
CHAPTER VIII

NONPROFIT INSTITUTIONS1

1. Main Developments

Nonprofit institution expenditure increased more slowly in 1970 owing to
a slacker growth of receipts and the Government's regulation of capital outlays
under its general economic policy for the year. The deceleration of receipts
affected all component items, apart from transfers from the public sector,
which went up 23 percent.
The institutions' payments totalled IL 1,498 million in 1970a riseof 13 per

cent, as against 15 percent in 1969.2 At constant prices, the increase was 4 percent
in 1970 and 10 percent in 1969. Since the national product grew at a faster rate
(7 percent at constant prices), the share of the nonprofit institutions in GNP
declined. ''" """j

Purchases on current account rose in 1970 by 15 percent, and those on capital
account by 6 percent. Private consumption and private investment in the econ
omy as a whole went up by 11 and 7 percent respectively (at current prices) ;
as a consequence, the share of nonprofit institutions in private consumption
moved up 10 percent, while their share in investment fell off 6 percent.
Whereas nonprofit institution expenditure roseby 13 percent in 1970, re

ceipts increased by only 11 percent, so that the sector's deficit continued to
widen, in line with the trend of preceding years. This development induced the
educational and health institutions to press for authorization of an increase in
university tuition fees, the raising of membership dues to the Sick Funds, and
the collection of a prescription charge. These pressures brought results in 1971.
Because of the rapid expansion of the country's institutions of higher educa

tion, the educational, research, and cultural institutions have, since 1967, ranked
ifrst as far as the volume of expenditure is concerned, followed by health insti
tutions. This development has affected the composition of the sector's re
ceipts : the weight of public sector transfers, the greater part of which goes to
educational institutions, is on the rise, while transfers from abroad, the main
source of income for the social welfare institutions, is declining.
The sector's demand surplus grew by IL 52 million in 1970, forcing it to

2 The data cited in this chapter do not correspond to those in Chapter IV.
2 Political parties are not included in this chapter. If they were, nonproift institution pay
ments would have been 3 percent less (outlays by political parties in the 1969 election
year were IL 40 million higher than in the preceding and the following year) .
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TableVIII1
FLOWOFFUNDS STATEMENT OF NONPROFIT INSTITUTIONS, 196970

(IL million(

Receipts 1969a 1970b
Increase or
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Net transfers from the
public sector 320.0 392.7

Net transfers from the
rest of the world 178.0 187.8

Transfers from households
and business
Membership dues
and fees 393.6 433.2

Other transfers 61.6 62.5
Sales of services

and goods 259.7 261.8
Total 1,212.9 1,338.0

Net credit from other
domestic sectors" 107.5 159.5

Intrasector transfers 20.2 21.8
Total receipts 1,340.6 1,519.3

Purchases
15.2163.41,236.31,072.9On current account22.772.7
5.812.9235.3222.4On capital account
0.30.825.925.1Transfers to households5.59.8

39.6
0.9

2.1
125.1

10.1
1.5

0.8
10.3 Total 1,320.4 1,497.5 177.1 13.4

Financial transactions and intrasector transfers

Intrasector transfers 20.2 21.8
162.0
1.6

178.7

48.4
7.9
13.3 Total payments

1.6 7.9

1,340.6 1,519.3 178.7 13.3

* Revised data.
" Provisional data.
c Credit data are obtained residually and hence are not very reliable.



borrow more heavily from the rest of the economy. Its dissaving was, at IL 124
million, nearly 50 percent larger than in 1969.
This sector consists of some 6,500 institutions supplying various services,

chielfy to households, in the spheres of education, health, social welfare, and
religion, as well as in the social field. The institutions differ from one another
in size, rate of development, and particularly in the nature of their activities;
but a common feature of this heterogeneous group is that the institutions either
receive no payment for their services, or sell them at a price covering only part
of the cost.

2. Role of the Nonprofit Institutions and the Public Sector
in the Provision of Services

The year reviewed saw a continuation of the downtrend in the importance
of the nonprofit institutions in the provision of social services. Until the early
sixties this was a result of the transfer of institutions from this sector to the pub
lie sector the reference is to the transfer of education and health institutions
to the ownership of local authorities and the Government. Since 1962 it is ex
plained by the fact that the public sector has expanded its supply of such serv
ices at a relatively faster rate: during the years 196370 nonproift institution
expenditure went up by an average of 14 percent per annum, while that by the
public sector grew by more than 20 percent per annum.
The role of the nonprofit institutions has diminished most noticeably in the

social welfare field; here their expenditure dropped by 15 percent in 1970. This
trend is explained primarily by the rapid growth of transfers from the National
Insurance Institute, in contrast to the slow increase in the institutions' activities
in this sphere.
Although the weight of the nonproift institutions in the provision of health

services has fallen somewhat, it is still higher than that of the public sector. The
institutions' importance in this ifeld relfects the activities of the Sick Funds,
most of which are connected with trade union organizations.

The downward trend in educational, cultural, and religious services was
checked during the years 196870, mainly because of the rapid expansion of
the institutions of higher education.

3. FlowofFunds Statement of the Nonprofit Institutions
(a) Receipts

The composition of the institutions' receipts continued to change in line with
trends begun in 1962, the most conspicuous of which is the growing weight of
public sector transfers and the decline in that of transfers from overseas. During
the past nine years the share of the former has moved up from 17to 29 percent,
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TableVIII2
i

RECEIPTS OF NONPROFIT INSTITUTIONS, 196270

J (percentages)

Increase Increase

1962 1965 1968 196710 igeTto 1970
1969 1970

Transfers from households
and business" 42

Transfers from the rest of the
world 23

Net transfers from the
public sector 17

Sale of services י 3
Total 100 100 100 11.7 100 10.3 100

" Including membership dues and fees, part of which may be regarded as purchases by
households or as sales of services by nonproift institutions. Since it was impossible to se
parate these from transfers, all membership dues have been treated as transfers.

while that of foreign transfers has dropped from 23 to 14 percent. Receipts from
sales and transfers from households and business have displayed a mildly declin
ing tendency.
This structural change in receipts relfects the differential rates of growth of

the component items : in 1970 public sector transfers went up by 23 percent,
compared with a rise of 9 percent in transfers from households, 5 percent in
transfers from abroad, and 1 percent in sales proceeds.

1. Transfers jrom households and business

Transfers from households and business firms to nonprofit institutions in
creased by IL41 million in 1970 and stood at IL496 million. Almost all of the
increment stemmed from a rise of 10 percent in membership dues to the Sick
Funds and trade unions, which added up to IL 433 million for the year.1
Income from Sick Fund membership consists mainly of the sums paid directly

by members and contributions by employers. The former is progressive up to a
certain income ceiling (IL 700 in the General Sick Fund ), while employers'
contributions are calculated as a lfat percentage (2.7) of the member's wage
or salary. The growth of income from this source can be attributed to three
factors : (a) an increase in membership ; (b) an increase in employers' con
tributions owing to a rise in wages (this accounted for 60 percent of the in

1 Part of the membership dues may be regarded as payment for medical insurance, but
since it is impossible to separate these two elements, all receipts under this head are
treated as transfers.
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crement) ; and (c) the larger amount paid directly by members because of an
increase in the average pay of those who had not yet reached the above
mentioned income ceiling (this accounted for 20 percent of the increment).
The share of health institutions, in particular the Sick Funds, in total household

transfers is on the rise, chielfy because of the growing weight of matching em
ployer contributions (all of which go to the Sick Funds) in such receipts. In
1970 twothirds of the receipts were transferred to health institutions, and about
onefourth to professional and social organizations. In this sphere of activity
transfers from households constitute the largest income item.
Other household transfers (i.e. other than membership dues) totalled IL 63

million in 1970. These consist predominantly of grants and donations to social
welfare, religious, educational, and health organizations.

2. Transfers from the rest of the world

Transfers from overseas sources added up to IL 188 million in the year re
viewedIL 10 million more than in 1969. A glance at Table VIII4 reveals
that these transfers went mainly to educational and research institutions, and
this despite the agreement concluded in August 1970 between the Treasury and
the institutions providing for the discontinuation by the latter of all fundraising
activities and their reimbursement by the Treasury for the loss of income result
ing therefrom.
Foreign transfers to institutions of higher education were not affected by the

agreement with the Treasury, for three reasons : (1) the restrictions were im

Table VIII3

TRANSFERS FROM ABROAD TO NONPROFIT INSTITUTIONS,
BY FIELD OF ACTIVITY, 196970

(IL million)

Transfers from abroad as a
percent of total receipts in

1969 1970 ifeld of activity"

19701969

6732.730.5Health
1920103.397.0Education, research, culture
313240.339.5Social welfare

Professional and social
7711.511.0organizations'*
1415187.8178.0Totalin IL
53.650.8in dollars

* Total receipts in each ifeld of activity include intrasector transfers, whereas these are
excluded from total receipts of the sector.

b Including trade unions and workers' councils, religious institutions, and sports and social
organizations.
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posed in the middle of the ifnancial year; (2) a large percentage of the over
seas donors, especially the most important among them, have committed them
selves for a peirod of several years ; (3) in the case of some institutions, Friends
organizations abroad have taken it on themselves to cover the difference between
the Treasury's indemniifcation and the projected results of the fundraising cam
paign, by way of foreign loans to be repaid ( pirncipal and interest ) by them
selves. About 55 percent of total foreign transfer receipts go to educational in
stitutions, especially universities, and are mainly intended for ifnancing invest
mcnts. About onequarter go to a small number of social welfare institutions,
mostly women's organizations and Malben. These receipts are their major
source of income and are utilized for the most part for ifnancing current ex
penditure. For the majority of the nonproift institutions overseas transfers do
not constitute a source of income.
The decreased weight of overseas transfers in the sector's total receipts relfects

the smaller volume of such funds going to educational, cultural, and research
institutions (here public sector support is assuming greater importance ), while
the weight of such transfers to social welfare institutions has held more or less
steady.

3. Public sector transfers

Net transfers from the public sector reached IL 393 million in 1970a rise
of IL 73 million, or 23 percent, compared with 12 percent in 1969. Transfers
to educational and research institutions were up by IL 50 million, or 21 percent,
and accounted for about threefourths of all public sector transfers. They were

Table VIII4

NET PUBLIC SECTOR TRANSFERS TO NONPROFIT INSTITUTIONS,
BY FIELD OF ACTIVITY, 196870

million()IL

Pubic sector transfers
as a percent of total
receipts in field of

activity"197019691968

19701968 1969

1512 1277.455.954.1Health
Education, research

5251 49289.0239.3210.6culture
1010 1013.512.711.0Social welfare

Professional and
88 812.812.111.0social organizations
2926 27392.7320.0286.7Total

a See note * to Table VIII3.
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intended partly to cover the current deficits of higher education institutions and
partly for ifnancing investments. In addition, the Government provided more
development budget loans in order to help finance the capital spending programs
of such institutions. Since most of these loans do not have a stipulated repayment
date and no interest is charged on them, the institutions tend to regard them
as grants.
The Government makes its support of the institutions of higher education

conditional on a prudent management of their budgets or, in other words, on
a reduction of their current deifcits; on the other hand, it endeavors to hold
down tuition fees so as to encourage higher education. The abovementioned
agreement concerning fundraising campaigns abroad has of course imposed a
further constraint on the ifnancing of the institutions' expenditure.
Public sector transfers to health institutions were up 38 percent to stand at

IL 77 million. Most of the increment was in the Government's participation in
Sick Fund expenditures; under the tirpartite "package deal" designed to re
strain the rise of prices and costs in the economy,1 the Government requested the
Sick Funds not to raise membership dues and compensated them for their
increased outlays arising out of this agreement.

4. Sales of services and goods

Sales of services and goods yielded about IL 262 million in1970a rise of
less than 1 percent, as compared with 10 percent in 1969. This source accounted
for about 20 percent of the sector's receipts, being especially important in the
social welfare and educational institutions (respectively 35 and 22 percent of
their receipts).
The smallness of the increase can be attributed toa 7 percent drop in sales

by educational and research institutions, which consist overwhelmingly of tuition
fees and payments received for the performance of research. Fully 80 percent
of the research work commissioned from universities and research institutes is
ifnanced by overseas clients, and 20 percent by local clients. In 1970 research
budgets were pared in a number of Western countries, especially the U.S., with
the result that their research grants to Israel were curtailed, even though most
of the work performed in this country for the U.S. is ifnanced by U.S. Govern
ment counterpart funds.
Sales proceeds of health institutions were up 11 percent in 1970. The bulk of

the sales are made by the Sick Funds and hospitals (their receipts include trans
fers from the National Insurance Institute for hospitalization and treatment).
Social welfare, professional, and social organizations reported a 5 percent

increase in sales following the upward revision of their tarifls. The number of
institutions operating in this ifeld, especially in social welfare, is on the decline,

2 See the discussion in Chapter IX, section 5.
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owing either to the closing of some institutions (Malben ) or the transfer of
others to the public sector.

(b) Payments

Expenditure of nonproift institutions (excluding intrasector transfers) totalled
IL 1,498 million in 1970 13 percent higher than in 1969. Purchases on cur
rent account wereup 15 percent and accounted for 83 percent of total expend
iture, compared with 81 percent in 1969; purchases on capital account rose
by only 6 percent, with the result that their weight declined.
The rapid expansion of the country's institutions of higher education has

(since 1967) moved the educational, research, and cultural institutions into
ifrst place as far as the sector's expenditure is concerned ; in 1970 they accounted
for 42 percent of total outlays, followed by the health institutions with 39 percent.
The weight of social welfare institutions has been drifting downward since 1962,
owing both to budgetary limitations and the closing of some of the institutions.

Table VIII5

EXPENDITURE" OF NONPROFIT INSTITUTIONS, BY FIELD ACTIVITY, 196270

(percentages(

19701969196819651962

3938384141Health
4241403432Education, research, culture
910101214Social welfare

Professional and social
1011121313organizations
100100100100100Total

" Purchases on current and capital account and transfers to households and other nonprofit
institutions, less transfers to the public sector and interest received.

1. Purchases on current account

Purchases on current account were up IL 163 million, or 15 percent, and
totalled IL 1,236 million. Payroll outlay (wages, salaries, and fringe beneifts)
roseby 18 percent, and other items by 11 percent. Most of the additional pay
roll outlay was in educational, cultural, and research institutions, where the
ifgure was 23 percent higher than in 1969. This increase was the combined
result of a rise of 10 percent in personnel and of 12 percent in pay per employee.
In health institutions wages and salaries roseby 17 percent, and the number of
employees by 5 percent ; the increase in wages and salaries per employee thus
cameto 12 percent.
In social welfare institutions and professional organizations the staff earned 10
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Table VIII6
WAGES AND FRINGE BENEFITS PAID BY NONPROFIT INSTITUTIONS,

BY FIELD OF ACTIVITY, 196970

(IL million)

Wage bill as a percent
1969 1970 of total current outlay

in ifeld of activity*

197019691961ILm."/0ILm.

54546336284.037243.8Health
74705644347.743282.3Education, research, culture
626052863.8958.0Social welfare

Professional and social
6463661287.21279.3organizations
656160100782.8100663.4Total

" Including intrasector transfers, which are excluded from total expenditure of the sector.

percent more on an average in the year reviewed, while the size of the staff
remained unchanged.
The rise in wages and salaries per employee in the nonproift institutions was

above the general average for the economy. This is explained primarily by the
fact that the concentration of academic workers in such institutions is higher
than in any other sector of the economy, and their salaries during the year
reviewed rose at an aboveaverage rate.
Other purchases on current account were up IL44 million, or 11 percent.

Health institution expenditure rose by IL 35 million, or 17 percent. This was
due partly to the higher remuneration paid to physicians in the Sick Funds,
other than the General Sick Fund; they are not employees of the Funds, but
have a contractual relationship with them.
In the educational field currentaccount purchases, apart from wages and

salaries, were 6 percent greater than in 1969; elsewhere in the sector the rises
were not significant.

2. Purchases on capital account

Purchases on capital account went up IL 13 million, or 6 percent, and
reached IL 235 million. Investment in educational institutions increased by 6

percent, following a rise of 30 percent the year before. The bulk of such ex
penditure is made by universities and research institutes. In 1970 they ex
perienced a decline of IL 12 million, or 5 percent (at 1969 prices) ; this was
contrary to the institutions' development plans for the year, and is explained
by the regulation of building activity under the Government's general policy.
Of the sector's total capital expenditure in 1970, 62 percent was made by

educational, research, and cultural institutions, and 24 percent by health in
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Table VIII7
CAPITAL EXPENDITURE OF NONPROFIT INSTITUTIONS,

BY FIELD OF ACTIVITY, 196870

(IL million(

197019691968

VoILm.]Lm.ILm.

2455.52351.72441.9Health
62146.162138.059105.9Education, research, culture
717.5817.0915.4Social welfare
716.2715.7814.3Professional and social organizations

100235.3100222.4100177.5Total

stitutions. Over threequarters of these outlays were concentrated in a limited
number of institutions ( universities and research institutes, the General Sick
Fund, and Hadassah ). It should be pointed out that capitalaccount purchases
in this sector are subject to relatively marked fluctuations, because of the con
centration of the investments and their dependence on outside and/or Govern
ment ifnancing.

3. Transfers to households

Transfers to households amounted to about IL 26 million in 1970 3 per
cent more than in the previous year. Such payments constitute only a small part
of the sector's total expenditure ( about 2 percent ), and they consist partly of
transfers from educational institutions (scholarships and grants for research and
advanced study) and partly of transfers from social welfare institutions (welfare
payments).

4. Demand Surplus and Financing of Purchases on Capital Account
(a) Demand surplus

The demand surplus of nonproift institutions is deifned as the excess of net
purchases ( purchases less sales) over transfers from other domestic sectors. In
1970 it amounted to IL 347 million, up IL 62 million from the previous year.
The demand surplus has been growing steadily since 1957, the increase being

especially marked in 1969 and 1970 when it came to 39 and 17 percent re
spectively. The demand surplus consists of two components : (a) negative sav
ing; and (b) the excess of purchases on capital account over net transfers on
capital account from other domestic sectors. The steep rise in the demand surplus
in 1969 consisted of a IL 38 million larger dissaving and a IL45 million excess
of purchases over transfers 0/7 capital account. In 1970, when the growth of
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850.5742.1673.6
974.5813.2716.3
124.071.142.7

235.3222.4177.5
12.08.08.4

223.3214.4169.1
347.3285.5211.8

187.8178.9152.9
159.5107.558.9
347.3285.5211.8

TableVIII8

SHARE OF NONPROFIT INSTITUTIONS IN NATIONAL SAVING,
THEIR DEMAND SURPLUS, AND ITS FINANCING, 196&70

)IL million)

1968 1969 1970

Share of sector in naitonal saving
1. Net transfers from other domestic sectors on current account"
2. Purchases on current account, less sales
3. Share of sector in national saving ( 12)

Demand surplus
4. Purchases on capital account
5. Less: Net transfers on capital account from the public sector
6. Subtotal (45)
7.Demand surplus (63)

Financing of demand surplus
8. Transfers from the rest of the world
9. Net credit from other domestic sectors

Total

Share of net foreign transfers in ifnancing purchases on

capital account

Demand surplus as a percent of gross purchases 18.9 21.6 23.6

Demand surplus as a percent of net purchases 23.7 27.3 28.7

* All transfers from households have been treated as transfers on current account, since no
breakdown into the current and capitalaccount components was available.

capital spending slowed down, the incremental demand surplus was due chielfy to
a larger dissaving.
The sector's demand surplus is partly structural, for the following two reasons:

)a) some of the institutions, chielfy in the spheres of education and social wel
fare, ifnance most of their current operations by transfers from their overseas
headquarters; (b) purchases on capital account, primarily by instituitons of
higher education, depend on the receipt of funds from abroad for this specific

. purpose.
The sluggish increase in foreign transfers, coupled with the rapid growth of

the demand surplus, depressed the share of such transfers in the ifnancing of the
demand surplus from 75 percent in 1967 to 54 percent in 1970. The share of
net domestic credit receipts, on the other hand, rose over this peirod : in 1970
it went up 36 percent, after nearly doubling in the previous year.
One yardstick of the sector's dependence on its demand surplus is the ratio

between the latter aggregate and total purchases. This ratio went up to about
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24 percent in 1970, following a precipitate rise in 1969. This indicates that the
growth of the sector's expenditure is outpacing that of transfers and receipts
from domestic sectors.

(b) Saving and ifnancing of capital expenditure

The sector dissaved over 50 percent more than in 1969, bringing the level
up to IL 124 million. The larger negative saving in the year reviewed is ex
plained by a irseof 18 percent in current purchases less sales, which was only
partly offset by a 15 percent increase in net transfers from other domestic sectors.
Since foreign transfers are intended partly for financing the institutions' cur

rent operations and patrly for financing their investments, the difference between
these receipts and the institutions' dissaving may relfect the weight of this source
in the financing of their investments. Since the sector's dissaving has been grow
ing, the share of these receipts in ifnancing capitalaccount purchases has fallen,
and by the end of 1970 it stood at 27 percent.
Because foreign transfers were only slightly larger in the year surveyed, the

bigger demand surplus was accompanied by heavier borrowing. Net credit rose
by about 40 percent in 1970, with part of the funds being provided by the public
sector to institutions of higher education in the form of loans with no stipulated
repayment date.
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