
CHAPTER VII

PUBLIC SECTOR OPERATIONS1

1 . The Public Sector* ­ Consolidated Account
The scope of public sector operations3 rose by approximately IL 780 million
in 1962 and totalled IL 3,130 million. The rate of increase, 33 per cent, was
much higher than that in the two preceding years­ 14 per cent in 1961 and
11 per cent in 1960.
The exceptionally large increase in expenditure was the combined result

of the alteration of the exchange rate, the rise in local prices, and an expansion
in the volume of operations. In the wake of the devaluation, there was a two­
thirds rise in the cost of direct foreign currency outlays­ mainly on security,
interest and principal payments on foreign loans, inventories, and transportation
of immigrants to Israel. In addition, there was a real increase in almost all the
main items of expenditure : current purchases, investment, the ifnancing of
residential construction through the development budget, and transfer payments
and subsidies, except for premium payments to exporters and to persons trans­
ferring foreign currency, which were completely abolished upon devaluation.
On the receipts side, tax revenue expanded at a much slower rate than

expenditure, since income from import duties did not rise at all following the

1 After this chapter had already gone to press, the estimate of unrequited receipts from
abroad was revised : IL 13 million ($7.3 million) which was recorded in 1961 as unrequited
receipts should have been recorded as long­term loans. On the other hand,IL 13 million
($4.7 million) was recorded in 1962 as long­term loans from abroad, while in fact it
constituted unrequited receipts. This revision. however, does not affect the main conclusions
reached in this chapter.
The data cited here are based mainly on financial reports of the public sector authorities,

and partly on material prepared by the Central Bureau of Statistics, and for the most part
refer to calendar years. Data for the year under review are based on provisional monthly
summaries, since financial reports for ifscal 1962/63 have not yet been published. Data
for 1960 and 1961 have been revised.

2 The Government (including the National Insurance Institute), the National Institutions
(the Jewish Agency, the World Zionist Organization, the Jewish National Fund, and Keren
Hayesod), and the local authorities (including the religious councils). Current income and
expenditure of the trading enterprises (such as the Post Ofifce, Israel Railways, and muni­
cipal waterworks) have been excluded, except for their surpluses or deficits.

3 With long­term loans recorded on a gross basis and short­term loans on a net basis;
excluding changes in the outstanding balance of liabilities or assets arising from the change
in the exchange rate. Had long­term loans been recorded on a net basis, operations would
have risen by IL 665 million, or 30 per cent, and totalled IL 2,865 million.
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devaluation. Owing to the fall in transfers underthe Reparations Agreement.,
unrequited receipts from abroad declined ; the decrease ■ occurred even in terms
of local currency, despite the change in the exchange rate, while in terms of
foreign currency it was very considerable. On the other hand, there was a
substantial rise in receipts from foreign loans, not only because of the higher
exchange rate, but also in terms of foreign currency. Net liabilities to the
banking system contracted sharply, since the revaluation differentials of the
Bank of Israel, which were transferred to the Government, were frozen and
not utilized to expand current outlays.
The year 1962 posed a challenge .to the ifscal policy of the Government,

which constitutes the directing force in the operations of the public sector as
a whole. In view of the mounting pressure of aggregate demand in the wake
of the devaluation, there was need to create a considerable budget surplus to
counterbalance this pressure­ and to do so simultaneously with a steep and
unavoidable rise in foreign currency expenditure by the public sector. These
circumstances called for the adoption of special measures to absorb excess pur­
chasing power and for abstention from non­essential expansion of expenditure.

A number of steps were, indeed, taken toward these ends. Special compulsory
payments were imposed on income, the public was encouraged to make advance
repayments on mortgages, development budget loans for purposes other than
housing were reduced, revaluation differentials of the Bank of Israel which
had been transferred to the Government were frozen, and the Government's
debt to the banking system was further reduced. However, the Government
also substantially increased its expenditure­to an extent exceeding the rise
in foreign currency costs directly attributable to the change in the exchange
rate. Outlay rose on security, wages and salaries, immigrant housing, various
development projects, and the building up of inventories of imported food and
building materials. In addition, various bodies and sections of the population
were compensated for the rise in the price level, while subsidies were enlarged
and tax rates cut in an effort to reduce the increase in prices of certain goods
and services. Moreover, the expenditure of the local authorities also exceeded
the rise in their tax receipts; while in the case of the National Institutions, in
addition to higher costs arising from the devaluation, there was a real rise in
outlay on immigrant transportation and absorption.
In the light of the above trends in public sector expenditure, the absorption

measures adopted by the Government proved inadequate to meet the needs of
the Israel economy in 1962.
Some of the changes that occurred in the public sector during the year re­

viewed were directly due to the devaluation. The demand surplus of the public
sector grew considerably, whereas its "saving" declined. Insofar as these changes
relfect no more than the alteration of the exchange rate, they should be re­
garded as providing a more accurate picture­ on the basis of a realistic ex­
change rate­of the situation actually prevailing before devaluation. They
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­TableVII1

"BALANCE OF PAYMENTS" OF THE PUBLIC SECTOR, BY TYPE OF RECEIPT AND PAYMENT, 1960­62

)IL million)

Receipts 1960 1961 1962*

Increase or
decrease (­)
1960 1961
to to

1961 1962

Payments 1960 1961 1962■

Increase or
decrease (­)
1960 1961
to to

1961 1962

Transfer payments and transactions in goods and services

Taxes"

Miscellaneous

domestic receipts

Total

Revaluation differentials

from Bank of Israel0

Unrequited receipts

from abroad

Total

1,155 1,442 1,733 287 291

230 238 294 8 56

1,385 1,680 2,027 295 347

­ ­ 162 ­ 162

Purchases :

4361321,4971,061929On current account"

13936363224188On capital account

Transfer payments and

4431313269238grants

­3452205239187Subsidies

228 261 244 33 ­17

1,613 1,941 2,433 328 492 Total 1,542 1,793 2,378 251 585
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Collections on account

of long­term loans

Long­term loans received:

Foreign

Domestic

Short­term credit (net) :

Foreign

. Domestic'1

.From the banking

system"

Total

52 54 100 2 46

251 231 547 ­20 316

52 157 187 105 30

36 21 19 ­15 ­2

63 ­24 91 ­87 115

­4 ­26 ­243 ­22 ­217

450 413 701 ­37 288

Total receipts 2,063 2,354 3,134 291 780

Long­term loans granted

and participation in

38 80492412374share capital

Redemption of long­term

loans:

9 93209116107Foreign

­7 22553340 .Domestic

Total 521 561 756 40 195

Total payments 2,063 2,354 3,134 291 780

* Excluding changes in the assets and liabilities of the public sector due to the alteration of the exchange rate. Receipts and payments have
been recorded according to the exchange rate in force on the date of receipt or payment. A­ comparison between foreign transactions in
1962 and in previous years is given in TableVI 1­4.

* Excluding customs and purchase tax paid by Government ofifces or received in the form of bank guarantees.
­ Revaluation differentials on the excess of the Bank of Israel's foreign currency assets over its foreign currency liabilities.
a Excluding credit from the banking system; including short­term securities.
. Including long­term loans and securities; excluding revaluation differentials on public sector deposits, but including debt redemption out of
the revaluation differentials of the Bank of Israel which were transferred to the Government.

Source : Based on data of the Accountant General (Ministry of Finance ), the National Insurance Institute, and the balance of payments 01
Israel.



indicate the true extent of dependence on foreign financing, which the un­
realistic exchange rate, previously used as a basis for computations, tended to
conceal.
Particularly worthy of note is the effect of devaluation on the saving com­

putation. While in terms of local currency, current foreign currency costs rose
overnight by two­thirds, the increase in the IL return from foreign currency
receipts was not taken into account for the purpose of calculating saving, since
these receipts are not deifned as current income. The cut in expenditure due to
the elimination of premiums on exports and on .the conversion of foreign cur­
rency only partly offset the rise in costs, expecially in the light of the anticipated
decline in revenue from import duties.
The effect of devaluation on saving is reflected in the distribution of receipts

and expenditures in the ordinary and development budget. Devaluation dis­
closed that in recent years the Government had in fact ifnanced part of its
ordinary expenditure from development budget receipts : foreign currency
outlays under the ordinary 1budget were recorded at the ofifcial exchange rate,
while foreign currency receipts in the development budget in many instances
yielded the Government a higher return, as a result of imposts which were
recorded in the ordinary budget and which served only in part to cover pay­
ments of export premiums. The disclosure of the hidden deficit existing in the
ordinary budget before devaluation may induce the Government to liquidate
it by raising domestic revenue and streamlining its services.

(a) Transactions of the public sector
The "balance of payments" of the public sector for the years 1960 to 1962,

by main types of receipts and payments, is shown in TableVII­1 . This table
distinguishes between transfers and transactions in goods and services­ the
"real account"­ and transactions in ifnancial claims­ the "ifnancial account".1
Payments in the "real account"­ excluding revaluation differentials from the

Bank of Israel, which were to all intents and purposes frozen­ exceeded receipts
from local taxes and local and foreign transfers by IL 105 million in 1962, as
compared with a IL 150 million surplus of receipts in 1961. Parallel thereto,
the increase in liabilities (plus the revaluation differentials from the Bank of
Israel) exceeded, for the ifrst time since the Sinai campaign, net loans granted
to other economic sectors for housing and development purposes. This change
was due to the recording of foreign loans according to the new exchange rate.

' The commodities and services account is chielfy a current one, since the public sector has
not been debited for most of its capital outlay, the latter generally being classiifed as loans
to other economic sectors (including the financing of all types of residential construction
through the Government's development budget and the ifnancing of agricultural settlement
by the Settlement Department of the Jewish Agency) . Explanatory notes on the method
of constructing the "balance of payments" in this chapter were given in the Appendix to
the Bank of Israel Annual Report for 1959 (in Hebrew only) .
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Table VII­2

PUBLIC SECTOR OPERATIONS AND SOURCES OF FINANCING, 1960­62

(IL million(

Increase or
decrease )­(­1

1961
to

1962

1960
to

1961

196219611960

585
347

251
295

2,378
2,027

1,793
1,680

1,542
1,385

A. Demand surplus
Purchases on current and capital account,
transfer payments, and subsidies

Less: Taxes and miscellaneous revenue

238

­89

­44

11

. 351

169

113

258

157

247

Demand surplus

8. Credit granted to other local sectors"

149­33520371404Total,A+ B

Financing through receipts from abroad
. and from the banking system
C. From abroad

Unrequited receipts
Net loans and credit

Total

Total in $ million

D. From the banking system

Total,C+ D

­1733244261228
221­44357136180

204­11601397408

)7()­*()228()221()227(

­55­22­Bl"­26­4

149­33520371404

* Net transactions in financial claims, excluding transactions with the rest of the world and
with the banking system.

u Made up of a decline of IL 243 million in the debt to the banking system and revaluation
differentials in the sum of IL 162 million which the Bank of Israel transferred to the Gov­
ernment.

Source: Table VII­1.

Had these loans been recorded at the former rate in 1962 as well, the net
increase in liabilities would have roughly equalled the net increase in assets.
In order to measure the share of the public sector in the total increase in the

demand surplus,1 a futrher distinction has been made between net expenditure
in the "real account" plus net credit granted to other economic sectors, on the
one hand, and the ifnancing of such expenditure by net receipts' from abroad
and from the banking system, on the other (see Table 'VII­2 ). Expenditure
on current and capital account considerably exceed the sector's revenue from

1 For an overall analysis, see Chapter XV, "Flow of Funds". An analysis of the Govern­
ment sub­sector is presented below (see Table VII­8). , . ,­
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­DiagramVII1
RECEIPTS AND PAYMENTS OF THE PUBLIC SECTOR, 1958­62
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* Long­ and short­term loans and loans from the banking system.

domestic sources, mainly from taxation. In 1962 the gap between revenue and
expenditure­ which is defined as the demand surplus of the public sector­
grew considerably, reaching IL350 million as compared with IL 115 million
in 1961. The demand surplus constituted approximately 19 per cent of the
purchases on current and capital account, as against 9 per cent in 1961 and
14 per cent in 1960. In contrast to the expansion of the demand surplus, net
credit granted by the public sector to other domestic sectors contracted by IL 90
million as compared with 1961, and totalled IL 170 million.
The demand surplus of the public sector and the net financing of other

sectors thus totalled IL520 million, as compared with IL 370 million in 1961
and IL 405 million in 1960. These amounts were not financed by the banking
system­ the public sector's net debt to the banks declined by IL 80 million,
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even if the revaluation differentials are not taken into account­ but through
loans and unrequited receipts from abroad, which together totalled IL 600
million, as against IL 400 million in 1961 and 1960. The increase in these
receipts relfects mainly the higher value of the foreign currency in terms of
Israel pounds after devaluation, but even in terms of foreign currency, they
rose somewhat.
DiagramVII­1 shows the structure of the public sector's receipts and pay­

ments during the last ifve years, and clearly indicates the changes directly due
to devaluation­ the relative decline in taxes and subsidies, as against the relative
increase in receipts from abroad, debt redemption, and current purchases.
The weight of taxes in total receipts and that of transfer payments and sub­

sidies in total payments declined, after having risen in each of the preceding
four years. With the alteration of the1 exchange rate, various tax rates were
reduced, and the premiums previously paid to exporters and persons converting
foreign currency­ which served as a means of gradually raising the effective
exchange rate during the pre­devaluation period­ were abolished. During the
year under review, the decrease in premium payments apparently exceeded
that in tax revenue (see Table VII­5 ). The proportion of receipts from abroad
(loans plus unrequited receipts) increased after devaluation. (Although unre­
quited receipts declined relatively owing to the smaller volume of receipts

Table VII­3

PUBLIC SECTOR RECEIPTS FROM ABROAD, 1958­62

1958 1959 1960 1961 1962

$ million

Loans
Long­ and medium­term loans
Less: Redemption payments

Total (net)

Net short­term credit

Total loans (net)

Unrequited receipts

Total receipts from abroad 229 214 227 221 228

Percentages

Loans .­ . . 37 39 44 33 62
Unrequited receipts 63 61 56 67 38

198128139126. 117
­ 7364595440

12564807277 .

151120118

140751008385

88146127131144

Total ■ 100 100 100 ­ 100 100
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Diagram VII­2
PUBLIC SECTOR RECEIPTS FROM ABROAD, 1958­62
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from reparations, in terms of dollars the drop was much steeper. ) Outlay on
debt redemption, much of which is in foreign currency or linked to the ex­
change rate, also increased relatively (see Diagram VII­2 and Table VII­3 ).
The relative increase in current purchases was connected in no small measure

with the higher prices prevailing after devaluation, but it likewise relfects a
real increase, especially with respect to secuirty and immigration expenses.
The relative decline in receipts from domestic loans was connected with

the revaluation differentials of the Bank of Israel which, as already stated, were
utilized for debt redemption. Even apart from this, the decline in the resort to
credit from the banking system, which characterized the last few years, continued.
The relative share of total expenditure on investment and on the financing

of investment by other sectors did not change,1 but there was a change in the
composition of this expenditure : the relative share of loans and participation

* The share of public sector investment in total domestic investment likewise remained stable.
See Chapter V, "Domestic Investment", and Table V­5.
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in share capital continued to decline, despite the substantial increase in outlays
on immigrant housing, and, on the other hand, there was a relative irse in the
public sector's own investment, including that in inventory. The relative
contraction in the volume of loans granted was connected with the drop in
transfers under the Reparations Agreement, and were it not for the devaluation
­ which increased the value of foreign currency receipts in terms of Israel
pounds­ the decline would have been even steeper.

(b) Public consumption1
Public consumption rose in 1962 to the considerable extent of 41 per cent,

and totalled IL 1,480 million. In 1961 the rate of increase at current pirces
had been 14 per cent, and in 1960­ 12.5 per cent.
The steep irse in public consumption was due to a 25 per cent advance in

pirces (two­thirds of this direcdy attirbutable to devaluation), as well as to
a real increase of some 13 per cent; the real increase in 1961 is estimated at
8 per cent.
A considerable expansion took place in the Government's expenditure on

secuirty and special budgets, which constituted 38 per cent of total public
consumption in 1962. This increase too was partly a real one and partly con­
nected with the alteration of the exchange rate.

Wage and salary payments, excluding those of the Ministry of Defense and
trading enterpirses, went up 22 per cent duirng the year reviewed, reaching
IL 470 million. The increase in the number of employees is estimated at 6 per
cent, and the average irse in wages per employee (including a irse of 6.3 per
cent in the cost­of­living allowance, as well as "advances" and retroactive pay­
ments on account of pay raises) came to 15 per cent.
Interest payments totalled IL 2 10 million in 1962, of which almost 60 per

cent were on foreign loans, and the remainder on domestic loans, including
those linked to the dollar. Outlays on interest thus increased by the considerable
amount of IL 80 million, owing chielfy to the devaluation.

(c) Public sector saving
The dissaving of the public sector, defined, as the excess of consumption over

current income, reachedIL 65 million in 1962. Consumption­ i.e. net current
purchases in Israel and abroad­ totalled IL 1,480 million, whereas current
income­ from taxes (net of subsidies), net local transfers, and interest received
­ totalled IL 1,415 million.

1 Public consumption is deifned as the current purchases of the public sector, after deduction
of current sales. The data on public consumption in this chapter are slightly different from
those of the Central Bureau of Statistics used in Chapter II, "Resources, Uses, and Incomes".
The differences are as follows : (a) the data in this chapter include interestpayments; '(b)
they do not include customs duty and purchase tax paid by the various oiffces of the public
sector; and (c) they do not include the municipal expenditure of collective and cooperative
settlements.
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In nominal terms, the saving of the public sector declined by IL 115 million
as compared with 1961 : consumption increased by IL435 million, or 41 per
cent, while net income grew by IL 320 million, or only 29 per cent (see Table
VII­4).1

Table VII­4

PUBLIC SECTOR SAVING, 1959­62

(IL million)

1959 1960 1961 1962

(1) Net income on current account" 766 876 1,095 1,416
(2) Net purchases on current account" 815 917 1,046 1,481

)3( Saving or dissaving (­) of the public
sector(1)~ (2) ­49 ­41 49 ­65

Increase in saving (or decrease in
dissaving) as against previous year 8 90 ­114

* Taxes, including National Insurance contirbutions, net of subsidies; net transfers (receipts
Jess payments) ; and income from property, including interest.

b Current ■purchases, including interest paid, less current sales.

The nominal decline in saving was almost wholly due to the alteration of
the exchange rate, and affected all segments of the public sector. More than
half the total decrease is attributable to the Government, about one­third to
the National Institutions, and the remainder to the local authorities.
Although on the one hand the Government raised direct taxes duirng the

year reviewed by imposing additional compulsory payments on income and at
the same time reduced its expenditure on export premiums, on the other
hand, it increased total outlay­ especially on security, wages, and subsidies
other than on exports­ even beyond the amount which the devaluation entailed.
The dissaving of the National Institutions likewise increased. Under the

circumstances this was inevitable : while a considerable part of the National
Institutions' expenditure is in foreign currency, they have hardly any revenue
from domestic sources, since they do not levy taxes. Moreover, rising immigra­
tion entailed an increase in their expenditure, especially in foreign currency.
There was also an increase in the dissaving of the local authoirties, which

had remained on a virtually constant level duirng the previous three years:
while expenditure rose, owing to pirce increases and the growth of the popu­
lation, there was no general irse in local tax rates.
It is not possible to establish exactly what part of the nominal change in

1 Further details concerning Table VII­4 will be found in the Appendix to this report (in
Hebrew only).
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the public sectors saving in 1962 was directly due to devaluation. However,
a provisional estimate shows that this factor accounted for almost the: entire
increase in the sectors dissaving.1 " ;.­

Table VII­5

IMPORT DUTIES, EXPORT SUBSIDIES, AND PREMIUMS ON
CAPITAL TRANSFERS, 1959­62

)IL million(

or decrease )­(Increase

! FromFromFrom1962196119601959
196119601959

: to 1962to 1961 ;to 1960

■ ­798 ..39427434336297Import duties"1.

■ ­8948 "31551449665Less: Export subsidies2.
Premiums on3.
capital trans­

­21­ ,,83242416fers

Net receipts4.
10350

­
369266216216)1( ­ )2( ­ )3(

" For deifnition, see Table VII­10. . ■;

Devaluation disclosed that the level of public sector dissaving was in fact
higher than it appeared to be, and that the gradual decline in dissaving .duirng
the years preceding devaluation had very largely been fictitious. During those
years, current outlays in foreign currency were recorded at an increasingly
unrealistic exchange rate, while the imposts designed to raise the effective
exchange rate for other sectors increased the Government's tax revenue. (On
the other hand, the Government also spent large amounts on prerhiums
to exporters and persons converting personal restitution payments from West
Germany. ) Since devaluation, current expenditure is, of course, recorded at
the new exchange rate. On the other hand, in the saving computation, no
account is taken of the larger return from foreign currency receipts. Con­
sequently, the sharp decrease in public sector saving in 1962 shouldbe viewed
as a correction of the picture presented in the preceding years­ not only as
regards the absolute level of the sector's saving, but also as regards the public
sector's share in total domestic saving.2

1 In this estimate, the increase in import duties, net of premiums, was deducted from net
revenue for 1962 (see Table VII­5), while the rise in the prices of direct imports and in
interest paid locally on debts linked to the dollar was deducted from the sector's con­
sumption.

2 For a discussion of this subject, see Chapter XIX, "Saving".
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­TableVII6

AUTHORITY, 1961­62SECTORBY PUBLICANDBY FUNCTION*EXPENDITURE,PUBLIC SECTOR
o

f
cent)"authority (perpublic sector ;Breakdown byPer centIL millionz

ift

TotalIntrasector
transactions

National Local
Institutions authorities

Govern­
ment1962196119621961o

General services

נס

t
W
I­1

100.0­2.423.813.165.55.96.2168136General administrationz
100.0­0.2­99.819.916.6571366Security and special budgets

z
t

100.0­­­ '100.02.22.66357Police and justiceg
100.0­56.933.39.85.34.9153108Community services (n.e.s.)­o

100.0­0.413.47.679.433.330.3955667Totalto

Social services

100.0­4.434.09.760.711.111.5318253Education, culture, and religion

National Insurance and social

100.0­9.015.87.286.07.77.9222175welfare

100.0­0.917.00.983.03.94.111290Health

100.0­17.51.219.996.48.75.8251128Housing

Total 646 903 29.3 31.4 79.6 10.8 18.3 ­8.7 100.0
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Economic services

Agriculture and water

development 300

Industry, mining, and electricity . 194

Transport (including roads and

oil pipelines) and

communications .180

Other economic services 49

Total

Unallocable services

Interest payments

Miscellaneous*

Total

י Grand total .

723

100.0­11,71.2. 33.2.77.3. 11.613.6 .334

100.02.5.0.696.9.5.78.8162

175

37

708

169 . " 304

.2;205 ­ 2,870

8.2

2.2

6.1

1.3

84.6

94.6

16.6. ­1.2

5.4

­32.8 24.7 84.5

80.57.4­ ­ 5.6211124

137.63.2­2.0. ­ 9345

16.1

15.2

5.2 . , ­5.8

8.1

7.6 10.6 98.0 10.5 5.6

י 100.0 100.0 82:7 11.0 12.1

­3.8

­37.6"

­14.1

­5.8

100.0

100.0

. 100.0

. 100.0

100.0

100.0

. 100.0

. Excludingdebt redemption and current expenditure of public sector enterprises (such as Israel Railways, the Post Oiffce,',aird municipal
? waterworks). . ­ . ­' '­. ■­.~S' ­

b Absolute ifgures appear in the Appendix to­­ this report (in Hebrew only). ■ . ■

' Mainly strictly municipal. services (such as sanitation and sewerage, street lighting, ifre ifghting, public gardens, etc.) and direct imnii­
gration services (transportation and initial absorption),: as well as various­ other services such as the broadcasting service, the meteorological
service, and general research. .■', .­, ­r _."­.' ­ ­ ­ ­. .­­.­. : . ■ ■" . ­ .. ­ ;■ ­. . .. ­­■

d Mainly premiums paid to persons .transferring capitalj­. subsidies on ' imported . commodities, and purchase of. shares in international instifu­
tions. . ­' ■. ■"~ ■­ . ; ­ " ­ .

e Grants­in­aid and loans to local authorities not allocated for speciifed purposes.,



)d) Functional composition of expenditure
The most striking change that occurred in 1962 in the functional com­

position of public sector expenditure was the relative decline in the outlay on
economic services (see TableVI1­6). These services accounted for one­quarter
of total expenditure (apart from debt redemption, which is excluded from
this discussion), as compared with one­third in 1961 ; and, despite the higher
price level, they even showed an absolute decrease.
In 1961 these services accounted for a larger share of the public sector's

outlays than general services, including security, or social servicesj whereas in
1962 about IL 200 million less was spent on them than on either of the two
other categories. Two factors were responsible for ' this change : the abolition
of export premiums, and the reduction of development expenditure other than
on residential housing.1 The most striking decline was in funds channelled to
industry, but there were also decreases in each of the other economic services
­ agirculture, transpotr, and other branches including hotels.2
As for the other items, there was an increase in the share of expenditures

with a relatively high import component­ such as security and special budgets,
immigration, and interest­ while the relative share of expenditures with a low
import component­ such as education, social welfare, health, general adminis­
tration, police andjustice­declined, with the exception of housing expenditure,
which, as already mentioned, registered a substantial real increase. 1

The secuirty and special budgets item is the largest of all (see also Diagram
VII­3), constituting nearly 20 per cent of the public sector's total expenditure
exclusive of debt redemption. Agirculture and water development was still in
second place, though its relative importance has been declining in recent years.
Third. in order of size was education, which here includes also culture and
religion.
A breakdown of expenditure on each item according to the ifnancing author­

ity­ the Government, National Institutions, and local authoirties­is shown
in Table VII­6. The preponderant share of the Government is noticeable in
almost all the functional categories, except for community services (which
consist mainly of exclusively municipal services and also of services directly
connected with immigration, which come under the province of the Jewish
Agency).
Expenditure on secuirty and special budgets, National Insurance (which

1 In accordance with the U.N. deifnition, housing is included among social services.
2 It should be noted that the decrease in the relative share of industry and agriculture would
have been even more marked, were it not for the relative rise in that of other branches
bracketed with them­ namely,mining . and electricity in the ifrst case, and water develop­
ment in the second. On, the other hand, were it not for the large decrease in loans and
subsidies to shipping, there would have been a rise in the share of the transport and
communications sector, which also includes postal services, harbors and roads, where public
sector investment rose considerably in 1962.
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­DiagramVII3
FUNCTIONAL BREAKDOWN OF PUBLIC SECTOR EXPENDITURE, 1962
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is classiifed together with social welfare expenses) , and the stimulaiton of in­
dustrial development fall almost exclusively within the Government's sphere.

2. The Government

The devaluation had a considerable impact on the ifnancial operations of the
Government in 1962, substantially affecting, directly or indirectly, all the major
receipt and payment items. Moreover, devaluation imposed special tasks and
objectives upon the Government's income and expenditure policies.
Payments, including the redemption of long­term liabilities and excluding

transfers to National Institutions, rose in 1962 at the considerable rate of 34
per cent, and totalled IL 2,530 million.
Side by side with the rise in the Government's foreign currency outlays by

two­thirds in terms of local currency, there was a considerable increase in the
volume of Government imports, including those for security purposes and for
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­TableVII7
"BALANCEOF PAYMENTS" OF THE GOVERNMENT, BY TYPE OF RECEIPT AND PAYMENT, 1960­62

)IL million)

Receipts 1960 1961 1962*

Increase or
decrease (­)
From From
1960 1961
to 1961 to 1962

Payments

Increase or
decrease (­)

I960 1961 1962' From From
1960 1961
to 1961 to 1962

Taxes"

Miscellaneous

receipts ­

Total

Revaluation differ­

entials from Bank
of Israel0

Unrequited receipts

from abroad

Total

1,045

159

1,306

153

Transfers and transacitons in goods and services

1,571 261 265

180 27

1,204 1,459 1,751 255 292

Purchases :

350991,187837738On current account

1191822110284On capital account
Transfer payments

3124243212188and grants

­3151202233182Subsidies

­ 162 ­

120 151 65 31

162

­86

1,324 1,610 1,978 286 368 Total 1,192 1,384 1,853 192 469



Transactions in ifnancial claims

3

a

Io

o

Collections on account
of long­term loans 50

Long­term loans
received :
Foreign ' 206

Domestic 22
Short­term credit
(net) :

Foreign 29
Domestic" 43

From the banking
system" ­4

54

(

211

107

9
­36

­48

100

461

105

­12
94

­223

5
85

­20
­79

46

250

­2

­21
130

Long­term loans
granted and parti­
cipation in share
capital : ■

For housing
For other purposes

105
200

121
220

230
181

­44 ­175

228­49525297346Total

the Nati>withTransacitonsV

41126­15­16
From National
Institutions (net(w

w

Total

To local authorities
(net(

418

44

456

52

621

55

Total receipts 1,654 1,892 2,529 ­ 238 637

16

20

38

109
­39

7036411341305Total

Redemption of
long­term loans :

817 .1809992Foreign
14­5301621. Domestic

165

Total payments 1,654 1,892 2,529 238 637

* Excluding revaluation differentials on the Government's assets and liabilities due to the alteration of the exchange rate. Receipts and pay­
ments have been recorded at the exchange rate in force when they were received or paid. ­

" Including collections on account of National Insurance, the War Risk Insurance Fund, the Absorption Loan, . and compulsory saving, but
excluding customs duties and purchase tax paid by Government ofifces.

c Revaluation differentials on the excess of foreign currency assets over foreign currency liabilities of the Bank of Israel.
". Excluding credit from the banking system; including short­term secuirties.
" Including long­term loans and secuirties. Excluding revaluation differentials on deposits, ' but including debt redemption ifnanced out of
the revaluation differentials of the Bank of Israel which were transferred to the Government.

Source: Based on data of the Accountant General (Ministry of Finance), the National Insurance Institute, and the balance of payments of
Israel.



enlarging stocks of food and building materials. Expenditure on wages and
salaries, investments, and residential construction also rose, as did outlay on
transfer payments and subsidies on local production and consumption. On the
other hand, there was a decline in payments of premiums to exporters and to
persons converting foreign currency (which were abolished after devaluation ),
and in development budget expenditure for purposes other than housing.
On the receipts side, revenue (including the special compulsory payments

levied on income) rose by only 20 per cent, because of the reduction of import
duties in the wake of the devaluation and also because of other tax concessions
designed to prevent a price rise in certain products.
On the other hand, the Government benefited from special receipts connected

directlyor indirectly with the devaluation. These included the revaluation differ­
entials of the Bank of Israel, as well as advance redemption of development
budget loans. The renewal of the Jewish Agency's participation in the ifnancing
of immigrant housing may also be attributed to the alteration of the exchange
rate. After February 9, 1962, receipts from abroad were recorded at the rate
of IL 3 per dollar; but whereas the Government's foreign currency expenditure
increased appreciably, as already stated, receipts fell, and consequently foreign
currency payments exceeded receipts. While the volume of loans received from
abroad expanded considerably, even in terms of foreign currency, there was a
considerable fall in unrequited receipts, even in terms of Israel pounds.
The Government's debt to the banking system continued to decline, but as

against this, there was an increase in proceeds from the issue of the Short­Term
Loan, which served as a source of budgetary receipts.

(a) Government transactions
Table VII­7 shows the "balance of payments" of the Government for the

years 1960 to 1962. This table distinguishes between transfers and transactions
in goods and services (the "real account"), transactions in credit (the "financial
account"), and transactions with other public sector authorities (the National
Institutions and local authorities). Parallel to the trends characterizing the
public sector as a whole, in which the Government's share is preponderant, the
structure of the Government's transactions underwent a striking change as com­
pared with the entire period from the Sinai campaign to the devaluation : net
credit received by the Government­ with loans from abroad recorded in Israel
pounds according to the new exchange rate, and after deduction of the decline
in the debt to the banking system as a result of the revaluation differentials of
the Bank of Israel­ exceeded the volume of credit granted by the Government.
Expenditure on "real account" exceeded ordinary revenue (chielfy from taxes)
plus unrequited receipts from abroad.
To examine the extent to which the Government contributed to the growth

in excess demand in the economy in 1962, a further distinction was made as
between net expenditure on "real account" plus net loans to other sectors of
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­TableVII8
GOVERNMENT OPERATIONS AND SOURCES OF FINANCING, 1960­62

(IL million)

Increase or
decrease )­(

I960­ 1961 1962 From ' From
1960 1961
to 1961 to 1962

A. Demand or supply .(­) surplus . ,\ .

Purchases on current and capital account, ,
transfers, and subsidies ' 1,192 1,384 1,853. 192 469

Less: Taxes and miscellaneous revenue 1,204 1,459 1,751 255 . 292

Demand or supply (­) surplus ­12 ­75 102 ­63 ■■ 177
B. Credit granted to other local sectors" 211 232 142 21 ­90
C. Net payments to rest of public sector" י 60 י 67 י 29 7 ­38

.Total,A+B+ C 259 224 , 273 ­35 ' 49

Financing through receipts from abroad and '

from the banking system ;

D. From abroad :
Unrequited receipts
Net loans and credit

Total

.Total in $ million

E. From the banking system

Total, D + E 259 224 273 ­35 49

­8631,65151120
148­22'269121143

. .,629334272263

(­17)(5). (134)(151)(146)

­13' ­44­61 c­48­4

* Net transactions in financial claims, excluding transactions with the banking system and
the rest of the world. ■ ■ . . ■ ' ' .

" Net payments to the local authorities, less net receipts from the National Institutions.
c Made up of a decline of IL 223 million in the Government's debt to the banking system,
and revaluation defferentials in the sum of II 162 million which the Bank of Israel
transferred to the Government.

Source: Table VII­7. .. ■ :

the economy, on the one hand, and the ifnancing of these outlays through re­
ceipts from abroad and from the banking system, ,on the other ,(see Table
VII­8).1 .,.,,.. <

The demand surplus of the Government, measured by the gap between its
revenue from domestic sources and its expenditure on "real account", increased
to the considerable extent of IL 175 million as compared with 1961.The demand
surplus constituted some 7 per cent of purchases on current and capital account
­as compared with supply surpluses of 8 per centin, 1961 and of 1 per cent

1 For a corresponding analysis of the public sector as a whole, see Table VII­2.
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in 1960. On the other hand, there was a decline. of some IL 90 million in net
domestic credit granted (net credit extended less net credit received from sources
other than the banking system), while the surplus of payments over receipts to
other segments of the public sector likewise decreased, by IL 40 million. Fi­
nancing from foreign sources and through the banking system,1 which serves as
an indicator of the effect of Government operations on the overall demand
surplus and on the current deficit in the balance of payments, increased by
IL 50 million, or 22 per cent. Though financing from the banking system con­
tinued to contract, this was more than counterbalanced by the higher return
in terms of Israel pounds from funds received from abroad, even though in
terms of foreign currency the latter were smaller than in 1961.

(b) Receipts
1. Taxes

In 1962 Government revenue from taxes rose by IL 265 million, or 20 per
cent, as compared with 1961, and totalled IL 1,570 million. In 1961 the rate
of increase had been greater­ 25 per cent.
In the wake of the devaluation, income from import taxes, which in previous

years had constituted approximately one­third of all taxes levied, showed no
irse at all; on the other hand, special compulsory payments were imposed on
income. These changes, which brought about ah increase in the relative share
of direct taxes in total taxation, constitute a reversal of the trend in the preced­
ing years.
Taxes rose somewhat faster than national income. Duirng the years preceding

the devaluation, when taxes on imports constituted a substitute for a higher
exchange rate, tax revenue had increased much faster than the national income.

(i) Direct taxes and other compulsory payments levied on income

Revenue from direct taxes and other compulsory payments levied on income 2

rose by IL 185 million, or 37 per cent, in 1962, and totalled approximately
IL 695 million. In 1961 the rate .of increase had been much slower­ 21 per cent.
2 For the purpose of this computation, receipts from the banking system are taken to consist
of the net change in the Government's liabilities to the banks (excluding the revaluation
of Government deposits) and of the revaluation differentials transferred by the Bank of
Israel to the Government. The latter sum ,was utilized for the most part to repay Government
debts tothe *Bank of Israel, while the rest covered exchange rate losses of importers in
accordance with exchange rate guarantees given before the devaluation. While these revalua­
tion differentials do not constitute credit from the banking system, nevertheless, had ' the
Government . used them for ifnancing budgetary, expenditure, their significance monetary­
wise would have been no different from that of ifnancing through bank credit; i.e. they
would have generated an increase in the money supply.

2 In accordance with the accepted national accounts deifnitions, non­tax compulsory pay­
ments levied onincome­the Absorption Loan and compulsory saving­ have been included
in direct taxes, even though these are loans which will be repaid to the public with
interest.!. , . ■
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VII­9Table
: REVENUE, 1960­62GOVERNMENT TAX

­

)IL million(

)­(decreaseIncrease or

centPermillionIL,­
f tf*? 1

FromFromFromFrom
\\ibilyoi1 you

1961196019611960
to 1962to 1961to 1961 to 1962

Direct taxes
114 J60490376316Income tax

43.9' 20.2Absorption Loan and
53 i4574­., . compulsory saving

15.922.32023146126103National Insurance
36.920.818787693506419Total )

Indirect taxes .
1.232.63■' 62255252190Customs duties

23.834.43942 .203164'122Purchase tax
7.7.18.2' 8 .16112. 10488Excise duties

­21.430.7r21.23779875Fuel tax
35.417.1177654841Property taxes

Stamp tax, security stamp,
. 28.3■ 27.813 ■■ 10.59' . 4636and entertainment tax■

■ Current surplus of Post ' 1

; 13.831.847332922Ofifce and ports
Surtax and tax on ex­

30­.30' ­. ■ ­change rate differentials
17.641.7; 35201712■Vehicle license fees

Surpluses of Agricultural
and Food Equalization

­54.15.7­20. 217. r 37. 35..Funds
­8.39.1­1111,, 1211Foreign travel, tax

Licenses, fees, and misc.
5.921.41318\ 1714service charges
9.227.576178900824646'Total

,19.824.92632651,5931,3301,065Grand total
Less: Indirect taxes paid

1­22­24 ■­20.' by Government offices
Total taxes from

1,5711,3061,045the public
Percentages

44.138.740.1Of which : Direct taxes
55.961.359.9Indirect taxes
100.0100.0100.0.' Total

Note: The deifnition of direct and indirect taxes in this table is based on accepted national
accounting procedures and differs somewhat from that employed by ■ the Accountant
General. This table excludes compulsory payments which in the national accounts are
defined as transfers­ namely, the inheritance tax, the land betterment tax, fines, and
certain fees and licenses (such as driving licenses and passport fees). On the other hand,
this table includes the net profit of the Post Office and the ports (the deficits incurred
by.Israel Railways and the airfields are included with subsidies) . Taxes levied through
banks have been recorded on a cash rather than an accrual basis.

Source : Accountant General and National Insurance Institute.
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Joint collections on account of income tax, the Absorption Loan, and com­
pulsory saving totalled IL550 million­44 per cent more than in 1961 (see
Table VII­9 ). The Absorption Loan, levied at a rateof 12 per cent of income
tax, was imposed as early as October 1961 and extended at the beginning of
the ifscal year 1962/63. Compulsory saving was ifrst introduced in August
1962, not as a means of ifnancing Government expenditure, but rather as a
means of absorbing part 1of the economy's surplus purchasing power. Hence
receipts on account of compulsory saving were deposited in a special account
with the Bank of Israel. These receipts totalled IL 11 million by the end of the
year under review.
Income tax revenue rose by 30 per cent. Tax rates remained unchanged,

and the increase relfects the rise in incomes and improvements in collection.
Income tax collections from wage­ and salary­earners J were up 26 per cent,

while the total wage bill (including the cost­of­living allowance, which is tax­
exempt) increased by 21 per cent. In 1961 as well, taxes rose faster than wages.
This development relfects the rise in the average wage level : owing to the
progressive method of taxation, the rate of taxation increases as income rises. .

Collections from both companies and the self­employed rose by 21 per cent2
­ from the former by 27 per cent, and from the latterby 17 per cent. In recent
years there has been a clear tendency among self­employed taxpayers in the
higher income brackets to incorporate. This trend is due to changes in the income
tax law which went into effect in April 1960 and under which the tax ceiling
for the self­employed was set at 60 per cent, while on companies a lfat rate
of 46 per cent was imposed.
Tax collections at source on income derived from interest rose very steeply,

totalling IL 15 million in 1962 as compared with only IL 3 million in 1961.
There was a twofold reason for this: ifrst, in 1961 collection at source began
only in the month of April, and secondly, trading in promissory notes through
the medium of the banks, where tax collection at source is assured, expanded
considerably in 1962.
Collections of National Insurance contributions increased by 16 per cent

compared with 1961. There were no changes in rates during the year.

(ii) Indirect taxes . .

Indirect tax revenue rose by only 9 per cent in 1962 as compared with 1961,
and totalled IL 900 million. The increase in 1961 had been much larger­
27.5 per cent. The change was mainly due to the cuts in import duties in the
wake of devaluation and to the reduction of purchase tax and excise rates on
a number of commodities, aimed at keeping prices from going up.

1 Income tax only; excluding the Absorption Loan and compulsory saving.
2 Excluding redemption of loans through banks onvaccount of income tax debts, for which
a breakdown by type of borrower was not available.
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Revenue from customs and excise taxes remained virtually unchanged ; collec­
tions of purchase tax and vehicle license fees rose to a smaller extent than in
1961, while revenue from fuel taxes and equalization funds declined con­
siderably. Income from the foreign travel tax likewise decreased. On the other
hand, there was a steep rise in revenue from property taxes and the stamp tax.
Special compulsory payments­a surtax and a tax on exchange rate differentials
­ were introduced in the wake of devaluation:
The relative share of import taxes in total revenue declined from 33 per cent

in 1961 to only 27 per cent in 1962, and there was even a slight absolute fall
in the level of collections (see Table VII­10). This decline would have assumed
even more serious proportions were it not for the fact that imports continued
to rise during the ifrst seven months following devaluation and were it not for
the imposition of the above­mentioned extraordinary imposts.
The reduction of tax rates concurrent with devaluation affected that part of

customs duties and fuel taxes which until then had served as a substitute for
a higher exchange rate. The customs duties on equipment and spare parts for
industrial and agricultural machinery, which had been imposed in April 1961,
was aboHshed, as were duties on a long list of raw materials for the metal,
chemical, leather, and textile industries. The tax oh fuel oil and kerosene was
likewise abolished. Customs tariffs on many consumer goods were reduced in
order to prevent price increases on account of the alteration of the exchange
rate. Thus, customs rates on foodstuffs imported for the free market were cut
by IL 1.20 per dollar. Ad valorem duties on a number of other items which
had been subject to particularly high rates before devaluation, were reduced
by 60 per cent in order not to increase the absolute amount of tax due. Rev­
enue from exchange equalization funds­ on fuel, agricultural products, and
foodstuffs­ fell considerably; before the devaluation these funds had served as
a means of establishing effective exchange rates higher than the oiffcial one.
The tax on foreign travel, payable on ship and plane tickets purchased in local
currency, was reduced from a rate of 50 and 55 per cent respectively of the
price of the ticket (plus a fixed amount) just prior to devaluation to a flat rate
of 5 per cent (plus the same ifxed amount).1
Following devaluation a surtax and a tax on differential exchange rates were

imposed on inventories of imported products and on goods in port or en route
to Israel which had been purchased at the exchange rate of IL 1.80 to the
dollar. In many cases, however, these duties were cancelled in return for an
undertaking by the owners of the goods not to raise prices or change the con­
ditions of sale duirng a given period of time. Furthermore, some of those liable
to these taxes, such as dealers in diamonds, were permitted to pay them in

2 Even prior to devaluation a 5 per cent tax was levied on tickets purchased in foreign
currency. The ifxed tax was raised by IL 40 as early as October 1961, with the abolition

■ of exit visas.
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■■ , Table VII­10 ,

< ■'/f INDIRECTTAX REVENUE, BY MAJOR CATEGORY, 1960­62

;( IL million(

■■ ­ ■ '■.­ ■ .'' ' ■ ' Increase or decrease )­(
IL million ' Per cent

FromFromFromFrom
. ,,196219611960

: 196119601961: 1960
to 1962to 1961to 1962, to 1961

■■/■

Taxes on expenditure .­ "'

­1.629.2'­798427' 43433'6Import ­ taxes" '' ■'' <

,■ .18.2J24.952<;. 57.338■■ ; 286229Taxes on local output1'! ,

35.417.1. 1776,5, 41Taxes on property0
25.0

. , f
40.014167656'40

f

Licenses and fees'"

9.227.5.76178900t 824646Total .. . ;

:1Of which: Percentage ■

147.4., 52.852.0.of import taxes

Including . general customs duties, purchase and fuel taxes on imports, . surtax and tax
on exchange rate differentials, surpluses from equalization funds for imported agricultural
and food items, and the foreign travel tax. . ,

b Including purchase and fuel taxes' on local production, excise levies, current surplus of
the, . Post Oiffce, andports; .entertainment tax, security stamp on local travel, telephones,
postage and telegrams, electricity and beer, as well as various levies on local producers.

" 1Including collections for the War Risk Insurance Fund, urban and rural property taxes,
.­ and. land registration fees. t , . ;

d, Excluding land registration fees and including stamp tax and security stamp on documents
and' licenses. ' ' ' ■ ' ■'

installments over a period of one to two years. By the end ofDecember 1962,
cash collections on account of these taxes amounted to IL 30 million.
[ ' Receipts from levies on production rose by 18 per cent as compared with
1961. On ad valorem taxes, the amount of tax due rose automatically with
the rise, in prices. On the other hand, reductions were made in excise tax rates
on a number of commodities, with a view to holding down the rise in prices
and to protecting domestic production.
Collections of purchase tax on domestic production rose by one­third. Rev­

enue on certain items­ such as textile and leather products, building mate­
rials and plumbing equipment, electric refrigerators, and washing machines­
increased even more, as a result of the rise in consumption and building. On
the other hand, owing to cuts in rates, there was a smaller than average inr
crease in collections on furniture, paper, and locally manufactured vehicles ;

the purchase taxon',building woodwork was abolished as early as October
1961, while the tax rates on paper and on vehicles of the types manufactured
in, Israel were lowered after devaluation. ..

Collections of excise duties increased by only 8 per cent­ or at a lower rate
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than the real output of the goods concerned­ as a result of tax cuts on cement,
cigarettes, and beer. ,

Income from property taxes (less. repayment of tax advances imposed in
ifscal 1960/61) rose by 35 per cent, mainly as a result of changes in the
property tax law which came into force in April 1961, and also because of
the rise in the value of investments and equipment subject to tax.
Other indirect taxes yielded 25 per cent more than in 1961, chielfy be­

cause of the rise in rates of the stamp tax in April 1961. Revenue from vehicle
license fees roseby 18 per cent­ after having risen by 42 per cent in 1961
when, in anticipation of devaluation, imports of passenger vehicles rose very
sharply. Total receipts from taxes grouped under the category "licenses, fees
and miscellaneous service charges" showed practically no rise, owing to the
abolition of exit visas in October 1961.

2. Miscellaneous domestic receipts

Income from domestic transfers, sales, and interest totalled IL 180 million
in 1962, as compared with IL 150 million in 1961. Income from interest,1.
which constitutes approximately one­third of these receipts, rose by IL 5 mil­
lion, or by only 8 per cent, because of a substantial decline of IL 10 million
in collections from public sector companies. Receipts other than interest rose
by IL 25 million, or 25 per cent.

3. Unrequited receipts from abroad

In 1962 a radical, but not unanticipated, change took place in Govern­
ment income from unrequited receipts from abroad. A very substantial
decrease occurred in receipts on account of the West German Reparations
Agreement, while the food surpluses within the framework of the U.S. Grant­
in­Aid were also reduced. In foreign currency, these receipts fell from $85
million in 1961 to $25 million in 1962.

4. Collections on account of loans1

The Government's collections on account of development budget loans rose
considerably in 1962 owing to the advance repayment of linked loans­ espe­
cially on account of mortgages. These repayments totalled IL 60 million, in­
eluding redemption of mortgages granted from non­governmental funds. Other
collections reached only IL40 million, i.e. IL 15 million less than in 1961.
This decrease was chielfy due to the decline in collections from public sector
companies. ' . ­

After the devaluation, the Govenrment announced that during a stipulated
period borrowers of development budget loans would be permitted to liquidate

1 Excluding collections from the National Institutions and local authorities.
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Table VII­11 ., ,. >;

INCREASE OR DECREASE (­) IN GOVERNMENT LIABILITIES, BY TYPE
OF LOAN AND LENDING SECTOR, 1960­62

' ' (IL million(

Increase or decrease )­(
From 1961From 19601962!119611960

t

to 1962. to 1961

■ 'Type of loan
\ Long­ and medium­term11

24890. 566. ■ 318228Gross
. . 952 .210115. 113.. Less: Redemption

15388356203115Net

­66­143­141­7568Short­term credits (net("

87­55215128183; Total (net(

Lending sector ­

148 ■­22 '269121143Rest of the world"
­175­44■­223­­.­48, ­4Banking system

Financial institutions,
provident funds, and

3608380.20insurance companies
111­4986­2524Rest of the economy

87­55215128183Total (net(

* Excluding revaluation of liabilities following the alteration of the exchange rate. Loans
and redemption of loans have been recorded at the exchange rate in force at the time
of receipt or redemption.

b For periods of three years or more, except for loans to the banking system, which are
included with short­term loans. Including liabilities arising from accrued interest on savings
certiifcates of the Independence and Development Loans.

' Net change in end­year credit balances (less receivables and bank deposits), plus short­
term securities.

d Figures in $ million are: 1960­80; 1961­67; 1962­109.
* Including debt repayments to the Bank of Israel totalling IL 132 million (paid out of
revaluation differentials of the Bank of Israel which were transferred to the Government),
but excluding the net revaluation increment on the Government's own bank deposits in
the amount of IL 72 million (see Table XIV­1 1). .

Source: Based on the debt statement and "Statement of Current Assets and Liabilities"
1 published by the Accountant General, and on the '.'balance of payments" of the various

sectors.

all or part of their outstanding debt balances free of linkage. Special arrange­
ments were offered in connection with mortgage loons.1 In August 1962 it was
decided to extend this arrangement to mortgages granted from non­govern­

1 The arrangement also enabled the borrowers to convert the linkage of their debts from
the dollar to the ,consumer price' index within the stipulated period.
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mental funds, on condition that the mortgage banks deposit the payments
received with the Treasury ; the Government, on its part, undertook to redeem
the loans as they came due, under the original terms, including linkage differ­
entials. . . < .

It was further decided that in the future, development budget loans would
no longer be linked to the dollar, but only to the consumer price index. More­
over, as regards loans to productive enterprises, borrowers would be enabled to
choose between linkage to the index and unlinked loans on which additional
premiums of 4 per cent (and in the case of loans to farmers­3 per cent) would
be levied. ■

5. Increase in indebtedness /
From the end of 1961 to the end of 1962, the Government's long­ and

medium­term obligations­ other than obligations to the banking system and
excluding revaluation differentials on debts contracted piror to devaluation1
­ ■rose by IL.355 million, while its net ■short­term ' debt2 to the banking system
and other ' lenders declined byIL 140 million; Total liabilities thus increased
byIL.2 15. million3 (see Table VII­11). . ..: '

(!) Foreign loans

.Receipts from long­ and short­term loans from abroad totalled IL 270 mil­
lion, or $110 million, as compared with IL 120 million, or $ 65 million, in
1961. Receipts on account of new loans amounted to $170 million, but the
Government also redeemed .long­ and medium­term loans to the amount of
$ 60 million. ■'\ ■ ■■ ■ ■­:>' ■ '

In addition to the Development Loan, U.S. Government aid (which is
largely repayable in local currency) ; and loans from the Export­Import Bank,
all of which constituted important sources of credit in previous years as­ well,
considerable amounts were obtained during the year reviewed from other
sources, chielfy foreign banks. ■ ■'' ■ ;
Short­term credits to cover foreign currency expenditures, including imports

for security purposes, rose, but on■ the other hand the Government also repaid
short­term debts and increased its deposits with foreign banks.

1 Owing to revaluation, the outstanding balance of foreign liabilities rose by approximately
IL 900 million. Parallel ifgures on domestic dollar­linked liabilities are not as yet available.

.2 Net of short­term loans granted by the Government.
3 In order to compare the rise in indebtedness in 1962 with that which occurred in preceding
years, the direct effects of the devaluation should be discounted. If we deduct the difference
in the IL counterpart of foreign loans receivedafter'devaluation, as well as the revaluation
differentials of the Bank of Israel which were transferred to the Government and utilized
by it for the repayment of debts to the Bank of Israel, the Government's liabilities will
be found to have increased by IL 305 million, as compared with IL 130 million in 1961
and IL 185 million in 1960.

CHAPTER VII, PUBLIC SECTOR OPERATIONS 117



)it) Domestic loans

,■The net debt to the banking system decreased once again in 1962, in
line with the trend characteristic of recent years. After excluding reval­
uation differentials on the Government's own foreign currency deposits, and
deducting revaluation differentials of the Bank of Israel which were transferred
to the Government, the net decline came to approximately IL 65 million, as
compared with decreases of IL 25 million in 1961 andIIL 5 million in 1960.
If we take into account all the revaluation differentials, the decline in the
Government's debt amounted to IL 295 million.1
Net receipts from long­term domestic loans declined compared with 1961, and

totalled IL 75 million. Receipts from new loans remained constant, while
redemption payments nearly doubled.
.As in 1961, securities issued by other institutions­ particularly mortgage

banks and the Industrial Development Bank of Israel­ provided the main source
of long­term loans for the Government; these funds were used to finance de­
velopment budget loans through the medium of the above institutions.
The Government also increased the volume of its own bond issues, but these

were mainly short­term securities.2 Net receipts from the issue of long­term
debentures were smaller than in 1961 owing to the larger volume of redemp­
tions, and totalled only IL 10 million. Most of these securities were purchased
by provident funds as "approved investments", which are exempt from in­
come tax.
. Domestic short­term credits from sources other than the banking system,
mainly from private investors, contractors, and suppliers, became an impor­
tant source of financing in 1962­in contrast to 1961, when outstanding credit
balances from these sources" declined (see Table VII­7 ).
As already mentioned, there was a considerable expansion in the issue of

short­term debentures. These securities are unlinked, but their yield is rela­
tively high. The Government's revenue from these issues, net of redemptions,
reachedIL 75 million in 1962, as against only IL 10 million in' 1961.
Credits from suppliers, contractors, and sundry creditors in connection with

the implementation of the budget rose by IL 60 million from the end of 1961
to the end of 1962. During 1961, the outstanding balance of such debts had
declined by over IL 20 million.
As against the large increase in credit received from private investors, con­

tractors, and suppliers, net credit to the Government from public sector com­
panies contracted by IL 30 million, including revaluation differentials paid
on foreign loan funds deposited with the Treasury on the eve of devaluation.

J See Table XIV­11, and also a detailed analysis in Chapter XIV, "Money Supply, Credit,
and the Banking Institutions".

2 These securities are classiifed in this chapter as short­term credits, since their redemption
period was less than one year. A detailed discussion of this subject is presented in Chapter
XX, "The Securities Market".
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6. Net receipts from the National Institutions
With the renewal of the Jewish Agency's ,participation in, the ifnancing of

Government expenditure on immigrant housing, the National Institutions be­
came a net source of credit for the Government. This was in contrast to the
two preceding years when Government transfers to these Institutions for agri­
cultural settlement and afforestation had exceeded the amounts the Government
received­ from them.

(c) Payments ■ .■■■..■_. .,(, ,

Government outlay, other than on debt redemption and transfers to the
National Institutions, rose by IL540 million in 1962­ or by 30.5 per cent
compared with 1961­ 1aird totalled approximately IL 2,320 million; In 1961 the
annual rate of increase had been 15 per cent. The high rate of increase in
1962 was in large part due to the higher cost of imports after devaluation.

1. Purchases on current account

Current purchases of the Government rose by the very considerable amount
of IL 350 million, or 42 per cent, and totalled IL 1,190 million. Prices rose
by as much as 26 per cent during the year reviewed and of this, approximately
two­thirds was a direct effect of the alteration of the exchange rate. At 1961
prices, purchases rose by 13 per cent, mainly because of higher security .ex­
penditure, and to a lesser extent, because of the expansionof other services. In
1960 and 1961 the nominal rate of increase hadbeen..13 per cent.
Nearly 60 per cent of the total nominal increment in 1962 was spent on

security and special budgets, 20 per cent on interest payments,.­ and the re­
mainder on wages and salaries and other purchases (see Table VII­12).
Expenditure on wages and salaries, excluding the Ministry of Defense and

the postal and transportation enterprises, rose by IL 55 million, or 21 per
centj as comparedwith 1961, and totalled some IL 310 million. In 1961 the
rate of increase had been 12 per cent. The number of . employees rose by 6

per cent, and average pay per employee by 14 per cent. "' ■'

As of April, employees on the administrative grade scale received an ad­
vance amounting to 7 per cent of their pay on account of future pay 'adjust­
ments. This advance was granted after employees on professional 'grade' scales
had won raises in basic pay, and doctors and engineers had been awarded
additional concessions (such as automatic promotion by, ,years ■of service in
the profession).1 In addition, the cost­of­living increment rose by 6.3 per cent
compared with 1961.
Outlay on employment projects for the aged and the 'handicapped rose

owing to a 10 per cent increase in the number of personsemployed, including
new immigrants who arirved in Israel duirng the course ofthe year.

1 For further details, see Chapter IX, "Wages". , .. ,
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Table VII­12

GOVERNMENT PURCHASES ON CURRENT AND CAPITAL ACCOUNT, 1960­62

(IL million(

,1960 1961 1962

Increase
or decrease (­)

From 1 960 From 1961
to 1961 to 1962

Purchases on current account
Wages and salaries of civilian

54.29 .313' 259230staff ;

70. 10170100■90Interest payments*
<Other purchases (except for

2225 .14412297security( "

14664627481417Total

20435560356321Security and special budgets" '

350991,187837. 738Total on current account

Purchases on capital account
Stockpiling:
Food Division of Ministry of

22­420­22Commerce and Industry
Ministry of Housing and

20­214­6­A, miscellaneous

42­634­8­2 'Total stockpiling*

33" 19754223Postal and transport enterprises d

269664031National Water Carrier
Road construction and oil

9_3■­■ 178­11pipelines
Agricuture and Southern Negev

­­3336development
Public buildings and

9226,1715■miscellaneous

1191822110284Total on capital account

469. 1171,408939822Total purchases

* According to the Central Bureau of Statistics; including unemployment relief projects.
" Excluding interest paid to National Insurance Institute and the War Risk Insurance Fund;
including accrued interest on account of savings certiifcates of the Independence and De­
velopment Loans.

* Excluding payments of customs duties and purchase tax.
dUninstailed equipment of the postal and transport enterprises is recorded in this table
as investment by the enterprises and not as an investment in stocks.

120 BANK OF ISRAEL ANNUAL REPORT 1962



Expenditure on security and special budgets rose by over 50per cent, owing
to a rise in both prices (especially of imports) and volume. These outlays
accounted for almost half the Government's current purchases in 1962.
Interest payments on foreign and domestic loans amounted 10 IL170 mil­

lion, as compared with IL 100 million in 1961. Interest payments on foreign
loans increased byr70 per cent (in terms of Israel pounds), and there was a
similar rise in interest , on domestic .loans. Some IL50 million of the total in­
crease was directly attributable to the alteration of the exchange rate:1 In the
wake of devaluation, not only did interest due on foreign loans increase auto­
matically by two­thirds (in terms of Israel pounds), but a not inconsiderable
proportion of the interest . on domestic loans also rose to the same extent. Part
of the securities issued in the past by the Government are linked to the dollar,
and the Government also pays interest on certain foreign currency deposits at
the Bank of Israel.2 Interest payments on index­linked securities also increased,
with the rise in the index.
Since devaluation, interest paid on foreign loans has accounted for some

60 per cent of total interest payments. As to interest on the domestic debt, in
1962, for the third consecutive year, fully half of the total was paid on short­
term credits and deposits. .

2, Purchases on capital account

Government investment expenditure, including stockpiling, more , than
doubled­fromIL 100 million in 1961 toIL 220 million in 1962. Approxi­
mately one­third of the increase was spent on building up inventories, chielfy
of imported goods, and pertaining especially to the Food Division of the Min­
istry of Commerce and Industry and to the Ministry of Housing. At fixed
prices, investment other than in stockpiling increased by more than one­third
as compared with 1961­a rate of expansion considerably faster than that for
aggregate domestic investment.
The irse in investment covered all the major areas, except agirculture. There

was a substantial increase in capital , outlay by the Post Office, as part, of the
three­year plan for extending the telephone network. Investment in. the con­
struction of Ashdod harbor and in the National Water Carrier ,was stepped
up, as was investment in road building, in improvements at Lod airport, in
public buildings, and in vehicles and equipment for governmental institutions
such as hospitals (see Table VII­12).

3. Transfer payments and subsidies

Following devaluation, expenditure oh premiums on exports and on capital
transfers from abroad declined by IL 110 million as compared with 1961.

x Including interest paid on dollar­linked domestic loans.
2 Moreover, the rate of interest paid on these deposits (Pazak and Tamam) was raised
during the year in order to discourage their conversion into local currency.
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However, outlays on other transfer payments and subsidies increased by about
the same amount. The volume of expenditure on transfers and subsidies thus
remained unchanged (see Table VII­13). ■ '

Subsidies contracted. by IL 30 million as against 1961. Export premiums
were abolished after the devaluation; payments in '1962 amounted to .IL­55
million, or IL 90 million less than in 1961, and consisted mostly of premiums
on exports implemented before February 9, and to a small extent of expend­
iture connected with the penetration of foreign markets.' : .

Total subsidies on agricultural products increased very little: Whereas the
subsidies paid on milk rose considerably­ since output ■ was . expanded while
pirces were kept stable­ and drought compensation payments increased as
well, subsidies on eggs and poultry declined, and those paid to vegetable grow­
ers and on water for irrigation rose only slightly. ... ? .

■ There was a substantial increase in other subsidies. Especially noteworthy is
the payment of IL 35 million on account of exchange rate guarantees given to
importers beforedevaluation.1 ­ There was a considerable increase in subsidies
designed to check the irse inthe prices of foodstuffs and ■essential services, par­
ticularly bread, . edible ■fats, and public transportation. As' a result of .these
subsidies, the price of bread remained unchanged for six months after deval­
uation, while the prices of cooking oil and margarine, as well as bus and railway
passenger fares, remained practically constant from the day of devaluation until
the end of the year.
Transfer payments rose by IL 30 million, or 15 per cent, as compared with

1961. This increase is made up of a decline of IL 20 million in premiums paid
for the transfer of foreign currency, which were abolished when the exchange
rate was altered, an outlay of IL 6 million on two special grants paid to low­
income groups after the devaluation, and a rise of' IL 45 million or 24 per
cent in ­ other transfer payments.
Beneift payments by the National Insurance Institute, which constituted

some 40 per cent of all transfer payments, expanded by 20 per cent. Part of
these payments are linked to a special pirce index. ;

Expenditure on social welfare grants to needy families rose by 30 per cent,
despite the boom in the labor market. This .irse was apparently due to the
increased number of welfare cases among the new immigrant population.
A specialcost­of­living allowance, exempt from income tax and amounting

to 3 per cent of the gross monthly wage, was paid out by the Government
during the months April­June to wage­earners in the lower income brackets
in order to compensate them for pirce increases that occurred after devaluation
and for which they were not compensated by the increase in ,the regular cost­

נ This amount was largely paid out of the Exchange Rate Adjustment Fund, which was
established with the funds received by the Government from1 the Bank of Israel on account
of revaluation differentials.■ ■­*
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TableVII­ 13 י .

GOVERNMENT TRANSFER PAYMENTS, GRANTS, AND SUBSIDIES,' 1966­62

)IL million) , t

Increase
■ ,' 'or. decrease (­)

I960 1961 1962 . ~­¥^n Fr^nT
. ,., 1960 1961

to 1961­ to 1962

Transfer payments and grants , .

To households . " ' ■ .
National Insurance beneifts 74 84 . 101 10 17

Premiums on capital transfers ,. :

from abroad
Other transfer payments

,',Total transfers to
households

To non­proift institutions

Total transfer payments

Subsidies 1 ' ' :

On exports '

On agricultural production
On other goods and services

Total subsidies 182­ . 233 202 51 . ­31

Participation in the ordinary budgets
of the local authorities 40 4553 . 5' 8

­21­32424
23. 6775448

19■ . 16181 .■■. 162146

12862' ­5042

3124,,,■ 243212188

­89485514496
5' 10.■. 78!7363
53■ ­7691623

' Grand total 410 490 498 80

of­living allowance, which fell due only in July. An additional temporary grant
was paid to compensate for the rise in the price of bread, after the abolition
of the wheat subsidy in August. Both grants were paid out through the Na­
tional Insurance Institute. ■ ­.

Compensation for the rise in prices after devaluation in the form of in­
creased allocations was also made to the local authorities, the sick funds, and
­to a lesser extent­ institutions of higher learning! '■­'

In continuation of the trend which has characterized recent years, further
substantial increases took place in payments of pensions to civil servants and
to victims of Nazi persecution.
Grants to local authorities were increased, chielfy owing to the devaluation.
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4. Development budget ifnancing , ,

The relative share of development budget loans in total Government ex­
penditure and in total domestic investment continued to decline in 1962. The
drop in 1962 was also connected with the sharp contraction in the acquisition
of ships under the German Reparations Agreement, which had accounted for
about one­sixth of total public ifnancing in the years 1960 and 1961.
At current prices, development budget ifnancing was IL 70 million larger

in 1962 than in 1961, and amounted to IL 410 million. This increase was
made up of a rise of IL 110 million in expenditure on residential construe­
tion, a decline of over IL 55 million in outlay on ships, and an increase of
only IL 15 million in all other items. At 1961 prices, expenditure on housing
rose by two­thirds, owing tothe expansion of immigrant housing construction,
while other expenditure­ excluding investment in shipping­ declined by 11

per cent.
Approximately IL 285 million was given in the form of loans, and some IL 125

million as participation in share capital of ifnancial institutions and Govern­
ment companies.1 A further IL 55 million was transferred to the National In­
stitutions and to local authorities (see Table VII­14).
A very substantial rise, in real and nominal terms alike, took place in Gov­

ernment ifnancing of public sector companies. There was a particularly large
increase in the ifnancing of immigrant housing projects transferred to Amidar
Ltd.­a rise of 67 per cent at 1961 prices. On the other hand, there was a
sharp contraction in the ifnancing of the Zim shipping company, with the cut
in new shipping. Loans to other companies­ including Mekorot, the Israel
Electric Corporation, El Al, Negev Phosphates Ltd., and Israel Mining Industries
­ expanded by some 35 per cent, at 1961 prices. Loans to households likewise
expanded, and this was, of course, related to the rise in publicly­rifnanced
residential construction. ' ' :

On the other hand, there was a cut, even in nominal terms, in ifnancing
extended to private business enterprises, especially in shipping, agriculture, and
industry. The Government's participation in share capital of ifnancial insti­
tutions­ especially the Industrial Development Bank of Israel and the Tourist
Industry Development Corporation­ likewise declined.
Loans to the National Institutions and to local authorities also decreased.

The smaller volume of loans to the former was connected with the gradually
declining expenditure on. new agricultural settlement in recent years, when
very few new settlements were established. As regards the local authorities, the
loans granted to them in 1961 had been unusually large because in that year
a special arrangement was made. for the consolidation of their short­term debts.

J Excluding retroactive conversion of loans into share capital.
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Table VII­14
DEVELOPMENT BUDGET FINANCING,* BY DESTINATION AND

. BY BORROWING SECTOR, 1960­62 '

■' (IL million(

Increase
Hor decrease

1 C\C O

From 1960 From 1961
1yaf41y01

to 1961 to 1962

Sector of destination
10916230121105Housing
­617808669' Industry and crafts
­558157062; Transportation
­13383936Agriculture and irrigation"
16­16­. ­Electricity

, Mining, quarrying, and
3■ ­411812oil drilling
4­4211721Services and misc.

Total (excluding
70 ­36411341305public sector(

Borrowing sector
95'.­1 ■227132133Public sector companies
3711107372Households0
­40174282 . .65Private business enterprises
­22192850 '. 31Public financial institutions

­1.332Non­profit institutions
­­1112Foreign institutions

Total (excluding
70364113413051 public sector(

­4­237'4143' National Institutions
­26171913Local authorities

6440465401361Total ifnancing

* Including loans and participation in share capital, but excluding Government investments
(see Table VII­12). Loans through banks and other ifnancial institutions are classiifed
by the sector of final destination and not as loans to the financial sector.

b Excluding loans to the National Institutions (for agricultural settlement and afforestation)
and loans for rural housing.

" For housing, except that remaining under Amidar ownership, which'­is classiifed as loans
to public sector companies. . .,

5. Net payments to focal authorities
Net payments to local authoirties totalled IL 55 million, which was only

IL 3 million larger than in 1961. The Government's participation in the or­
dinary budgets of local authoirties increased by more than this amount, but
on the other hand, loans within the framework of the development budget
declined.
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)d) Functional composition of expenditure
A breakdown of Government expenditure in 1962 by function is shown in

Diagram VII­4.1 This' diagram brings out the multifarious nature of the
Government's operations, which embrace many spheres of national life.

Diagram VII­4

FUNCTIONAL BREAKDOWN OF GOVERNMENT EXPENDITURE, 1962

(percentages(

SECURITY AND SPECIAL BUDGETS
2A.O./.

­.
\

■■ \XGENERAL \/ \ /\/ \
/ \i 7\ POLICE AND JUSTICE

2.7­/. .

AGRICULTURE
AND
WATER
DEVELOPMENT

<O?f'

INDUSTRY.
MININO.
ELECTRICITY

b.fl.

TRANSPORT,
COMMUNICATIONS
AND OTHER
ECONOMIC SERVICES

7­7./.

GENERAL SERVICES

SOCIAL SERVICES

UiTIOHAL INSURANCE
( SOCIAL WELFARE .

. 80y.

ECONOMIC SERVICE*

HOUSING
lO.J'yC

UNALLOCABLE
SERVICES

INTEREST PAYMENTS
7.27.

MISCELLANEOUS
5.4­/.

The share of security and special budgets was even more striking than in
previous years, rising from 20 per cent of total expenditure (exclusive ,of

outlays on debt redemption) in 1961 to 24 per cent in 1962. The relative share
of social services likewise increased, from 27 to 30 per cent­ owing chielfy to
the expansion of publicly­financed housing. In the wake of devaluation; there
was also a relativerise 'in interest. payments. On the other hand, the relative
share of expenditure ' on ' economic services declined,­ with the ­ abolition

נ Absolute . ifgures for the years 1961 and 1962 are presented in■ the Appendix ' to this report
)in Hebrew only) . ן
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of export premiums and the reduction of development budget ifnancing, from
35 per cent in 1961 to 25 per cent in 1962.
These developments closely resemble those of the public sector as a whole,

.because of the preponderant role of the Government in total public sector
expenditure.

3. The National Institutions1

Devaluation had a considerable effect on the ifnancial operations ; of the
National Institutions, since most of their receipts come from abroad. In terms
of Israel pounds, the Institutions' foreign receipts " more than doubled in 1962,
and constituted as much as 90 per cent of total receipts (other than receipts
from the Government), as compared with approximately two­thirds in 1961.
In current prices, total receipts3 rose by IL 125 million, and amounted toIL 325
million. After deducting the difference arising from the calculation of foreign
currency receipts at the new exchange rate, the increase amounted to IL 25
million, or about 13 per cent.
Devaluation also affected payments, since 'the Institutions' foreign currency

outlay­ on interest and principal, transportation of immigrants to Israel, as well
as cultural and informational activities in the Diaspora­ constitutes; an .ap­
preciable part of the total. Payments, other than transfers to the Government
and including repayment of long­ and medium­term loans, increased by IL 85
million as compared with 1961, and totalled IL 300 million. After deducting
the rise caused by higher prices, which were due mainly to the alteration of
the exchange rate, the real increase in expenditure amounted to about IL 15
million, or 7 per cent. Real increases occurred in purchases, transfers, and
debt redemption, while loans and subsidies to new agricultural settlements did
not exceed the 1961 level.
The ifnancial position of the National Institutions was improved by the

devaluation, since the proportion of foreign currency in their overall receipts
is greater than in their overall payments. They were therefore able to raise
their participation in the Government's expenditure on immigrant housing,
which they had virtually suspended in the preceding two years, as well as to
reduce their net liabilities to the banking system, while raising the level of
expenditure on the transportation and absorption of immigrants.

J The Jewish Agency for Israel, the World Zionist Organization, the Jewish National Fund,
and Keren Hayesod. For the sake of brevity, the National Institutions will, in this chapter,
be referred to at times as "the Institutions".

2 Unrequited receipts, long­term loans, and net short­term credit.
3 With long­term loans recorded on a gross basis and short­term credits (less "deposits)

recorded on a net basis. Had all loans been recorded on a net basis, the nominal increase
as compared with 1961 would have amounted to IL 110 million, and the rate of increase
at the former exchange rate, to about 14 per cent.
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­■ Table VII­15

"BALANCE OF PAYMENTS" OF THE NATIONAL INSTITUTIONS, BY TYPE OF RECEIPT AND PAYMENT, 1960­62

(IL million( .■

Increase or
decrease )­(

Receipts 1960 1961 1962* 1960
to

1961

1961
to
1962

Payments 1960 1961 1962a

Increase or
decrease )­(
1960
to

1961

1961
to
1962

Unrequited receipts from

abroad 108

Various domestic receipts'" 18

110

17

Transfers and transacitons in goods and services

Purchases on current

69 account:179

30

2

­1 13 175715449Domestic"

333542118Foreign

Purchases on capital

113332219account0

Transfer payments, grants,

21302827and subsidies

Total 126 127 209 ' 1 82 Total 113 125 188 12 63



Transactions in ifnancial claims

w

V
a

O
w
wo

I
CO

to
to

72787169Long­term loans granted­Long­term loans received :

Redemption of long­term71­24861539Foreign

loans:22 ■­.1344229.Domestic*

91241514ForeignShort­term credit (net( :

5­5­ ' 10510Domestic ;19531127 ­,Foreign

­15­4­9610­Domestic*

From the banking .­ ,

­
­5420­3519­1system

Total ' 64 74 117 10 43 Total 93 ­91 112 ­2 21

Transactions with the Government .

Total receipts 190 201 326 11 125

Payments to the Govern­

­ ment (net)

Total payments

­16 ­15 26

190 201 326

41

11 ~ 125

" Excluding changes in the National Institutions' assets and liabilities due to the alteration of the exchange rate. Receipts and payments have
been recorded at the rate in force when they were received or paid. ­; . ... , _:

b Including collections on . account of principal. _ 2; !­

c Excluding goods and services acquired for transfer to others as loans of grants. ­ ■ ■. .■

" Excluding the banking system. . ­ ;

Source: Based on data from the Jewish Agency, the World Zionist Organization, the Jewish National Fund, and Keren Hayesod.



)a) The "balance of payments" of the National Institutions i

Table VII­1'5 shows the "balance of payments" of the Naitonal Instituitons
for the years _1960 to 1962, by main type of receipt and payment, with net
;money lfows between the Instituitons and the Government recorded separately.
^As a direct result of the devaluation, significant changes took place in the
■?structure of this "balance of payments".
; In the "real account" we find that the overall surplus of receipts (including
unrequited receipts from abroad) oyer payments increased, whereas in the
Hwo preceding years it had declined almost to the vanishing point. The surplus
.of receipts in 1962 was enitrely due to the alteraiton of the exchange rate; had
"receipts and payments been calculated on the basis of the former exchange
:rate and at 1961 prices, they would have been virtually equal.

■ A change in trend also occurred in the "financial account" and in tiransac­
tions" with the Government : in contrast to former years, receipts exceeded
payments in the "financial account" ; i.e. in 1962 the Instituitons borrowed
­more than they lent (chielfy to agricultural settlers). By contrast, payments
to the Government 7exceeded'] receipts from the Government, whereas in 1960
and 1961 the reverse had applied. ■x } ■ ^ ­■ ■"

Following devaluation, there was a considerable increase in the "demand
surplus"­ the gap between expenditure in the "real account" arid domesitc
income­ which had always been very large, owing to the special structure iof
.these Insittutions, In 1962 outlay on purchases and transfers rose by approx­
.imately IL 65. million­of which some IL 45 million relfects price increases
.mainly due to the devaluation­ and totalled IL 190 million'. On the other
hand, domesitc income from sales, collections, and donaitons amounted to only
"IL 30 million, .in spite of a^.substanital increase duirng the year. Thus the
"demand surplus totalled IL 160 million, as compared with IL 110 million in
­1961 and IL95 million in 1960. ,., ,.., ■'; ,. , ! ­'' ■

',(b): Receipts
■I. Unrequited receipts

In terms of foreign currency, the rise in unrequited receipts in 1962
amounted toonly. 5 per cent, bringing the total up to $ 65 million. There was
a slight­ increase in receipts from the United Jewish Appeal, but on the other
,­hand ■Reparaitons income remained at the 1961 level.1 However, owing to the
?alteraiton of the exchange rate, the IL value1. wasIL 70 :million higher than
.in. the previous year. ;­

'­1 ­Under the terms of the Reparations Agreement, the Government transfers to the ,National
. Instituitons 22 per cent of the fixed reparations' allocation. This amount did not change
'in 1962, though the Government's own receipts from reparations were actually smaller
than the ifxed annual quota, owing to advance utilization in previous years.
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2.■Transfers and collectionsin Israel . י ■.' י

Local receipts, which include rents collected by theJewish' National Fund,
local donations, payments for services rendered, and collections on account of
principal and interest on loans granted by the Jewish Agency, constituted less
than 10 per . cent of the Institutions' total revenue duirng the year reviewed,
even though they were considerably larger than in 1961.
Until April 1960, the loans granted by the Jewish Agency remained un­

linked. As to loans granted after that date, which were 'hnked 70 per cent to
the dollar, it was decided to adopt the procedure recommendedby the Gvati
Committee and approved by the1 Government.1

­ .:..■..,>. . , ■ \ . . .
3. Increase in indebtedness . ; ■ ■

Net receipts from borrowing amounted in 1962 10 about IL80 million
)some IL 20 million of which are attributable to the change inthe. exchange
rate), as compared with IL 55 million in 1961 and IL40 million in 1960. Net
long­term loans increased by IL 95 million, while short­term credits contracted
by IL 15 million: short­term credit from domestic sources was reduced to
the considerable extent of IL45 million, while short­term credit from abroad
was ,expanded by IL 30 million. In 1961 short­term creditshad,.accounted for
no, less than 70 per cent of , the Institutions' total loan receipts. This change
relfects the considerable improvement in the ifnancial position of the National
Institutions in the wake of the devaluation.2

)a) Foreign loans
' There was a substantial increase in net receipts from foreign loans, both
long­ and short­term, even in terms of dollars. These receipts totalled $ 30
million­ about one­third of which was borrowed for peirods not exceeding
one year­as compared with $ 7 million in 1961 and $17 million in 1960.
Net long­ and medium­term loans. increased by $ 20 million, while the out­
standing balance of 1 short­term credit, net, of deposits, rose by $ 10 million.
Credit receipts rose to a greater extent, but on the other hand the Institutions'
deposits with foreign banks increased by$ 8 million. ' .,

)b) Domestic loans י יי " . יי ■ י ■ ■

The net debt to the banking system declined by IL 35 million. The Iirstitu­
tiofis repaid debts, most of which had been linked to the dollar, and augmented

* See Chapter X, "Agriculture", section 6, "Financing".
2 A very considerable ,proportion . of the Institutions' 101^ and medium­;tenndebts 1,were

linked .to the dollar, whereas loans granted by the Institutions were, to all intents and
purposes, unlinked.. The rise in indebtedness due to the alteration of the exchange rate,
net of the irse in the value of linked bank deposits, amounted to over IL100 niillioh.
However, since so large a part of the Institutions' receipts is in ' foreign currency, there is
no reason to view this as a deterioration in their■ position' vis­a­vis the pre­devaluation
peirod. ' :
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their deposits with local banks. In 1961 the Institutions' debt to the banking
system had irsen by approximately IL 20 million.
Net receipts from long­ and medium­term loans were higher than in 1,961,

and, amounted to IL 35 million. Most of the new loans were received through
the issue of secuirties. Keren Hayesod issued a new series of debentures which
was taken up by provident funds, while domestic sales of foreign currency secu­
irties issued by a Jewish Agency subsidiary called Hollis and which were pur­
chased mainly by restitution recipients, also assumed greater proportions in
1962. Expenditure on debt redemption was doubled as compared with 1961,
since all the securities issued bythe, Institutions in preceding years had been
linked either to the dollar or to the consumer price index.
After having irsen in both 1960 and 1961, the outstanding balance of short­

term domestic credits1 from sources other than the banking system declined by
IL 10 million duirng the year reviewed.

(c) Payments '­ ' ■■

Outlay of the National Institutions in 1962 was strongly affected by the
devaluation and the intensified flow of immigration.
Current purchases in Israel and abroad totalled IL 125 million­ IL50 mil­

lion more than in 1961. Almost IL40 million of this increment was due to price
rises­ of which some 80 per cent was directly attributable to the change in the
exchange rate,2 and about 20 per cent was due to wage increases and other
irses in local prices.
Current, expenditure on wages and salaries rose by over 20 per cent owing

to raises, in pay (including the increase in thecost­of­living allowance ). The
number of employees, which was on the decline in 1960 and 1961, remained
practically unchanged.
Interest payments in Israel and abroad, excluding interest paid to the Gov­

ernment, totalled approximately IL 30 million, as compared withIL 16 million
in 1961. A considerable part of this increase was directly attributable to the
alteration of the exchange rate.
Expenditure abroad and outlays on the transportation of immigrants rose,

both because of devaluation and because of a irse in the volume of transactions.
Investment by the Jewish National Fund­ chielfy in afforestation and land

reclamation­rose but slightly. There was also a small increase in the Jewish
Agency's investment in inventories, equipment, and construction.
The sum total of transfer payments and subsidies remained virtually un­

changed as compared with 1961. There were increases in outlay ■on the pre­
liminary absorption 'of immigrants, as well as on allocations to institutions of
higher learning and immigrant organizations. But on the other hand, subsidies

1 Credits received net of credits granted.
2 Expenditure abroad and interest payments on domestic dollar­linked loans.
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to new agricultural settlements declined. Outlay of Youth Myah increased
somewhat. ' .

Loans consist chielfy of equipment and cash allocations supplied to new
agricultural settlements, and to a minor extent, housing for immigrants other
than that erected through the agency of the Government. In the past several
years, virtually no new agricultural settlements have been established, and all
the loans granted by the Settlement Department of the Jewish Agency have
been earmarked for the consolidation and expansion of existing settlements.
At ifxed prices, there was practically no increase in outlay on loans in 1962
as compared with 1961.
Net payments to the Government totalled IL 25 million in 1962. In 1961

and 1960, the National Institutions had received IL 15 million more from
the Government than they paid out. The Institutions' expenditure on immi­
grant housing projects sponsored by the Ministry of Housing rose considerably.
Interest and principal payments to the Government, including linkage differen­
tials on foreign currency loans, also rose. On the other hand, allocations from
the Government's development budget to the Settlement Department of the
Jewish Agency and to the Jewish National Fund1 declined.

(d) Functional composition of expenditure
A functional breakdown of the National Institutions' expenditure in 1962

is shown in Diagram VII­5.2
.­ The Institutions operate chielfy in the spheres of agriculture, immigration,
education, and housing. In 1962 approximately 35 per cent of total expenditure
(apart from debt redemption payments, which are here excluded) was chan­
nelled to agriculture. This covers, inter alia, the operations of the Jewish
Agency's Settlement Department and investment of the Jewish National Fund
in afforestation and land reclamation. Social services­ mainly education and
housing­ accounted for 30 per cent of the Institutions' expenditure, while the
remaining third was spent on services directly connected with immigration,
general administration, and interest payments. Outlayon "immigration services,
ashere. deifned, includes only the transportation of immigrants to Israel and
initial absorption requirements. Any departure from such a narrow deifnition
would mean the inclusion of virtually the entire outlay of the Jewish Agency
in this category, since immigration and absorption of immigrants are its raison
d'etre. Educational outlay includes the expenditure of Youth Aliyah, as well as
educational activities in the Diaspora and among youth groups from abroad
undergoing training in Israel. Housing outlay refers largely to the ifnancing of
immigrant housing projects sponsored by the Ministry of Housing.

1 See Table VII­14. . . . .■­

2 Absolute ifgures for the years 1961 and 1962 are presented in the Appendix to this report
(in Hebrew only) .
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, ... Diagram VIIT5

FUNCTIONAL BREAKDOWN OF EXPENDITURE OF THE NATIONAL
' INSTITUTIONS, 1962 י
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\ As a result of devaluation and the second consecutive year 6/ large­scaie
immigration, there was a rise in1962' in the relative share of expenditure on
immigrant services, interest payments, and housing, whereas the relative share
of outlay' on agriculture declined, accounting for 35 per cent of the total, as
already noted, compared with 45 per cent in 1961.

" '■.v !. ■,■ ■ ■ ■.■ .■­■ ■ ' '1­ . " ■ . '

4. The Local Authorities'
The scope of operations of the local authorities2 rose by IL 60 million as

compared with 1961 j and totalled IL 360 million. Nominal expenditure in­

1 Municipalities, local councils, regional councils, and religious councils. For the sake of
brevity, the local authorities will in this chapter be referred to at times as "the authorities".

2 With loans received from the Government, the banking system, contractors, and suppliers
recorded on a net basis, and other loans, on a gross basis. j

134 BANK OF ISRAEL ANNUAL. REPORT 1962



creased by 21 per cent, the same as in 1961, while tax revenue rose byonly 19 .י

per cent, as compared with 24 per cent in 1961. Taking into consideration the '

rise in prices, there was a decline in the rate of real increase inexpenditure­"7 per 1

cent as against 11 per cent in 1961. In real terms, consumption grew by 11.5 per'
cent, i.e. by 7 per cent per capita, while investment remained constant.

Since devaluation occurred before ­the start of the 1962/63 fiscal year, there
were grounds for anticipating a rise in costs, especially with regard to wages and ,

salaries, investments, and interest and principal payments on linked debts.
Nevertheless, in its efforts to keep prices down, the Government opposed a
general raising of local tax rates.1 To ensure the maintenance of local services as
planned, ,the Government promised to compensate . the authorities forj their
higher costs in the form of enlarged grants.
Consequently, the rise in current revenue did not keep pace with the in­

crease in current expenditure, and the dissaving of the local authorities grew. .

Likewise, overall budgetary outlay in 1962^exceeded receipts and a deficit was
incurred, in contrast to the two preceding years when the, authoirties had sue­

. ceeded in balancing their budgets andeven "creating a slight surplus.
With the deteiroration in their ifnancial position, the authoirties resorted

increasingly to credit from thebanking .'system, and such credits constituted
about one­third of total net receipts from loans in 19.62. ;­. ­ ;■

(a) The "balance of~payments" of the local,,.authorities f 1

TableVII­ 16 shows the "balance of payments" of the local authoirties for
the years 1960to* 1962, by type of receipt and payment, with :net money^lfows .

between the local authoirties and the Government recorded separately.
In the "real account." expenditure exceeded revenue to a considerable­ extent^

i.e. the local authoirties had a demand surplus. In 1962this demand surplus was
IL 15 million larger than in 1961, and amounted to IL 95 million. Income from ,

rates, taxes, and other compulsory payments covered 70 per cent of the expend­
iture on current purchases, investment, and transfers, as compared with 72 per
cent in 1961. .. ■ ,

x ­As in previous years, the 1962 demand surplus was ifnanced half by Govern­
meirt grants and half by net borrowing. Total receipts from the Government­
loans as well as grants­ ifnanced about 60 per cent of the authoirties' demand
surplus.

)b>) Receipts ..■■; . ;

/.. Taxes ~■

Tax revenue of the local authoirties, including the surplus on current account
of municipal waterworks and. transportation enterpirses, rose by 19 per cent in

* :Changes in rates of taxes levied by ' the local authorities are subject to approval ;by the
Ministry of Interior.;. ,_ \.
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Table VII­16
"BALANCE OF PAYMENTS" OF THE LOCAL AUTHORITIES, BY TYPE OF RECEIPT AND PAYMENT, 1960.62

(IL million(

to
TC<

2

w

W
r

z

9)

W

i
CO

to

Increase or
decrease )­(

Increase or
decrease )­(

1961
to
1962

1960
to

1961

1962­19611960Payments1961
to
1962

1960
. to
1961

1962*19611960Receipts

­■

­

transacitons in goods and services
26 Purchases 'on current

Transfers and
162 26136110Rates and taxes"

3625185149124account
Purchases on capital1613846855Miscellaneous income

12
8

15
7

112
43

100
35

85
28

account
Transfer payments

­'

5647340284237■ Total4239246204165Total

3
3

3

1

15
5

12 ­

2
9
1

ifnancial claims
Redemption of long­term
loans
Domestic
Foreign

Transacitons in

­1 ­5
7 10

. ­4 ­

2 12

38

6

15

5
28

6

3

6
21

10

1 .

Long­term loans received
Foreign
Domestic"

Short­term credit (net)
Domestic0
From the banking
system

6420 .1410Total­174594238Total

the GovernmentTransacitons with
3 7
5 ­4

47
8

40
12

37
7

Net grants :­
Net' loans

38 ;555244Total

6251360298247. Total payments"6251360298247Total receipts'1

­­ ­ ­..­o ­r­~e~ "■ ­ ""*­." au"1"wu<=, imcis ana iiaoniues aue to devaluation. Receipts and payment have been recorded at the rate
^ ot exchange, in force when they were received or paid.
Including net profit of waterworks and other enterprises.

" Excluding loans from the banking system. ­"£Z^Lf^Z^Z.^?^™"f* and paymentsin the local authoirties­ reports in that current income frbm enterpirses, loansc~.™If­?^" ■' ^PPlle^■ and banks, and transactions with. the Government have all been ercorded on a m­t h^U . ^ *



1962, compared, with an increase of 24 per cent in 1961, and totalled IL 160
million.
This increase relfects the rise in rates in ifscal 1961/62 and the widening

of the tax base as a result of the addition of new residential units, which con­1
stitute the main basis for local taxes. As already mentioned, there was no
general raising of rates ■in 1962/63, though a certain increase did occur through
reassessment and transfer of residential buildings from lower to higher assess­
merit areas. Some of the authorities also raised their building license fees.
Water rates were in general not raised, and moreover consumption expanded at a
reduced rate owing to the installation of water meters in recent years and the
water shortage during the summer of 1962, which brought about cuts in the
Tel Aviv water supply. As a consequence, there was a decline in the current
surpluses of the waterworks. (In Tel Aviv the water rate was raised as from
August 1962.( ■ ­,

2. Other compulsory levies

Income from transfers and sales on current and capital account rose, as in
1961, by 23.5 per cent, and totalledIL 85 million. In' 1962/63, a number of
authorities, including the Tel Aviv Municipality, raised their school fees (on
books and services provided in the elementary schools), and Jerusalem levied
such a fee for the first time. 1 ■■

Approximately half the IL85 million came from assessments on home­ and
land­owners for ifnancing roads, sidewalks, and sewerage and from the instal­
lation of water meters. These receipts covered about one­third of local authority
investment.'­ ■

Approximately 40 per cent of the IL 85 million were fees for services rendered,
including school fees in the elementary schools, tuition feesin 'kindergartens
and secondary schools run by the authorities, hospitalization fees in municipal
hospitals, and participation in the cost of meals provided to children at schools
and summer camps. Rents on properties owned by the authorities and sales of
land constituted the remaining sources of income.

3. Government grants . <

Government allocations to local authorities, after deduction of interest pay­
ments and participation of locai authorities in Government expenditure, totalled
approximately IL 50 million in 1962. The annualrate' of increase amounted to
17.5 per cent, as compared with 10 per cent in 1961.
The general grant­in aid, which constitutes approximately half the Govern­

ment's net allocation, rose by some 25 per cent. This increase was intended
chielfy to compensate the local authorities for not raising their tax rates after
devaluation. The participation of the Ministry of Social Welfare rose by 30 per
cent, while that of other Government departments­ the Ministries of Education,
Health, Religion, and Labor­ was raised only slightly. . ,
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Government aid is granted mostly. to local authorities otherthan> the large !

municipalities. In 1962 the four main cities together received only 15 per cent
of total Government grants, though they accounted for fully half■ of local
authority expenditure. These cities have a relatively greater taxing capaittyand ,

are therefore less dependent on Governmental assistance;­ they accounted for
as' much as 60per, cent, of total tax collections of thelocal. authorities. 1 ,,,

4. Increase in indebtedness1
;1|

Net receipts of the authorities from loans, including loans received from the,
Government, amounted to. IL45 million, as against IL40 million in 1961 and
IL 35 million in 1196.0. Approximately one­third ofthe amount borrowed came
from the banking system. ' , ./ .■;■,■
.Loan receipts from the Government were smaller during the year reviewed

than in 1961, when a special arrangement was made for the consolidation of
the authorities5 short­term debts. Government loans constituted approximately
one­sixth of all the loans received by the authoirties in 1962, as against one­third
in 1961 and one­iffth in 1960. .■ .., . .].,,,.<■ ,:,
As in previous years; loans from ■the State 1Lottery. which are earmarked ­for,

the erection of schoolbuildings "increased and amounted to;IL, 8'.5.. million.2
A number 'of large, cities ,also ;received loans from popular secondary. education
saving schemes established in recent years. Another source ♦of .financing was the
ifnancial institutions­ interalia, ■the. Jaysoui. Motrgage Bank;,the Bank Leumi
Investment Company, the Local Authorities' Bank; and Grnul Ltd.. ■■ ;.,,­, ,, ;

No new . loans were received fromabroad duirng, 1962.After. devaluation
redemption expenditure in connection with foreign loans obtained in previous '

years increased. ■. ., ';. ■ ­.., ■ .' ,. .., . . .j ,, ,T; t, .

Total creditsrreceived from contractors and suppliers■ are estimated to have,
remained on the 1961. level.,On the one hand, there was aidecline'in outstand­
ing, liabilities'to contractors, while on the > other, extrabudgetary open debts 1 to'
suppliers rose to cover .the budget deifcit incurred following devaluation. . ;.,,..
The banking system became a major source, of ifnancing for thelocal !author­;

ities in 1962. The outstanding balance of bank loans rose by some IL 14
million,3 while bank deposits contracted by IL 1 million. Total receipts thus
amounted toIL 15 ,million. In previous , years, annual borrowing from this
sourcehad amounted to no more than IL.2­3 million. ■■■■■, ... ,

On the basis of provisional estimates, it appears that duirng the 1962 calendar
year an overall budgetary deifcit ,was incurred whichfar, exceeded any in recent
years. As already stated, this led to a rise in borrowing from the banks and in
open debts to suppliers. ; t ­ .■.■.­.; ?.,r ,,:,,,. ,■.,

1 This discussion refers in all cases to net loans. .
2 The State Lottery' transferred a further IL 1.5 million' to local ' authorities 'in 'the form of
grants for 'the erection' of health institutions. " '; ''<■) ­ ■ ' ■■ '1"■, .­:,­■,( ' ' ■

s. Excluding loans from Government deposits and revaluation differentials. .

138 BANK OF ISRAEL ANNUAL REPORT 1962



The debt balances, of the local . authoirties rose considerably more in 19,62,
than they hadin previous years, becauseof the addition ■not only of new loans
received, but also of linkage differentials on old loans. Althoughthe.Government
waived its rights to linkage differentials on a substantial proportion of its loans
to the authorities,1 some of the authorities had contracted debts abroad, as well ,as
dollar­linked or index­linked liabilities to banks, financial institutions, and the
general public (in connection with joint secuirties issues). ■{

Even before devaluation,2 the authoirties' debts, which at the, end of March
1962 totalled over IL 260­million,, (excluding revaluation differentials)■,,,had ,

already ;constituted a heavy burden on their ordinary budgets..Payments, ,on ,

account of interest and principal accounted for some 18per ;cent. oftotal tex­
penditure in their ordinary budgets in ifscal 1961/62, and came to about 37
per cent of income from taxes. ... . ■_ ,,,, . .;

. .:. . , .v.. , ■< ,

(c) Payments;.' ■ ., ...­'. ....' ­ , . . ;;> . . ■■'..'; '"
In 1962 outlay of the local authorities, other than debt■ payment and current

expenditure of the trading' enterpirses, rose by IL'55 million­ over the 1961
level, andtotalled approximately IL 340 million.' The annual 'rate of increase,
in current pirces, was 20' per cent. Two­thirds of the increment was due to
higher pirces, and one­third representeda real increas^e. The major part of the'
increase was spent on consumption; and only one­iffth on investment.' " "­­ . :

1. Current purchases and transfer payments י י י .י "יי יי 'יי

Paymehts'of .wages and salaires, which constitute approximately two­thirds
of the authoirties' current purchases,"roseto■ the considerable extent of 25 per
cent­of which about 16 per cent was due to a irse in the average pay per
employee and 8 per cent to the rise in the numberof employees. The authoirties'
totalr 1962 wage bill amounted to approximately IL 125 ?.מ11110ות 1,961ן­ו11 the
wage bill had irsen by 18 percent­of ,which 13 per cent was due to higher

1 ■ ' ■'. ■ ■>, r'f ■ ■ <"■>: .f. ■1­. ' V f '
J Under the terms of a special arrangement, linkage clauses ,in. Government loans to the
. local authorities for ifnancing investment in road building, drainage, public gardens,
electric power, and public buildings were cancelled completely, while a ifnal decision regard­
ing the linkage clause in loans earmarked for sewerage works, water meters, and sidewalks
was deferred for two years. Only in the caseof■ loans granted forcertain .specified economic
purposes­ such as the expansion of waterworks, the erection of slaughterhouses and com­
mercial buildings, and the. connection of homes to the electric power network­ did the
linkage clauses remain in force,and. even in these instances the period ofredemptionj was
extended by one­third.

2 In accordance with Ministry of the Interior regulations, payments on account of principal
are recorded in the ordinary budget. ■ י יי '' " ' ''' .' ■ '" . > "

3 Including wages and salaries paid by religious councils, but excluding those paid by the
trading enterprises or on capital account. Also excluded are the salaries of teachers in
elementary schools and . kindergartens for children of compulsory>school age, since these
are paid directly by the Government.
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average pay per employee and 5 per cent to staff expansion. Following the
changes in rates of pay of Government workers during 1962, many local
authorities raised wage rates in the administrative grade scale: Rates of
pay in professional grade scales, which are ifxed by country­wide labor agree­
ments, also rose.
Transfer payments expanded by 23 per cent as compared with 1961, and

amounted to IL 43 million. Social welfare allocations to needy persons ac­
counted for more than half the total, while the ­remainder represented outlay
on food dispensed in schools and in municipal. institutions, grants to educational,
cultural, and health institutions, and pension payments, as well asthe share of
the local authorities in graded secondary school fees. L'' '­

2. Purchases on capital account1

At ifxed prices, there appears to have been no change in the volume of the
authorities' investment as compared with 1961. With the rise in prices, nominal
expenditure increased by 12 per cent, and amounted toIL 112 million. In the
past two years, investment has been expanded at a declining rate, as a number
of major development projects in the principal cities have been completed, while
implementation ofnew. large­scale projects has not yet begun. The major ifelds
of investment■ are the erection of school buildings, the construction of roa'ds
and sidewalks, trafifc and parking arrangements, sewerage, the extension of
municipal water networks, and the installation of water meters in homes. A
relatively new sphere for municipal investment is residential construction. In
recent years, the large municipalities have begun to allocate funds for slum
clearance as well as housing for young couples. .' >

(d) Functional composition of expenditure .. .,

A functional breakdown of the local authorities' expenditure (other than on
debt repayment) is presented in Diagram VII­6.2
The local authorities operate chielfy in the ifelds of education, social welfare,

and strictly municipal services. In the economic ifeld their activities are limited
to the transportationbranch­1mostly road maintenance and construction," and
also trafifc and parking arrangements­ with the exception of the regional
councils, which also supply agricultural services and in some instances electric
power.
Approximately half of total expenditure was earmarked for social services

(inclusive of outlays ifnanced by the Government). Two­thirds of the expend­
iture on social services were devoted to education, one­iffth to social welfare,
and the remainder to health and housing. In the large, well­established muni­

1 Including loans for investment, especially to local councils.
2 Absolute figures for the years 1961 and 1962 are presented in the Appendix to this Report
(in Hebrew only( . ­ 1
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­>■ Diagram VII6
FUNCTIONAL BREAKDOWN OF LOCAL AUTHORITY EXPENDITURE, 1962

(percentages(

LEGEND

i
GEHEtAL SE

CENERAU AOMIMISTRATION

n.ey.

\\\\7X\\\\_Aכ \ 1A\\\\\\
CRUtCi A\\\\\\\ 1

COMMUNITY i \mv£ei/\\\\\\\\\ /
\■ /\\\\.\\\\\\ 125.1 ­/

EDUCATION, /f
CULTURE, / ■

RELIGION 1

31.1'/. Hi^
A\\\\W\\\\\ \x\\\\\\\\\\\\\ /

f/\\\\\\\\\\\\\\
IA\\\\\\\\\\\\\\ ,

/1 1 1 1 1 1 1 I 1 1 1 1 1 1 1 1 1\\\\\\\\\\\\\\\\Y­ ,
I I I 1 I I I 1 I 1 1 i­i 1 L/\\\\\\\\\\\\\\\\\v

V

CCOtWMtC 5Es

1

/
/
RVICEi­­ M ' , COMMUNITY 5E

c
UUAtLOCABl­E S

1

H

/ ■­'

/

EA

/
H

S
\X

7V. ' '\ / ■ff
ECONOMIC

JO.

\ .

EAR

^/s
I

WELF

►''

)/
­RVICCS

10.7IHTERE>T PAVMEHTS

cipalities, the relative share of social welfare is considerably less than in the
smaller authorities and in development areas.
Community services account for one­quarter of total expenditure. These rep­

resent in the main outlay on sanitation and sewerage, waterworks,1 public
gardens, town planning and building licensing, street lighting, and fire­ifghting
services.
Expanditure on interest, including that paid to the Government, amounted

to more than IL'15 million,or 5 per cent of total payments. General admin­
istration accounted for approximately 12 per cent of total expenditure.

J On capital account only.
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