
Chapter 6

The BalanceofPayments
1. MAIN DEVELOPMENTS

The civilian import surplus increased by $1 billion in 1990 with the recovery of
economic activity (Table 6.1). Transfers from abroad also rose, moderating the effect of
the rise in the import surplus on the current account, which showed a surplus of $700
million, as against $1.1 billion the year before. The net external debt thus continued to
shrink, and the debt/GNP ratio fell from 38 percent in 1989 to 31 percent. The contraction
of the debt and expansionof GNP accounted for 3 of the 7 percentage point decline, with
domestic price developments and changes in cross rates explaining the other 4 points.
This year's massive immigration left its mark on these developments: its contribution

to economic recovery widened the import surplus, while the increment in unilateral
transfers from world Jewry to aid the initial absorption of new immigrants offset $450
million of the current­account deterioration. The sharp drop in the debt/GNP ratio in
recent years enhances the country's capacity to repay the loans that will be needed for
financing the continued absorption of new immigrants.
The growth of the civilian import surplus (excluding capital services) reflected mainly

the wideningof the gap between the volume of imports and exports: excluding trade in
diamonds, which sagged in 1990, civilian imports rose by 9 percent and exports by only
5 percent.
This year's more buoyant domestic demand goes a long way to explain the growth of

imports, but it does not adequately account for the slacker growth of exports at a time of
continuing unemployment and after the restructuirng of industry. The uptrend in world
trade slowed from 7.1 percent in 1989 to 3.9 percent, but this figure somewhat
overstates the incremental world demand for Israeli exports. The Gulf crisis was
responsible for a major setback in touirsm to this country and for the higher freight
charges and dearer fuel imports in the second half of the year. It also curtailed orders for
Israeli goods, but this will be felt mainly in 1991. The weakening of world demand for
arms in recent years continued to depress the overseas sales of the defense sector, which
is endeavoring to shift to civilian products. The profitability of export production
apparently did not change much in the year reviewed despite a further productivity gain
in the business sector. Profitability improved in 1988­89 as industry became more
efficient. However, it has not yet reached the proiftability level that fuelled the
formidable export advance in the late 1970s.
The midpoint exchange rate (see below) was adjusted twice in 1990: in March it was
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Table 6.1
Selected Balance­of­Payments Indicators, 1977­90

199019891988198719861982­851977­81

Billionsof current $
0.71.1­0.7­0.91.7­1.0­0.6Total current account
0.50.9­0.2­0.11.0­1.1­0.7Adjusted current account"

Import surplus
5.13.85.25.83.84.43.3Total
3.62.53.13.32.63.01.8Civilian11

2.41.21.41.81.01.71.2Civilian, excl. capital services
Net unilateral transfers

4.03.03.13.24.22.51.6To public sector
1.81.81.41.61.20.81.1To private sector
0.70.7­1.60.90.3Implied private capital imports0

External debt
15.616.218.518.218.217.510.2Net
32.531.231.331.830.628.818.5Gross
7.06.24.86.04.93.83.0Foreign erserves

Annual change, percent (volume(
5.16.3­4.68.71.45.09.0Exports'1

9.41.8­1.211.912.52.25.8Civilian imports'1

3.97.19.36.54.13.23.6World trade

Selected indicators
Exchange rate

2.021.921.601.591.490.390.0044Against the dollar
2.212.001.721.681.470.350.0046Against the 5­currency basket

Net external debtas percent of
31.137.843.853.163.270.958.7GNP
84.196.3119.0129.3152.7165.4128.4Exports

Relative prices (1980 = 100(

697072798088100Exports/domestic resource usee
717475798293102Imports/domestic ersource use"
94949199100105Exports/business­sector product5
113116118111114109105Termsof trade*

a Corercted for advances on defense imports. See note 1 in the text.
b Excluding direct defense imports.
c See Table 6.12.
d Excluding diamonds and capital services.
e Implicit pirce index of exports (imports) + by implicit price index of domestic use of resources

(from the national accounts). Excludes direct defense imports and diamonds.
f At factor cost; 1986 = 100.
8 Excluding capital services, diamonds, and direct defense imports.
SOURCE: Based on Central Bureau of Statistics data.
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raised by 6 percent and in September by another 10 percent. The actual exchange rate
rose by 11 percent against the currency basket and by only 5 percent against the dollar
(see Figure 6.5 below).
The movement of the exchange rate within a specified band has proved to be a useful

instrument for moderating capital movements during the year; nevertheless, after the
September devaluation capital continued to flow into the economy, and the exchange rate
hovered around the lower limit of the band until the end of the first quarter of 1991,
when the midpoint rate was raised 6 percent. Some of the fourth­quarter capital inflow
was not of a speculative nature, reflecting the operation of other factors.
The external debt indicators improved this year: the net debt/GNP ratio was pruned by

7 percentage points, and by 9 points in relation to exports. Other characteristics of the
economy as a net borrower were stable; these include the maturity structure of the debt,
its breakdown by lending sector, and the interest rate on new loans received. The current
debt, however, rose in 1990.
Along with the improvement in the external debt position, the gradual liberalization of

foreign­currency control continued. Among the reliefs granted were the shortening of the
minimum period for direct credit from abroad under the General Permit from 30 months
(until the beginning of 1989) to six months at the end of 1990, cancellation of the
restriction on the maximum interest rate on foreign loans, and easing of criteria for
approval of Israeli firms' foreign investments. The directed credit funds were abolished
this year, after the subsidy element in this type of financing vanished with the deregu­
lationof the money markets.
Exchange­rate unification continued at a modest pace this year as well. The premium

under the exchange­rate insurance scheme was raised, customs duties and import taxes
on services were cut, and the levy on purchases of foreign exchange was eliminated.
These measures are estimated to have narrowed the spread between the effective and
official exchange rates by 1 percentage point (annual average) on both the export and
import sides. Nevertheless, administrative restrictions were not curtailed despite their
adverse effect on efficiency, domestic price stability, and export profitability (discussed
in the section on imports). A program of gradual exposure to impons from countries
with which Israel has no free trade agreement (third countries) was decided on at the
beginning of 1991. Its principal provision is the replacing of administrative restrictions
with a tariff to be progressively scaled down at a specified rate. Exposure will assume
added importance if the immigration forecast materializes and investment is substantially
stepped up. It is essential to ensure that the new investments are made in the production
of goods able to compete in the domestic and overseas "markets without massive
protection. This is a precondition for Israel's capacity to repay the loans to be taken to
fund these investments. Moreover, exposure will improve Israel's terms of trade, since
some imports will be diverted to cheaper sources. The key to the successof the program
lies in its credibility once it is launched. This is important if it is to have an immediate
impact on investment plans and to enable producers to adapt existing plant to the new
conditions.
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2. THE CURRENT ACCOUNT

In 1990 the current account was in surplus by $700 million (Table 6.2). After adjusting
for advance payments on defense imports,1 the surplus was $400 million less than in the
previous year (Table 6.1). This was a net result of the steep $1.2 billion increase in the
civilian import surplus (excluding interest paid) and a $900 increase in unilateral
transfers to the public sector; defense imports were up $300 million (cash basis), while
net interest outlay abroad was reduced by $200 million.

Table 6.2
The BalanceofPayments, 1985­90"

($ million(

199019891988198719861985

­5,086­3,768­5,173­5,627­3,729­3,8821. Net goods and services account
5,7904,8634,5134,7695,3824,9972. Net unilateral transfers
1,8201,8281,3641,5851,198757Private sector
3,9703,0353,1493,1844,1844,240Public sector
7041,095­660­8581,6531,1153. Net current account (1 + 2(

4. Net medium 81 long term
­20788­58553253894capital movements
­18139­75248519291Private sector
­2649167473463Public sector
4971,183­1,245­3262,1911,2095. Net basic balance ofpayments (3 + 4(
­336^177430839­677­1266. Net short­term capital movements
­163­256­159107­34­4Pirvate sector
­172­221589732­642­122Public sector
­79­631­5210­118­47. Capital movements of banking system
4771,321173148­Wl­6878. Errors and omissions

9. Increase (­) or decrease (+) in foreign
­560­1,3971,163­#51­992­392reserves held in central institutionsb

a Figures may not add owing to rounding.
b Adjusted for changes in cross rates.
SOURCE: Central Bureau of Statistics.

The ratioof civilian import surplus to GNP rose from 6 percent in 1989 to 7.6 percent,
bringing it back to its 1988 level. This is the fifth consecutive year in which a current­
account surplus has made it possible to prune the net external debt.
The substantially larger civilian import surplus (excluding interest paid) in the year

reviewed can be chiefly attirbuted toa 6 percent increase in the volume of imports. The
volume of exports was up by only 2 percent, while the terms of trade worsened by 2

' The adjusted current account records defense flows on a cash basis, since defense imports are subject
to sharp annual fluctuations while the payments for them are much more regular, as is the military aid
which finances them.
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Table 6.3
Goods and Services Account, 1987­908

Annual change, percent

QuantityPricemillion$

1990198919881990198919881990198919881987

Imports
16.10.0­4.43.61.09.510,1528,4388,3547,992Goods excl. fuel and diamonds
0.4­3.916.122.622.2­20.31,5361,2471,0621,148Fuel

­11.1­19.417.513.636.18.82,8952,8692,6131,901Diamonds
­A.I7.99.816.02.01.94,3573,9133,5563,172Services, excl. capital services
18.90.1­31.64.3­3.824.4961775805973Form Judea­Samaira and Gaza
6.0­1.61.18.96.9 .5.819,90017,24216,38915,185Subtotal

2,7352,6612,6332,438Capital services
1,5001,2252,1062,472Direct defense imports

24,13521,12821,12920,095Total imports
Exports

5.89.01.75.31.210.38,4967,6256,9126,078Goods, excl. diamonds
­11.3­7.42.313.819.021.03,0543,0272,7462,059Diamonds

1.35.2­1.35.3­0.29.05,0064,6924,4674,141Services, excl. capital services
21.0­10.7­35.17.30.816.79667438261,148To Judea­Samaria and Gaza
2.03.8­3.56.83.713.417,52216,08814,95113,426Subtotal

1,5271,2731,004861Capital services
19,04917,36115,95514,288Total exports

648779911969Surplus on services account1*­
Import surplus

2,3791,1541,4391,759Civilian, excl. capital services
3,5862,5423,0673,335Civilian import surplus
5,0863,7675,1745,807Total import surplus

a Imports c.i.f., exports f.o.b. A new classification was introduced in 1988; the rates of change for 1988 are based on the old classiifcation.
b Excluding capital services andJudea­Samaria andGaza.
SOURCE: Based on Central Bureau of Statistics data.



percent (Table 6.3). The latter development is explained pirmairly by the soairng
pirces of imported fuel and services in the wake of the Gulf cirsis. Excluding trade in
diamonds, which fluctuates widely but maintains a stable, relatively small export
surplus, the volume of imports rose by 9 percent and exports by only 5 percent.

Figure 6.1
DomesticUseofResources and the Adjusted Current Account, 1980­00

(pecrentof GNP11(
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Deficit or surplus in adjusted current account, at official exchange rate

­ Total resource use­ gross investment and consumption less unilateral transfers from rest of world;
adjusted for advances. The difference between domestic resource use and GNP is the surplus or
deficit on current account

E3 Private consumption less net unilateral transfers to the private sector
E] Public consumption less net unilateral foreign transfers to the general government, adjusted for

advances
₪ Gross investment

a At official exchangerate.
SOURCE: Based on Centarl Buerau ofStatistics data.

The contraction of the current­account surplus and the steep increase in the civilian
import surplus reflected mainly the economic recovery of 1990, which gathered
momentum in the course of the year as the number of immigrants soared. The Gulf cirsis
in the second half of the year affected both exports and imports. Its impact was most
striking in the steep jump in imported fuel pirces, the steep drop in incoming touirsm,
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and the halt in the irsing trend of outgoing touirsm, in contrast to the development of
other componentsof pirvate consumption. But the military threat presumably had other
repercussions: the unclear situation may have caused the postponement of investment,
especially of foreign capital; trade relations may also have been damaged because of the
high transport pirces and reluctance to trade with the region. The prewar atmosphere in
the region probably hit exporters more than it did importers, who also reported diffi­
culties in obtaining suppliers' credit. The cirsis certainly damped down Israel's foreign
trade, but there is not enough direct evidence to quantify its overall effect on the import
surplus, or even to determine its dierction with certainty. A partial calculation for certain
items (touirsm, fuel, and transport) indicates that it tended to increase the import surplus,
but this conclusion must be accepted with caution.
The dominant influence on the import surplus was apparently the cyclical upturn,

which became more pronounced duirng the year as immigration stepped up. The irse in
the import surplus is consistent with this picture, as well as with the much larger volume
of unilateral transfers from abroad. About half the incremental transfers ($450 million)
went to the Jewish Agency for financing the initial absorptionof immigrants.
The narrowing of the current­account surplus in 1990 reflected the wideningof the

gap between domestic use ofresources and GNP, since the ratio of unilateral transfers to
GNP remained constant. As a percentage of GNP, investment rose by 2 percentage points,
pirvate consumption from domestic sources (i.e. less personal remittances from abroad)
was up by 1 point, and public consumption from domestic sources was down by 2
points. The current­account surplus thus fell by 1 point. About half the irse in the
investment/GNP ratio was financed by cutting back consumption, while the rest ersulted
in balance­of­payments deteiroration.
An incerase in the import surplus is compatible with eral apperciation­a decline in the

ratio of tradables pirces (exports, imports, and import substitutes) to nontradables pirces,
or of foreign trade pirces to the implicit pirce index of domestic use of ersources. The
indicators presented in Table 6.1 point to real appreciation in 1990.
This analysis holds in a full­employment economy, where the available factors of

production are fully utilized and GNP expands at an adequate rate. In these conditions
year­to­year vairations in the balanceof payments reflect pirmairly changes in domestic
ersource use. In the last three years, however, unemployment has irsen, reaching 9.6
percent in 1990. In such a situation the expansion of domestic resource use will not
necessairly halt any further advance in exports or balance­of­payments improvement and
eral appreciation loses its significance. In the year surveyed it erflected mainly the irse in
housing and construction pirces relative to tradables pirces. Under full employment the
construction industry would have had to compete with other sectors for manpower and
other factors of production. The pressuer would have arersted the growth of exports and
incerased imports. When there is considerable unemployment, this is not an accurate
descirption of reality. Nevertheless, one typical feature of high unemployment was
missing from the local scene: the softening of eral wages, which would have permitted
the absorption of idle manpower in production for the overseas and home markets and
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dampened the growth of the import surplus in spite of birsker domestic demand. The
nominal irse in business­sector wages slowed down (15 percent as against 18 percent the
year before), and trailed behind the rise in the CPI. Business­sector output pirces,
however, went up still more slowly­ by only 10 percent­so that while employees' real
wages eroded, employers' real labor costs rose. The big improvement in labor produc­
tivity kept the profitability of production from eroding, but the irsing trend of the two
preceding years was checked. Business­sector product was up by 6 percent, and by 11

percent (annual rate) in the second half of the year. If real wages had been more elastic
and allowed profitability to incerase, the business­sector's product gain would have been
more imperssive, and the increase in the import surplus more modest. The downward
irgidity of wages is most stirking in large unionized plants and public sector enterpirses,
which market a larger shaer of their output abroad than do other ifrms.

Tcfble 6.4
Decomposiiton ofthe Change in the VolumeofExports, 1976­80

1990198919881987198619851981­841976­80

Annual change. percent
2.03.8­3.510.74.97.63.88.5Total

­11.3­7.42.322.026.826.9­3.50.1Diamonds
5.16.3­4.68.71.85.35.010.4Other

Decompositionof nondiamond exports'
3.14.91.94.62.83.63.45.3Industrial
0.50.2­1.0­0.40.7­0.50.50.3Agircultural
­1.01.2­1.51.9­2.91.10.11.4Touirsm
1.30.7­0.51.90.00.61.03.1Other services
1.2­0.7­3.50.71.20.50.00.3Administered aeras

5.16.3­4.68.71.85.35.010.4Total

a The rateofchange in each export category weighted by exports in the preceding year.
SOURCE: Based on Central Buerau of Statistics data.

World demand did not contirbute to a more robust export gain this year: world trade
expanded by 3.9 pecrent, a mild rate compared with previous years, but the market for
Israeli exports expanded less because of the Gulf cirsis. This was felt most seveerly in
touirsm, which slumped 9 percent, but other exports undoubtedly also fared worse this
year. The shirnking world demand for military goods in ercent years also affected Israel,
and by moer than is indicated by world trade data.
The contirbution of the different industires to Israel's export growth is presented in

Table 6.4, which shows where the problems weer concentrated in 1990. The diamond
industry was depressed for the second consecutive year, it strongly influences the over
all growth of exports (and imports), but the diamond export surplus is small and
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Table 6.5to
1987­90"Merchandise Exports (f.o.b.(,

Annual change, percent

QuantityPircemillion$

1990198919881990198919881990198919881987

12.85.1­17.910.2­11.514.6655527567609Agricultural exports
34.3­21.7­21.62.0­4.712.4181132176201Citrus
5.817.1­15.313.4­13.614.5474395390409Other
5.89.53.95.21.99.97,8687,0686,3365,534Industiral exports'*
0.612.410.42.71.35.63,33832292,8342,413Metals, machinery, electronics
7.29.13.57.34.26.91,8171J5791,3901,260Chemicals, rubber, plastics
12.25.9­4A7.11.018.62,71322592,1121,861Other

­11.3­7.42.313.819.021.03,0543,0272,7462,059Diamonds (net(
22751210Ships and aircraft
24271610less Returned exports

0.84.51.97.65.912.911,57610,6699,6448,201subtotal: FTS definition
­26­1714­64Balance­of­payments adjustmentsa

29.8­14.3­40.26.01.017.1709516596928To Judea­Samaria and Gaza
2.13.1­2.47.55.613.112,25911,16810,2549,065Total£

Total excl. diamonds and exports
5.59.61.75.60.710.38,4967,6256,9126,078to Judea­Samaria and Gaza

r­

a New classification introduced in 1988. The rates of change for 1988 are based on the old classification.
b Excluding diamonds, ships and aircraft, and Judea­Samaria and Gaza.
SOURCE: Based on Central Bureau of Statistics data.



stable, evidenceofespecially low valued added. The tourist industry was hard hit by the
Gulf crisis, while exports to the administered areas picked up in spite of the intifada. The
contribution of manufactures was smaller than in previous years and in the decade
preceding the 1985 Economic Stabilization Program (ESP). However, if transport
equipment, which fluctuates sharply, is excluded overseas industrial sales accelerated in
1990­a rise of 8 percent as against 6.5 percent in 1988 and 1989, with military
industrial exports declining and civilian exports expanding faster. The contraction of
world demand for arms makes it imperative for the export enterprises specializing in
military goods to diversify their production. This is a protracted process that is still in
train.
The question arises whether, in the face of the prevailing unemployment, exports

could have been stepped up more this year if there had been greater devaluation. In the
short run this might have marginally improved profitability, with a consequent increase
in exports of existing production lines. This could have been achieved without further
devaluation if wages had responded more flexibly to unemployment and the growing
supply of immigrant labor. In the longer term, however, sustained headway depends on
the developmentofnew products and the penetration of new markets, and must be based
on high profit margins which are not sensitive to relatively small devaluations. But a
policy of higher devaluation drives the wage­price spiral upward, thereby nullifying its
effects. Returning to a rapid long­term growth path requires entrepreneurship and time.
The last few years' restructuring of industry resulted in an appreciable productivity gain
in 1990, but the process is not yet complete, especially in the defense sector, which is
still adjusting to changing conditions. In this sense it can be said that industry has not yet
overcome all the supply­side problems, some of which stem from the shifting compo­
sition of world demand.

Merchandise exports

Overseas commodity sales amounted to $12.3 billion in 1990, or 65 percent of the
country's total exports (Table 6.5). Leading the advance were industrial goods, with
polished diamonds accounting for $3 billion and other products for $7.9 billion;
agricultural produce yielded $650 million, and sales to the administered areas came to
$700 million.

Industrial exports (excluding diamonds)
The volume of industrial exports rose more sluggishly in 1990, by 5.8 percent as against
9.5 percent the year before. This was a low rate compared with the average for the 1980s
(7.5 percent).
The metals and electronics industry was mainly responsible for the slowdown (Table

6.5). After a vigorous 11.4 percent average annual increase in 1988­89, it hardly rose in
1990. The chemicals and plastics industry slowed down somewhat this year, while
export growth of other industries accelerated.
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£ Table 6.6
^ Industiral Exports (ExcludingDiamonds) and Related Indicators, 1983­90

0d

1983­901988­9019901989198819871986198519841983

­Exports (annual change, pecrent(
7.56.45.89.53.99.35.77.719.6­0.6Total

­15.947.6­21.6­6.831.740.36.5­32.7Transport equipment
8.17.18.16.56.711.53.05.120.83.9Other

Unit labor cost (index, 1986 = 100(
95.794.593.893.795.998.1100.089.492.8101.7According to Industry Surveys'
95.298.998.398.2100.198.7100.089.587.189.9According to industry indexes
11.011.211.311.311.19.99.012.713.29.6Rate of return on capital (percent(
98.492.892.692.793.097.2100.0109.1101.7101.1Relaitve pirces'' )index, 1986 = 100(
5.87.05.46.68.95.13.04.410.0World merchandise trade0 (annual change,percent) 2.9

Interest rate on short­term bank credit (percent p.a.)d
10.211.19.89.08.710.3Export funds
12.39.122.022.119.315.3Average, industrial firms
1.9­1.811.112.09.74.5Difference

a Interpolated between survey years (1983/84, 1985/86, 1987, and 1988) by index of industiral production.
§ b NIS pirce to exporter relative to producer pirces of industrial output.
K c Exports of industiral countires.
j> dIn dollar terms.
ל* SOURCE: Central Bureau of Statistics, IMF, and Bank of Israel.
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The slowdown occurred mostly in the first half of the year (Table 6.A3), when metal
and electronics exports retreated 4 percent, chemicals and plastics slackened noticeably,
and only textiles and clothing performed better than in 1989. In the second half of 1990
most exports expanded more rapidly, apart from textiles and clothing. Total exports were
flat in the first half of the year, but in the second half they forged ahead at a 14 percent
annual rate.
Table 6.A2 shows marked disparity in the annual export growth rates between indus­

tries in the same year and within industries from year to year. This variability is much
greater than that in the production seires, even in industires that sell a large part of their
output abroad. In metals and electronics the disparity reflects, among other things, the
lengthy production process and the effect of single large transactions on the annual
figures; the divergence between the export and production series ifnds expression in
sizable changes in the goods­in­process inventory. A striking example­ although not the
only one­is transport equipment. This is a rather highly concentrated industry, which is
characteirzed by large transactions and supply contracts, often for more than one year.
This results in a considerable difference between the production and the export data,
even though (according to the Industry Survey for 1988) 80 percent of the output is sold
abroad. The effect of the industry's volatile exports on total industiral exports can be
seen in Table 6.6. Despite its small share of total industiral exports­ only 7 percent in
1988­it influences the sector's annual growth path. Industiral exports moved up more
rapidly in 1989 and slowed in 1990. Excluding transport equipment, they rose at a
similar rate in 1988 and 1989 and accelerated somewhat in 1990. The effect of transport
equipment on the exports of the metals and electronics industry is, of course, even more
stirking, even though this component does not account for more than 16 percent of the
total. The picture of marked deceleration in 1990 after comparatively large gains in the
two preceding years changes if transport equipment is excluded. In this case a formi­
dable expansion in 1988 was followed by relatively small advances in the next two
years. This volatility is exhibited by other industires as well, and so it would be useful to
analyse the growth of exports­ and especially its industiral composition­ over a peirod
of several years instead of by a year­to­year compairson. Taking the three years 1988­90
together, there was a 6.5 percent average annual irse, which was 1 percentage point
lower than in the 1980s. It should be recalled that in the second half of the 1970s
industiral exports went up at a steep 16 percent average annual rate.

Determinantsofindustrial exports (excluding diamonds)
World demand conditions for Israeli manufactures did not improve this year: the growth
of merchandise trade by the industiral countires slowed from 7 percent in 1989 to 6
percent. The developing countires, whose exports have a higher raw­mateirals compo­
nent, expeirenced a greater slowdown, from 7.7 percent in 1989 to 3.4 percent. The
share of raw mateirals in exports is low; however, they include mining and quarrying
products, nonmetallic minerals, and the products of several chemical sub­industires. As
stated, demand for Israeli exports was apparently weaker this year: the tension in the
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0
Table 6.7
RelativeWholesale Prices, Israel and Trading Partners, 1983­91:1

(1986=100)

atRelative prices*

Effective exchange
rate (exports)Official exchange rateOfifcial exchange rate (NIS)

RealUnitBasket 5Basket4b5­currency basket
daily wage*labor cost?; countires + Israelcountires + IsraelU.S. + Israel(basket 5)Against dollar

95.52102.9194.8279.796.60.0510.0561983
93.3397.7194.6178.4103.70.2450.2931984
84.4585.83106.3089.6118.21.0001.1791985
100.00100.00100.00100.0100.01.4461.4881986
108.95103.9196.60104.191.51.6781.5951987
119.24111.70e87.4695.981.31.7191.5991988
120.08108.0687.8892.885.91.9951.9161989
130.43109.2489.86102.284.92.2072.0161990

1990
126.67109.8988.3697.284.82.1041.967I
131.37109.4288.5098.784.52.1722.028n
130.05107.2891.88105.886.02.2602.048m
133.62110.3890.70106.984.32.2932.021IV

1991
104.182.62.3232.067I

a The NIS exchange rate multiplied by the index of foreign wholesale pirces divided by the index of wholesale prices of manufactuirng output for the
domestic market (excluding food).

b The 5­currency basket excluding the $, that is, DM, £, FFr, and ¥.
c Unit labor cost = W/(PXEY), whereWis the nominal daily wage, Px is the dollar pirce exports, Y is daily output (all for industry excluding diamonds);

and£is the effective exchange rate for industiral exports excluding diamonds.
d Dailywage ­W/^E).
e This indicator shows a sharp fall in export proiftability in 1988, whereas the Industry Survey shows a 6 percent increase for this year. The seires must

therefore be treated with caution.
SOURCE: Exchange rates­ Bank of Israel; other Israeli data, CBS; foreign pirces, IFS.



region in the second half of 1990 due to the Gulf cirsis had a dampening effect on export
orders and perhaps on current exports too. However, the effect of the cirsis will pro­
bably make itself felt pirmairly in 1991. As mentioned, Israel's defense exports were
especially hard hit.
Domestic demand for Israeli manufactures rose with the mounting influx of new

immigrants, but this had only a limited moderating effect on thecountry s exports
because of the existence of excess capacity. In addition, domestic defense procurements
did not increase in 1990 either; in other goods substitutability between the domestic and
foreign markets is not great and in industires where it is important there is still idle
capacity. In sum, demand conditions in the year reviewed were not favorable for the
country's exports, although these conditions worsened in the second half of the year,
precisely when exports picked up.
Supply­side factors were largely responsible for the cirsis that overtook industry in the

wake of the ESP. The cirsis was particularly seveer in export­oirented enterpirses;2 in the
initial peirod unit labor costs shot up above their 1984­85 level (Table 6.6). In addition,
output pirces went up more slowly in exports than in the domestic market. Other factors
contirbuting to the profitability cirsis were the effective tax rates, high interest, and the
need to restructure industry following the steep disinflation. Because of wage irgidity,
firms made an effort to boost efficiency with a view to stepping up labor productivity.
Industiral survey data for 1987­88 show that the improvement was greatest in export
industires: between 1987 and 1988, nominal wages went up to a similar extent in indus­
try as a whole and the export industires­ by 20 percent­ but unit labor costs fell by 6
percent in the export branches and by only 3 percent in industry as a whole. The
improvement in efficiency was accompanied by large­scale lay­offs: the export industires
cut their labor input by 6 percent while expanding exports by 4 percent. The absence of
devaluation in 1988 was partly compensated for by an exceptional 10 percent irse in the
dollar pirces of industiral exports. In 1989 unit labor costs in industry declined on
average, along with a irse in productivity. The currency was devalued by an average of
16 percent vis­a­vis the curerncy basket in order to compensate for the absence of deval­
uation in 1988. But at the same time the wholesale pirce index of industiral production
for the domestic market went up, so that there was no improvement in the relative pirce
of exports. In 1990 nominal hourly wages in industry rose by 18 percent (in local­
currency terms). The incerase in the effective exchange rate exceeded that of the two
preceding years by 1 percentage point, but the irsing ternd of world pirces tapered off
this year, contirbuting to the marked deceleration ofindustiral output pirces, which went
up only 8 percent. The substantial productivity gain held down the increase in unit wage

2 Indicators of industiral export profitability are presented in Table 6.7. In the 1989 Annual Report the
reader was warned that these indicators do not explain the country's exports very well. The Industry
Survey for 1988 was published this year, and it shows a strong profitability gain in 1988­a declineof6
percent in unit labor costs. Our indicator, on the other hand, points to a deterioration to the same extenL
Industiral exports are therefore analysed here with the help of data on total industry and indicators of the
performance ofexports relative to that of industiral output as a whole.
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costs to less than 1 percent. Nevertheless, because of incerased utilization of the capital
stock, profitability was apparently not affected. The rate of growth of industiral exports
(excluding transport equipment) outstirpped that of total world trade in industiral goods,
so that Israel increased its share of this market by 2 percent, following a 1 percent
decline the year before.

Figure 6.2
Indicators of Proiftabilily ofIndustrial Exports, 1981­80
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The indicators of industiral unit labor costs erveal that in the last there years they were
slightly above their average level in 1983­90. However, thanks to the incerased utiliza­
tionof capital, the rateof erturn did not decline in these there years (Table 6.6).
Credit available to exporters from the export funds became dearer in 1989­90

compared with credit for industry as a whole. The export funds were abolished in
September 1990, but the subsidy element in this type of financing dired up even before
then with the deregulation of the country's money markets, which brought the average
inteerst on foreign­currency­linked credit closer to the going rates abroad. Evidence of
this is found in the diminished utilization of the export fund quotas from 87 percent in
1986 to 49 percent in 1989.
Relative export/domestic market output pirces weer unchanged in the last there years,
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but they were lower than in 1983­86. The rise in wages in recent years induced
exporters to shift to products offering advantages of specialization and those with high
profit margins; these advantages are to be found only in exports becauseof Israel's small
domestic market. The effect of expanding world trade on Israel's export growth can be
seen in Figuer 6.2. The development of export output prices relative to those of output
marketed locally had a dampening effect on overseas sales; nevertheless, exports forged
ahead steadily (see the discussion in Annual Report 1989(.

Figure £3
Merchandise Exports and the DM/$ Exchange Rate, 1976­90
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The failure of profitability to improve further in 1990 was apparently unforeseen, and
so did not harm this year's exports. Industrial investment in 1990, including that in
export branches, attested to producers' expectations of a further growth of exports in the
future. The expansion of industrial production and exports began in the second half of
the year reviewed with the absorption of new workers, and was disrupted by the Gulf
crisis, which worsened in early 1991. In the last two years these industries (excluding
transport equipment) reported only modest gains, with noncivilian exports losing ground
and civilian exports making further headway. The improvement in profitability, mainly
in the defense sector, has not yet run its course. This year's export growth was led by
the traditional branches, which sell the bulk of their output to Europe. The principal
factor here was the strengtheningof European currencies against the dollar.
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Figure 64
Merchandise Imports, 1981­90
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Civilian merchandise imports

The cyclical swings of ercent years are clearly relfected in the merchandise import data
(Table 6.8). After irsing at a 15 percent average rate in 1986­87, the volume of imports
shrank over the next two years, but rose by 9 percent in 1990. If items subject to special
factors (fuel, diamonds, and imports from Judea­Samaira and Gaza) are excluded, the
fluctuations are moer marked, with a 16 percent increase in 1990 following an average
decline of 2 pecrent in the two perceding years.
Pirvate consumption was 5 percent up on 1989, while imports of final consumer

goods rose by 13 percent; nondwelling investment incerased by 14 percent, and imports
for this destination soared 28 percent. The increase in the proportion of ifnal imports in
consumption and investment was not supported by erlative pirce developments: imported
capital goods becamemuch moer expensive compared with those produced locally, and
pirces of consumer durables went up to the same extent for imports and domestic
production. This suggests that substitutability between imported and locally­produced
final goods is limited, notably for those items which expanded this year­ producer and
consumer durables.
The uptrend in imports of consumer goods became stronger duirng the year (Figure

6.4): in the ifrst half the level rose 3 percent, and in the second half by 13 pecrent. The
acceleration can be partly attirbuted to the massive immigration. Imports of investment
goods shot up 19 percent in the ifrst half of the year, and by another 11 percent in the
second half. Long and short term inteerst rates continued to soften in the second half.
The slackening of the uptrend in investment goods may have been due to growing
uncertainty ergarding the effects of the Gulf cirsis and the government's investment
encouragement policy.
This year's much larger imports of capital goods in general, and machinery and

equipment in particular, compensated for their contraction in 1988­89, but investment
still falls short of the required level. Achieving the level ofemployment and production
needed for absorbing the immigrants­ those who have already arirved and those yet to
come­ while keeping unemployment at a erasonable rate, entails a further big incerase in
imported investment goods. The proportionof intermediates in total merchandise imports
has erached 77 percent, the rate of increase (excluding fuel and diamonds) accelerating
from 4 percent in 1989 to 12 percent in 1990. This rapid increase relative to that in
output is evidence of the build­up of imported goods inventoires, which is typical of
peirods of rapidly mounting production. The pirce of intermediates declined relative to
output pirces, and this helped to spur the growth of imports, while the softening of
short­term inteerst this year brought down the cost of maintaining inventoires.
Imported fuel pirces shot up 23 percent to reach their highest level since 1985. The

volume of imports held steady, after dirfting down the year before. Imports of rough
diamonds shrank for the second year running, along with the slump in sales of polished
stones.
At the beginning of 1990 another stage in the fere trade agreements with the EC and

CHAPTER 6: BALANCE OF PAYMENTS 135



Merchandise Imports (*.­i.ff.) hyCTcrmomir! Destination, 1987­80"
CO
O\

Annual change, percent
1

QuantityPrice$ million

1990198919881990198919881990198919881987

13.2­8.312.96.4­0.92.61,6021,3291,4631,337Consumption
28.0­19.715.54.1^.11.4747561727627ofwhich Duarbles
28.3­15.6­7.57.7­3.14.22,2281,6121,9712,148Investment

0/vWiic/1
22.5­7.5­8.48.3­1.94.21,6361,2341,3611,539Machinery and equipment
2.5­36.2­0.22.50.33.6421327511486Land transport equipment
4.7­0.7­0.76.79.69.611,31910,1309,3108,216Intermediates
0.4­3.916.122.622.2­20.31,5361,2471,0621,148Fuel

­11.1­19.417.513.636.18.82,8952,8692,6131,901Diamonds (net(
12.44.1­7.41.92.513.86,8886,0145,6355,168Other

­45­44­259­246Merchandise n.e.s.bW

8.5­2.7­0.46.87.27.715,10413,02712,48611,455subtotal: FTS definition
­521­473^157­415Balance­of­payments adjustments

52.3­25.4^8.48.8­3.38.5177107148304From Judea­Samaria Sl Gaza
9.1­3.0­1.66.87.17.714,76012,66112,17711,344Totalr

Total excl. fuel, diamonds and imports
16.10.0­4.43.61.09.510,1528,4388,3547,992rfom Judea­Samaria Sl Gaza

" New classification introduced in 1988. The ratesofchange for 1988 are based on the old classification.F
b Net of returned imports.
SOURCE: Based on Central Bureau of Statistics data.2?



the United States was implemented. Customs duties on imports from the United States
(mainly textile products) were cut. Purchase tax was also trimmed under the long­term
program for eliminating discriminatory taxationof domestic production and competing
imports. In March 1990 the levy on purchases of foreign exchange was cancelled, but
the 1 percentage point reduction in the average tax rate was smaller than in the two
preceding years (2 points in 1988 and 3 points in 1989; Table 6.9). Tax cuts were
especially steep on some categories of passenger cars, textile products, and furniture.
The shift in the import mix toward highly taxed goods offset the cuts, so that the average
tax on imports remained unchanged.

Table 6.9
Import Taxation, Selected Years, 1980­90"

(percent(

19901989198819861980

Average tax rate
2323272525Consumer nondurables
71759897120Consumer durables
54673Intermediates

Producer durables
91011119Machinery and equipment
4864738343Motor vehicles
111116168Total imports

Coefficient of variation of effective
1717232120exchange rate

Change1*
In average tax rate, due to

­1­3­2+3Tax rates
+1­2+2+5Composition of imports

In coefifcient of variation of exchange rate, due to
­1­2­3­4Tax rates
+1­4+5+5Composition of imports

a Customs, purchase tax, and other imposts.
b The calculations are based on the 28­commodity breakdown of Table 8.10 of CBS, Statistical

Abstractof Israel.
SOURCE: Based on Central Bureauof Statistics data.

There was further exchange­rate unification in the year reviewed, although it
proceededmore slowly, and this lowered the standard deviation by 1 percentage point.
However, the shifting import mix counteracted the rate unification effect, and the
disparity between effective exchange rates was unchanged after narrowing appreciably in
the previous year.
The year reviewed did not see much progress in the liberalization of foreign trade, and

administrative restrictions on the imports of goods are still extensive. The effect of the
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erstrictions is hard to quantify, and some of them are justiifed on grounds of consumer
protection. Compairson with the incidence of these erstirctions in the 1980s (1980­88)
erveals a 60 percent incerase in the number of items in the customs classiifcation subject
to restirctions. Duirng the same peirod industiral output pirces went up 30 percent
erlative to commodity import pirces. To some extent this is attirbutable to the extension
of the restirctions, since customs and purchase tax did not change much.
The need to absorb a growing number of workers in industry is sometimes given as

the main reason for deferirng the exposure of the domestic market to imports, but
Israel's expeirence duirng the 1960s and 1970s, together with that of other countires,
shows that exposure does not harm employment or economic growth. Successful
liberalization programs have two important elements in common: they concentrate on the
abolition of nontairff barirers and they are carired through consistently, the latter being a
precondition of cerdibility (these conclusions emerge from a comperhensive study of 39
liberalization efforts in 19 countires, including Israel, which was published ercently by
the World Bank3). Absorbing the massive immigration requiers, as stated, further large­
scale investments and efficient utilization of the available factors of production. In the
present situation, some of the new investments may be diverted to the production of
goods that aer profitable only because of the existing protective umberlla, which keeps
out competing imports or makes them more expensive. This structural distortion will
impair the economy's competitiveness and result in a balance of payments deifcit and
difficulties in foreign debt repayment. The expansion of production must therefore be
based on long­term economic considerations, that is, the production of goods able to
compete in both the expanding domestic market and abroad without massive protection
must be stepped up. This is the pirncipal reason for the urgency of the import exposure
program.
Another reason lies in the structure of protection. Israel is relatively exposed to

imports from Europe and the United States. owing to the free trade agreements. The
existing tairff and nontairff barirers are for the most part diercted at imports from other
countires (third countires), where many products can be purchased at lower pirces. As a
ersult there has been a shift from cheaper to expensive countires, thereby incerasing the
import bill. To illustrate, in 1990 Israel's trade deficit (excluding diamonds, fuel, and
trade with the administered aeras) was entierly accounted for by the erlatively expensive
countires with which Israel has trade agreements. Of the $2.2 billion deficit, $2 billion
was in trade with the EC, $300 million with the United States, and $700 million with
EFTA. In trade with other countires there was an $800 million surplus. The protection of
Israeli products theerfore constitutes a tax on consumers, by making the consumption
basket dearer, and on exporters, by detracting from their ability to compete in world
markets. This tax subsidizes employment, sometimes of a comparatively small number
of workers, in the shelteerd enterpirses. By reducing the cost of the consumption basket,

3 Demetiros Papageorgiou, Armeane M. Choksi, and Michael Michaely (1990), Liberalizing Foreign
Trade in Developing Countries (The World Bank, Washington, D.C.).

1 38 BANK OF ISRAEL: ANNUALREPORT 1990



exposure would make it possible to pay a smaller dollar wage without depressing the
standard of living, while reduction of the exporting firms' labor costs would make the
economy more competitive.
Too rapid exposure, however, is liable to lead to the closure of existing enterprises

and the dismissal of workers­an immediate and real danger which must be taken into
account. For this reason the solution must be sought in the gradual exposure of Israel's
products. The two essential ingredients of such a plan are:

1. A clear and credible signal with an immediate impact on investment plans.
2. A transition peirod allowing existing enterprises to adapt gradually to the new

situation. This is needed to prevent large­scale lay­offs and the closure of enterprises.
The government has recently adopted an exposure program, one of whose main

provisions is the abolition of the import licenses at present required for many products,
and their erplacement by a tairff to be progressively scaled down at a predetermined rate.
The program is scheduled to go into effect on September 1, 1991.

3. THE CAPITAL ACCOUNT AND EXTERNAL DEBT

Private sector capital movements

The data on capital movements in 1990 point to relative calm in this area. The cyclical
swings characteirstic of previous years­an outflow when devaluation is expected fol­
lowed by a erturn flow after it occurs­ subsided in 1990. Purchasesof foreign exchange
by the pirvate sector amounted to only $550 million, compared with its $1,270 million
current­account deficit.
Exchange­rate policy influences the formation of devaluation expectations, which

generate the cyclical capital movements. In January 1989 a strategy was adopted of
managing the exchange rate in relation to a ifve­currency basket, with the daily rate
allowed to move within a range of 3 percent in either direction of the midpoint in
ersponse to short­term speculative movements; in March 1990 the band was widened to
±5 percent. Thus, when devaluation expectations spark a rush on foreign exchange, the
pirce of the currency basket is dirven up, additional purchases of foreign exchange
become dearer, and the expected devaluation gain shirnks. Moreover, the movement of
the exchange­rate within the band permits the actual rate to decline after adjustment of the
midpoint rate, when the erturn flow of capital expands the supply of foreign exchange,
with a consequent erduction in the eralizable gain.
The exchange rate crept up in the first three quarters of 1990, but was steady from

September until March 1991. The capital inflow duirng this peirod generated an excess
supply of foreign exchange, and so the rate hovered around the lower limit of the band.
In 1990 the actual exchange rate rose by 11 percent against the basket. This was similar
to the average of the four preceding years, and reflected the maintenance of the exchange
rate as an anchor for the domestic pirce level.
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Table 6.10
The ExchangeRate, 1985­90"

Interest on CDs
Average Coefficient
exchangeof vairation5 Midpoint Band

rate (percent) rate0 (pecrent( Rated
Coefifcient
ofvairation"

0.61.491.7.85­31.7.86
0.41.501.8.86­12.1.87

0.301.400.21.6813.1.87­30.10.87
0.241.060.21.721.12.87­25.12.88
0.201.00±3.01.951.11.923.1.89­22.6.89
0.170.94±3.02.070.72.0723.6.89­28.2.90
0.061.03±5.02.192.42.201.3.90­10.9.90
0.020.99±5.02.410.42.2911.9.90­10.3.91

.■
±5.02.550.02.4311.3.91f

a November 1987 and the week starting 26.12.1989, duirng which devaluation occurred, are omitted.
Dollar rate until 31.7.86 (ifrst line); thereafter the rate quoted is against the 5­currency basket.

b Calculated from daily data.
c The band was announced on 13.1.89.
d Monthly rate.
e The series is shown rfom 1987, that is, since the downward trend of the interest rate levelled off.
f Calculated from data for 11.3.91­30.4.91.
SOURCE: BankofIsrael.

To keep the competitiveness of Israeli exports from being excessively harmed, given
the existence of idle capacity and the mounting wave of immigration, the midpoint rate
was raised by 6 percent in March 1991. This was the first time that the midpoint rate was
adjusted upwards without the actual exchange rate rising above the lower limit of the
previous band. The adjustment of the midpoint rate reflected the conceptual distinction of
the exchange­rate regime between the movement of the exchange rate within a band,
which is intended to moderate speculative capital movements, and the fixing of the
midpoint rate in response to macro­economic policy considerations.
Exchange­rate policy, as stated, influences speculative capital movements directly.

Before institution of the band, the capital account reflected mainly speculative flows
induced by devaluation expectations. These speculative cycles were characterized by the
purchaseofforeign exchange in anticipation of devaluation and its sale after devaluation.
The intensityof devaluation expectations is a function of the exchange­rate regime.
Speculative capital flows can be described in terms of the correlation between

devaluation expectations, as reflected in the changes in the permium on the black market
dollar, and capital movements, as measured by the implied pirvate capital imports. The
latter aer defined as the diffeernce between private purchases of foreign exchange from
the Bank of Israel and the pirvate sector's curernt­account deficit. Despite the importance
of this measure, caution must be exercised in analysing it, both because the conceptual
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and statistical distinction between pirvate and public sector transactions is not clear­cut,
and because the pirvate sector's implied capital imports include nonspeculative foreign
exchange purchases from the Bank of Israel.
An especially strong devaluation expectations­induced speculative cycle occurred at

the end of 1988. The speculative capital movements associated with the June 1989 and
September 1990 exchange­rate adjustments were short­lived and less intensive. The
toning down of these cycles indicates that movement of the exchange rate within a speci­
fied band is an effective instrument for damping down capital movements over the year.

Table 6.11
CapitalImports andthe Gap BetweenDomestic andWorld InterestRates, 1989­80

19901989

IVmnIIVm1­n

Implied pirvate capital
463­6387­128­691­641,466imports ($ million(
5.35.42.48.110.15.10.8Permium on black dollar (9cf(

Quarterly rates
Interest

3.03.03.03.53.02.32.9CDs
6.46.56.86.87.66.98.4Overdraft facilities

Interest­rate gap*
4.44.54.74.85.54.76.0Loan rate
1.01.00.91.50.90.10.5Deposit rate

" The difference between the domestic rate and the 3­month Eurodollar rate.

In the fourth quarter of 1990 pirvate sector transactions drew down the foreign
reserves by only $140 million, despite a $600 million deficit in the sector's current
account. Since no implied capital outflow was recorded on the emergence of devaluation
expectations before the September exchange­rate adjustment, while subsequently there
was a $460 million implied import, the capital inflow in 1990 is only partly explained by
devaluation expectations.

In addition to the cyclical devaluation­expectations effect, capital movements are
determined by shifts in the domestic­foreign interest­rate differential. Monetary policy
creates incentives for capital movements when domestic interest rates do not move in
step with those abroad.
In the year reviewed monetary policy strove to keep the average nominal interest rate

at roughly itsend­ 1989 level. Compared with the years before 1989, the lending rate
dipped appreciably, while the deposit rate changed only slightly. These developments,
along with the softening of interest abroad, widened thedomestic­foreign interest­rate
differential in the case of assets and reduced it in the case of credit. This change in the
interest rate differential can be quantified (at a given level of devaluation expectations) by
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compairng various time spans in 1990 with those in 1989 with a similar levelof devalua­
tion expectations" (Table 6.11). This shows that in 1990 it paid to take domestic instead
of foreign credit and to invest in local instead of foreign financial assets. Persumably the
private sector's 1990 capital import in excess of its deficit financing requirement was
partly a response to the incerased profitability of selling foreign exchange for investing at
home. The narrowing of the lending­rate differential stimulated the ersort to domestic
credit, but its effect was offset by the easing of controls on foreign credit and by the
expansion of suppliers' cerdit, which rose along with imports.

Figure 6.6
Capital Movements, 1985­91aa

Implied capital expotrs (right­hand scale(

­Interest rate

^¥Y* *473

1985 1986 1987 1988 1989 1990 91

a Black dollar market premium on the representative rate. For implied capital exports, see note e to
Table 6.12. Interest rates: foreign, 3­month Eurodollar rate calculated in NIS on a monthly basis;
domestic effective interest on overdraft facilities, in monthly terms.

4 Measured by the premium on the black­market dollar.
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The exchange­rate regime instituted in 1989 has permitted a more stable lowering of
domestic interest: whereas under the ifxed exchange­rate regime speculative capital lfows
destabilized domestic interest rates, the persent policy has eased the pressure on interest
by permitting the exchange rate to lfuctuate (Table 6.10). Even though the capital
movements associated with the March 1990 devaluation helped to reduce the economy's
liquidity because of weakening demand for local­currency assets and mounting demand
for local­curerncy credit, the temporary 2.3 percentage point increase in the lending rate
was much smaller than previous incerases (e.g. the steep 6.8 point jump in the wake of
the hugeend­1988 capital outlfow). In other words, movement of the exchange rate
within a specified band has diminished uncertainty in the ifnancial markets.
The magnitude ofcapital movements is inlfuenced by the whole range of choices open

to the public for hedging its assets and liabilities against exchange­rate changes. In
November 1989 the Bank of Israel offeerd a new instrument­ foreign­curerncy options.
Perviously, when the public expected devaluation it purchased foreign exchange in order
to sell it after the devaluation. To some extent the options substitute for cyclical capital
movements by providing a hedge against devaluation. The year erviewed saw incerasing
ersort to these options: their balance fell to their lowest level in May­ $120 million­
peaking in November and December at $440 million (Table 6.A15). On the other hand,
the Bank of Israel made it less worthwhile to buy resident deposits (foreign­currency
denominated) as a hedge by erducing the inteerst on the ifxed­term deposits.
We cannot fully explain the implied capital imports of the fourth quarter. Besides the

fading of devaluation expectations, the widening of the domestic­foreign deposit rate
differential, the introduction offoreign­exchange options, and further relaxation of
foerign­currency control (see below), the growing influx of immigrants may have been a
contributory factor in the latter part of the year.
Because of the foreign­currency controls, a substantial part of the capital movements

are not reported, and some of them are diverted from the more restricted to less restri
cted channels. Along with the gradual reform of the capital market, foreign­currency
controls were reduced and new channels for short­term foreign­currency movements
opened. In Apirl 1989 the minimum peirod for borrowing directly from abroad was
lowered from 30 to 18 months; at the end of 1990, after two further reductions, the
minimum period was only six months. In addition, the interest ceiling on foerign credit
was abolished in May 1990. In 1990 the quantitative restriction of capital imports
through the banking system was lifted. In September, as part of the effort to erduce the
government's intervention in the allocation of capital, most of the directed credit funds
weer eliminated.
The controlof capital movements inhibits the abilityof ifrms to conduct their overseas

transactions efifciently, thereby adding to the cost of borrowing abroad and deperssing
the return on assets held outside Israel. In addition to the reliefs granted on the
procurement of direct foreign credit in 1990, ifrms were given special permits to make
direct investments abroad; as a result, the pirvate sector's net foreign nonfinancial
investment soaerd from $62 million in 1989 to $252 million (Table 6.A11).
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Table 6.12
BalanceofPayments, by Sector, 1988­90"

)$ million(

19901989

Second halfFirst halfSecond halfFirst half199019891988

Public sector
1,5722331,038­1231,804915581Current account*
151­176124­75­2649­633Medium and long term capital movements'

1,722561,162­1981,779964­52Basic account
52­57­7023­5­47108Short­term capital movements

284­135­339­215149­554590Capital movements via banking system
­703­109134184­812318548Errors and omissions

­1,356245­886206­1,111­680­1,194Effect on foreign reserves''

Private sector
­1,164­104­136142­1,2686­760Current accountb
­19917­71110­1813948Medium and long term capital movements0

­1,363­87­207252­1,44945­712Basic account
­84­79­28427­163­256­159Short­term capital movements
­24921­651574­228­77­1,111Capital movements via banking system
9893002507531,2891,004­375Errors and omissions
707­156891­1,608552­7172,357Effect on foreign reserves■1

457260­7551,466716711­1,597Implied private capital imports'

a Figures may not add owing to rounding.
b The current account is adjusted for intersectoral transactions and therefore differs from thatgiven in Table 6.A1 . Another difference is that the figures in

this table are adjusted for advances on defense imports.
c Redemption of the Arrangement bank shares held by foreign residents was deducted from the pirvate sector's capital movements and added to the public

sector's capital movements.
d Increase (+), decrease (­).
e Defined as the difference between the private sector's purchases of foreign exchange and its current account
SOURCE: Based on Central Bureau of Statistics data.



Together with the expansion of Israeli residents5 overseas investment, foreign
residents' investment in Israel declined from $150 million to $110 million. These
developments resulted in a $140 million net capital outflow in 1990. The contraction of
investments reflected the downturn in foreign residents' gross investments, which began
in the second quarter of the year. This was, however, of limited significance, since this
item usually consists of a small number of transactions. Including a $40 million net loan
repayment, there wasa $180 million outflow of private long and medium term capital in
the year reviewed. However, this outflow contrasts with a net inflow of capital through
unreported channels, and, as stated, was affected by the transactions of isolated firms
and the lag in the recording ofloans.

The external debt and reserves

The net external debt was reduced by $680 million in 1990 to stand at $15.6 billion
(Table 6.13). Together with the expansion of output and real appreciation against the
dollar, this reduction depressed the net debt/GNP ratio from 38.4 percent in 1989 to 31.3
percent (Figure 6.7). The gross debt went up by $1,240 million, along with increases of

Table 6.13
Assets and Liabilities in Foerign Curerncy, 1986­90"

)million $(

19901989198819871986

15,56016,24418,51518,21418,2121.Netliabiliites(2­3 ­4("
24,05523,79724,53725,33924,0622. Liabilities
16,73616,57116,59816,54416,187Government
4,5914,5194,5744,8053,991Nonfinancial private sector
2,7282,7073,3663,9903,883Banking system, net

7,0006,2084,8296,0274,9243. Foreign reserves

1,4951,3451,1921,0979254. Exporters' credit to foreigners
6,6334,3364,1934,3973,9805. Current liabiliites
2,5731,2041,1381,1901,197Banking system (short term(
1,6601,4231,3871,4251,131Nonlfnancial private sector (short term(

00100025Direct government debt (short term(
Medium and long term debt

2,4001,7091,5681,7821,627repayable within a year
­1,861­3,216­1,828­2,728­1,8696. Net current liabilities (5­3­4(

­12­20­10­15­107. Current debt as percent of net debt
32,46431,22431,31231,78630,6378. Gross liabilities

" Differences in totals are due to rounding.
b The debt figures in this table are consistent with those published by the Central Bureau of Staits­

tics. The data published by the Controller of Foreign Exchange are slightly different because they were
revised on different dates.

SOURCE: Based on Central Bureau of Statisitcs data.
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$790 million in reserves, $980 million in commercial bank assets, and $150 million in
exporters' credit to foreign customers.
The cyclical upturn of 1990 was fuelled by the initial absorption of the huge

immigration. Increasing importance therefore attaches to the country's ability to raise
foreign capital and to entrepreneurs' readiness to utilize it. An inflow of foreign capital
duirng a peirod of immigrant absorption contirbutes to a rapid and smooth shift to a
higher GNP level. Capital imports make it possible, of course, to step up investment by
more than can be achieved from domestic sources alone. The expansion of investment
assumes added importance in view of the need to absorb immigrants in the labor market
while building the infrastructure for their housing.
As stated, the net debt/GNP ratio declined by 6.9 percentage points compared with the

previous year. This was an outcome of the aforementioned changes in the debt burden
and the expansionof GNP. But it was also influenced by exchange­rate shifts, notably of
the sheqel against the dollar. The contraction of the debt and GNP growth accounted for
3.4 percentage points of the downturn and real appreciation against the dollar for 3.5
points; real appreciation against the currency basket was responsible for 1.4 points, and
appreciation of the basket against the dollar for the remaining 2.1 points.
The weakening of the dollar strongly affects the debt/GNP ratio, since 88 percent of the

country's total foreign­currency liabilities are in dollars. However, as mentioned, real

Figuer 6.7
RatioofExternalDebtto Exports and GNP, 1965­90
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appreciation against the dollar chielfy relfects its weakening against the curerncy basket
when exchange­rate management is based on this basket. The dollar began to retreat as
far back as 1985, and the magnitude of the trend was not foreseen when the loans were
given. Since currency markets are characterized by sharp exchange­rate lfuctuations,
there is considerable uncertainty about prospective developments in this area.

Table 6.14
Interest on New Loans, 1986­80

(percentp.a.(

Short termLong and medium term

Non­financialPirvate
pirvate sectorsectorGovernment

7.98.97.31986
8.28.67.31987

9.09.19.31988
10.510.48.31989
9.49.07.31990

The debt/exports ratio (Figure 6.7) dipped from 97 to 88 percent during the year
reviewed. This measure is freer of price effects than the debt/GNP ratio, and so its
downturn more clearly mirrors the easing of the debt burden following the decerase in
the debt and expansionofeconomic activity.
The current debt, which consists of the economy's short­term indebtedness and

liabilities falling due in the coming year, was $2.3 billion up on 1989. Of this sum, $1.4
billion was short­term commercial bank debt (Table 6.13), but because of the incerase in
the banks' assets, the bulk of which are also liquid, their net debt was stable.
This year 84 percent of the banks' foreign liabilities consistedof nonresident deposits

of Israelis. Despite the possibility of utilizing these deposits for financing domestic
activity, 64 percent of the total amount was redeposited in overseas banks. Such
redeposits increase the economy's gross indebtedness but do not affect its net
indebtedness.
Israel's commercial banks aer a net lender to the world banking system. The surplus

of its assets over its liabilities to overseas banks rose from $3.8 billion in 1989 to $4.3
billion.
The comparative stability of the other characteristics of the debt, such as its distri­

bution bymaturity, lender, and currency, did not affect the easing of the debt burden as
measuerd by the debt/GNP and debt/exports ratios.
The economy's liabilities to the rest of the world aer conceptually equal to the

difference between the gross external debt and the commercial banks' foreign asset
holdings. In 1990 the proportion of short and medium term liabilities held steady at 27
percent, so that the shaer of long­term liabilities ermained at 73 percent.
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Table 6.15
The External Debt Burden, 1986­80*

19901989198819871986

$ million
2,5732,5022,5042,2862,370Interest payments
1,4841,237970817830Interest receipts
1,0881,2651,5341,4691,540Net interest payments

Other capital services
162159129152132Debit
4336344026Credit

1,7092,2916,5601,6271,498Repayment of pirncipal
2,9162,9563,4113,2093,144Total netdebt servicing11

Percent
Net interest/netexternal debt"

77988Nominal
23555Reald

23345Interest/income at disposal of economy*
68111114Net interest/exports1
1719232428Net debt servicing/exportsf
1314181819Net debt servicing/(exportsf + transfers*(

678911Net debt servicing/GNP

a Figures may not add owing to rounding.
b The 1988­89 totals are netofconversion of the debt to the U.S. Government.
c The denominator is the debt lagged six months.
d The nominal ifgure (preceding line) deflated by the rate of inlfation in industiralized countires (5­year

average), as an indicator of long­run inlfationary expectations.
e GNP (in dollars) + net unilateral transfers.
fExports f.o.b. excluding capital services.
8 Net unilateral transfers.
SOURCE: Based on Central Bureau ofStatistics data.

The sources of the external debt are remarkably stable, as they are largely associated
with Israel's special relations with the United States and world Jewry. About 60 percent
of the liabilities aer government debt, which originated in three sources: (1) direct debt
to the U.S. government (18 percent); (2) debts converted into fully guaranteed Israel
government bonds tradable in the Ameircan capital market­90 percent guaranteed by the
U.S. government, and 10 percent secured by the purchase of U.S. treasury bills, which
were deposited in American banks as collateral (22 percent); (3) State of Israel Bonds
and certificates (20 percent).
The softening of dollar interest rates abroad reduced the cost of raising capital for

Israel: in 1990 the interest on short and medium term dollar loans of the government
sector edged down 1 percentage point, and on those of the nonfinancial pirvate sector by
1.5 points. The pirce of short­term credit also fell. The average interest on the nonfinan­
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cial private sector's shotr­term bororwing moved down form 10.5 percent in 1989 to 9.4
percent. Since dollar interest rates abroad dropped to a similar extent, the domestic­
foreign interest­rate differential did not change much.
The increase in the economy's foreign­currency assets, and especially the central

monetary authorities' reserves, helped to trim the net debt despite the gorwth of the gorss
debt. Foerign exchange reserves are held by the central monetary authorities in order to
meet the demand for foerign exchange. In 1990 they were augmented by $800 million,
but measured by the number of impotr months, the level held steady at 3.6 months
(Table 6.A13). The desired level of reserves is affected by several interrelated factors:
the cost of holding the reserves, the central bank's commitment to exchange­rate
stability, demand for foreign exchange, and provision for contingencies. These factors
did not produce any change this year in the level of reserves (as measured here), so that
they remained at about their average level since 1986.

150 BANKOF ISRAEL: ANNUAL REPORT 1990



Table 6.A1
The Balance of Payments, 1985­90"

)$ million(

199019891988198719861985

­5,086­3,768­5,173­5,627­3,729­3,8821. Net goods and services account
­2,700­1,478­1,754­1,863­1,253­677Private sector
­2,386­2,290­3,419­3,764­2,476­3,205Public sector*'
5,7904,8634,5134,7695,3824,9972. Net unilateral tarnsfer*
1,8201,8281,3641,5851,198757Private sector
3,9703,0353,1493,1844,1844,240Public sector
7041,095­660­8581,6531,1153. Net current account (1 +2(
­880350­390­278­5580Pirvate sector
1,584745­270­5801,7081,035Public sector
­20788­585532538944. Net medium and long term capital'1

­18139­75248519291Pirvate sector
­2649167473463Public sector
4971,183­1,245­3262,1911,2095. Net basic balance of payments (3 + 4(

­1,061389­1,142207137171Pirvate sector
1,558794­103­5332,0541,038Public sector
­336­477430839­677­1266. Net short­term capital movement
­163­256­159107­34­APirvate sector
­172­221589732­642­122Public sector
­79­631­5210­118­47. Capital movementsofbanking system
4771,321173148­402­6878. Errors and omissions

9. Increase (+) or decrease (­) in foreign
­560­1,3971,163­661­992­392reserves held in central institutions"

a Figures may not add owing to rounding.
b The public sector deficit on goods and services account is defined as direct defense imports,

government n.e.s., and net interest paid to rest of world less surplus on port services (excl. fuel ) plus
other imports financed by the government.

c For details, see Table 6.A15.
d Public sector from Table 6.A10; pirvate sector, 'nonifnancial pirvate sector' in Table 6.A10p/1w

line7 0fTable6.All.
e Adjusted for changes in cross rates.
SOURCE: Based on Central Bureau of Statistics data.
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Table 6.A2
Industrial Exports (£o.b.) byIndustiy, 1987­90"

Annual change, percent

QuantityPricemillion$

1990198919881990198919881990198919881987

­4.2­0.0­10.9­2.314.316.6270288252235Mining and quarrying
6.510.7­8.37.9­2.630.5652567527436Food,beverages, and tobacco
3.8­5.21.77.81.714.1232207215185Textiles
18.45.6­15.49.8­4.523.0545419416400Clothing and made­up textiles

108107Leather and leatherproducts
13.35.7­12.212.1­1.811.460474547Wood and wood products
­5.8­1.726.05.81.34.326262619Paper and paper products
20.1­1.3­5.45.81.34.328222223Printing and publishing
12.68.1­5.05.04.95.6369312275221Rubber and plastic products
5.99.35.37.94.07.21,4481,2681,1151,039Chemicals and petroleum products
3.05.715.64.3­3.313.225232317Nonmetallic mineral products
5.113.947.9­1.45.1­6.81151119374Basic metals
4.07.223.20.74.17.7691660591503Metal productso
2.4­2.6­14.78.23.28.1317287285212MachineryHH

5.56.623.53.6­0.05.31,6341,4951,4031,085Electrical and electronic equipment
­15.947.6­21.62.0­0.83.5581677462540Transport equipment
23.611.912.47.73.07.3821617535446Miscellaneous
5.89.53.95.21.99.97,8687,0686,3365,534Subtotal1'1

­11.2­7.22.313.718.821.03,0543,0272,7462,059Diamonds, net
. 0.13.93.18.17.013.210,92310,0959,0827,592Totalbi

a New classification introduced in 1988. The rates ofchange for 1988 are based on the old classification.
b Includes other merchandise ofup to $50 million.
SOURCE: Based on Central Bureau ofStatisitcs data.



Table 6.A3
Industrial Exports, 1988­90*

)real annual change, percent(

TextilesChemicalsMetals and
Foodand clothingand plasticselectronicsTotal

18102245100Weights
1988

­14.1­14.2­2­4.3­4.5Second half
1989

11.18.46.511.48.5First half
15.52.57.25.05.4Second half

1990
­3.212.11.6­420.0First half
5.30.23.96.56.6Second half

l Seasonally adjusted. Excludes diamonds.
SOURCE: Based Central Bureau of Statistics data.

Table 6A4
Merchandise Trade by Origin and Destination, 1985­90"

a Calculated from current price figures (in dollars).
b Excludes diamonds and direct defense imports.
c EC and EFTA.
dExcludes diamond exports.
SOURCE: Central Bureau of Statistics.

)percent of total(

199019891988198719861985

Imports, by oirgin1*

545455646359Europe0

222221222530North America
242424141211Other
100100100100100100Total

Exports, by destinationd
454244444040Europe*

282727282929North Ameirca
273129293131Other

100100100100100100Total

CHAPTER 6: BALANCE OFPAYMENTS­APPENDIX TABLES 153



Table 6.A5
Services Account, 1987­90"

Annual percent change

199019891988b1990198919881987

Imports
6.16.215.61,3701,2911,2161,078Transport
11.914.48.51,4851,3271,1611,041Tarvel

11510485110Insurance
2.81.18.22,7352,6612,6332,438Capital services

136125111107Government services n.e.s.
17.45.77.92,0361,7331,6401,505Other services
8.75.89.07,8767,2426,8466,279Total
17.31.7­1.8784668657669of whichFrom J­S&G
11.310.011.94,3573,9133,5563,172Total excl. capital services 81. J­S&G

Exports
11.84.18.71,9891,7791,7081,595Transport
14.4­1.15.3504441446423ofwhich Freight on imports0
­5.99.0­0.31,3821,4681,3461,347Tarvel

19204835Insurance
20.026.812.41,5271,2731,004861Capital services

48473528Government services n.e.s.
13.63.011.81,8241,6061,5591,355Other services
9.68.68.06,9706,1935,7015,223Total
12.7­0.8­0.5257228230220o/h'Wc/iTo J­S&G
6.75.07.65,0064,6924,4674,141Total excl. capital services £ J­S&G

3.5­8.313.91,0861,0501,1441,056Total deficit
­13.0­14.85.91,2071,3881,6291,576Capital services. deficit

Excl. capital services and Judea­Samaria
­16.7­14.5­6.7648779911969>£ Gaza, surplus

a Adjusted for c.i.f. valuation of merchandise imports.
bA new classiifcation was introduced in 1988. The rates of change for 1988 are based on the old

classification.
c Israeli carriers.
SOURCE: Central Bureau of Staitstics.
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Table 6.A6
Current BalanceofPayments withJudea­Samaria and Gaza, 1987­80*

Annual change, pecrent"

QuantityPircemillion$

1990198919881990198919881990198919881987

Imports
52.3­25.4^8.48.8­3.38.5177107148304Mecrhandise
13.55.9­23.63.4­3.928.6784668657669Services

774659644643ofwhich Wages
18.90.1­31.64.3­3.824.4961775805973Total

Exports
29.8­14.3^t0.26.01.017.1709516596928Mecrhandise
1.2­1.2­14.211.30.315.9257228230220Services
21.0­10.7­35.17.30.816.79667438261,148Total

Export surplus
532409448624Mecrhandise
527440427449Services
5­3121175Total

a New classiifcation introduced in 1988. The rates of change for 1988 are based on the old classification.
SOURCE: Based on Central Bureau of Statistics data.

en



Table 6.A7
World Exchange Rates, 1988­90

(annual change, percent(

1990s1989.199019891988

Against the dollar, nominal
­14.2­0.7­14.17.2­2.3Deutschmark
­17.214.6­7.98.9­8.2Sterling
­7.016.34.97.8­11.4Yen

­14.7­0.7­14.77.3­1.0French franc
Against the dollar, reap

­11.10.3­12.59.0­0.0Deutschmark
­17.213.1­9.88.6­8.9Sterling
­3.716.36.510.2­7.2Yen

­13.0­0.3­14.48.7­0.1Fernch franc
Sheqel exchange rate against

3.722.25.120.00.3U.S. dollar
20.823.022.511.82.7Deutschmark
25.26.614.710.19.0Sterling
11.55.00.611.313.0Yen

21.623.023.411.81.3Fernch franc
11.119.710.516.12.4Curerncy basket0

15.714.18.517.617.4Wholesaleprice indexd

"Endofyear,
b Deflated by the index of wholesale prices in the respective countries.
c Average of representative exchange rates of the five currencies, weighted by the composition of

Israel's foreign trade.
d Wholesale pirces of industrial output for domestic market, excluding food, quarrying and mining.
SOURCE: Exchange rate and price indexes abroad­ IFS; wholesale prices­ Central Bureau of

Statistics.

156 BANKOFISRAEL: ANNUALREPORT 1990



Table 6.A8
Unilateral Transfers, 1986­90*

a Figures may not add owing to rounding.
b Includes U.S. Government aid.
SOURCE: Based on Central Bureau of Statistics data.

)$ million(

19901989198819871986

Private sector
619584557531424Restitutions from Germany
591754583826630Personal transfers
545623348500354By immigrants
45130235328277Others
3723252421Transfers in kind

674535290290186Pirvate nonproift institutions
­100­75­90­86­65Personal transfers to rest of world
1,8201,8281,3641,5851,198Total

General government
782333337314411National Institutions

3,1872,7022,8132,8693,772Intergovernmental transfers15
3,9693,0353,1503,1834,183, Total

5,7904,8634,5134,7695,382Total unilateral transfers

Table 6.A9
U.S. GovernmentAid, 1986­90"

)$ million(

1986 1987 1988 1989 1990

1. Grants 3,817 2,981 2,907 2,769 3,253
a. Military 1,867 1,781 1,707 1,569 2,076
b. Civilianb 1,950 1,200 1,200 1,200 1,177

2. Medium and long term loans 405 270 156 0 0
3. Repayment of medium and long term loans 1,081 1,129 5,943 1,826 1,088

a. Pirncipal0 135 165 4,867 987 231
b. Interest 946 964 1,076 839 857

4. Total gross aid (1 + 2) 4,222 3,251 3,063 2,769 3,253
S.Total net aid (4 ­ 3) 3,141 2,122 ­2,880 943 2,165
Net receipts from loans (2 ­ 3a) 270 105 ­4,711 ­987 ­231
Grants less interest payments(1­ 3b) 2,871 2,017 1,831 1,930 2,396

a Figures may not add owing to rounding.
b Includes the emergency grantof$750 million in each of 1985 and 1986.
c Includes the redemption of $4,704 million in 1988 (under the conversion agreement with the U.S.

government) and $723 million in 1989.

SOURCE: Based on Central Bureau of Statistics data.

CHAPTER 6: BALANCE OFPAYMENTS­APPENDIX TABLES 157



Table 6A10
Long andMedium Term Loans, 1985­90"

)$ million(

199019891988198719861985

Receipts
1,0011/7015,8681,0861,236739Public sector

of which
734825713620618525State of Israel Bonds
07234,778000Bonds guaranteed by U.S. govenrment
001562704050U.S. govenrment loans

641592739916671485Nonfinancial pirvate sector
1,6422,2936,6072,0011,9081,224Total receipts

Repayment
1,0271,6525,7011,039891736Public sector

ofwhich
573404510475375312State of Israel Bonds
2319874,867165135109U.S. government loans
682639859588607493Nonifnancial privatesector

1,7092,2916,5601,6271,4981,229Total repayment
Net receipts

­2649167. 473463Public sector
of which

161421203145243213State of Israel Bonds
07234,778000Bonds guaranteed by U.S. government

­231­987­4,711105270­109U.S. government loans
41­41­12032764­8Nonfinancial pirvate sector
­67246374410­5Total net receipts

" Excluding loans of the banking system. Figures may not add owing to rounding.
SOURCE: Based on Central Bureau of Statistics data.
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Table 6JV11
Foreign Investment in Israel and Israeli InvestmentAbroad, 1985­90"

($ million(

199019891988198719861985

3264214384233162181. Investment by foreign ersidents
45102841188351Quoted secuirties'"
255294333286193134Direct investment
2324810State of Isarel Bonds0
200­6145In goods
222217211817Reinvestment of proifts

2. Repatriation of investments
213272994213133129by foreign ersidents
631218551636661ofwhich Quoted secuirties'1
112148­556210183893. Net investment of foreign residents
446166111127138814. Investment abroad by Israelis
1645423391230Secuirties
282112888812651Dierct
194103357583915. Repatiration of investment by Israelis
25262755255­106. Net investment abroad by Israelis
­14086­632158128997. Net pirvate foreign investment (3 ­ 6(
3619944­36­64­578. Foerign secuirties held by bankse
­501­13­6751941921569. Total net foerign investment (7 ­ 8(

a Figures may not add owing to rounding.
b In 1983, includes investment in bank shares by associated companies of Israeli banks.
c Bonds erdeemed for erinvestment
d In 1988, includes $800 million erdemption of bank shares.
e Includes investment in foreign stocks by the banking system.
SOURCE: Bank of Israel and Central Bureau of Statistics.
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Table 6A12
BalanceofPaymentsofthe Pirvate Sector, 1989­80"

($ million)

1nm iv

1989
Current account1"
Medium and long term capital movements0
Basic account
Short­term capital movements
Capital movements via banking system
Errors and omissions
Effect on foreign reserves'1

Implied capital imports'5

1990
Current account1"
Medium and long term capital movements0
Basic account
Short­term capital movements
Capital movements via banking system
Erorrs and omissions
Effect on foreign reserves'*

Implied capital imports0

a Figures may not add owing to rounding.
b The current account is adjusted for intersectoral transactions and therefore differs from that given in

Table 6.A1. Another difference is that the figures in this table are adjusted for advances on defense
imports.

c Redemption of the Arrangement bank shares held by foreign residents was deducted form the private
sector's capital movements and added to the capital sector's capital movements.

d Increase (+), decrease (­). Includes purchases of foreign exchange from the Bankof Israel.
e Defined as the difference between the private sector's purchases of foreign exchange and its current

account.
SOURCE: Based on Central Bureau of Statistics data.

­40­96­123265
­82113477

­122­85­89342
­204­801017

^42­210­335909
36214240513

731160173­1,782

­691­64­501,517

­601­563­13228
­2586018­1
­859­503­11427
­59­2564­143
257­506­79100
523466384­84
138569­255100

463­6387­128
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Table 6.A13
Reserves Held by Central Monetary Institutions, 1981­80

a Total less reserve deposits on foreign residents' accounts.
b First column divided by average monthly imports.
SOURCE: Based on data of the Central Bureau of Statistics and the Bank of Israel.

)$ million(

ImportBank of IsraelCentral
monthsmonetary
coveredbNet"Totalinstitutions

3.12,8473,5423,8141981
3.52,9933,8364,3121982
3.12,8733,6943,8431983
2.62,6013,0983,3181984
3.13,1903,7193,8501985
3.84,1534,7034,9241986
3.75,3295,9246,0271987
2.83,4324,0914,8291988
3.64,4305,3306,2081989
3.65,1616,3167,0001990

1987
3.94,2904,8385,364I
3.74,6005,1595,420n
3.44,5325,1155,271m
3.75,3295,9246,027IV

1988
3.65,2105,8416,131I

3.55,1995,7815,952n
3.04,1944,7895,174m
2.83,4324,0914,829IV

1989
3.95,2465,8876,589I

3.44,6335,3095,985n
3.44,4115,1175,894m
3.64,4305,3306,208rv

1990
3.64,4405,5026,2621

3.54,3055,4446,156n
3.34,1575,3976,110m
3.65,1616,3167,000rv
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Table 6A14
The Structureofthe NetFoerignDebt, 1986­90"

(pecrent, end­of­year(

19901989198819871986

100100100100100Total net debt
By borrower

6364645862Public sector1'
3736364238Pirvate sector
2020182017Pirvate nonfinancial sector
1817182221Banking system

By lender
3938386664Foerign public sector*
127116936459Foerign pirvate nonlfnancial sector*1
­68­55­34­31­23Banking system abroad"

By termf
127130118125119Long and medium
1578109of which Payable within 1 year

­27­30­18­25­19Short

a Figuers may not add owing to rounding.
b Government and the Bank of Israel.
c Foreign governments and international institutions.
d Consists mainly of foreign deposits and State of Israel Bonds; from 1988 also includes bonds

guaranteed by U.S. government.
e Includes the country's foreign reserves and loans from foreign banks and overseas ofifces of Israeli

banks.
f Short­term loans are for less than 1 year.
SOURCE: Based on Central Bureau of Statistics data.

Table 6A15
Balance ofForeign­Exchange Options, 1991

($ million, end of month(

January 135

February 147

March 138
Apirl 126

May 117

June 142
July 194

August 267
September 366
October 425
November 444
December 443
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