
CHAPTER VII

PUBLIC SECTOR1 OPERATIONS

1. Public Sector ­ Consolidated Account

In 1964 the demand surplus of the public sector declined, and its saving
increased. At the same time, the net volume of credit which it granted to other
sectors of the economy expanded appreciably, and was accompanied by a greater
recourse to borrowing from abroad.
The scope of public sector operations increased by IL 510 million in 1964,

and reached approximately IL 4,250 million.2 The annual rate of growth at
current prices amounted to 14 percent, as against 15 percent in the , preceding
year.
Payments, other than the redemption of long­term loans (which remained

at approximately the 1963 level ), went up by 15 percent, compared with a
rise of 11.5 percent in 1963. Public consumption expanded at a somewhat slower
rate: most of the wage increases arising from the wage agreements signed in
1964 were not implemented during the year reviewed, while Government pur­
chases abroad apparently did not go up and may even have declined slightly.
At constant prices, consumption increased by 7 percent, as against 9 percent
in 1963. Transfer payments likewise expanded to a relatively moderate extent.
On the other hand, there was a substantial rise in outlay on subsidies, invest­
ment, and the financing of residential construction, while loans granted from
the development budget and by the Jewish Agency Settlement Department con­
tracted. At constant prices, the volume of investment (except that in inventories)
increased by some 20 percent, compared with 11 percent the year before.
Tax revenue moved up at the same rate as in 1963­ about 20 percent. It

* The Government (including the National Insurance Institute), the National Institutions
(Jewish Agency, the World Zionist Organization, the Jewish National Fund, and Keren
Hayesod), and the local authorities (including religious councils). Current income and
expenses of trading enterprises (such as the Post Oiffce, Israel Railways, and municipal
waterworks) have not been included, except for their surpluses or deifcits. The data cited
in this chapter are based mainly on ifnancial reports of the public sector authorities and
partly on data of the Central Bureau of Statistics, and in all cases refer to calendar
years. Data for the year reviewed are based on provisional monthly summaries, since
ifnancial reports for ifscal 1964/65 have not yet been published. Figures for the years
1961­63 have been revised.

z With long­term loans recorded on a gross basis and short­term loans on a net basis. If
all loans granted and received were recorded on a net basis, the scope of operations would
rise by 15.8 percent and total IL 3,740 million.
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should be noted, however, that part of the income tax collected duirng the
year reviewed will be refunded in 1965 because of the cut in tax rates in
January 1965, effective retroactively from Apirl 1964. As in 1963, indirect
taxes on vairous consumer goods were reduced in order to keep their pirces
down. Loan receipts from the public, especially on account of the Government
Short­Term Loan, as well as loans from provident funds and other ifnancial
institutions, were smaller than in 1963, while collections on account of devel­
opment budget loans remained at the 1963 level. German reparations continued
to decline, but total proceeds from abroad, including net receipts from borrow­
ing, were appreciably larger than in 1963, when $ 50 million in loans were
redeemed before matuirty with the help of a special advance from the Bank
of Israel.
After a four­year downtrend in outstanding credit from the banking

system ( excluding the above­mentioned Bank of Israel advance), the public
sector in 1964 once again resorted to the banking system as a source of finance,
borrowing more than IL 100 million.
Dissaving­ the excess of expenditure over revenue on current account­

decreased appreciably in 1 964, and the public sector as a whole (including
the National Institutions) even showed a small positive saving. This improve­
ment was entirely due to Government operations, but it must be noted that it
stemmed in large measure from the deferment of wage and salary increases for
Government staff and of income tax reductions.1
The demand surplus­ the excess of expenditure over domestic revenue on

current and capital account­ also declined, a development which likewise must
be ascribed entirely to Government operations. The decrease here was much
smaller than that in dissaving, owing to the big increase in Government and
local authority investment duirng the year reviewed.
These developments­ the conversion of a dissaving into a positive saving and

the reduction of the demand surplus­ suggest that the public sector's operations
in 1964 had a restraining effect on inlfationary trends in the economy. However,
these indicators relate only to the sector's direct activities. In order to fully assess
its inlfuence on aggregate effective demand, account must also be taken of its
credit transactions, for to the extent that it injects more credit into the economy
than it receives from it,2 it enables other sectors to increase their demand. Here
we ifnd that in 1964 the net volume of credit granted by the public sector
was considerably expanded, largely because the Government's domestic loan
receipts fell off precipitately.
The net amount of funds injected into the economy by the public sector,

which consists of the sector's demand surplus and net credit obtained from

' As regards individuals, there is good reason to believe that their behavior was already
affected during the year reviewed (see Chapter XIX, "Saving").

­ Excluding credit from the banking system.
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Table VII­1

SAVING, DEMAND SURPLUS, AND NET AMOUNT INJECTED INTO
THE ECONOMY BY THE PUBLIC SECTOR, 1961­64

(IL million)

Increase or

1961 1962 1963 1964 to^/ffIiJ
to 1964

Surplus of sales* over taxes and
net domestic transfers
On current account: public
sector saving(­ ) or

­138­934513212dissaving
90426336297163On capital account

­48333381429175Demand surplus
145288143121253Net credit granted in Israel0

97621524550428Total

Thereof:
106346240304281By the Government

By the National
­22271293236141Institutions

By the local
134­9106authorities

Of goods and services, both locally produced and imported.
See also Table VII­4.
Excluding transactions with the banking system.

other domestic sectors, rose by approximately IL 100 million. This indicator
relfects the increment to demand and liquidity in the economy which arose from
public sector operations and was financed mainly by unilateral receipts and
credit from abroad and partly by credits from the banking system.

(a) The effect of the public sector on the level of aggregate demand1
The contribution of the public sector to the growth of the aggregate demand

surplus is measured in greater detail in Table VII­2. The first part of the
table measures the demand surplus of the public sector­ i.e. the difference
between its total purchases on current and capital account on the one hand

* For a more comprehensive discussion see Chapter XVI, "Flow of Funds1'. An analysis of
the Government subsector is presented below (see Table VII­6).
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Table VII­2

PUBLIC SECTOR OPERATIONS AND SOURCES OF FINANCING, 1961­64
(IL million)

Increase or
1961 1962 1963 1964decrease (­)

from 1963
to 1964

A. Demand surplus
Public consumption and investment
Less: Net taxes and transfers from
the public"

Demand surplus

B. Net credit granted"
Loans granted0

Less: Domestic loans and credit
received^

Net domestic credit granted

Total(A + B )

1,335 1,921 2,214 2,561 347

1,160 1,492 1,833 2,228 395

175

353

429

414

381

403

333

458

­48

55

­90170260293100

145288143121253

428 550 524 621 97

Financing through receipts from
abroad and from the banking system

­38
150

215
297

253
147

234
389

249
205

From abroad
Unilateral receipts
Net loans and credit

c.

112
)38(

512

)171(
400
)133(

623
)233(

454
)252(

Total
Total in $ million

­15109124­73­26From the banking system"1D.

97621524550428Total (C+D(

Note: Further details will be found in the Appendix to this Report (in Hebrew only).
* Receipts from taxes, domestic transfers on current and capital account, interest, and prop­
erty, less transfer payments and subsidies.

" Excluding transactions with the rest of the world and with the banking system.
c Net of repayments.
* In 1962­a decline of IL 235 million in the debt to the banking system, plus revaluation
increments in the amount of IL 162 million which the Bank of Israel transferred to the
Government.
In 1963­a rise of IL 149 million on account of the special advance granted by the
Bank of Israel for the early redemption of Government debts abroad, and a net decline
of IL 25 million in other credits.
In 1964­a decline of IL 39 million due to repayments on account of the above advance
and a net rise of IL 147 million in other credits.
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and its revenues from net taxes and domestic transfers on the other. Public
consumption and investment1 represent the direct demand of the public sector
for goods and services, either locally produced or imported. Tax receipts, less
domestic transfers, represent the contraction of private sector demand as a
result of the reduction of its income through public sector levies.2 To the extent
that the public sector increases its demand more than it diminishes the demand
of the rest of the economy by means of taxes and other compulsory levies, its
demand surplus goes up, and this is relfected either in pressure on the domestic
price level or the growth of the import surplus, or both.3
The demand surplus of the public sector­ which went up appreciably after

the devaluation, when foreign currency expenditure began to be recorded at
the new exchange rate­ declined duirng the last two years. In 1964 it con­
stituted 13 percent of total public sector purchases, as against 17 percent in
1963 and 22 percent in 1962, and amounted to aboutIL 330 million. The
reduction of the demand surplus over the past two years stemmed entirely
from Government operations.
In the sphere of credit, however, the trend of the last few years has been in

the opposite direction : the excess of credit pumped into the economy by the pub­
lice sector4 over that received5 increased considerably in 1964, after having con­
tracted in 1962 and risen slightly in 1963. The ratio of loans received to loans
granted fell from 70 percent in 1962 to 65 percent in 1963 and only 35
percent in 1964, largely because of a smaller credit inlfow. Domestic loan
receipts were down IL 90 million as compared with 1963, while credit outlfow
was IL 55 million larger. Accordingly, the net amount of credit injected into
the economy by the public sector went up by IL 145 million, to stand at ap­
proximately IL 290 million.
The demand surplus of the public sector, including net credit supplied to other
domestic sectors, reached IL 620 million in 1964. Most of this amount (82
percent) was financed from foreign sources, while the rest (18 percent) was
covered by funds from the banking system. Of total foreign receipts, 42 per­
cent were in the form of transfers, and 58 percent­ net loans and credit.

1 Purchases less sales, on current and capital account.
z Less transfer payments and subsidies by the public sector.
3 As regards the economy as a whole, the demand surplus is relfected in the balance of
payments deifcit on current account. In respect of a speciifc sector, it is not feasible to
measure separately its contribution to the creation of a demand surplus within the economy
and to balance of payments pressure. Even when it is possible to distinguish between
domestic and foreign purchases, there exists a not inconsiderable degree of substitution
between them, and the substitution of local purchases for imports on the part of one sector
could lead to the expansion of imports by another.

4 Credit granted within the framework of the development budget and by the Settlement
Department of the Jewish Agency.

5 In the form of loans and credit from all domestic sources other than the banking system.
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Diagram VII­1
DEMAND SURPLUS OF THE PUBLIC SECTOR, 1960­64
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)b) Transactions of the public sector
The "balance of payments" of the public sector for the years 1963 and

1964, by main type of payment and receipt, is set forth in TableVII­3.
This table distinguishes between transfers and transactions in goods and services
­ the "real account"­ and transactions in credit­ the "financial account".1
x The goods and services account is chielfy a current one, since the public sector has not
been debited for most of its capital outlay, this generally being classiifed as loans
to other economic sectors (including the ifnancing of all types of residential construction
through the Government's development budget and the financing of agricultural settlement
by the Settlement Department of the Jewish Agency) . The method of constructing the
"balance of payments" in this chapter was explained in the Appendix to the Bank of
Israel Annual Report for 1959 (in Hebrew only( .
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Table VII­3

O

1
o
*­4

w

"BALANCE OF PAYMENTS" OF THE PUBLIC SECTOR, BY TYPE OF RECEIPT AND PAYMENT, 1963­64
(IL million(

Receipts 1963 1964 Increase or
decrease )­( Payments 1963 1964 Incr??s? or

decrease )­(

5S
M
V

/
I­*
CO
CO'A

Taxes* 2,108
Miscellaneous revenues 337

Transfers and transactions in goods and services
2,521
427

413
90

5032,9482,445Subtotal<

Unilateral receipts from2
­38215253abroad<

c

Purchases
2532,0821,829On. current account11
104526422On capital account
55431376Transfer payments and grants
43242199Subsidies

Total 2,698 3,163 465 Total

_2
Collections on account of
long­term loans 101 99

Long­term loans received
Foreign 604
Domestic 178

Short­term credit (net)
Foreign ­129
Domestic11 163
From the banking system0 124

Total 1,041 1,087 46

1605
57235

1367

­13132
­15109

Transactions in financial claims
Long­term loans granted and
participation in share capital

Repayment of long­term loans
Foreign
Domestic

2,826

504

328
81

Total receipts 3,739 4,250 511

Total

Total payments

913

3,739

3,281

557

315
97

969

4,250

455

53

­13
16

56

511

" Including customs duty and purchase tax paid by public sector ofifces. In Table VII­2 of the Bank of Israel Annual Report for 1963, these
taxes were deducted from both revenue and expenditure.

" Excluding credit from the banking system, but including short­term securities.
c The 1963 ifgure includes a IL 149 million Bank of Israel loan for the advance repayment of Government liabilities abroad; the 1964
ifgure is after deduction of IL 38 million paid to the Bank of Israel on account of this loan.

Source: Tables VII­7, VII­15, and VII­17.



In 1964 payments on real account exceeded receipts from taxes and domestic
and foreign transfers by approximately IL 120 million, compared with IL 130
million in 1963. This sum is equal to the demand surplus less unilateral re­
ceipts from abroad. Parallel thereto, net loans and credit from domestic and
foreign sources exceeded net loans granted for development and housing purposes.
Diagram VII­2 gives a breakdown of public sector receipts and payments

during the years 1961­64. In both 1963 and 1964 receipts from domestic
sources accounted for 80 percent of the total, and receipts from abroad for
20 percent. Among domestic receipts, the share of ordinary revenue (which
consists mainly of taxes) rose during 1964, while that of loans declined.
On the expenditure side, the relative share of current outlay (purchases, trans­

fers, and subsidies) moved up slightly to reach nearly two­thirds of the total.
The proportion of purchases on capital account also rose, while that of loans

Diagram VII­2
RECEIPTS AND PAYMENTS OF THE PUBLIC SECTOR, 1961­64
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from the development budget and the Jewish Agency Settlement Department
continued to decline. Expenditure on investment and the financing of invest­
ment together constituted about one­fourth of total payments. The relative
share of long­term loan repayments edged down somewhat from the record
high of 1963, and accounted for about 10 percent of the total.
During the year reviewed approximately 72 percent of aggregate payments

were financed by taxes and other ordinary revenue/ and some 28 percent by
domestic and foreign loans and unilateral receipts from abroad ; in 1963 the
corresponding ifgures were 68 and 32 percent respectively. If repayments of
loans and collections on account of loans are deducted from both receipts and
payments, the proportion of ordinary revenue rises to about 80 percent, and
that of borrowed receipts stands at 15 percent (of which less than one­third
derived from loans from the Israeli public, and two­thirds from loans from
abroad and from the banking system) ; the remainder consisted of unilateral
transfers from abroad.2
In 1964 Government operations accounted for 80 percent of the sector's

receipts and 78 percent of its payments. The share of the National Institutions,
which has been declining for some years, amounted to only 9 percent of total
receipts 'and payments. The local authorities accounted for 11 percent of
aggregate receipts ( excluding transfers from the Government) and 13 percent
of payments.3

(c) Public consumption

Public consumption is deifned as purchases of goods and services on current
account4 by the public sector. It consists mainly of wages and salaries paid to

x Revenue from domestic sources, excluding loans and collections on account of loans.
2 The corresponding ifgures for 1963 were as follows: ordinary revenue­76 percent; uni­
lateral receipts from abroad­8 percent; and loans­ 16 percent (of which half consisted
of loans from abroad or from the banking system, and the other half­ loans from other
domestic sources).

3 In 1963 the Government received 79 percent of all public sector receipts, the National
Institutions­11 percent, and the local authorities­ ­10 percent; on the payments side,
the share of the Government was 78 percent, the National Institutions­ 10 percent, and
the local authorities­ 12 percent.

4 Less sales. Current outlays not included in consumption are transfer payments in cash or
kind to households and nonproift institutions, and subsidies to producers and importers. The
data on public consumption in this chapter differ slightly from those of the Central Bureau
on Statistics cited in Chapter II, "Resources, Uses, and Incomes". The differences arise
from the fact that the data in this chapter include all interest payments but exclude
municipal expenditure of collective and cooperative settlements. A breakdown of public
consumption by major item and by public sector authority appears in the statistical appen­
dix to this Report (in Hebrew only).
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employees (excluding those working for trading enterprises, such as the Post
Office and Israel Railways) , purchases of locally produced and imported goods
for the direct use of the public sector other than for investment, and interest
payments. #
Public consumption expanded in 1964 by 13.5 percent­7 percent in real

terms and about 6 percent the result of higher prices. In 1963 the real growth
of public consumption was greater, totalling 9 percent. Most of the 1964 increase
took place in the wages and interest items. Government imports, including­
defense requirements, apparently did not expand, while the volume of im­
migration­­ which chielfy affects the consumption of the National Institutions­
remained unchanged.
Expenditure on security and special budgets rose by 8 percent at current

prices, and totalled IL 770 million, or 38 percent of total public consumption.
Outlay on wages and salaries, other than that of the Ministry of Defense,

was 18 percent higher than in 1963, and totalled IL 615 million.1 The rise
in the number of employees is estimated at over 5 percent, while the average
increase in pay per employee cameto 12 percent ; of the latter, less than one­
third was due to the raising of the cost­of­living allowance and the remainder to
increases in the basic wage rate, advances, and differentials on account of wage
rises paid duirng the year to various groups of employees, as well as the usual
wage drift resulting from promotion and increased senioirty. In 1964 "com­
mittees of six", with pairty representation for managements and unions, were
set up for almost every department in the public service and made responsible
for reclassifying cleircal and administrative jobs in accordance with the new
labor agreement signed in August. But since most of the committees did not
complete their work by the end of the year, the bulk of the pay differentials
due public sector employees on account of 1964 will be paid only in 1965.2
Interest payments have been going up steadily with the rise in public sector

indebtedness. In 1964 they totalled IL320 million, or 15 percent of total
public consumption. Interest payments on foreign obligations amounted to
IL 175 million­ 80 percent on account of Government debts and 20 percent
on account of debts incurred by the National Institutions­as compared with
IL 150 million in 1963, and constituted 55 percent of total public sector outlay
on interest.

(d) Public sector saving ■""

Public sector saving, denned as the excess of current income (mainly from
taxes) over current expenditure ( consumption, transfer payments, and sub­

1 All data on wages and salaries cited in this chapter are from the Central Bureau of Sta­
tistics.

2 See Chapter X, "Wages".
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sidies), was of a positivesigh during the year reviewed,1 and totalled IL 95
million as compared with a dissaving of IL45 million in 1963­ i.e. the in­
crease in saving came to approximately IL 140 million. However, as already
noted, this marked improvement can largely be ascribed to the postponement
of the implementation of wage and salary rises and income tax reductions
decided upon by the Government duirng the year and which will apply retro­
actively from April 1964.
Current revenues were up IL 480 million, or 20.5 percent, compared with

the previous year. The rise in current expenditure was smaller, totalling IL 340
million, or 14.5 percent (see Table VII­4 ).

Table VII­4
PUBLIC SECTOR SAVING, 1961­64'

(IL million)

1961 1962 1963 1964

2,8082,3291,949.1,619Income on current account)1(
2,7152,3742,0811,631Outlay on current account0)2(

Saving or dissaving (­) of)3(
93­45­132­12the public sector (l)­(2(

Increase in saving (or
decrease in dissaving as

13887­120■ ­against previous year

A more detailed breakdown appears in the Appendix to this Report (in Hebrew only) .

Taxes, domestic transfer receipts, and income from property including interest.
Consumption, including interest paid, subsidies, and current transfer payments.

The increase in saving was entirely due to Government operations ; although
rates of major taxes remained virtually unchanged and subsidy payments were
enlarged in line with the ofifcial stabilization policy, current revenue expanded
.much more rapidly than current expenditure. The dissaving of local authorities
increased, as did that of the National Instituitons, although more moderately
than in previous years. The level of Naitonal Insittution dissaving rises pari
passu with their current expenditure, since they do not collect taxes and
therefore receive very little income from domestic sources ; their unilateral
receipts from abroad are not taken into account in calculating their saving.

* There is no contradiction between a positive saying ifgure and the existence of a demand
surplus, since in calculating the demand surplus operations on capital account are taken
into account, and here expenditure greatly exceeds domestic revenue (see Table VII­1).
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)e) Functional composition of expenditure

A breakdown of public sector expenditure1 for the years 1963 and 1964,
by function and by public sector authority­ the Government, National Insti­
tutions and local authoirties­is presented in TableVI1­5 and Diagram VII­3.

Diagarm VII­3

FUNCTIONAL BREAKDOWN OF PUBLIC SECTOR EXPENDITURE, 1964
(percentages)
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Most of the increase during the year reviewed took place in transportation
services, housing, and education. Other items registering above­average rises
were police and justice, general administration, and interest, while outlay
on two major items­ secuirty and special budgets and agriculture and water
development­ moved up at lower­than­average rates, and that on industiral
services declined even in absolute terms. These developments largely relfect
changes in the structure of Government expenditure, which will be discussed
more fully in the section dealing with Government activities.
Secuirty and special budgets, the largest single item, constituted as much as

one­iffth of total expenditure. Other administrative outlays, including that on
municipal services, immigration services, and the police, accounted for 14
percent of the total, and interest payments for 8.5 percent.
Socialservices­education, social welfare, housing, and health­ represented

nearly a third of aggregate expenditure;­­ their relative share went up sub­

Apart from debt redemption, which is not included in this analysis.
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Table VII­5

1963­64PUBLIC SECTOR AUTHORITY,BY FUNCTION' ANDEXPENDITURE,PUBLIC SECTOR
£

authority (percent(public sectorBreakdown in 1964 byor

)­(
Increase
decrease19641963

S

TotalIntrasector
transfers

Local
authorities

National
Institutions

Govern­
ment'70IL m.IL million

w
Ipj

General services

r

100.0­1.225.816.059.421.443244201General administrationc>
p

100.0­­­100.06.950779729Security and special budgets7(
W

100.0­­­100.027.8209272Police and justiceI
100.0­0.957.132.411.44.08210202Community services n.e.s.b

100.0­0.313.88.078.510.01211,3251,204Total

Social services

100.0­3.940.25.857.926.197468371Education, culture, religion

National Insurance and

100.0­10.617.65.387.718.046301255social welfare

100.0­2.619.90.682.119.825151126Health

100.0­6.80.99.496.546.8101317216Housing

Total 968 1,237 269 27.8 78.0 6.0 22.2 ­6.2 100.0



Economic services

Agriculture and water

development 376 378 2 0.5 75.1 30.1 1.3 ­6.5 100.0

Industry, mining, electricity 180 121 ­59 ­32.8 96.7 0.8 2.5 ­ 100.0

Transportation (incl. roads).

and communications 175 295 120 68.6 86.8 0.3 13.9 ­1.0 100.0

Other economic services 50 54 4 8.0 94.4 5.6 ­ ­ 100.0

g Total 781 848 67 8.6 83.5 14.0 5.8 ­3.3 100.0

/
X Unallocable services

J3 Interest payments 262 322 60 22.9 73.9 20.2 7.1 ­1.2 100.0

C Miscellaneous* 115 106 ­9 ­7.8 150.0 ­ ­ ­50.0d 100.0
bd .r ­

" Total 377 428 51 13.5 92.7 15.2 5.4 ­13.3 100.0
CO
W ■­ ­­­
n
o Grand total 3,330 3,838 508 15.2 81.0 9.5 13.8 ­4.3 100.0

O
v . ­ ­
w

th * Excluding debt repayment and current expenditure of public sector enterprises, such as the Post Oiffce, Israel Railways, the ports, and
O municipal waterworks.
2 b Not elsewhere speciifed; mainly strictly municipal services (such as sanitation, sewerage, and street lighting), direct immigration services,

and general research.
c Including subsidies on imported goods, investment in food stocks, and aid to foreign countries.

*­ d Transfers and loans to local authorities for unspeciifed purposes.
£? Source: Tables VII­14, VII­16, and VII­18. ­ ■ .­..



stantially during the year reviewed, the growth rate here being more than
twice as fast as that for other items.
On the other hand, the proportion spent on economic services decreased,

except for transportation services, which include inter alia roads and ports,
investment in which expanded considerably. Outlay on services to industry
( which consist largely of development budget loans) declined in absolute terms,
while expenditure on agriculture and the development of water resources re­
mained at the 1963 level. Economic services accounted for 22 percent of total
expenditure.
The Government's share of public sector outlay exceeded 80 percent. Se­

curity, National Insurance, and the promotion of industry fall exclusively
within the Government's sphere, and it also plays a predominant role in most
of the other areas of operation.
The National Institutions accounted for approximately 10 percent of public

sector expenditure. They deal mainly with immigration, agriculture (subsidies
to new settlements, afforestation, and land reclamation), and the financing of
immigrant housing construction. Their expenditure on administration and in­
terest is high relative to that of the rest of the public sector. Their administrative
expenses include inter alia the organizational activities of the World Zionist
Organization, land transactions of the Jewish National Fund, and educational
activities abroad.
The expenditure of the local authoirties is more varied. Municipal services

­ sanitation, sewerage, the supply of drinking water, etc.­ are almost exclusively
in their hands; in addition, they play an important role in the provision of
social services ( other than housing ), particularly education. Over half of the
marked increase in educational outlay duirng the year reviewed can be attir­
buted to the local authorities, which stepped up their investment in elementary
and secondary school buildings to an appreciable extent. As to general admin­
istration, the relative share of the local authorities is especially high: they
accounted for more than 25 percent of the total in 1964, though their share
of overall public sector expenditure was only 14 percent. This can largely be
ascribed to the fact that the local authorities are made up of 187 municipalities,
local councils, and regional councils, each of which has an elected council
and a separate treasury and tax collection staff.
Intrasector transfers consist mainly of Government transfers for financing

the operations of local authorities, and also the participation of the National In­
stitutions in the financing of immigrant housing construction.1

x In calculating the outlay of the consolidated public sector, as presented in Table VII­5, these
transfers were deducted to prevent double counting. In calculating the outlay of the in­
dividual authorities, they were included as expenditure of both the ifnancing authority
and the executing authority.
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2. The Government

Government outlay, including repayment of long­term debts but excluding
transfers to the National Institutions, rose in 1964 by 13.5 percent­a similar
rate as in the previous year­ and totalled IL 3,410 million. Repayments on
account of long­term loans and receipts from collections on account of devel­
opment budget loans showed practically no increase, while other operations
expanded by 15 percent, compared with only 10 percent in 1963.
Government consumption went up at a somewhat lower rate than in

1963­ by 11.5 percent. Government imports apparently did not grow, and
most of the wage rises agreed upon during the year reviewed will be paid only
in 1965. The increase in transfer payments was also moderate as compared with
previous years. On the other hand, there was a considerable expansion of
subsidies on agricultural output and consumer goods, of investment (chielfy
in the telephone network, roads, and the construction of Ashdod Port), and
the financing of residential construction. Other development budget loans con­
tracted.
On the receipts side, income from taxes went up 20 percent, as in the pre­

ceding year. Again the growth was not due to higher tax rates, but mainly
to a rise in the income level and the expansion of imports. Part of the income
tax collected in 1964 will be refunded in 1965, owing to the retroactive
reduction of tax rates. Proceeds on account of the Short­Term Loan and
credit from other domestic nonbanking sources declined. Reparations receipts
continued downward. Net receipts from the National Institutions likewise fell
off, while collections on account of development budget loans, as already
mentioned, held steady. On the other hand, net foreign loan receipts were
higher than in 1963 (when debts totalling $ 50 million were repaid ahead of
maturity). In 1964 the Government again resorted to the banking system as
a source of funds but, in contrast to 1963, such credit was not earmarked for
the advance repayment of foreign obligations.
The changing pattern of development budget financing which has charac­

terized recent years was again evident in 1964. While expenditure on direct
Government investments, including communication facilities and ports, have
continued to expand rapidly, funds supplied to other sectors of the economy
have remained static­if we disregard the sharp annual lfuctuations in the
financing of housing, arising in part from the nature of the construction
process­ and in real terms are actually on the decline. With the sharp
drop in shipments of reparations goods, a large proportion of which have
been made available to the economy on the strength of development budget
ifnancing, there is a distinct tendency to transfer to public ifnancial institutions1

2 E.g. the Industrial Development Bank of Israel, the Israel Bank of Agirculture, the
Maritime Bank, and Tefahot Israel Mortgage Bank Ltd. See also Chapter XVII, "Financial
Institutions".
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the direct handling of loan allocations, the raising of funds to ifnance such loans,.
and the collection of pirncipal and interest on account of loans granted in
the past. These arrangements have assumed vairous forms, such as converting
deposits earmarked for loans into share capital of financial institutions, and
authoirzing institutions (as well as Government companies, which in
previous years were given a larger share of direct development budget ifnancing)
to raise funds in their own name both locally and abroad, instead of the
Government doing so directly. Thus, duirng the year reviewed most of the
securities acquired by provident funds were bonds issued by Government com­
panies and by ifnancial institutions engaging primairly in loans of the type pre­
viously granted from the development budget, rather than Government bonds.
In addition, there is a perennial lag in the collection of payments on account of
loans granted in the past, and it must be assumed that, in the case of large­scale
borrowers in particular (such as Government companies ), the delay in re­
payment constitutes a substitute for new ifnancing. These developments tend
to reduce the relative share within the Government budget of loans granted,
collections on account of loans, and receipts from domestic loans. However,
as long as the Government retains a controlling share of the equity capital
and a decisive voice in determining the policies of the ifnancial institutions
concerned­ i.e. to whom to lend and on what terms­ and is even prepared
to directly subsidize interest differentials on loans given on its recommendation,
this development represents a formal rather than a real change.

(a) Government transactions
The effect of Government activities on the level of aggregate domestic demand

is presented in TableVI1­6 (corresponding to TableVI1­2, which relates to
the public sector as a whole ). In 1964 the withdrawal of income from the
economy ( mainly through taxes) apparently exceeded the direct demand of
the Government for commodities and services (from local output and import)
by some IL 60 million­ an amount equivalent to 3 percent of total purchases.
In 1963, on the other hand, purchases exceeded net withdrawals from the
economy by IL 55 million, or 3.5 percent of purchases. In other words, the
demand surplus declined in absolute terms to the considerable extent ofIL 115
million.

However, the restraining effect of this reduction of the Government's direct
demand surplus was offset by a contrary development in the sphere of credit:
in 1964 the amount of credit granted by the Government to the other sectors
of the economy exceeded its revenues from domestic public loans by some
IL 340 million. Government lending for housing and development purposes
rose, while the amount received in the form of domestic loans and credit con­
tracted sharply.
Government payments to the rest of the public sector likewise expanded ap­
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­TableVII6
GOVERNMENT OPERATIONS AND SOURCES OF FINANCING, 1961­64

)IL million)

Increase
or

1961 1962 1963 1964 decrease (­)
from 1963
to 1964

A. Demand surplus
Government consumption
and investment 993 1,470 1,657 1,891 234

Less: Taxes and net trans­
fers from the public' 1,010 1,302 1,600 1,950 350

Demand surplus

B. Net credit granted"
Loans granted15
Less: Domestic loans and
credits received0

Net domestic credit granted

C. Net payments to the rest of
the public sector"1

Total)A + B + C ) 281 304 240 346 106

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 ) 281 304 240 346 106

Note: A more detailed breakdown appears in the Appendix to this Report (in Hebrew only).
* Receipts from taxes, domestic transfers on current and capital account, interest, and prop­
erty, less transfer payments and subsidies.

* Excluding transactions with the rest of the world and with the banking system.
' Net of repayments.
* Net payments to the local authorities less net receipts from the National Institutions.
" In 1962­a decline of IL 223 million in the Government's debt to the banking system,
plus revaluation increments of IL 162 million which the Bank of Israel transferred to the
Government.
In 1963­a rise of IL149 million due to the special loan from the Bank of Israel for the
advance repayment of Government debts abroad, and a decline of IL 30 million in other
credits.
In 1964­a decline of IL 38 million due to repayments on account of the above advance,
and a net increase of IL 133 million in other credits.

­54257973139
18422642292190

130251121365329
(43)(83)(40)(141)(183)

­2495119­61­48

CHAPTER VII, PUBLIC SECTOR OPERATIONS 141



­TableVII7
"BALANCE OF PAYMENTS" OF THE GOVERNMENT, BY TYPE OF RECEIPT AND PAYMENT, 1963­64

(IL million(

Increase or
decrease (­)19641963PaymentsIncrease or

decrease(­)19641963Receipts
*A
l\5

Transfers and transactions in goods and servicesa

Purchases3772,2851,908Taxes"
176
CO

1,617
Q 1 A

1,441On current account73283210Miscellaneous receiptsW

o
68

46
44

314

338
240

246

292
196

On capital account
Transfer payments and
grants

Subsidies

450

­54

2,568

25

2,118

79

Subtotal
Unrequited receipts from
abroad

**i

HH

ot
I
wr

3342,5092,175Total3962,5932,197Totalz
financial claimsTransactions inr

Long­term loans grantedCollections on account ofV
u

and participation in19190long­term loansv
share capitalLong­term loans received

83294211For housing34552518Foreign^­*

­32180212For other purposes277548Domesticcr<

Short­ tprm rrpHit ( f)p+^
51474423Total158­33­191

kJllKJL L LCI 111 I*! dill V J1CL I

Foreign
Repayment of long­term­14315158Domestic1'
loans­2495119From the banking system0

8293285Foreign
­4646Domestic

59813754Total53795742Total

Institutions and local authoritiesTransactions with the National
108878To local authorities (net)From the National

­462268Institutions (net)

4033,4103,007Total payments4033,4103,007Total receipts

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. In Table VII­6 of the 1963 Report, taxes paid by the Govern­
ment were deducted from both receipts and payments.
Excluding credit from the banking system; including short­term securities.

' Including long­term loans and securities. In 1963­ including a Bank of Israel loan for IL 149 million for the advance repayment of Govern­



preciably in 1964, and amounted to IL 65 million. Here too outlay (to the
local authorities) went up while receipts (from the National Institutions)
fell.
Thus we see that the Government's net withdrawal of income from the

economy on current and capital account financed only part of its credit outlfow.
The remainder was covered by loans and unilateral receipts from abroad in
the amount of IL 250 million and by credits from the banking system in the
amount of IL 95 million.
TableVI1­7 shows the "balance of payments" of the Government for the

years 1963 and 1964. As in Table VII­3, a distinction has been made between
transfers and transactions in goods and services (the "real account") and
transactions in credit (the "financial account"), while transactions with the
rest of the public sector have been recorded separately on a net basis.
In 1964 revenue from taxes and domestic and foreign transfers exceeded

payments on real account by IL 85 million, as compared with some IL 20
million in 1963; this amount is equivalent to the net withdrawal of income
from the economy plus unrequited receipts from abroad. In the financial account
the credit outflow of the Government during the last two years slightly exceeded
the inlfow from both domestic and foreign sources.
The difference between the surplus of receipts in the real account and the

surplus of payments in the financial account represents the net amount paid
to the rest of the public sector. These payments, as already mentioned, rose
considerably during the year reviewed.

(b) Receipts
1. Taxes

Government tax revenue increased in 1964 by IL 375 million, or approx­
imately 20 percent, and totalled IL 2,285 million. The growth rate was similar
to that for the two preceding years and was more rapid than the rise in national
income (16 percent) . Collections of indirect taxes, after deduction of subsidies,
went up somewhat faster than the national product, whereas in 1963 they had
lagged considerably behind.
The breakdown of taxes as between those on income and those levied on

imports and local production changed only slightly during the year reviewed :

the percentage of direct taxes went up slightly and taxes on local production
declined slightly.
The rise in revenue in 1964 was mainly due to the growth of incomes and

the expansion of imports, rather than to changes in tax rates. While some
tax increases did occur, e.g. on foreign travel and passenger cars,1 there were
also cuts on consumer goods designed to hold their prices in line.

* New taxes were also imposed on capital gains and on the construction of large dwellings,
the latter to be collected by the local authorities.

CHAPTER VH, PUBLIC SECTOR OPERATIONS 143



Table VII­8

GOVERNMENT TAX REVENUE, 1963­64
(IL million(

1963 1964
Increase or
decrease)­(

ILm. >?c

Direct taxes
Income tax
Absorption Loan and
compulsory saving

National Insurance

Total

Indirect taxes
Customs duties
Purchase tax
Excise duties
Fuel tax
Property taxes
Stamp tax, security stamp,
and entertainment tax

Current surplus of Post
Oiffce and ports

Vehicle license fees
Foreign travel tax
Licences, fees, and misc.
service charges

Surpluses of agricultural
equalization funds

Surtax and tax on exchange
rate differentials

Total

Grand total

641

100
162

903

253
252
124
84
87

71

1,908

815

101

180

1,096

329
293
128
112
110

85

2,285

174

1

18

193

76
41
4
28
23

14

377

27.1

1.0
11.1

21.4

30.0
16.3
3.0
33.3
26.4

19.7

35.3124634
18.242622
83.3102212

34.693526

­75.0­628

­96.9­31132

18.31841,1891,005

19.8

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, ifnes, and certain fees and
licenses (such as driving licenses and passport fees). On the other hand, this table includes
the net proift of the Post Ofifce and the ports (the deifcits incurred by Israel Railways
are classiifed as subsidies). Taxes collected through banks have been recorded on a cash
rather than an accrual basis.

Source: Accountant General and National Insurance Institute.
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)i) Direct taxes and other compulsory payments levied on incomes

Receipts from direct taxes­ income tax, the Absorption Loan, compulsory
saving, and National Insurance contributions­ rose by about IL 195 million,
or 21.5 percent, and totalled IL 1,095 million. Their relative share of total
Government tax revenue went up from 47 percent in 1963 to 48 percent,
whereas in the two preceding years the growth had been much more marked
(see Tables VII­8 and VII­9 and Diagram VII­4).
Joint collections on account of income tax, the Absorption Loan, and com­

pulsory saving were 24 percent above the 1963 level, and totalled IL 915
million.
Income tax receipts increased by IL 175 million to reach IL 815 million,

and accounted for about 35 percent of total tax revenue; the rate of increase

­DiagarmVII4
GOVERNMENT TAX REVENUE, BYMAJOR CATEGORY, 1960­64
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came to 27 percent, as against 30 percent in 1963. The rise in tax collections
is attributable to the growth of incomes­­ the national income went up by 16
percent and the national wage billby 18 percent­ as well; asto the effect of
progressive rates.

In June a 20 percent tax was imposed on capital gains from securities traded
on the Stock Exchange and held by the seller for less than .one year; the tax
to be deducted at source by brokers.1 A capital gains tax was also imposed;
on other capital assets, but its incidence was postponed to 1965. ' 1

During the year reviewed there were no changes in income tax rates, but
in January 1965 the Knesset amended the Income Tax Law in line with the
recommendations of the Zadok Committee, the changes to apply retroactively
from April 1964. The amended law provides for a general reduction of rates,
with larger concessions to families with two or more children. The substantial
cuts in marginal rates will chielfy beneift persons earning between IL 950 and
IL 2,500 a month.2 Tax refunds will be paid in 1965 to wage earners in three
monthly installmentsinthe form ofdeductions . from income tax in. February,
March, and April, and to the self­employed when they are assessed for the
fiscal year 1964/65.­ ■­.■ ­­­ ­
Income tax collections from both wage earners and others (self­employed and

companies) increased in 1964 at the same rate­ 30 percent.3 In 1963 collections
frona wage earners went up at a similar rate as in 1964, whereas collections
from non­wkge­earners rose more rapidly­ by 35 percent. The decelerated growth
of the latter in 1­964 was apparently due to a more moderate rise in declared
proifts­in 1963 prqifts :were particularly high in certain branches, such as
citriculture. It may ajlso ~have­been partly due to income tax concessions intro­
duc^d in October 1963, whereby the depreciation rates allowed for income
tax 'purposes were increased and payment of linkage differentials was recognized
as a deductible expense.
Tax collections at; sources onincome ' derived from interest and dividends

were up 24 percent, j reaching IL 55 million, or 7 percent of total income tax
revenue. In 1 963 the rate of increase: was greater­^approximately 50 percent.
The deceleration can be attributed mainly to the slower rise in the public's
security holdings and in ■the bill . brokerage trade.
Collections an account of the Absorption Loan and compulsory saving hardly

went up as compared with 1963, owing to reduced collections of arrears and
J Owing to the fall of Stock Exchange quotations, the new tax yielded virtually no
revenue in 1964. ; 1

2 Net income of persons■ in these brackets roseby6to 7 percent as a result of the amend­
ments.

s The difference between this rate (30 percent) and that cited in Table VII­8 (27 per­
cent) is due to differences in the dates of recording collections in the form of bank obli­
gations. In Table VII­8 the collections relate to the actual date of payment, while in
the breakdown between different types of taxpayers they relate to the date on which the
liability was incurred.
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to the trimming of rates in fiscal 1963/64­. Proceeds from this source totalled
IL 100 millionin :1964; or 12.4 percent .of. aggregate income tax revenue, as
compared with 15.6 percent the previous year. The incidence of the loan was
again extended, this time for two years. The new income tax concessions and
the retroactive tax refunds approved by the Knesset at the beginning of
1965 apply also to the Absorption Loan and compulsory saving, since they are
collected as a ifxed percentage of income tax ( 18 percent in the case of em­
ployees and self­employed, and 12 percent in the case of companies) .

Collections of National Insurance Contributions rose by only 11 percent
for the second consecutive yearj and totalled IL 180 million. The growth in
collections reflects the increase in the ,number of gainfully employed and the
rise in income among those earning less. than IL420 per month (the maximum
amount taxable). The rate of tax and the ceiling have remained unchanged for
ifve years1 even though beneift' rates have been raised a number of times. As
a result, the Government's net revenue ,from this source declined in the last
twoyears­from IL37 million in 1962 to IL 32 million in 1963 and IL 30
million in 1964. There was also a weakening of the actuarial position, especially
in the major item­ old­age and survivors insurance; that is, there was a rise
in the gap between the amount of fupds accumulated and liabilities­ actual
and potential­to the insured. :

(ii) Indirect taxes
Government revenue from indirect taxes went upby 18 percent in 1964, and

totalled IL 1,190 million. In 1963 the rate of increase was slower­ 11.5 per­
cent. This change was due to the rise in revenue from import taxes, mainly
because of the expansion of imports; Receipts from levies on domestic pro­
duction advanced, as in 1963, by only 1 0.5 percent, because of additional ­ tax
cuts aimed at preventing a rise in consumer prices and concessions to encourage
local production. In order to keep prices of imported foodstuffs stable, various
customs duties were reduced as well.
Receipts from import taxes were up 21 percent, compared with only 6.5

percent in 1963, andtotalled'IL 555 million (see Table VII­9). If we deduct
the decrease during the year reviewed in collections on account of nonrecurrent
postdevaluation surtaxes and in agricultural equalization­fund surpluses as a
result of the abolitionof. differential exchange rates for fodder imports, then the
revenue from the remaining taxes in this group (customs duties, fuel tax, pur­
chase tax on imported products,and 'the foreign travel tax) increased to an
even greater extent­ 31 percent. This rise was due, ifrst and foremost, to
the larger volume of imports, especially' of goods subject to high tariff rates,
such as passenger cars. The relative share of import taxes in total tax revenue

2 From April 1960 to April 1965, when the ceiling ' was raised from IL 420 to IL 550 per
month. . ■ ■ ■ ■■■
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Table VII­9
GOVERNMENT TAX REVENUE, BY MAJOR CATEGORY, 1961­64

Increase or
decrease )­(

1963
1964

from
to1964196319621961

IL m.

IL million
21.41931,096903693506Taxes on income

Taxes on expenditure
21.297555458430436Imports
10.740415375340281Local production
26.423110876548 ■Taxes on property
28.224109856659Licenses and fees

19.83772,2851,9081,5941,330Total

Percentages
48.047.343.5.38.0Taxes on income

Taxes on expenditure
24.324.027.a32.8Imports
18.219.721.321.1Local production
4.84.64.13.6Taxes on property
4.74.44.14.5Licenses and fees

100.0100.0100.0100.0Total

Note: Taxes on income include income tax, Absorption Loan, compulsory saving, and Na­
tional Insurance contributions.
Taxes on imports include general customs duties, fuel and purchase taxes on imports,
surtax and tax on exchange rate differentials, surpluses from equalization funds for imported
food and agricultural raw materials, and the foreign travel tax.
Taxes on local output include purchase and fuel taxes on local products, excise levies,
current surplus of the Post Ofifce and ports, entertainment tax, security stamp on output,
and various levies on local producers.
Taxes on property include the property tax and land registration fees.
Licenses and fees include the stamp tax, security stamp on documents, and licenses,
but exclude land registration fees.
A more detailed breakdown appears in the statistical appendix to this Report (in Hebrew
only(.

remained unchanged as compared with 1963­ 24 percent­ after having moved
down in the two preceding years..., .

Revenue from general customs duties, which virtually held steady between
1961 and 1963, went up during. the year reviewed by 30 percent, while revenue
from the purchase tax on imported , commpdities . increased by some 40 per­
cent. The growth of revenue from customs duties and purchase tax on imported
motor vehicles came to about 50 percent. In August 1964 taxes on imported
cars and components were raised appreciably, with the declared object of
encouraging local production. Because of the expectation of this tax increase,
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there was a considerable jump in such imports during the first seven months
of the year, and collections duirng this peirod were as much as 75 percent
higher than in the corresponding months of 1963. In the last five months imports
fell off.
Other commodities subject to above­average customs duties and the import

of which rose considerably during 1964 include lumber, toys, and various
products, such as television sets, furniture, washing machines for household use,
and butter, which in 1964 were imported for the first time under the import
liberalization program. Previously the free import of these items was not allowed,
and the abolition of the restrictions was accompanied by the raising of customs
rates applicable thereto.1
On the other hand, the duty on frozen meat was cut by some 50 percent,

in order to avert a rise in the price to the consumer; this followed reductions
made in 1963 on other imported foodstuffs, especially sugar, rice, and coffee.2
Fuel tax revenue advanced 33 percent, owing to the larger proceeds from

the equalization fund and increasesin the consumption of gasoline and cooking
gas by 14 and 20 percent respectively. Tax rates were not revised.3
Revenue from the foreign travel tax nearly doubled, after having remained

practically stationary duirng the three preceding years. This large increase is
mainly attirbutable to the higher tax rates which went into effect in February
1964.4 A contributory factor was the larger number of travellers subject to the
full tax '( despite the drop in the total number of passengers going abroad ), re­
suiting from the sharp drop in tirps to Cyprus, which in previous years were
partially or completely exempt from the travel tax.
Revenue from taxes on local output, as already mentioned, increased for

the second consecutive year by only 10.5 percent, and totalled IL415 million.
This moderate irse was in line with the Government's stabilization policy, under
which tax reductions are employed as a means of preventing pirce irses. As
a result of this policy, collections of: taxes on local output have been expanding
since the 1962 devaluation at a slower rate than the volume of production
subject to tax. In 1964 additional tax cuts were made to keep pirces ifrm­
on cigarettes and beer­ and a number of fiscal measures were adopted to

1 The average rate of customs duty on all imports under the liberalization program was nearly
60 percent above the oiffcial exchange rate (i.e. IL 1.70 per dollar), and in some cases as
high as 100 to 150 percent (IL 3.00 to IL 4.50 per dollar) . The total volume of imports
under the liberalization program reached some $ 17 million by the end of January 1965,
about half of which arrived during the period April 1964 to January 1965.

­ The customs duty on high­grade coffee was cut again in 1964. See also Table VI­5 in
Chapter VI, "Prices".

3 The changes which went into effect when high octane gasoline was put on the market
were not designed to raise the tax rate. . ..

4 The lfat rate on ship tickets was raised from IL 120 to IL 270, and on plane tickets from
IL 140 to IL 320. Taxes on voyages to Cyprus were also revised upward.
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encourage local production. For the first time, new immigrants, temporary
residents, permanent residents, and students returning. after an extended visit
abroad were exempted from purchase tax■ on cetrain local purchases (formerly
such exemptions had applied to imported goods only). It was also decided,
together with the raising of taxeson impotred motor vehicles and components, to
reduce the percentage of purchase . tax. and to raise the percentage of customs
duty on these items. . .

Collections of purchase tax on local produciton were 10 percent higher than
in 1963 : while revenue from motor cars went up by as much as 20 percent, tax
collections on electrical and gas appliances showed no rise at all, and those on
all other products­ textiles, clothing, building materials, furniture, etc.­ increased
by 14 percent. The nonincrease in the case of locally manufactured electrical
appliances was patrly due to the levelling off of local sales of cetrain items
(especially refrigerators), to the extension of the period of credits granted to
producers for payment of tax debts, and to the exemptions allowed the groups
menitoned in the preceding paragraph. At the same itme, collections on
account of cetrain electrical appliances, paritcularly air conditioners and washing
machines, conitnued to expand rapidly as a result of larger purchases.

Receipts on account of excise duites hardly ,went up. This has been the
case ever since the 1962 devaluaiton, and. can be ascribed to repeated cuts
in rates.1 On the other hand, the current surplus of the Post Ofifce rose in
1964. Overseas postage rates and cable and telephone charges were revised
upward at the beginning of February­for the ifrst itme since the devaluaiton.
The deposit levied on the installation of new telephones was also increased, by
IL 100 per subscirber.
Income from propetry taxes was up 26 percent, to total IL 110 million.

The growth was due to the expansion of the tax base with the ereciton of
new buildings, to the raising of assessments­ especially on land reclassiifed
as urban rather than rural­ and to the overall increase in the value of equipment
and inventoires. However, the percentage rise in 1964 was the lowest since the
revision of the propetry tax law in 1961. In fiscal 1964/65 new concessions
went into effect, whereby small­scale property owners, nonproift insittuitons, and
handicapped persons were exempted from the tax.
Revenue from land registration fees rose only moderately compared with

the last few years. While the number of real estate transacitons went up, the
soaring of land pirces came to an end, and there was also a decline in the
number of rental transacitons following the amendment of the Land Better­
ment Tax Law.

x The excise was cut on cigarettes in May 1962, May 1963, and May 1964; on beer in
September 1962 and July 1964; on wine in November 1963; on cement in March 1962
and June 1962; on tires in March 1963. During the entire period there were no increases
in excise levies.
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' Revenue from other licenses and fees advanced 28 percent compared with
1963, and totalled IL 1 10 million. Particularly noteworthy was the higher revenue
from the stamp tax, which has been moving up rapidly for several years, re­
lfeeting the irse in the volume of transactions subject to tax. Income from vehicle
license fees went up pan passu with the number of vehicles. Revenue from
iadio license fees remained stationary for the third consecutive year. :.

2. Miscellaneous receipts

Revenue from domestic transfers, interest, and dividends increased in 1964
by IL 75 million, or 35 percent, and totalled IL 285 million. Most of the growth
was in receipts from interest and the land betterment tax.1
Income from interest and dividends soared 38 percent for the second straight

year, reaching approximately IL 125 million.2 The increase in collections en­
compassed both public sector companies and other borrowers, and was partly
due to the fact that in the past two years enterpirses receiving development
budget loans were given an option between linkage to the cost­of­living index
and nonlinkage but with payment of a fixed premium, and most borrowers
preferred the second alternative. .

Receipts from the land betterment tax and the inheirtance tax rose by two­
thirds, and totalled IL 28 million. In the last two years the relevant laws,
enacted in 1949, were overhauled with the object of plugging loopholes and of
birnging them in line with present­day conditions.3
Unrequited receipts from abroad again contracted in 1964, owing to a

futrher decline in shipments of reparations goods.
: Net receipts from the National Institutions likewise fell off conspicuously.

3. Collections on account of loans*

Collections on account of development budget loans and proceeds from equity
sales did not go up in 1964, remaining at approximately IL 90 million. While
collections from public sector companies were larger than in 1963, other col­
lections declined. Part of the Government's assets deriving from development
budget loans granted in the past to industiralists, agircultural settlements, and
shipping companies, through the Industiral Development Bank of Israel, the
Israel Bank of Agirculture, and the Mairtime Bank, were retroactively converted

1 In accordance with the conventional national accounting deifnitions, the land betterment
tax and the inheritance tax are classified as transfers on capital account and not as taxes
(see note to Table VII­8). A further breakdown of these receipts appears in the statistical
appendix to this Report (in Hebrew only) .

­ Excluding collections from the National Institutions and the local authorities.
* The new Land Betterment Tax Law went into effect in August 1963, and the new In­
heritance Tax Law in August 1964.

* Excluding collections from the National Institutions, the local authorities, and the Israel
Ports Authority.
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into shares;1 these funds will serve as a means of ifnancing new loans outside
the development budget framework. In 1964 loan collections amounted to about
19 percent of development budget outlay on new loans and on Government
participation in share capital, as compared with 21 percent in 1963.
Government revenue from these collections has not been expanding at the

pace that might have been anticipated, considering the large volume of loans
that it has granted over the years. The assets acquired by the Government as
a result of its development­budget financing operations reached the consid­
erable sum of IL 2,530 million2 at the end of March 1964­of which IL 1,715
million represents loans and IL 815 investment in share capital (including loans
and deposits earmarked for loans retroactively converted into share capital).
Collections on account of loans and sales of shares in 1964 ( IL 90 million )

therefore constituted only 3.6 percent of outstanding asset balances.
Neither principal nor interest is of course collected on share capital, and

this is doubtless the main reason for the conversion of loans into share capital
several years after their authorization. However, principal is not being collected
on a sizeable portion of the remaining loans as well. In respect of part of these
loans, no repayments are due: on loans to revolving funds for working capital,
the Government collects only interest, while the principal is ploughed back
into . the fund ; in other cases loans are not being collected pending a ifnal
decision as to whether or not they are to be converted into share capital. As
regards others, the due dates have been extended. Accordingly, while collections
in 1964 reached some 7.2 percent of the amount payable, they constituted only
5 percent of the total balance of loans outstanding (exclusive of investments
in share capital).3 :

4. Increase in indebtedness
From the end of 1963 to the end of 1964, the Government's long­ and

medium­term obligations rose by IL 290 million, while its net short­term debts,4
including those to the banking system, increased by IL 75 million. The Govern­
ment's total 'habilities thus went up by IL 365 million. In 1963 the net increase
in Government indebtedness amounted to IL 320 million.

* IL 75 million worth of Government deposits earmarked for loans were converted into
financial institution shares in 1964; this is in addition to the sums converted in previous
years. See Chapter XVII, "Financial Institutions".

2Excluding loans to the National Institutions, local authorities, and Israel Ports Authority,
■ as well as expenditure on the National Water Carrier, in respect of which a decision has
not yet been made whether it is to be treated as a loan to Mekorot Water Company Ltd.
In this chapter port development and the construction of the National Water Carrier have
been classiifed as direct investments of the Government.

3 For comparative purposes it should be noted that the Government itself repaid nearly 7
percent of its outstanding long­term debts in 1964, though some of these were loans
granted for longer periods than development budget loans.

4 Less deposits and credits granted.
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Table VII­10

NET GOVERNMENT BORROWING, BY MATURITIES AND
LENDING SECTOR, 1963­64

(IL million(

Increase or
decrease)­(19641963

Matuirites
Long­ and medium­term"

61627566Gross
8339331Less: Repayments

53288235Net
­97786Short­term credit (net("

44365321Total (net(

Lending sector
18422642Rest of the world
­2495119Banking system0

Financial institutions,
provident funds,and

­86995insurance companies
­30 .3565Rest of the economy

44 ■ ■365321Total (net(

a For three years or more; excluding loans from the banking system, all of which
are included with short­term loans, but including cumulated interest on savings
certiifcates of the Independence and Development Loans.

b Net . change in end­year credit balances (less receivables and bank deposits),
plus short­term securities.

c In 1963­a rise of IL 149 million on account of an advance from the Bank
of Israel for the early repayment of Government debts abroad, and a decrease
of IL 30 million in other credits. In 1964­a decline' of IL 38 million due to
repayments on account of this advance, anda net increase of IL 133. ­million
in other credits.

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

There were some marked changes in the composition of the Government's
credit sources during the year reviewed as compared with 1 963 : net receipts from
foreign loans were considerably larger, while net receipts from domestic loans,
other than from the banking system, declined. However, it should be noted
that in 1963 the sum of IL 150 million was deducted from foreign loans re­
ceived because of the early repayment of foreign liabilities, ifnanced with the
help of an advance from the Bank of Israel. If this amount is not deducted from
foreign loan receipts in 1963, and correspondingly if we deduct1 from the loans
received in 1964 the IL 38 million repaid to the Bank of Israel on account of
the above advance, then net foreign loan receipts. wouldtotal' approximately
IL 190 million in both 1963 and 1964. It should also be noted, ,that fw.ere the
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same adjustment made with regard to credit from the banking system, an
opposite picture would emerge : instead of a decline in the volume of such
credit as compared with 1963 (see Table VII­10), there would be a very
marked increase, fromIL­30 million to IL 133 million.1 The banking system
constituted the major supplier of short­term credit to the Government in 1964,2
replacing other domestic sources, which contracted by IL 145 million. There
was an especially big drop in receipts on account of the Government Short­Term
Loan.

(i) Foreign loans
Net receipts from foreign borrowing totalled IL 225 million. Long­term loans

rose by IL 260 million, while outstanding credit declined by IL 35 million.
Net long­term proceeds were at a level similar to that of 1963, before de­

duction of the advance repayment of debts. While new loans increased by
approximately IL 36 million, repayments rose by a similar amount. Only
minor changes occurred in the sources of financing: net proceeds from De­
velopment Bonds did not fall off despite increased redemptions, but on the other
hand there was a decline in U.S. Government aid. Over one­third of total net
receipts came from European sources, 30 percent from Independence and
Development Bonds, about one­quarter from the U.S. Government, and 10
percent from the World Bank.

(ii) Domestic loans
Long­term domestic loan receipts amounted to IL 75 million, and repayments

to IL 45 million. Net receipts thus totalled IL 30 million, over half of which
came from the sale of long­term Government bonds and the rest in the form of
loans from insurance companies and other financial institutions.
New issues of long­term debentures increased from IL 15 million in 1963

to IL47 million in 1964. After deducting redemption payments on previous
issues, net income from long­term debentures totalled IL 17 million, as against
a net repayment of IL 11 million in 1963. In the past two years purchasers of
Development Bonds have been given an option­to be made at the time of
redemption ( after fixe years) ­ between a lower interest yield with the principal
linked to the cost­of­living index on the one hand, and a higher interest yield
without linkage, on the other. This step was taken in order to attract new

2 In 1963­ IL 119 million less IL 149 million on account of the Bank of Israel advance; in
1964­ IL 95 million plus IL 38 million repaid on account of the above advance.

" This was mainly in the form of the withdrawal of Government deposits with the Bank of
Israel­ which had accumulated as a result of the devaluation and from past budgetary
surpluses and budgetary allocations to a special fund for the redemption of Independence
and Development Bonds­ rather than the outright grant of credit. However, from the
monetary aspect, there is no difference between the two, since both have an expansionary
effect on the money supply.
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investors, and duirng year reviewed purchases by the general public did in
fact increase, although those by provident funds declined. (In 1964 provident
funds purchased debentures issued by other institutions under Government
authorization. )
Short­term credit receipts from sources outside the banking system amounted

to only IL 15 million, as against some IL 160 million in 1963­a decline of
IL 145 million. About half of the decrease stemmed from a contraction of
net income from the Short­Term Loan, except for the debentures purchased by
banks.1 Total receipts from this source, including purchases by the banks,
amounted to IL 60 million, compared withIL 115 million in 1963 and IL 75
million in 1962.2

(c) Payments
Government outlays, other than debt redemption and transfers to the National

Institutions, increased in 1964 by IL 395 million, or almost 15 percent, reaching
IL 3,070 million. In 1963 the growth rate was 10 percent. Current expenditure,
which accounted for over 70 percent of outlay, rose by 14 percent, and ex­
penditure on investment and on the ifnancing of investment through the devel­
opment budget went up 18 percent.

1. Purchases on current account
Current purchases of the Government totalled IL 1,615 million, or 12

percent more than in 1963 (see Table VII­1 1 ). Of this sum, about 5.5 percent
constituted a real increase, while 6 percent was due 10 irsing pirces. In 1963
the real increase had been greater­8 percent.
Expenditure on secuirty and special budgets, which constitute almost half

of total purchases on current account, went up 8 percent, in contrast to 11.5
percent in 1963. As already noted, Government purchases abroad did not
increase, and may even have declined. The reduction of the peirod of military
service, which had been announced in 1963, went into full effect duirng the
year reviewed.
Expenditure on wages and salaires ( excluding that of the Ministry of De­

fense and trading enterpirses) was up IL55 million, or 16.5 percent, and
amounted to IL 405 million. The number of employees expanded by about
3.5 percent, and wages per employee by about 12.5 percent. Less than one­third
of the wage rise stemmed from the increase in the cost­of­living allowance ; the
remainder deirved from increases in basic wages, advances and differentials
actually paid in the course of the year, and the wage drift. In accordance
with the new labor agreement signed in August, basic wages of cleircal and
administrative personnel were raised by 3 percent, and a IL 200 advance was

l These are classiifed in this chapter as credit from the banking system.
' For a detailed analysis see Chapter XX, "The Securities Market".
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Table VII­11

GOVERNMENT PURCHASES ON CURRENT AND CAPITAL ACCOUNT,
1963­64

(IL million(

Increase or
decrease )­(19641963

Purchases on current account
57406349Wages and salaries of civilian staff"
37238201Interest payments'"
24201177Other purchases (excluding security)0

118845727Subtotal

58772714Security and special budgets0

1761,6171,441Total on current account

.Purchases on capital account
8515873Postal and transport enterprises'1
­336396National Water Carrier
143622Roadbuilding
64438Public buildings and miscellaneous

72301229Subtotal

Stockpiling*
Food Division of Ministry of

­24428Commerce and Industry
209­11Ministry of Housing and misc.

68314246 ■Total on capital account

2441,9311,687Total purchases

* According to the Central Bureau of Statistics.
" Excluding interest paid to the National Insurance Institute and the War Risk Insurance
Fund; including cumulated interest on savings certiifcates of the Independence and Devel­
opment Loans.

" Including payments of customs duties and purchase tax. In TableVII­10 of the Bank of
Israel Annual Report for 1963, these payments were deducted.

aUninstailed equipment of the postal and transport enterprises is recorded in this table as
an investment in these enterprises and not as an investment in stocks.

paid to each employee pending the determination of his grade under the new
wage scales. The regrading of all jobs was begun, but in most Ministries
this task had not been completed by the end of the year. Salaries . of pro­
fessional employees and teachers were increased in the last months. of 1964
under the terms of nationwide agreements. The wages of policemen had
already been raised earlier, at the beginning of April, in line with the recom­
mendations of the Public Committee for Wagesand.Salaires in the Civil Service,
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Local Authorities, and Regional Councils. All civil servants were assured retro­
active payments on account of wage adjustments for 1964, to be paid in 1965.1
Interest payments rose by 18 percent, and totalled IL 240 million, nearly

60 percent of which was on foreign debts. The proportionate share of in­
terest on short­term obligations, where higher interest rates apply, declined
in the last two years; however, it still constituted about 28 percent of total
interest outlay in 1964.
Other purchases rose by 14 percent, and if calculated net of sales, by 10

percent.

2. Purchases on capital account
Investment expenditure of the Government was 28 percent higher than in

1963, and amounted to IL 315 million; about IL 15 million went to enlarge
Government stocks, and IL 300 million was spent on other items. The rise
in investments other than inventories came to 31 percent, of which some
27 percent represented a real increase, and approximately 3 percent a rise
in prices. In 1963 the real increase was much smaller­ about 10 percent.
This large growth in the year reviewed occurred despite the substantial

decline in expenditure on the National Water Carrier upon completion of its
first stage. The increase is mainly attributable to the doubling of Government
investment in trading enterprises, including telephone services and the con­
struction of Ashdod Port, as well as to a rise of two­thirds in the amount
spent on building new roads and widening existing ones under a ifve­year plan
partially ifnanced by the World Bank (see TableVII­1 1 ). Investment in the
telephone network included large­scale import of equipment, part of which
has not yet been assembled.
Government outlay on food stocks went up only slightly, but on the other

hand the Ministry of Housing's inventory of building materials rose with the
expansion of publicly ifnanced residential construction.

3. Transfer payments and subsidies

Transfer payments and subsidies were 18 percent higher than in 1963, and
totalled IL 580 million. The rate of increase in transfer payments fell off, whereas
subsidies once again rose substantially (see Table VII­12).
Subsidies totalled about IL 240 milKon, compared with IL 195 million in

1963. Subsidies on agricultural production and for the stabilization of con­
sumer prices (especially of imported foodstuffs) were increased by IL 45
million, while outlay on indirect promotion of exports remained steady. These
ifgures do not relfect the decline in Government revenue resulting from the
reduction of tax rates in order to stabilize prices, nor the subsidization of in­
dustrial exports out of branch­wide funds deriving other than from the Govern­
ment budget.

' For a detailed discussion see Chapter X, "Wages".
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■ .. Table VII­12
GOVERNMENT TRANSFER PAYMENTS, GRANTS, AND SUBSIDIES, 1963­64

(IL million( ;

Increase or
decrease )­(19641963

Transfer payments and grants
To households

21141120National Insurance benefits
25043Pensions and provident payments
65145Other transfer payments

29242213Total to households .

To nonprofit institutions , ;

136249Educational and cultural
22927Health
253Social welfare and religion

179679Total to nonproift institutions

Total' transfer payments and
46338292grants .■ . ■ ■

Subsidies
27141114On agricultural produce
188466On other goods and services
­11516On exports

'44 ■240196Total subsidies ;

Total transfer payments,
90578488grants, and subsidies

Participation in ordinary budgets of
148369local authorities

104661557Grand total

Farm price supports were increased by almost 25 percent, and amounted to
IL 140 million. The rise occurred in most of the items subsidized­ eggs, milk,
cotton, and sugar beet­ as well as water for irrigation1 and imported fodder.
The only item showing a marked decline was drought compensation payments,1
and this because of the abundant rainfall.2
Subsidies designed to keep down the prices of consumption items and in­

dustrial production costs were increased by more than 25 percent, following
a very considerable irse in the previous year, and totalled IL 85 million. A large
part of these subsidies were intended to prevent rises in the prices of foodstuffs

* Operating expenses of the National Water Carrier.
2 For a detailed discussion see Chapter XI, "Agriculture", and especially Table XI­11.
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imported by the Government, such as unprocessed oil, sugar, and frozen meat.
Thanks to these subsidies, the prices of margarine, edible. oil, and sugar have
iemained at their predevaluation level, despite the change in the exchange rate
and the much higher price paid by the Government for sugar.1 The deficit of
Israel Railways went up further in 1964; rates were not revised from the
devaluation until the beginning of 1965 even though costs mounted. Moreover,
additional losses were incurred in 1964 because of the interruption of service
following an accident.
During the year reviewed subsidies were also paid on locally produced meat,

meals in factory canteens, newspirnt (in the form of tax rebates ), and to the
transport cooperatives in order to keep fares down. The Government paid
interest differentials to the, Industiral Development Bank of Israel on account
of loans granted to enterpirses in development, areas, as well as differentials to
the mortgage banks under special . arrangements whereby the latter waived
the linkage terms on mortgage loans repaid immediately after the devaluation.
Subsidies connected with the opening up of new foreign markets were not

increased in 1964, standing at about IL 15 million.
Transfer payments were up some IL 45 million,or 16 percent, and totalled

IL 340 million.
Benefit payments by the National Insurance Institute, which accounted for

over 40 percent of all transfer payments, totalled IL 140 million, or 17.5 per­
cent more than in 1963. The number of benefit recipients rose by 10.7 percent,
and the average payment by 6.7 percent. The rates of old­age pensions, which
constitute almost half of all beneift payments, were raised by 4 percent to
compensate for higher pirces, while family allowances were increased to a greater
extent.
Compensation to victims of Nazi persecution declined slightly, following a

large increase in previous years. Together with pensions to civil servants and
benefits 10 war invalids, these payments amounted to nearly IL 50 million.
Allocations to nonproift institutions, especially institutions of higher educa­

tion and the Sick Funds, increased by over IL 15 million, or about 20 percent,
and totalled IL 95 million.
Other transfer payments went up 14 percent, to reach IL 55 million. They

include inter alia graded secondary­school fees, old­age grants to persons not
eligible for National Insurance beneifts, relief allotments to needy families granted
directly rather than through the local social welfare ofifces, hospitalization costs
covered by the Government, and expenditure on food in Government institutions.
Grants to the local authoirties were augmented in order to avert a general

upward revision of municipal rates. Government participation in the authoirties'

* Not only were these commodities sold to the public at a price below that paid by the
Government, but in addition customs duties were cut on various foodstuffs, such as sugar
and frozen meat.
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expenditure on education and social welfare rose with the expansion of the
educational network and the increase in relief payments to families with two or
three children.1

4. Development budget financing
Outlay on development budget loans granted to other sectors of the economy

went up byIL 50 million in 1964, and totalled IL475 million. About IL 385
million was given in the form of loans, and some IL 90 million as paritcipation
in the share capital of ifnancial institutions and Government companies.2 An

Table VII­13
DEVELOPMENT BUDGET FINANCING,­ BY ECONOMIC BRANCH AND

BORROWING SECTOR, 1965­64
(IL million(

1963 1964 Increase or
decrease)­(

Economic branch
Housing
Industry and crafts
Mining, quarrying, and oil drilling
Agriculture and water development11
Electric power
Transportation and communications
Services and miscellaneous

Total, excluding public sector

Borrowing sector
Households
Public sector companies
Private business enterprises
Public financial institutions
Nonprofit institutions

Total, excluding public sector

National Institutions
Local authorities

Total ifnancing

83294211
­513687
_33538
22927
41814
­11213
175033

51474423

71186115
32229197
­303969
­171330
­5712

51474423

51712
32118

453 512 59

* Including loans and participation in share capital, but excluding Government investments
(see Table VII­11). Loans granted through banks and other financial 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.

1 As of August 1963.
2 Apart from the retroactive conversion of loans and deposits earmarked for loans into
share capital.
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additional IL 40 million approximately was transferred to the National Insti­
tutions and the local authorities.
The sum provided for ifnancing public residential construction was enlarged

by IL 80 million, or close to 40 percent, while other loans declined by IL 30
million, or 15 percent. As already noted, the proportion of development budget
ifnancing has gone down in recent years, in relation to both Government expend­
iture and total domestic investment. This is attributable to the gradual curtailment
of ifnancing out of reparations funds and to the growing tendency to expand
the role of the public ifnancial institutions in providing development loans.
Most of the rise in housing expenditure was due to the marked growth of

immigrant housing construction, following a decline in 1963. Although the
volume of immigration was the same in both years, in 1964 there was a larger
number of small families, so that more dwelling units were required. Nonim­
migrant public residential construction was also stepped up, but the Govern­
ment's share in ifnancing such construction is small, whereas in immigrant
housing1 it accounts for a very large percentage of total expenditure.
The main dec'hne in development budget ifnancing occurred in Government

loans to industry. The Government is gradually transferring to the Industrial

­DiagramVII5
FUNCTIONAL COMPOSITION OF GOVERNMENT EXPENDITURE, 1964
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l For a detailed discussion see Chapter XIII, "Construction and Housing".
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Development Bank of Israel the role formerly fuliflled by the development
budget in this area. There was also a decrease in 1964 in new loans to Negev
Phosphates Ltd., Israel Mining Industries, and El Al Israel Airlines. On the
other hand, there was an increase in loans to public sector companies engaged
in oil exploration, to the Israel Electric Corporation, and to the two companies
engaged in the desalination of sea water, as well as in investment in the share
capital of the Ashdod Development Company in which the Government became
a partner. A breakdown of development budget financing by economic branch
and borrowing sector is shown in TableVII­13.1
5. Net payments to the local authorities
Net payments to the local authorities aggregated almost IL 90 million, com­

pared with about IL 80 million in 1963. While Government participation in
the authorities' ordinary budgets and net development budget financing rose
by over 20 percent, there was a marked decline in credit, ascribable to the
ifnancing in 1963 of the advance repayment of one of the municipalities' foreign
debts.

(d) Functional composition of expenditure
A breakdown of expenditure by function in 1963 and 1964 is shown in Table

VII­142 (see also Diagram VII­5).
The main changes occurring during the year reviewed were the relative

increase in transportation and housing services and the relative decline in
industrial, agricultural, and security services. With the exception of security,
which has already been discussed under the heading of current purchases, the
changes were largely connected with changes in the development budget.
The comparative decrease in industrial services can be attributed to the fact
that the function of allocating industrial loans has been increasingly shifted
to the Industrial Development Bank of Israel. The decline in the weight of agri­
culture stemmed mainly from the completion of the ifrst stage of the National
Water Carrier.3 The rise in transportation services relfects the marked growth
of Government investment in the telephone network, ports, and roads, while
the additional amount spent on housing was chielfy earmarked, as already noted,
for new immigrants. Construction outlay is subject to sharp lfuctuations con­
nected with the nature of the construction process and the methods of ifnancing;
in 1963 there was a steep decline in the weight of housing in total expenditure,
and the rise in 1964 merely restored it to the 1962 level. Above­average
increases were recorded in outlay on general adminstration and police,
2 For a discussion of the share of public ifnancing in total domestic investment, see
Chapter V, "Domestic Investment".

2 This analysis includes transfers to the rest of the public sector, but excludes debt re­
payment.

3 This decline was partly offset by the larger subsidies paid on agricultural production.
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Table VII­14

FUNCTIONAL COMPOSITION OF GOVERNMENT EXPENDITURE,­ 1963­64

PercentmillionIL
1964196319641963

General services
4.74.3145117General administration
25.027.0779729Security and special budgets
3.02.79272Police and justice
0.81.02426Community services n.e.s.11

33.535.01,040944Total

Social services
8.78.4271226Education, culture, religion
8.58.2264223National Insurance and social welfare
4.03.9124105Health
9.87.6306206Housing

Total

Economic services
Agriculture and water development
Industry, mining, electricity
Transportation and communications
Other economic services

Total

Unallocable services
Interest payments
Miscellaneous"

Total

Grand total

760 965

639

201
157

708

238
159

358 397

2,701 3,110

28.1 31.0

9.110.2284277
3.86.4117172
8.25.3256142
1.71.85148

23.7

7.4
5.8

22.8

7.6
5.1

13.2 12.7

100.0 100.0

" Excluding debt repayment and current expenditure of the postal and transportation enter­
prises. Including transfers to local authorities and the total outlay of the National Insurance
Institute.

" Mainly Kol Yisrael (The Voice of Israel) and general research.
c Mainly grants and loans to local authorities, and import subsidies.

as a result of larger wage expenditure, and in interest payments following the
rise in indebtedness.
As in previous years, security remained the largest single item ; it was followed

by housing, which this year took the place customairly held by agirculture. It
should be noted that all the social services were on the irse, whereas all the
economic services, with the exception of transportation, were on the decline.
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3. The National Institutions

Total payments of the National Institutions1 dropped by IL 30 million in
1964, and amounted to IL 395 million. The Institutions' participation in the
financing of immigrant housing fell off conspicuously. On the other hand,
interest expenditure went up appreciably and wage payments also increased.
Other items either held steady or declined.
Total receipts from abroad contracted, but still constituted 75 percent of

aggregate net receipts ; though unrequited receipts went up slightly, there was
a fall in net loan proceeds. Nor was there any rise in net domestic loan receipts,
other than credit from the banking system.

(a) Transactions of the National Institutions

The "balance of payments" of the Institutions for 1963 and 1964, by main
type of receipt and payment, is set forth in Table VII­15. As in Tables VII­3
and VII­7, a distinction has been made between transfers and transactions in
goods and services (the "real account" ) on the one hand, and transactions in
credit (the "financial account") on the other, while net money lfows between
the Institutions and the Government have been recorded separately.
As in the previous year, expenditure in the real account exceeded proceeds from

foreign and domestic transfers. But in contrast to 1963, there was practically
no widening of the gap between the two. In other words, the increase in receipts
­ mainly unrequited receipts from abroad­ did not lag behind the increase in
purchases, transfers, and investments. The main reason for this development
was the slower expansion of expenditure in 1964.

At the same time, there was a substantial decrease in the surplus of receipts
over payments in the financial account (net loans received over net loans given),
owing to the much smaller volume of borrowed receipts in 1964. Net payments
to the Government Ukewise moved downward. In contrast to 1963, the Insti­
tutions' share of immigrant housing expenditure fell, while the Government
increased its allocations to the Jewish Agency Settlement Department.
Unlike the other public sector authorities, the Institutions do not levy taxes,

their principal source of income being unrequited receipts from abroad. Do­
mestic income, such as rent paid to the Jewish National Fund for the lease of
land, covers only a small patr of their expenditure. As a result, they have always
had a substantial demand surplus. This surplus, which represents the excess of
expenditure on current and capital account over domestic income other than
from loans, rises from year to year pari passu with the growth of expenditure.

נ Including debt repayment and net transfers to the. Government. The National Institutions
include the Jewish Agency for Israel, the World Zionist Organization, the Jewish National
Fund, and Keren Hayesod. Hereafter they will be referred to simply as "the Institutions".
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"BALANCE OF PAYMENTS" OF THE NATIONAL INSTITUTIONS, BY TYPE OF RECEIPT AND PAYMENT, 1963­64
(IL million(

Receipts

Increase

1963 1964 decrease Payments

Increase

1963 1964 decrease
)­(

n

v

J8

V
c
a

w
w

e
o
V
w

I
o
X
in

0<

Unrequited receipts from abroad
Miscellaneous domestic receipts

Total

Collections on account of long­
term loans

Long­term loans received
Foreign
Domestic"

Short­term credit (net)
Foreign
Domes ticb
From the banking system

Total

Total receipts

174
26

200

11

Transfers and transactions in goods and services

190
29

16
3

Purchases on current account
910091Domestic*
128472Foreign

­2434Purchases on capital account"
13635Transfers, grants, and subsidies

219 19 Total

Transfers and transactions in financial claims

_3
Long­term loans granted
Repayment of long­term loans
Foreign
Domestic­335386

­116273

­224062
154­11
594

Total­49176225

with the GovernmentTransactions

To the Government (net(

Total payments­30395425

232

78

33
14

125

68

425

254

80

21
18

119

22

395

22

­12
4

­6

­46

­30

* Excluding goods and services acquired for transfer to others as loans or grants.
" Excluding the banking system. . ,,, . , " , , T. TJ j
Source: Based on data of the Jewish Agency, the World Zionist Organization, the Jewish National Fund> and Kercn Ha<'csod■



In the year under review the Institutions' demand surplus went up 9 percent­
3 low rate compared with previous years­ and totalled IL 225 million.

(b) Receipts
I. Unrequited receipts from abroad
Unrequited receipts from abroad were up 9 percent, reaching IL 190 million.

In the past few years these receipts have not grown in dollar terms. As in
1963, they were equivalent to 55 percent or more of the Institutions' expend­
iture apart from payments to the Government and loan redemption.
The main sources of these receipts are the United Jewish Appeal in the

United States, appeals in Europe and Canada, German reparations, and con­
tirbutions to the Jewish National Fund and Youth Aliya. Most of the in­
cremental income in 1964 came from the appeals, which accounted for two­thirds
of the Institutions' total unrequited receipts

2 Transfers and collections in Israel
These receipts, which deirve from rents collected by the Jewish National

Fund, collections on account of interest and principal on loans granted by the
Jewish Agency, and various local transfers and sales, amounted to only 9
percent of total receipts.

3. Increase in indebtedness
Net receipts from borrowing aggregated IL 130 million in 1964, compared

with IL 165 million in 1963.
Foreign loans accounted for about 35 percent of the total, as against two­thirds

in 1963.

(i) Foreign loans
Net receipts from foreign loans amounted to IL 70 million, as against IL 115

million in 1963. There was a decrease of IL 20 million in loans granted for
periods of three years or more, and a similar decline in short­term credit
balances. As in 1963, most of the loans were obtained from Ampal, various
foreign banks, Jewish organizations in Europe, and financial institutions in the
United States.

(ii) Domestic loans
In 1964 domestic loans accounted for 45 percent of total net borrowing,

compared with 30 percent in 1963. Receipts from debenture issues declined,
while short­term credit receipts from the banking system and other domestic
sources increased.
The Jewish Agency, with Government approval, issued debentures which

were purchased by provident funds as "authorized investments" entitled to
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exemption from income tax. Proceeds from the local sales of debentures issued
by the Jewish Agency subsidiary Hollis ( which are denominated in foreign
currency and acquired mainly by recipients of restitution payments ) amounted
to IL 18 million; sales had risen substantially in 1963, and in 1964 they re­
verted to the 1962 level. Net credit from the banking system showed a sub­
stantial rise of IL 10 million.

( c ) Payments

Expenditure, other than debt redemption and payments to the Government,
went up by only 8 percent, total'hng IL 335 million. The increase occurred
entirely in the wage and interest items, there being practically no change in
other purchases, transfers, investments, and loans. If price increases are dis­
counted, the total rise was 4 percent, consisting of an 11 percent growth in
current expenditure and a 3 percent drop in investment and lending.1 In 1963
as well, investments and loans granted declined somewhat, but the real increase in
current outlay was much greater­ close to 20 percent.
Current purchases in Israel and abroad amounted to IL 185 million, com­

pared with IL 165 million in 1963. In real terms, the increase in total purchases,
. including interest, is estimatedat 10 percent as contrasted with over 20 percent
in 1963.
Direct immigraiton expenditure, including transportation of newcomers, moved

down slightly, after having risen substantially in 1963. The number of im­
migrants reaching the country in each of the past three years remained stationary.
For the second consecutive year, wage and salary payments rose by almost

15 percent­ the number of employees went up by about 5.5 percent, and
average wagesby 9 percent. Interest payments have shown a rapidly rising trend
owing to the constant growth of the debt burden.
Investment by the Jewish National Fund in afforestation and land reclamation,

which constitutes the bulk of the Institutions' investments, showed no change
as compared with 1963, and if price increases are taken into account, they may
even have declined s'hghtly
Transfer payments likewise showed practically no change. These refer mainly

to allocaitons to new immigrants in the first stage of absorption, allocaitons to
educaitonal insittuitons, and the care of immigrant youth. While there was an
increase in allocaitons to Youth Aliya, other items declined. There was also
a decrease in subsidies to new agricultural settlements.
Loans from the Settlement Department of the Jewish Agency also remained

at their 1963 level. These loans, largely in the form of equipment and cash
allocaitons, were earmarked for the consolidation and expansion of young
agricultural setitements.

2 The rise in agricultural investment pirces served as a delfator for calculating the real
change in loans granted.
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­DiagramVII6
FUNCTIONAL COMPOSITION OF NATIONAL INSTITUTIONS'

EXPENDITURE, 1964
(percentages)
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(d)Functional compositionof expenditure
Table VII­15 and Diagram VII­6 show the breakdown of the Institutions'

outlay by function.1
About half of the amount spent in 1964 went for agricultural and immigration

services,2 about 30 percent for administration and interest, and the remaining
20 Percent for housing, education, and social welfare. The most noticeable
change occurred in housing expenditure, which declined substantially from its
exceptionally high level of the two preceding years. Outlay on administration
and interest increased, while other items remained practically stable.

4. The Local Authorities
The scope of operations of the local authorities rose 22.5 percent above the

1963 level, and totalled IL 555 million.3 Consumption and investment expanded
1 The analysis here includes transfers to the Government but excludes debt redemption
Direct outlay only on transportation and initial absorption of immigrants.

3 With loans from the Government, the banking system, contractors, and suppliers recorded
on a net basis, and other loans on a gross basis. The local authoirties include the muni.
"Pities, local councils, regional councils, religious councils, and regional authorities.
Hereafter the local authorities will be referred to simply as "the authoirties­'. The data for
1963 are revised, and those for 1964 are provisional.
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more rapidly than in 1963, and tax collections more slowly. As a result, the
dissaving and the demand surplus of the authorities rose considerably and,
despite the increase in Government allocations, their dependence on credit­­
not only for ifnancing investments but also for balancing their ordinary budgets
­ was accentuated.
In fiscal 1964/65 tax rates remained virtually unchanged, since the Govern­

ment, in pursuance of its stabilization policy, again prevented a general rise
in municipal rates, as in the two preceding years. Tax revenues went up by
18 percent in 1964, compared with an average of 21 percent in the previous
two years.

Table VII­16

FUNCTIONAL COMPOSITION OF NATIONAL INSTITUTIONS'
EXPENDITURE,­ 1963­64

PercentmillionIL
1964196319641963

General services
10.68.43933General administration6
18.618.26871Immigration"

29.226.6107104Total

Social services
7.76.92727Education and culture11
4.64.31717Social welfare and health
8.220.53080Housing

20.531.774124Total

Economic services
Agriculture and water

31.128.7114113development
1.41.355Other economic services

Total

Unallocable services
Interest payments

Grand total

118

46

119

65

30.0

11.7

32.5

17.8

392 365 100.0 100.0

* Excluding debt redemption, but including gross payments to the Government
other than debt redemption.

" Including educational expenditure abroad and outlay on land administration.
" Transportation costs and initial absorption of immigrants.
" In Israel only (see note b).
Source : Based on data of the Jewish Agency, the World Zionist Organization,
the Jewish National Fund, and Keren Hayesod.
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Consumption expanded appreciably in 1964­ by 25 percent at current
prices. In real terms, the growth amountedto 16 percent,or 12 percent per
capita, as compared with 13.5 percent (9 percent per capita) in 1963. The
increase in the number of employees was proportionately much larger than in
the Government service or in the economy as a whole.
Expenditure on investment also rose by 25 percent. In real terms, the annual

growth rate advanced from 15 percent in 1963 to 20 percent.

(a) Transactions of the local authorities

Table VII­17 presents the "balance of payments" of the authorities for the
years 1963 and 1964, by main type of receipt and payment. The table dif­
ferentiates between transactions with the Government, transactions in credit
(the "financial account"), and other transactions (the "real account").
In the real account, revenue from taxes and other compulsory payments

went up by IL 50 million, or 16.5 percent, while expenditure on purchases,
investment, and transfers rose by IL 100 million, or 23.5 percent. (In 1963
the growth rate for revenue was higher­ 20 percent­ while that for expenditure
was lower­ 21 percent. ) The gap between revenue and expenditure, which
constitutes the demand surplus of the authorities, thus increased by IL 50 mil­
lion, and totalled over IL 165 million. The demand surplus amounted to 37
percent of total purchases, compared with 33 percent in 1963.
During the year reviewed 45 percent of the demand surplus was financed

by means of Government grants, and 55 percent through net loans ( including
Government loans) ; in 1963 the relative share of grants was higher­ 53
percent.

(b) Receipts
1 . Taxes

Tax revenue of the authorities, including the surplus on current account
of municipal waterworks and transportation enterprises, rose by 18 percent
in 1964, compared with 22 percent in 1963, and totalled IL 235 million. This
growth was achieved despite a general freezing of municipal rates, and stemmed
from an increase in new residential units, which constitute the principal basis
for the collection of municipal taxes, and from the raising of assessments on
vacant plots and rental property.
In view of the trend toward larger homes and the development of new

suburbs, the tax rate on new dwelhngs is presumably higher than the average
for existing dwellings, inasmuch as the rate fixed depends both on the size of
the unit and on the area in which it is located. The major increase in assess­
ments on unoccupied property occurred in areas reclassified from rural to
urban. The raising of assessments on rental property in 1963/64 and 1964/65
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Table VII­17

"BALANCE OF PAYMENTS" OF THE LOCAL AUTHORITIES, BY TYPE OF RECEIPT AND PAYMENT, 1963­G4

(IL million(

Receipts 1963 1964 J^^J ^V­nts 1962 1964 Increase or
decrease )­(
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Taxes"
Miscellaneous income

50351301Totaln

Transacs
419857Domestic long­term loans

Short­term credit, nett 451From the banking system
From other domesticV

c* _31316sourcesV
r

Total

Net grants
Net loans

Transfers and transactions in goods and services

200 236 36 Purchases on current account
101 115 14 Purchases on capital account

Grants and transfer payments

Total

Transactions in ifnancial claims
Participation in share capital
Repayment of long­term loans
Foreign
Domestic

74 116 42 Total

Transactions with the Government
63 77 14
15 11 ­4

Total

Total receipts"

78

453

88 10

555 102 Total payments11

56281225
36178142
75952

419

10
21

34

453

518

1

33

37

555

99

­9
12

102

* Including net surplus on current account of waterworks and other enterprises.
b These figures differ from total receipts and payments in the local authorities' financial reports in that current income from enterprises, loans
from contractors, suppliers, and banks, and transactions with the Government have been recorded here on a net basis.

Source:1963­Central Bureau of Statistics; 1964­ Bank of Israel estimates based on partial data.



was due to the amendment in September 1962 of the Tenants' Protection Law.1
Assessments for purposes of the business tax levy were also revised upward ;

however, owing to the low tax ceiling of IL 2,000, this still does not constitute an
important source of revenue.
Water rates were also increased in some municipalities, but the larger revenue

hardly kept pace with rising expenditure, and in the year under review there
was apparently a decline in the overall current surplus of waterworks and other
enterprises of the municipalities.
In May 1964 the report of the Committee for the Examination of the Tax

Structure of the Local Authorities (the Witkon Committee) was published. It
recommended, among other things, the unification of assessment and collection
of municipal and Government propetry taxes and the centralization of tax
collection in a countrywide institution managed jointly by the local authorities
and the central government. It also recommended the adoption of a standard
basis of assessment : the capital value of the property when unoccupied. Some
of the authorities objected to these recommendations, and no decision had yet
been made by the end of the year reviewed.

2. Other compulsory levies
These receipts also expanded more slowly than in previous years: 14 percent

as against 16 percent in 1963 and 28 percent in 1962.
Approximately half the total revenue from these levies­ estimated at IL 115

million­ came from assessments on home­ and landowners for financing roads,
sidewalks, and sewage disposal, and for the installation of water meters. These
receipts amounted to about IL 55 million, and covered 31 percent of the
authorities' investment outlay.
The authorities collected about IL 50 million in transfer receipts for various

services, including service charges in primary schools, tuition fees in other schools
run by the authorities, hospitalization fees in municipal hospitals, and parents'
participation in the cost of meals provided to children in schools and summer
camps.
This item also includes revenue from the sale of land and from rent on

property owned by the authorities.

3. Government grants
Government allocations to the authorities were substantially expanded after

the devaluation in order to compensate them for rising costs and for refraining
from raising tax rates. Total allocations, net of payments by the authorities on

' The property rates on buildings are based on the rent actually received thereon, or which
might have been received in the year preceding the tax year. Consequently, in the 1963/64
tax year assessments were raised by 7/12 of the increase in rents, while in 1 964/65 the
entire increase was taken into account. At the same time, however, many exemptions
were granted by the municipalities to various groups.
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account of interest and participation in Government expenditure, went up
22 percent in 1964, and totalled over IL 75 million. In 1963 the growth rate
was higher­ 30 percent.1
The general grant­in­aid, which constitutes over half of the Government's net

allocation, was increased by 25 percent, while speciifc grants­in­aid by the
various Government Ministries­ Education, Social Welfare, Health, Religious
Affairs, Transport, and Labor­ as well as the War Risk Insurance Fund,2 went
up by about 15 percent all told. The participation of the Ministry of Social
Welfare rose more steeply, owing to the increase in grants (as of August 1963)
to needy families with two or more children.
The large cities benefit to a lesser degree from Government aid than do the

other authorities. In 1964 the four major cities3 received only 18 percent of
total Government grants, though their relative share in aggregate current ex­
penditure of the authorities is close to 50 percent. These cities have a greater
taxing capacity­ their share of local taxes amounts to about 60 percent­ and
hence they require less Government aid.4 In the case of the other authorities,
Government grants average one­third or more of total current expenditure.

4. Increase in indebtedness

Net proceeds from borrowing, including Government loans, totalled about
IL 90 million, compared with approximately IL 60 million in 1963. Almost
half of the loans were obtained from financial institutions and provident funds,
about one­fifth from the State Lottery, and the remainder from the Government,
contractors and suppliers, banks, and parents of schoolchildren.
Net borrowing from the Government declined as compared with 1963. While

new development budget loans rose, extra­budgetary credits contracted. In
1963 there was a particularly large increase in such credit because the Govern­
ment, in line with its policy of paying off foreign obligations ahead of matuirty,
also redeemed part of the liabilities of the Haifa Municipality to foreign sup­
pliers; since then the Haifa Municipality has been repaying these amounts to
the Government.
In order to help the authorities balance their ordinary budgets, the Govern­

x In fiscal 1964/65 the percentage increase will undoubtedly go up further owing to the
allocation of an additionalIL 12 million to the general grant­in­aid in the supplementary
budget.

2 On account of ifre­ifghting services.
3 Tel Aviv, Haifa, Jerusalem, and Ramat Gan.
4 The position of the Jerusalem Municipality differs somewhat. Its taxing capacity is smaller
than that of the other large cities, both because of its population structure and because
of the importance of Government services in its economic life. The larger grants which
it receives are partly designed to compensate it for the municipal exemptions on Govern­
ment property.

CHAPTER VII, PUBLIC SECTOR OPERATIONS 173



ment enabled them to obtain special large­sized1 loans from banks, Gmul Ltd.,
and other financial institutions1­in the case of the last­mentioned, out of the
proceeds of security issues lfoated with Government sanction.
The authorities receivedIL 17 million in net loans from the State Lottery,

in addition to IL 1.5 million in grants. The loans, earmarked for investment
in school buildings, were considerably larger than in 1965 when they totalled
IL 10 million; the grants were for financing investment in hospitals. Receipts
under the saving schemes for secondary and higher education in the large cities
amounted to IL 4 million.
The authorities redeemed IL 2.5 million of the joint bond issues which they

floated in 1957 and 1958, and also repaid foreign debts. No new foreign loans
were taken on in the course of the year. There was a rise in outstanding
credit from contractors and suppliers in the framework of the extraordinary
budget; although in the four large cities the balances actually declined, in
other towns they went up substantially. There was also an increase in 1964 in
extra­budgetary open debts to suppliers, following a rise in budgetary deficits.
The authorities' debt burden (excluding revaluation increments on linked

loans obtained before the 1962 devaluation) went up by almost 18 percent
between the end of March 1963 and the end of March 1964, and totalled
IL 325 million­ equal to 82 percent of the ordinary budget. Payments on
account of principal and interest, including linkage increments/ accounted for
20 percent of total ordinary budget payments, and were equivalent to over 40
percent of revenue from taxes and about 75 percent of total receipts from new
loans.

(c) Payments
Outlay of the authorities, excluding debt redemption and current expenditure

of trading enterprises, rose by IL 100 million over the 1963 level, and totalled
IL 520 million. The annual rate of increase at current prices amounted to
23.5 percent­ prices advanced 6 percent and the real increase came to 16.5
percent. About one­third of the additional outlay was on investment, and the
remainder on current expenses.

נ These totalled IL 15 million in 1963/64 and an additional IL 16.5 million in 1964/65.
2 The authorities have not been paying linkage increments on the bulk of their debts to
the Government, either because of the outright cancellation of the linkage terms or
because of the deferment of a final decision by the Government as to the fate of these
terms. As regards loans given for economic purposes, while the linkage clause has not been
actually cancelled, the redemption period has been extended by one­third. Therefore, in the
year reviewed there was practically no increase over previous years in debt repayments
to the Government.
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1. Current purchases and transfer payments
Current purchases expanded by 25 percent, and totalled IL 280 million.

Wage and salary payments, which account for close to two­thirds of all current
purchases, increased by 22.5 percent and totalled almost IL 175 million :x the
number of employees is estimated ^0 have gone up by 10 percent, and the
average wage per employee by 11.5 percent. This wage rise includes a 3 percent
increase in the basic pay of clerical and administrative staff, advances in
the amount of IL 200 per employee on account of wage adjustments, the
rise in the cost­of­living allowance, and the regular wage drift resulting from
increased seniority and promotions. As in the Government service, "committees
of six" were set up to regrade administrative personnel in accordance with the
new wage scale, and here too reclassification had not been completed by the
end of the year, nor retroactive payments made.
Transfer payments were 13.5 percent larger than in 1963, and amounted

to IL 60 million. Social welfare allotments to needy families constituted over
half of the sum. Approximately one­fifth of total transfer payments were
allocated to secondary and vocational schools, institutes of higher education
(Tel Aviv University and the University Institute in Haifa), and cultural and
health institutions. The rest consisted of expenditure on food dispensed in schools
and municipal institutions, pension payments to retired employees, and participa­
tion in graded secondary­school fees.

2. Purchases on capital account and participation in share capital
Purchases on capital account, which include capital formation and purchases

of land and existing buildings, rose appreciably for the second successive year­
this time by 25 percent­ and totalled IL 180 mil'hon. In real terms, the growth
rate in 1964 amounted to 20 percent. Most of the increase was in the construe­
tion of schools and other public buildings, paving of roads, and installation
of traffic facilities. A particularly large rise took place in expenditure on
educational institutions, including the establishment of new schools, the acqui­
sition and expansion of existing schools, and the supplying of equipment.
Investment in primary schools was designed to do away with the second shift
and to keep pace with the population growth. Capital outlay on secondary
and vocational schools was also substantially higher. These investments were
ifnanced mainly by the State Lottery and Government loans. The authorities
also spent more on construction and equipment for youth clubs.
Investment in health services, clinics, mother­and­child stations, and equip­

ment for municipal hospitals was stepped up considerably, but its share in the
total budget continued to be small. Other investments went primarily for the

J Excluding wages in trading enterprises and on capital account, as well as salaries
of teachers in kindergartens and schools for children of compulsory school age, which
are paid directly by the Government.
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Diagram VII­7
FUNCTIONAL COMPOSITION OF LOCAL AUTHORITY EXPENDITURE, 1964

(percentages)
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expansion of waterworks and sewage disposal facilities, installation of water
meters, and the laying out of public parks. In Tel Aviv the ifrst stage in the
puirifcation of the seafront was completed, and work on the underground passage
at one of the busy intersections in the commercial area neared completion.

(d) Functional composition of expenditure

Table VII­18 presents a breakdown of expenditure by function in 1963 and
1964 (see also Diagram VII­7). Debt repayment is excluded from this analysis
The authorities operate chiefly in the ifelds of education, social welfare, and

strictly municipal services. In the economic ifeld their activities are generally
conifned to the transportation sector, including roads and trafifc regulation
The relative share of educational services, which is the largest item, account­

ing for over one­third of total expenditure,1 went up particularly rapidly­
almost two­and­a­half times more than all the other items.

1 And this does not include the salaries of teachers in kindergarten and schools for children
of compulsory school age.
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Table VII­18

FUNCTIONAL COMPOSITION OF LOCAL AUTHORITY
EXPENDITURE," 1963­64

PercentIL million
1964196319641963

General services
12.012.36353General administration
22.824.6120106Municipal services6

34.836.9183159Total

Social services
35.431.0188133Education, culture, religion
10.010.55345Social welfare
5.75.63024Health
0.60.934Housing

51.748.0274206Total

Economic services
Transportation (including

7.88.34136roads(
Agriculture, industry,

1.42.189electric power

9.210.44945Total

Unallocable services
4.34.72320Interest payments

100.0100.0529430Grand total

* Excluding debt repayment and the current expenditure of waterworks and transportation
enterprises. In the absence of detailed ifgures on the performance of the budget for the
calendar year, the distribution in this table gives the functional composition of expenditure
for the ifscal years 1962/63 and 1963/64.

" Sanitation, sewage disposal, street lighting, ifre ifghting, public gardens, town planning,
and building licensing, as well as investment in waterworks.

Source: Based on summary data prepared by the Central Bureau of Statistics.

The social services group, including social welfare and health as well as
education, accounted for over half of total expenditure.
Outlay on social welfare, including that part of Government allocations

transmitted to the needy families through the local social welfare offices,
acounted for some 10 percent of aggregate local authority expenditure. In
the four large cities the relative share of this item was lower­ about 6 percent­
while in the other localities it was higher­ about 14 percent.
Community services­ chielfy sanitation, sewage disposal, and transportation

(mainly roads) ­ constituted about one­third of total expenditure. . Adminis­
trative services and interest payments accounted for one­sixth of the total.
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