
CHAPTER XVIII

THE ACTIVITIES OF THE BANK OF ISRAEL

1. Assets and Liabilities
The value of the assets and liabilities of the Bank of Israel rose, from
IL. 585.7 million at the end of 1957 to IL. 671'7 million at the end of 1958­ an
increase of IL. 86 million.
On the assets side, the major part of the expansion occurred in foreign ex­

change reserves, which, rising by IL. 75.2 million, totalled IL. 163.4 mil'hon at
the end of 1958. This relfects the growth of Israel's foreign currency reserves, the
causes of which are enumerated in Chapter III­ "The Balance of Payments and
Foreign Trade." On the other hand, there was a decrease­ on the assets side­in
the value of bills discounted, in local as well as in foreign currency, mainly be­
cause the Bank of Israel sold part of the discounted bills to commercial banks
(see Chapter XIII­ "The Money Supply, Credit and the Banking System5').
Government debit accounts­ including Government securities and obligations

as well as current liabilities­ which likewise appear on the assets side in the
Bank of Israel balance sheet, grew by 5 per cent, totalling IL. 344.8 million in
1958, as against IL. 328.3 million in 1957; however, their share within total
assets declined. There was likewise an increase in the contingent food surplus
accounts.
On the liabilities side, currency in circulation rose by 8.8 per cent, reaching

IL. 264.1 million. A marked increase occurred in the demand and time deposits
held by banking institutions with the Bank of Israel, which expanded from
IL. 140.2 million to IL. 176.2 million. This was due to the expansion of deposits
in the banking institutions, since the latter are obliged to place in the Bank of
Israel 15 per cent of their demand deposits and of their time deposits for periods
not exceeding 18 months. The increase in excess deposits over and above the obli­
gatory deposits is due to the greater liquidity of the banks and to the higher
interest rates paid by the Bank of Israel.
Government credit accounts rose from IL. 24.1 million at the end of 1957 to

IL. 26.4 million at the end of 1958.
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2. Foreign Exchange and Gold Holdings
(a) Foreign exchange and gold
Gold and foreign exchange reserves, other than balances connected with trade

agreements, rose from the equivalent of IL. 94.5 million at the end of 1957 to
IL. 169.6 million at the end of 1958. Gold holdings remained practically un­
changed, the entire increase occurring in foreign currency balances, which grew
by IL. 75.2 million during the year.

Table XVIII­1
Assets and Liabilities of the Bank of Israel, 1957­1958

)End of period(

PercentagesIL.Million
19581957 .19581957'

Assets
32.821.8183.6106.6Foreign exchange and gold "
38.344.5214.7217.8Government secuirties
23.222.6130.1110.6Current liabilities of the Government
4.910.627.651.6Bills discounted
0.80.54.22.4Other accounts

100.0100.0560.2489.0Total
111.596.7Contingent liabilities and guarantees c

49.7 47.1

Grand Total 585.7 671.7

Liabilities
Notes and coin in circulation 242.8 264.1
Deposits of the Government and
of Government institutions

Other institutions' deposits
Deposits of banking institutions
Capital and reserves
Other accounts

Total
Contingent liabilities and guarantees *

Grand Total 585.7 671.7

" Data referring to 1957 differ from those appearing in the Bank of Israel Annual Report
for 1957 as the items of the balance sheet have been re­classiifed. In the balance sheet for
1957, most food surplus accounts appeared under "current liabilities of the Government" on
the assets side and under "deposits of other institutions" on the liabilities side. In this table,
all surplus food accounts appear under "contingent liabilities". This item also covers amounts
which the 1957 balance sheet included under "liabilities of the Treasury in respect of loans
from the Development Budget" on the assets side and under "liabilities to banking institu­
tions in respect of loans from the Development Budget " on the liabilities side.

b Including cleairng account balances (net) in connection with payments agreements.
c Including food surplus accounts, documentary credits, guarantees and exchange funds.

4.74.926.424.1
1.73.79.417.9

38.333.3214.6162.9
3.63.420.016.8
4.65.025.724.5

100.0100.0560.2489.0
111.596.7
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The foreign currency balances­ held mostly in U.S. dollars, Swiss francs,
pounds sterling and free Deutsche marks­ were generally invested in short­term
securities, or placed abroad as interest­bearing time deposits, only a small pro­
portion being retained in the form of demand deposits. At the end of 1958, 92.5
per cent of these balances were invested and bore interest, as against 80.3 per
cent at the end of 1957. Interest on these investments yielded an income of
IL. 3.4 million in 1958, as compared with IL. 2.0 million in 1957. As shown in
Table XVIII­2, there were seasonal lfuctuations in the size of the balances dur­
ing the year, May and June being the peak months.

Table XVIII­2
Balances of Foreign Exchange andGold held by the Bank of Israel, /95S

(thousands of IL.)
(End of period(

TotalGoldForeign exchange *Month

94,4806,26988,2111957 December
104,3926,13498,2581958 January
116,4346,088110,346February
130,5856,099124,486March
161,1956,110155,085April
176,1626,100170,062May
172,8446,271166,573June
166,3806,267160,113July
163,7056,259157,446August
147,5836,242141,341September
148,9946,216142,778October
156,9786,216150,762November
169,6586,216163,442December

* Excluding clearing accounts in connection with payments agreements.

(b) Clearing accounts in connection with trade agreements
At the end of 1958, the Bank of Israel maintained clearing accounts with 21

countries (see Table XVIII­3).
The credit balances in these accounts increased by IL.1.8 million­ reaching

IL.14.0 million at the end of 1958, while debit balances declined by IL.2.4
million, totalling IL.21.5 million. During the year, changes occurred in the
outstanding balances of most clearing agreements (see Table XVIII­3 ). Israel's
balance with Turkey showed the largest decline­ more than IL.7 million­ fol­
lowing the restriction of exports to that country, while imports from it increased
somewhat.
On the other hand, the outstanding balance with France improved con­

siderably­ partly owing to accounting modiifcations resulting from the devalua­
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Table XVIII­3
Outstanding Balances in Clearing Accounts, 1957­1958

(thousands of U.S. dollars)
(End of period(

Increase or
decrease (­)

from end of 195719581957Country
to end of 1958

­ 516­ 534­ 18Argentina
33396Brazil

593229­ 364Bulgaria
­ 9322930Burma

­465465Czechoslovakia
450­1,615­2,065Denmark

­ 941­5,396­4,455Finland
9,6566,466*­3,190France

8383­Ghana
­ 816­ 543273Greece
­ 101­ 7823Hungary
­ 3482350Iceland

784­­ 784Italy
­­ 263­ 263Netherlands

­ 700­1,172­ 742Norway
227111­116Poland

­ 493­ 493­Portugal
705301­ 404Rumania

­7,081­1,0696,012Turkey
11­Uruguay

500­ 145­ 645Yugoslavia
1,219­ 557­1,776Balances intransitjb

2,321­4,172­6,493Total

4,178­7,510­11,688Total in IL.

* Including a loan of $9,115 million. This amount does not appear in the balance
of payments.

" Balances in transit between the Bank of Israel and central banks abroad at the
end of the year.

tion of the French franc at the end of December 1958, and partly due to a
$9,115 million loan which Israel received at about the same time within the
framework of this clearing agreement.
During 1958, the bilateral payments agreements with Italy and the Nether­

lands were terminated, following the introduction of convertibility in these coun­
tries. The accounts with Italy and the Netherlands are now operated in their
convertible currencies. The bilateral agreement with Burma was likewise sus­
pended in 1958, and this account is now conducted in free sterling.
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In May 1958, a clearing agreement was signed between the Bank of Israel
and the Banco do Portugal, while in June 1958, the Government of Israel con­
eluded a trade agreement and a payments agreement with the Government of
Ghana.

(c) Foreign exchange deposits
The foreign exchange deposits of banking institutions with the Bank of Israel

rose during 1958 from IL.22.6 million to IL.38.4 million. These deposits are
divided into the following categories :
(a) Foreign exchange deposits ("pamaz") ­ held by exporters and other

foreign currency earners, who are allowed to use them for speciifed purposes,
such as the purchase of raw materials, subject to the exchange regulations of
the Ministry of Finance. At the end of 1958, these deposits totalled IL.7 million.
(b) Time deposits held by Israel residents in foreign currencies ("pazak"),

which will in future be convertible into Israel pounds upon application by the
owner. "Pazak" accounts totalled IL.14.9 million at the end of the year.
(c) Demand deposits of residents transferring foreign exchange ( "tamam" ).

Foreign exchange may be withdrawn from these accounts for certain purposes,
such as travel abroad and the purchase of securities or specified articles. Out­
standing balances at the end of 1958 were IL.16.3 million. Most of the "pazak"
and "tamam" deposits are held by recipients of personal restitution payments
from the Federal Republic of Germany.
(d) Deposits of non­residents ("patach") : These are anonymous accounts

held by non­residents with Israeli banks and bearing high interest. At the end
of 1958, the amount of such deposits held with the Bank of Israel totalled
IL.0.1 million.
During 1958, balances held in "pamaz" deposits declined by approximately

IL.l million, while "pazak" deposits rose by IL.9 million and "tamam" de­
posits grew by some IL.7 million.

3. The Bank of Israel as Banker and Fiscal Agent
to the Government

The Government's debt to the Bank of Israel a (excluding contingent liabili­
ties) increased over the year by IL.16.5 million­ from IL.328.3 million to
IL.344.8 million. Since Government deposits with the Bank of Israel showed
a slight increase duirng this peirod, irsing from IL.24 million to IL.26.4 million,
net Government indebtedness to the Bank of Israel grew by IL.14.1 million,
as against a net increase of IL.30 million in 1957.

J Government credit accounts consist of two parts: The current debt which the Government
is under statutory obligation to redeem at the Bank of Israel at the end of each fiscal year,
and liabilities in the form of Government securities, obligations, etc.
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Table XVIII­4
Government Accounts with the Bank of Israel, 1957­1958

)millions of IL.(
)End of period(

1957' 1958

Debit
Current liabilities
Advances in Israel currency
Advances in foreign exchange
Other Government accounts

Total current liabilities

Securities
Treasury bills
Land bills
Promissory notes
Government securities
Defence Loan

Total securities

Total liabiliites*

Credit
Deposits in Israel currency
Deposits in foreign exchange
Deposits of Government institutions

Total credit accounts

Contingent liabilities and guarantees
Exchange funds
Food surplus accounts
Liabilities in connection with loans from the
Development Budget

Total contingent liabilities and guarantees

70.732.0
31.545.6
27.932.9

130.1110.5

69.469.3
77.377.3
4.14.1
1.12.1

62.865.0

214.7217.8

344.8328.3

11.35.3
11.511.7
3.67.0

26.424.0

7.2
51.436.8

0.30.7

37.5 58.9

* Data appearing in this table differ from those published in the 1957 Annual Report. See
note * to Table XVIII­1.

b Exclusive of contingent liabilities and guarantees.

)a) Debit and credit accounts
The current debt of the Government to the Bank of Israel in local and foreign

currency increased fromIL.110.5 million1 at the end of 1957 to IL.130.1
million at the end of 1958. In accordance with the provisions of the Bank of

2 See note on page 287.

288 BANK OF ISRAEL, ANNUAL REPORT 1958



Israel Law, the advances granted at the end of 1957 were repaid on the 31st
March 1958.
Deposits of Government institutions­ mainly those of the Post Ofifce Bank,

which include the funds of the "Save to Build" scheme­ fell over the year
from IL.7.0 million to IL.3.6 million.

(b) Contingent liabilities
Advances granted by the Bank of Israel to the Government against the

security of future revenue from counterpart funds and other U.S. Govern­
ment grants were expanded during the year from IL.36.8 million to IL.51.4
million. In the 1957 balance sheet, some of these advances appeared as current
advances to the Government.8 The increase is attributable to the larger size
of the U.S. Government's grants to Israel, not least in the form of food sur­
pluses.
The contingent liabilities of the exchange funds show the foreign exchange

purchased by the Bank in its capacity as agent for the Ministry of Finance,
on the liabilities side, and its counterpart in Israel pounds owed by the Gov­
ernment to the Bank on account of these transactions on the assets side. At
the end of 1958, these items totalled IL.7 million.
The documentary credits opened by the Bank of Israel in its capacity as

the Government's ifscal agent, and the credits conifrmed to central banks of
countries with which Israel has payments agreements, appear under the items
"documentary credits opened or conifrmed in connection with payments agree­
ments" and "guarantees" on the assets side, while "liabilities for documentary
credits opened or conifrmed in connection with payments agreements" and
"liabilities re guarantees" appear on the liabilities side.

(c) Government imports
During 1958, the Bank of Israel opened documentary credits to the amount

of IL.56.2 million, in respect of imports for the various Government ofifces.
Guarantees given by the Bank of Israel in connection with Government im­
ports during the period under review totalled IL.5.4 million. By opening
documentary credits through the Bank of Israel the Ministry of Finance saves
local, as well as foreign, currency.

4. The Bank of Israel as the Bankers' Banker
(a) Deposits of banking institutions
The total of local and foreign currency deposits held by banking institutions

with the Bank of Israel increased from IL.162.9 million at the end of 1957

3 See note . to Table XVIII­1.
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to IL.212.5 million at the end of i958. A breakdown of these deposits is given
in Chapter XIII­ "The Money Supply, Credit and the Banking System."
These deposits consist partly of obligatory deposits, which banking institutions

are required to maintain at the Bank of Israel, to the extent of not less than 15
per cent of their local currency demand deposits and time deposits for periods
not exceeding 18 months. Since the amount of local currency held by banking
institutions increased, these obligatory deposits expanded to IL.71.1 mil'hon at
the end of 1958, as compared with IL.57.8 million at the end of the preceding
year.
Apart from the obligatory deposits, the banking institutions have kept addi­

tional demand deposits at the Bank of Israel. These, however, contracted during
the year, largely because of conversion into time deposits, which yield higher
rates of interest and may be drawn upon before the fixed terminal date, under
certain conditions.
On 1st September, 1958, the rate of interest on demand deposits exceeding

the obligatory minimum was raised from 2.5 per cent to 2.75 per cent per
annum. The interest rates on obligatory deposits remained unchanged,­ i.e.,
no interest is paid on the first 25 per cent, while 2 per cent per annum are
allowed on the remaining 75 per cent.
On the same date, the Bank of Israel increased the interest rate on time

deposits for a period of 3 months from 3 to 3.25 per cent per annum, on
deposits for 6 months­ from 3.75 to 4 per cent per annum, and on deposits
for 9 months or longer­ from 4 to 4.25 per cent per annum.
This was done in order to adjust the rates of interest paid by the Bank of

Israel to the creditory interest rates allowed by the banking institutions, while
at the same time increasing the profits of the banking institutions to com­
pensate for the legal limitations imposed on the debitory interest rates charge­
able by them.

(b) Rediscounting
At the end of 1958, the outstanding balance of rediscounted bills stood at

IL.27.6 million, as against IL.51.6 million at the end of 1957. The decline in
foreign currency rediscounts was slight and probably fortuitous­ from IL.21.0
million at the end of 1957 to IL.17.8 million at the end of 1958. Bills of transport
companies rediscounted in foreign currency showed an increase (see Table
XVIII­5 ). The main decrease occurred in bills rediscounted in Israel currency­
which fell from IL.30.6 million at the end of 1957 to IL.9.7 million at the end
of 1958­ since the Bank of Issrael sold a certain proportion of the bills it had
discounted in Israel currency during this and the preceding year to the commer­
cial banks. Consequently, the liquidity of the banks was reduced, but their
income from interest on bills increased.
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4,4218,456
8246,527
50255

4,44415,378

9,73930,616

932,117
4,8517,707
4,608945
5,5908,988
2,6881,228

17,83020,985

­Table XVIII5
Rediscounts, by Sectors, 1957­1958

)thousands of IL.)
)End of period)

Sector 1957 1958

Bills rediscounted in Israel currency
Agriculture
Industry
Transport "
Government institutions and others b

Total

Bills rediscounted in foreign exchange
Agriculture
Industry
Transport a

Reparations Corporation
Government institutions and others b

Total

Grand total 51,601 27,569

" "El Al", "Shoham", "Zim" and "Air France" companies.
" Such as: "Delek" the Israel Fuel Corporation Ltd., and the Jewish
Agency.

5. Note and Coin Issue

)a) Currency in circulation and covering assets held
The monthly average of currency in circulation, as on Wednesdays, rose

from IL.252.8 million in December 1957 to IL.274.8 million in December
1958­ an increase of 9.5 per cent as compared to an increase of 3.5 per cent
in 1957 and of 30.2 per cent in 1956. The increase was uniform during the
ifrst nine months of 1958, culminating in September, which is a holiday month;
from October to December, there was a slight gradual decrease.
Two changes occurred in the composition of assets held as cover for currency

in circulation : On the one hand, foreign currency balances rose by IL.44
million­ from IL.72 million in December 1957 to IL.116 million in Decem­
ber 1958; on the other hand, the amount of promissory notes and bills of ex­
change declined by IL.18.9 million­ from IL.23.5 million to IL.4.6 million.
The monthly breakdown of currency in circulation and covering assets held

is given in Table XVIII­6.
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Table XVIII­6
Currency in Circulation and Covering Assets Held, 1958

IL.()thousands of
averagesy)Wednesday

heldCovering assets

promissory
notes and
bills of
exchange

treasury bills
and other

Government
bills

land
bills

foreign
exchangegold

Currency
in

circulation b
Months

21,17073,42077,24973,0666,175251,080January
15,56673,42077,25183,2486,104255,589February
15,52473,42077,25987,3416,099259,643March
12,15969,27477,259100,7386,101265,531April

­62,58077,262117,8766,106263,824May
­59,16777,271123,1556,236265,829June
­64,22377,271121,4936,269269,256July
54269,38077,273120,9406,263274,398August

7,26471,71077,278117,5176,254280,023September
13,23373,42077,278106,0676,230276,228October
13,27773,44077,278107,9986,216278,209November
4,61671,16177,275115,6706,215274,937December

" According to the Bank of Israel Law, the Bank is required to publish data on currency in
circulation as at the close of business every Wednesday. In view of the considerable lfuctua­
tions occurring during the month, Wednesday averages for every calendar month have been
shown.

b Discrepancies are due to rounding.

)b) Currency in circulation by denominations and issues
In 1958, the proportion of IL.10 banknotes rose by 4.7 per cent, while that

of IL.5 notes declined by 5.3 per cent. The public's greater demand for IL.10
banknotes, and the reduced demand for IL.5 notes, are one of the symptoms
indicating the upward trend of domestic prices.
The withdrawal from circulation of IL.5 banknotes of the Bank Leumi le­

Israel B.M. issue was continued in 1958. Banknotes of the Bank of Israel issue
constituted 50 per cent (IL.119.1 million) of the total amount of notes in circu­
lation at the beginning of 1958, but their proportion had risen to 75 per cent
by the end of the year.
The IL.0.9 million increase in the nominal value of coins in circulation was

mainly due to the issuing in 1958 of two commemorative coins, to the amount
of IL.750,000.
A breakdown of the notes and coin in circulation during the years 1957 and

1958 is given in Table XVIII­7.
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)c) Spoilt currency
Out of 123 applications for the exchange of spoilt currency to the total value

ofIL. 10,000.­ received by the Bank during the year, 105 applications totalling
IL.8,752­ were approved.
In 1958, the committee for the destruction of unusable notes and paper tokens

destroyed currency amounting to IL. 74.2 million­ of which IL. 73.7 million
were in banknotes and IL. 0.5 million in paper tokens.

(d) The Committee for the Design of Coins
In January 1959, the Bank of Israel presented to the Knesset a draft bill,

prepared in conjunction with the Ministries of Finance and of Justice. The
bill provides for the division of the Israel pound into a hundred units. The pro­
posed name of the new unit is "agora" (after the First Book of Samuel, Chap­
ter II). This change was decided upon since the passage of time had rendered
the pruta a virtually obsolete unit of payment.

Tasle XVIII­7
Notes and Coin in Circulation, by Denominations, 1957­1958

(End of period(

19581957
IL. percentagesthousan.dpercentagesIL.thousand

Denomination

Notes
0.71,7380.71,618500 pruta
2.56,4902.86,681IL. 1

18.848,65324.157,615IL. 5

72.1187,22467.4151,153IL.10
5.915,2855.011,966IL.50

100.0259,390100.0239,033Total

Coins
0.150.151 pruta
1.1501.3505 pruta
8.03788.532110 pruta
8­.13829.235125 pruta
31.01,46135.61,34950 prufa
20.697423.0872100 pruta
15.271822.2841250 pruta
0.140.13500 pruta

coinsCommemorative
5.0236IL.l
10.8508­­IL.5

100.04,716100.03,792Total coin
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The Committee for the Design of Coins, appointed by the Governor at the end
of 1957, is about to conclude its work and to choose a suitable design out of
those submitted by local graphic artists who participated in a tender.

(e) The printing of new banknotes
The Committee for the Design of Banknotes, appointed by the Governor at the

end of 1955, has completed its work and selected suitable designs from those
submitted by eight local graphic artists who participated in a closed tender.
Orders for the printing of new banknotes were placed with printing ifrms dur­
ing the year. The banknotes will be put into circulation, side by side with
those now circulating, as soon as they have been printed.

(f ) Commemorative coins
In accordance with the request of the Tenth Anniversary Committee, the

Bank of Israel issued two commemorative coins on the occasion of the tenth
anniversary of the State of Israel. The ifrst coin, of a nominal value of IL.5,
is made of an alloy containing 90 per cent silver and 10 per cent copper. The
second coin, the nominal value of which is IL.l, is made of an alloy containing
25 per cent nickel and 75 per cent copper. These coins were marketed through
the Tenth Anniversary Committee at double their nominal value, the net in­
come from their sale being donated to the Tenth Anniversary Committee for
humanitarian purposes, as is customary in other countries.

(g) Forged banknotes
During 1958, 5,552 forged notes of IL.10, 353 forged notes of IL.l, and

16 forged notes of 500 pruta (all of the Bank Leumi le­Israel B.M. issue) were
detected. These banknotes were probably forged in one of the neighbouring
countries.

(h) Agencies for the supply of cash to provincial towns
In January 1958, agencies for the supply of cash to banking institutions were

opened in Tiberias, Hadera, Rehovot and Beersheba. In March 1958, an
agency was opened in Natanya and in November­in Petach­Tikva.

6. The Administration of State Loans
During 1958, the Bank of Israel administered 31 internal loans and 2 foreign

loans.

(a) Internal loans
By the end of 1958, the value of internal loans lfoated totalled IL.193.1

million and $25 million.
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Two new internal loans were lfoated during 1958, in addition to the 29 loans
administered by the Bank of Israel in 1957. These were:

1. A second issue of debentures lfoated collectively by the local authorities,
to the amount of IL.7.5 million. This issue is linked either to the dollar ex­
change rate or to the consumer price index and bears interest at 6 per cent
per annum.

2. Debentures of the Israel Industrial Institute, redeemable between 1960­
1969,to the amount of IL.15 million, Unked to the dollar exchange rate but
convertible into debentures linked to the consumer price index.
The lfoating of the Immigrant Housing Loan continued in 1958: 20 addi­

tional series of savings certificates­to a nominal value of IL.2 1 million, as well
as 4 additional series of interest­bearing debentures­to a nominal value of
IL.22 million­ were issued. During the same peirod, IL.16 million worth of
savings certiifcates were prematurely redeemed.
In 1958, there were 38 drawings of the vairous pirze­bearing bonds and

total winnings amounted toIL.2.7 million, of which IL.2.4 were claimed. By
the end of 1958, the balance of unclaimed winnings totalled approximately
IL.l million.
The total amount of internal loans lfoated in dollars remained virtually un­

changed during the year.

(b) Foreign loans
1. Independence Loan. The redemption of these bonds for Israel pounds

continued at an accelerated rate in 1958. This applies particularly to bonds
donated to Israeli institutions or sent as gifts to Israeli residents, as well as to
bonds the proceeds of which were invested in this country. Of the amount re­
deemed in Israel, the Bank transferred to the Independence and Development
Loan agents in the United States $2.5 million worth of bonds which had ma­
tured. The Bank also transferred to the same agent the sum of $14.7 million in
cash, for the redemption fund of these bonds in the United States.
During the year, 14,000 interest coupons of bonds held in Israel, totalling

$337,000, were sent to the United States for collection. IL.7.4 million were
paid against $4 million worth of Independence Loan bonds redeemed in
this country, on account of interest and capital appreciation.
2. Development Loan. The redemption of these bonds in Israel continued,

and to date bonds amounting to $13 million have been redeemed here.
The counterpart paid for the $10.8 million worth of bonds redeemed in this

country, inclusive of interest and appreciated principal, amounted to IL.19.4
million. 7.500 interest coupons, totalling $248,000, were sent to the United
States for collection.
A breakdown of the loans administered by the Bank in 1958 and the move­

ment therein is given in Table XVIII­8.
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Table XVIII­8

Loans Administered by the Bank of Israel, 1958

Type of loan
Number

0tseries

Amount
autho­
rized

Amount
taken up
at end
of year

Principal Interest and
redeemed prizes paid
over the over the
year year

Popular Loans, Premium Bonds
(bearer)

Mandatory Bearer Bonds
396 Government Loans (Financial
Institutions)

Compulsory Loan, 1952
Compulsory Loan, 1953
3/296 War Loan, 1954­1959
3/2^0 Govt. Bonds, 1953­1957 c

39£ National Loan, 1948­1953
Dollar­linked Saving Bonds, 1951
Defence Loan, 1956
Local Authorities' Loans
Immigrant Housing Loan, 1957
69£> Debentures, Israel
Industrial Institute

Total

Internal
Tavei Dollar, 1951
Certificate of Obligation
against Foreign Exchange

Total

External
Independence Loan
Development Loan

Total

IL.thousand

1,31117231,88841,0006

126*16­4,168*10,0004

64521,50021,5003

5121,71215,27520,367 b1

2065747,71745,0001

438721,3787,5001

1964,4001

­10675,0001

­14,47810,0001

2,0113239,92840,0003

51887514,12515,0002

1,04516,10437,521d50,0004

­­15,00015,0001

29 284,767 193,051 20,377

thousand U.S. dollars

25,000 25,000 ­

1,391" 30 62

26,391 25,030 62

500,000 108,092" 3,694
350,000 192,712" 10,807

850,000 300,804" 14,501

6,418

1,565'

1,671'

1,571'

262s
183*

445'

* Amount registered in Israel only.
b Amount actually subscribed.
c Amount taken up has been amended.
d Including the new series of savings certiifcates previously redeemed.
* According to Ministry of Finance data.
* Thousands of IL.
* Interest payments made in Israel only.
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7. The Examination of Banking Institutions
During 1958, 27 commercial banks and 52 cooperative credit societies were

controlled by the Bank. The number of credit cooperatives was reduced by 7,
mainly through amalgamation with other banking institutions. A new mortgage
bank­ the "Jaysour" Mortgage Bank Ltd.­ was established, increasing the
number of mortgage banks from four to five. Thirty new branches of banking
institutions were opened, birnging their total number at the end of 1958 up
to 339. Further details on the development of the banking system are given
in Chapter XIII.

(a) Control
During 1958, 46 banking institutions were audited, as compared with 60

in the preceding year. In addition, 194 routine inspections were made to check
the arrangements for handling cash and clearing cheques in branch offices.

(b) Cheque clearance
At the end of 1957, there was a clearing house in each of the three main

cities, only through which cheques drawn upon banking institutions in these cities
were cleared. However, as only a few banking institutions (mainly the largest)
were members of these clearing houses, clearance did not even cover all cheques
deposited in Tel Aviv, Jerusalem and Haifa. Branch oiffces of banking institu­
tions outside these cities either sent cheques received from their clients, and
drawn on accounts in Tel Aviv, Jerusalem or Haifa, to their head offices for
collection, or else transferred them to other banking institutions, which in turn
presented them for payment to the bank upon which they were drawn. All
banking institutions receiving cheques drawn upon banks outside the three
main cities used to send such cheques to the bank upon which they were drawn,
after debiting its account and crediting the account of the depositor in their books.

As a result, balances in transit between banking institutions were immeasur­
ably larger than they would have been, given an efficient cheque clearing system.
In order to reduce balances in transit and improve clearing methods, cleairng

houses were established outside the three main cities and the clearing areas of
the Jerusalem, Tel­Aviv and Haifa clearing houses were extended. The new
inter­urban clearing system functions as follows: Cheques received by banking
institutions are sent daily to the Bank of Israel offices in Jerusalem, Tel­Aviv
and Haifa, and there presented to the banks 00 which they were drawn.
The Bank of Israel accordingly credits or debits the accounts of the banking
institutions within one day of receiving the cheques. So as to cover all cheques
deposited with banking institutions, membership in the clearing houses was ex­
tended to include all banks.
The above system began to operate on 2nd January, 1958. During the year,

19 additional clearing houses were set up in vairous provincial towns.
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Details concerning the number and value of cheques cleared in the years
1957 and 1958 are given in Table XVIII­9.

Table XVIII­9

Cheques Cleared through Clearing Houses,
1957­1958

chequesValue off chequesNumber 0(
of IL.()millions)thousands(Clearing house

1958195719581957

Urban
7406281,111912Jerusalem

3,2802,9824,0153,130Tel­Aviv
8828381,4001,131Haifa

4,9024,4486,5265,173Total

6671,467Inter­urban
305815Local

5,8748,808Grand total

)c) The Committee for the Standardization of the Bank Accounting System
This Committee, appointed by the Governor of the Bank of Israel in April

1956, has completed the first stage of its work by drawing up a form and re­
commending its use for the monthly report on assets and liabilities which banking
institutions have to submit to the Examiner of Banks in accordance with Sec­
tion 9 of the Banking Ordinance, 1941. The Committee also assisted in the
preparation of detailed directions with regard to the completion of these forms.
The new form was published in "Reshumot" (the ofifcial gazette) and came

into effect with the report submitted on 31st January, 1959.

(d) Examination of ifnancial institutions other than banks
In March 1958, the Governor published an order whereby every organizaiton

or cooperative society receiving money on deposit or granting loans must submit
a report on the state of its assets and liabilities and a report on its liquid assets
at the end of each month. The purpose of this order is to enable the Bank to
follow closely the activities of these institutions, which include also subsidiary
companies of banks and represent a considerable proportion of the financial
sector of the country. The order does not apply to provident funds approved
in accordance with sections 8, 11 and 16 of the Income Tax Ordinance, 1947.

By the end of 1958, the Bank of Israel had received reports from most of
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these institutions. After analysing them, it will be decided to what extent and in
what form their business activities are to be controlled by the Bank.

8. Profit and Loss Account and Distribution of Profits
The income of the Bank in 1958 totalled IL.16.1 million, as against IL.11.7

million in the preceding year. There was a signiifcant increase in income from
interest on deposits abroad, which rose to IL.3.4 million at the end of 1958,
as compared with IL.2.0 million in 1957. Income from interest paid in Israel
likewise rose.
Expenditure on interest payments, administration and other items totalled

IL.8.6 million. Net profit amounted to TL.7.5 million, and was distributed as
follows: IL.3.2 million were transferred to the reserve fund, which thus reached
the IL.10 million level speciifed in the Bank of Israel Law, while IL.4.3 million
were transferred to the Ministry of Finance, in accordance with the provisions
of the same Law.
Since the Bank's capital has been paid up in full, and its reserve fund was

completed in the years 1957 and 1958, all net proifts of the Bank will in future
be transferred to the Ministry of Finance.

9. Economic Research
Apart from analysing current economic developments, the Bank began in

1958 to conduct basic research­ particularly in the following ifelds:
(a) The collection and analysis of data on the lfow of money between the

various sectors of the economy. (Some of the results arrived at are given in
Chapter XV­ "The Financial Transactions of the Public Sector".) Within
the framework of this survey, a standardized and co­ordinated system of accounts
was devised for the public sector­ including the Government, the national insti­
tutions and the local authorities.
(b) A survey of the income and savings of urban employees, self­employed

and employers. This survey, which covered 3,000 families, was conducted by
the sample method and executed in conjunction with the Central Bureau of Sta­
tistics, the Falk Foundation for Economic Research and the Institute for Applied
Social Research. Its ifrst conclusions will be published towards the middle of
1959.
(c) The analysis of commodity lfows in the economy and the preparation

of input­output tables for subsidiary economic branches. This research, as yet
in its initial stages, is designed to examine the relationship between the various
economic sectors and will facilitate the formulation of an economic development
plan.
(d) The preparation of a consecutive series of comprehensive data on the

pattern of consumption in the years 1955 to 1957. To date, only the data re­
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ferring to foodstuffs, fuel, housing and some durable goods have been summed up.
The Research Department has also prepared, in conjunction with the Econ­

omic Advisory Ofifce of the Ministry of Finance, a national budget for the fiscal
year 1959/60, which was presented to the Knesset in January 1959, simultane­
ously with the Government budget. The national budget constitutes an initial
attempt to forecast anticipated economic development in the coming year and
analyse the impact of the Government budget on the national economy. In its
preparation, the Research Department was assisted by Mr. Odd Aukrust of
Norway, who spent some time in Israel at the end of 1958, under the auspices
of the Technical Assistance Board of the United Nations.
On the initiative of the Minister of Finance, the Governor of the Bank of

Israel and the economic ministries, the Research Department commenced to
draw up a framework for a comprehensive ifve­year development plan for the
period 1960­1964. This work, begun at the end of 1958, is being carried out
in close collaboration with the economic ministries and the Budget Department
of the Treasury. It represents an attempt to formulate the main lines along
which the national economy should develop to ensure the maximum possible
improvement in the balance of payments and gradually reduce the country's
dependence on large­scale capital imports, while maintaining a high level of
production and employment. The basic premise of the plan is the anticipated
decline in capital imports when the agreements re reparations and personal
restitution payments from Germany have been fully implemented. Certain other
sources of capital imports may likewise dwindle, while simultaneously a rapid
demographic expansion, due to accelerated immigration and natural increase,
may be expected.

10. The Advisory Committee and the
Advisory Council

In addition to discussing current matters, the Advisory Committee has dealt
with problems connected with cooperative societies, ifnancial institutions and
their control, as well as problems affecting the implementation of the recently
enacted new liquidity regulations and the business position of banking institu­
tions. It has also attempted to evaluate economic and monetary problems.
The meetings of the Advisory Council were mainly devoted to major economic

and monetary issues.
Mr. I. Levy resigned his membership in the Advisory Council following his

appointment as Director General of the Ministry of Agriculture. On the 9th of
March, 1958, Mr. Y. Chorin was nominated member of the Council.
The Advisory Committee and the Advisory Council are appointed for two

years. Their second term of ofifce having expired at the end of November 1958,
all their members were re­appointed by the Government for an additional
two­year period.
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11. The Bank of Israel as Representative of the
Government in International Financial Institutions
In September 1958, the Boards of Governors of the International Monetary

Fund and the International Bank for Reconstruction and Development decided
at their annual meeting, convened in New Delhi, India, to increase the capital
of these organizations, so as to facilitate the expansion of their activities. After ex­
tensive deliberations, the Executive Boards of the Fund and the Bank recom­
mended to the Boards of Governors a general increase of 50 per cent in Fund
quotas and a hundred per cent increase in Bank subscriptions. It was also re­
commended that the quotas of a few countires be raised individually. In Janu­
ary 1959, the Boards of Governors approved these recommendations. Their
implementation during 1959 would have involved an increase in Israel's Fund
quota from $7.5 to $11.25 million.
However, at the end of 1958, Israel applied to the Fund to raise her quota

to $25 million, on the grounds that her former quota was too low in proportion
to her national income and foreign trade. In February 1959, the Executive
Board recommended to the Board of Governors to approve Israel's request.
On the basis of this increase, Israel's subscirption to the capital of the World
Bank was also raised­to $33 million.
Israel agreed to place at the disposal of the International Bank for Recon­

struction and Development, in freely convertible currency, a further 18 per
cent of her subscirption, in addition to the 2 per cent previously put at its dis­
posal. This amount will be transferred to the Bank over the next three years.
At the end of 1958, Israel sold to the InternationalMonetary Fund $3,750,000,

which it had purchased from the Fund in May 1957. This refund was made
possible by the increase in Israel's foreign currency reserves, on the basis of
which­in accordance with the Articles of Agreement of the Fund­ Israel was
requested to resell the dollar exchange she had previously purchased from the
Fund.
In May 1958, the Executive Board of the I.M.F. approved the consultations

between the Fund and Israel, held in November 1957, in accordance with Sec­
tion 14 of the Fund's Articles of Agreement. The Bank of Israel kept in close
contact with the Fund duirng 1958, in connection with economic and monetary
developments in Israel.
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Statement of Assets and Liabilities
as at December 31, 1958

and

Profit and Loss Account for the
Year Ending December 31, 1958
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BANK OF ISRAEL
Statement of Assets and Liabilities as at December 31, 1958

ASSETSLIABILITIES

IL.IL.
6,215,856Gold10,000,000Capital

Foreign currency deposits with10,000,000Reserve Fund
163,441,645foreign banks264,106,074Banknotes and coin in circulation

Clearing accounts in connectionClearing accounts in connection with
13,973,759with trade agreements21,483,967trade agreements
69,400,000Treasury billsDeposits of international ifnancial
77,279,000Land bills1,119,486institutions
62,834,000Security Advance122,475,365Demand deposits of banking institutions
1,142,764Government securities53,710,000Time deposits of banking institutions
4,100,000Government obligationsForeign currency deposits of banking
70,745,188Advances to Government38,429,051institutions
27,875,868Other Government accounts11,326,887Government deposits

Advances to Government in11,501,242Government deposits in foreign currency
31,499,557foreign currency3,613,974Deposits of Government institutions
9,739,116Bills discounted in local currencyDeposits on account of U.S. food
17,830,135Bills discounted in foreign currency51,427,691surplus purchases
51,427,691Food surplus accounts8,363,872Deposits of other institutions
7,216,351Exchange Funds­ debitory balance in IL.Exchange Fund­ net balance in

Liabilities of the Treasury in respect of7,216,351foreign currency
296,988Development Budget loansLiabilities to banking institutions in

1Land and equipment296,988respect of Development Budget loans
Documentary credits in connectionLiabilities for documentary credits

33,247,365with payments agreementsin connection with payments
19,264,827Guarantees given33,247,365agreements
4,224,351Other accounts19,264,827Liabilities re guarantees

4,171,322Other accounts
671,754,462671,754,462
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BANK OF ISRAEL
Profit and Loss Account for the Year Ending December 3 1, 1958

INCOME

Interest received, commissions
and other income

Net proift

IL.

16,139,268

16,139,268

EXPENDITURE

Interest paid, administrative expenses
and other expenditure

Net proift

DISTRIBUTION OF PROFIT

7,514,424

7,514,424

Reserve Fund
Accountant General, Ministry of Finance

IL.

8,624,844
7,514,424

16,139,268

3,165,890
4,348,534

7,514,424
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BANK OF ISRAEL

THE GOVERNOR, MEMBERS OF THE ADVISORY
COMMITTEE AND OF THE ADVISORY COUNCIL

AS AT 31.5.59

Governor

D. Horowitz

Advisory Committee

J. E. Nebenzahl,, Chairman
G. Josephthal, Vice­Chairman
S.Be jarano
Y. Chorin
I. F0ERDER
A. Shechter
A. Zabarski

Advisory Council

J. E. Nebenzahl, Chairman
G. Josephthal, Vice­Chairman
A. Becker
S.Be jarano
Y. Chorin
N. Feingold
I. F0ERDER
A. Govrin
A. Hacohen
M. Marcus
Z. Onn
E. OSTASHINSKY
D. Patinkin
A. Shechter
A. Zabarski


