
CHAPTER 111

THE BALANCE OF PAYMENTS

1 . Main Developments

The most outstanding feature of the balance of payments in 1970 was the
marked widening of the deficit on current account from $ 922 million to
$ 1,261 million, i.e. by $ 340 million or 37 percent.1 This was mainly due to
developments in a very narrow segment of the economy the sharply higher
direct defense imports by the public sector. Other sectors of the economy ex
perienced a more sluggish expansion of economic activity, which expressed itself
in a weaker growth of import demand. Defense imports reached $ 624 million
nearly $ 300 million more than in 1969. Net of this item, the deifcit went up by
only $ 50 million.
Another factor adding to the current account deifcit in 1970 was the ad

verse change in the country's terms of tradea 2 percent rise in import prices
and a 2 percent fall in export pirces. This accounted for approximately $ 40
million of the $ 340 million growth of the deifcit.

If these two factors the larger volume of direct defense imports and the
termsoftrade loss are deducted, it turns out that the import surplus did not
increase. A third factor, which is rising in importance, should be noted
namely, developments in the capital services account. The unfavorable balance
here i.e. net interest payments to the rest of the worldis growing as a result
of the country's mounting net external indebtedness. But this is not directly con
nected with developments in any speciifc sectors,2 and if it is added to the two
factors mentioned above, the current deifcit attributable to the other forces at
work in the economy displayed a downward movement in the year reviewed.
However, even though the widening of the deifcit was the product of ex

ogenous factors, while internal economic forces operated in the opposite direc
tion, the upsurge of the deifcit, coming on top of a steep rise in the previous year,
remains the foremost feature of the balance of payments. This also stands out
in the capital account. Even though unilateral transfers increased, their weight
relative to the deifcit on current account dropped, so that the portion of the

' Excluding trade with the administered areas. In the overall current account (i.e. including
the areas) the deifcit rose by 40 percent.

 But it, too, may be largely regarded as an indirect consequence of the heavier defense im
port and its impact on the current deifcit.
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Table

CURRENT ACCOUNT,

)$

ExportsImports

ServicesTotal importsServices

GoodsExcl.InchDefenseGoods
OtherCapitaldefensedefenseTotalOtherCapitalimports

importsimports

At current
prices

308374041,1591,269475271941107941965
349484751,2011,3175222991071167951966
357555181,1731,4567283211232837291967
469655981,5631,8127553701362491,0571968
514736791,8542,1889294441513341,2591969
598537202,0072,6311,2614581796241,3711970

At 1968 prices
331404161,1781,289495285991117941965
364504611,1961,3115323081101157791966
364565081,1771,4577423341282807151967
469655981,5631,8127553701362491,0571968
494706471,7772,0958964311473181,1991969
549496991,8712,4381,1574241665671,2811970

Change in
prices
1965

336222221966
22101_j001967
222244121968
445433551969
552555521970

Change in
value
1965

1025112210781141966
012102113981614381967
2916183425211611481968
58813151916828131969

11308516293137871970

Change in
quantity
1965

1312817441111013601966
21492113971514381967

31181633244151012451968
91213192124191134191969
16256820352198791970
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19701965 TO
million)

CurDeifcit rent
account
with

Deifcit,
excl. Overall

current
accountadmin

istered
defense
importsTotal

Other
services

Capital
services

Defense
imports

Trade
balance

Total
exportsTotal

areas

410520+3857110390749345
328445+5159116321873398

5324243527+ 3669283211930412
638+ 32431680+ 99712494591,132534
869+ 54589922+ 69783345801,265586

1,220+416371,261+ 1401266246511,370650

391502+ 4659111378787371
322437+ 5660115318875414
249529+ 3072280207928420
431680+ 99712494591,132534
566884+ 63773185521,211564
5741,141+ 1251175675821,297598

18132224161112
232146201433561

7329230111222227
3130378282076

1291055278576

20143445181715
261829171443473

77291753121182229
3736301034261210
837103628712811
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deifcit to be covered by foreign borrowing went up sharply from about $ 50mil
lion in the years 196366 to $ 550 million in 1970.
Analysis of the principal foreign trade developments shows that the weaker

expansion of economic activity, which affected all the domestic sectors apart from
public sector imports for defense purposes, led to a slacker growth of demand for
imports, particularly current production inputs. On the other hand, the upward
trend in the relative proiftability of exports carried over through the year re
viewed, ifnding expression in stronger overseas sales of a wide range of export
goods which were not subject to any special limitation on the supply or demand
side. In addition to these two basic factors, there were several others that affected
foreign trade developments in 1970. One was the changed expectations about the
imminence of devaluation and their speculative impact on imports. The building
up of such expectations at the end of 1969 and beginning of 1970 and their
subsequent waning explain the sharp lfuctuations in imports during this period.
As regards exports, a number of exogenous factors dampened demand for the
country's two leading exportitemscitrus and diamonds. This, plus the general
trends in international trade during the year, drove down the prices for the
country5s traditional major export goods and earned the economy a smaller
income therefrom.
The alteration of the effective rates of exchange with the imposition of the

import surcharge and the raising of export incentives in August 1970 came too
late to have any real effect on developments during the year.
The year reviewed was characterized, as mentioned, by a sagging rate of in

crease in economic activity, which found expression in a smaller percentage irse
in output and its final uses, and, as a concomitant, in a more sluggish growth of
domestic demand for imported inputs. An estimate based on constant input
coefifcients indicated that the level of economic activity in 1970 called for an
8 percent larger import of current production inputs, compared with a rise of
14 percent in 1969. (In the domestic sectors alone the ifgures were 7 and 14
percent respectively. ) The actual increase in 1970 came to 10 percent in quan
titative terms, as against 12 percent in 1969. The slowerthananticipated increase
in 1969 is explained by the fact that imports in the previous year had exceeded
current production needs because of the replenishing of stocks.1
The sharp downturn in the growth of capital goods imports from 39 to

8 percent in quantitative terms may have been due in part to the slowdown in
economic activity, but essentially it did not relfect any drastic change in the
economic climate. To some extent the lower rate of increase was due to a cut
back in investments either implemented or controlled by the public sector, as
part of its policy of restraining demand. But the chief reasons were apparently
a return to a more normal rate of increase after the exceptionally high rates regis
tered with the emergence of the economy from the recession, and the advancing

2 As regards 1970, there is nothing in the available date to explain the discrepancy (see
page 40).
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Table 1112

DEFICIT, TRANSFERS, AND THE CAPITAL ACCOUNT (SUMMARY)," 196570

($ million(

1965 1966 1967 1968 1969 1970 Total
196770

Total
196366
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Current account and longterm capital movements
Current account, excl. administered areas
Current account with administered areas
Unilateral transfers
Investments from abroad
Longterm loans

Total surplus of capital imports over
deifcit on current account

Gold and foreign exchange reserves
Change in foreign exchange reserves
Foreign currency valuation adjustments
Allocation of Special Drawing Rights

Total change in reserves due to

transactions and transfers

Deposits of nonresidents in Israeli banks
Israeli investments in foreign securities
Other shortterm capital movements
Errors and omissions11

1,9863,3901,261922680527445520
1234154324

1,3002,051636459435521292327
494152544627258392
4741,268627168178295113156

54

106

106

42 310

19 212
 18

19 230

8

52

196

187
31

52 218

97

120

15

105

203

93
13

15

65

282

224

403261711153551017

7077241818171117

51140125520533233
232491286442152719

Note: A minus sign () denotes debits; a positive sign, credits.
* See detailed table on capital movements.
" Including transactions with the administered areas, which appear separately in the balance of payments.



of purchases of imported equipment toward the end of 1969 because of an
anticipated rise in import prices after the November 1969 elections. The sharp
increase in the ifnal part of 1969 and the reversal of trend in the second quarter
of 1970 clearly bear this out.
While in general import growth tended to slow down, during the past two

years there were sharp lfuctuations around the trend, which are explained for
the most part by speculative factors associated with changing expectations as to
the effective rate of exchange. The prevailing feeling that the rate would rise
after the 1969 elections sent imports soaring in the last two months of 1969 and
the beginning of 1970. But after the Government's policy became clear, expecta
tions of an imminent devaluation began to ebb, and this, coupled with the
introduction of measures designed to make money tighter and the consequent
generation of pressure in the credit market, as well as the rise of interest rates
in the economy, prompted businesses to dispose of speculative stocks and, by
eliminating the factors inducing the import of goods earlier than planned,
depressed the level of imports until the last quarter of the year. In the ifnal
months there was again an upturn, apparently indicating the completion of the
process of disposing of speculative stocks.

Exports of domestically produced commodities were up 6 percent in 1970,
compared with 13 percent in 1969 and 20 percent in 1968. The deceleration
of the growth rate is in some measure attributable to price developmentsa
fall in 1970 coming on the heels of increases in the two preceding years. In
quantitative terms, exports grew at a similar rate in the past two years8 per
cent in 1970 and 9 percent in 1969 but a change in their composition brought
up the valueadded component somewhat more sharply in 1970 by 11 percent
as against 7 percent the year before.
Export developments relfected two opposing trends. On the one hand, the weak

ening of foreign demand depressed the prices of, and proceeds from, the country's
two top items citrus and diamonds. In the past these commodities frequently
accounted for most of the export increment. In 1970 their receipts were down
$ 20 million, whereas in 1969 they had risen by $ 23 million.
By contrast, in the past three years there was an appreciable advance of 20

percent or more (in quantitative terms) in overseas sales of the heterogenous
group of "other industiral exports", which represents the majority of the indus
trial branches. This gain relfects, ifrst and foremost, the strongly advancing trend
in the proiftability of industrial exports, attributable in part to the rise of prices
abroad, but in the main to the 4355 percent increase in the effective rate of
exchange for exports during the past three years. The prices received by ex
porters went up faster than both their production costs and domestic prices by
a more than 2:1 margin.
This notable uptrend in exports relfects the greater ability of Israel's products

to stand up to the competition of developed industiral countries, which in the past
few years have experienced a rapid spiralling of wages and prices. The enhanced
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Table 1113

IMPORTS, EXPORTS,. AND THE TRADE DEFICIT, QUARTERLY, 196770

($ million(

Excluding ships and aircraft
Imports Exports

Trade deifcit Ships and aircraft

Seaso
Seaso Seaso Original nally _ T

Original nally Original nally data adjusted ExPorts ImPorts
data adjusted data adjusted cjata

data data

15.056.318.2128.0166.6184.3184.8I1967
9.845.041.6108.8112.8153.8154.4II
3.51.950.374.5123.596.8173.8171.3III
5.715.673.789.2133.0120.5206.7209.7IV
34.017.5225.3223.5493.3496.7718.6720.2Total

17.60.3103.362.1131.2170.7234.5232.8I1968
1.12.6102.3104.4152.8152.0255.1256.4II
16.80.195.3123.0161.5125.6256.8248.6III
21.90.4119.1141.8165.9150.5285.0292.3IV
57.43.4420.0431.3611.4598.81,031.41,030.1Total

14.00.1124.677.9155.0197.2279.6275.1I1969
8.21.5167.4163.7168.0166.5335.4330.2II

1.0131.4158.5177.4137.7308.8296.2III
9.83.2158.7193.0187.0175.9345.7368.9IV
32.05.8582.1593.1687.4677.31,269.51,270.4Total

35.3187.8137.3161.9205.8349.7343.1I1970
187.9186.0177.4174.4365.3360.4II

10.11.4121.3157.6196.9155.3318.2312.9III
10.30.6129.0159.5205.2190.9334.2350.5IV
55.72.0626.0640.5741.4726.41,367.41,366.9Total

72.1182.7123.8193.8246.3376.5370.1I1971

* Excluding fuel and food supplied to foreign ships and aircraft.

competitiveness of Israel's exports is reflected in part in their proiftability i.e.
by a rise in their dollar prices but it is not necessarily fully mirrored by these
data.
The sharp rise in the adverse balance on goods and services account in the

wake of the mounting defense imports stands out clearly in the capital account
in a much heavier foreign borrowing, mostly long and mediumterm credits,
to finance the defense purchases, and in a jump in the country's foreign debt.
Unilateral transfers were well above the 1969 ifgure and even exceeded the

peak level of 1967. This was due to the strong growth of contributions from
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world Jewry, personal restitution receipts from West Germany, and remittances
by immigrants. Nevertheless in recent years, and particularly in 1970, the weight
of such transfers has fallen relative to the deficit on current account. Whereas in
the pre1967 period it amounted to about 65 percent, in 1970 it stood at only
50 percent. The balance of the deficit not covered by transfers rose not only in
relative terms, but even more significantly in absolute terms from an average of
$170 million in the four years before 1967 to more than $ 600 million in 1970.
In 1970 the difference was financed mostly by way of foreign loans, as the weight
of private investment in capital imports declined ; in fact, the latter has been di
minishing in importance over the past several yearsin 1970 it amounted to only
3 percent of the deficit, as contrasted with an average of 25 percent in 1 96366.
These developments forced the economy to borrow more heavily from over

seas sources in order to finance the deficit. The amount of loans required jumped
from an average of $50 million in 196366 to $300 million in 196770
and to $ 550 million in 1970. This change in the weight of foreign loans, coupled
with the attendant increase in the country's external debt burden, has been the
central development in the capital account in recent years, and it is here that
the signiifcance to the economy of the growth of the current deifcit finds its most
telling expression.

2. Commodity Imports
The expansion of commodity imports slackened in 1970: at constant price

values, the ifgure went up by 9 percent as against 20 percent in 1969, and in
quantitative terms, by 7 as against 14 percent respectively.
In three major groups the changes were due to special factors, only tenuously

connected with general developments in the economy. One was an upsurge of
ship and aircraft imports after a steep fall in 1969; the second was a much
smaller import of rough diamonds owing both to the slump that hit this industry
and the speculative buildup of stocks at the end of 1969; the third was a marked
decline in overseas purchases of consumer durables following the imposition of
new stiff taxes under the Government's policy of restraining demand.
Excluding these items, imports rose by 11 percent in 1970, as contrasted with

23 percent the year before ; in quantitative terms, the increases were 8 and 17
percent respectively.
The two principal categories of imports diverged strikingly in their pattern of

growth : whereas current inputs exclusive of rough diamonds moved up at a
rate only slightly lower than in 1969 (by 11 as against 13 percent in quantitative
terms) , in investment goods other than ships and aircraft the rate plummeted
from 39 to 8 percent.
The early part of the year surveyed saw a slackening, and even a taperingoff,

of the strongly rising import trend (at an annual rate of more than 50 percent)
that marked the second half of 1969. Toward the middle of 1970 the curve turned

34 BANK OF ISRAEL ANNUAL REPORT 1970



(?67 *9 *91"

Source: Central Bureau of Statistics.

downwardand continued falling until the Figure HI1
ifnal quarter, after which it again reversed IMPORTS, BY MAIN ECONOMIC
direction ; during the months November DESTINATION, 196770
1970February 1971 it stabilized at a ,_ .... .'($ million)
level close to the average for 1970.
The growth of imports over the past

two years must be viewed against the
background of two factors : (1) cur
rent economic developments, which de
termine the demand for imports of cur
rent inputs, and longrun expectations,
which inlfuence the demand for invest
ment goods; and (2) speculative lfue
tuations stemming from shortrun ex
pectations. The second factor was unques
tionably most responsible for the sharp
lfuctuations in 196970 around the im
port trend, which is essentially determined by the level of economic activity
and hence changes far more mildly and smoothly.
Demand for consumer goods was affected by the policy of restricting private

incomes and, more speciifcally, by the policy of indirect taxation of consumer
durables, coupled with the impact of the large volume of advance purchases in
the latter part of 1969.
The change in the relative price of imports did not have any bearing on de

velopments in 1970. The import surcharge imposed in August (which drove
up the effective rate of exchange for the various economic destinations by 1020
percent1) did not leave much of an impress in the year reviewed. On the other
hand, the obligatory import deposits introduced at the beginning of the year
did have some effect in restraining imports.

)a) Imports and the level 0] economic activity

The sagging rate of economic expansion which resulted in a slower growth
of the national product (6.5 percent as against 9.3 percent in 1969) and of uses
of domestic output2 was one of the principal factors affecting import develop
ments in 1970. It carried greater weight, of course, in current inputs which
respond fairly quickly to a change in economic trends than in investment goods,
where it takes much longer until a change in expectations due to a change in
business conditions can ifnd expression in the preparation of investment plans
and their implementation.

x These are average increases. Each destination displays a wide dispersion of growth rates,
the lower limit of course falling below the average.

2 Excluding diamonds.
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Table

COMMODITY IMPORTS, BY

)$

1965 1966 1967 1968 1969

Consumer goods

43.G37.733.342.835.2Food

36.235.124.622.921.5Other current consumption items

61.638.518.524.826.0Consumer durables

141.4111.376.490.582.7Total

Current production inputs
50.551.051.948.034.1For agirculture

475.8407.4282.4304.7312.1For industry (excl. diamonds(

18.915.57.79.817.4For construction
77.055.932.845.243.2Spare parts, tools, and instruments
69.962.855.458.353.2Fuel

692.1592.6430.2466.0460.0Total

192.8162.0125.5124.996.7Rough diamonds, net

884.9754.6555.7590.9556.7Total production inputs

Capital goods

8.26.44.85.55.2For agriculture

160.7109.449.065.188.7For industry and construction

44.831.723.328.133.5For land transport

38.725.619.322.019.4Other
252.4173.196.4120.7146.8Total, excl. ships and aircraft

34.357.634.118.831.9Ships and aircraft
1,313.01,096.6762.6820.9818.1Total imports

10.59.18.57.26.0Imports returned, excl. diamonds

1,302.51,087.5754.1813.7812.1Net commodity imports

Balance of payments adjustments

Net commodity imports according

to balance of payments

15.8 16.1 22.7 28.1 42.8

796.3 797.6 731.4 1,059.4 1,259.7

36 BANK OF ISRAEL ANNUAL REPORT 1970



1114

ECONOMIC DESTINATION, 196570
million)

()decreaseIncrease or

ValuePriceQuantity1970

197019691968196719701969196819671970196919681967

121613224354813191948.8

12343723421049940.7

196010825431222551102350.0

127461633324235114139.5

3212842632714566.7

131744735311011486535.4

302210121353126161072024.5

17387027843833752789.9

1113522915570.2

14173883431113428786.7

2019299823121127154.4

617366521611387941.1

16283313551_182234136.9

164712325551704012525186.1

12413617551734371750.1

7513312551244341241.4

134680205518398220284.5

924069815518743718165.9

1,431.0

8.1

1,422.9

52.0

1,370.9 7 47 14 7  2 7 44 20
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Table 1115

USES OF DOMESTIC OUTPUT AND THEIR IMPORT COMPONENT, 196870

usesTotalusesDomesticExports

Excl.
diamonds

Incl.
diamonds

Invest
ment

Public
con

sumption

Private
COif

sumption ;
TotalExcl.

; diamonds
Incl.

diamonds

at 1965 producer prices()IL million,Uses of domestic output
11,850
13,362
14,489

12,532
14,070
15,180

2,090
2,632
2,809

1,452
1,696
1,900

5,846
6,324
6,708

9,390
10,652
11,117

2,460
2,710
3,072

3,142
3,418
3,763

1968
1969
1970

at 1968 prices(Required imports of current inputs ($ million,

591
672
728

86
112
120

85
98
111

284
313
329

455
523
560

136
149
168

299
319
334

1968
1969
1970

outputdomesticin uses ofPercent increase
12.8
8.4

12.3
7.5

25.9
6.7

16.7
12.0

8.1
6.1

13.4
7.2

10.2
13.4

8.8
10.1

1969
1970

increase in required imports of current inputsPercent j

13.7
8.3

30.2
7.1

15.3
13.3

10.2
5.1

14.9
7.0

9.6
12.8

6.7
4.7

1969
1970

Demand for current inputs weakened, as already noted, because of the more
sluggish expansion of economic activity. The increase in uses of domestic output1
amounted in 1970 to 8 percent in quantitative terms, as contrasted with 13
percent the year before. This deceleration, together with the consequent slower
growth of demand for imported inputs relfected contrasting developments. The
increase in output diverted to exports, excluding diamonds, accelerated from
10 to 13 percent in quantitative terms,2 while the increase in output for domestic
uses fell from 13 to 7 percent. This slowdown encompassed all domestic uses,
though in each case the reasons were slightly different. It was particularly marked
in investment and more mild in private and public consumption.
These two developments also had a differential effect on imports of current

1 Excluding diamonds.
2 In this calculation output marketed abroad is valued not at the actual prices received but
at its domestic market prices; hence there are slight discrepancies between the quantity
growth rates cited here and those based on an evaluation of exports at actual prices. The
procedure used here was necessary in order to render the export data comparable with those
on domestic uses.
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Table 1114)
REQUIRED AND ACTUAL IMPORTS OF CURRENT COMMODITY INPUTS,* 196570

($ million(

Difference
between

Tnf<\
importsRequired

j oiai
actualTotalOf which:

exportsForין
actual and
required
imports

imports,
excl.

diamonds
Excl.
rough

diamonds

Incl.
rough
diamonds

Public
consump

tion
Private

consumptionInvestment

r or

domestic
uses

Excl.
rough

diamonds

Incl.
rough

diamonds

At current pirces
Old estimate*

346046356324243933601032031965
1146647759529254803631142321966
7143050161546264653751262401967
1959357471463280774201542941968
12692680838773201004971833411969
30787757894893461135482093461970

New estimate'o
259359175485284864551362991968

116927038851033251205481553371969<
V

37877849531213491346041803491970H
1968 pircesAtW

3ק

Old estimate1' _j45145256324237913521002111965
1245246458729246793541102331966
7341749060646257643671232391967X
1י19593574714632807742015429419681

1266565380074309944771763231969
28735707851833261025111963401970<

New estimate'
259359175485284864551362991968

נ?7665672842983131125231493191969
773572889411132912056016833419700

Quantitative increase
Old estimate1'

0.22.74.320.83.813.20.610.010.41966$
7.85.63.258.64.519.03.711.82.61967g
42.217.117.837.08.920.314.425.223.01968W

12.113.812.017.510:422.113.614.59.91969H
10.58.36.412.25.58.57.111.45.3197007

New estimate*
12.113.711.715.310.230.214.99.66.71969
10.58.36.213.35.17.17.112.84.71970CO

 Excluding imports to the aaministered area and
* According to 1963 inputoutput coefficients.
c According to 1965/66 inputoutput coefficients.



inputs.1 Total demand for such imports2 as estimated according to an inputout
put analysis based on constant technical input coeiffcients for each branch of the
economy was up 8 percent in quantitative terms, compared with 14 percent in
1969. The smaller increase was the resultant of two developments : a decline in
the growth of imported inputs for domestic uses from 15 to 7 percent, and a rise in
that of inputs for export production from 10 to 13 percent. The share of exports in
the additional demand for imported inputs went up from 16 percent in 1969 to 34
percent, matching the rise in their share in the output increment in these two
years (from 18to 33 percent). The weight of private consumption dropped from
36 to 29 percent, and that of investment from 32 to 14 percent ; by contrast,
public consumption rose from 16to 23 percent.
The percentage increase in actual imports of current inputs fell in the

year reviewed (from 12 percent in 1969 to 11 percent), but to a lesser extent
than the estimated requirements (down from 14 to 8 percent).
As regards 1969, the difference between the rates of increase in actual and

required imports can be attributed to the heavy inventory replenishment in
1968,3 as a result of which actual imports far exceeded current production re
quirements.4 As for 1970, there is nothing in the existing data to explain the
disparity,5 but the correspondence between the two series is great enough to
justify an analysis of the components of the incremental demand for imported
inputs on the strength of the estimated import requirements.
The above data on the weights of the various ifnal uses in incremental domes

tic output and in incremental demand for imported inputs do not give a full
picture.

Changes also took place in the share in the various ifnal uses of direct imports
relative to that of domestic output, and thus in the share of each ifnal use in the
total additional demand for imports. In private consumption there was a shift
from imports to domestic production : whereas demand for domestically produced
goods grew somewhat more slowly than in 1969, direct imports fell by 4 percent

1 Excluding rough diamonds.
2 Excluding the increase in stocks from domestic production and part of the export to the
administered areas (see the note to Table III6).

3 See Bank of Israel, Annual Report 1968, Ch. Ill, p. 35.
■* Actual imports were up by an appreciable 42 percent, whereas the estimated requirements
for current production rose by only 14 percent.

 As already indicated (see the note to Table 1116), the data on domestic uses are not
complete. It should be stressed that the comparison here is between two separate series,
and the growth rate for each series is measured from a different base. If in the level of
actual imports there are random variations amounting to 1 percent in opposite directions in
two adjacent years, this will result in a deviation of 2 percent in the measured rate of actual
growth as compared with the required imports. It should also be noted that the data on
import developments in the past two years point to sharp lfuctuations in inventories (see
below) , and such changes can lead to disparate growth rates in the two series. A higher
percentage rise in actual imports is an indication that stocks were larger at the end of the
period than at the beginning.
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Table 1117

COMMODITY IMPORTS, BY ECONOMIC DESTINATION, 196870

($ million, at 1968 prices(

Percent annual
increase197019691968

19701969

2.413.9461450395Private consumption
16.721.1448384317Investment
10.535.5388351259Excl. ships and aircraft

603358Ships and aircraft
9.017.1909834712Total private domestic uses

13.315.31119885Public consumption
12.89.6168149136Exports, excl. diamonds
2.44.3166170163Exports of diamonds

331Inventoires
8.214.31,3571,2541,097Total uses

Returned imports and balance of
765540payments adjustments

86.834.1624334249Defense imports
24.317.31,9051,5331,306Total, incl. defense imports

in quantitative terms. As a result, total imports (inputs and ifnished goods) for
private consumption rose by 2 percent in 1970, as against 14 percent in the
previous year, and their share in incremental imports tumbled from 36 to 13
percent.
The more sluggish increase in imports for private consumption can be ascribed

to a number of factors. First of all, the policy of reducing disposable private
income by hiking taxes sent the consumption growth rate plunging from 11 to
3 percent. As regards direct imports, two further factors operated : the tightening
of the restrictive taxation policy on consumer durables, particularly automobiles,
and the repercussions of the prevailing expectations of a rise in import prices. In
implementing its taxation policy, the Government raised import and purchase
taxes (in February and August) and upped the annual vehicle license fees. The
expectations of higher import prices after the November 1969 elections led to
the advancing of purchases of consumer durables in the ifnal months of 1969.
In the last quarter of the year imports of durables were 50 percent higher than
in the same period of the previous year and ifve times as high as during the
recession period.
The deceleration of direct imports for consumption was concentrated en

tirely in consumer durable goods, where the growth rate fell 19 percent (22
percent in quantitative terms). Within this group the biggest decline was in

CHAPTER in, THE BALANCE OF PAYMENTS 41



N3

a
>

o

>
w
r

2;

r1

w
w
נדי
0
50

(0
O

TableIII8

IMPORTS" BY FINAL DESTINATION, EXPORTS, AND THE DEFICIT, 196870

)$ million)

pricesAt current1968 pricesAt

Increase orIncrease or
decrease ()19701969decrease ()197019691968

1970196919701969

2899693665974649640566Private consumption
78934964185569449394325Investment

1061921,1891,083641431,0981,034891Total pirvate domestic uses
268134840545245110766521411Public consumption
29085.24969.Of which: Defense imports
28151791511911166147136Capital services
45313262812925304275250Exports, excl. diamonds
121917018247166170163Rough diamonds

12331Inventory accumulation and other uses
4623902,7042,2423532982,5032,1501,852Total imports

Total imports after balance of
4433762,6312,1873472782,4362,0891,812payments adjustments
153291198209Total, excl. direct defense imports
1252767998Total, excl. defense imports and capital services
1051331,3701,26586791,2971,2111,132Total exports
2154970215497065Capital services
12612810774Other

■1,2619221,141884680Deifcit on current account
493511457489360Deifcit, excl. defense imports and capital services

* Total imports of goods and services.



passenger cars down 32 percent, and in the case of cars subject to the full rate
of customs duty 36 percent.
Imports of capital goods wereup 17 percent in quantitative terms, compared

with 21 percent in 1969. Ships accounted for most of the increase; direct imports
of all other items slowed conspicuously, the growth rate falling from 39 to 8
percent. In total imports (direct and indirect) for investment purposes, exclud
ing ships and aircraft, the increase came to 11 percent, as against 36 percent in
1969, depressing the share of this destination in incremental imports from 59
to 36 percent.
Although the deceleration occurred during a period of slower economic

growth, it was not indicative of any change in investors' assessment of the busi
ness outlook. Since the interval between the beginning of the slowdown and the
decline in capital spending was very short, not much importance can be at
tached to this factor. If the slowdown did in fact bring about a change in long
run expectations, this will leave its impress on investment in 1971. To some ex
tent the sagging rate of increase in capital formation stemmed from the cutting
back of direct investments of the public sector and those subject to its control,
in line with the policy of restraining demand. But the principal reasons lay
elsewhere. First, there was a natural abatement of the very vigorous growth rates
posted during the period of recovery from the recession and immediately there
after, relfecting the adjustment of the capital stock to a desirable level. The second
factor was speculative considerations airsing from expectations of a currency
devaluation after the elections, which in the final part of 1969 led to heavy pur
chases of capital goods earlier than originally planned. This of course caused
investment to soar in 1969 and to irse more slowly in 1970, thereby dampen
ing the average annual growth rate for the latter year. After adjusting for season
ality, it turns out that imports of capital goods in the last quarter of 1969 were
65 percent above the average level for the other three quarters of the year.

(c) Speculative fluctuations and developments during the year

Throughout most of 1970 the import curve sloped downward, largely in
reaction to the sharp rise at the end of 1969. Between the middle of 1969 and
the middle of 1970 there is an unmistakable bulge, whose size varies for the dif
ferent categoires of imports. After adjusting for seasonal influences, total imports
exclusive of rough diamonds moved up 20 percent in quantitative terms between
mid 1969 and mid1970. In the second half of 1970 the curve fell 10 percentin
inputs the level in the ifrst half of 1970 was 22 percent higher than in the first
half of 1969, while in the second half of the year it dropped 6 percent. Fluctua
tions of these proportions cannot be explained by current production trends. The
influence of random factors cannot be ruled out, but the amplitude of the oscilla
tions and their timing in relationship to general economic developments strongly
suggest that the major factor was the speculative one.
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It left its greatest impress on imports of capital goods, where the level in the
first half of 1970 jumped 27 percent (in quantitative terms) above that of the
first half of the preceding year, and then fell by a steep 17 percent in the last six
months of 1970. The difference in the severity of the fluctuations for capital
goods and for inputs are a relfection of the divergent character of these two
categories. While inputs are imported in a steady flow, imports of investment
goods usually consist of onetime outlays of considerable size relative to the in
vestor's current expenditures. Thus the loss anticipated from a price rise in in
vestment goods is much greater, and the incentive to take steps to prevent it
much stronger, than in the case of current outlays.
On the other hand, inputs can be stepped up, even to an appreciable degree,

within a relatively short period. But since the import of capital goods largely
represents a number of onetime outlays involving a long planning process, and
frequently the placing of an order to the customer's specifications, it cannot be
stepped up quickly in the short run. The relatively tardy response of capital goods
imports to the revival of economic activity (see Figure IIIl ) is a case in point.
The heavy speculative purchases of such assets from abroad at the end of 1969
and the beginning of 1970 can be ascribed to the long intervening period, which
permitted the buildup of speculative expectations. Almost from its very start,
1969 was marked by a grave deterioration in the country's balance of payments
and a heavy depletion of foreign currency reservesa problem of which the
public was acutely aware. The prevailing feeling was that after the November
elections steps would be taken to make imports dearer. There were in fact pro
tracted negotiations after the elections, which culminated in the tripartite "pack
age deal".1 During this interval the belief persisted that import restirctions were
in the offing. Thus there was a comparatively long period of intense expectations,
which led to a large volume of advance purchases of imported producer goods.
In the second quarter of 1970 the curve for the various component categories

began to falter and even turn downward. To some extent this was only to be
expected, as the speculative wave had to peter out sooner or later, but there
were also other factors at work. On the one hand, after the conclusion of the
"package deal" and the announcement of the various restrictive policy measures
adopted by the Government, expectations of an early devaluation (and of the
imposition of additional import levies) weakened appreciably. Furthermore, the
first half of 1970 was a period of monetary restraint and growing pressure in
the credit market, while the abolition of the interest rate ceiling in March was
accompanied by a rise in interest rates. These developments increased the cost
of holding inventories.

Still another factor was the introduction of obligatory import deposits. Be
ginning in January, importers had to make advance deposits against part of the
c.i.f. value of their overseas orders ; in March the proportion to be covered was

1 On this see Chapter IX, section 5.
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doubled to 50 percent. Since the interest paid on these deposits (which are for
a sixmonth period) is 6 percent about 9 percentage points less than the going
market rate the institution of this arrangement was equivalent to a rise of 2
percent in the customs duties payable on the imports. The direct impact of this
factor on the price of imports was marginal. Besides the small dimensions of the ef
fective levy, it was imposed only on imports subject to a duty of 30 percent or
more. And after taking into account the vairous exemptions, it turns out that the
items subject to the deposit requirements amounted to only 15 percent of total
imports. However, this factor had an important indirect effect in mopping up
purchasing power, increasing pressure in the credit market, and raising interest
rates in the economy.
The combination of all these factors weakening expectations of an imminent

devaluation and increasing the cost of holding stocks undoubtedly helped to
birng to an end the speculative accumulation of stocks, and even more signiifc
antly, led to the unloading of speculative stocks built up earlier. This left its
strongest mark on imports of current inputs. After the speculative wave ebbed,
such imports fell below the level required for current production, but subsequent
ly rose again. This dip in the curve is evidence that stocks were drawn down, so
that when imports of current inputs rose again, stocks were at a lower level.
In the latest subperiod for which there are detailed data (November 1970

March 1971), imports of current inputs ( adjusted for seasonality) held steady :

excluding rough diamonds, they stood at an annual level of $ 800 million, about
3 percent above the average for 1970.

(d) The effective rate of exchange

In the second half of the year the effective rate of exchange for imports was
raised by the imposition in August of a 20 percent surcharge. It was applied to
the majoirty of imports between 70 and 75 percent of total commodity volume.1
Among the products exempted from this levy the most important (accounting
for more than half) was rough diamonds. If this item, which is affected by inter
nal economic forces to only a very slight degree, is disregarded, the proportion rises
to 8487 percent. In effect, the surcharge represents a general uniform increase
in the effective rate, with a short list of goods being subsidized, mostly foodstuffs
or inputs to the food industry wheat, sugar, irce, and soya dean and oil.
The interval elapsing since the imposition of the surcharge is too short to per

mit an assessment of its impact on imports. However, several points may be
noted. In the ifrst place, contrary to previous practice, it is very extensively ap
plied, with no exemptions being granted on imports for export production. In

2 This estimate is based on the composition of imports in 1969 and can only be given as a
range of .percentages, because after the imposition of the surcharge a number of categories
were subdivided, with some items included in the list of exemptions. The available data do
not permit a separation of the items in question.
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lieu of this, exporters have been compensatedto a degree far exceeding the
surchargein the form of increased direct incentive payments on the f.o.b.
value of their overseas sales. This system is preferable from all points of view. It
is simpler than the previous system and does not involve a great deal of red tape.
It also avoids distortions arising from the execution of exports motivated prima
irly by a desire to import goods for the local market dutyfree. It also possesses
various advantages from the standpoint of export promotion (see below ).
Even apart from the nonexclusion of imports for exports, the surcharge has

tended to unify the effective rates of exchange. For commodities exempt from
customs it raised the price to the importer by 20 percent, while for dutiable im
ports the increase was smaller. Obviously, the percentage irse is lower the higher
the customs duty before the imposition of the surcharge. These differential in
creases are relfected in the breakdown of imports by destination. For total
dutiable imports the surcharge brought up the effective rate of exchange by 15

percent. For consumer goods the irse was relatively low 11.2 percent (10.6
percent for durables). For current inputs and capital goods it was a little above
average (15.2 and 15.4 percent respectively). The sharpest rise took place in
capital goods for agriculture (19.8 percent), and the mildest in capital goods
for transportation and communications (9.9 percent).1 These disparate increases
reduced somewhat the differences in effective rates of exchange for example,
in the case of capital goods for agriculture and for transportation and com
munications, they narrowed the gap from 26 to 16 percent. The uniifcation of
rates is greater than appears from a compairson of average rates for the various
enduses, as the averages represent a wide range of rates, the dispersion of which
has been reduced by the surcharge.
It is clear, therefore, that the surcharge has diminished distortions in import

prices. This involved two simultaneous adjustmentsa rectiifcation of aver
age rates that were too low, and the movement of the vairous effective rates of
exchange toward their real level, with an accompanying reduction of the spread
around the average. In correcting the average rate and reducing the dispersion,
the surcharge shifted the entire set of effective exchange rates in an upward
direction. But at the top range of the scale, where effective exchange rates were
already far above what may be reasonably regarded as their real level, there was
no need for any further increase. These high rates are mainly associated with the
protection of domestic production, and their upward movement has negative im
plications for the level of domestic pirces and for the relative proiftability of
exports.
The inlfuence of the surcharge on the level of domestic prices depends on

the extent to which these extra costs have been passed on to the customer; this
question, however, is beyond the scope of the present discussion. But there is

* The data on changes in the effective rates cited here are from a study by Valery Dan Amiel,
of the Bank of Israel Research Department (forthcoming).

46 BANK OF ISRAEL ANNUAL REPORT 1970



a further aspect worth noting, namely the inlfuence of competing imports on
the prices of domestic output. Insofar as competing imports are effectively
liberalized (as relfected by a significant import and the absence of redundant
tariffs), the price of the local product will be determined by the international
price plus customs duty. The new surcharge brings up this level. In the short run
a rise in the price of the competing domestic product can be staved off by
administrative controls, but in the longer run prices will be ransed either overtly
or covertly. The reference is 10 products found mostly in the upper range of
the scale of effective exchange rates, and considerations of an adjustment
of the exchange rate for imports do not require that they be raised any further.

3. Commodity Exports
Net foreign currency returns from commodity exports grew more sluggishly

than in previous years by 6 percent as against 13 percent in 1969 and 20
percent in 1968. This slowdown is largely attributable to differences in price
lfuctuationsa fall of 2 percent in 1970 after a rise of 4 percent in 1969 and
a decline of 2 percent in 1968. Prices retreated most conspicuously for the
country's two pirncipal traditional export items, citrus and diamonds, while
industrial products were up 3 percent following an increase of 4 percent in
1969in line with the general rise in world prices.
Compared with the average level for 1968, these changes increased export

receipts by $ 30 million in 1969 and $ 20 million in 1970. Compared with

FigureIII2
NET EXPORTS, EXCL. SHIPS AND AIRCRAFT, AND INDUSTRIAL EXPORTS,

EXCL. DIAMONDS, 196770

($ million(

20 

/S \J
INDUSTRIAL EXPORTS, EXCL DIAMONDS.
SHIPS AND AIRCRAFT

VIXIIVIXIIVIXIIVI

>970
XII

Source: Central Bureau of Statistics.
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19Table 11
>x<

196570EXPORTS, BY GROUP,COMMODITYNETU

)$million, at current prices(
z
IS

o
*t

Weight in exportPercent annual increase55
increment (9cf(or decrease )(197019691968196719661965

19701969196819671970196919681967r

Agricultural exports

<
z
z
G

18.73.53.142.18.93.13.614.283.091.188.485.374.771.2Citrus
Poultry products

15.31.14.015.568.810.332.043.816.29.68.712.88.97.3and cotton3 Other agricultural
23.42.85.34.859.114.056.3U.I27.217.115.09.610.87.6productsH

20.07.44.452.87.35.14.114.1126.4117.8112.1107.794.486.1Total
o

Industrial exports
29.026.836.427.05.810.623.44.1203.0215.5194.8157.9164.7131.8Diamonds
11.46.22.922.212.714.19.415.443.438.533.730.836.430.3Minerals and scrap

14.615.011.610.412.28.5Coppercement
4.87.56.04.64.42.9Phosphates
2.52.51.32.04.53.1Scrap
21.013.213.513.612.913.3Potash

Textiles and
36.421.811.625.419.526.522.714.196.380.663.751.945.540.6clothing
5.87.91.324.27.723.55.232.135.132.626.425.119.018.6Citrus products
3.93.11.72.010.913.310.43.213.915.618.016.315.810.3Other chemicals

Other metal
13.53.018.111.124.18.8230.025.918.324.126.48.010.89.9products
2.12.12.815.412.918.648.2222.26.17.08.65.81.82.2Aircraft and parts



4.92.63.419.028.036.4139.167.6

70.035.517.459.523.226.320.421.0

80.092.695.647.26.214.925.23.2

Edible oils
and oilcake 7.5 7.1 2.3 5.5 7.5 9.6

Other industiral
products 61.6 71.4 86.4 104.0 131.3 161.8
Total industrial
exports 312.8 372.6 384.5 481.4 553.0 587.5

Total industrial
exports, excl.
diamonds and
minerals 150.7 171.5 198.5 252.9 299.0 341.1 15.7 27.4 18.2 14.1

Total commodity
exports from

g domestic output 398.9 467.0 492.2 593.5 670.8 713.9 5.4 20.6 13.0 6.4 100.0 100.0 100.0 100.0
>
J| Sales of used ships
jg and aircraft 2.7 5.1 18.8 3.4 5.9 2.0
_, Equipment shipments

by Israeli ifrms
^ operating abroad  0.3 1.0 0.1
p] Works of art, antiques,
a collectors' pieces,
£ personal effects, etc. 4.7 4.6 5.4 5.6 4.9 6.3
^ Fuel and food
^ supplied to
q foreign ships 7.4 8.1
^ Total commodity
v exports 406.3 477.0 517.4 602.6 689.0 730.5 8.5 16.5 14.3 6.0
<g Balance of payments
g adjustments 2.5 2.4 0.4 4.7 9.9 10.2
^ Net commodity ex

ports, according to
^ balance of payments 403.8 474.6 518.1 597.9 679.1 720.3 9.2 15.4 13.6 6.1
op ■



1969 prices, however, there was a fall of $ 14 million in the year surveyed.
In quantitative terms exports expanded by 8 percent in 1970, as against

8.6 percent in 1969 and 23.2 percent in 1968. However, changes in the com
position of sales particularly the drop in the share of diamonds resulted in
a stronger rise in the valueadded component in the year reviewed11 percent
as contrasted with 7 percent in 1969 and 26 percent in 1968.
The slacker growth of exports over the past two years is a product of two

opposing developments. On the one hand, there was an absolute decrease, or
a much slower rise, in the country's exportoriented items. The decisive factor
here was demand conditions abroad, while a secondary factor was supply limi
tations. There were also steep declines in some commodities due to special
circumstances.
There was a difference of $ 44 million in the share of citrus and diamonds

in the export increment in the last two years. Whereas in 1969 they ac
counted for $ 23 million of the increase, in 1970 their contribution was negative,

11110Table

INDUSTRIAL EXPORTS, 196770

1968 prices()$ million, at

1970196919681967

196.1202.2194.8158.6Diamonds
42.136.533.730.8Minerals
95.377.763.751.1Textiles and clothing
33.132.026.421.9Citrus products
14.017.418.016.4Other chemicaJs
16.522.626.47.8Other metal products
5.96.68.65.8Aircraft and parts
9.37.35.52.2Edible oils and oilcake

156.1128.8104.084.1Other industrial products
568.4531.1481.4378.7Total

increasequantitativePercent

3.03.822.8Diamonds
15.38.39.4Minerals
22.621.924.7Textiles and clothing
3.421.220.5Citrus products

19.53.39.8Other chemicals
27.014.4238.5Other metal products
10.723.348.3Aircraft and parts
27.432.7150.0£dible oils and oilcake
21.223.823.7Other industrial products
7.010.327.1Total
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Table 11111

EXPORTS" AND VALUE ADDED, 196570

($ million(

V
m

50

H
X
w

a

f

o
w
o

Hi
g
w
2;

en

tn

Exports Value added

Weight
Weight in
in incre

1965 1966 1967 1968 1969 1970 1965 1966 1967 1968 1969 1^70eX1969tS exports,
(96) 1970

Weight
Weight in
in incre

value mental
added, value
1969 added,
{07c) 1970

)'£<(

Citrus 71.3 74.9 85.5 88.4 91.1 83.0 56.7 60.1 67.5 68.7 71.1 62.9 13.6 18.6 22.4 _24.4
Other agricultural
Produce 14.9 20.2 23.0 23.8 26.7 43.4 11.8 16.6 18.5 19.9 18.4 36.1 4.0 38.5 5.8 52.7

Diamonds 131.9 165.1 157.9 194.1 215.5 202.9 24.0 27.1 25.2 30.1 32.5 32.9 32.1 29.0 10.2 1!
Textiles and

clothing 40.3 44.9 52.3 63.7 80.6 96.3 19.9 21.0 23.5 29.4 34.2 38.8 12.0 36.2 10.8 13.7
Minerals 24.2 29.8 30.8 33.7 38.5 43.4 20.0 25.1 25.2 27.6 32.0 34.8 5.7 1L3 10.1 8.3

Citrus products 18.6 19.0 24.0 26.4 32.6 35.1 12.5 12.7 16.0 17.3 21.0 22.7 4.9 5.8 6.65 !

Other industrial
products 98.5 113.9 119.8 163.1 185.7 210.0 53.4 62.1 67.3 97.5 108.3 122.9 27.7 56.0 34.1 43.5
Total commodity

exports 399.9 467.9 493.4 593.2 670.7 714.1 198.3 224.8 243.2 290.5 317.5 351.1 100.0 100.0 100.0 100.0

Total commodity
exports, excl.

diamonds 181.7 207.7 227.0 286.9 337.4 384.8 105.9 121.0 132.0 171.8 195.5 219.2

t * The data in this table do not fully correspond to those in Table 11110, as they are from a different source.



Q Table 11112

a INCREASE" IN EXPORTS AND VALUE ADDED, 196670

Pi
(percentages)

o

w Quantitative increase Quantitative increase Increase in exports Increase in value added
> in exports in value added at current prices at current prices
r

1966 1967 1968 1969 1970 1966 1967 1968 1969 1970 1966 1967 1968 1969 1970 1966 1967 1968 1969 1970
Z ~~~~ 

< Citrus 1.6 19.8 12.2 2.6 3.6 1.9 19.3 12.3 2.6 3.8 5.0 14.2 3.4 3.0 8.9 6.0 12.3 L8 3.5 _1L5
" Other agricultural
" products 31.7 14.4 2.2 13.0 64.0 34.6 12.0 5.4 5.6 100.3 35.6 13.9 3.5 12.2 62.5 40.7 11.4 7.6 7.6 96.2
W Diamonds 10.4 6.1 22.3 4.2 2.5 10.3 5.3 20.0 6.5 2.8 25.2 4.4 22.9 11.0 5.9 12.9 7.0 19.5 8.0 L2
>* Textiles and

o^ clothing 10.3 18.3 24.7 22.0 22.5 3.8 10.5 26.4 12.9 21.7 11.4 16.5 21.8 26.5 19.5 5.5 11.9 25.1 16.3 13.5
Minerals 18.2 13.1 9.7 8.3 15.3 19.5 13.5 9.9 9.8 5.6 23.1 3.4 9.4 14.2 12.7 25.5 0.4 9.5 15.9 8.8

Citrus products 1.7 28.9 20.5 21.2 3.4 1.7 29.1 30.6 21.4 2.8 2.2 26.3 10.0 23.5 7.7 1.6 26.0 8.1 21.4 8.1
Other industrial
products 15.4 5.4 39.1 11.9 11.8 16.4 8.2 48.1 11.2 13.5 15.6 5.2 36.1 13.9 13.1 16.3 8.4 44.9 11.1 13.5
Total commodity
exports from
domestic output 10.9 6.7 23.2 8.6 8.0 11.6 13.0 26.1 6.9 11.4 17.0 5.4 20.3 13.1 6.4 13.4 8.2 19.4 9.3 10.6

Total industrial
exports, excl.

diamonds 13.2 11.4 30.0 14.5 13.2 12.9 11.8 34.8 11.1 12.5 14.3 9.3 26.4 17.6 14.0 14.2 9.1 30.2 13.8 12.1

* See note to Table 11111.



shaving $ 21 million off the total irse. Excluding these two items, growth amount
edto 17 percent in 1970, similar to the previous year's figure.
In contrast to these developments in predominantly exportoriented prod

ucts, there has been a rapid, steady rise in overseas sales of the broad group
of other industrial products, apart from some special items. The quantitative
advance of 20 percent or more per annum in 196870 can be ascribed, first and
foremost, to the much higher profitability of industiral exports in recent years,
due in the main to the larger export incentive payments, and to a lesser extent
to the rise in world prices.
An additional factor enhancing the ability of Israel's goods to compete

abroad is the persistent pricewage spiral in the industiralized countries. a fac
tor that is not fully relfected in the indicators used for the profitability calcu
lations.
The upward trend in proiftability carried over through 1970, a result of the rais

ing of export incentives (in February and August), although in the early part of
the year the steep increase in labor costs may have temporairly reversed the trend.
Another factor was the keener competition of domestic demand, which apparent
ly became more effective with the fuller utilization of the available factors of
production.
In industrial exports other than diamonds the upward trend grew stronger

Table 11113

CHANGES IN THE EFFECTIVE RATE OF EXCHANGE FOR
INDUSTRIAL EXPORTS," 196670

Valueadded Nov. March Nov. Feb. Aug.
group 1966 1967 1967 1970 1970

A. In agorot per dollar above the official rate at beginning of the peirod (IL 3/$ I)
1(Upto25 percent) 1.8 50" 50
2(2645 percent) 10.5 60b 70 130
3 (4665 percent) 18.0 34.5C 70b 85 140
4(66percent +) 25.5 45C 85b 105 165

B. Percent above the official rate at beginning of the peirod
1 0.6 16.7" 16.7
2 3.5 20.0" 23.3 43.3
3 6.0 11.5" 23.3" 28.3 46.7
4 8.5 15.0c 28.3" 35.0 55.0

" The effective rate of change is calculated here as the official rate plus direct incentive
payments only. In 1969 these incentives accounted for 23.7 percent of total budgetary export
subsidies. Less the special supports granted to agricultural and textile exports, the proportion
rises to 50.3 percent. The remaining subsidies cover the entire export list, and for the
most part are only slightly connected with current exports.

b Of which 50 agorot (16.7 percent) was due to devaluation.
c Beginning in March 1967, groups 3 and 4 were subdivided, with growth and other preferred
industries receiving higher incentives than the rest of the group.
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in the final months, but because of the lagged effect of the new export incen
tives, they can be only partly credited for this development.

(a) Exportoriented commodities and other special items

A relatively small number of branches producing predominantly for the
overseas market play a leading role in Israel's export drive. Local demand
has little or no inlfuence on these commodities, while Israel's share of the export
markets is in most cases fairly large, so that foreign demand is relatively inelastic.
In these circumstances, export developments are decisively affected by changes
in foreign demand, while fluctuations in the proiftability of exports because
of changes in the effective exchange rate and production costs play only a
secondary role in the short run. In 1970 overseas sales of most of these com
modities fell, and while there were speciifc reasons in each case, foreign demand
remained the foremost factor.
As regards citrus, there was a slump in volume and a sharp retreat of prices,

which depressed the value of exports by 9 percent and value added by 11

percent. This followed a year which likewise saw a fall in volume but a rise
in prices. Because of the large share of the major foreign markets commanded
by Israel, these exports have a relatively low elasticity of demand in comparison
with the country's other commodity exports. But since Israel is not solely respon
sible for changes in supply in these markets, it cannot of course control the prices
of these exports.
Fluctuations in supply (because of the nature of the product it is not only

the annual supply but its distribution over the season that is of signiifcance )
and in prices are sharp not only from year to year but also within each season.
Most affected by the softening of prices was the valueadded component of the
export. Because of the lower prices fetched, a 4 percent quantitative decline
in value added turned into a 12 percent drop in current price terms i.e. the
valueadded component of exports fell by 8 percent per unit of export.

DEVELOPMENT OF CITRUS EXPORTS, 196670

(percent annual change(

ValuePriceQuantity

4.931.81966
14.2519.81967
3.4912.21968
3.062.71969

8.963.61970

In diamonds, the country's second principal export commodity (from the
aspect of value added ), the chief factor in their development in 1970 was the
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state of demand in the export markets. The 6 percent drop during the year was
the result of weaker demand in the principal market the United States and
the repercussions this had on other markets where there was excess supply.
The downward movement began in 1969, when the export growth rate was
more than halved. Demand for polished stones, a distinct luxury item, is very
sensitive to changes in income level, particularly in the high brackets, and the
economic recession in the United States in the past two years and falling stock
market prices dampened demand and diamond prices.1
This slump in the diamond market also depressed prices for uncut stones. The

supply of such stones is largely controlled by a virtually monopolistic body the
London Diamond Syndicate and its prices remained unchanged after being
upped in the two preceding years; but the prices of uncut stones from secondary
sources declined. The lower prices paid by the local industry relfected its grow
ing utilization of these secondary sources.
In previous years diamond exports did not benefit from any direct incentives,

but in February 1970, with the general increase in incentive payments, this item

Table 11114

INDUSTRIAL EXPORTS BY LEVEL OF INCENTIVE RATE,* 1969

($ million; preliminary ifgures(

TotalGroup 5
(55 ag.(

Group 4
(35 ag.(

Group 3
(20 ag.(

Group 2
(10 ag.(Group 1"

96.10.949.05.140.70.4Textiles and clothing
244.8244.8Diamonds
14.114.1Fuel
2.62.6Ships

272.5226.824.718.6! 4.4Other industrial product:
Waste products,
scrap, personal effects,
gifts by parcel post,
collections,
cinematographic

11.211.2iflms, etc.
641.3227.773.723.740.7275.5Total

Other industrial
exports (percentage

100.083.39.16.80.3distribution(

* Data on incentive rates relate to the beginning of 1970; export data are for the whole of 1970.
" There is no uniform incentive for group 1. Some commodities do not qualify for incentive
payments, while for others (mainly diamonds and cinematographic iflms) there are special ar
rangements in force.

1 There are serious statistical deifciencies in the measurement of changes in diamond pirces ;
hence data on changes for both polished and unpolished stones and the value added ifgures
derived therefrom must be treated with caution.
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was added to the list. The rate ifxed was seven agorot per dollar of gross export
(equivalent to 35 agorot per valueadded dollar according to the usual calcula
tions). In August the rates were doubled.
Diamonds are an extreme example of an exportoriented commodity ; in

fact, nearly all of the production is marketed abroad. Hence one cannot speak
of any substitution between the domestic and overseas markets, as there is
hardly any competing domestic demand for the available supply. Almost
all of the purchased inputs (uncut stones) are imported, and there is only
a very weak connection between this industry and general economic develop
ments the sole link is the need to compete with other branches for labor.
Another distinguishing characteristic of this industry is the fact that Israel domi
nates the market for those types of stones in which it specializes, so that the
demand for them is much less elastic than for the general range of industrial
exports.
Another product marketed overwhelmingly abroad is minerals, and here too

domestic demand plays no role. In contrast to diamonds, mineral extraction
involves a heavy investment in fixed assets, so that even sizable fluctuations in
wages and other current outlays do not have much bearing on proiftability in
the short run. The development of exports is a function of foreign demand and
the accompanying price changes. Coppercement lost ground in 1970, this
being relfected in the value of exports, while potash prices advanced slightly,
reversing the steep downward trend of earlier years.
Another commodity in this group is citrus products. Here, too, most of the

output is marketed abroad, and Israel commands an imposing share of the
overseas outlets. This item is handicapped by an inelastic supply in the short
run, as the quantities of fruit made available to the canneries are surpluses that
are not sold for direct consumption in either the home or foreign markets. The
small export growth rate in 1970 is explained by the failure to supply larger
quantities for processing. Another aspect of this development was a rise in the
percentage of culls and the reduced quality of the fresh fruit exported, which
was one of the reasons for the much lower prices received for citrus abroad.
Finally, mention should be made of two groups that are inlfuenced by special

conditions, some of them exogenous to the economy namely, exports of the
military and aircraft industires. These two groups showed a steady, sharp fall
over the past two years, apparently owing primarily to the larger share of
production diverted to meeting domestic requirements.

(b) Other industrial exports

In contrast to the predominantly exportoirented commodities, there is a broad
group of exports in which most branches of industry are represented, consisting
of commodities manufactured both for export and for the local market. This
group (the "other industiral products" in Table 11110) has enjoyed a vigor
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Table 11115
INDICATORS OF THE PROFITABILITY OF INDUSTRIAL EXPORTS," 196570

o
X
v
w
so

w
w
6S

r
Z
o
w
o

H
en

1

103
Jan. March Nov.

1965 1966

Prices received by the exporter
F.o.b. export prices
Percent change 2
Index (1964=100) 102

Effective rate of exchange"
Percent change .
Index (1964=100) 100 100

Prices received by the exporter: Index 102 103

Domestic market prices
Percent change 3.9
Index 103.9

Prices (c.i.f.) of imported commodity inputs
Change in c.i.f. import prices
Percent change 2
Index 102

Effective rate of exchange
Percent change 
Index 100

Price to the importer: Index 102
Labor costs per unit of output
Hourly wages
Percent change 17 7
Index (1964=100) 117.7

Output per manhour
Percent change 9.3
Index 109.3

Labor costs per unit of output
Percent change 7.7
Index 107.7

Summary
Index of prices received by the exporter 102 103
Index of input prices
High 107.7
Low ■ 102

Index of prices received by the exporter
relative to domestic market prices
(1964=100) 98 94.5

1967

3.5
103.5
106.5

4.8
108.9

1
103

100
103

17.8
138.7

4.4
114.1

12.8
121.5

106.5

121.5
103

5.0
111.5
111.5

Jan.

109.5
109.5

103

98

111.5

102.5

109.5

99

2
101

Nov.
18.2
129.6
129.6

1.2
110.2

103
Nov.
~1677
116.7
120.2

4.0
144.2

5.7
120.6

1.6
119.6

129.6

119.6
103

117.5

1968

_2
99

127.0
127.0

2.3
112.7

3
100

116.7
116.7

1.0
145.6

8.1
130.4

6.6
111.7

127.0

116.7
111.7

112.5

1969

3.5
102.5

131.5
131.5

2.1
115.1

4
104

116.7
121.3

3.4
152.2

4.5
136.3

1.0
110.5

131.5

121.3
110.5

114

1970

4
106.5

Feb.
5.2

143.8
143.8
Jan.
Aug.
4.0

119.7

Aug.
14.8
165.1
165.1
Jan.
Dec.
7.1

123.3 c

2
106

116.7
123.7

Aug.
20.9
140.0
148.4

13.8
171.4

5.5
143.8

7.9
119.2

143.8

123.7
119.2

120

165.1

148.4
117.0

134C

* Excluding diamonds, minerals, and textiles.
The ofifcial rate of exchange, plus the direct incentives granted to group 4 (which covers 84 percent of the industrial exports discussed here) .

c Most of the rise in the wholesale price index after 1970 was due to the import surcharge and hence does not represent an increase in producer prices.



ous, steady expansion in recent years, posting a 21 percent quantitative gain
in 1970 after a growth of 24 percent in each of the two preceding years. This
brought up the weight of the group in total commodity exports from about
15 percent in 1966 to 23 percent in 1970, and it now accounts for more than
a quarter of total value added.
The decisive growth factor here is the advancing trend in the proiftability of

industrial exports in general in the past three years. The devaluation of Novem
ber 1967 and the series of increases in direct incentives between April 1966 and
August 1970 raised the effective rates of exchange for exports by between 43
and 55 percent (see Table 11115). Industrial exports, other than textiles, dia
monds, and fuel, are overwhelmingly concentrated (83 percent) in the highest
incentive group (see Table 11114). The past two years also witnessed a irse
in f.o.b. export prices (78 percent) .* Since 1966, when the policy of promoting
exports by way of direct supports was introduced, the prices received by ex
porters have soared by more than 60 percent (see Table 11116) for most items
(those in the highest incentive group). If the August increase, whose effect
on exports was not felt in the year under discussion, is left out of account, the
cumulative rise in the prices received by the exporter still came to above 40
percent.
This rate far exceeded the increase in both costs and domestic pirces (the

latter went up only half as fast as exporters' returns). From 1966 until the
institution of the August increase, export pirces were up by 25 percent relative
to domestic pirces.

Table 11116

GROWTH OF ISRAEL'S EXPORT MARKETS," 196470

(percentages(

TotalOthersDeveloped
countires

12.11.713.81964
10.023.17.81965
8.813.37.91966
4.02.04.41967
12.911.313.21968
12.18.512.71969
13.110.513.61970"

The growth of total imports of a given country served here as a measure of
the expansion of the market for Israel's exports in that country. The import
growth rate of each group of countries is a weighted average of the rates for
the different countries, with Israel's exports (excluding diamonds) to each
country in the previous year serving as the basis for weighting.
For some of the countries the data relate to only part of the year.

' Industrial exports excluding diamonds, textiles, and minerals.
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The rise in export prices stands out just as strikingly when compared with
the level of costs. The available data do not permit the construction of an index
of input prices, but irrespective of which method of weighting is used, input prices
have gone up since 1965 only about half as fast as export prices. Here, too, the
upward movement of export prices relative to costs has been much more pro
nounced since the November 1967 devaluation.
The above comparisons relate to the main group of industrial exports, which

enjoys a high rate of incentive payments. The classification of exports into incen
tive payment groups is based on the percentage of value added. However, a
classiifcation of exports according to value added shows that there may be a
wide dispersion of valueadded rates within the top group, and that a not incon
siderable number of commodities probably have a value added far below the
ofifcial estimate.
Because of the differential effective rates of exchange in force for exports

and for the import component of exports, and in view of the large variations in
the weight of the import component of the different export items, the increase in
the return per valueadded dollar (for any given difference between the effective
rate for exports and for the import component) is larger the smaller the per
ccntage of value added. Such a system introduced a distortion from the stand

Table 11117

HOURLY INDUSTRIAL WAGES IN ISRAEL
AND DEVELOPED INDUSTRIAL COUNTRIES," 196370

Wage
ratioHourly wages inHourly wages

betweenindustrial countriesin Israel
Israel
and

industrialized
countries

Percent
increaseIndexPercent

increaseIndex
)1963=100 (

100.0100100.01963
101.781089.8109.81964
111.4711617.7129.21965
123.7612317.8152.21966
121.861304.0158.31967
114.281401.0159.91968
109.581513.4165.31969

1970
109.21116710.3182.3Excl. fringe beneifts
112.613.8188.1Incl. fringe beneifts*

The data pertain to the eleven largest industrialized countries, with the weighting based on
the share of each country in the total exports of the group.
The table relates to wages exclusive of fringe beneifts. As far as Israel is concerned, the
inclusion of fringe beneifts in the years 196369 would not alter the growth rates very much
(by no more than an estimated half percentage point on an average); but in 1970 the
inclusion of fringe beneifts would add 34 percentage points to the rate.
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point of the economy export incentives were higher the lower the percentage
of value added.1 In order to minimize this kind of distortion, the levels of in
centive payments were scaled according to valueadded groups. However, a break
down of exports by the rate of incentive payment may well show that this
arrangement has not been overly effective.
With the latest increase in incentive payments in August 1970, which was

accompanied by the raising of the effective exchange rate for imports, the gap
between the effective rate for exports and that for imported inputs was narrowed
by 10 to 15 agorot (or from 16 to 11 percent in the top group), thus diminishing
the degree of distortion.

4. Imports and Exports of Services
Most of the growth in the balance of payments deficit since 1967 has been

in the services account. But all of the increase has taken place in a single item
.defense imports, which doubled in 1970 to $ 600 million, compared with an
annual average of $ 100 million in the five years prior to the Six Day War.
Excluding this item, the services account, calculated on the basis of the c.i.f.

value of commodity imports, has been roughly in balance, showing only minor
fluctuations in either direction. Leaving out transactions with the administered
areas, in 1970 there was a surplus of $ 14 million, compared with a deficit of
$ 9 million the year before. These slight changes were the net outcome of sharpry
contrasting trends in several items in recent years: a sharp rise in capital serv
ices on the one hand, and an increased favorable balance in transport services
and tourism on the other.
The most pronounced change occurred in capital services, where the deifcit

jumped in 1970 by $ 50 million to $ 126 millon. This resulted from a much
heavier interest outlay on foreign loans and a sharp fall in interest income. The
20 percent rise in interest payments was mainly due to the rapid growth of the
country's external debt, and also to the general rise of interest rates in recent
years. These payments added up to $ 128 million, double the level four years
earlier. There was also an appreciable increase in interest payments on deposits,
a relfection of the energetic efforts of the domestic banking community to mobi
lize deposit funds abroad.
Another notable development in 1970 was the smaller volume of direct invest

ment income transferredabroad$ 19 million as against an average of $ 25
million in 196568. This decrease took place during a period of buoyant econ
omic activity and rising proifts, and doubtless indicates the ploughingback of a

1 For illustrative purposes, let us take two commodities in group 4, one with a value added
of 70 percent, and the other 40 percent. We ifnd that the uniform incentive payment on the
f.o.b. export prices brought up the effective rate of exchange per valueadded dollar (based
on the rates of incentive payments in force in February 1970) by 22 percent for the ifrst
commodity and by 39 percent for the second.
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Table 11118

IMPORTS AND EXPORTS OF SERVICES, 196570

($ million(

197019691968196719661965

A. Total imports and exports,
excl. administered areas
and defense imports
Transportation

262214200161158148Credit
16513712910010394Debit
977771615554Net

Tourism
1048696525955Credit
556652444944Debit
49204481011Net

Cargo insurance
887444Net

Other insurance
3111156Net

Capital services
537365554837Credit
17915113612310794Debit

1267871685957Net
Other services

888169524937Credit
737969684447Debit
15216510Net

Government, n.e.s.

283333312520Credit
547146414337Debit
263813101817Net

14_ff2732821Total, net

624334249283116110B. Defense imports
Total, excl. administered

areas but incl.
610343222315124131defense imports

141617C. Administered areas
Total balance on

624344228332124131services account
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Table 11119

EXPORTS OF SERVICES, 196570

)$ million)

Annual increase or decrease ()
1965 1966 1967 1968 1969 1970 $ million Percent

1965 1966 1967 1968 1969 1970 1965 1966 1967 1968 1969 1970

Transportation

Passenger

Cargo

Other income
to^ Travel abroad

Insurance

Capital services

Government, n.e.s.

Other services

Total

148.0 157.7 160.8 200.2 214.4 261.6 21.5 9.7 3.1 39.4 14.2 47.2 17.0 6.6 2.0 24.5 7.1 22.0

42.5 41.3 43.4 54.3 50.7 54.0 5.6 1.2 2.1 10.9 3.6 3.3 15.2 2.8 5.1 25.1 6.7 6.5

86.8 93.6 92.9 115.0 128.2 169.5 13.4 6.7 0.7 22.1 13.2 41.3 18.3 7.8 0.8 23.8 11.5 32.2

18.7 22.8 24.5 30.9 35.5 38.1 2.5 4.1 1.7 6.4 4.6 2.6 15.4 21.9 7.5 26.1 14.9 7.3

55.0 59.1 52.2 96.0 85.8 103.5 0.2 4.1 6.9 43.8 10.2 17.7 0.4 7.5 11.7 83.9 10.7 20.6

47.7 58.1 60.9 71.2 98.8 116.3 4.9 10.4 2.8 10.3 27.6 17.5 11.4 21.8 4.8 16.9 38.8 17.7

36.9 48.2 54.5 65.4 72.9 52.7 8.2 11.3 6.3 10.9 7.5 20.2 28.6 30.6 13.1 20.0 11.5 27.8

20.2 25.0 30.7 32.6 33.2 28.0 0.9 4.8 5.7 1.9 0.6 5.2 4.3 23.8 22.8 6.2 1.8 15.7

37.1 49.4 52.4 68.9 81.3 88.3 4.7 12.3 3.0 16.5 12.4 7.0 14.5 33.2 6.1 31.5 18.0 8.6

344.9 397.5 411.5 534.3 586.4 650.4 38.6 52.6 14.0 122.8 52.1 64.0 12.6 15.2 3.5 29.8 9.8 10.9

Exports to the

administered areas 4.6 15.3 16.4 14.6 4.6 10.7 1.1 1.8 233.6 7.2 11.0

Grand total 344.9 397.5 416.1 549.6 602.8 665.0 38.6 52.6 18.6 133.5 53.2 62.2 12.6 15.2 4.7 32.1 9.7 10.3



11120Table

OF SERVICES, 196570IMPORTS
($ million)

\nnual increase or decrease ()1

Percent$ million197019691968196719661965

197019691968196719661965197019691968196719661965

20.06.529.03.09.912.527.58.428.93.09.310.4164.6137.1128.799.8102.893.5Transportation
3.411.513.87.419.23.30.61.81.91.12.40.418.117.515.713.814.912.5Passenger
22.55.831.42.28.514.126.96.627.01.96.910.0146.5119.6113.086.087.981.0Other0
16.727.517.59.911.717.211.014.27.74.85.16.454.965.951.744.048.843.7Travel abroad*<
22.021.511.012.621.620.720.116.27.57.610.78.5111.691.575.367.860.249.5Insuranced
18.411.010.215.313.613.427.714.912.616.412.811.1178.5150.8135.9123.3106.994.1Capital services

Government,a

24.355.010.93.315.11.617.225.24.51.45.66.053.871.045.841.342.737.1n.e.s."

7.314.20.654.45.28.85.79.80.424.12.44.572.978.668.868.444.346.7Other servicesPI

Total (excl.
defenser

7.017.513.99.611.39.441.488.761.638.941.137.9636.3594.9506.2444.6405.7364.6imports)Z
o
M

Defense
o
*I

87.133.912.0144.05.220.6290.784.533.8167.05.718.8624.4333.7249.2283.0116.0110.3importsנל

Imports from
administeredw

70.017.94.711.93.71.021.728.917.020.721.7areas1/)

36.421.83.643.69.911.8344.0169.526.8227.648.856.71,289.6945.6776.1749.3521.7474.9Grand total

imports.* Excluding defense0ו
נ0



larger percentage of company profits. A similar development took place in
direct investments following the adoption of various measures to further stimulate
capital investment from abroad.
In transport services there has been a marked upswing in the past few years

on both the credit and debit side. The principal source of revenue is cargo
haulage, followed by passenger conveyance, while on the debit side the main
item is outlays by Israeli shipping and air companies abroad (supplies, repairs,
wage payments, commissions, and various port charges). The strong uptrend in
income is an outcome of both the sharp rise in transport service prices in recent
years and the enlarged capacity of the maritime fleet. In 1970 most of the
incremental revenue was earned from the transport of freight between foreign
ports.
Net income from tourism was up sharply from $ 20 million to $ 50 million.

The growth of gross revenue matched that in the number of tourist arrivals, fol
lowing a decline in 1969. On the debit side there was a drop of 20 percent, which
can be credited to the cutting in May of foreign currency allocations to those
travelling abroad from $ 500 to $ 250 per person.
In the insurance item (excluding cargo insurance) there was a decline in the

debit balance in the past two years. Both the export and import of insurance
6ervices amount to a sizable sum, but the net balance is small, as there is a close
connection between receipts and payments, premium payments being offset by
claims payments by foreign insurers to Israelis and commissions paid to local

Table 11121

IMPORTS AND EXPORTS OF CAPITAL SERVICES, 196370

($ million(

19701969196819671966196519641963

Debit
Direct investments

18.820.525.423.523.224.820.716.5Earnings distributed
16.617.420.920.021.118.317.313.8Dividends and proifts
2.23.14.53.52.16.53.42.7Interest
5.25.24.04.35.24.84.44.0Retained earnings

154.5125.1106.595.578.564.5Other investments
6.35.56.54.53.52.91.60.9Dividends and other proifts
20.741.112.38.98.28.1Interest on deposits
127.5105.587.782.166.853.5Other interest
178.5150.8135.9123.3106.994.1Total

Credit
22.741.534.031.926.521.7Interest on deposits
30.031.431.422.621.715.2Other income
52.772.965.454.548.236.9Total
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agents of foreign companies. The smaller debit balance in 1970 is apparently
explained by the much more sluggish growth of business of foreign companies
in this country, and a deliberate reduction in reinsurance placed by local com
panies abroad. These developments resulted in a decelerated growth of premium
payments, which lagged behind the rise in payments received from abroad,
a relfection of the increase in direct writings by foreign insurers in the past.
In the services account with the administered areas there was an increase

in the unfavorable balance, owing largely to the much greater income earned
by workers from the areas in the Israeli economy.

5. The Capital Account1
The chief distinguishing feature of the links between the Israeli economy and

the rest of the world the soaring adverse balance on goods and services ac
count found expression in 1970 in heavy borrowings from abroad for the
purpose of financing defense imports, and in a consequent steep rise in the
country's foreign liabilities. There was also a much greater inlfow of unilateral
transfers, thanks partly to the larger proceeds from the emergency fundraising
campaigns conducted abroad and partly to other factors an increase in per
sonal restitution receipts from West Germany with the extension of the scope of
the restitution law and the revaluation of the mark in 1969 (which increased
the proceeds from this source in dollar terms), and the larger volume of transfers
by immigrants with the steppedup inlfux of newcomers from the aflfuent
countries.
Additional factors inlfuencing the capital account in recent years some of

them to an accentuated degree in 1970 are changes in international interest
rates and differences in interest rates between the foreign and domestic money
markets, which are relfected in shortterm capital movements; changes in deval
uation expectations, expressed in credit lfows to and from the rest of the world
and in foreign investments in Israel and Israeli investments abroad ; and the
expansion of overseas ifnancial transactions by domestic banks, resulting in an
increased lfow of funds in both directions and a growth in the banks' foreign
currency liabilities and assets.
Despite the absolute rise in unilateral transfers, of no less significance is the

fact that relative to the current deifcit they have fallen off. Whereas in the
four years prior to the 1967 turning point, transfers covered an average of 65 per
cent of the deifcit (see Table 1112), the ifgure has fallen noticeably since then,

* The "errors and omissions" item in the 1970 balance of payments amounted to IL 128
million. In view of this large figure, the other items lose much of their reliability, and hence
the analysis of balance of payments developments must be accepted with some reservation.
From the quality of the statistical data it appears that the main source of errors is the
capital account, particularly shortterm movements. This view is strengthened by the ex
perience of the past, when most of the subsequent revisions were made in capital items.
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standing at 52 percent in the past two years. The balance not covered by
transfers thus grew not only relatively, but even more importantly in absolute
terms from an average of$ 170 million in 196366 to more than $ 600 million
in 1970 i.e. by three and a half times. In this context a further fact should
be noted. In the years 196366 the lfow of transfers was quite regular, with
fairly small lfuctuations from year to year, while in 1970 there was a strong
upsurge in contributions from world Jewry in response to the country's security
situation.

Other sources of ifnancing the deifcit also underwent marked structural
changes, which were of no little signiifcance to the economy. In the pre1967
period foreign investments provided a not inconsiderable portion of the total
capital import, covering 25 percent of the deifcit in the four years 196366.
Since then, however, they have diminished in importance, amounting to only
about 3 percent of the deifcit in 1970.
As a result of these two developments, the proportion of the deifcit not

covered by either transfers or investments jumped from an average of 10 percent
in 196366 to 33 percent in 196770 and 44 percent in 1970. In consequence,
the amount of loans needed to ifnance the deifcit rose from an average of
$50 million in 196366 to nearly $500 million in 196770 and $550 million
in 1970 (actual longterm borrowings generally exceeded these sums, and served
to ifnance shortterm capital exports in various forms, including the accumula
tion of reserves). This greater resort to loans for ifnancing the deifcit is the most
notable development in capital imports in recent years, and it is here that the
signiifcance of the growth of the current deifcit for the economy's foreign trans
actions and dependence on external sources is mainly to be found.1
The total growth of long and mediumterm liabilities over the past four years

amounted to $ 1,268 million according to the balance of payments, while in the
four preceding years it came to only a third of this$ 414 million. Of the
increase in the past four years, almost half was concentrated in 1970$ 627
million.
Shortterm capital movements expanded strongly in the past few years, but

the data available thereon are apparently the least reliable in the balance of
payments account, severely limiting the possibilities of analysis. One important
development here has been the much larger volume of ifnancial transactions
conducted by Israeli banks abroad, as relfected by an increase in both liquid
balances abroad and in shortterm liabilities. There has been a strong upward
trend in the past few years in other shortterm foreign assets : trade credit to
nonresidents, prepayments, and investments in foreign securities. The rise in

1 In order to view the change in its proper perspective, it should be noted that the borrow
ing of an additional $ 550 million for an average period of ten years and at an average
interest rate of 5 percent will add $ 70 million per annum to the capital servicing burden
(principal and interest payments) . This sum is equal to the annual growth of value added
by exports in recent years.
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Table 11122

DEFICIT, TRANSFERS, AND THE CAPITAL ACCOUNT, 196570

($ million(

197019691968196719661965

A. Current account and longterm
capital movements
Balance on current account

1,260.9922.3679.7527.4444.9520.4Excl. administered areas
41.453.532.24.1Administered areas
636.3459.2434.7521.0291.9327.2Unilateral transfers

Balance on current
583.2409.6212.810.5153.0193.2account plus transfers

Longterm capital movements
29.228.09.17.971.274.4Investments from abroad, net

Independence and
135.663.378.0171.511.333.3Development Loans
343.053.935.135.841.151.9U.S. Government Loans
147.950.765.087.960.170.2Other loans

Total longterm
655.7195.9187.2303.1183.7229.9capital movements

1,292.0655.1621.9824.1475.6557.1Total capital imports
Total (A)  Surplus
of capital imports
over deifcit on

72.5213.725.6292.630.736.7current account

B. Nonifnancial sectors
Shortterm credit from the

117.224.916.552.87.565.8rest of (he world
61.331.941.68.022.222.2Credit to the rest of the world
31.729.217.78.37.21.7Trade credit
29.62.723.916.315.023.9Other shortterm assets
55.956.825.144.829.743.6Total (B(

C. Financial sectors
171.3115.334.64.59.717.2Foreign deposits
168.666.146.022.315.39.7With commercial banks
2.749.211.417.85.67.5With Bank of Israel

67.71.55.67.72.710.3Loans to foreigners
69.02.95.46.42.39.6Commercial banks

Bank of Israel (including
1.31.40.21.30.40.7trade agreements(

Gold and foreign currency
119.6187.152.0212.118.8105.8balances
21.1296.593.8192.835.397.8Central rionetary institutions
98.5105.441.819.316.58.0Other monetary institutions

D. Foreign currency valuation
adjustments11

E. Special Drawing Rights11
Total change in foreign
exchange reserves due to
transactions and
transfers0

Total (A) to (E)
Errors and omissions"

17.9 30.7

15.1

104.5217.852.0230.018.8105.8
127.564.141.514.626.818.6

127.664.141.514.626.818.6

Note: A minus sign( ) denotes debits; a positive sign, credits.
" Including a balancing item for transactions with the administered areas, which appears
separately in the balance of payments.

" A minus sign () denotes an increase in reserves.
c Gold and foreign currency balances in (C), less (D) and (E(.
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Table 11123

THE BALANCE OF PAYMENTS, 196970

($ million(

1969

Credit Debit

1970

Net Credit Debit Net

A. Current account 1,288.3 2,157.1 868.8 1,386.1 2,605.5 1,219.4

B. Unilateral transfers
Personal transfers
In cash 156.3 2.8 153.5 175.2 2.4 172.8
In kind 5.1 6.4 1.3 4.6 5.1 0.5

Personal restitution 137.9  137.9 200.8  200.8
Institutional transfers
In cash 172.4  172.4 256.9  256.9
In kind 2.2  2.2 2.8  2.8

Intergovernmental transactions  5.5 5.5 2.7  2.7
Total 473.9 14.7 459.2 643.0 7.5 635.5
Total(A) + (B) 1,762.2 2,171.8 409.6 2,029.1 2,613.0 583.9

C. Long and mediumterm
capital movements
Development Loans
World Bank loans
ExportImport Bank loans
U.S. Government loans
Other long and medium
term loans

Investments from abroad, net
Total

D. Shortterm capital movements
Shortterm liabilities
Clearing accounts
U.S. Government deposits
Foreign deposits
Foreign deposits with the
Bank of Israel

Deposits with the International
Monetary Fund

Deposits abroad
Monetary gold
Special Drawing Rights

Total
Total capital movements

135.695.7231.363.3120.5183.8
5.59.03.50.16.56.4
8.79.318.09.17.616.7

334.333.9368.244.842.887.6

153.4123.3276.750.874.2125.0
29.255.184.328.061.389.3

655.7326.3982.0195.9312.9508.8

14.614.691.891.8
2.32.30.40.4
4.84.83.33.3

168.6168.666.166.1

30.0  30.0 7.5  7.5

10.010.045.045.0
111.9111.9207.3207.3

2.22.20.30.3
15.115.1

49.8143.6193.4254.095.1349.1
705.5469.91,175.4449.9408.0857.9
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Table 11124

CAPITAL IMPORTS, 196770

($ million(

Increase or
1967 1968 1969 1970 decrease ()

in 1970

Unilateral transfers
1. Transfers to the private sector

2.

2017215213484Personal remittances
63201138143123Personal restitution
561565447Transfers to nonproift institutions
88434346331254Total

Transfers to the public sector
835711Intergovernmental transfers

81199118111278Transfers to the National Institutions
89202113104267Total
177636459435521Total unilateral transfers

Capital movements
1. To the private sector

Foreign investments in Israel, net

2. To the public sector
Development Loans, net
World Bank loans, net
U.S. Government loans, net
Other long andmediumterm loans, net

Total
Total long and mediumterm
capital movements

Total capital imports

28 29

731366378171
5516
289343543536
102153516682
459627168178295

460656196187303
6371,292655622824

trade credit was inlfuenced inter alia by the growth of exports, and in earlier
years by the expansion of the export finance funds. Shortterm credit from abroad
showed a reversal of trend, a decline of several years running giving way to a
substantial rise in 1970. This is explained by the change in Government policy
concerning the receipt of shortterm foreign loans, a fall in interest rates in the
world markets after a steady rise lasting several years, and waning expectations
of an imminent devaluation (which in the past had discouraged borrowers from
accepting foreign currency credit).
Net foreign currency balances of the Bank of Israel grew by $ 23 million.

By contrast, net foreign currency assets which also include bank and Govern
ment deposits abroad on the one hand, and shortterm foreign liabilities of Is
raeli banks on the other contracted by $ 56 million.
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)a) Unilateral transfers

Unilateral transfers were, at $ 636 million, up by an appreciable $ 180 milMon,
which eclipsed the previous record high of 1967 and was almost double the
average annual level in the prewar period. Notwithstanding this impressive
growth, there was a fall in the weight of these transfers relative to the deifcit
on current account, which soared because of heavy defense imports.
In 1970 two items moved up strongly. National Institution transfers rose by

$ 80 million to hit the $ 200 millionmark, and while this was below the previous
peak reached in 1967, it was much higher than in any other year. This sum
includes the proceeds of the emergency campaigns conducted abroad which
were actually transferred to Israel, but not the Institutions' overseas expenditure
(including outlays on immigration and the transportation of newcomers to
Israel).
Personal restitution receipts from West Germany rose by a steep $ 64 milHon

and totalled $ 200 million 60 percent above the average for the five preceding

Table 11125
UNILATERAL TRANSFERS, 196470

($ million(

1970196919681967196619651964

Personal restitution from
200.8137.1142.5122.2109.1111.4132.6West Germany
119.968.186.964.557.865.596.9Lumpsum payments
80.969.055.657.751.345.935.7Pensions
0.80.80.81.01.31.31.6Personal restitution from Austria

Personal transfers
175.2156.3130.887.581.994.590.4In cash
55.139.630.5Immigrants
120.1119.1100.3Others
4.65.19.83.46.99.49.8In kind

Total personal transfers
381.4299.3283.9214.1199.2216.6234.4from abroad

7.59.26.66.85.55.94.3Personal transfers abroad
2.42.82.62.41.31.81.2In cash
6.16.44.04.44.24.13.1In kind

373.9290.1277.3207.3193.7210.7230.1Total net personal transfers

Institutional transfers
256.9172.4162.6321.893.792.776.8In cash
2.82.21.82.73.33.62.7In kind

259.7174.6164.4324.597.096.379.5Total
61565447454640Thereof: Nonproift institutions
199118111278524840National Institutions
2.75.57.010.81.220.225.3Net transfers to the Government

636.3459.2434.7521.0291.9327.2334.9Total unilateral transfers
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years. Most of the increment consisted of lumpsum payments. The larger volume
of restitution is attributable to three factors : the widening of the scope of the
restitution law, which increased the number of beneficiaries (relfected mainly
in lumpsum payments) ; the adjustment of pension payments to the higher
price level in Germany ; and the upward revaluation of the German mark by
9.2 percent in 1969.
The scope of the restitution law has been steadily extended over the years,

bringing up both the number of beneficiaries and the size of the payments well
above the estimates made upon the initiation of restitution in 1954. According
to present estimates, in the next two years the annual volume of payments will
be similar to that of 1970, but in the following two years it will be $ 60 million
lower.

Personal remittances in cash rose to a smaller extent than in the previous
year, but this item has been advancing steadily in recent years, its level in 1970
being double that of the prewar period. All of the increment in the year
reviewed was in immigrant transfers; in the past few years they have accounted
for about half the total increase1a development connected with the greater
inlfux of immigration from the aflfuent countries. Of the balance of the incre
ment, part represented transfers of funds by Jews resident abroad for the pur
chase in this country of immovable property, particularly dwellings. The infor
mation available on this item is not sufifciently detailed for determining what
percentage of the additional transfers by nonimmigrants can be attributed to
this factor, nor is it possible to predict whether the trend will continue in the
years ahead.

(b) Longterm loans

As already noted, in the past two years the proportion of the deifcit covered
by unilateral transfers and investments has fallen, a development explained
by the much larger defense import and the concomitant sharp rise in foreign
borrowingin the main longterm credits connected with such purchases.
Before the 1967 turning point net longterm borrowed funds from all sources
averaged $120 million per annum, of which $ 3040 million represented Inde
pendence and Development Loans and $ 4050 million came from U.S. Gov
ernment sources.
Net Development Loan receipts rose steeply, from $ 63 million in 1969

to $ 136 million. This was due both to brisker sales (up $ 40 million to $ 205
million ) and smaller redemptions. Conversions into Israeli pounds were up
$ 37 million, compared with $ 31 million in 1969 and $ 26 million in 1968,
with tourists accounting for most of the increase.
Despite the much larger net receipts in 1970, the weight of the Develop

ment Loan in the sources of longterm ifnance moved downward, standing at

x The breakdown of this item is very unsatisfactory.
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Table 11126

FOREIGN INVESTMENTS IN ISRAEL, 196170

)$ million)

1961 1962 1963 1964 1965 1966 1967 1968 1969 1970

Investments in Israel by nonresidents
In foreign currency
Investments

Investments repatriated
In Israeli currency (from blocked accounts)

In Independence Bonds

In kind

Total

Reinvestment of proifts

Total, net

Israeli investments abroad

Direct

Portfolio

By private individuals
By banks

Total
Net foreign investments in Israel

11.77.31.57.758.664.5122.0124.356.432.6

39.541.031.238.885.692.4139.1134.463.535.2

27.833.732.731.127.027.917.110.17.12.6
0.70.52.61.93.74.89.14.33.21.0

4.84.77.17.09.79.410.610.513.113.5

33.029.314.43.95.38.310.619.512.99.9

48.840.822.620.577.387.0152.3158.685.657.0

5.25.24.04.35.24.84.44.03.63.2

54.046.026.624.882.591.8156.7162.689.260.2

1.0 15.4 10.8 11.9 6.5 6.1 2.5 2.7 0.8

20.922.612.712.04.06.03.511.15.4
2.41.92.31.20.80.50.50.70.5

24.118.017.516.911.317.413.827.26.9

29.928.09.17.971.274.4142.9135.482.3



22 percent of the total, as against 40 percent in the two preceding years and
nearly 60 percent in 1967.
The major provider of longterm loan capital in 1970 was the U.S. Govern

ment. Net borrowing from this source (including the ExportImport Bank)
was, at $ 343 million, $ 54 million greater than in 1969. Duirng the year sur
veyed Israel received a total of $ 386 million in new loans and repaid $ 43 million
on old loans (in part in Israeli pounds).
Net loans from other sources also increased appreciably$ 148 million as

against an average of $ 6070 million per annum in the ifve preceding years.

(c) Foreign investments

Net foreign investments in Israel showed a sluggish rise in 1970. The gross
amount did not change, but there was a smaller repatriation of investments.
The net ifgure ( excluding the reinvestment of proifts1) came to $ 54 million, as
against $ 46 million in 1969 and approximately $ 25 million in 1967 and in 1968.
The increase in the past two years can be credited not only to the changed

economic climate but also to the steps taken to promote investments. The most
important was the amendment in 1967 of the Law for the Encouragement of
Capital Investments, which provided inter alia for the payment of a grant rang
ing from 20 to 33 percent of the value of the investment in machinery and
equipment, according to various criteria.2
Notwithstanding the rise of the past two years, the level is still very low in

comparison with the prewar period. It is dififcult to determine the exact reasons
for this. A combination of factors may possibly be responsible : the uncertainty
associated with the military situation, the large contributions to the emergency
appeals ( which are partial substitute for investments), and perhaps expectations
of a devaluation in the near future.
Another development in foreign investments in recent years has been a big

increase in the proportion of imported equipment relative to cash. Whereas the
net inlfow of cash fell from $ 120 million in 1964 to $ 1 million in 1968 and
$ 12 million in 1970, investment in kind rose steeply over the past two years,
and its share of the total soared from 78 percent in 196466 to 70 percent in
1970. From the existing data it is hard to pinpoint the reasons for this develop
ment. It may have been due inter alia to expectations of a devaluation (which
would make imported equipment dearer). This factor should, of course, also
ifnd expression by bringing up by the import component of total investment in
equipment.

x The estimates for reinvested proifts are very unreliable.
2 The factors which led to an increase in net foreign investments are also relfected in the data
on transfers abroad of dividends and proifts from direct investments (see the table on
capital services in section 4) ; these show a steep fall between 1968 and 1970, suggesting
that there was a much greater reinvestment of proifts.
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Table 11127

FOREIGN CURRENCY RESERVES, 196570
)$ million)

Balance at end of year Change during the year

1965 1966 1967 1968 1969 1970 1965 1966 1967 1968 1969 1970

A. Net balances with Bank of Israel

1. Assets with Bank of Israel
Foreign currency reserves
Gold
Gold with International
Monetary Fund
Total

Less: Foreign currency valuation
adjustments and SDRs
Net change arising from
transactions and transfers

405.2366.7594.3646.2552.7574.7
43.445.746.045.945.845.8

10.022.522.522.522.5
458.6412.4662.8714.6621.0643.0 98.0 22.0 93.6 51.8 250.4 46.2

13.9 28.7 15.1

98.0 22.0 107.5 51.8 279.1 31.1

2. Deposits with Bank of Israel
International Monetary Fund
and foreign banks

Patach
Total

37.530.01.01.01.00.7
59.943.734.637.425.526.8
97.473.735.638.426.527.5 5.0 1.0 11.9 2.8 38.1 23.7

3. Net balances with Bank of Israel 615.5 594.5 676.2 627.2 338.7 361.2 93.0 21.0 81.7 49.0 288.5 22.5
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B. Net foreign currency assets

4. Other foreign currency balances
Government deposits abroad
Bank deposits abroad

Total

Less: Foreign currency
valuation adjustments
Total stemming from trans
actions and transfers

5. Total gross assets in foreign
currency)1 + 4 )

Less: Foreign currency valuation
adjustments and SDRs
Total stemming from trans
actions and transfers

6. Deposits held by foreigners
in local banks
Foreign banks
Nonresidents

Subtotal

Deposits with Bank of Israel
)excluding Patach)

Total

7. Net foreign currency assets

0.224.449.591.6133.634.447.7
8.0365.7267.2161.8120.0100.784.2
7.8390.1316.7253.4253.6135.1131.9

13.3 99.2 42.0 42.1 25.1
16.5 19.3 41.8 105.4 98.5
3.2 118.5 0.2 63.3 73.4

4.0

122.5

2.0

61.3

774.9 756.1 968.2 916.2 729.1 848.7 105.8 18.8 212.1 52.0 187.1 119.6

17.9

230.0

30.7 15.1

217.8 104.5

20.4 33.2
128.3 131.6
148.7 164.8

22.2
163.1

185.3

59.6
170.7
230.3

86.7 96.9
209.9 368.2
296.6 465.1

0.7 1.0 1.0 1.0 30.0 37.5

149.4 165.8 186.3 231.3 326.6 502.6

625.5 590.3 781.9 684.9 402.5 346.1

9.7

96.1

16.4 20.5 45.0 95.3 176.0

35.2 191.6 97.0 282.4 56.4



)d) Shortterm capital movements and foreign currency balances

Shortterm capital movements, as already mentioned, reveal a considerable
expansion of activity in recent years. Interest rates in the world capital markets
moved up steadily in the past few years, leading to a contraction of trade
credit and other loans taken on by Israeli borrowers from foreign sources. The
buildup of devaluation expectations operated in the same direction, discouraging
the receipt of foreign currency credit. Still another factor was the favorable
conditions in the domestic credit market during this period. Altogether, over the
four years 1 96669 the balance of shortterm foreign liabilities of the nonifnancial
sectors fell by $ 70 million.
In 1970 there was a reversal of trend, the balance soaring by$ 117 million.

With interest rates abroad beginning to soften and devaluation expectations
weakening, demand for shortterm foreign credit grew much birsker. The fore
most factor here was the Government's willingness to issue permits for short
term foreign credits.
Similar inlfuences affected the foreigncurrency asset holdings of the non

financial sectors. During the five years 196670 the level went up by a total of
$ 180 million, with most of the increase taking place in the past two years. A little
over half of the increment stemmed from the provision of trade credit by Israeli
exporters. This can be attributed to a number of factors. One was the expansion
of exports, and in previous years also of the Export Finance Fund, which sup
plies financing at a price far below the market rate. Until June 1970 there was
an additional factor : credit from the fund was given in Israeli pounds, and at a
time when devaluation was anticipated it paid to leave foreign currency receipts
abroad for as long as possible. Presumably the difference in interest on credit
from the fund (6 percent) and that prevailing in the world markets likewise
stimulated the extension of trade credit to foreign customers.
Among other shortterm assets, prepayments constitute an important item.

Devaluation expectations, and perhaps also the differential interest rates, doubt
less go far to explain this.
Israeli investments abroad have likewise moved up at steady pace in recent

years, led by security investments, which accounted for $ 75 million of the $ 90
million total growth in the past ifve years. In the balance of payments the
preponderant share of this item is included in longterm capital movements,
although the bulk of the investment is apparently in liquid assets and was
prompted by shortterm considerationsin the main the desire to hold liquid
foreign currency assets as a hedge against a possible devaluation. Even though
foreign secuirty prices tumbled in 1970, there was a heavier purchase by Israeli
banks, which was partly offset by a slight decline in purchases by individual
investors.

As noted above, the volume of foreign ifnancial transactions by local banking
institutions expanded appreciably. In part of these transactions the banks acted as
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intermediaires for the raising of capital for vairous Israeli institutions, while
the remainder was for their own account and was dictated by purely business
considerations.
Foreign deposits (of private individuals, companies and banks ) in Israeli

banks rose sharply in the past two years, by $ 66 million in 1969 and $ 169 mil
lion in 1970, bringing the balance up to $ 470 million, as contrasted with
$ 190 million in 1967. Some of these deposits were made by immigrants from
aflfuent countries, who are exempt from foreign currency controls, but in the
past two years the percentage owned by companies and banks increased. Part
of these deposits are used to provide foreign currency loans to Israeli borrowers.
As against this increase, there was a rise in two foreign currency asset items

which cannot always be clearly differentiated from each other : deposits in
foreign banks grew by $ 105 million in 1969 and $ 99 million in 1970, and
loans to foreigners went up by $ 69 million.
It must be stressed in this context that the 1970 figure for "errors and omis

sions" is quite large, and since the greater part of this item is generally attirbuted
to shortterm capital movements,1 this limits the possibility of a consistent
analysis of developments in this area.
Gross foreign currency and gold holdings of the Bank of Israel rose by $ 46

million in 1970, after plunging by a total of $ 300 million in the two preceding
years. The Bank's liquid foreign currency liabilities which consist of deposits
of the International Monetary Fund, foreign banks, and part of the non
residents' deposits which commercial banks have to redeposit with the Bank of
Israel grew by $ 24 million. Thus the net foreign currency balances of the
Bank of Israel went up by $ 22 million, after shrinking by $ 337 million in
196869.
The sizable $ 99 million increase in commercial bank deposits abroad came

on top of a similar rise in the previous year, bringing up the balance during
these two years from $ 192 million to $ 366 million. This, however, was accom
panied by a rise in liquid shortterm foreign currency liabilities.
The economy's net foreign exchange reserves, which consist of the gross

balances of the Bank of Israel, Government, and banking institutions, less
foreign currency liabilities, were drawn down by $ 56 million from $ 402 mil
lion to $ 346 million.

1 Support for this view may be found in Table II 12, which shows that in every year during
the peirod 196570 shortterm capital movements were in the same direction as the "errors
and omissions" item.
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