
CHAPTER VI

PRICES

1. Main Developments
The stability of prices, evident since the second half of 1966, carired over
through the year reviewed, when the consumer price index, excluding fruit
and vegetables, edged up only 1.8 percent, compared with an annual average
of some 7 percent in 196165. Until the middle of 1967, price stability was
mainly due to the weakening of demand in the economy, but in the second
half of 1967 and in 1968 prices held steady despite the strong growth of demand
and the high liquidity prevailing in the economy. In the light of past ex
perience, the accelerated economic growth and buoyant demand could have
been expected to drive up prices more than they actually did. That they did
not can be attributed to the existence of a substantial reserve of idle factors of
production, a higher rate of factor utilization, and a much larger import, which
made it possible to expand the supply of goods and services to meet the swelling
demand. The price stability was therefore achieved at the cost of a consider
able widening of the balance of payments deficit on current account, since an

Table VI1
AVERAGE RISE IN PRICES OF RESOURCES AND USES, 196168

(percentages(

Weight
in 1968

at
current

19681967Average
196165

pirces

45.52.51.07.0Private consumption
20.06.00.510.5Public consumption
14.56.50.58.5Gross capital formation
80.04.01.08.0Total domestic uses

20.014.02.013.0Exports'
100.06.01.08.5Total uses
31.014.02.511.0Imports"
69.02.50.58.0Gross national product
100.06.01.08.5Total resources

Note: Figures are rounded to the nearest halfpercent.
* Valued at f.o.b. prices, at the ofifcial exchange rate.
b Valued at c.i.f. prices, at the ofifcial exchange rate.
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appreciable share of the demand was for imported raw materials and ifnished
goods.
Among the other determinants of the steady price level should be noted the

continued stability of production costs, which first became apparent in the
early part of 1967 and constituted an important factor in price developments
during the past two years. The Government, on its part, froze tax rates and
continued to subsidize production. Subsidies ifgured prominently in a number of
items in the consumer price index which are largely subject to Government
control.
The devaluation of November 1967 had some impact on the prices of domes

tic uses, mainly capital formation, where the import component is relatively
high. On the other hand, the stability of domestic product prices stood out. The
price of the gross national product was 2.6 percent above 1967, compared with
an average annual rise of about 8 percent in 196165.
A sectoral breakdown shows that the relative price of services remained un

changed compared with consumer goods included in the consumer price index.
This is mainly explained by the fact that the prices of services that are largely
Governmentcontrolled held ifrm in the year reviewed. In contrast, the prices
of services free of administrative restraints rose during the year by 4.4 percent.
But this was still a small rise compared with the period before the economic
slowdown. The stability in the relative price of services compared with com
modities came after a protracted advancing trend in the former.

Table VI2
CHANGES IN VARIOUS PRICE INDEXES, 196468

(percentages(

1968in quarterly levels,Changein December
levels

Change
Average

IVIIIIII19681967

0.80.20.31.61.90.2Consumer pirce index 6.4
Consumer pirce index excl.

0.20.41.40.91.80.3fruit and vegetables 7.0
Consumer price index excl.
fruit and vegetables

0.40.11.10.51.90.4and housing* 6.8
Wholesale price index of

0.60.40.61.33.00.1industrial output 3.7

" Dwelling prices and key money.
Source: Central Bureau of Statistics.

2. Causes of Price Developments
The year reviewed, as already noted, was characterized by the continued

stability of pirces, which accompanied the rapid economic growth. Prices began
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to firm in the second half of 1966, when aggregate demand started to subside
and unemployment to mount. The consumer price index, excluding fruit and
vegetables, moved up from an average of 119.1 points in the last quarter of
1966 to 121.7 points in the last quarter of 1968 i.e. by slightly more
than 2 percent within a little over two years. All of the increase occurred
in a relatively limited period the last quarter of 1967 and the first half of
1968 and was an outcome, inter alia, of the devaluation of the Israeli pound
in November 1967. The devaluation left its mark on the prices of domestic uses,
mainly investment, where the rise amounted to 6.3 percent, and to a lesser
extent on public consumption prices.

The prices of domestic uses were 4.0
percent over their 1967 level. Much of
the rise stemmed from the higher import
prices, which went up 14 percent as a
direct result of the devaluation. But be
sides the devaluation, there were pre
sumably other factors that accounted for
the moderate advance of prices, especial
ly on the demand side.1
Prices did not display an even devel

opment in the course of the year. In
the first half the consumer price index,
excluding fruit and vegetables, went up
2.3 percent, while in the second half it
fell by 0.6 percent. If allowance is made
for the lag in measuring the housing item
in the index, we find that in the first

half of 1968 the index moved up 1.6 percent.2 The rise in the wholesale price
index of industrial output also slowed down during the second half of 1968.
The remarkably stable level in the second half of the year surveyed can ap
parently be ascribed to the fact that the full inlfuence of the devaluation had
made itself felt in the first half of the year. In addition, a large percentage of
the incremental demand in the economy was supplied from the much larger im

* In calculating the extent to which the dearer import component should have driven up
the price level, it turns out that the devaluation alone should explain 8090 percent of
the actual increase in the prices of domestic uses. This ifgure is obtained by multiplying
the import component of domestic uses by the rise in the effective rate of exchange (ap
proximately 14 percent). Underlying this calculation is the assumption that all of the
incremental cost was passed on to the consumer, although presumably a certain part of
the rise was absorbed by producers. Moreover, it should be noted that there are other com
ponents inlfuencing prices besides the devaluation such as import taxes and changes in
the international price of imports, but no allowance was made for these.

2 Data on housing pirces in the last quarter of the year, according to the Central Bureau
of Statistics quarterly survey, were not yet published at the time of writing this chapter.
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port, especially in the final quarter of the year. The import was thus instrumental
in forestalling the engendering of demand pressure in the domestic market,
especially in the latter part of the year, when the economy approached a state
of full employment.
There is a difference between price stability under conditions of economic

expansion and that during a recession. The economic slowdown lasted for about
a year between the second half of 1966 and the second half of 1967. During
this period the price stability was mainly a consequence of the ebbing of demand
in the economy, and also of stable production costs in the ifrst half of 1967.
The stability of GNP pirces since the second half of 1967 has been sustained
despite the soaring of demand by 24 percent in 1968, as measured by the
nominal expansion of total domestic uses. Compared with the prerecession
period, when the economy was marked by full employment, pirces rose more
rapidly even though demand grew at a relatively moderate rate. In 196365
demand mounted at an average rateof 17 percent per annum, accompanied by
a rise of 8 percent in GNP prices. The stability in 1968 can be credited to
factors that counteracted the inlfuence of the rapid growth of economic activity

Table VI3
RISE IN CONSUMER PRICE INDEX, EXCL. FRUIT AND VEGETABLES AND AFTER

ADJUSTING THE HOUSING ITEM, QUARTERLY, 196668

(percentages; average 1964=100)

1966 1967 1968
End of quarter

I II III IV I II III IV I II III IV

Index excl. fruit and
vegetables and housing 3.0 3.0 1.4 1.5 0.9 0.9 0.3 0.8 0.5 1.1 0.1 0.4

Housing(dwelling prices
andkey money)
(a) As measured normally 5.4 3.3 2.1 4.9 2.0 0.4 0.0 1.9 3.2 3.6 2.13.8
(b) Adjusted for timelag

in measurement* 1.1 1.0 3.9 1.0 b 1.0 3.2 0.1 0.4 1.2 L5C
Index excl. fruit and
vegetables
(a)As measured normally 3.4 3.1 0.9 0.6 1.1 0.8 0.3 0.8 0.9 1.4 0.4 0.2
(b) Adjusted for timelag

in measurement 2.4 2.4 0.7 1.1 " 0.2 0.1 0.7 0.5 1.1 0.2c

" The direct measurement of changes in dwelling prices and key money is made on the
strength of a survey of dwellings changing hands, conducted twice a year and covering
the previous sixmonths period. For the period after the date to which the last direct
measurement applies (the middle of the survey period), the housing item is adjusted
according to the changes in the index of residential construction costs. The data cited
here are derived from direct measurements.

b No survey was conducted for the period JanuaryJune 1967 because of the small number
of transactions.

c Provisional estimate.
Source: Central Bureau of Statistics.
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and prevented upward pressure on prices. Among the most important, mention
should be made of the underemployment of resources that still prevailed during
the year. The second half of 1967 and the year 1968 actually represented a
period of transition from slump to boom conditions. Because of the ample re
sources available during this period, production could be stepped up by expand
ing employment and without creating pressure in the market for the various
factors of production. However, despite the growth of employment, which reached
9 percent, the unemployment rate in the last quarter of 1968 still averaged 5.5
percent of the civilian labor force, compared with 3.5 percent in 1965.
The last months of the year also saw an expanding supply of workers from

the administered areas and East Jerusalem. In addition, there was an increase
in the volume of imported resources, which accounted for a large share of the
incremental demand. All these developments testify that there was no constraint
on the expansion of production from the supply side. The rise in factor produc
tivity (product per combined unit of capital and labor)1 in the pirvate sector
also contributed to the substantially larger supply of goods and services. As a
result of all these factors, most of the big demand increment in 1968, which
came in the wake of a rise in national liquidity, was satisifed from the expanded
supply of goods from local production and from import, and it pushed up the
domestic pirce level to only a very minor extent. Of the total nominal demand
increment, about 70 percent was met from the additional resources from local
production and import, while some 30 percent found expression in a irse of pirces.
The dearer cost of imports after the devaluation accounted for about 20 percent
of the latter ifgure, while only 9 percent can be attributed to higher GNP pirces,
compared with an average of 37 percent per annum in 196365. Such a moderate
rate was recorded only in 1959, a year of stable prices, but as disitnct from 1968,
the stability then was largely due to a fall in import prices.
As regards price developments, there is a strong connection between balance

of payments developments and price stability. Of the total demand increment
in 1968, some 30 percent was for imported raw mateirals and ifnished goods,
as contrasted with an average of only 13 percent in the prerecession period. In
this context it should be stressed that the growth of demand, while keeping prices
down, was achieved at the cost of the widening of the balance of payments
deifcit on current account.2 This was expressed mainly in the doubling of capital
outlays on imported plant, equipment, and vehicles.

The much stronger demand in the commodity and service markets increased,
of course, the demand for factors of production. Because of the underutilization
of factors of production, this did not push up their prices, and owing to the
rapid expansion of output relative to that of factor inputs, unit costs dropped.

J See Chapter II, section 4.
 In contrast to 1968, the pirce stability of 195859 was accompanied by an improvement
in the current account.
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Table VI4

INCREMENTAL DEMAND MET BY AN INCREASE IN RESOURCES AND
EXPRESSED IN A PRICE RISE

PercentPercentPercent of
of total1968of total1967totalAverage
increaseincreaseincrease196365
in usesin usesin uses

100.023.9100.04.9100.016.5Change in total domestic uses
Weight therein of:

40.69.716.30.843.67.2GNP
9.22.210.20.537.06.1GNP prices
30.57.361.23.012.72.1Imports"
19.74.712.30.66.71.1Import prices

Note: The weight of each component (GNP, import, GNP prices, and import prices) is
obtained by multiplying the change in the component by its relative share of total re
sources. For example, the weight of GNP is obtained as the product of the quantitative
change in GNP and its share in resources at current prices.

" Valued at c.i.f. prices, at the ofifcial rate of exchange.
Source: TableVI 1 in the appendix to this chapter (in Hebrew only) .

In 1968 wages per unit of output declined about 3 percent. Besides the
economic forces operating to keep down production costs, the wagefreeze policy
of the Histadrut (General Federation of Labor) and the freezing of tax rates
acted in the same direction. The security situation was another major deter
minant of the continued relative stability of wages, one of the key factors in
keeping prices steady. As a rule, production costs have a more direct influence
on prices than demand, because of the sensitivity of producers to changes in
such costs. As already noted, the price rises in the first half of 1966 resulted in
large measure from the substantial pay hikes awarded under wage agreements
concluded earlier (when the boom conditions were expected to continue) and
implemented despite the slackening of demand. The rise in wages far outstripped
the growth of GNP and pushed up prices. The trend was reversed in 1967, when
wages began to lag behind GNP, thereby helping to hold the line on prices in
the last two years.
The Government has played a key role in the price stability policya policy

clearly reflected in various items of the consumer price index. These items,1 which
are subject to a large degree of Government control and account for more than a
quarter of the total index, held steady during the last two years. The Govern
ment's inlfuence in 1968 was felt more in the form of increased subsidies.
In 1968 the prices of the controlled items held firm, as contrasted with a rise
of nearly 2 percent in the previous year. In 1966 the increase came to 14 per
cent, and this was largely responsible for the general advance of the index.

1 See the note to Table VI6.
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The Government also inlfuences prices through its import liberalization policy.
However, this policy has apparently had only a comparatively minor effect on
prices because of its limited scope. Presumably the third phase of the liberaliza
tion program, scheduled to come into force at the beginning of 1969, and the
expectation of a consequent reduction of import prices, averted a rise in producer
prices.1 Liberalization can inlfuence prices where substitutability exists between
imported and domestic products. It also leads to the more efficient operation of
the plants and an increase in productivity.

The price level continued to hold
steady during 1968 despite the large
scale monetary expansion. The average
annual level of the money supply went
up 19 percent compared with 1967.
However, as already pointed out, the
growth of the money supply was ac
companied by a substantially larger
supply of locally produced and imported
goods. In addition, it should be pointed
out that part of the monetary expansion
in 1968 was. relfected by an increase in
nearmoney (less liquid bank deposits of
the public and the Government Short
Term Loan) . The brisk demand for such
assets was one of the factors keeping
prices stable. In Chapter XV the various
factors inducing a strong demand for fi
nancial assets and the inlfuence of mone
tary developments on price stability are
dwelt on at some length. Here we shall
merely note that the high degree of li

quidity prevailing in the economy today constitutes a potential source of upward
pressure on prices, mainly because of the possibility of cashing in financial asset
holdings in order to purchase goods and services.
During the past two years a big disparity arose between real ifnancial

asset balances and real GNP. The gap widened substantially in 1967 as a
result of the monetary expansion, which was then intended to stimulate economic
activity. In 1968 the gap continued to grow (see Diagram VI2 ).
To conclude this discussion, it should be mentioned that most sectors of the

economy were apparently free of demand pressures in 1968. But in some spheres
there were prices rises, which stood out against the background of the general

DiagramVI2
INDEX OF REAL BALANCES" AND
REAL GNP," QUARTERLY, 196168
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1 The reductions scheduled for the beginning of 1969 range between 10 and 30 percent of
the existing rates of duty, with the cuts being larger the higher the rate of duty.
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stability in the economy ; this applies mainly to housing and services free of
administrative restraints, where prices went up mainly because demand out
stripped supply.

3. Sectoral Price Developments

)a) Industry

The prices of industrial products included in the consumer price index rose
about 2 percent during the year. Less meat and milk products, the increase was
slightly slower, since the former item went up conspicuously for a variety of
reasons. On the other hand, the wholesale prices index of industrial output
moved up by a relatively appreciable 3 percent, after remaining virtually un
changed in 1967. In the first quarter of 1968 alone, the index advanced 1.3 per
cent, whereas during the rest of the year the upward movement slowed down.
This is ascribable in part to the impact of the devaluation on the prices of

Table VI5
RISE IN CONSUMER PRICE INDEX, BY ECONOMIC SECTOR, 196768

Percent increase or decrease )(Weight in
December levelsAnnual averagesindex

(average
1967 19681967 19681964=100(

1.4404.5Industrial products
4.2124.5Agricultural products*

Dwelling prices and
5.5132.8key money

Services
2.679.8Personal
2.272.1Public
14.925.6Other housing services

Transportation, communica
2.446.9tions, posts
7.320.4Electricity and water
6.526.1Insurance and taxes

Total index excl. fruit
1.6932.7and vegetables
1.867.3Fruit and vegetables
1.61000.0General index

0.7
5.5

5.2

2.6

2.7

3.6

0.1

1.5

1.3

2.4
2.0
2.1

0.8
1.3

0.5

1.8

1.6
0.4

2.1

3.6
1.3

0.3

1.1
0.2

1.6

4.1

0.7

2.3

2.0
3.9

1.7
0.3

1.0

1.8

4.7
1.9

. Excluding fresh fruit and vegetables; including milk and milk products as well as fresh beef
and poultry, which have been transferred from the 1heading of industiral products to agri
cultural products.

Source: Central Bureau of Statistics.
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imported raw materials and unifnished goods, and in part to other factors operat
ing on the demand side. In a number of branches the devaluation was directly
responsible for the price rises that took place. Evidence of this can be found in
the relatively high increases that occurred in these branches in the ifrst quarter
of the year as compared with the second quarter. On the other hand, it was
precisely in the second quarter that output grew appreciably compared with the
ifrst. This was very noticeable in the following branches : leather and leather
products, wood and wood products, basic metals, metal products, and electrical
equipment.
The industrial price rises were presumably due in large measure to the de

valuation,1 but other factors, especially on the demand side, may also have been
partly responsible. While the contribution of these other factors cannot be
clearly ascertained, it was apparently not of negligible proportions.2
The upward trend in the prices of services relative to industrial products

(the index of service prices divided by the index of industrial prices) slowed
down precipitately in 1968, the rise amounting to less than 0.5 percent, com
pared with an average of 5 percent per annum in 196266. The small rise in
1968 was due to the remarkably stable prices of Governmentcontrolled services
(see section [c] below).

(b) Agriculture

The prices of farm products included in the consumer price index moved up
by more than 4 percent. Excluding fruit and vegetables but including milk, milk
products, and fresh meat and poultry, the rise was roughly the same, with meat
prices being responsible for most of the increase.
During the year, meat and meat products went up about 7 percent. Owing to

the outbreak of Newcastle disease in the poultry branch, the supply of poultry
meat was reduced and the demand for substitutes increased. Another factor
augmenting the demand for meat products was the population of the adminis
tered areas. The contribution of meat to the total rise in the consumer price
index (excluding fruit and vegetables) amounted to about 25 percent during
the year, although its weight in the index was less than 6 percent.
The price of the purchased input was about 6 percent over 1967. Most of

the increase was due to the big jump in fodder prices, a result of the devalua
tion of November 1967 and the lifting of rationing in April 1968. This generated
fears of a pirce rise in those items for which fodder constitutes one of the

1 See the note on page 115.
 A calculation of ■the weighted coeiffcient of correlation for all industiral products, according

to the wholesale price index of industrial output, fails to reveal a close correlation between
the actual price rises and those directly attributable to the devaluation. The calculation is
based on the assumption of an equal increase in the effective exchange rate for all products.
This is liable to impair the reliability of the calculation and limit the significance of the
conclusions.
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major inputs, mainly dairy and poultry products. In order to prevent such a
price rise, which would affect the consumer price index, such commodities as
milk and milk products were more heavily subsidized.

(c) Services

The services item in the consumer price index edged up 1.5 percent in the
year reviewed, compared with a slightly more rapid increase in 1967 and ap
proximately 8 percent per annum in 196266. The stability of this item in the
last two years can be mainly attributed to those services largely subject to ad
ministrative controls,1 which held steady in 1968 after advancing about 2 percent
in 1967. The stability in 1968 was a consequence of Government efforts to hold
the line on prices, relfected primarily in its subsidization policy and also in its
policy of price restraint.
As a result of the stability of the services item in the last two years, the price

of services relative to consumer goods (excluding fruit and vegetables) 2 held
fairly steady in 1968. This contrasts with an average rise of 4 percent in
196166 (see Diagram VI3). It should be pointed out that 1968 was the first
year since 1959 when the upward trend in the relative price of services tapered
off.

Table VI6

RISE IN SELECTED GROUPS OF CONTROLLED AND UNCONTROLLED PRICES,
ACCORDING TO THE CONSUMER PRICE INDEX, 196668

(percentages(

1968Change in
December levels

Weight in
index:

IVIIIII19681967I19661964=1,000.0

0.00.10.20.30.12.417.4169.2Controlled services"
0.60.10.60.30.31.310.2122.4Controlled commodities'1
0.20.10.20.10.11.914.4291.6Total controlled items
0.51.11.21.74.40.48.9101.8Uncontrolled services0

* Including rent, electricity and water, transportation and communications, insurance and
taxes, Sick Fund services, education (excluding private lessons, lectures, advanced studies,
and books and study equipment), and domestic help.

" Including fuel, eggs, milk and milk products, alcoholic beverages, sugar, cigarettes and
tobacco, cereals, and flour products (other than biscuits, cakes, and some other confectionery
products) .

c Including housing services, private medical care, dental care, other public services, per
sonal services other than domestic help, shoe repair, and sewing and tailoirng.

Source: Appendix to this chapter.

1 See note to Table VI6.
2 The relative price is obtained by dividing the index of service prices by the price index of con
sumer goods.
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Diagarm VI3
RISE IN RELATIVE PRICES,

196068

)annual averages: 1964=100(
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The prices of controlfree services went
up 4.4 percent during the year; most of
the increase occurred in the first half of
the year, the advance slowing down to
0.5 percent in the last quarter. This in
crease was still smaller than in most of
the previous years (in 196166 the level
averaged 10 percent higher per annum).
The higher prices of uncontrolled services
in 1968 should be viewed against the
background of the transition from a re
cession to boom conditions, with demand
outpacing the expansion of supply, and
also in the light of the fact that the
elasticity of demand for such services is,
as a rule, relatively high.
The development of the relative price

of uncontrolled as opposed to controlled
services is shown in Diagram VI3. A pronounced drop occurred in the relative
price of uncontrolled services in 1966, and even more so in 1967. This was largely
due to the economic slowdown, which depressed the prices of uncontrolled
services, and in part it was a consequence of Government policy, which led to
a substantial irse in the prices of controlled services. In 1968 the trend reverted
to its prerecession pattern, the price of uncontrolled services advancing relative
to that of controlled services.
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)d) Housing

Dwelling prices, according to the Central Bureau of Statistics' survey data,
have been moving upward since the second half of 1967. On the other hand,
the longrun declining trend in key money, ascribable to the raising of rents in
keymoney units, carried over through the year reviewed.
In order to obtain a more signiifcant picture of the prices of owneroccupied

dwellings and those rented against key money, a comparison should be made
of the cumulative ifndings of a number of surveys. Such a comparison shows
that the prices of owneroccupied dwellings went up about 3 percent in the ifrst
half of 1968 as compared with 1967. Allowance should be made for the time
lag in the measurement of dwelling prices these are measured according to the
value indicated when the dwelling is registered at the Land Registry Ofifce, which
as a rule takes place some time after the transaction is completed.
The measurement of dwelling prices does not relfect changes in payment terms,

and this imparts some bias to the results, since the mortgage loan and other
credit amount to an appreciable proportion of the price of the unit.
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Hence it may be presumed that if the stiffening of credit terms which accom
panied the economic boom were relfected in the surveys, dwelling prices would
have gone up even more.

Table VI7
INDEX OF DWELLING PRICES AND KEY MONEY, ACCORDING TO

SURVEY DATA, 196568

(average 1964=100(

TotalKey moneyDwelling prices

Increase or
decrease ()
as against
previous
period

Index

Increase or
decrease ()
as against
previous
period

Index

Increase or
decrease ()
as against
previous
period

Index
Middle of survey period

0.4112.20.5115.10.7111.41966 January 1

1.1111.02.8111.90.6110.7Apirl 1

1.0109.90.1111.81.2109.4July 1

3.9105.68.1102.72.7106.4October 1

1.0104.51.8100.90.8105.51967 January 1

April 1*

1.0105.54.696.32.5108.1July 1

3.2108.96.4102.52.4110.7October 1

0.1109.01.9100.60.5111.31968 January 1

0.4109.41.599.10.9112.3April 1

1.2110.73.795.42.3114.9July 1

1.5112.44.091.62.8118.1October 1"

* No survey was conducted for this period because of the paucity of transactions.
b Provisional ifgures.
Source: Based on Central Bureau of Statistics data.

The rise in such pirces actually represents the average for heterogeneous
groups of dwelling units diffeirng from one another in pirce, standard, size, etc.
The average increase does not relfect the disparities between various groups of
dwellings, such as those located in different areas or those put up in public
housing estates and by big pirvate contractors. For example, the prices of units
purchased directly from the Ministry of Housing were slightly lower in the first
half of 1968 than in 1967, while the prices of other units were about 4 percent
higher.
The geographical differences were even more striking. Prices in Jerusalem in

the first half of 1968 were 12 percent above their 1967 level, while Tel Aviv
reported a 5 percent rise, and Haifa and the small towns showed no change
whatsoever.
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