
CHAPTER XIV

INDUSTRY

1. Main Developments

Industrial production in 1976 was about 4 percent higher than in the previous year.
However, this increase wholly reflects growth which took place in the second half of
1975. During the past year there was no increase in total real output of industry; the
fluctuations in production and sales throughout the year mainly originated in the Value

Added Tax levied since July of this year. The standstill in overall total production con­
ceals a special and unprecedented development in the composition of production accord­
ing to end use: industrial exports increased during the year at a real rate of 25 percent,
while sales to the domestic market fell in the same period by about 4 percent. By com­
paring annual averages, it is possible to see a similar development ­ stability and even a
slight decrease ­ in output and domestic market sales, and an increase in the share of
production for export.

The changes in industrial production correspond to the changes which took place
in demand in 1976: the industiral product resulting from domestic investments fell by
about 13 percent, mainly due to a drop in construction, but also to falling demand for
domestically produced machinery and equipmentl . The product resulting from public
consumption also dropped by about 6 percent, with the shrinking of government pur­
chases and the diversion of defense products from the domestic market to export. In
contrast, demand for private consumption goods grew somewhat during the year and
caused a similar rise (about 4 percent) in industrial production for consumption. In
sum, domestic demands contributed a drop of about 2 percent in the industrial prod­
uct, which increased only owing to the development of exports.

During the last two years, and mainly in 1976, industrial exports in most of the
branches expanded (except for mining and quarrying whose exports decreased), but
most of the growth was concentrated in diamonds, metal products, transpotr equipment ,

electricity and electronics, and clothing. The sharp rise in defense exports is especially
worthyof note2.

It would seem as though several general factors forced producers to turn to foreign
markets, and the combination of these factors created the backdrop for the results of
1976; the economic slowdown, and the subsequent drop in domestic demands in recent

1 See Table XVI­6.
2 For a wider discussion of industrial exports, see Chapter IV, the sections on exports.
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TABLE

INDUSTRIALINDICATORS OF
)per

Annual

1966­1961­
19671965

­0.913.4Industrial production
2.720.5Revenue at current prices

­3.73.3Number of workersa
­­Man­days worked

­23.96.0Real investment
4.311.0Real gross capital stockb
2.99.8Output per employede

­­Output perman­day workede
­5.02.2Output per unit of capitale
1.27.0Change in factor productivity Ac

­­Change in factor productivity Bd

3.05.0Domestic wholesale prices
3.66.3Revenue per unitof output, at current prices

11.117.7Industrial exports ($ FOB(
1.9­Industrial export prices (FOB(
4.8­Total payroll outlay
14­Capital return ratef

a Until 1969 calculated according to the index of employees and from 1969 to
1976 according to the indexof employed.
b At the beginning of the year.
c With the change in the labor input measured in terms of the numberof employed;
such a measurement has no signiifcance in 1973 and 1974 becauseof the large­scale
mobilization of reserves.
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DEVELOPMENT, 1961­1976
cent(

ncreaseAnnual i
or (­) decreaseaverage

1973­1968­
197619751974197319761972

4.22.44.45.54.115.3

36.245.951.727.440.323.2

2.50.42.80.91.68.0

2.0­0.30.6­3.1­0.28.5

­11.312.91.1­4.31.131.5

9.08.38.510.59.18.5

1.72.01.64.62.56.7

2.22.73.88.94.36.2

­4.1­5.3­3.7­4.6­4.46.6

­1.1­1.6­0.90.3­0.86.9

­0.9­1.20.32.50.26.6

30.940.851.519.135.66.3

30.742.545.320.834.87.1

25.42.726.330.321.219.0

0.92.619.724.812.02.6

39.540.841.623.3■ 36.317.0

181822181920

" With the change in the labor input measured in terms ofman­days worked ; such a
measurement has more significance in 1973 and 1974 than the ifrst variant.
e Output here refers to industrial production.
f Return includes proifts, interest and rents (in other words, added value which is
not payment for labor); capital includes ifxed assets and product and material
stocks. Rate of return is gross, including depreciation.
SOURCE: Central Bureau of Statistics and Bank of Israel.
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TABLE

IN PRODUCTION,ANNUAL CHANGE
(percent

Production

197619751974

4.22.44.4Total
­21123Mining and quarrying

8­14Food, beverages, tobacco
2­31Textiles
3­3­1Clothing
6­6­2Wood £ wood products
824Paper 8l carton
2­52Printing 8l publishing
5­2­1Leather <ef leather goods
5­9_4Rubber 8c plastics
709Chemicals £ petroleum
38­4Nonmetallic minerals

21_j­6Diamonds
­4­52Basic metals
2103Metal products

­887Machinery
81119Electrical equipment
91418Transport equipment
01010Miscellaneous

SOURCE: Central Bureau of Statistics.
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XIV­2

EMPLOYMENT AND WAGES, 1974­1976
annual change(

wageDailywork daysActual
Average
1974­
1976197619751974

Average
1974­
1976197619751974

Average
1974­
1976

4037414112.0­0.30.64

40133870­2­53­5­2
3835423629_524
38363641­5­1­5­80
37393833­19­5­60
3831443905­50­1
4543524121245

3541353000­450
4138493619­7­61

39374041­14­2­4­3
42424637513115

37313940­12­3­22

39364734­28­11­25

383543360­1­57_2
4037433921235

384237353­8882

404436393­58713

434830525­315214

4040453625107
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years, the recovery from the ebb in demand abroad; the efforts to improve export profit­
ability, mainly by means of the creeping devaluation; the encouragement given in the
past to investments in export enterprises; and cheap credit for working capital. In addi­

tion, it should be emphasized that in several new export branches expansion was made
possible, to a great extent, due to special activity in the area of marketing abroad, acquir­
ing advanced know­how, and independent research and development, which mainly took
place in a small number of large firms. Most of the above­mentioned branches show a sur­
prising degree of export concentration in the hands of a few large companies: about 84
percent of all exporting in the transport equipment branch was carried out in 1976 by
only three exporters; in metal products the three largest firms accounted for about
74 percent of exports, and in the electricity branch, 72 percent^. Twenty­five firms
exported more than half of the total of industrial expotrs (excluding diamonds) in

the past year.
The problem of marketing and sales abroad, the penetrating of new markets, and the

export of know­how resulting from domestic research and development ­ all form an
important limitation to further development of industrial expotrs. Even the principal
policy instrument for stimulating industrial investment ­ the Capital Investments En­

couragment Law ­ actually discriminates against investments in research and develop­
ment and in marketing systems abroad. These investments are not entitled to the same
convenient terms granted for investments in buildings and plant. An additional limita­
tion to the expansion of exports in the past year was the lack of worker mobility to
enterprises equipped to handle export orders, fully utilizing existing capital, and employ­
ing more than one shift a day.

When different branches show opposite trends in their development, a drop in pro­
ductivity can be expected to accompany marked changes in production destination.

This has in fact taken place for two years in a row; productivity has dropped by about
one percent each year, after remaining unchanged the year before.

The average increase of about 4 percent in production in 1976 was accompanied by a
growth of about 2 percent in labor input and by about 8 percent in real fixed capital
stock. The rise in capital stock, which has been continuing for several years at a much
higher rate than the rise in production, has led to a considerable accumulation of un­
utilized capital in various industrial branches. One of the causes of capital under­utiliza­
tion and loss of the potential product which industry could achieve, may lie in the
structural change in industry in the direction of new export branches. And indeed, a
comparison of the branch distribution of capital stocks in the last few years with the
distribution in 1965 and 1970 shows significant differences. On the one hand, there
was an increasein the capital stocks of branches whose production for export increased^.

3 For full details of export concentration, see TableXIV­4.
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FIGURE XIVI

INDUSTRIAL PRODUCTION AND
EXPORTS, 1973­1976

(Quarterly, seasonally adjusted,
atfixedprice, 1972=100(

Their share rose from about 21 to 31 percent over the whole period, mostof the change
occurring at the end of the period.

This took place while the share of exports in the output of these branches increased
greatly, from an average of 12 percent in 1968­69 to about 22 percent in 1976. On the
other hand, in branches where real production dropped or came to a standstill in recent
years, much of the capital stock, most of which is not mobile, remained unused. Some

notable examples of this ­ mines and quar­
ries (including Timna); basic metals; wood
and wood products; plastics products;
glass and other inputs for construction. The
continuous drop in general industrial pro­
ductivity reflects under­utilization of capi­
tal in these branches, together with latent
unemployment. The output perman­day
of labor increased in 1976 by only about
2 percent, in comparison to an average in­
crease of 6 percent in the period between
1968 and 1972. In many sectors unemploy­
ment results from a lack of worker mobil­
ity in industry and in the economy at large,
mainly as a result of inflexible institutional
conditions. Unlike the case of the under­

utilized capital, there is no need to pay this heavy price for achieving the changes of
production end uses: on the contrary, the lack of mobility limits the development of
export firms.

The structural change in industry, expressed by the increased weight of the export
branches in industrial capital stock, is also reflected in the rates of capital return and
in producer profitability. The general rate of return on total capital^ remained more
or less at the same level as the previous year and the long­term average since 1973. It may
be assumed that there were no outstanding changes in the profitabilityof the equity cap­
ital of industrialists. Nevertheless, there was an improvement in the relative proiftabihty
of the export branches in 1976. In addition, it is reasonable to assume that the export
branches are generally more profitable than the branches or enterprises whose main pro­
duction is for the domestic market ­ either because of the higher risk involved in export,
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4 The branches are: transport equipment, metal products, electrical products, and
chemicals and petroleum. See details in Table XFV­5.

5 See the definition in Table XIV­1 , note f. A one percent change in this rate is within
the margin of error, which is essentially true of most of the data and estimates in this
chapter. Details of the sources of data and calculation methodsof the rate of return will
be presented in the Appendix to this chapter.
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­TABLEXIV3

ANNUAL CHANGES IN WHOLESALE INDUSTRIAL OUTPUT PRICES FOR
DOMESTIC DESTINATIONS BY MADM BRANCHES, 1974_1976

)percent)

yearathroughoutChangeAnnual change
197619751974197619751974

39.518.869.730.940.851.5Total

39.630.369.530.844.874.8Mining and quarrying

40.410.9111.826.557.753.8Food, beverages, tobacco

43.623.352.540.527.143.8Textiles

44.421.136.140.522.932.9C lathing

38.031.647.135.035.149.3Wood and wood products

39.228.785.832.453.867.1Paper and paper products

74.827.027.057.912.139.4Leather and leather goods

36.725.256.931.333.864.5Rubber and plastics

33.221.470.426.139.164.3Chemicals and petroleum
33.821.764.928942.058.0Nonmetallic mineral products

40.212.471.429.135.868.2Basic metals

39.910.764.127.630.556.4Metal products
39.228.157.033.243.141.8Machinery

Electrical and electronic
38.821.644.231.333.739.6equipment
30.627.255.228.043.931.9Transport equipment

47.622.659.033941.939.3Miscellaneous

a Change throughout the year is calculated on the basis of the pirce index for December
of the year under discussion and January of the following year, compared to the January
average of the year under discussion and December of the previous year.

SOURCE: Central Bureauof Statistics.
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or because of the lower interest on directed credit for exporting enterpirses. This increase
in the weight of exports raises the profitabilityof industry. It may be deduced from this
that total producer proiftability was not affected in 1976.

The 39 percent increase in total wage payments during the past year, in contrast to
a 36 percent growth in the industrial product , caused a slight decrease in total return on
capital^. The wage per work­day rose by 5 percent more than the increase of producer
prices. The wage increases per work­day were highest in electricity,machinery, transport
equipment, chemicals and paper, while price increases for sales to the domestic market
were especially large in textiles, clothing, leather and wood ­ mainly private consumption
goods. The wage per work­day increased more in branches where there was an actual
decrease in work­days and in the number of wage earners; in these branches marginal
workers, whose wage is lower than the average (such as workers from the administered
areas) were dismissed. It should be remembered that in many cases an especially high
wage increase in one year is the compensation for a lower increase in the previous year,
and there is a tendency to equalize the rates of wage increases over longer periods of time.

2. Sales, Production and Labor Inputs

The value of industrial output in 1976 was about IL 72 billion; more than 33 percent
of this output was for export, either directly or indirectly. In the last three years the dif­
ferent development of sales to different markets stands out, as shown in the following
chart:

REAL OUTPUT, PERCENT ANNUAL CHANGE

Average
1974 1975 1976 1974­1976

Output to domestic market 7

Exports 8

Total industrial output 8

Growth rates of production have been considerably lower in recent years than the
average increase for all previous periods, which is about 12 percent. Nevertheless, the
number of workers has increased, though at a very low rate. The general number of
workers in industry is estimated at 290­300 thousand, of which about 260 thousand

2_20
11233

551

6 There should be reservations concerning this result, since there was a greater ten­
dency in 1976 to record as wages the profits of owners of small ifrms.
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TABLE XIV­4

INDUSTRIAL EXPORTS BY MAIN BRANCH, 1974­1976, AND EXPORT CONCENTRATION, 1976

<

O
TJ

00
50
>

>
z
>

50
MV
o
50

Export share in
branch outputa

1974 ~ 197T­ 1976 1974 1975 1976

Industrial
export value

1976 weight of
3 6
largest firms
in branch

)$ million, at current prices(

Mining and quarrying
Food, beverages, tobacco
Textiles
Clothing
Leather and leather goods
Wood and wood products
Paper and paper products
Printing and publishing
Rubber and plastics
Chemicals and petroleum
Nonmetallic minerals
Basic metals
Metal products
Machinery
Electrical and electronic products
Transport equipment
Miscellaneous
Total exports (excl . diamonds)
Diamonds, net
Total industrial exports

90
129
63
98
7
15
4
19
36

218
6

23
65
27
60
40
28

928
563

1,491

84
126
52
104

5

13
3
19
45
186

6
25
103
31
98
40
30
970
549

1,519

62
155
61
125

8
20
4
11
54

219
7
19

188
42
112
92
42

1,221
712

52
10
25

12
7

20
25
3
14
13
8
15
7
33
14
100

1^33 21

)percent)

39
9
25

10
7
7

24
25
3
15
18
8
22
5
30
15
100
20

)percent(

49
10
28

12
9
5

28
25
3
13
32
11
23
10
41
18
100
24

100
9
41
21
27
37
54
13
66
46
61
83
74
28
72
84
14
18

100
32
58
30
33
55
65
21
73
60
86
100
78
28
83
87
22
29

a Output and exports are at producer prices (including subsidies, excluding taxes), and at ifxed 1968­1969 prices.
b Export rates do not include petroleum exports.
SOURCE: Central Bureau of Statistics, Bank of Israel.



are wage earners. In 1976 workers were added mainly in the export branches and those
branches producing for private consumption: food, clothing, leather, metal products and
diamonds.

The change in the number of work days was generally in the same direction as the
change in the number of wage earners, except in the metal products branch, where the
number of work days did not increase, though the number of wage earners grew by about
11 percent. It may be possible to find an explanation for this, but the branch data should
be considered of low reliability. The rates of change of production, the numberof work
days and the wage per work day are shown by branch in Table XIV­2. A comparison of
the development of production with the development of labor input in any given year,
such as 1976, can be surprising, but this should be seen in light of the averages of the
last years. Taken this way, there is nothing surprising about a 3 percent drop in the num­
ber of wage earners in the electricity and electronics branch during the past year, which
was accompanied by an 8 percent rise in real production; nor should one be surprised at
the 21 percent decrease in mining production in 1976, followed by an increase of only
one percent in the number of wage earners.

The output per work day for industry as a whole grew in 1976 by about 2 percent in
comparison with an increase of about 3 percent in the two previous years, and of more
than 6 percent on the average in the period between 1968 and 1972. The greatest growth
in output perwork.unit, both in the past year and in the last three years together, was in
the export branches ­ transport equipment, electrical and electronic equipment (about
9 percent) and diamonds (about 6 percent). In contrast , in the basic metals branch work
productivity decreased by about 3 percent over the whole period . It appears that the
accumulation of latent unemployment in those branches where production stayed at the
same level or even dropped in the past years, did not bring about the dismissalof workers
on a broader scale than in previous years. The total number of wage earners declined in
ifve branches in 1976, in nine in 1975 , and in ifve in 1974; however, there is a permanent
downward trend in the number of work days and/or work hours per worker in every
branch.

The different developments of the demand for industrial goods andof production are

reflected in the changes in inventories of product and of inputs in factories. Total indus­
trial inventory grew in 1976 at a nominal rate of 32 percent, or a real drop of about
4 percent7. The main quantitative decrease was in raw materials, where there is a high
share of imports, after a considerable risein. previous years. There are several reasons for
this reduction: the change in expectations of the industrialists concerning the develop­
ment of prices abroad, exchange rates and the continuationof the slowdown in domest­
ic demands; the increased cost of holding stocks due to the rise in interest rates on work­
ing capital. On the other hand, product inventories in several branches actually grew, as

7 Between the end of 1975 and the end of 1976 prices rose by about 38 percent.

CHAPTER XIV, INDUSTRY 315



?■­

­TABLEXIV5

FIXED CAPITAL STOCKS BY INDUSTRIAL BRANCH, 1965, 1970, 1975, 1976
)percent)

change inAnnual
quantitydistributionStock

1975­1965­
19761976197619701965

7b8100100100Total
55101516Mining and quarrying
67141516Food, beverages, tobacco
67161616Textiles and clothing
1e333Wood and wood products
138333Paper and carton
410222Printing and publishing
410111Leather and leather goods
89444Rubber and plastics
139131011Chemicals and petroleum
33679Nonmetallic minerals
_110000Diamonds
96455Basic metals
912755Metal products
814432Machinery
1016532Electrical equipment
413663Transport equipment
47222Miscellaneous

a Plant at beginning of year.
b The growth of real capital stocks in industry is different from the growth shown in
Table XIV­1 . The differences are due to different definitions and methods of calculation,
due to the division of the sector into main branches.

SOURCE: Bank of Israel.
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in branches producing inputs for construction, nonmetallic minerals, wood and wood
products, as well as transport equipment. This involuntary stockpiling of completed
products apparently testifies to both selling dififculties in these branches and to the
varied timing of large sales.

3. Exports^ and Capital Stocks

The steep real growth rate of industrial exports in 1976 is the combined result of
suitable investments in ifxed assets at the beginning of the 705s, the reduction of domestic
demand in the last three years, easy demand terms and rising incomes abroad, and the
promise of a high relative profitability in some export branches.

After several years of stability in the share of exports in general industrial sales, its
weight rose in the past year by about3to 4 percent (see Table XIV­4). This rise is not
unique to any particular branch, but characterizes most of the industrial branches. It is
especially noticeable in metal products and transport equipment, whose output is direct­
ed to the public sector in Israel and abroad; the share of exports also grew in the last
two years in clothing, rubber and plastics and "various industries" (a definition including
precision instruments, optics and jewellery). Marketing, it seems, is oneof the key prob­
lems for the expansion of exports in the future, and every producer must find suitable
means for marketing his products.

A relatively small number of enterprises produces a considerable share of industrial
exports. The three big9 industrial exporters sold 18 percent of all exports (excluding
diamonds); and the exports of 25 big enterprises represented about half of the total
exports of 1976 (see Table XIV­4). This concentration is especially noteworthy in those
branches whose export has increased recently ­ transport equipment, metal products,
electronics, rubber and plastics.

The expansion of exports in 1976 was made possible, to a great extent, due to invest­
ments made over several years in labor­intense branches such as electricity and elec­
tronics. In this branch capital stocks grew at the highest rate in the last ten years ­
an annual average of about 16 percent.

The fixed capital stocks of the metal branches also expanded at considerable rates,
higher than the average for industry as a whole (8 percent; see Table XIV­5). In contrast,
the capital stock of branches mainly producing for the domestic market, such as food
and nonmetallic minerals, grew at abelow­average rate. The willingness of the producers

8 A wider discussion of industrial exports can be found in Chapter IV in the sections
on exports.

9 A "big exporter" in this context is also a merchant who markets goods in collabora­
tion with many enterprises in the branch.
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32.732.632.733.436.4
16.618.519.518.015.4
15.218.418.419.918.1

64.569.570.671.369.9
3.13.12.62.52.2
32.427.426.826.227.9
35.530.529.428.730.1

­TABLEXIV6

DISTRIBUTION OF INDUSTRIAL PRODUCT BY FINAL USEa, 1968­1976
)percent)

Average
___■_ 1968­1972 1973 1974 1975 1976

Private consumption
Public consumption
Investment

Total domestic uses
Exports to administered areas
Exports to rest of world
Total exports
Total ifnal uses . 100.0 100.0 100.0 100.0 100.0

a Central Bureau of Statistics data on direct ifnal uses and Bank of Israel calculations
based on the input­output table for 1968­1969. The data for 1974 should be accepted
with caution, as the estimate of noncivilian public consumption is biased upward.

to turn a growing part of production to export products became firmer over a long per­
iod, owing to the joint pressure of a shrinking domestic market, accumulating production
capacity, and the. governmental stimulus policy. The beneifts granted under the law for
stimulating capital investments, and cheap directed credit, which supplies working capital
for exporters, were an incentive for the expansion of exports, but also for over­invest­
ments. The excess production capacity which accumulated in many branches could have
produced a considerable addition for export, either of goods not yet fully marketed
abroad, or in enterprises having difficulties in finding additional workers. It would have
been possible to double or triple the production of certain industrial products for foreign
orders, only if the plant could be operated during two or three shifts per day. However,
the problem of workers lacking in these branches is focused on worker mobility ­
namely, the possibility of dismissing workers from branches with latent unemployment
and receiving them at the same conditions and full rights (including pension) in places
where they are needed .
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