
CHAPTER XVII

CREDIT AND INTEREST RATES

1. Credit to the Public
Local and foreign currency credits granted to the public from the resources
of the banking system expanded from IL.255.8 mil'hon at the end of 1955 to
IL.299.2 million at the end of 1956 (see table XVII­2). This increase, of
IL.43.4 million,or 17 per cent, compares with a IL.24.4 million or 10.5 per
cent increase in 1955. Of the additional IL.43.4 million, IL.19.4 million, or
about 45 per cent, were bills re­discounted at the Bank of Israel, and IL.24
million were facilities granted by the banking institutions out of their own re­
sources. Over and beyond these amounts, advances totalling IL.38 million were
allowed to the public by various banking institutions from Government deposits1
or against the security thereof.

Table XVII­1
Monthly Changes in the Volume of Credit Granted to the

Public from the Resources of the Banking System,
1955 and 1956*
{in IL. millions)

1955 1956

January 5.8 2.8
February 7.6 1.2
March 2.5 6.8
Apirl ­2.9 ­1.5
May ­3.1 5.3
June 2.5 7.9
July 5.8 4.7
August 1.9 6.8
September 1.8 1.0
October 5.8 10.3
November ­2.6 0.7
December ­0.7 ­2.6

Total 24.4 43.4

* Including foreign currency. To determine changes in the money
supply, a different series of ifgures should be used net of foreign
currency lending. See Chapter XV.

Source: Bank of Israel.

l See notes c and d to table XVII­2.
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The expansion was relatively moderate until April : new credit to the amount
of IL.9.3 million was created in the first four months of the year, as against
IL. 13 million in the corresponding months of 1955. But from May to October,
the expansion was greater in 1956 than in 1955 : whereas in 1955 credit ex­
panded, on the average, by IL.2.3 million per month, the average for the same
months in 1956 was IL.6 million.

Diagram XVII­1
Credit Extended to the Public in 1956

(in IL. millions(
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In both years credit contracted during the months of Nevember and December,
but in 1956, the contraction was more pronounced with regard to credit granted
from the resources of the banking institutions, while the volume of re­discount
credits increased to a greater extent.

(a) Credit from the Resources of Banking Institutions
The volume of credit to the public from the resources of banking institutions

increased by IL.24 million, or 10 per cent, from IL.240 million in 1955 to
IL.264 million in 1956 (see table XVII­2 ).
Bank credit continued to be governed in 1956 by the regulations relating to

liquidity ratios and to the volume of credit each banking institution was per­
mitted to grant2. The regulations which extended the authorized volume of
credit in 1956 are listed in table XVII­3.
2 For an exposition of the relevant regulations see Chapter XV, Bank of Israel Annual Report
1955, Jerusalem, May 1956­Sivan 5716.
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currency bills totalling IL.19.8 million, and foreign currency bills to the value
of IL.15.3 million (see table XVII­2).
During the ifrst nine months of the year, the Bank's portfolio of bills increased

by IL.5.6 million, i.e. by a monthly average of IL.0.6 million. In the last quarter
of tlie year, it expanded by IL.138 million or a monthly rate of IL.4.6 million.
Of the bills re­discounted during the last quarter of 1956, IL.7.8 million con­

stituted a non­recurrent credit to the Reparations Corporation, (repaid at the
beginning of 1957). The rest were mostly industrial and agricultural bills, taken
in with the objective to help the industrial and agricultural sectors to overcome
difficulties encountered during the Sinai campaign4. These facilities were offered
at a time when banking institutions were restricting credit from their own' re­
sources.

(c) Credit from Government Deposits
Apart from the sources mentioned above, substantial amounts of credit were

made available to the public by the Government through banking institutions.
These may be divided as follows:
(1) The Government agreed to transfer certain claims (mainly in con­

nection with imports, or arrears in payment of taxes) to banking institutions,
which assumed the risk involved. In return, the Government was credited with
deposits which could not be drawn upon except on speciifed dates, usually after
the dates on which the original debtors had to fulifl their obligations. This
type of credit was not subject to the usual regulations and it did not cause
the money supply to expand. It implied a deferment of debts owed to the Gov­
ernment and the transfer of the risk to the banking institutions.
(2) The Government deposited with banking institutions part of the

revenue of the Development Budget, to be applied by them against loans to
investors or for the formation of special funds, following the Government's in­
structions. Credit from these deposits was generally long­term. The banks' role
vn these transactions was that of intermediaries and guarantors. This type of
credit also did not cause the money supply to expand.
Details of credit from Government deposits are given in table XVII­4.
Liabilities to banking institutions on account of tax and customs arrears in­

creased by over IL.12 million during 1956. Advances to purchasers of the De­
fence Loan totalled about IL.2 million in December 1956. Short­term loans to
clients in connection with imports within the framework of the Reparations
Agreement and the U.S. grant­in­aid decreased by IL.6.6 million, and the
credit to distributors of Popular Loan certiifcates by IL.0.4 million. Altogether,
credits granted by banking institutions against Government deposits expanded
by IL.8.2 million. Credits from the Development Budget, which are usually
given for long periods and are mainy intended for the ifnancing of investments,
increased by approximately IL.30 million during the year under review.

* See Chapter XIV.
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The movement of the volume of credit granted in 1956 from the resources of
banking institutions can be divided into three periods :­
From January to April, credit expansion was moderate, amounting to IL.5.7

million, a monthly average of about IL.1.4 million. Most of this new credit was
granted within the previously approved limits. At the end of 1955 these had been
uti'hzed only to the extent of IL.240.8 million, and an additional amount of
IL.6.5 million granted within this framework during the first four months of
1956 brought the total amount utilized to IL.247.3 million.
In May, a number of arrangements became operative which allowed the

total volume of credit to expand rapidly. From May to October the volume of
credit to the public from the resources of banking institutions increased by
IL.31.5 million, i.e. a monthly average of IL.5.25 million. Of this amount, ap­
proximately IL.2 million were again granted within the previously approved
limits; new credit to the amount of IL.6 million was granted in accoordance with
the new arrangements;IL.2.6 million consisted of loans out of funds accumulat­
ed through various saving schemes, against which the banks were permitted to
make new loans of up to 40 per cent of these deposits3. Some credits were given
from funds earmarked for loans, which were not subject to quantitative regula­
tions; and some expansion of credit was allowed in the case of new banks and of
banking institutions which had increased their capital through remittances from
abroad. An especially big increase in credit occurred at the end of October,
when many loans, which undernormal circumstanceswould have been repaid at
that time, fell overdue owing to the dislocations occasioned by the Sinai campaign.
In consequence of the unexpectedly large credit expansion during the last days of
October, accompanied by substantial withdrawals of deposits, the banks found
their liquidity suddenly reduced. Some institutions even experienced cash dif­
ifculties which compelled them to draw upon their obligatory deposits with the
Bank of Israel.
The reduced liquidity and the political and military situation in subsequent

weeks induced the banking institutions to exercise restraint in the granting of
new loans and even in the renewal of old ones. This tendency was strengthened
in December, when some banking institutions customarily call in loans towards
the conclusion of their business year, in connection with the publication of their
annual reports.

(b) Re­discount
In 1956, the Bank of Israel increased its portfolio of bills by IL.19.4 million,

of which IL.10.3 million were bills re­discounted in local currency and IL.9.1
million in foreign currency. At the end of 1956, the Bank of Israel held local

3 60 per cent of the accumulated funds must be invested by the banks in securities, 25 per
cent may be lent out subject to specific approval of the loans by the Bank of Israel, and
the lending of the remaining 15 per cent is at the discretion of the banks (see Chapter XV).
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N3 Table XVII­3
Regulations Authorizing the Expansion of Credit from the Resources of Banking Institutions

{in IL. millions(

Regulations authorizing the expansion of credit
Changes in 1956Loans Outstanding

" . , lne­", , .aKC January­ May­ November­ WhoU
Endof 1955 Endof 1956 Apirl October December Year

Amount Utilized from Previously Approved Volume of

Credit (Revised)' 240.8

Approved Loans Outside the Credit Volume Regulations,
from the Funds of Banks' Saving Schemes ­

Authorized Expansion : 3 Per Cent of the old Volume of
Credit, and 40 Per Cent of Surplus Liquid Assets in

Excess of 50 Per Cent. ­
Special Loans Not Subject to Credit Volume Regula­

tions, including Advances from Jewish Agency Deposits and

Employment Fund Deposits

Total Credit Granted by Banking Institutions
less: Credit to the Government Subject to Volume
Restrictions

Total Credit to the Public from the Resources of the
Banking Institutions 240.1

15.5

251.6

0.4

7.1

24.4

6.5

2.9

8.2

2.6

6.0

12.5

­ 3.9

­ 2.2

1.1

­ 6.5

10.8

0.4

7.1

8.9

27.2­11.529.39.4283.5256.3

3.21.7­ 2.23.719.416.2

264.1 5.7 31.5 ­13.2 24.0

' Includes: The volume of credit ifxed on the 30th November, 1953 (IL.230.3 million maximum) ; additional 4 per cent authorized in
1954 (IL.9.2 million maximum) ; increase in credit volume resulting from change of the exchange rate (IL.4.4 million maximum) ; increase
in foreign currency of the capital of banking institutions; and future interest.

Source: Bank of Israel.
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Bank Credit Granted to the Public, 1956
{in IL. millions(

03

Source of credit Dec.
1955

1956

259.6
4.5

268.7
4.2

273.3
4.0

265.2
4.3

262.9
4.6

256.5
3.8

253.5
3.5

3
7

246.
3.

241.5
4.3

242.2
6.5

236.6
6.4

235.1
6.7

234.0
6.1

264.1272.9277.3269.5267.5260.3257.00250.245.8248.7243.0241.8240.1

Jan. Dec. Mar. Apr. May June July Aug. Sept. Oct. Nov. Dec.

1. From the Resources of
Banking Institutions
In Israel Currency*
In Foreign Currency11

Sub­Total

2. From the Resources of
the Bank of Israel (Re­
Discount Credit)
In Israel Currency
In Foreign Currency

Sub­Total
Total Bank Credit

In Israel Currency
In Foreign Currency

Sub­Total

3. From Government Deposits
Against Special Gov­
ernment Deposits "

From Deposits Earmar­
ked for Loans11

Sub­Total

Grand Total

' Bills discounted; loans to subsidiary companies, other banking institutions and clients; loans from third­party deposits; loans from the deposit
of public institutions ; net participation of banking institutions in consortial loans.

b Loans to clients, and loans from third­party deposits.
* Loans to persons owing taxes or customs duty; to distributors of Popular Loan certiifcates; to purchasers of Defence Bon(js ancj loans
^ to clients in connection with imports within the framework of German Reparations and the U.S. Grant­in­Aid. '
Loans granted from Government deposits earmarked for Development Budget loans, and loans from other Government deposits earmarked
for special loans.

Source; Bank of Israel.

19.8
15.3

16.4
12.5

15.7
8.1

13.7
7.6

15.1
7.2

15.7
7.0

14.0
7.3

13.9
6.5

12.8
6.5

11.1
6.8

9.8
7.0

9.9
6.9

9.5
6.2

35.128.923.821.322.322.721.320.419.317.916.816.815.7

279.4
19.8

285.1
16.7

289.0
12.1

278.9
11.9

278.0
11.8

272.2
10.8

267.5
10.8

260.2
10.2

254.3
10.8

253.3
13.3

246.4
13.4

245.0
13.6

243.5
12.3

299.2301.8301.1290.8289.8283.0278.3270.4265.1266.6259.8258.6255.8

38.6 39.9 41.4 . 48.0 47.2 46.3 44.3 43.3 45.9 44.5 43.1 42.6 46.8

104.3 106.3 108.8 106.7 108.3 112.1 116.9 119.4 123.9 127.1 128.5 131.4 134.1

142.9 146.2 150.2 154.7 155.5 158.4 161.2 162.7 169.8 171.6 171.6 1UX) [809"

398.7 404.8 410.0 421.3 420.6 428.8 439.5 445.7 459.6 462.4 472.7 475.8 480.1



Table XVII­4
Credit from Government Deposits, 1955 and 1956

(in 1L. millions(

ChangeEnd of 1956End of 1955

A. Credit against Government Deposits
To persons owing income tax, customs

+ 12.133.321.2duty or purchase tax
To clients, in connection with imports
)German Reparaitons and U.S.

­ 5.69.214.8Grant­in­aid(
To distributors of Popular Loan

­ 0.42.22.6Certiifcates
+ 2.12.1­To purchasers of the Defence Loan

+ 8.246.838.6Sub­Total
B. Credit from Government Deposits Ear­

+29.8134.1104.3marked for Loans

+38.0180.9142.9Grand Total

Source: Bank of Israel.

2. Government Borrowing
The Government's indebtedness to the banking system grew by IL.63.9 mil­

lion in 1956 (see tableXVI1­5 ), as compared with an increase of IL.35.4 mil­
lion in 1955. Most of the new borrowing was from the Bank of Israel. The
Government also maintained credit and debit accounts with some commercial
banking institutions (mainly foreign currency accounts) but movements of
these accounts were few and, on the whole, the balances were gradually reduced
during the year.
The indebtedness of the Government to the banking system (including the

Bank of Israel ) decreased by more than IL.20 million during the first quarter of
1956 (the last quarter of the fiscal year 1955/56). It continued to decrease sligtly
in April, but as from May and until the end of the year Government liabilities
increased by more than IL.86 million. The volume of credit in general and of
the Government's indebtedness in particular also expanded considerably in 1955,
however, between May and December 1955, Government debt had not increased
by half the amount which it reached during the period under review.
The increase in the net current liabilities of the Government, did not
affect the money supply .to a very considerable extent, because most of the funds
made available to the Government by the Bank of Israel were applied to the
purchase of foreign currency. The greatest increase in Government debt took
place during the third quarter of 1956. During that period Government expendi­
ture rose by more than 10 per cent as compared with the second quarter of that
year, largely on account of outlays connected with the security situation. Most
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of the public expenditure during this period consisted of foreign currency pay­
ments; foreign currency purchases by the Government therefore reached a peak
during the third quarter of 1956. For this reason, as already explained, Govern­
ment borrowing did not increase the money supply during the third quarter.
In the last quarter of the year, however, when the Government did not purchase
foreign currency, the impact of Government borrowing on the money supply
was considerable, although the additional credit extended by the banking system
amounted to less than half the increase of the preceding quarter.

Table XVII­5
Net Changes in the Volume of Government Borrowing from the

Banking System, 1956
(in IL. millions(

TotalOther liabilities*SecuritiesShort term

­15.41.3­ 0.5­16.2January
­ 5.5­ 1.50.7­ 4.7February

0.7­ 0.525.2­24.0March
­ 2.1­ 2.8­17.518.2April
16.00.61.613.8May
0.5­ 5.8­ 3.09.3June
28.7­ 3.16.924.9July
4.3­ 3.20.27.3August
15.6­ 2.2­17.8September

­ 3.2­ 1.90.2­ 1.5October
14.7­ 3.35.212.8November
9.6­ 4.58.16.0December

63.9­26.927.163.7Total

* See table XVII­6.
Source : Bank of Israel.

Throughout 1956 there were considerable shifts in the structure of the pub­
lie debt, but on balance the increase amounted to an expansion of short­term
liabilities. In March, short­term indebtedness receded somewhat while the
amount of outstanding Government securities increased as the Government sold
Treasury Bills5 and other securities to the Bank of Israel, in order to reduce its
short­term commitments at the end of the financial year, as required by law.
In April, the Government again purchased secuirties from the Bank and
resumed its borrowing activity. But in May and duirng the following
months, the banking system increased its holdings of Government secuir­
ties: in July, the Bank of Israel purchased the remaining stock of Treasury

5 For technical reasons, Treasury Bills are here included under "Securities."
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Diagram XVII­2
Government Debt to the Banking System, 1956

(in IL. millions(
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bills which the Ministry of Finance was still authoirzed to re­issue, increasing
its portfolio to IL.69.4 million. In November and December the Bank bought
other secuirties, chiefly Defence bonds, to the amount of IL.5 million. In
December, the banking institutions made substantial purchases of the new De­
fence Loan.
The continuous decline in other Government liabilities relfected, inter alia,

the increase of the paid­up capital of the Bank of Israel, through the redemption
of Government promissory notes previously issued to capitalize the Bank. Other
reasons for this decline were the repayment of foreign debts through the inter­
mediary of the Bank, and a certain expansion of Government deposits with
1.he banking institutions.

3. The Distribution of Credit by Economic Sectors
The distirbution of bank credit by economic sectors underwent some changes

in 1956 as compared with 1955 (see table XVII­7). Additional advances to
the amount of IL.31 million were granted from the resources of banking insti­
tutions, raising the share of industry in the total volume of bank credit from
24.4 per cent at the end of 1955 to 26.7 per cent at the end Qf 1956 and also
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­TableXVII6
Bank Credit to the Government, 1955 and 1956

)in 1L. millions)
1956Dec.

Dec.Nov.Oct.Sept.Aug.JulyJuneMayApr.Mar.Feb.Jan.1955

A. SHORT­TERM
1. Bank of Israel

38.123.621.019.219.216.415.223.220.9­16.122.326.1Ordinary Advances
5.011.58.37.80.5­ 2.4­ 0.8­ 0.6­ 5.1­23.81.31.30.4Other Accounts, Net*

Deposits with Banking
Institutions in con­
nection with Gov­

­­­­­0.92.13.85.08.0­­­ernment Accounts
Loans for the Purchase

79.182.878.074.466.653.729.315.08.9­13.213.711.9of Foreign Currency

122.2117.9107.3101.486.368.645.841.429.7­15.830.637.338.4Total Gross Credit

22.827.123.025.427.218.817.916.117.92.916.523.616.3Deposits in Israel Currency
10.110.017.310.010.010.214.917.613.80.210.85.90.7Deposits in Foreign Currency

32.937.140.335.437.229.032.833.731.73.127.329.517.0Less: Total Deposits

89.380.867.066.049.139.613.07.7­ 2.0­18.93.37.821:4Total Net Credit

2. Banking Institutions
2.94.03.83.42.53.63.43.65.04.15.04.45.6Credit in Israel Currency
10.911.813.216.216.117.419.014.69.19.811.112.614.1Credit in ForeignCurrency

13.815.817.019.618.621.022.418.214.113.916.117.019.7Total Cross Credit

1.30.81.01.10.91.10.80.60.61.61.92.42.6Deposits in Israel Currency
Deposits in Foreign

­­­­0.10.10.10.10.10.20.30.50.4Currency

1.30.81.01.11.01.20.90.70.71.82.2 .2.93.0Total Deposits

Total Net Credit 16.7 14.1 13.9 12.1 13.4 17.5 21.5 19.8 17.6 18.5 16.0 15.0 12.5



Credittothe Govt. 38.1 21.9 17.2 ­6.8 11.4 25.2 34.5 59.4 66.7 84.5 83.0 95.8 101.8

B. SECURITIES
1. Bank of Israel

Treasury Bills ; 57.1 55.3 55.4 68.8 62.6 64.2 62.0 69.0 69.0 69.0 69.0 69.3 69.3
Land Bills 77.3 77.3 77.3 77.3 77.3 77.3 77.3 77.3 77.3 77.3 77.3 77.3 77.3
Other Securities ­ ­ .­ 12.0 0.7 0.7 ­ ­ ­ ­ 0.2 5.1 5.1

Total

2. Banking Institutions
Securities

Total Secuirties

C. OTHER GOVERNMENT
LIABILITIES
1. Bank of Israel

Promissory Notes against
Coins in Circula­
tion and the Capi­
tal of the Bank of
Israel 11.7 11.7 11.7 11.1 11.1 11.1 11.1 11.1 11.1 10.1 10.1 10.1 7.1

Debit Balances with
Central Banks Abroad

OtherAccounts (net),
including Reserve Fund 2.5 3.7 2.9 0.2 0.6 0.9 ­0.5 ­2.1 ­3.4 ­2.7 ­3.4 ­5.6 ­1.3

151.7151.7146.5146.3146.3146.3139.3142.2140.6158.1132.7132.6134.4

32.424.324.324.324.324.124.224.324.324.324.523.922.6

184.1176.0170.8170.6170.6170.4163.5166.5164.9182.4157.2156.5157.0

10.110.111.111.111.111.111.111.111.711.711.7

1.11.73.55.37.110.711.011.011.011.011.0

­3.4­2.7­3.4­2.1­0.50.90.60.22.93.72.5

5.84.57.89.111.214.317.722.722.722.325.626.425.2Total

18.412.612.612.011.911.812.111.311.98.711.510.810.9

2. Banking Institutions
less: Government De­
posits (net)b

­12.6­8.1­4.8­2.9­0.72.55.611.410.813.614.115.614.3Total­ Other Liabilities

* "Other Government Accounts" less "Deposits of Other Institutions."^ " "Government Deposits" less "Loans from Government Deposits."
1­* Source:' Bankof Israel.



/ י . ­Table XVII7
Distribution of Credit Granted through the Banking Institutions, by

Economic Sectors,■ 1955 and 1956*
)in IL. millions and in per cent)

Total credit granted
through the banking

institutions

From Government
deposits earmarked
for loans and from
the resources of the
Israel Bank of
Agriculture

From the resources of
banking institutions,
against Government
deposits, and against
third­party deposits

Economic
Destination

1956195519561955/9561955

millions)(in IL.
157.0129.780.663.476.466.3Agriculture
110.181.431.717.478.464.0Industry
32.429.011.09.221.419.8Building
36.738.60.81.135.937.5Commerce
22.716.318.213.04.53.3Local Authorities
4.25.50.81.13.44.4Public Utilities
12.78.22.22.610.55.6Financial Institutions

Land Settlement
3.211.40.98.42.33.0Agencies ■

19.817.34.03.615.813.7Services
46.746.31.81.444.944.9Miscellaneous

445.5383.7152.0121.2293.5262.5Total

(in per cent)
35.333.853.052.326.025.3Agriculture
24.721.220.914.426.724.4Industry
7.37.67.27.67.37.5Building
8.210.10.50.912.214.3Commerce .

5.14.212.010.71.51.3Local Authorities
0.91.40.50.91.21.7Public Utility
2.92.11.52.13.62.1Financial Institutions

Land Settlement
0.73.00.66.90.81.1Agencies
4.44.52.63.05.45.2 'Services
10.512.11.21.215.317.1Miscellaneous

100;0100.0100.0100.0100.0100.0Total

. Bank credit to the Government has not been included in this table because Government
deposits with the banking institutions exceeded the sum total of loans to the Government
from them.

Source: Bank of Israel.

increasing­ though to a lesser extent­ the share of agriculture, the local authori­
ties and of the ifnancial institutions. The building industry received a somewhat
smaller portion of the credit granted, and the volume of advances to commerce,
the public utilities and land settlement agencies declined absolutely. However,
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the latter two were able to borrow from the Bank of Israel during the peirod
under review.
Long­term credit, mainly provided by Government deposits earmarked for

loans and by the Israel Bank of Agriculture, expanded by IL.30.8 million.
Agriculture and industry were granted additional facilities to the amount
of IL.31.5 million, and the local authorities were enabled to increase their long­
term borrowings by more than IL.5 million. Industrial long­term credit in­
creased from 14.4 per cent to 20.9 per cent of the total (the greatest relative
increase recorded in the year. ) The share of agriculture and the local authorities
increased to a lesser extent, while the share of the remaining economic sectors
was relatively smaller than in 1955.
With regard to re­discount facilities, industry and agriculture were most fa­

voured (see section 1 (b) above and table XVII­8).
Industrial bills which accounted for 80 per cent of the total at the end of

1955 still made up 50 per cent at the end of 1956. The distribution of re­discount
facilities between the various economic sectors is shown in table XVII­8.

Table XVII­8
Bills Re­Discounted by the Bank of Israel, End of 1955 and End of 7956

(in IL. millions)

End of 1955 End of 1956

In Israel Currency
Agriculture
Industry and Other Sectors

In Foreign Currency
Agriculture
Industry and Other Sectors
Government Corporations *

Total
Agriculture
Industry and Other Sectors
Government Corporations

8.42.5
11.47.0

19.89.5

0.5
7.06.2
7.8­

15.36.2

8.92.5
18.413.2
7.8­

15.7 35.1

. The major component of this item was a non­recurrent rediscount
credit to the Reparations Corporation.

Source : Bank of Israel.

The impact of the qualitative control of credit on its distirbution among
the vairous economic sectors is illustrated by table XVII­9. A comparison bet­
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Table
Distribution of Bank Credit and Credit from Government

(in IL. millions

Source of credit Total Agriculture Industry

A. In IL.

65.6

4.7

1. BANKS
From Own Resources, against Government Deposits *

and against Third­Patry Deposits, within the Limits
of Prescribed Ratios 176.7 28.9

FromOwn Resources, and against Third­Party De­
posits: Exemptions from the Liquidity Regulations * 40.5 26.6

Total fromthe Resourcesof Banks 217.2 55.5 70.3
From Government Deposits Earmarked for Loans,*
and from the Resources of the Israel Bank of
Agirculture 142.1 77.4 30.7

Total Credit Granted through Banks 359.3 132.9 101.0

2. CREDIT CO­OPERATIVE SOCIETIES
From Own Resources, against Government Deposits *

and against Third­Party Deposits, within the Limits
of Prescribed Ratios

From Own Resources, and againstThird­Party De­
posits : Exemptions from the Liquidity Regulations

Total fromthe Resources of Credit Co­operative Societies
From Government Deposits Earmarked for Loans"

Total Credit Granted through Credit Co­operative Societies

3. BANK OF ISRAEL0

4. ENTIRE BANKING SYSTEM
From Own Resources, against Government Deposits a
and against Third Party Deposits, within the limits
of prescribed Ratios

From Own Resources, and against Third­Party De­
posits: Exemptions from the Liquidity Regulations

Total fromthe Resources of Banking Institutions
Bank of Israel "

Total Bank Credit
From Government Deposits"

Total Credit Granted through the Banking Institutions 472.8 165.9 124.5

7.811.866.3

0.39.110.0

8.120.976.3
1.03.29.9

9.124.186.2

14.48.927.3

73.440.7243.0

5.035.750.5

78.476.4293.5
14.48.927.3

92.885.3320.8
31.780.6152.0

" See section 1 (c) above.
b An additional amount of IL.6 million was granted by the banking institutions to the Gov­
eminent, outside the liquidity framework.
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Deposits, by Economic Sectors, End of 1956
and in per cent(

r , D, ,. Financial Land ... ,,Bailding Commeree J^cal *££^ CTedit settlemfnt ^.^ MucelUne­
institutions agencies

21.59.11.05.92.71.228.412.4

0.60.61.21.80.32.20.22.3

14.7 28.6 3.4 3.0 7.7 2.2 9.7 22.1

0.73.50.61.90.815.70.810.0

22.813.22.89.63.819.129.424.7

6.6

0.1

7.3 0.9

0.2

0.4 2.8 0.1 6.1 22.5

0.3

22.8
1.1

6.1
0.5

0.1
0.3

2.8
0.3

0.41.1
2.5

7.36.7
1.0

23.96.60.43.10.43.67.37.7

­0.30.8­2.1­0.8­

44.015.21.18.73.12.135.719.0

0.90.61.21.80.32.40.2 ­2.4

44.915.8
0.3

2.3
0.8

10.53.4
2.1

4.535.9
0.8

21.4

44.9
1.8

16.1
4.0

3.1
0.9

10.5
2.2

5.5
O.S

4.5
18.2

36.7
0.8

21.4
11.0

46.720.14.012.76.322.737.532.4

* Exclusive of bills to the amount of IL.7.8 million discounted for Government corporations.
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Table
Distribution of Bank Credit and Credit from Government

Source of credit Total Agriculture Industry

B. In
1. BANKS

From Own Resources, against Government Deposits
and againstThird­Party Deposits, within the Limits
of Prescribed Ratios 100.0 16.4 37.1

From Own Resources, and against Third­Party De­
posits : Exemptions from the Liquidity Regulations 100.0 65.7 11.6

Total from the Resources of Banks 100.0 25.5 32.3
From Government Deposits Earmarked for Loans,

and from the Resources of the Israel Bank of
Agriculture 100.0 54.5 21.6

Total Credit Granted through Banks 100.0 37.0 28.1

11.717.8100.0

3.091.0100.0

10.627.4100.0
10.132.3100.0

10.527.9100.0

52.832.6100.0

2. CREDIT CO­OPERATIVE SOCIETIES
From Own Resources, against Government Deposits
and against Third­Party Deposits, within the Limits
of Prescribed Ratios

From Own Resources, and against Third­Party De­
posits : Exemptions from the Liquidity Regulations

Total from the Resources of Credit Co­operative Societies
From Government Deposits Earmarked for Loans

Total Credit Granted through Credit Co­operative Societies

3. BANK OF ISRAEL

4. ENTIRE BANKING SYSTEM
From Own Resources, against Government Deposits
and against Third­Party Deposits, within the Limits
of Prescribed Ratios

From Own Resources, and against Third­Party De­
posits : Exemptions from the Liquidity Regulations

Total from the Resources of Banking Institutions
Bank of Israel

Total Bank Credit
From Government Deposits

TotalCredit Granted throughtheBanking Institutions 100.0 35.1 26.3

30.216.7100.0

9.970.7100.0

26.726.0100.0
52.832.6100.0

28.926.6100.0
20.953.0100.0

Source : Bank of Israel.
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XVII­9
Deposits, by Economic Sectors, End of 1956.

T , *,, .. Financial Land . tt. .,Building Commerce J^ M£an, dit settlement ^" M.cellan­
institutions agencies

per cent

12.25.10.63.31.50.716.17.0

1.51.53.04.40.75.40.55.7

6.8 13.2 1.6 1.4 3.5 1.0 4.5 10.2

0.52.50.41.30.611.00.67.0

.. 6.33.70.82.71.05.38.26.9

10.0

1.0

11.0 1.4

2.0

0.6 4.2 0.2 9.2 33.9

3.0

28.9
11.1

8.0
5.1

1.3
3.0

3.6
3.0

0.51.4
25.3

9.58.8
10.1

27.77.70.53.60.54.28.58.9

­1.12.9­7.7­2.9­

18.16.20.53.61.30.914.77.8

1.81.22.43.60.64.70.44.7

15.35.4
1.1

0.8
2.9

3.61.2
7.7

1.512.2
2.9

7.3

14.0
1.2

5.0
2.6

1.0
0.6

3.3
1.5

1.7
0.5

1.4
12.0

11.4
0.5

6.7
7.2

9.94.30.82.71.34.87.96.9
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Diagram XVII­3
Distribution of Bank Credit by Economic Sectors, 1955­1956

(in IL. millions(
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ween the distribution of credit granted from the resources of the banking system
within the framework of the liquidity regulations and that of total short­term
credit, shows the impact of exemptions from the liquidity requirements and re­
discounts at the Bank of Israel. The share of agriculture, which would have been
16.7 per cent of the total had it not been for these exemptions, was 26.6 per cent
of the total short­term credit taking account of these facilities. On the other
hand, the respective shares of building, commerce, public utilities and miscellane­
ous were smaller in the latter case than in the former. More than 70 per
cent of all exemptions from the liquidity regulations were in favour of agricul­
tural credit ; and more than half the rediscount facilities granted by the Bank
of Israel were industrial accommodation.
Credit from Government deposits was almost invariably intended for develop­

ment purposes. More than half of it was accorded to agriculture, about 20 per
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cent to industry, 12 per cent to the local authorities and approximately 7 per
cent to the building industry 6.

Agriculture was most favoured, being guaranteed a minimum of 22 per cent
of total loans. No such quota was laid down for industry, considering that many
of the banking institutions in any case preferred industiral borrowers, for the
following reasons:
(a) Agricultural borrowers require credit for comparatively longer peirods,

since the production processes in agriculture are more protracted.
(b) Many banking institutions prefer their advances to be in the form of

overdrafts, a method which is more suitable for industrial than for agricultural
credit.
(c) Industiral loans imply a larger vairety of transactions through the bank­

ing institutions and a greater turnover, especially as regards foreign currency
transactions.

(d) Agircultural enterpirse is very largely financed by loan capital and its
own resources are relatively insigniifcant. This increases the risks of lending to
this sector.
For these reasons, banking institutions are freely lending to industry, and

a high proportion of directed credit is therefore channelled to agriculture.

4. Interest
(a) The Law of Interest
In 1956, the Knesset twice resolved to amend paragraph 79 of the Bank of

Israel Law, which was oirginally intended to come into force on the 3rd of
February, 1956. These amendments delayed the date of effectiveness of para­
graph 78 of the Bank of Israel Law, which repeals the application of the Otto­
man Law of Interest 7 to the banking institutions. The Ottoman Law of Interest
therefore continued to apply to banking institutions throughout 1956.
The amendments were passed so as to allow the Government and the Bank of

Israel time to examine the problems involved in securing an adequate settlement
of the issue of interest rates through legislation. After extensive deliberation by
the Government and the Bank of Israel during the year under review, the Gov­
ernment submitted a bill in this connection for the approval of the Knesset.
The bill proposes that, in so far as the Governor of the Bank of Israel has not
utilized the power to limit the rate of interest chargeable by the banking insti­
tutions, conferred upon him by paragraph 56 of the Bank of Israel Law, the

. More details of credit granted to agriculture, industry and building are given in Chapters
IX, X, XI and XII.

7 The Ottoman Law limits the rate of interest to 9 per cent per annum. See Chapter XV,
Bank of Israel Annual Repotr 1955, Jerusalem May 195S­Sivan 5716.
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Minister of Finance­ after consultation with the Governor of the Bank of Israel
and upon authorization by the Finance Committee of the Knesset­ be empower­
ed to issue an order fixing the maximum debit rates of interest and commissions
and that this order shall be applicable to all lenders in the country, banking in­
stitutions as well as other lending bodies. The bill was only approved by the
Knesset towards the end of January 1957. The Ottoman Law of Interest
was repealed when the new Law of Interest came into force. In accordance
with the powers conferred upon him, the Minister of Finance issued an order
which came into effect on the 1st of March 1957, fixing the maximum debit rate
of interest for all types of lenders at 1 1 per cent per annum ; interest on agri­
cultural or industrial loans was limitedto 10 per cent per annum. The maximum
rate of interest on loans linked to the foreign exchange rate or to the consumers'
price index was restricted to 6.5 per cent per annum.

(b) Changes in Interest Rates
Interest rates actually charged during 1956 underwent certain lfuctuations. The

debit rate was slightly raised by some of the large banks, which scrupulously
kept to the provisions of the Ottoman Law of Interest ; these banks also began
to charge higher commissions for their services. Consequently, their debit rate
of interest apart from commission reached nearly 9 per cent per annum. Some
other banking institutions exceeded this rate by far.

Sufficient data concerning average interest rates on loans granted outside the
banking system (so­called free market loans) are not available, but they are
known to have varied considerably, according to the risks involved. From the
partial data available it would appear that, on the whole, the interest charged
on free market loans in 1956 was not higher than in 1955, and may even
have receded somewhat towards the end of the year. For example, discount
rates in the free market for short­term bills of the public institutions (which are
commonly rated as ifrst class) , ranged between 12 and 15 per cent per annum
in 1956, which was less than previously current rates. The interest on credit
balances was also on the increase. Saving schemes advertised by the commercial
banks carried interestof5to 6 per cent per annum 8 on time depositsof3to 5
years' maturity. Some banking institutions also increased interest payments on
demand deposits. Bank Leumi Le­Israel Ltd., for example raised its rate
on recurrent credit accounts (which cannot be drawn on by cheque) from 0.5
to 1.5 per cent per annum. Calculations based on the reports of the banking
institutions show the average rate of interest on demand deposits to have in­
creased from 1.25 per cent per annum in 1955 to 1.35 per cent per annum
in 1956.
The rediscount rate of the Bank of Israel remained 6 per cent per annum for

bills in Israel currency, and 3 per cent per annum on foreign currency bills.

8 See chapter XVIII below.
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The banking institutions were authorized to discount these bills from clients
at 2.5 and 2 per cent respectively.
The Bank of Israel slightly raised the interest rate on the deposits of banking

institutions. As from June 1956, the Bank paid 3.5 per cent per annum on time
deposits of six months and 4 per cent on deposits of one year's maturity. The in­
terest rate on balances over and above the obligatory accounts remained 2 per
cent throughout the year and 3 per cent on deposits of three months' maturity.
In general, there were no changes in the interest rates charged by the Govern­

ment on prioirty loans granted for investment purposes or the augmentation of
working capital. The rate of interest on long­term loans from the Development
Budget was 6.5 per cent per annum in 1955, if the loan was given through
banking or financial institutions and 4 per cent per annum, if granted directly. 9

' In 1956, it was decided that these loans must be partially linked to the exchange rate.
Loans for periodsof2to 3 years have been linked to the extent of 50 per cent, and loans
for periods of 8 years or more to the extent of 70 per cent.
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