin ofS~arirrics; and data provided by the Bank of Israel. 

11 Excludes short-term debt. 

2,322 2,136 2,364 2,903 1,528 
1,473 1,088 I.043 1,655 835 

849 1,048 1,321 I.248 693 
1,801 1,880 2,237 2,247 1,148 
4,123 4,016 4,601 5,150 2,676 
2,650 2,928 3.558 3,495 1,841 

64.504 64,957 73,315 85,428 45.183 

20,920 22,307 24,626 28,826 14,646 
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Table A45. Israel: Assets and Liabilities in Foreigx Currency, 1991-96 

(In millions of U.S. dollars) 

01+02 
1991 1992 1993 1994 1995 19% 

I. Gross liabilities 
8. Govemment 
b. Nonfmancial private se& 
c.B& 

2. Gross Bssets 
a. Bank of Israel r-es 
b. Other fmancial institutions 
c. Exporters’ credit 
d. Banking system 

3. 

4. 

Net liabilities (I-2) 

Total current debt 
Banking system 
Nonfmancial private sector 
Direct government debt 
Medium- and long-tam debt 

(repayable within a year) 

5. Net current debt (4-2a-2b-2c) 

34,281 35,775 
17,610 18,190 
5,017 5,283 

I 1,654 12,347 

18,085 18,378 ‘, 
6,298 5,131 

557 534 
2,333 1,951 
8,897 10,761 

16,196 17,397 

6,6l I 5,082 
2,727 589 
2,083 2,708 

0 0 

1,801 1,785 

2,577 2,534 

37,813 41,888 45.189 45,546 
20,052 22,355 23.251 23,573 

5,196 5,671 6,686 6,77 1 
12,565 13,862 15,252 15.202 

20,155 23,498 24,998 25,191 
6,384 6,795 8,158 8,887 

669 542 530 31.5 
2,646 3,035 2,748 2,237 

10,457 13,126 13,562 13,692 

17,658 18,390 20,191 20,355 

6,684 5,952 6,948 8,676 
2,187 1,359 1,451 1,342 
2,629 2,53 I 3,235 3,056 

0 0 0 0 

1,868 

3,015 

2,062 2,262 4,278 

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 millions of U.S. dollars; end of period) 

Gold II 
(1) 

SDRs 
(2) 

Reserve 
Position 

in the 
Fund 
(3) 

Foreign 
Exchange 2/ Total 

(4) (5)=(4)+(l) 

1993 I 
II 
III 
IV 

1994 I 
II 
III 
IV 

1995 I 0.5 0.6 
II 0.5 2.0 
III 0.5 0.6 
IV 0.5 0.6 

1996 I 

0.4 
0.4 
a.4 
0.4 

0.4 
0.4 
0.4 
0.4 

0.4 

0.3 
0.5 
0.3 
0.5 

0.7 
0.4 
1.3 
0.4 

0.7 

__ 5,749 5,749 
_- 5,159 5,159 
_- 5,733 5,733 
-- 6,384 6,384 

-- 6,841 6,841 
-- 6,049 6,049 
-_ 5,709 5,709 
-- 6,795 6,795 

-- 8,947 
__ 8,780 
-- 8,839 
__ 8,158 

9,697 

8,947 
8,780 
8,839 
8,158 

9,697 

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

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


