
CHAPTER VII

GOVERNMENT AND NONGOVERNMENT
PUBLIC SECTOR

1. Consolidated Account1

(a) Inlfuence of the sector on the demand level
The influence of the Government and nonGovernment public sector on
the level of domestic demand is measured below (see Table VII1) by means
of two indicators : the sector's demand surplus and the net amount of credit
which it channelled to other sectors.
The sector's demand surplus is defined as the difference between its purchases

on current and capital account (i.e. its use of real resources) and its net receipts
from taxes and other domestic transfers (i.e. its absorption of resources from other
domestic sectors).2 The change in the demand surplus relfects the sector's in
lfuence on the level of domestic economic activity or on the import surplus, or
both. In order to assess the sector's overall inlfuence on the demand level, finan
cial transactions also have to be taken into account, for by granting net credit

י This sector comprises the Government (including the National Insurance Institute), local
authorities (including religious councils and the municipal expenditure of cooperative agri
cultural settlements), and a number of voluntary institutions engaging in welfare and
cultural activities for the general public (such as the Jewish Agency, World Zionist Or
ganization, Jewish National Fund, and Keren Hayesod).
Current income and expenditure ofbusiness type enterprises (e.g. the Post Office, Israel

Railways, and municipal waterworks) have been excluded, except for their surpluses or deif
cits. The data in this chapter are for calendar years, and are based primarily on ifnancial
reports of the various public sector authorities, and partly on data from the Central Bureau
of Statistics. Some of the data for 1968 are based on provisional monthly summaries, since
the ifnancial reports for ifscal 1968/69 were not yet published when this chapter was written.
Data for 1967 have been revised.

" This is discussed in Chapter XVI, "Flow of Funds". In accordance with the above deifni
tion, transfers to the rest of the world (interest payments, participation in the budgets of
the administered areas, and overseas expenditure of the voluntary institutions) have not
been considered as expenditure for the purpose of calculating the demand surplus, but have
been deducted from unilateral receipts from abroad in calculating the ifnancing of the
demand surplus. The deifnition of the demand surplus differs from that in previous years
in that the overseas expenditure of the voluntary institutions 'have been excluded from public
consumption; hence the demand surplus data are not strictly comparable with those cited in
previous years.
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Table VII1

DEMAND SURPLUS AND DOMESTIC CREDIT OUTFLOW OF THE PUBLIC SECTOR
AND SOURCES OF FINANCING, 196768

(IL million, at current prices(

1967 1968

In
crease
or
de

crease
)(

A. Demand surplus
Public sector consumption"
Net purchases on capital account
Transfer payments, grants, and subsidies"

Subtotal
Less: Tax revenue

Misc. income and transfers from the public
Total (A)

B. Net domestic credit granted0
Loans granted
Less: Loans and credit received

Total (B(

5104,1093,599
116614498
3481,8971,549
9746,6205,646
7333,9023,169
146684538
952,0341,939

122846724
90807717

32397

Sources ifnancing the demand surplus and net domestic credit
C. Foreign sources

Net loans and credit
Unilateral transfers

Subtotal
Less: Interest paid abroad

Expenditure of National Institutions abroad
Participation in budgets of administered areas
Total (C)

D. Banking system"
From the Bank of Israel
From banking institutions

Total (D)

E. Devaluation increments6

Total(C+D + E)

" Purchases on current account less sales.
" Including interest paid in Israel.
" Excluding transactions with the banking system.
d Including changes in public sector deposits with the banking system.' Exchange rate differentials on deposits held with banking system and abroad, including
Bank of Israel devaluation gains transferred to the Treasury.

28685713
198725923
2261,4101,636
39256217
34542
59100! 41

3271,0091,336

765954189
93110203
6721,064392

218218

1272,0731,946

126 BANK OF ISRAEL ANNUAL REPORT 1968



to other sectors, it enables them to increase and ifnance their demand surpluses,1
and by receiving credit from other sectors it reduces to some extent their de
mand.
The demand surplus of the public sector2 was somewhat larger in 1 968, stand

ing at IL 2,034 million as compared with IL 1,939 million in 1967 and IL 687
million in 1966. The sector's net credit outlfow to other domestic sectors likewise
increased slightly in the year reviewed, totalling IL 39 million as against IL 7

million in 1967 andIL 12 million in 1966. The sector's operations thus had an
expansionary effect on the level of aggregate domestic demand.
The growth of the demand surplus was due entirely to larger outlays abroad,

whereas the surplus of domestic expenditure over domestic revenue contracted.
In other words, the growth of the demand surplus during the year reviewed
was reflected primarily in the balance of payments deifcit on current account,
while its stimulative effect on domestic demand diminished, after rising sharply
in 1967.
The net volume of credit extended by the public sector to other domestic sec

tors3 was up IL 32 million in 1968. The expansionary inlfuence of the net
credit outlfow was accentuated in 1968, since the increase stemmed both from
the larger volume of development budget loans granted by the Government and
the National Institutions4 and from the decline in net sales of Government and
National Institution bonds (in particular the Absorption Loan, which has a
strongly restrictive effect). The increase in Government and National Institution
loans (most of which go to public sector companies and as a rule are connected
with the implementation of investments) came to approximately IL 120 million.
Regarding credit received, it should be noted that there was a rise in the relative
share of shotrterm credit, which is obtained chielfy from business ifrms and the
contractionary effect of which is relatively weak.
In 1967 the Government adopted a relfationary policy with a view to check

ing the decline in economic activity and reducing unemployment. For this
reason, and also because of the special security requirements before and after
the Six Day War and the drop in tax revenue due to the decline in economic
activity, the sector's demand surplus nearly trebled in 1967.
In 1968 the amount of funds absorbed from the public by taxation was con

siderably larger, but this was offset by the big increase in transfer payments

J Most of the sector's credit goes to public sector companies. These are ifnanced wholly or
predominantly by the Government and the voluntary institutions, which also largely deter
mine the scope of their operations and investments. Accordingly, the distinction between the
direct demand of the public sector and the granting of credit to these companies is not always
meaningful.

2 For the sake of brevity the Government and nonGovernment public sector will be referred
to simply as the "public sector".

3 Excluding transactions with the banking system.
4 The voluntary institutions referred to in note 1 on p. 125.
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and subsidies and the expansion of public consumption (mainly for security
purposes). As a result, the demand surplus was roughly similar to that of 1967;
however, in the year reviewed the stimulative inlfuence of the demand surplus
and the sector's credit outlfow occurred against the background of the growth of
economic activity and decline in unemployment, so that it generated greater
pressure on available resources than in 1967.1

The demand surplus and net credit outlfow to the rest of the economy were
financed from foreign sources and the banking system. In 1968 funds from these
sources were expanded by 6.5 percent to IL 2,073 million. Unilateral transfers
and net loans and credit from abroad contracted in 1968 by IL 226 million
to stand at IL 1,410 million; of this sum, IL685 million represented net loans
and credit, and IL 725 million unilateral receipts (a much smaller figure than
in 1967). Minus transfers to the rest of the world,2 net foreign receipts came
to IL 1,009 million.
Credit from the banking system continued upward, reaching IL 1,064 million.

The main increase was in the Government's debt to the Bank of Israel, a result
of withdrawals of Government and National Institution deposits, as well as
heavier longterm borrowing.

(b) Consumption and saving

Public sector consumption (current purchases less sales) rose by 14.2 percent
in 1968, reachingIL 4,109 million. The increase was smaller than in 1967 (37
percent), mainly because of heavier defense spending. In 1968 too, most of
the increment was due to a larger security expenditure ; however, the growth
of such outlays was less pronounced than in the previous year, and this accounts
for the more sluggish growth of public consumption. Since investment and pri
vate consumption expanded greatly in 1968, the share of public consumption
in total domestic uses edged down from 26.5 percent in 1967 to 25 percent.
Public sector saving is defined as the excess of current revenue (mainly taxes)

over current expenditure (purchases, transfer payments, subsidies, and domestic
interest payments ) .3 The figure showed only a slight change in 1968 from a
dissaving of IL 1,505 million in 1967 to a dissaving of IL 1,483 million.
The Government was responsible for the smaller negative saving, its revenue

rising more rapidly than its consumption and other current expenditure. The
local authorities and National Institutions experienced an opposite development,

3 See the discussion in section 2(a) below.
 Interest paid abroad, participation in the budgets of the administered areas, and overseas
National Institution expenditures.

3 This deifnition of saving differs from that in previous years in that the National Insti
tutions' overseas purchases are not treated as an expenditure for the purpose of calculating
the saving (see note 2 on page 125).
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PUBLIC SECTOR SAVING AND DEMAND SURPLUS, 196768
)IL million, at current prices)

19681967

IncreaseGovernmentGovernment
overLocalandLocaland
1967TotalauthoritiesNationalIota!authoritiesNational

InstitutionsInstitutions

A. Revenue on current account
7333,9022763,6263,1693142,855Taxes
25183100831588969Current transfers

Income from property and net
55505610654843domestic interest received
8134,1353203,8153,3223552,967Total

B. Expenditure on current account
5104,1095053,6043,5994673,132Consumption of the public sector*
נ185 ,00395908818109709Transfers
96506506410410Subsidies

185185150150Net transfers to local authorities
7915,6184155,2034,8274264,401Total

221,483951,3881,505711,434C. Saving (AB)
D. Expenditure on capital account

116614200414498172326Purchases (less sales)
16372964577Net transfers"

37371414Net transfers to local authorities
11755191460434101333Total
952,0341861,8481,9391721,767E. Demand surplus (DC)

Purchases on current account less sales.
* Domestic transfers on capital account: to the Government
cipation of property owners in development outlays.

:mainly land betterment tax and inheritance tax; to local authorities mainly parti



and their dissaving consequently increased.1 The National Instituitons always
dissave, since current income from domestic sources amounts to only a small
percentage of total income; their leading income item is unilateral transfers
from abroad, and these are not treated as current income in calculaitng saving.
For this reason, the Institutions' dissaving lfuctuates with changes in their cur
rent expenditure.
The large public sector dissaving depresses national saving. This was par

ticularly true of 1967, when the sector's dissaving was nearly 10 times greater
than in 1966.

(c) The "balance of payments" of the public sector

The "balance of payments" of the public sector for the years 1967 and 1968,
by main type of receipt and payment, is presented in Table VII3. The table
disitnguishes between transfers and transactions in goods and services on the
one hand and ifnancial transactions on the other.
The sector's payments increased by IL 1,340 million in the year reviewed

to reach IL 8,713 million ;2 percentagewise, the increase was 22 percent, as
against 17 percent in 1967.
Following are the principal changes in the sector's operations in 1968 as

relfected in its "balance of payments" :

Revenue from taxes and other compulsory payments rose sharply as a result
of the intensiifcaiton of economic activity. Indirect taxes were up 21.9 percent
10 IL 2,083 million, while direct taxes (income tax and National Insurance
contributions) rose by 24.6 percent to IL 1,819 million. Total tax revenue
amounted to 27.8 percent of the gross naitonal product in 1968, as compared with
26.2 percent in 1967.
Public sector purchases on current account totalledIL 4,153 milliona rise

of 14.4 percent, as against 36.5 percent in the previous year. Approximately 60
percent of the purchases constituted expenditure on security and special budgets,
which were up 18 percent. Civilian payroll expenditure was, at IL 1,087 million,
5.4 percent higher than in 1967. The growth of personnel accounted for 2.9
percent of the incremental expenditure, while the remaining 2.4 percent relfects
the rise in average pay per employee, due to wage drift.
Transfer payments and subsidies totalled IL 1,592 million in 1968a rise

of 24.1 percent, compared with 20.2 percent in 1967. Most of the increase was
in transfers to households.
The sector's investments expanded by 23.3 percent, after contracting in 1967,

and totalled IL 620 million. Most of the growth stemmed from the buildup of

' This saving is not shown separately in Table VII2.
 With longterm loans recorded gross and shortterm loans and credit recorded net. (If all
loans and credit had been recorded on a net basis, the volume of payments would have
risen by IL 1,211 million to IL 7,917 million.)
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Table VII3
"BALANCE OF PAYMENTS" OF THE PUBLIC SECTOR, BY TYPE OF RECEIPT AND PAYMENT, 196768

(IL million(

Receipts 1967 1968 Increase or
decrease )( Payments 1967 1968 Increase or

decrease )(

Taxes*
Miscellaneous revenue

3,169
574

Subtotal 3,743

Unilateral receipts from abroad 923

Total 4,666

Transfers and transacitons in goods and services
3,902
734

4,636

725

5,361

733
160

893

198

695

Purchases
On current account
On capital account

Interest payments
Transfers and grants
Subsidies

Subtotal

Participation in budgets of
the administered areas

Expenditure of National
Institutions abroad
Total

Transacitons in ifnancial claims
38143105Collections on longterm loans

Longterm loans received
161821982Domestic"
3869551,341Foreign

Shortterm credit, net
2722675Domesitc6
428120308Foreign
6721,064392Credit from the banking system"
218218Devaluaiton increments'1
6453,3702,725Total

1,3408,7317,391Total receipts

Longterm loans granted and
paritcipation in share capital

Repayments on longterm loans
Domestic
Foreign

Total
Total payments

5234,1533,630
117620503
78561483
2131,086873
96506410

1,0276,9265,899

5910041

34542
1,0897,0715,982

829

260
320

1,409
7,391

989

281
390

1,660
8,731

160

21
70

251
1,340

Including collections on account of National Insurance.
Excluding credit from the banking system.
Including longterm loans and Government bonds.
On deposits with the banking system and abroad, including Bank of Israel devaluaiton gains transferred to the Treasury.



Government stocks, but the Government and local authoirties also spent more
on road construction and the erection of public buildings and schools. The
Government expended less on its postal and transport enterprises, as well as on
development projects intended to alleviate unemployment.
A more detailed account of the changes in the sector's "balance of payments"

is presented in the discussion of the operations of the Government and the
National Institutions (section 2[b] below) and of the local authorities (section 3).

(d) Functional composition of expenditure

A breakdown of the sector's expenditure for the years 1967 and 1968 by
function and public sector authority is shown in Table VII4.1
Changes in the composition of the sector's expenditure mainly relate to the

Government and the National Institutions, which account for over 90 percent
of the total outlay. Secuirty, National Insurance, and the promotion of produc
tion and exports are the exclusive province of the Government, which also ac
counts for the major part of other items. Until 1967 the National Institutions
dealt chielfy with immigration and agirculture, and their weight in public
sector expenditure had declined steadily. In 1967 the Institutions expanded their
activities following a big increase in proceeds from the emergency appeals, and
they even assumed responsibility for a number of social services previously pro
vided by the Government. Consequently, there was a rise in the share of the
Institutions in total expenditure during the last two years.
The operations of the local authoirties are confined mainly to the municipal

sphere (sanitation and sewage disposal, ifre protection, street lighting, supply of
potable water, etc.) and to social services (education, health, social welfare) .

Their weight within total expenditure moved upward until 1966, but in 1967 and
1968 it declined owing to the much larger volume of Government and National
Institution outlays.
Security and special budgets, the largest expenditure item, constituted 29.0

percent of the sector's total outlay in 1968, compared with 29.3 percent the
year before.
The weight of social services continued downward, from 32.6 and 27.9

percent in 1966 and 1967 respectively to 26.6 percent. Even if their weight is
measured in relation to the sector's total civilian expenditure (i.e. exclusive of
security and special budgets), it still decreased. The decline occurred in health
se1vices and housing, whereas education and social welfare (including National
Insurance beneifts) remained unchanged.

x Table VII4 is based on data from Tables VII14 and VII17. Outlays have been recorded
net of transfers between public sector authorities, which are treated as expenditure of the
executing authority and not of the financing authority. Hence Table VII4 is not strictly
comparable with the other two tables mentioned.
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Table VII4
PUBLIC SECTOR EXPENDITURE, BY FUNCTION,' 196768

(IL million(

Percentage
distribution

1968196719681967

General services
3.73.6325264General administration
29.029.32,5342,165Security and special budgets
1.92.0165149Police and justice
3.53.0307225Community services, n.e.s.b

38.137.93,3312,803Total

Social services
12.412.51,085920Education, culture, religion
7.57.5652775National Insurance and social welfare
3.13.4273254Health
3.64.5312331Housing
26.627.92,3202,062Total

Economic services
6.16.2535459Agriculture and water development
7.04.5609332Industry, mining and quarrying
5.45.3471390Transportation and communications
1.82.1158157Other economic services

20.318.11,7731,338Total

Unallocable services
6.46.5561483Interest payments
7.77.9671580Debt redemption0
0.91.775125Miscellaneous*1
15.016.11,3071,188Total
100.0100.08,7317,391Grand total

* Excluding current outlays of public sector enterprises, such as the Post Oiffce, Israel Railways,
the ports, and municipal waterworks, but including the expenditure of the National Insurance
Institute. Intrasector transfers have been disregarded hence, the difference between the
data in this table and the corresponding data in Tables VIIi4 and VII17.

b Not elsewhere speciifed; mainly strictly municipal services (such as sanitation, sewerage, fire
protection, and street lighting) , general research, direct immigration services, and National
Institution expenditures abroad.

c Repayment of longterm loans.
d Mainly subsidies on imported commodities and stocks in Government warehouses.

Economic services accounted for 20.3 percent of total expenditure in 1968,
as against 18.1 percent the year before. The main increases were in industry,
mining and quarrying, and oil pipelines.
The relative share of interest payments and debt redemption continued

downward in 1968, totalling 14.1 percent as compared with 14.4 percent in
1967 and 15.1 percent in 1966.

CHAPTER VII, GOVERNMENT AND NONGOVERNMENT PUBLIC SECTOR 133



2. The Government and National Institutions

(a) The inlfuence of the Government and National Institutions on
domestic demand

The Government dominates the public sector, accounting, together with the
National Institutions, for some 90 percent of total payments.
The inlfuence exerted by the Government 1and the National Institutions on the

demand level through their ifscal activities and ifnancial expenditures is measured

Table VII5

SAVING AND DEMAND SURPLUS OF THE GOVERNMENT
AND NATIONAL INSTITUTIONS, 196768

(IL million, at current prices(

Increase or
decrease )(19681967

A. Income on current account
7713,6262,855Taxes
148369Current transfers

Income from property and net
6310643domestic interest receipts

8483,8152,967Total

B. Expenditure on current account
4723,6043,132Consumption"
199908709Transfers
96506410Subsidies
35185150Net transfers to local authorities

8025,2034,401Total

461,3881,434C. Saving (AB(

D. Expenditure on capital account
88414326Purchases (net of sales(
1697Net 'transfers
233714Net transfers ■to local authorities
127460333Total

811,8481,767E. Demand surplus (DC(

F. Composition of incremental demand surplus
Increase in excess of expenditure

106over revenue from domestic sources
187Increase in purchases abroad1"

81Total

* Purchases on current account less sales.
b Estimated direct imports of the Government, including equipment and goods for Ministry of
Commerce and Industry stores.
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by their demand surplus and net credit outlfow to other domestic sectors (see
TablesVII5and VII6).
The demand surplus of the Government and National Institutions totalled

IL 1,848 million in 1968, compared with IL 1,767 million in 1967 and IL 516
million in 1966. The net amount of credit provided to other domestic sectors
totalled IL 177 million in 1968, as againstIL 73 million in 1967 and IL 131
million in 1966. In order to finance their demand surplus and lending operations,
the Government and National Institutions required IL 2,025 million, as
contrasted with IL 1,840 million in 1967 and only IL 647 million in 1966.
These amounts were obtained from abroad and from the local banking system.

The operations of the Government and National Institutions in 1968 thus
had an expansionary effect on the aggregate demand level.
The growth of the demand surplus in 1968 was almost entirely due to the

increase in direct purchases abroad, while the surplus of expenditure over
income from domestic sources declined (see Table VII5). It should also be
noted that the Government and National Institutions indirectly augment the
demand for imports through their purchases in the domestic market ; it is
estimated that imports deriving from such purchases increased by approximately
50 percent in 1968.1 In other words, the growth of the demand surplus in
1968 was mainly relfected in the balance of payments deifcit on current account,
while the expansionary inlfuence of Government and National Institution opera
tions on domestic demand, which had increased considerably in 1967, diminish
ed in the year reviewed.
The demand surplus rose by only IL 81 million, or 4.6 percent, after having

trebled in 1967. This slow growth at a time when Government and National
Institution expenditure was expanding rapidly is largely explained by the more
vigorous rate of economic activity which, because of the automatic stabilizers,
increased the Government's revenue from taxes and other compulsory payments
with the rise in national income. The Government's tax revenue was up IL 771
million in 1968, after having contracted in 1967. The 27 percent increase in
the year reviewed far exceeded the average annual rise during the prerecession
years (19.3 percent in 196065). However, the larger absorption of funds from
the public was partly offset by a big increase in subsidies and transfers from the
Government and the National Institutions to households, nonproift institutions,
and local authorities. These payments were stepped up by IL 382 million, or
29 percent, as compared with 19 percent in 1967.
The growth of Government and National Institution consumption slowed

down in 1968, the increase coming to IL472 million, or 15.1 percent, compared
with 44.5 percent in 1967. The deceleration was caused primarily by the more
sluggish expansion of outlay on security and special budgets, the largest consump

x According to a Bank of Israel inputoutput estimate.
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Table VII6

DEMAND SURPLUS AND DOMESTIC CREDIT OUTFLOW OF THE GOVERNMENT
AND NATIONAL INSTITUTIONS AND SOURCES OF FINANCING, 196768

(IL million, at current prices(

Increase or
decrease )(19681967

811,8481,767A. Demand surplus

B. Net domestic credit granted*
1. Net loans granted

425614To local authorities
110286176To public sector companies'"
20312332For housing and public buildings
278760To ifnancial institutions
6155149To the rest of the economy

165896731Total
2. Net loans and credit received0

Bonds and long and mediumterm loans
138453591To the Government
243862To the National Institutions
2232285Shortterm credit
61719658Total
10417773Net domestic credit granted ( 12(

Sources ifnancing the demand surplus and
net domestic credit granted

C. Foreign sources
28686714Net loans and credit
198725923Unilateral receipts
2261,4111,637Total

34542Less: Expenditure of National Institutions abroad
5910041Participation in budgets of administered areas
39256217Interest payments abroad

3271,0101,337Total

D. From the banking system11
765954189Bank of Israel
356196Banking institutions
7301,015285Total0

218218E. Devaluation increments"
1852,0251,840Total(C+ D + E)

* Excluding transactions with the banking system.
b Excluding the ifnancing of housing.
c See details in Table VII12.
a Including changes in Government deposits with the banking system.
. Receipts from the revaluation of deposits with the banking system and abroad after the
devaluation of November 1967; including Bank of Israel devaluation gains transferred to the
Treasury.
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tion item 18 percent in 1968 as contrasted with some 80 percent in 1967,
the year of the Six Day War.
The net credit outlfow of the Government and the National Institutions to

other sectors of the economy had an expansionary effect in 1968. The amount
provided through the development budgets was stepped up (the outstanding
balance rose by IL 165 million to IL 896 million see Table VII6), while
the mobilization of funds from the public through the Absorption, Defense, and
Development Loans and other bond issues fell by IL 162 million. There
was a sizable increase in shortterm borrowed receipts, but the total amount
of net credit granted by the Government and the National Institutions was
IL 104 million larger than in 1967. It should be noted that the stimulative
effect of the Government's and National Institutions' lending operations on
aggregate domestic demand usually outweighs the contractionary inlfuence
of credit received from the public, since a large percentage of the funds made
available to other economic sectors is directly connected with the execution
of investments (e.g. credit granted to public sector companies, which are financed
chielfy by the Government and the National Institutions). The expansionary
effect in 1968 was reinforced by the fact that most of the decline in borrowed
receipts from the public occurred in the Absorption Loan, which has a low
liquidity and a relatively strong restirctive effect. While there was an increase in
shortterm credit received (chielfy from business enterprises) , it is very doubtful
whether such credit exerts a restirctive inlfuence of any kind. It can therefore
be assumed that the increase in the expansionary effect of the net credit
outlfow of the Government and National Institutions in 1968 was greater than
the measured difference between the 1967 and 1968 lfows.
Incremental revenue from taxes and other transfers from the public ex

ceeded incremental domestic expenditure in 1968, so that the expansionary
effect of Government and National Institution operations on the level of domestic
demand, as measured by their demand surplus, was smaller than in 1967. If the
growth in the expansionary effect of the net credit outlfow to other sectors is
added, it is reasonable to assume that the overall domestic expansionary inlfuence
was approximately the same in both years. However, it should be noted that in
contrast to 1967, when relfationary measures were taken to check sagging econ
omic activity and largescale unemployment, in 1968 the expansionary inlfuence
of Government and National Institution operations occurred under quite different
circumstancesa rapid upswing in economic activity and a much smaller volume
of unemployment than in 1967. Thus, even though the measured expansionary
inlfuence of the Government and the National Institutions was similar in these
two years, it exerted much greater pressure on available resources in 1968
than in the previous year.
The demand surplus and net credit outlfow to other sectors of the economy was

ifnanced from foreign sources and the local banking system. Whereas in previous
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years most of the necessary ifnancing was raised abroad in the form of loans,
credit, and net unilateral transfers,1 these sources supplied only about half of the
required amount in 1968. During the year reviewed the Government and Na
tional Institutions required IL 2,025 million 10 percent more than in 1967. Of
this sum, IL 1,015 million represented an increase in the debt to the banking
system ; this was composed of IL 534 million in withdrawals of Government and
National Institution deposits with the Bank of Israel and IL 374 million in long
term loans from the Bank of Israel, while the remainder consisted mainly of
bonds sold to banking institutions.
Unilateral transfers and net credit receipts from abroad contracted by

IL 226 million and totalled IL 1,411 million ; of this, IL 686 million represented
net loans and credit, and IL 725 million unilateral receipts (the latter accounted
for most of the decline, owing to the smaller proceeds from the emergency
fundraising campaigns). Less transfer payments to the rest of the world, net
foreign receipts totalled IL 1,010 million (see Table VII6).
A quarterly analysis of the ifnancing of the demand surplus and net credit

to other sectors indicates the changes that occurred in these magnitudes.2
The data reveal an increase in the second quarter of 1968, a slight decline in
the third quarter, and a resumption of the upward trend in the last quarter.
However, these data cannot indicate with any degree of certainty the changes
that occurred in the course of the year in the expansionary inlfuence of the
Government and National Institution operations.
In the ifrst quarter of 1968 the Government operated in accordance with

the budget for the ifscal year 1967/68, which was geared to a policy designed to
expand economic activity and reduce unemployment. Owing to the upsurge of
economic activity toward the end of 1967, the Government deviated from its
planned reflationary policy in that it did not execute all its development projects.
In fact, it even began to institute contractionary measures, in the main scaling
down the volume of relief work.
As from the second quarter of 1968, the Government followed a policy

designed to check the expansionary inlfuences to some extent. The budget for
ifscal 1968/69 called for a much smaller development expenditure ( compared
with 1967/68) and only a slight increase in current outlays of Government
departments and in the subsidization of production and exports.3 At the

x Transfer receipts from abroad, less interest paid abroad, foreign transfer payments, participa
tion in the budgets of the administered areas, and overseas expenditure of the National
Institutions.

2 No data are available on the development of the demand surplus and the net credit outlfow of
the Government and National Institutions to other sectors in the course of the year. The
estimated quarterly ifnancing of these magnitudes is presented in TableVII 1 in the
appendix (in Hebrew only).

3 See "Explanatory Notes to the Budget Proposal for Fiscal 1968/69", page 5 (in Hebrew) .
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same time, it provided for heavier security spending and an increase in
transfer payments. Despite the substantially larger tax revenue anticipated as
a result of the intensification of economic activity, the demand surplus and net
credit to other sectors planned for 1968/69 were similar in size to those of the
previous year. However, the Knesset approved two supplementary budgets
during the year to cover additional security spending and the financing of
investment projects by several public sector companies, and these increased the
sector's demand surplus and net credit outflow. As a result, the Government
had to resort to financing from the banking system and unilateral receipts from
abroad to a total of nearly IL 2,000 million an unprecedented amount.

(b) The "balance of payments" of the Government and National Institutions

Table VII7 presents the "balance of payments" of the Government and the
National Institutions for the years 1967 and 1968. The table distinguishes
between transfers and transactions in goods and services on the one hand and
ifnancial transactions on the other. Transactions with the local authorities have
been recorded separately.
Total payments of the Government and the National Institutions, including

repayments on longterm debts, came to IL 8,054 million in 1968 an increase
of 20.5 percent, compared with approximately 29 percent the year before.
Following are the principal changes in Government and National Institution

operations, as relfected by their "balance of payments" :
Government tax receipts were up 27 percent in 1968, after declining by 3.6

percent in the previous year. Revenue from indirect taxes rose by 29.5 percent,
and that from direct taxes by 24.6 percent. Collections started to turn upward
in the third quarter of 1967 with the revival of economic activity the ac
celerated growth of the national product, private consumption, and investment,
as well as the expansion of commodity imports. The foremost factor
affecting the growth of indirect tax revenue was the larger consumption
and import of durable consumer goods. Income from this source rose ap
preciably, despite the cutting of import duty rates after the devaluation of
November 1967, the launching in October 1968 of the second stage of the
import liberalization program, and the reduction of the purchase tax on
various items in August 1968.
The rise in direct tax revenue in 1968 can be ascribed primarily to the

growth of national income and increased collections from selfemployed and
companies. Another factor was the raising of direct tax rates : the imposition
of a defense levy in June 1967 brought up the average rates somewhat in 1968.
Moreover, the ceiling on income subject to National Insurance contributions
was raised in April 1968.
Unilateral receipts from abroad contracted by 21.5 percent and totalled
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TableVII7
"BALANCE OF PAYMENTS" OF THE GOVERNMENT AND NATIONAL

INSTITUTIONS, BY TYPE OF RECEIPT AND PAYMENT, 196768
)IL million)

Receipts 1967 1968 Increase or
decrease () Payments 1967 1968

Increase or
decrease ()

Transfers and transactions in goods and services
o

Purchases7713,6262,855Taxes55

4853,6453,160On current account134534400Miscellaneous revenue
88415327On capital accountwf
70503433Interest paid

228973745Transfers and grants?<
V,

96506410Subsidies2
9676,0425,075Subtotal9054,1603,255Subtotal

Participation in budgets198725923Unilateral receipts from abroad
5910041of administered areasw

Expenditure of NationalV

34542Institutions abroad8
1,0296,1875,158Total7074,8854,178TotalH

in ifnancial claimsTransactions i
to

Longterm loans and38143105Collections on longterm loans
161983822participation in share capitalLongterm loans received

Repayments on longterm loans3869551,341Foreign
70389319Foreign151708859Domes ticb
11217206DomesticShortterm credit (net)

428120308Foreign
2232285Domes ticb
7301,015285Credit from banking system0

218218Devaluation increments'1
2421,5891,347Total6643,1692,505Total

Transactions with the rest of the public sector
100278178To local authorities (net)

1,3718,0546,683Total payments1,3718,0546,683Total receipts
. Including collections on account of National Insurance.
b Excluding credit from the banking system.' Including changes in deposit balances, longterm borrowing, and purchases of Government bonds.
d On deposits with the banking system and abroad, including Bank of Israel devaluation gains which were transferred to the Treasury.



IL 725 million.1 In 1967 this item had gone up precipitately as a result of the
emergency fundraising campaigns conducted by world Jewry. Emergency
appeals were held in 1968 as well, but the proceeds were smaller than in the
previous year. Receipts from the Independence and Development Loans, which
also relfect world Jewry's effort on behalf of Israel, declined to a con
siderable extent. Net proceeds totalled IL 266 million, as contrasted with
IL 540 million in 1967. Most of the decrease was due to the large redemption,
but gross receipts likewise fell off (by a third). Other net long and medium
term loans from abroad also yielded less in 1968. On the other hand, receipts
from shortterm foreign borrowing were larger than in 1967. Domestic loans
show a similar picture: a decline in net longterm receipts, owing to the smaller
income from the Absorption Loan, Defense Loans, and certain other bond issues,
and an increase in shortterm credit.
Government and National Institution consumption (current purchases less

sales) rose by 15.1 percent to IL 3,604 million, with most of the increase being
in security spending. The wage bill was only 5.1 percent larger in the year
reviewed.
Transfer payments and subsidies went up by a substantital 22.1 percent to

reach IL 1,479 million.
Purchases on capital account were up 27 percent, relfecting primarily the

larger Government investment in inventories. Other capital outlays of the
Government and National Institutions expanded by only 6.6 percent, with the
biggest increase being in roadbuilding and the erection of public buildings.
Net longterm lending and participation in share capital by the Government

and National Institutions rose by 22.5 percent; the most notable increase was in
loans to local authorities and public sector companies.

(c) Receipts

1 . Taxes

Government tax revenue increased by IL 771 million in 1968, reaching
IL 3,626 million; this followed a decline of IL 107 million in the previous
year. These lfuctuations relfect changes in the volume of economic activity. Tax
revenue began to fall off as early as 1966, reaching its nadir in the second quarter
of 1967. In the third quarter of 1967, when economic activity began to pick up,
tax revenue began to expand strongly. In 1968 the rise was 27 percent far
exceeding the average annual growth rate of the prerecession period (19.3
percent in 196065).

x This figure differs from that cited in Chapter III, "The Balance of Payments" (section 5),
where unilateral transfers from abroad are shown net of transfer payments abroad (in
terest and overseas purchases of the National Institutions), as well as the change in total
financial transactions of the National Institutions with the rest of the world.
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Indirect tax revenue grew in 1968 at almost double the average annual rate
for the years 196065 (29.5 as against 15.8 percent), bringing the level up to
IL 1,807 million. All component items contributed to the increment, with
customs duties and purchase tax heading the list.
The increase in direct tax revenue 24.6 percent somewhat exceeded the

average annual growth rate for 196065 (23.8 percent), bringing the total
volume up to IL 1,819 million.
As a result of the above developments, the weight of taxes on income

(i.e. direct taxes) within total tax revenue edged down from 51.1 percent in
1967 to 50.2 percent. An increase of over 50 percent in revenue from import
taxes brought up the weight of this item from 15.7 percent of total tax
revenue in 1967 to 19.0 percent. Taxes on domestic production rose moderately
compared with other types of taxes, and consequently their weight declined
from 24.3 percent in 1967 to 21.7 percent.

2. Direct taxes

Income tax receipts totalled IL 1,420 million in 1968, an increase of
IL 292 million, or 25.9 percent. About a quarter of the increment stemmed
from the imposition of a defense levy in June 1967, which was tantamount to a
rise in tax rates. The remainder was a result of the revival of economic activity.
The increase in income tax collections, exclusive of the defense levy, was greater
than that in national income 20.6 as against 16.2 percent. In 196065 as well,
the annual rate of increase in income tax revenue was approximately a quarter
greater than that for national income.

A number of income tax concessions came into force in 1968: those to large
families and to new immigrants (the latter retroactive to 1967), and the
raising of the taxfree ceiling on contributions to social insurance funds, insur
ance premiums, and savings, from IL 600 to IL 900 per annum. These con
cessions somewhat reduced income tax revenue during the year reviewed. The
lifting of the tax on the imputed value of housing, which also came into force
in 1968, did not affect revenue in the year reviewed.
The relative share of wage earners1 in total tax collections edged down from

56.2 percent in 1967 to 54.8 percent. The share of the selfemployed and
companies rose as a result of the growth of the weight of nonwage incomes
in national income. This increase, however, was only partly relfected in income
tax revenue in 1968, as there is a certain timelag until the selfemployed and
companies are assessed and the tax collected. While tax advances collected from
selfemployed and companies were considerably larger in 1968, the percentage
increase in total revenue (exclusive of the defense levy) from nonwage incomes

1 Including directors of companies and other enterprises who are listed as employees, and
members of cooperatives (see Table VII2 in the appendix).
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Table VIIB

GOVERNMENT TAX REVENUE, 196768
('IL million(

1967Increase over
19681967

70ILm.

Direct taxes
25.92921,4201,128Income tax
20.267399332National Insurance

24.63591,8191,460Total

Indirect taxes
48.1164505341Customs duties
35.4108413305Purchase tax
3.77194187Fuel tax
27.736166130Property taxes

5.3510095Tobacco excise
33.393627Cement excise
22.263327Excise on beverages
19.3116857Stamp tax
9.167266Defense stamp tax
35.9145339Vehicle license fees
15.443026Foreign travel tax

45.5206444
Licenses, fees, misc. service
charges, and other taxes

43.1227351
Current surplus of the

Post Ofifce and ports

29.54121,8071,395Total
27.07713,6262,855Grand total

Note: The deifnitions of direct and indirect taxes in this table are based on conventional national
accounting procedures and differ somewhat from those employed by the Accountant General.
This table excludes compulsory payments which in the national accounts are deifned as
transfers namely, the inheritance tax, the land betterment tax, ifnes, and certain fees and
licenses (e.g. driving licenses and passport fees). On the other hand, this table includes the
net proifts of the Post Ofifce and the ports (deifcits of Israel Railways are included with
subsidies).

Source: State Revenue Administration, Accountant General, and National Insurance Institute.

was only slightly greater than that of total nonwage incomes within national in
come, and did not exceed the rise that could have been expected in view of the
progressiveness of the tax.
National Insurance contributions were up IL 67 million in 1968, and totalled

IL 399 million. The growth was due partly to the larger number of employed
and the rise in incomes, and partly to the raising, as from April 1968, of the
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Table VII9

GOVERNMENT TAX REVENUE, BY MAJOR CATEGORY, 196668

Increase from
119681967 to196819671966

ILm.

IL million
24.63591,8191,4601,480Taxes on income

Taxes on expenditure
53.8241689448511Imports
13.795788693700Local production
27.736166130140Taxes on property
32.340164124131Fees and licenses
27.07713,6262,8552,962Total

Percentages
50.251.150.0Taxes on income

Taxes on expenditure
19.015.717.3Imports
21.724.323.6Local production
4.64.64.7Taxes on property
4.54.34.4Fees and licenses

100.0100.0100.0Total

Note: Taxes on income include income tax and National Insurance contributions, but not the
Absorption Loan. Taxes on imports consist of general customs duty and purchase tax on
imports, surtax, and foreign travel tax. Taxes on local production consist of the purchase
tax, excise tax, current surplus of the Post Oiffce and ports, entertainment tax, defense
stamp tax on production, and various other levies. Taxes on property 1consist of the prop
erty tax and land registration fees. Fees and licenses include the stamp tax, defense stamp
tax on documents, and licenses, but exclude land registration fees (see Table VII3 in the
appendix).

maximum income subject to National Insurance from IL 550 to IL 700 per
gainfully employed.

3. Indirect taxes

The accelerated expansion of the national product and private consumption,
coupled with the increase in commodity imports and investments, led to a steep
rise of 29.5 percent in the Government's revenue from indirect taxes in 1968.
The main growth factor was the much larger import and consumption of
consumer goods (chielfy durables), which are subject to relatively high rates
of tax.
The outstanding changes in indirect taxes were as follows :
Revenue from customs duties soared 48.1 percent to IL 505 million. This

resulted, as already mentioned, from the rapid expansion of imports and the
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growing proportion of items subject to high rates of duty mainly consumer
good and durables. The steep rise in customs revenue occurred despite the cutting
of customs rates by an average of 15 percent after the devaluation of November
1967. In October 1968 the second stage of the liberalization program, involving
the exposure of local goods to the competition of imports, was implemented. This
included the further trimming of the customs tariff and the lifting of some of
the administrative restrictions on imports. The third stage of the liberalization
program, providing for the reduction of customs rates by 10 to 30 percent,
went into effect at the beginning of 1969.
Purchase tax receipts were up 35.4 percent to stand at IL 413 million. The

biggest increase derived from imported goods, and it can be attributed to the
factors described above. Local products yielded 16.4 percent more than in 1967.
It should be noted that the average rate of purchase tax on a number of
durable goods was lower than in 1967, owing to the cuts introduced in August
1967.
Revenue from the fuel tax rose 3.7 percent to IL 194 million. This small

increase is explained by the temporary raising of the tax during the months
JuneAugust 1967, which produced a larger revenue that year. The 1968
increase was due to the greater consumption of fuel and the gradual switch to
higher octane fuel, which is more heavily taxed.
Income from the cement excise rose by IL 9 million to IL 36 million, ending

the decline of the two preceding years. The change of trend was due to the
expansion of construction activity.
Following the uniifcation of municipal and governmental property tax col

lections, the Government's revenue from this source rose appreciably. However,
total receipts were smaller than the combined income of the Government and
the local authorities from this tax in 1967, owing to the lower effective rates
paid by property owners1 and to the fact that arrears are collected by the local
authorities themselves.
Changes in other indirect taxes are presented in Table VII8.

4. Miscellaneous revenue

Revenue from domestic transfers, interest, dividends, and sales went up from
IL 400 million in 1967 to IL 534 million. This includes IL 239 million in interest
and dividends received an increase of 20.7 percent as compared with 1967.
Current proifts of the Bank of Israel transferred to the Government were more

1 The property tax on urban land, after uniifcation of the governmental and municipal rates,
is 2.5 percent of the assessed value of the land for tax purposes. Before uniifcation, the
average rate of tax payable to local authorities was 4 percent, with another 1.5 percent
payable to the Government. The uniifed tax on homes and buildings is also lower in most
cases than the rates previously paid. Moreover, the Government has undertaken to ensure
that the uniifed tax will in no instance exceed the sum total of the separate assessments
paid previously.
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than IL 50 million larger in 1968, and totalled IL 76 million. There was also
a sizable increase in transfers on capital account, which consist chiefly of the
Government's receipts from its enterprises on account of depreciation, as well as
revenue from the land betterment tax and the inheritance tax;1 these transfers
totalled IL 56 million. Current transfers by households for services supplied by
health and educational institutions, driving license fees, donations, fines, etc.
totalled IL 83 million this too a much higher ifgure than in 1967.

(d) Payments

Government and National Institution expenditure on current and capital
account, excluding financial transactions and transfers abroad, added up to
IL 6,042 million in 1968IL 967 million, or 19.1 percent, over the previous
year; in 1967 there was an increase of 27.3 percent. Current purchases, including
payrolls and security expenditure, were up 15.3 percent, after rising 41.3 percent
in 1967. Other current outlays expanded even more rapidly : transfers, including
interest payments, by 25.3 percent, and subsidies by 23.4 percent. Purchases on
capital account rose in 1968, after contracting in the previous year.

1. Purchases on current account
Current purchases of the Government and the National Institutions, excluding

interest paid abroad, overseas expenditure of the National Institutions, and parti
cipation in the budgets of the administered areas,2 increased by 15.3 percent to
IL 3,645 million. Of this amount, approximately IL 2,500 million was expended
on security and special budgetsa rise of some 18 percent over 1967.
Payroll outlay (excluding the Ministry of Defense and Government enterprises)

totalled IL 768 million, or 5.1 percent more than in 1967. The rise stemmed
from a 2.1 percent increase in average pay per employee and a 3 percent growth
in Government and National Institution personnel.
Other current purchases, other than security outlays and wages, expanded by

20 percent.

2. Purchases on capital account
Purchases of the Government and National Institutions on capital account

were up 26.9 percent, with almost the entire increase relfecting the expansion of
stocks in Government warehouses.3 Direct investments, other than in inventories,

* In accordance with conventional national accounting deifnitions, these receipts are classiifed
as transfers on capital account.

 These expenditure items are treated in the national accounts as transfer payments to the rest
of the world and hence are excluded from Government and National Institution consumption
(see Table VII6).

3 Exclusive of inventories of Government enterprises, which are recorded as investment in
these enterprises and not as investment in inventories.
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rose by IL 24 million to IL 388 million. Government outlays on postal and
transport enterprises, the National Water Carrier, and unemployment relief
projects fell off in the year reviewed. Most of the incremental investment was in
road construction and the erection of public buildings.

3. Subsidies and transfer payments

Subsidies and transfers paid by the Government and National Institutions
reached IL 1,479 million in 1968 an increase of 28.1 percent, compared with
20 percent in the preceding year. Subsidies totalled IL 506 million 23.4 percent
more than in 1967. This item consists of direct price supports, participation in the
costs of producers and other enterprises, outlays by Government departments to
stimulate production and exports, Government participation in funds run jointly
with producers with the object of promoting production and exports, the sub

Table VII10

PURCHASES OF THE GOVERNMENT AND NATIONAL INSTITUTIONS ON
CURRENT AND CAPITAL ACCOUNT, 196768

(IL million)

*** 1968 t"ZT)
Purchases on current account
Wages and salaries of civilian employees"

Other purchases11
Total purchases on current account

Purchases on capital account
Postal and transport enterprises"
National Water Carrier
Expenditure of the Jewish National Fund and
the Government on unemployment relief projects

Roadbuilding"1

Public buildings
Change in inventories"
Other investments
Total purchases on capital account
Grand total

* According to the Central Bureau of Statistics.
b Including security and special budgets; excluding participation in the budgets of the
administered areas.

cUninstailed equipment of the postal and transport enterprises is recorded in this table as
investment in these enterprises and not as investment in inventories.

" Excluding outlays on unemployment relief projects.
" Mainly foodstuffs.
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4482,8772,429
4853,6453,160

28139167

71926

35356
217150

104838

642737
315827

88415327

5734,0603,487



sidization of imported foodstuffs, and the covering of deifcits incurred by Govern
ment businesstype enterprises.1
Export subsidies were stepped up from IL 95 million in 1966 and IL 171 million

in 1967 to IL 235 million in the year reviewed. The increment consisted primarily
of rebates of taxes and various other outlays, and also of outright grants and
direct export incentives. The expansion of these subsidies is explained primarily
by the larger volume of exports in 1968.

Table VII11

TRANSFER PAYMENTS, GRANTS, AND SUBSIDIES BY THE GOVERNMENT
AND NATIONAL INSTITUTIONS, 196768

(IL million(

Increase or
)(decrease19681967

ILm.

Transfer payments to households
22.561332271National Insurance beneifts
12.01110392Provident and pension payments
37.890238148Other transfer payments
31.7162673511Total

.Transfer payments to nonproift institutions
15.122168146Education and culture
21.495142Health
4.312423Social welfare and other organizations
15.232243211Total

147.8345723Transfer payments to businesses on capital account

Subsidies
20.842244202On locally produced goods and services
27.0102737On imported goods
37.464235171On exports
23.496506410Total
28.13241,4791,155Total transfer payments and subsidies

The subsidization of local production, including the covering of deifcits of
Government enterprises, totalled IL 244 million in 1968a rise of IL 42 million.
In 1967 there was no increase whatsoever. Most of the 1968 increment consisted
of agricultural factor subsidies, such as water and fodder.

1 Excluding grants received by industrial enterprises under the Law for the Encouragement of
Capital Investments. These grants are classiifed in the national accounts as transfers on
capital account.
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Transfer payments to households were up 31.5 percent in 1968 to stand at
IL 673 million. Of this amount, IL 332 million represents National Insurance
benefit payments, which increased by IL 61 million. The growth of such pay
ments, excluding. those under the "employees' children allowance" scheme,
stemmed from a rise of 8 percent in the number of beneficiaries and of 3
percent in the average payment. Benefit rates in the main classes of insurance
were not revised in 1968, but the allowance for employees' children was raised
by 25 percent as from Apirl 1968, and this accounts for the rest of the incremental
National Insurance payments.
Provident and pension payments totalled some IL 103 million. These comprise

compensation to victims of Nazi persecution and war invalids, as well as pensions
to retired Government and National Institution employees. Other transfer pay
ments to households increased appreciably in 1968, reaching IL 238 million.
These consist of participation in graded secondary school fees, expenditure on
food in Government health, educational, and welfare institutions, Government
and National Institution participation in hospitalization fees, oldage and sur
vivors pensions paid by the National Insurance Institute, grants to lowincome
families to compensate for the rise of prices, and relief allotments to needy
families. In 1968 the National Institutions took over part of the social welfare
burden previously carried by municipal social welfare oiffces; hence not all
of the incremental transfer payments by the National Institutions in the year
reviewed represent an increase for the sector as a whole.
Allocations to nonproift institutions were increased to IL 243 million in 1968.

Educational institutions received IL 168 million, and health institutions IL 51
million.1
Transfer payments to business enterprises on capital account also expanded

considerably in 1968, reachingIL 57 million. About twothirds of this amount
consisted of grants to industrial concerns under the Law for the Encouragement
of Capital Investments.
Interest payments (excluding those to the National Insurance Institute and the

War Risk Insurance Fund) rose 16.2 percent to IL 503 million. Of this sum,
IL 256 million was paid on foreign debts.

4. Transfers and net credit to local authorities

Transfers and net credit to local authoirties were substantially larger in 1968,
totalling IL 278 million as against IL 178 million in 1967. The increase is
explained by a number of factors : (a) During the ifscal year 1968/69 the
governmental and municipal property taxes were uniifed, and the Government
assumed responsibility for collection. It transferred approximately IL 70 million
to the local authorities on account of the tax not necessarily according to the

1 See the section on "Public sector transfers" in Chapter VIII, "Nonproift Institutions".
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TableVII12
CHANGES IN GOVERNMENT AND NATIONAL INSTITUTION BORROWING,

BY LENDING SECTOR AND MATURITIES, 196768
)IL million)

1967

Net
receipts

1968

Loans
received

Loans
repaid

Net
receipts

Change
in net
receipts
in 1968

A. Foreign loans and credit
) 1 ) Long and mediumterm loans

Independence and Development Loans*

U.S. Government loans'"

Loans from West German Government

World Bank loans

Through the Industrial Development Bank
Misc. loans to the Government
Misc. loans to the National Institutions
Total

)2) Shortterm credit (net)
Total foreign loans and credit

B. Domestic loans and credit0

) 1 ) Long and mediumterm loans

Absorption Loan

Defense Loan

Government secuirty issues

274266204470540

501285518378

2122122120

15778

11292918

1401045109244

6818897150

4565663899551,022

428120120308
286863891,075714

82161

114183

13194

29

96

10853

69114

5935
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National Institution security issues

From ifnancial institutions and other sources'1

Total
)2) Shortterm credit (net)

Total domestic loans and credit

C. Net credit from the banking system

)1) Long and mediumterm loans and credit

From the Bank of Israel
Bonds purchased by banking institutions

Total
)2) Shortterm credit (net)

Changes in deposits with the Bank of Israel

Credit from the Bank of Israel

Changes in deposits and credit from banking institutions

Total shortterm credit

Total credit from the banking system

D. Total loans and credit
)1) Long and mediumterm

)2) Shortterm (net)
Grand total

2233387155
9625654310160

162491217708653

2482532535

86744217961658

374365

95137

469502

534513
46337

3441
546217

1,015285

2,1322,177

919520
3,0511.657

606

606

9374

4295

33469

1,047534

29146

734
763546

7301,015

6511,526

1,439919

7882,445

Note: Long and mediumterm loans are for three years or more; they include the optiontype bonds, which may be cashed in before three years.
Government securities purchased by the banking system are included in the Government's debt to the banking system.

" Before deducting distribution costs.
* Including loans from the ExportImport Bank.
c Excluding loans and credit from the banking system.
d Including social insurance funds, insurance companies, and the State Lottery.



rate or volume of actual collections. (b) The Government grant to local author
ities includes shared revenue, comprising 40 percent of the Government's revenue
from vehicle license fees and 5 percent of its purchase tax receipts. Owing to the
much larger collection of these taxes in 1968, the sum transferred to the local
authorities was increased by IL 10 million to about IL 40 million. (c) Net loans
and grants to the local authorities from the Government development budget and
the Israel Education Fund were several times larger than in 1967IL 93 million
as against IL 28 million. Approximately 60 percent of this amount was for the
construction of schools and other educational institutions, while the remainder
went to finance municipal services, such as roads, sewerage, street lighting, water
works, public buildings, and various enterprises.
In contrast to the above increases, there was a decline in other Government

and National Institution transfers to the local authorities. These include the
general grantinaid and participations in various local authority expenditures,
such as the participation of vairous Government departments in outlays on social
services, that of the Fund for the Prevention of Road Accidents, and that of the
War Risk Insurance Fund (for fire protection). The reduced participation of the
Government and National Institutions in local authority budgets is explained
by the transfer of several municipal hospitals, whose deifcits were covered by the
Government in 1967, to direct Government control, as well as by the transfer of
some social welfare services of the local authorities (in the financing of which
the Government used to participate) to the National Institutions.

(e) Financial transactions

Net borrowed receipts of the Government and the National Institutions
totalled IL 2,420 million in 1968, of which IL 1,526 million represents long
and mediumterm loans, and IL 894 million shortterm credit.
Total loan and credit receipts in 1968 were 46 percent larger than in 1967.

Net foreign borrowing decreased by IL 28 million, and its weight in total net
loan receipts fell to ■about 25 percent. Net proceeds from domestic loans and
credit rose by IL 791 million ; most of the increment stemmed from the growth of
Government and National Institution liabilities to the banking system.

1. Foreign loans

Longterm foreign loan receipts amounted to IL 955 million in 1968, while
foreign debt redemption came to IL 389 million. Together with the increase in
shortterm credit, net foreign borrowing totalled IL 686 million, as against IL 714
million in 1967.
Net longterm loan receipts fell off appreciably, amounting to only 55 percent

of their 1967 volume. This was due primarily to the sharp drop in net income
from the Independence and Development Loans, which totalled IL 266 million
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in 1968 as compared with IL540 million in 1967. This relfected both a decline
in gross sales/ which totalled IL 470 million as against IL 711 million in 1967,
and a large redemption. There was also a decline in net receipts from World
Bank loans, loans through the Industrial Development Bank, and various loans
to the National Institutions,2 owing chielfy to the larger repayments on these
loans. At the end of 1968 the National Institutions began to repay vairous
foreign debts with the aid of a special loan received forthis purpose from the
Bank of Israel.
Net proceeds from U.S. Government loans (including those by the Export

Import Bank) increased to IL 128 million, after declining in 1967. The rise
stemmed primarily from the larger volume of loans for the purchase of U.S.
food surpluses. The Federal Republic of Germany provided a IL 122 million
loan, an amount similar to that obtained in 1967.
Shortterm credit expanded, after contracting in 1967. The 1967 decline was

mainly due to the deposit of funds abroad by the Government toward the end
of 1967, and these were drawn upon in the course of 1968. At the end of 1968
the Government's deposits abroad again rose, but they remained smaller than in
1967.3

2. Domestic loans

Gross receipts from longand mediumterm domestic loans, excluding long
term loans from the banking system, totalled IL 708 million in 1968, while re
payments came to IL 217 million; net receipts thus amounted to IL491 million,
compared with IL 653 million in 1967.

Proceeds of most bond issues fell off in the year reviewed. The Absorption
Loan grossed IL 82 million, as against IL 171 million in the previous year, since
the collection of this loan (which was of a compulsory nature) was discontinued
in April 1968. Receipts from the Defense Loan (excluding sales ot the banking
system) totalled IL 114 million, compared with IL 183 million in 1967. Income
from the development loans and other security issues of the Government and
the National Institutions4 aggregated IL 202 million. This too is a lower figure
than in 1967, which witnessed a record absorption of funds from the public.
It should be noted that the market for new bond issues is controlled by the

x Before deducting distribution costs.
2 The main sources of these loans are ifnancial institutions, insurance companies in the United
States and Europe, and the Ampal AmericaIsrael Corporation in the U.S.

3 The deposits made by the Government at the end of 1968 were earmarked for the redemption
of Independence and Development Bonds. The actual redemption took place in January 1969.

* National Institution bonds include those issued by the Jewish Agency, Keren Hayesod,
and Hollis Ltd., a Jewish Agency subsidiary registered abroad (Hollis bonds are denominated
in foreign currency and are purchased mainly from foreign currency deposits of Israeli
residents) .
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Government. It approves all domestic issues, and is thus able to regulate the
volume of issues, both those lfoated by itself and those by other bodies. For
this reason, the volume of Government issues is not always determined by
lfuctuations in the demand for these bonds.1
Apart from direct loans from the public, the Government obtained large

amounts from ifnancial institutions and social insurance funds mainly the
proceeds of bond issues lfoated by ifnancial institutions and deposited with the
Accountant General. Together with other longterm loans (mainly from the State
Lottery), net longterm loan receipts added up to IL 256 million.
Nonbank shortterm credit expanded by IL 228 million, compared with only

IL 5 million in 1967. Most of the increment stemmed from the growth of
Government liabilities to contractors and suppliers for goods and services received.
Shortterm credit does not include the increase in net proceeds from the Short
Term Loan, since these are sterilized in toto by the Bank of Israel.2
The net debt to the banking system has been rising for several years. In 1968 it

went by an unprecedented IL 1,015 million, after rising by IL 285 million the
year before. Over half the increase resulted from the withdrawal of IL 534
million in deposits with the Bank of Israel. Longterm loans received from the
Bank of Israel rose by IL 374 million, and banking institution purchases of
securities by IL 95 million.

3. Credit outflow

In 1968 the Government and the National Institutions lent IL 983 million
to other sectors of the economy (not including the local authorities) ; this was
19.5 percent above the 1967 ifgure.
The growth of development budget credit slowed down during the year

reviewed. In 1967 the volume went up 38.4 percent, owing to the Government's
policy of encouraging investment.
A sectoral analysis shows that the main changes in the credit outlfow were as

follows : Housing loans3 fell by IL 27 million to IL 296 million, a development
ascribablc to the smaller number of publicly ifnanced dwellings completed
in 1968. Outstanding loans for agriculture and irrigation declined to IL 138

* On the demand for Government bonds, see the section on "New issues" in Chapter XIX,
"The Securities Market".

2 Under an agreement between the Government and the Bank of Israel, the latter does not
transfer to the Government ShortTerm Loan proceeds in excess of IL 240 million. This
ceiling was reached in October 1966.

3 Residential and other buildings temporarily held by the Government are not recorded as
Government investment. Credit for ifnancing housing is treated as credit to the public, even
if part of the publicly sponsored housing has not yet been actually handed over to buyers or
to public housing companies. For this reason, the data on housing loans cited in this chapter
differ from those in Chapter XVII, "Financial Institutions".
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million. A larger amount of ifnancing was provided to industry (mainly loans
and investment in industrial ifnance institutions) , as well as for ifnancing the
mining and quarrying sector (mainly the Dead Sea Works) , oil pipelines, trans
portation (chielfy to El Al Israel Airlines), and electric power.
Loan collections (including the sale of shares) totalled IL 143 million, of

which IL 131 was on Government development budget loans. The Government's
credit balance arising out of development budget operations reached IL 3,990
million at the end of March 1968.1 Approximately IL 1,090 million of this
amount represented investment in shares and bonds (including amounts original
ly granted as loans but later converted into share capital ), while as regards a

further IL 180 million no decision has as yet been taken whether to treat it as
a loan or as equity investment. Outstanding loans payable thus totalled IL 2,720
million at the end of March 1968. Loan collections (excluding the sale of
shares) were equal in 1968 to 3.4 percent of total Government loans outstanding
on March 31, 1968; this compares with 2.9 percent in 1967, 3.1 percent in 1966,
and 4.5 percent in 1965. A not insigniifcant part of the balance consisted of
loans on which only interest is collected or whose redemption date has not been
ifxed or has been deferred. The decline in the rate of collections in 1966 and
1967 was due in the main to the deferment of repayments on loans granted to
a number of public sector companies.

(f) Functional composition of expenditure

A breakdown of Government and National Institution expenditure by function
in 1967 and 1968 is presented in Table VII14.2
The most conspicuous change in 1968 was the rise in the weight of economic

services in total outlays. This is ascribable to the increased expenditure on indus
try, mining and quarrying, and oil pipelines, following the granting of a larger
volume of credit to industrial concerns and institutions ifnancing industry, the
heavier subsidization of exports, and the larger amount of grants given under
the Law for the Encouragement of Capital Investments. The weight of other
economic services held steady. The relative share of security and special budgets,
the largest expenditure item, edged down from 32.1 percent in 1967 to 31.2
percent. This reduced the weight of general services in total outlays.
The share of social services continued downward in 1968, standing at 24.2

percent as against 25.1 percent in 1967 and 30.2 percent in 1966. There were
relative decreases in health and housing, while education and social welfare went

x Excluding loans to the National Institutions, local authorities, and the Ports Authority, as
well as the amount charged to the National Water Carrier, concerning which it has not yet
been decided if it is to be treated as a loan to the Mekorot Water Company. In this chapter,
the expenditures on the National Water Carrier and on port development have been treated
as direct Government investment.

 Expenditure in this table includes transfers and loans to local authorities.
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TableVII13

DEVELOPMENT BUDGET LOANS" GRANTED BY THE GOVERNMENT AND
NATIONAL INSTITUTIONS, BY ECONOMIC BRANCH AND BORROWING SECTOR,

196768

(IL million)

£gra
Economic branch
Housing
Agriculture and irrigation1"

Mining, quarrying, oil drilling
Industry and crafts
Transportation and communications
Electric power
Services and misc.

Total0

Borrowing sectord
Public sector companies
Private business enterprises
Households
Financial institutions
Nonproift institutions

Total0

To local authorities
Total loans

" Including participation in company share capital; excluding investments of the Government
and National Institutions. Loans granted through banks and other ifnancial institutions are
classiifed by the sector of ifnal destination and not as loans to the ifnancial sector.

b Excluding loans for housing in agricultural settlements.
י Excluding loans to local authorities.
d The entire amount of ifnancing provided for housing is treated as loans to the public, even
if part of the public housing has not yet been actually handed over to the buyers or to
the public housing companies, but is temporarily being held by the Government.

up owing to an increase in transfer payments (mainly National Insurance beneifts
and various social beneifts paid by the Government and the National Institutions)
and to larger grants to institutions of higher education.
There was a slight decrease in the weight of longterm loan redemption and

interest payments, continuing the downward trend evident for several years. In
1968 the two items accounted for about 13.5 percent of total expenditure,
compared with 14.2 percent in 1967 and 15.4 percent in 1966.
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436825
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Table VII14
GOVERNMENT AND NATIONAL INSTITUTION EXPENDITURE," BY FUNCTION, 196768

(IL million(
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Percent of total
expenditure19671968

PurInterest
TotalTotalCredit

granted
chasesandCurrent

19671968expendexpendondebtexpend
itureiturecapitalreiture

accountdemption

3.03.2199261115245
32.131.22,1552,522.2,522
2.22.01491658157
1.41.49110991288

38.737.82,5943,05710353,012

9.29.56167687518675
7.87.9521638413621
3.33.0223245825212
4.83.832430529519
25.124.21,6841,956382571,517

6.86.745954115970312

5.07.5336607312_295
5.05.03344058822295
2.21.814714666278
19.021.01,2761,699625294780

7.87.5525606606
6.46.2433503503
3.03.31982623429199

17.217.01,1561,37134291,109199
100.0100.06,7108,0831,0514151,1095,508

General services
General administration
Security and special budgets
Police and justice
Community services n.e.s."
Total

Social services
Education, culture, religion
National Insurance and social welfare
Health
Housing
Total

Economic services
Agriculture and water development
Industry, mining and quarrying, oil
drilling, and pipelines

Transportation and communications
Other economic services
Total

Unallocable services
Debt repayments0
Interest payments
Miscellaneous'1
Total
Grand total

* Excluding the current expenditure of the postal and transport enterprises; including transfers and loans to local authorities and all expenditures
of the National Insurance Institute.

" Not elsewhere speciifed; mainly the broadcasting services, general research, direct immigration services, and expenditure of the National Institu
tions abroad.

c Repayments on longterm loans.
d Mainly grants to local authorities, subsidies on imported goods, and stocks in Government warehouses.



3. The Local Authorities1

(a) Operations of the local authorities

The slowdown in the expansion of local authority operations, which began in
1966, came to an end in the year reviewed. The volume of payments, as shown
in the authorities' "balance of payments", rose by 7.8 percent, compared with
6.9 percent in 1967, and totalledIL 955 million.2
Tax receipts and transfers from the public declined in 1968, following the

unification of the Government and municipal property taxes and the assumption
by the Government of responsibility for collection. The Government, on its part,
increased its allocation to the local authorities in return for their property tax
revenue. However, the authorities' incremental receipts were smaller than their
incremental expenditure, chielfy because of their much larger investments in
1968 (following a decline in the previous year) . As a result, the authorities'
demand surplus rose from approximately IL 170 million in 1966 and 1967 to
IL 186 million.
The demand surplus is ifnanced by domestic borrowed receipts; net loans

from the Government and the National Institutions rose steeply, from IL 14
million in 1967 to IL 56 million. The debt to the banking system increased
by IL 49 million, as against IL 107 million in 1967, while liabilities to financial
institutions and other domestic sources (social insurance funds, the State Lottery,
and contractors and suppliers) grew by IL 82 million, following a rise of IL 52
million in 1967.3

(b) The "balance of payments" of the local authorities

The "balance of payments" of the local authorities for 1967 and 1968 is
presented in Table VII16. The table distinguishes between transactions in goods
and services, ifnancial transactions, and transactions with the rest of the public
sector.

1 . Receipts

Tax revenue in the year reviewed fell 12.1 percent to IL 276 million. As
already explained, this was due to the transfer of the collection of the municipal

1 Municipalities (including East Jerusalem), local councils, regional councils, religious councils,
and regional authorities. Also included are the municipal expenditures of kibbutzim and
moshavim (cooperative agricultural settlements) .

2 With longterm loans recorded on a gross basis, and shortterm credit and loans from the
rest of the public sector and the banking system recorded on a net basis. (If all loans were
recorded net, payments would rise by 7.1 percent to IL 890 million.)

3 In 1967 the local authoirties consolidated their debts to ifnancial institutions and the State
Lottery, some IL 60 million in such debts being transferred to the banking system for col
lection. The real increase in loan receipts that year thus amounted to approximately IL 55
million from the banking system and IL 1 10 million from other domestic sources.
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Table VII15

DEMAND SURPLUS OF THE LOCAL AUTHORITIES AND ITS FINANCING, 196768
(IL million)

1967 '968 £™LT)

A. Revenue on current account
38276314Taxes
1110291Other revenue"

Transfers from the Government and
35185150National Institutions
8563555Total

B. Expenditure on current account
38505467Consumption"
1495109Transfers and subsidies

85850Interest
32658626Total

249571C. Saving (AB(

D. Expenditure on capital account
28200172Purchases (net of sales(
157257Less: Net transfers0

Transfers from the Government and
233714National Institutions
1091101Total

E. Demand surplus (DC) 172 186 14

Sources ifnancing the demand surplus
F. Credit (net(.

425614Government and National Institutions
5849107Banking system
308252Other domestic sectors
11Foreign
14186172Total

* Domestic transfers and income from property.
" Purchases on current account less sales.
c Mainly participation of property owners in development costs.

property tax to the Government. Together with the authorities' receipts from the
Government on account of such taxes, their tax revenue totalled approximately
IL 355 million in 1968a rise of 13.4 percent compared with 1967. Were it not
for the unification of the tax collection, the increase would have been greater,
as the unification involved the reduction of the effective rates levied, thus
decreasing Government revenue from this source.
Municipal rates remained virtually unchanged during the year reviewed, after
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sharp increases in various taxes (including the business tax and charges for
various services) by most local authoirties in the two preceding years. Whereas
the growth of tax revenue in 1966 and 1967 was due to the revision of rates, the
growth in 1968 can be ascribed primarily to the revival of the real estate market
and to the larger volume of building starts, which yielded the local authorities
a higher income from these sources.
Other compulsory levies (i.e. other than taxes) totalled IL 200 million in

1968. The expansion of such revenue accelerated from 6.7 percent in 1967 to
14.9 percent. Nearly 45 percent of total revenue from compulsory levies derived
from property owners, representing their participation in the ifnancing of roads,
sidewalks, sewage disposal, and the installation of water meters. These receipts
totalled IL 90 million. Another IL 100 million approximately was collected as
participations in the cost of various services, including service charges in primary
schools, tuition fees in other educational institutions run by the local authorities,
and parents' participation in the cost of meals provided in schools and summer
camps. These receipts increased by 12.4 percent, about the same rate as in 1967.
However, it should be noted that the 1967 revenue included fees for hospitali
zation in municipal hospitals, while in 1968 this item disappeared owing to the
transfer of these hospitals to the Government.

2. Participation of the Government and National Institutions
The revision of municipal tax rates began in ifscal 1966/67, after the

Government had held them down for nearly four years under its price stabili
zation policy. In return, the Government had increased its general grantinaid
to the local authorities, as well as its participation in various budgetary outlays.
With the lifting of the municipal tax freeze in 1966, the growth of the general
grant slowed down, as did other Government participations in local authority
activities.
The raising of tax rates led to only a small increase in the authorities' revenue,

owing to the economic slowdown and the slump in the real estate market and in
construction. The Government came to the aid of the authorities by consolidating
their debts and granting them various allocations, covering inter alia the deifcits
of municipal hospitals and the authorities' expenditure on graded secondary
school fees. The local authorities, on their part, undertook, under an agreement
concluded by the Government and the Union of Local Authorities, to take steps
to reduce their staff and administrative expenses and to cut projected development
budget outlays during a fouryear period starting with 1966/67) to about half
the level of the four preceding years. In 1968 the Government increased its
participation in the budget of the local authorities, after the uniifcation of the
municipal and governmental property taxes. The sums transferred to the author
ities on account of this tax were those agreed upon in advance, and not necessarily
the amounts actually collected.
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TableVH16
"BALANCE OF PAYMENTS" OF THE LOCAL AUTHORITIES, BY TYPE OF RECEIPT AND PAYMENT, 196768

)IL million)

Receipts 1967 1968 Increase or
decrease () Payments 1967 1968 Increase or

decrease ()

Taxes 314
Miscellaneous income 174

Total 488

123Longterm loans
Loans and credit from

107the banking system
10Shortterm credit
220Total

From the Government and
National Institutions

164Net participations
14Net loans

178Total
886Total receipts

Transfers and transacitons in goods and services
276
200

476

113

49
39

201

38
26

12

Purchases
On current account
On capital account

Interest payments
Transfers*

Total

Transacitons in ifnancial claims
10 Participation in share capital

Repayments on
58 longterm loans
49

19 Total

Transactions with the rest of the public sector

222
56
278
955

58

42
100
69 Total payments

470
176

50
128

824

55

62

886

508
205
58

113

884

6

65

71

955

38

29
8

15
60

1

10

9

69

,_. " Including the current deifcits of waterworks and other enterpirses.



The net participation of the Government and the National Institutions in
the authoirties' budgets1 was increased by IL 100 million in 1968, reaching
IL 278 million. Approximately IL 70 million was on account of the municipal
property tax. The remainder consisted mostly of the general grantinaid, al
located according to various criteria.2 In addition, 5 percent of the Government's
purchase tax receipts and 40 percent of its revenue from vehicle licenses were
transferred to the authorities. The general grant and shared revenue together
came to IL 85 million, approximatelyIL 13 million more than in 1967; the
increase can be attributed primarily to the larger revenue from purchase tax
and vehicle license fees.

Besides the above, various Government departments and the National Insti
tutions participate in certain expenditures of the local authorities, such as the
Ministry of Labor in unemployment relief projects, the Ministry of Transport in
road safety projects ( through the Fund for the Prevention of Road Accidents),
the War Risk Insurance Fund in ifre protection services, and the Ministries of
Education, Health, Religious Affairs, and Social Welfare in expenditures on
social services. In addition, the local authorities receive grants for various con
struction projects, from the development budget and from the Education Fund
of the National Institutions. The total amount of these participations declined
in 1968 by some IL 25 million to IL 67 million. The decrease was due to the
transfer of some of the social welfare activities of the authoritiesin the ifnancing
of which the Government had previously participatedto the National Institu
tions, as well as to the transfer of municipal hospitals (the current deifcits of which
had been covered by the Government in 1967) to Government ownership.
Net loans from the Government and National Institutions increased from

IL 14 million in 1967 to IL 56 million. Most of these loans were granted from
the Government's development budget; about a third of the sum was for ifnanc
ing investments in educational institutions, while the remainder was for ifnancing
municipal services, such as roads, sidewalks, sewerage, street lighting, waterworks,
public buildings, and shelters.

3. Payments

Local authority expenditure, excluding debt repayment, rose by 7.3 percent
in 1968 and totalled IL 884 million.
The authorities' consumption3 went up 8.1 percent to IL 505 million. Of

1 Allocations, grants, and net loans granted, less interest paid by the local authorities and their
participation in various Government outlays.

" The number of inhabitants, the age structure of the population, the authorities' per capita
receipts from various taxes, and per capita expenditure on social welfare. The authoirties
were classified into 10 groups according to these criteria, the size of the per capita grant
varying as between the groups.

s Current purchases net of sales.
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this sum, IL 346 million represented payroll expenditure. This item was 6 percent
higher in 1968, the result of a 2.7 percent growth in personnel and a 3.2 percent
rise in average pay per employee.
Transfer payments declined in 1968 to IL 113 million, of which IL 25 million

went to nonproift institutions (health and education) and IL 88 million to house
holds. The latter sum was smaller than in 1967, a development explained by the
fact that some of the social welfare services previously provided by local authori
ties were transferred to the National Institutions, as already mentioned.
After contracting in 1967, local authority investments expanded by 16.5

percent in the year reviewed, reaching IL 205 million. There were increases in all
component items education (this item accounted for over half of the total
capital expenditure in 1968), roads, sidewalks, trafifc facilities (about 20
percent of the total ), and vairous other municipal services.

4. Financial transactions

Net proceeds from borrowing, excluding loans from the Government and
the National Institutions, totalled IL 131 million in 1968, compared with IL 159
million in 1967. Most of the loans were received from banks, ifnancial institutions,
and social insurance funds, with the balance being provided by the State Lottery,
contractors, and suppliers. The decline in net borrowed receipts in 1968 was
due to the slower growth of the debt to the banking system and the State Lottery,
as well as to the decrease in liabilities to ifnancial institutions, which were
only partly offset by the increase in shortterm credit received, chielfy from
contractors and suppliers.
Net loan receipts from ifnancial institutions and social insurance funds totalled

about IL 35 million in 1968, as contrasted withIL 95 million in 1967.1 The
net amount received from the State Lottery (exclusive of grants) came to some
IL 10 million, compared with IL 25 million in 1967.

(c) Functional composition of expenditure

The functional composition of the local authoirties' expenditure is shown in
Table VII17.2
The authoirties' main ifelds of activity are education, social welfare, and

municipal services such as sanitation and sewage disposal, street lighting, ifre
protection, public gardens, town planning, and the supervision of construction.
In the economic sphere their operations are conifned to the transportation
sector road construction, the paving of sidewalks, and trafifc regulation.

1 The ifgure for 1967 does not include some IL 60 million in outstanding debts to the ifnancial
institutions which were transferred to the banking system for collection. If this sum is added,
the increase in the authorities' debt to ifnancial institutions was approximately the same in
1968 as in 1967.

" The table includes the local authorities' participation in various Government outlays.
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About half the authorities' total expenditure is on social services. The propor
tion spent on social welfare and health declined in 1968 for reasons already
mentioned, namely, the transfer of certain services in these spheres to the Gov
ernment and the National Institutions.

Table VII17

LOCAL AUTHORITY EXPENDITURE,' BY FUNCTION, 196768
(IL million)

1967 1968

General services
General administration 65 65
Security 11 16

Municipal services 145 203
Total 221 284

Social services
Education, culture, religion 352 387
Health 49 29
Social welfare 81 37
Housing 7 7

Total 489 460

Economic services
Agriculture 5 6

Transportation 57 71
Industry 1 2

Others 12 13
Total 75 92

Unallocable services
Interest payments 50 58
Debt redemption" 55 65

Total 105 123
Grand total 890 959

" Excluding the current expenditure of waterworks and transport enterprises.
b Repayments on longterm loans.

The weight of expenditure on municipal services increased in 1968, reaching
21.2 percent of total outlays.
The share of economic services also rose somewhat, owing to the larger amount

spent on traiffc regulation and roads.
The increase in interest payments and debt redemption brought up the weight

of these items from 9.8 and 11.3 percent in 1966 and 1967 respectively to 12.8
percent in the year reviewed.
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