
CHAPTER XIII

THE MONEY SUPPLY, CREDIT AND THE
BANKING SYSTEM

1. Major Trends in the Development of the
Monetary System

The volume of bank credit extended to the Government and to the public *

was considerably expanded in 1958. The foreign currency reserves held by the
banking system likewise increased. As a result, the value of the public's finan­
cial assets rose signiifcantly. This applies particularly to time deposits and other
deposits not forming part of the money supply. The latter­ deifned as demand
deposits and cash in the hands of the public­ increased to a iesser extent.
The average money supply in 1958 exceeded the 1957 average by 15.2 per

cent, thus increasing more slowly than during the 1954­1957 period, when the
expansion proceeded at a rate of about 20 per cent per annum.
While the increase in the money supply was relatively small in 1958, the

deposits of the public other than demand deposits expanded considerably. This
applies particularly to deposits held under saving schemes, on which a higher
rate of interest and reduced income tax rates are allowed. Such deposits may
be withdrawn at one month's notice ; however, premature withdrawal forfeits
the right to the higher interest otherwise payable. The turnover velocity of
these deposits was very low; however, since they may be withdrawn at a
month's notice, the public seems to consider them as being little less liquid than
the money supply.
A signiifcant increase also occurred in time deposits for ifxed periods, which

are not regarded as liquid, since they cannot be prematurely withdrawn, or­
had they been deposited against obligations­ unless these obligations had been
met. Foreign currency deposits earmarked for payments abroad­ also considered
liquid­ likewise expanded.
The rate at which the money supply expands may serve as an indicator of

the rise in the monetary demand of the public ; in fact, the latter increased by
15 per cent. It should be noted, however, that the real national product and
the real import surplus expanded by 8 per cent only. This gap resulted in the
generation of inlfationary pressures by the excess demand. Prices consequently
1 The term "public" as used in this chapter refers to the entire economy, apart from the
Government sector. It includes, therefore, individuals, companies, the local authoirties, the
National Institutions, ifnancial institutions other than banks and Government corporations,
and certain non­residents holding deposits in Israel banks.
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roseby2to 3 per cent,­a comparatively small increase, due to the drop
in import prices and certain other factors (see Chapter I­ "Main Economic
Developments in 1958", and Chapter VI­ "Prices").

Diagram XIII­1
The Financial Assets of the Public, 1953­1958
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)a) Factors increasing the money supply and other deposits
Credit to the public was expanded by IL.60 million and credit to the Gov­

ernment by a similar sum. This was the main cause of the increase in the
financial assets 1 of the public, a subsidiary cause being a IL. 22 million rise
in average foreign currency reserves.2

נ The ifnancial assets of the public compirse cash and all deposits of the public in banking
institutions. This term thus covers the less liquid deposits, as well as the money supply
)which consists of cash and demand depoits) .

2 The ifgures on the money supply and credit cited here and elsewhere in this chapter are
annual averages in all cases when they are related to other data and other developments
covering the whole year,­ e.g., the national output, the balance of payments, prices, etc.
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The accumulation of foreign exchange reserves at the Bank of Israel and the
credits granted by the latter to Government and public not only expand the
volume of the public's ifnancial assets directly, but also increase it indirectly­
by adding to the liquid assets of the banking system, thus providing a basis for
the expansion of bank credit.
The weight of each of the factors in the expansion of the money supply varied

during the year: In the months January­April 1958, the public's financial assets
grew chielfy through the IL.67 million rise in foreign exchange reserves. Most of
these reserves were transferred to the Bank of Israel, thus expanding consider­

Diagram XIII­2
Foreign Currency Reserves and Credit Granted to Government

and Public, 1958
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ably the liquid assets of the banking system. During these months, the volume
of credit extended by the Bank of Israel to the Government, grew likewise, albeit
by only IL. 7 million, while Government's liabilities to the banking institutions
increased by IL. 5 million. Consequently, the liquidity of the banking system be­
came excessive and the Bank of Israel restricted rediscounts by IL. 25 million
in order to reduce it, at the same time enabling banking institutions to extend
credit from their own resources.
Between May and November, the amount of foreign currency held by the

banking system declined by IL. 30 million. At the same time, the Government's
debt to the banking system rose by IL. 62 million, of which its indebtedness to
the Bank of Israel represented IL. 39 million. The amount of re­discounts
granted by the Bank of Israel remained stable and there was no marked change
in the amount of liquid assets held by the banking institutions.
In December 1958, the foreign exchange reserves in the Bank of Israel in­

creased, as a result of transfers by the Government. The Government's debt was
thus reduced.

An additional factor augmenting the liquidity of the banking system in 1958
was that the public's deposits expanded more rapidly than its cash holdings.
The expansion of the foreign exchange reserves in the Bank of Israel during

the first half of the year, and the larger volume of credit granted to the Govern­
ment in the second half, greatly expanded the liquid assets held by the banking
institutions­ the more so since there was only a slight rise in the public's cash
withdrawals from the banks. Consequently, a considerable expansion of credit
to the public ensued.

(b) The expansion of credit and its control
New liquidity regulations came into effect at the beginning of 1958, ifxing a

minimum liquidity ratio of 58 per cent on demand deposits and deposits for
terms not exceeding 18 months. The Governor of the Bank of Israel was, how­
ever, authorized to issue orders lowering the liquidity ratio, by exempting certain
loans from the liquidity regulations, up to a limit therein determined. Such an
order came into effect simultaneously with the new liquidity regulations and
fixed this limit at 20 per cent of the value of deposits subject to the liquidity
regulations.
The Bank of Israel grants exemptions for loans considered to rate a high

priority from the aspect of economic development­ and ifrst and foremost, to
enterprises producing for export or for the replacement of vital imports. Insofar
as the Governor takes full advantage of his prerogative to approve such exemp­
tions, the minimum liquidity ratio required of the banks falls to 38 per cent.
The liquidity regulations refer only to demand deposits and to deposits for

periods not exceeding 18 months. Deposits within the framework of saving
schemes are covered by special regulations, stipulating that 60 per cent of them
must be invested in securities approved for this purpose by the Ministry of
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Finance and the Bank of Israel, or deposited in non­liquid form with the Bank
of Israel. The banks are allowed to use the remaining 40 per cent of these funds
for the expansion of credit, but as regards 25 per cent the purpose must be
approved by the Ministry of Finance and the Bank of Israel. No approval is
required for the remaining 15 per cent.
Apart from the liquidity regulations, the volume of credit was also controlled

in 1958 through a provision limiting the granting of credit by individual bank­
ing institutions to the volume they had extended in 1953, plus the increases
authorized thereafter. However, insofar as the banks' 'hquidity exceeded the legal
requirements, they were exempted by the Bank of Israel from the volume re­
striction. The latter has thus virtually ceased to be used for the quantitative
control of credit, becoming rather an instrument for its qualitative control.
In 1958, the Bank of Israel facilitated a considerable expansion of credit,

chielfy by exempting loans to agriculture and industry from the liquidity and
volume restrictions. Credit to the pub'hc was expanded rapidly, in particular
during the second half of the year, with the seasonal increase in the credit re­
quirements of agriculture. As a result, the liquidity ratio of the banking institu­
tions during the last months of the year declined to the legal minimum of 38
per cent.
The total amount of bank credit granted to the public from the resources of

the banking institutions between January and December 1958 was IL. 89 mil­
lion. During the same period, however, the Bank of Israel contracted re­discounts
by IL. 24 million, the net expansion of bank credit to the public thus amounting
to IL. 65 million.

(c) The demand for additional credit
Though the volume of credit was considerably expanded, complaints were

once again voiced about the shortage of credit, particularly by the industrial
sector. Indeed, such a shortage was felt more keenly in 1958, the demand for
credit being stimulated by new factors (besides those discussed in earlier Annual
Reports, and particularly in the 1956 Report).
At the legally determined rate of interest, the demand for bank credit exceeds

the amounts which the Bank of Israel can permit without generating an acute
inlfation. Excessive credit expansion cannot alleviate the credit shortage, as it is
likely to be followed by a rise in prices which would stimulate the demand for
credit further.
The numerous complaints about the credit shortage in 1958, despite the

sizable increase in the value of loans granted and the relatively stable price level,
were due to several factors which gained importance during the year: Competi­
tion between producers and merchants grew keener, but it was relfected by the
larger volume of credit sales or by extending the period for which the credit was
granted, rather than by price reductions.
Another factor increasing the demand for credit in 1958 was the maturing of
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investments, some of which had been made without any reserve of turnover
capital being provided for the current ifnancing of production. Only some of the
numerous requests for working capital submitted by new enterprises to banking
institutions are granted, since the latter use most of the credit they are permitted
to extend within the framework of the liquidity and volume ordinances for the
beneift of their older clients. Hence, a high proportion of the new concerns'
applications for working capital is directed to the Bank of Israel, in the form
of requests for re­discounts or exemptions from the liquidity regulations. Under
the prevailing conditions, the Bank could not permit an expansion of credit that
would satisfy all demands.

(d) The rate of interest
The debitory rate of interest in banking institutions remained virtually un­

changed in 1958, reaching the maximum level permitted by the 1957 Order
implementing the Interest Law, under which interest on credits to agriculture
and industry must not exceed 10 per cent per annum, while the maximum rate
on credits to other branches is 11 per cent. Interest on credits exempted by the
Bank of Israel from the liquidity and volume restrictions was limited to 9 per
cent. The maximum rate on loans linked to the dollar exchange rate or to the
consumer price index is ifxed by law at 6j/2 per cent.
The Bank of Israel charges 6 per cent per annum on bills rediscounted in local

currency. To this, the banking institution may add a further 2J/2 per cent. Re­
discounts in foreign currency, which are only granted to ifnance imports for ex­
ports and exports on credit, are effected at the rate of 3 per cent, banking institu­
tions being allowed to charge an additional 2 per cent.
The creditory rate of interest rose somewhat, due to competition among bank­

ing institutions trying to attract time deposits­ and particularly participation in
their saving schemes. Higher rates, and the larger proportion of deposits bearing
relatively high interest, raised the average creditory interest rate from 2.4 per
cent in 1957 to 2.8 per cent in 1958. Average interest rates on savings deposits
and time deposits rose from 3.8 per cent in 1957 to 4.5 per cent in 1958.

2. The Increase in the Financial Assets
of the Public

The average money supply totalled IL.646 million in 1958,­ IL.84 million
(or 15.2 percent) more than in the preceding year. During 1957 the money
supply had expanded by 19.4 per cent, while in 1955 and 1956 the annual rate
of expansion had been 20 per cent. The rate of expansion thus decreased during
the year under review.
The money supply­ deifned as cash held by the public plus demand deposits­

comprises assets of the highest liquidity, whereas time deposits are; regarded as
being less liquid.
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The distinction between the degree of liquidity of the various ifnancial assets
is based on certain assumptions as to the public's intentions. The main assump­
tion is that the public generally prefers to hold funds destined for expenditure
within a short time in the form of cash or demand deposits, on which normally
no interest is paid. On the other hand, amounts earmarked for spending at a
later date are generally held in the form of less liquid, interest­bearing assets.
The last few years have witnessed a considerable expansion of certain liquid

types of ifnancial assets held by the banking system, which are by definition ex­
eluded from the money supply. In 1956, various banks introduced saving
schemes. The rate of interest on monies deposited within the framework of these
schemes is staggered according to the period of saving­ up to a maximum of 6
per cent, and beneifts from income tax allowances. Such deposits may be with­
drawn at 30 days notice, in which case the depositor forfeits the interest payable
on them. (For further details, see Chapter XVI­ "Personal Saving" ). By the
end of 1958, the total of funds accumulated under saving schemes had reached
IL.53 million, half of this amount being saved during the year under review.
It may be assumed that a considerable proportion of deposits in saving ac­

counts relfects the transfer of balances previously kept in the form of demand
deposits. It would seem that the public regards the deposits within the frame­
work of saving schemes as being relatively liquid, though the turnover
velocity of these deposits during the year was low­ less than one­ as against 18
in demand deposits.
Other assets of relatively high liquidity are time deposits for periods not ex­

ceeding 3 months.
Together with amounts deposited under saving schemes and time deposits for

periods not exceeding 3 months, the average money supply in 1958 was 17.4
per cent above the level of 1957. During 1957, the increase was 21 per cent.
During both years, these rates of expansion were thus higher than those for the
money supply only. However, in 1958 the expansion was smaller than in 1957.
A breakdown of the increase in the ifnancial assets of the public during 1958

is given in Table XIII­1.
The non­liquid assets held by the public1 include certain deposits in local and

foreign currency. Four types of local currency deposits may be distinguished :

(a) Deposits for periods not exceeding 3 months : These include not only the
deposits of individuals, but also considerable amounts deposited by institutions­
and in particular by provident funds, insurance funds and insurance companies.
Between January and July, these deposits expanded from IL. 61.9 million to
IL. 77.7 million. However, later in the year, the deposits of provident funds
were transferred in the banks' statistics to the item "deposits earmarked
for loans". By the end of 1958, therefore, the amount of deposits for periods
exceeding 3 months had receded to IL. 67.9 million. The above­mentioned

1 Only assets constituting a liability of the banking system are discussed here.
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)End of period(

Table XIII­1
The Financial Assets of the Public, 1953­1958

(millions of IL.(

Time
Total

ifnancial
assets

of public
(6) + (7(

Non­
liquid
assets

Total
(3)+ (4)
+(5(

deposits
for

periods
not

exceed­
ing

Deposits
under
saving
schemes

Total
money
supply
d (+(2)

Demand
deposits

Cash
held
by

publicPeriod

3 months

)8()7()6()5()4()3()2()1(

389.694.7294.94.8_290.1162.1128.0a1953
465.2109.8355.46.9­348.5201.9146.61954
552.9120.7432.211.80.7419.7247.2172.51955
670.4131.4539.010.311.4517.3289.0228.31956
767.9155.4612.59.826.5576.2345.3230.91957
939.9215.5724.411.752.8659.9408.5251.41958

788.9160.7628.28.227.8592.2355.4236.8January1958
800.9161.8639.18.729.4601.0361.2239.8February
815.5161.7653.810.030.6613.2368.1245.1March
848.3166.3682.110.331.7640.1394.8245.3April
864.7174.9689.810.732.9646.2400.2246.0May
878.8177.1701.710.034.9656.8408.4248.4June
882.1178.4703.79.535.9658.3403.9254.4July
897.2184.4712.89.137.3666.4411.6254.8August
909.6188.2721.410.838.6672.0412.1259.9September
908.3187.9720.411.740.0668.7412.2256.5October
920.0192.3727.712.841.6673.3413.7259.6November
939.9215.5724.411.752.8659.9408.5251.4December

* Some of the ifgures for 1953 are estimates, owing to the different classiifcation methods
then in use.

transfer in the banks' statistics was due to a purely technical re­classiifcation,
and has no economic significance.
(b) Deposits earmarked for loans : These deposits represent amounts de­

posited by private institutions for the granting of loans to certain clients (or the
participation of the above institutions in loans granted to certain clients by the
banks) ­ and are non­liquid, the depositor being unable to withdraw his money
until the loan granted from it has been fully repaid. These operations do not
affect the volume of liquid assets held by the banking institutions or the public,
relfecting merely the transfer of such assets from the depositor to the borrower.
As ah­eady pointed out, the deposits of provident funds, previously included with
time deposits, were transferred to this item. Deposits earmarked for loans rose
from IL.35.3 million at the end of 1957 to IL.47 million at the end of 1958.
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)c) Deposits against liabilities: These represent amounts deposited against
guarantees given by the banking institutions to their clients, and are also non­
liquid, as they may be withdrawn only at the end of the period covered by
the guarantee. However, unlike deposits earmarked for loans (which, as al­
ready stated, represent only a transfer of liquid assets from depositor to bor­
rower), this type of deposit reduces the volume of liquid assets held by the
public. Deposits against documentary credits are likewise included in this item.
Deposits against liabilties declined during the year from IL.I4.8 million to
IL.11.1 million.

Table XIII­2
Non­liquid Assets of the Public in Banking Institutions, 1953­1958

(millions of IL.)
(End of period(

Local currency deposits

depositsdeposits
Foreignlinkeddepositsearmarkedtime

Totalcurrencyto the dollarfor loansdepositsPeriod
depositsexchange

rate
liabili­
tics

and
the public's

for periods
exceeding

)pazak(participation
in loans

3 months

94.715.014.031.034.71953*
109.832.7­11.827.238.11954
120.729.211.928.451.21955
131.430.42.313.432.852.51956
155.437.85.614.835.361.91957
215.574.614.911.147.067.91958

160.738.66.115.434.466.21958 January
161.840.06.715.631.967.6February
161.740.67.315.531.067.3March
166.343.98.115.430.868.1April
174.952.78.413.429.371.1May
177.151.69.213.326.876.2June
178.451.79.812.726.577.7July
184.453.410.612.532.675.3August
188.255.811.213.241.666.4September
187.954.912.212.351.257.3October
192.358.313.411.849.659.2November
215.574.614.911.147.067.9December

* See note . to Table XIII­1.

)d) Time deposits linked to the dollar exchange rate (Pazak) : These re­
present foreign currency transfers from abroad (mainly personal restitution
payments from West Germany) deposited for a fixed period. The account
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holders, however, may draw on such funds only with the approval of the ex­
change authorities. Deposits of this type may, therefore, be considered as linked
local currency deposits, though in the banks' statistics they appear under
"foreign currency deposits". The banks re­deposit these funds with the Bank of
Israel, which grants loans to the Treasury against part of them. Since restitution
payments were considerably expanded during the year under review, the volume
of these deposits grew from IL.5.6 million at the end of 1957 to IL.14.9 million
at the end of 1958.
The total increase in non­liquid, local currency deposits between the end of

1957 and the end of 1958 was IL.23.3 million.
Foreign currency deposits are mainly of two types :
(a) Deposits of residents earmarked, with the approval of the Controller of

Foreign Exchange, for payments abroad : These are partly held by exporters
for the financing of raw material imports ( Pamaz accounts) and partly by
residents transferring foreign currency. The funds in these deposits also largely
originate from restitution payments, 20 per cent of which may be spent abroad
by the recipient and need not be converted into local currency (Tamam ac­
counts).

(b) Deposits of non­residents ( Patach accounts) : These are funds not
intended for use in the country, which beneift from a special arrangement made
in 1958, whereby a higher rate of interest is allowed to non­residents maintaining
foreign currency accounts in Israel (6 per cent on time deposits for a one­
year period).
The foreign currency deposits held by residents and non­residents have a

very slight impact on the liquidity of the public, since they are not usually spent
in the country. The volume of these deposits was doubled during the year,
expanding from IL. 37.8 million at the end of 1957 to IL.74.6 million at the
end of 1958­ i.e., by IL.36.8 million.
The total value of the various non­liquid deposits in local and foreign cur­

rency reached IL.60.1 million at the end of 1958, 38.7 per cent more than at
the end of 1957. However, much of the expansion took place in December 1958,
so the average annual increase was lower in the year under review than in the
preceding year.
The average volume of all types of non­liquid assets expanded by IL.34

million­ an increase of 23.5 per cent over 1957. This exceeds the rise in the
money supply and other liquid assets, mainly because of the relatively large
increase in foreign currency deposits.
The average nominal value of the public's ifnancial assets was 19 per cent­

or IL.136.8 million­ higher than in 1957. The largest increase occurred in
saving scheme deposits and in foreign currency deposits for ifxed periods. The
smallest increase was recorded in the amount of cash held by the public : The
proportion of cash in the money supply declined from an average of 41.1 per
cent in 1957 to 38.7 per cent in 1958. This downward trend has been in evi­
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dence for a number of years and may be attributed to higher creditory interest
rates and to the fact that certain elements in the population, previously not in the
habit of depositing money in banks, have now begun to do so. The resulting
structural change in the financial assets of the public is shown in TableXIII­3.

Table XIII­3
The Financial Assets of the Public, 1957­1958

(average percentages(

Percentage in­
crease from
1957 to 1958

19581957

14.128.731.4Cash
48.345.444.9Demand deposits

62.474.176.3Money supply
Saving schemes and time
deposits for less than

12.75.33.93 months

75.179.480.2Total

24.920.619.8Non­liquid deposits

Total ifnancial assets
100.0100.0100.0Percentages
136.8871.1734.3Millions of IL.

The expansion of the money supply and other financial assets of the public
was not uniform throughout the year­ the increase being steepest during the
first six months. Tables XIII­1 and XIII­2 show monthly developments and
the factors causing them.

3. Factors Directly Responsible for the Increase
in the Financial As sets of the Public

The major factor increasing the financial assets of the public was the expan­
sion of credit. The amount of bank credit granted to the Government in 1958
was, on the average, approximately IL.60 million higher than in 1957, while
credit to the public was expanded by a similar sum. The IL.22 million increase
in foreign currency balances and the additional IL.7 million invested by the
banking system in non­governmental securities constituted subsidiary factors
tending to increase the financial assets of the public. On the other hand, the
latter were contracted by the IL.6 million decline in balances in transit.
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Tabl
Consolidated Balance Sheet c

(millioj
)End of period(

1958
195819571956195519541953'Assets and liabilities

Jan.

Credit to the public
Bank of Israel
Banking institutions

Total (1)

Investment in non­governmental
securities

­ ­ 15.7 35.1 51.6 27.6
204.5 231.4 240.1 264.1 306.4 395.6

5.5 7.8 9.0 14.4 17.3 27.5

16.0

4.8

20.5

6.9 12.5 21.7 36.3 64.5

43.3
321.3

204.5 231.4 255.8 299.2 358.0 423.2 364.6

18.3

382.9450.7375.3313.6264.8239.2210.0Total (2(

Credit to the Government
272.7289.0271.3236.7171.1133.5133.5Bank of Israel
42.467.245.726.528.819.337.9Banking institutions

315.1356.2317.0263.2199.9152.8171.4Total (3(

Net balances of foreign exchange
93.8162.182.892.483.553.58.0Bank of Israel
21.117.319.727.721.731.915.0Banking institutions

114.9179.4102.5120.1105.285.423.0Total (4(

36.0

122.1140.9117.6101.091.5.17779.7
38.674.637.830.429.2.73215.0

Balances in transit
Less: Deposits in saving schemes

and time deposits for per­
iods not exceeding 3 months
Non­liquid assets
In local currency
In foreign currency

Total (5)

Other accounts (net)b (6(

The money supply
(1)+ (2) +(3)+(4)­(5) + (6 ) 290.1 348.5 419.7 517.3 576.2 659.9 592.2

* See note * to Table XIII­1.
* Including own capital and investments in real estate.

196.7280.0191.7153.1133.2.711699.5

43.353.144.045.040.4.73230.8
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:111­4
he Banking System, 1953­1958
f IL.)

1958
Feb. Mar. Apr. May June July Aug. Sept. Oct. Nov. Dec.

34.2 33.7 27.2 21.7 21.6 22.3 21.6 22.6 20.9 22.2 27.6
323.7 333.1 336.7 343.7 351.8 360.8 369.0 380.8 380.3 386.6 395.6

357.9 366.8 363.9 365.4 373.4 383.1 390.6 403.4 401.2 408.8 423.2

23.3 21.4 21.3 23.6 22.5 23.8 22.4 22.6 22.2 23.1 27.5

381.2 388.2 385.2 389.0 395.9 406.9 413.0 426.0 423.4 431.9 450.7

270.8 279.6 277.7 278.2 289.4 289.2 303.8 315.8 323.1 316.5 289.0
52.5 53.9 50.6 61.7 66.2 61.8 66.7 64.5 64.8 73.8 67.2

323.3 333.5 328.3 339.9 355.6 351.0 370.5 380.3 387.9 390.3 356.2

107.5 124.1 157.9 173.2 167.0 157.9 145.8 127.5 126.0 131.7 162.1
9.2 7.8 11.7 0.3 2.9 7.4 8.6 11.6 11.7 7.3 17.3

116.7 131.9 169.6 173.5 169.9 165.3 154.4 139.1 137.7 139.0 179.4

22.1 12.5 14.8 13.0 8.1 10.7 10.2 14.4 12.3 12.4 6.7

38.1 40.6 42.0 43.6 44.9 45.4 46.4 49.4 51.7 54.4 64.5

121.8 121.1 122.4 122.2 125.5 126.7 131.0 132.4 133.0 134.0 140.9
40.0 40.6 43.9 52.7 51.6 51.7 53.4 55.8 54.9 58.3 74.6

280.0

53.1

246.7

53.6

239.6

53.0

237.6

50.2

230.8

50.9

223.8

51.8

222.0

50.7

218.5

50.7

208.3

49.5

202.3

50.6

199.9

42.4

659,9673.3668.7672.0666.4­658.3656.8646.2640.1613.2601.0
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Table XIII­5

Changes in the Financial Assets of the Public, 1956­1958
(millions of IL.(

Increase or decrease (­)
from end of year to end

of year

millions of IL. percentages millions of IL. percentages

Increase or decrease (­)
from annual average to

annual average

from from from from
1956 1957 1956 1957
to to to to

1957 1958 1957 1958

from from from from
1956 1957 1956 1957
to to to to

1957 1958 1957 1958

8.4
20.0

13.2
24.1

19.3
66.0

26.9
64.0

8.9
18.3

1.1
19.5

20.5
63.2

2.6
56.3

Financial assets
Cash
Demand deposits

15.219.485.390.914.511.483.758.9Money supply

Deposits under saving
schemes and deposits
for periods not ex­
ceeding 3 months

Total

Non­liquid deposits

Total financial assets
Other accounts (net)

Total

14.6 28.2

96.5 181.1

67.3 77.7 11.3 17.4

13.5 22.3 126.8 142.2

63.8

19.4

6.00

17.421.0102.7102.218.313.6111.973.5

23.519.334.123.438.718.360.124.0

18.620.6136.8125.622.214.5172.097.5
­­5.41.2­­9.1­1.0

18.3

Factors affecting the
volume of ifnancial
assets
.Expansion of credit
to the public
Investment in non­gov­
ernmental securities

18.215.759.044.118.219.765.258.8

43.728.56.93.559.020.110.22.9

19.416.365.947.620.119.775.461.7Total

Expansion of credit
20.837.160.879.012.420.439.253.8to the Government

Foreign currency
17.0­ 0.121.8­ 0.175.0­14.776.9­17.6reserves

­32.61.6­ 6.30.3­60.8­ 7.6­10.4­ 1.4Balances in transit

18.319.4142.2126.822.313.5181.196.5Total
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The share of the various factors in the expansion of the public's financial
assets underwent some changes during 1958. Between January and April, this
expansion was mainly caused by the growth of foreign exchange reserves, while
there was only a moderate increase in bank credit granted to Government and
public. Between May and November, foreign currency deposits held by the bank­
ing system declined steeply, but credit was expanded to the Government and to
the public at an accelerated rate. In December, bank credit to the public con­
tinued to expand and foreign currency reserves resumed their upward trend,
mainly because the Government began to sell foreign exchange to the Bank of
Israel, thus considerably reducing its indebtedness to the banking system.

4. Foreign Exchange Balances
The average net foreign exchange balances held by the banking system were

by IL.22 million larger in 1958 than in 1957. This increase was subject to the

Table XIII­6
Net Balances of Foreign Exchange held with the Banking System, 1953­1958

(millions of IL.)
(End of period(

banking institutionsWith
Total

(i(+(4 )net
assetsliabilitiesassets

With the
Bank of
IsraelPeriod

)2(­)3(
)5(W)3()2(0(
23.015.014.029.08.0b1953"
85.431.940.772.653.51954
105.221.733.154.883.51955
120.127.720.848.592.41956
102.519.734.954.682.81957
179.417.347.264.5162.11958

114.921.132.954.093.81958 January
116.79.243.853.0107.5February
131.97.844.952.7124.1March
169.611.740.752.4157.9April
173.50.347.447.7173.2May
169.92.944.847.7167.0June
165.37.442.950.3157.9July
154.48.642.551.1145.8August
139.111.642.554.1127.5September
137.711.740.552.2126.0October
139.07.348.756.0131.7November
179.417.347.264.5162.1December

* See note * to Table XIII­1.
b Foreign exchange balances held with the Issue Department of the Bank Leumi le­Israel B.M.
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usual seasonal lfuctuations. Between January and April, there was a signiifcant
rise of IL.67 million, since receipts from exports, donations and the Development
Loan reach their peak during these months, while foreign currency expenditures
are not subject to serious seasonal lfuctuations. From May to November, foreign
exchange balances declined by IL.30 million, income from exports and un­
requited receipts being relatively limited in this period. In December, however,
foreign exchange reserves resumed their upward trend­ rising by an additional
IL.40 million as a result of loans obtained by the Government abroad.

5. Credit to the Government
The average net indebtedness of the Government to the banking system rose

by IL.60.8 million during 1958, the rate of increase being slower than in 1957,
when the average level of credit granted to the Government by the banking
system rose by IL.79 million. (The breakdown is given in Table XIII­7 ). The
1958 increase was spread over the whole year, except for the month of Decem­
ber, when the Government reduced its debts by IL.34 million by redeeming some
of its foreign currency liabilities. Consequently, the increase in the Government
debt between the end of 1957 and the end of 1958 (IL.39.2 million) was smaller
than the difference between its average indebtedness in 1957 and 1958 (IL.60.8
millions).
Of the aforementioned IL.39.2 million increase, the Government's larger

debt to the Bank of Israel represented IL. 17.7 million, while its commitments to
the banking institutions rose by IL.2 1 .5 million.
The balance of current loans obtained by the Government from the Bank of

Israel increased by IL.25.6 million during the year. However, the Government
repaidIL.2.2 million on account of the Security Advance, while its net indebted­
ness to the Bank of Israel was further reduced by IL.4.8 million through the in­
crease in the Bank's capital, which is deducted when calculating the net amount
of credit granted. The portfolio of Government bonds held by the Bank declined
by IL.0.8 million.
In addition to receiving loans from the Bank of Israel, the Government ob­

tained considerable credit from the banking institutions against loans from
abroad. In certain cases, the Treasury took such loans for the purpose of con­
verting them into local currency. These transactions were executed through local
banks in two stages, the Israel banks first receiving foreign loans, and later
granting credits against them to the Treasury. The amounts concerned must,
therefore, be treated as loans to the Treasury from the banking institutions. They
increased by IL.17.3 million during 1958.
The portfolio of Government securities held by the banking system rose in the

year under review by IL.9.8 million, chielfy because banks are now required to
invest in Government or Government­guaranteed securities 60 per cent of the
amounts deposited under approved saving schemes. On the other hand, the
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IL.5.6 million increase in the Government's deposits with the banking institu­
tions reduced the net volume of credit received by it.

Table XIII­7
Government Indebtedness to the Banking System, 1953­1958

(millions of IL.)
(End of period(

institutionsBanking> Israel,Bank 0{

totallong­long.
TotalCovern­less:termcurrentless:termcurrentPeriod

mentdepositscredit St.credittotalcapitalcredit £credit
indebt­)net(securi­)net(iccountssecuri­ >)net(
ednesstiesties

171.437.97.933.812.0133.5"_133.5"1953*
152.819.315.625.49.5133.5­0.5122.610.41954
199.928.810.922.617.1171.1­0.1138.532.51955
263.226.518.432.412.5236.78.3155.789.31956
317.045.715.532.728.5271.315.1217.868.61957
356.267.221.142.545.8289.019.9214.894.21958

315.142.416.432.026.8272.717.0217.872.01958 January
323.352.515.332.135.7270.816.7218.469.1February
333.553.914.832.636.1279.616.6218.377.9March
328.350.615.133.032.7277.715.3218.274.8April
339.961.714.434.841.3278.217.3217.478.0May
355.666.214.740.040.9289.415.3216.887.9June
351.061.816.840.538.1289.215.2216.887.6July
370.566.715.240.441.4303.816.9216.8103.9August
380.364.517.542.139.9315.816.8214.7117.9September
387.964.816.140.340.6323.120.0214.7128.4October
390.373.816.940.450.3316.523.1214.6124.9November
356.267.221.142.545.8289.019.9214.894.2December

* See note . to Table XIII­1.
b Treasury bills and land bills held with the Issue Department of the Bank Leumi le­Israel B.M.
General Note:
1. Re obligations to the Bank of Israel :
Current credit (net,) = (advances to the Govern ment in local and foreign currency+deposits with
banking institutions earmarked for loans to the Government)­ (Government deposits in local and
foreign currency+ deposits of Government insti tutions+deposits of international ifnancial in­
stitutions+deposits of other institutions).
Long­term. credit andsecuri/ies=treasury bills+land bills+Government bonds and promissory
notes held as cover for currency in circulation.
Capitalaccounts= (paid up capital+reserve fund+other liability accounts)­ (Government pro­
misory notes for the redemption of the Bank's capital+other assets accounts).

2. Re obligations to banking institutions:
Current credit (net) = (loans to the Government­ loans to the Government from deposits of the
Bank of Israel+advances to purchasers of Government bonds) ­ (Government demand deposits+
Government deposits representing the proceeds of bond sales) .

Long­term credit and securities=tbe 396 GovernmentLoan+ other Government bonds.
Deposits (net) = (Government timedeposits+deposits earmarked for specialpurposes­l­Government
deposits earmarked for loans within the framework of the Development Budget)­ loans from
Government deposits.
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Some Government obligations to the banking system appear in the Govern­
ment's credit and debit account, while others constitute budgetary items. On
deducting from the Government's debt the items appearing on the revenue side
of the budget­ i.e., securities held by the banking system and the capital account
of the Bank of Israel­ we obtain a figure reflecting current bank credit, which
does not appear in the budget, but in the credit and debit account. In 1958, this
totalled IL.37.3 million1.
The expansion of credit to the Government accounted for 62 per cent of the

increase in the money supply during 1957, but for only 43 per cent during 1958.

6. Credit to the Public
(a) Bank credit and the liquidity of banking institutions
The average level of bank credit extended to the public in local and foreign

currency was IL.59 million­ or 18 per cent­ higher in 1958 than in 1957. The
rate of expansion was thus somewhat faster than between 1956 and 1957, when
it averaged 15.7 per cent.
The expansion was accelerated during the second half of 1958: In the Janu­

ary­April period, bank credit granted to the public increased by only IL.5.9
million, or IL. 1 .5 million per month, but the expansion between May and De­
cember totalled IL.59.3 million­a rate of more than IL.7 million per month­
due to the higher seasonal demand for credit from the agricultural sector.
The net increment of bank credit extended to the public between the end of

1957 and the end of 1958 was IL.65.2 million : Whereas the value of bills re­
discounted by the Bank of Israel declined by IL.24 million, additional credit
granted to the public by the banking institutions totalled IL.89.2 million.
The credit expansion was largely effected through loans to agriculture and

industry approved by the Bank of Israel, which helped to finance the consider­
ably increased output of these sectors, especially as regards commodities intended
for export and for the replacement of imports. The technical aspects of this credit
expansion are described below.
New liquidity regulations came into force at the beginning of 1958 2, prescrib­

ing a minimum liquidity rate of 58 per cent on local currency demand
deposits and time deposits for periods not exceeding 18 months.8 Liquid
assets are denned to comprise cash, balances held with the Bank of Israel, net
balances held with other banks and Treasury bills.
The regulations authoirze the Governor of the Bank of Israel to permit bank­

ing institutions to deduct loans approved for this purpose by the Bank of Israel

x A full discussion of the ifnancial activities of the Government is given in Chapter XV­
"The Financial Activities of the Public Sector".

2 For a descirption of these regulations, see Annual Report for 1957.
3 Excluding deposits within the framework of saving schemes, which will be discussed later.
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from the amount of liquid assets they are legally required to hold, up to a limit
of 20 per cent of the value of deposits against which such assets must be held.
When this concession is fully exploited, the effective liquidity rate required of

banking institutions falls to 38 per cent.

Table XIII­8
Credit granted to the Public through the Banking System, 1953­1958

(millions of IL.)
(End of period(

Total creditFrom
govern­AgainstTotalFrom theFrom the io me

public
(3) + (4)
+(5(

mentgovern­bankresourcesresources of
depositsmentcreditof bankingthe BankPeriod
earmarked
for loans

depositsd( +)2(institutionsof Israel

)6()5()4()3()2()1(
259.247.77.0204.5204.51953*
323.569.322.8231.4231.4­1954
398.7104.338.6255.8240.115.71955
480.1134.146.8299.2264.135.11956
578.7160.660.1358.0306.451.61957
687.2199.264.8423.2395.627.61958

585.2157.263.4364.6321.343.31958 January
587.6164.964.8357.9323.734.2February
612.2169.675.8366.8333.133.7March
611.3170.876.6363.9336.727.2April
613.9176.372.2365.4343.721.7May
622.5178.870.3373.4351.821.6June
634.3180.470.8383.1360.822.3July
640.8182.467.8390.6369.021.6August
654.2186.963.9403.4380.822.6September
650.8187.462.2401.2380.320.9October
6614192.160.5408.8386.622.2November
687.2199.264.8423.2395.627.6December

See note " to Table XIII­1.

Banking institutions are still subject to credit restrictions, fixing the volume of
credit they may grant at its 1953 level, with the addition of some increases
authorized between 1954 and 1957. However, when the liquidity ratio of a
bank exceeds the legal requirement, the Bank of Israel permits credit to be
expanded beyond this limit.
The Bank likewise exempts from the liquidity and volume regulations loans

granted for high priority economic purposes and particularly for the production
of import substitutes and exports. But these exemptions raise the average liquidity
ratio of the banking institutions, including liquidity exemptions, above the 58
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per cent level, thus enabUng a further expansion of credit within the regular
framework of the liquidity regulations.
The regular liquidity provisions do not cover deposits accumulated under

approved saving schemes. Such deposits are subject to special arrangement6,
the banking institutions being required to invest 60 per cent of them in secuir­
ties approved for this purpose by the Ministry of Finance and the Bank of
Israel, or to deposit them with the Bank of Israel (such deposits being excluded
from the definition of liquid assets). The remaining 40 per cent may be used to
expand credit­25 per cent for purposes approved by the Ministry of Finance
and the Bank of Israel, and 15 per cent at the banks' discretion.

In 1958, virtually all banks attained their legally ifxed credit level and a
large proportion of the credit expansion was effected through the exemptions
approved by the Bank of Israel. Of the IL.380 million worth of new credits
granted by the banks during 1958, no less than IL.105 million were authorized
by exemptions from the liquidity or volume regulations, or both.
The liquidity laws enable banking institutions to expand credit in proportion

to the amount of their liquid assets up to a liquidity ratio of 38 per cent provid­
ing they conform to the qualitative credit policy. The value of liquid assets held
by the banking system rose in 1958 by approximately IL.25 million ; a further
IL.26 million worth of credit were granted according to exemptions from the
liquidity rules. The depositing of IL.26 million within the framework of saving
schemes enabled the banks to extend yet another IL. 11 million.
During the first two months of the year, the Bank of Israel restricted re­dis­

counts by not renewing bills already redeemed and selling bills not yet due for
payment to the banking institutions. This was done in order to reduce the ex­
cessive liquidity of the banking institutions. The outstanding balance of Bank
of Israel re­discounts declined from IL.51.6 million at the end of 1957 to a
minimum of IL.21.6 million in May and June 1958, remained virtually un­
changed until November and rose by IL.5 million in December. The decline
affected only bills re­discounted in local currency. The balance of bills re­dis­
counted in foreign currency­ ifnancing imports for exports, or documentary
credits to customers for Israel goods abroad­ showed no signiifcant changes.
The liquid assets held by the banking institutions were increased chielfy by

the accumulation of foreign exchange reserves in the Bank of Israel­ which rose
by IL.79.3 million over the year. On the other hand, credit granted to the Gov­
ernment by the Bank of Israel and the rediscounting of bills for the public
contracted by IL.6.3 million, thus reducing the volume of the banking institu­
tions' liquid assets by an equivalent amount. The activities of the Bank of Israel
were, therefore, responsible for a IL.73 million increase in the volume of liquid
assets held by the banking institutions, which­ however­ was reduced by the
additional IL.20.5 million of cash taken out by the public. As a result of all
these factors, the sum total of cash held by the banking institutions and their
deposits with the Bank of Israel rose by IL.52.5 million, of which IL.36.0 million
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­Table XIII9

w

H
a
w
S
oz
w
­<
v>
c
V
V
f

Liquid Assets Held by Banking Institutions, 1955­1958
(millions of IL.(

Period

Credits by the
Bank of Israel Less

to the
public

to the
Government

Net balances
of foreign

exchange in
the Bank
of Israel

Net balances
with banking
institutions

Total
(l) + (2) +
(3) + (4(

cash held
by the
public

deposits
of banking
institutions
with the

Bank of Israel
not subject
to liquidity
regulations"

total

)6( +)7(
)1( )2( )3( )♦( )5( )6( (ל) (8)

Liquid
assets
)5)­(8)

(9)

26.183.5171.115.71955
17.992.4236.735.11956
19.382.8271.351.61957a
8.2162.1289.027.61958H

;<

16.093.8272.243.31958 Januarya
18.6107.5270.834.2FebruaryH
18.4124.1279.633.7MarchX

w
16.7157.9277.727.2April<
14.3173.2278.221.7May
16.0167.0289.421.6June
15.0157.9289.222.3JulyO

16.2145.8303.821.6AugustID
>

17.7127.5315.822.6SeptemberV1
H

15.1126.0323.120.9OctoberW<
15.5131.7316.522.2November
8.2162.1289.027.6December

296.4
382.1
425.0
486.9

425.8
431.1
455.8
479.5
487.4
494.0
484.4
487.4
483.6
485.1
485.9
486.9

172.5
228.3
230.9
251.4

236.8
239.8
245.1
245.3
246.0
248.4
254.4
254.8
259.9
256.5
259.6
251.4

5.1
17.9
32.8
49.3

34.7
32.9
40.9
43.1
44.6
42.2
42.0
42.1
42.8
42.3
43.6
49.3

177.6
246.2
263.7
300.7

271.5
272.7
286.0
288.4
290.6
290.6
296.4
296.9
302.7
298.8
303.2
300.7

118.8
135.9
161.3
186.2

154.2
158.4
169.8
191.1
196.7
203.4
188.0
190.5
181.0
186.2
182.7
186.2

* Deposits under saving schemes and in connection with documentary credits and foreign exchange deposits.



were in the form of liquid assets. Other deposits with the Bank of Israel, totalling
IL.16.5million, represent the increase in the obligatory holdings of banking in­
stitutions in the Bank of Israel in connection with saving schemes and docu­
mentary credits, and are not considered liquid. Net balances with other banks
declined by IL. 11.1 million during the year. The volume of liquid assets held
by the banking institutions expanded by IL.24.9 million.
Of the total increase in liquid assets, IL.35.2 million were liquid balances at

the Bank of Israel. The latter may be broken down into obligatory deposits
which the banking institutions are required to hold, to the extent of 15 per cent
of their local currency deposits subject to the liquidity regulations (IL.13.2
million),and balances in excess of these amounts (IL.22 million).
The liquidity ratio of the banking institutions, which had been 40.9 per cent

at the end of 1957, rose during the first half of 1958 due to the considerable
increase in foreign exchange reserves and the relatively limited expansion of

Table XIII­10
The Liquidity of the Banking Institutions, in Local Currency, 1955­1958

(millions of IL.)
(End of period(

with thebalancesLiquid EffectiveDepositsTotal, NetCn*h helABank of Israel liquiditysubject toliquidbalancesby bank­
ing insti­
tutions

ratioliquidity
regula­
tions

assets
(3) +■(4)
+(5(

with bank­
ing insti­
tutions

total
(1)+(2(

excess
depo­
sits

obliga­
tory
depo­
sits*

Period

)8()7()6()5()4()3()2(U(

39.6300.2118.926.111.181.738.643.11955
40.9332.3136.017.911.6106.559.447.11956
40.9394.2161.319.311.9130.172.357.81957
38.9479.0186.28.212.7165.394.371.01958

38.6399.2154.216.011.7126.568.757.8January1958
38.8408.0158.418.611.9127.968.859.1February
40.8415.9169.818.413.0138.478.559.9March
42.9445.1191.116.712.7161.7100.561.2April
43.7450.2196.714.312.4170.0107.662.4May
44.2460.6203.416.012.5174.9108.166.8June
40.8461.0188.015.013.1159.992.467.5July
40.4471.7190.516.213.1161.292.169.1August
38.1474.7181.017.714.7148.679.469.2September
39.3473.5186.215.113.1158.087.270.8October
38.5474.2182.715.513.8153.482.271.2November
38.9479.0186.28.212.7165.394.371.0December

* Obligatory balances of banking institutions with the Bank of Israel, equalling 15 per cent of
the value of their deposits subject to the liquidity regulations two months before the speciifed
period.
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credit­ reaching a maximum of 44.2 per cent in June. Thereafter, foreign
currency reserves declined, while .the credit expansion proceeded at an accele­
rated pace, and by the end of December 1958 the liquidity ratio had fallen to
38.9 per cent (see Table XIII­10).

(b) Credit to the public from Government deposits
The volume of short­term credit granted against Government deposits to

persons owing taxes and to importers within the framework of the German
Reparations and the U.S. Grant­in­aid expanded by IL.4.7 million during 1958,
as compared with an increase of IL.13.3 million during 1957. Between January
and April 1958, credits to importers considerably expanded, but from May
onwards a decUne ensued. Balances of credit granted for payment of income
tax and customs duty lfuctuated only mildly.
Credit granted by banking institutions from the Government's Development

Budget deposits was expanded by IL.38.6 million in 1958, as against IL.26.5
million in 1957. These two types of credit are in fact granted to the pub"hc by
the Government, but the banking institutions accept the risks involved and
collect the principal and interest. As such credit is fully covered by non­liquid
Government deposits, these deposits and loans do not directly affect either the
money supply or the liquidity of the banking institutions.

(c) Destination of credit
The excessive demand for credit necessitates recourse 10 a policy of quali­

tative control, which enables the channelling of the limited credit funds available
to purposes constituting economic priorities. The major considerations underly­
ing the allocation of credit are the promotion of exports and the production of
substitutes for imports, as well as the creation of productive employment in deve­
Iopment areas.
The Bank of Israel and the Ministry of Agriculture have evolved criteria for

the granting of credit 10 agirculture, which are based on the working capital
requirements of high prioirty crops. The Bank of Israel grants exemptions from
the liquidity and credit volume restrictions to the banking institutions according
to the crop areas approved by the Ministry of Agirculture. In addition, the
Bank approves loans to agricultural branches not covered by general agreements
of this kind in accordance with the general considerations underlying credit
expansion.
Industiral enterprises submit requests for loans directly to the banking insti­

tutions. Some funds are allocated to industry on the basis of general considera­
tions, while other loans are granted for speciifc purposes by the Bank of Israel
or from funds administered jointly by the banking institutions and the Govern­
ment.
Within the framework of the qualitative credit controls, arrangements have
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been made for the ifnancing of export orders. This is done through an export
fund, in which the Government and the banking institutions participate to the
extent of 50 per cent each. Loans from this fund, which totalled IL. 21.4
million at the end of 1958, are approved by the Ministry of Commerce

Table XIII­11
Bank Credit," by Source and Destination, 7558

creditBank

uncon­by thecontrolled
TotalCredittrolledIsraelBank of
bank
credit
(4)+ (5(

against
Govern­
ment
deposits

Total
(l) + (2)
+(3(

from the
resources
of the

banking
institu­

from the
resources
of the

banking
insiitu­

from the
resources
of the

Bank of
Israel

Destination

tionstions

)6()5()4()3()2()1(

millions of IL.
115.56.4109.143.760.94.5Agriculture
130.531.798.875.717.45.7Industry
28.24.024.218.95.3­Building
54.07.446.644.51.90.2Commerce
21.40.820.61.94.514.2Public utilities
7.00.36.74.81.9­Local authorities

Credit and financing
7.50.27.37.3­­institutions
14.814.80.811.22.8National institutions
25.96.719.216.82.20.2Services
68.17.260.960.60.3­Miscellaneous

472.964.7408.2275.0105.627.6Total

percentages
24.49.926.815.957.616.3Agriculture
27.649.024.327.616.520.6Industry
6.06.25.96.95.0­Building
11.411.411.416.21.80.7Commerce
4.51.25.00.74.351.5Public utilities
1.50.51.61.71.8­Local authorities

Credit and ifnancing
1.60.31.82.6­­institutions
3.13.60.310.610.2National institutions
5.510.44.76.12.10.7Services
14.411.114.922.00.3­Miscellaneous

100.0100.0100.0100.0100.0100.0Total

* Excluding the Israel Bank of Agriculture.
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and Industry to ifnance the production of goods already ordered abroad. The
balance of loans granted from this fund rose from IL.5.8 million at the end
of 1957 to IL.16 million at the end of 1958.
The Bank of Israel ifnances imports for exports and the bills of its clients

abroad by means of re­discounts in foreign currency. The outstanding balance
of bills re­discounted in foreign currency by the Bank declined from IL.8.8 mil­
lion at the end of 1957 to IL.5.7 million at the end of 1958. The value of other
bills discounted in foreign currency fell during the same period from IL.12.7
million to IL.12.2 million. The Bank of Israel and the export fund thus supply
a considerable portion of the credit required to meet export orders.

Table XIII­12
Bank Credit,* by Source and Destination, 1954­1958

19581957/95619551954Destination

millions of IL.
115.5102.385.368.854.2Agriculture
130.5107.992.877.257.3Industry
28.227.421.419.831.8Building
54.044.036.737.537.0Commerce
21.427.313.34.48.2Public utilities
7.06.04.53.34.4Local authorities

Credit and financing
7.59.310.55.66.9institutions
14.811.03.13.03.5National institutions
25.917.116.113.710.4Services
68.152.944.944.930.0Miscellaneous

472.9405.2328.6278.2243.7Total

percentages
24.425.226.024.722.2Agriculture
27.626.628.227.723.5Industry
6.06.86.57.113.0Building
11.410.911.213.515.2Commerce
4.56.74.01.63.4Public utilities
1.51.51.41.21.8Local authorities

Credit and ifnancing
1.62.33.22.02.8institutions
3.12.70.91.11.4National institutions
5.54.24.94.94.3Services
14.413.1 ­13.716.212.4Miscellaneous

100.0100.0100.0100.0100.0Total

. Excluding the Israel Bank of Agirculture.
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The Ministry of Commerce and Industry further disposes of a turnover capital
fund1, totalling IL.27.8 million, in which the Government participates to the
extent of two­thirds and the banking institutions participate to the extent of one
third. The policy of the Ministry of Commerce and Industry is to approve
loans from this fund for the financing of one month's output. The outstanding
balance of such loans reached IL. 19.5 million at the end of 1958, as against
IL. 17.5 million at the end of 1957.

All requests for loans beyond the credit ceiling ifxed for a certain banking
institution, for exemptions from the liquidity requirements and for re­discounts
must be submitted to the Bank of Israel. The latter gives or withholds its ap­
proval according to the economic priority of the purpose for which the credit is
requested. In case of approval it is usually stipulated that the loans be granted
by the banking institution itself if its liquidity situation permits this. By and
large, the Bank of Israel re­discounts bills in local currency only when the bank­
ing institution with which the prospective borrower is connected has already
used up its credit funds within the framework of the liquidity regulations and
no other bank is able or willing to grant the loan, or when the amount required
exceeds any that a commercial bank can grant from its own resources.
TableXIII­ 1 1 shows that the distribution of credit under Bank of Israel con­

trol among the various sectors of the economy differs considerably from that of
unsupervised credit. Of the latter, the banking institutions granted 27.6 per cent
to industry and only 15.9 per cent to agriculture, while commerce received a
comparatively largeshare­16.2 per cent­ and 22 per cent were given to mis­
cellaneous branches. On the other hand, about three­quarters of the total
amount of credit extended by the banking institutions under Bank of Israel con­
trol, exercised through liquidity and credit exemptions, went to industry and
agriculture, while other sectors obtained smaller allocations. More than half the
re­discounts were granted to public services­ and especially to big Government
corporations, such as the Reparations Corporation, "Mekoroth", the Palestine
Electric Corporation and "El­Al". Most of the balance was channelled to agri­
culture and industry.

Since the proportion of controlled credit within total bank credit has been in­
creasing, the distribution of the latter between the economic sectors underwent
some changes between 1954 and 1958, the share of agriculture rising from 22.2
to 24.4 per cent and that of industry from 23.5 to 27.6 per cent (See Table
XIII­12.)

The development of banking institutions
In 1958, the trend towards expansion characterizing Israel banking continued,

31 new branches of banking institutions being opened, of which 26 by the 3 largest
banks (Bank Leumi le­Israel B.M., the Israel Discount Bank Ltd., and the Work­

2 Now also incorporating the Employment Fund.
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ers' Bank Ltd.) and 5 by other banks. However, the number of credit coopera­
tives decreased by 7 (8 oiffces), 4 being amalgamated with existing banks, while
2 ceased their banking activities, concentrating on other ifnancial operations.
One society was liquidated. The net increase in the number of oiffces dur­
ing 1958 was thus 23, as against 21 in 1957. Of the 418 branch oiffces in exist­
ence at the end of 1958, 222­ or 53 per cent­ belonged to the three big banks.

Table XIII­13
Banking Institutions and their Branches, 1955­1958

(End of period(

1958195719561955

The 3 big banks
3333Main oiffces

219193114104Branches

222196117107Total

Other banks
24242422Main oiffces
72676152Branches

96918574Total

Credit co­operative societies
52599394Main oiffces
48497974Branches

100108172168Total

All banking institutions
7986120119Main oiffces

339309254230Branches

418395374349Total

TableXIII­14 shows the respective shares of the three largest banks, the other
banks and the credit cooperatives within selected balance sheet items. It should
be noted that in the period 1955 to 1958 no change occurred in the larger banks'
share of any important balance sheet items. At the end of 1958, the percentage
of cash and deposits controlled by these 3 banks, as well as their share of balances
with the Bank of Israel, exceeded the proportion of total credit granted by them.
The same situation prevailed at the end of 1957.
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Table XIII­14
Cash and Balances with the Bank of Israel, Credit and Deposits,

by Type of Banking Institution, 1955­1958
(percentages(

CreditOther
bdTtks

The 3 big
Totalco­opera­banks and

tivestheir aiffliates

Cash and balances with the
Banks of Israel

1001727561955
1001322651956
100924671957
100925661958

Loans to the public from the
resources of the banking
institutions

1002326511955
1002227511956
1001723601957
1001525601958

Demand deposits
1002125541955
1002124551956
1001524611957
1001424621958

Other deposits
1002325521955
1002118611956
1001321661957
1001121681958

The structure of the assets and liabilities of the banking institutions
The total value of the assets and liabilities of the banking institutions rose

during 1958 by IL.225 million­ i.e., by 20 per cent. In comparison with the
preceding year, the most striking development was that there was no change in
contingent liabilities, while other assets and liabilities increased by over 25 per
cent.
As a result of improved clearing arrangements*, and particularly the accelera­

tion of clearing on the last day of the year, balances held with other banking
institutions declined by IL.15 million in 1958, while balances held for other
banking institutions fell by IL.4 million. In consequence, the contingent item

* See Chapter XVIII­ "The Activities of the Bank of Israel".
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Table XIII­15

Assets and Liabilities of the Banking Institutions, 1957­1958
(millions of IL.(

Assets and liabilities
Millions of IL.

1957 1958

Percentages

1957 1958

Increase
or decrease (­)

from 1957 to 1958
millions
of IL.

percent­
ages

Assets
Cash and balances with
the Bank of Israel 174.8 227.5 20.1 20.8 52.7 30.1

Loans to the public 306.4 395.6 35.2 36.2 89.2 29.1
Loans to theGovernment 29.7 46.9 3.4 4.3 17.2 57.9
Loans to the public from
Government deposits 220.7 264.0 25.4 24.1 43.3 19.6

Foreign exchange 54.6 64.5 6.3 5.9 9.9 18.1
Secuirties 50.0 70.0 5.8 6.4 20.0 40.0
Immovable assets 13.8 17.1 1.6 1.6 3.3 23.9
Net balances with banking
institutions 19.3 8.2 2.2 0.7 ­11.1 ­57.5

25.8224.5100.0100.01,093.8869.3Total

Liabilities
18.363.237.339.7408.5345.3Demand deposits
77.728.25.94.264.536.3Other liquid deposits *

38.760.119.717.9215.5155.4Non­liquid deposits
Foreign exchange com­

35.212.34.34.047.234.9mitments
20.648.826.227.3286.1237.3Government deposits
19.87.94.44.647.839.9Capital
19.84.02.22.324.220.2Other accounts (net(

25.8224.5100.0100.01,093.8869.3Total

Contingent liabilities and
guarantees
Balances held by and for

­13.4­ 4.025.929.9banking institutions
­­ 0.1195.0195.1Clients' guarantees
8.25.167.262.1Other accounts

0.31.0288.1287.1Total

19.5225.51,381.91,156.4Grand total

* Deposits within the framework of saving schemes and time deposits for peirods not exceeding
3 months.
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"Balances held by and for banking institutions" contracted by IL.4 million, and
the item "Net balances of banking institutions", which represents balances in
transit, declined by IL.ll million.
There was a relatively big increase in loans to the Government and investments

in securities,­ chielfy Government bonds or Government­guaranteed debentures,
as banking institutions must invest in such securities 60 per cent of the deposits
accumulated within the framework of approved saving schemes and a certain
portion of the deposits of provident funds1.
The largest increase on the liabilities side took place in liquid deposits other

than demand deposits,­ i.e., deposits under saving schemes, which received
particular encouragement during the year, and time deposits for periods not
exceeding 3 months. Time deposits for longer periods were likewise expanded,
while the increase in demand deposits was relatively limited.
The foreign commitments of the banking institutions increased to a greater

exteirt than the foreign currency deposits and foreign securities held by them,
mainly owing to the fact that the banks incurred debts abroad in order to grant
loans to the Government. Their foreign exchange position consequently deterio­
rated. On the other hand, the increase in cash and balances held with the Bank
of Israel somewhat exceeded the overall increase in deposits, the ratio between
these two items being somewhat improved.

The profitability of banking institutions
The proifts of the banking institutions (before deduction of income tax and

company proifts tax) rose from IL.4 million in 1957 to IL.5.4 million in 1958.
The ratio between proift and own capital rose from 14 to 17.2 per cent. This
improvement, however, was wholly conifned to banks, the proifts of credit co­
operative societies remaining unaffected. The proifts of banks rose from IL.3.2
million to IL.4.6 million and the ratio of proift to own capital from 15.6 to 20.1
per cent. The ratio between proifts and the total income of all banking institu­
tions increased from 6.4 per cent in 1957 to 7 per cent in 1958. In the case of
banks only, the rise was from 6 to 6.9 per cent.
During the year, the average annual rate of interest on loans extended by the

banking institutions declined from 8.6 per cent to 8.4 per cent, while the rate of
interest allowed on deposits rose from 2.4 to 2.8 per cent. The smaller differential
between these two rates reduced the proift of banking institutions on each pound
lent, but the expansion of the volume of credit compensated for this and their
total proifts rose2 (see Table XIII­16(.

1 See Chapter XVI­ "Personal Saving".
2 A detailed analysis of the proifts of banking institutions will be published shortly in one of
Bulletins of the Bank of Israel.
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Table XIII­16
Income and Expenditure of Banking Institutions, 1957­1958

,(thousands of IL.(

Increase from
1957 to 1958PercentagesThousands

of IL.
Item

percent­
ages

millions
oflL.1958195719581957

Income
Interest and commis­
sion on loans and

21.89,05165.666.750,60641,555bills discounted
Commissions for ser­

18.12,32619.720.615,16812,842vices rendered
43.83,45114.712.711,3367,885Other income

23.814,828100.0100.077,11062,282Total income

.Expenditure
Wages, salaries and

15.34,36342.645.832,87628,513social beneifts
41.46,64629.425.822,68916,043Interest on deposits
17.52,42521.022.016,14313,738Other expenditure

23.013,41493.093.671,70858,294Total expenditure

35.51,4147.06.45,4023,988Proifts'
10.12,88531,40128,516Paid­up Capital

Proift as percentage of
17.214.0capital

" Before deduction of income tax and company proifts tax.
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