Chapter 3
The Public’s Financial
Asset Portfolio

The value of the public'st portfolio of financial assets rose by 6 percent in
nominal terms during 2001 to atotal of NIS 1,187 billion. Thisfollowed an
increase of 7.2 percent in 2000 and a large rise of 25.3 percent in 1999.

The weighting of unindexed assets in the asset portfolio continued to
grow during 2001, atrend that began as far back as 1992. This was against
the background of the disinflation process of the past decade, and low
inflation that converged to price stability after 1998. Asaresult, theweighting
of unindexed assetsin the asset portfolio amounted to 31 percent at the end
of 2001, compared with 25 percent in 1998 and only 10 percentin 1992. In
contrast to this trend, CPl-indexed assets accounted for 36 percent of the
portfolio in 2001 compared with 47 percent in 1998 and nearly two thirds
of the portfolio in 1992. A particularly large increase was recorded during
thelast two yearsin the weighting of unindexed bonds dueto the substantial
accrua in the shekel mutual funds.

The development of the Bank of Israel’s interest rate during 2000 and
2001, and the public’'s expectations regarding its further devel opment were
among the reasonsfor the changesin theinternal composition of each channel
of investment. These changes led inter alia to a growth in the weighting of
tradable assets, including certain of these assets that bear interest.

The weighting of foreign currency denominated and foreign currency
indexed assets (excluding shares abroad) rose from 10 percent in 1998 and
11 percent in 2000, to 12 percent in 2001 due to the relative stability of the
foreign currency market and the consi derable decreaseininterest rates abroad
during 2001.

The weighting of shares (including shares abroad) in the asset portfolio
fell from 26 percent in 1999, which was abuoyant year in the equity market,
to only 21 percent in 2001. This resulted from the crises in the high-tech
industries and in other industriesin Israel and abroad, which led to alarge
drop in share prices.

1 Households and firms; not including the Government, the Bank of Israel, the
commercial banks and foreign residents.
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1. MAIN DEVELOPMENTS

The rate of growth in the public's portfolio of financial assets moderated due to the
slowdown in non-financial activity, the slump inthe equity market and the low inflation
recorded during 2000 and 2001. The value of the portfolio was estimated at NIS 1,187
billion at the end of 2001 compared with NIS 1,119 billion in December 2000, a 6 per-
cent risein nominal terms. Thiswas after the value of the portfolio rose by 7 percentin
nominal terms during 2000, and by an average of 20 percent a year during the years
1996 to 1999. Whilethe annual rate of increasein the asset portfolio slowed appreciably
during the years 2000 and 2001, the value of the portfolio relative to gross domestic
product increased. The ratio between the average nominal value of the portfolio and
annual GDP at current prices was 240 percent during these years, compared with 217
percent in 1999 and 200 percent and less previously (Figure 3.1). In 1999, most of the
increase in this ratio derived from the growth in the share component of the asset
portfolio resulting from the growth in new issues during that year and therisein share
prices on the Tel Aviv Stock Exchange and in foreign stock markets. During 2000 and
2001, however, most of the growth in the ratio between the value of the asset portfolio
and GDP derived from the increased value of unindexed assetsin it.
During 2001 and the | ast decade as

awhole, the asset portfolio devel oped Figure 3.1

against t_he background of _a rar-1ge of Nominal Increase in Value of Asset
changesin the economy, primarily the Portfolio and Development Relative
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to invest in unindexed holdings.
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Table 3.1

The Financial Asset Portfolio of the Public, 1998-2001

Balance Composition Nominal rise
(NISbillion) (percent) (percent)
1998 1999 2000 2001 1998 1999 2000 2001 1999 2000 2001

Assets by indexation
Total 832.7 1,043.6 1,118.7 1,187.1 100 100 100 100 253 7.2 6.1
Excl. sharesin Isragl 699.7 822.1 895.8 961.0
Unindexed assets 2084 2584 3200 3703 250 248 286 312 240 239 157
CPIl-indexed assets 386.8 4044 4019 4289 465 388 359 361 46 0.6 6.7
Foreign-currency-indexed

and denominated assets 86.0 107.1 1204 1391 103 103 10.8 11.7 245 125 155
Sharesin Isragl 1331 2215 2229 2261 160 212 199 190 665 0.6 1.4
Shares abroad 185 522 534 227 2.2 5.0 4.8 19 1823 22 -576
Assets by term to maturity
Short term 211.8 2506 289.9 3242 254 240 259 273 183 157 11.8
Medium term 4645 6200 6464 6646 558 594 578 56.0 335 4.3 2.8
Long term 156.4 1730 1836 1983 188 166 164 16.7 10.6 6.2 8.0

3446 4015 4425 4919 414 385 396 414 165 102 11.2

Commercial banks
Unindexed shekel deposits 150.1 1895 2240 2550 180 182 200 215 262 182 139
CPI-indexed deposits 192 181 244 283 2.3 1.7 2.2 24 55 347 16.2
Foreign-currency-indexed

and denominated deposits 71.1 847 927 1094 85 8.1 8.3 92 192 94 181
CPI-indexed saving schemes 96.7 100.7 912 884 116 9.6 8.2 7.4 41 94 31
Foreign-currency-indexed

saving schemes 6.2 6.6 7.8 7.4 0.7 0.6 0.7 0.6 73 177 54
Unindexed saving schemes 14 1.9 25 34 0.2 0.2 0.2 03 36.2 307 347
Assets by institutional composition
Total institutions 296.0 3236 3458 369.2 355 310 309 311 9.3 6.9 6.8
Provident funds 107.8 116.2 1200 1233 129 111 107 104 7.8 33 2.7
Advanced study funds 319 372 422 476 3.8 3.6 3.8 40 166 133 128
Pension funds for

established members 95.1 99.7 1054 110.6 114 9.6 9.4 9.3 4.8 57 49
Pension funds for new members 34 5.3 75 105 04 0.5 0.7 09 559 417 403
Lifeinsurance plans-guaranteed yield 38.8 40.1 406 420 4.7 3.8 3.6 35 34 13 34
Life insurance plans-profit share 190 251 301 352 2.3 24 2.7 30 321 198 17.2
The public directly 1921 3185 3304 3260 231 305 205 275 658 37 -13

SOURCE: Based on banks' financial statements, and TASE, Ministry of Finance, and Controller of Foreign Exchange data.

The public’s investments in CPl-indexed assets (which as is known provide for
protection against inflation) declined due to the fall in inflation expectations, and
their weighting fell from two thirds of the portfolio at the beginning of the decade to
36 percent at the end of 2001. Thistrend was mainly reflected by adecreasein saving
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Table 3.2

Distributionof the Public’s Asset Portfolio by Indexation Composition,

1998-2001

Balance Composition
(NISbillion) (percent)
1998 1999 2000 2001 1998 1999 2000 2001

Total 832.7 1,043.6 1,118.6 1,187.1 25.3 7.2 6.1
Unindexed assets 2084 2584 3200 3703 250 248 286 312
Cash and liquid deposits 450 537 577 638 54 51 52 54
Term deposits 1205 1561 1902 2165 145 150 170 182
Saving schemes 141 19 25 44 0.2 0.2 0.2 0.4
Treasury hills 165 180 262 265 2.0 17 23 2.2
Gilon and Shahar bonds 249 287 435 591 3.0 2.7 3.9 5.0
CPI-indexed Assets 386.8 4044 4019 4289 465 388 359 361
Saving schemes 1043 109.2 1015 1005 125 105 9.1 84
CPI-indexed deposits 519 509 554 556 6.2 4.9 5.0 4.7
Tradable bonds 78 803 764 875 9.5 1.7 6.8 7.4
Other assets 151.8 1640 1686 1857 182 157 151 156
Sharesin | srael 1331 2215 2229 2261 160 212 199 190
Foreign currency and foreign
currency indexed assets
(incl. shares abroad) 1045 1592 1738 1618 125 153 155 136
Total (excl. shares abroad) 86.3 107.0 1204 1391 104 103 108 117
Deposits abroad 71 164 226 333 0.8 16 2.0 2.8
Pamah restitutions 184 167 153 17.2 22 16 14 15
Other Pamah 394 472 525 56.1 4.7 4.5 4.7 4.7
Foreign currency indexed deposits 6.3 45 2.8 34 0.8 0.4 0.2 0.3
Saving schemes 6.2 6.6 7.8 7.4 0.7 0.6 0.7 0.6
Securities abroad (excl. shares) 0 3.6 86 114 0.0 0.3 0.8 1.0
Tradable bonds 91 121 108 105 11 12 10 0.9
Shares abroad 181 523 534 227 22 5.0 4.8 19

SOURCE: Based on banks' financial statements, and TASE, Ministry of Finance, and Controller of Foreign

Exchange data.

viainstitutional investors,2 most of whose holdings areinvested in CPI-indexed assets,
and by withdrawals from CPI-indexed saving plans and deposits concurrent with a
large accrual in the shekel mutual funds and in unindexed deposits.

Thechangesin the composition of the asset portfolio are contributing to their gradual
convergence to the composition typical of Western economies that have unrestricted
capital movements and low inflation. In these economies, most of the portfolio is
denominated in local currency and the portfolio largely consists of tradable assets,

including shares.

2Theinstitutional investors are the provident and severance pay funds, the advanced study funds, the

pension funds and the insurance companies.
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2. THE INDEXATION COMPOSITION OF THE ASSET PORTFOLIO

The weighting of unindexed assets in the asset portfolio amounted to 31 percent at the
end of 2001. CPl-indexed assets accounted for 36 percent of the asset portfolio, and
foreign currency denominated and foreign currency indexed assets (including shares
abroad) accounted for 14 percent of the portfolio. The weighting of shares in Israel
was estimated at 19 percent of the port-
folioin 2001, and theweighting of shares
Figure 3.2 abroad at 2 percent of the asset portfolio
Indexation Composition (Figure 3.2). The share component of the
of the Asset Portfolio, 1998-2001 public’sasset portfolioishighly volatile,
and can even change from month to
month. For the purpose of the analysis,
50 therefore, the distribution of the assets
will be presented without the share com-
40 — ponent inlsragl. Sharesabroad, which are
also highly volatile but have a low
30 weighting in the portfolio, will be
presented as part of the foreign currency
indexed and foreign currency denom-
inated assets. Thisisbecauseinvestment
in them is made in foreign currency and
0 is one of the main investment channels
1998 1999 2000 2001 for Israeli residents abroad.
Shares abroad CPl-indexed assets The wei ghtl ng of unindexed assetsin
nge’%i'gdfrf:c'y Fesot_ Nindexed assets the asset portfolio exclusive of sharesin
Israel amounted to 38 percent at the end
of 2001. CPl-indexed assets accounted
for 45 percent of the portfolio, and foreign currency denominated and foreign currency
indexed assets accounted for 17 percent of the portfolio (Table 3.3).

%
60

i R B e

0

a. Impact of the disinflation process and monetary policy

Against the background of the continued process of disinflation and the convergence
of inflation to price stability, the weighting of unindexed assetsin the portfolio excluding
shares in Israel rose in 2001 as well and amounted to 38 percent, compared with 36
percent in 2000, 31 percent in 1999 and 30 percent in 1998. However, the weighting of
CPl-indexed assetsin the asset portfolio excluding sharesin Isradl fell to 44.6 percent
at the end of 2001, compared with 44.9 percent at the end of 2000, 49 percent at the
end of 1999 and 55 percent at the end of 1998.

The value of the public’'s unindexed assets rose by 16 percent in nominal terms
during 2001, following an increase of 24 percent in 2000 and a similar increase in
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Table 3.3
Distribution of Assets by Indexation Composition (excl. shares
abroad), 1998-2001

(distribution, percent)

1998 1999 2000 2001

Total 699.6 822.1 895.8 961.0
Unindexed assets 29.8 31.4 35.7 38.5
Cash and liquid deposits 6.4 6.5 6.4 6.6
Term deposits 17.2 19.0 212 225
Saving schemes 0.2 0.2 0.3 0.5
Treasury bills 24 22 29 2.8
Gilon and Shahar bonds 3.6 35 4.9 6.1
CPIl-indexed assets 55.3 49.2 44.9 44.6
Saving schemes 14.9 13.3 11.3 10.4
CPI-indexed deposits 7.4 6.2 6.2 5.8
Tradable bonds 11.3 9.8 85 9.1
Other assets 21.7 19.9 18.8 19.3
Sharesin Israel, foreign currency and

foreign currency indexed assets

(incl. shares abroad) 14.9 194 194 16.8
Total (excl. shares abroad) 12.3 13.0 134 145
Deposits abroad 1.0 20 25 35
Pamah restitutions 26 20 1.7 18
Other Pamah 5.6 5.7 5.9 5.8
Foreign currency indexed deposits 0.9 0.5 0.3 0.4
Saving schemes 0.9 0.8 0.9 0.8
Securities abroad (excl. shares) 0.0 0.4 1.0 12
Tradable bonds 13 15 12 11
Shares abroad 26 6.4 6.0 24

SOURCE: Based on banks' financial statements, and TASE, Ministry of Finance, and Controller of
Foreign Exchange data.

1999. At the end of 2001, 58 percent of unindexed assets consisted of deposits, and 23
percent consisted of unindexed bonds.

Theweighting of marketabl e unindexed assets (unindexed bonds) rose dightly, from
22 percent of total unindexed assets at the end of 2000 to 23 percent at the end of 2001.

Thefeasibility of investment in unindexed assets and especially in unindexed bank
depositsincreased, especially after the decline in inflation expectationsto low single-
digit ratesin the last three years. As aresult of the impact on inflation expectations of
the worldwide financia shock at the end of 1998, the Bank of Isragl raised theinterest
rate. However, the central bank refrained from intervening directly in the foreign
currency market, and thereby enabled the market mechanisms to stabilize the dollar
exchange rate and inflation expectations. Due to the relatively high exchange rate and
thelargedrop ininflation expectations at the beginning of 1999, after the shock, invest-
ment in bank depositsyielded ahigh and risk-freereal return. Since these deposits are
also exempt fromtax, they becamethe preferred form of investment in the asset portfalio.

54



CHAPTER 3: THE PUBLIC'SFINANCIAL ASSET PORTFOLI0O

Theinvestment feasibility of interest-bearing tradable assets such as unindexed bonds
was maintained during 2001, due to the continued expectations of low and stable
inflation and a further reduction in the Bank of Isragl’s interest rate. Accordingly and
asaresult of the Government’s desire to promote the devel opment of the bond market,
aconsiderable part of its borrowing in this market was by means of unindexed bonds
concurrent with an extension of their term-to-maturity, which contributed to the
tradability of the unindexed bond market. Against this background, the public invested
in unindexed tradable assets, principally via the shekel mutual funds. In December
2001, 4 percent of the asset portfolio excluding sharesin Israel consisted of unindexed
assets that were purchased via the mutual funds.

Investment in CPl-indexed assets, which provide protection against a rise in the
price index, can only be made via three main channels — banking channels, direct
investment in the bond market, and depositswith institutional investors. In view of the
low level of inflation expectations, the need for hedging against inflation has declined,
and the public has sought alternatives to investment in CPI-indexed assets. This has
been reflected by the continued decline in the CPI-indexed share in the portfolio. The
dlight declinein the CPI-indexed component of the portfolio excluding sharesin I srael
during 2001 mainly reflected the decrease in the non-tradable part of CPl-indexed
investments, while the weight of CPl-indexed bonds increased. Investment in CPI-
indexed saving plans fell from 11 percent in 2000 to 10 percent at the end of 2001.
Within the tradable part, the weight of CPI-indexed bondsrose from 8.5 percent at the
end of 2000 to 9.1 percent at the end of 2001. The balance of CPl-indexed bonds
increased by 14 percent in nominal terms during 2001 after falling by 5 percent in
2000. The increase largely resulted from the continued decline in the expected real
interest rate, adevel opment that increasesthe capital gainsfor investorsin these bonds.
During 2001, the public continued to reduce their savings via the provident funds,
most of which are CPI-indexed. Thistrend, which has continued since the end of 1993,
moderated the positive trend in the tradable CPI-indexed market.

b. The impact of the reform in the foreign currency market on the indexation
composition of the asset portfolio

Theforeign currency componentsin the public’sasset portfolio (including shares abroad)
fell from 19 percent of the portfolio excluding sharesin Israel in 1999 and 2000, to 17
percent in 2001. Thisresulted from the decreasein the shares abroad component, which
reached 2 percent at the end of 2001 compared with 6 percent of the portfolio in 1999
and 2000, since the weights of the other foreign currency denominated and foreign
currency indexed assetsrose from 13 percent of the asset portfolio, excluding sharesin
Israel, in 1999 and 2000, to 15 percent in 2001. Thisincrease mainly reflectsthe growth
in the weights of Israeli residents’ investment in deposits abroad, from 3 percent in
2000 to 4 percent at the end of 2001.

Following the liberalization of the capital markets and the reduced restrictions on
investment by individuals and financial intermediaries, Isragli residents’ investments
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in assets abroad and in equity markets abroad have expanded during recent years. This
devel opment has made it possible to disperse the public’'s investment portfolio and to
increase its profitability, although this involves exposure to financial risks. In 2001, a
combination of two factors—stability in the foreign currency market and the fall in
interest rates abroad—reduced the feasibility of investment in foreign currency
denominated and foreign currency indexed assets. From the aspect of the long-term
trend, the development of the market for derivatives on the exchange rate may have
reduced the need to purchase foreign currency (denominated and indexed) assets for
the purpose of hedging against exchange rate adjustments, with the result that their
weighting in the portfolio did not increase. The background for the development of the
market for derivatives on the exchange rate was the Bank of Isragl’s non-intervention
intheforeign currency market, even at thetime of theimpact of theworldwidefinancia
shock at the end of 1998. This led to increased awareness of foreign currency risks,
resulting in demand for financial hedging instruments and the emergence of trading in
options for the purchase of dollars for various periods.

c. Impact of the development of the equity market

Due to the relationship between the equity market in the United States and the local
market, and especially in view of the development of the high-tech industriesin I srael
and the growth in Israeli companies’ issues abroad, the weight of shares in the asset
portfolio fell during 2001. Only in December, following the one-time reduction in the
Bank of Isragl’sinterest rate, did the weight of sharesincrease and approach itslevel at
the end of 2000.

The weight of sharesin Isragl fell

during 2001 until November, to 18 Figure 3.3
percent, and rose to 19 percent in Distribution of the Asset Portfolio
December. Thisfollowed anincrease o, P 1erm-to-Maturity, 1998-2001

from 16 to 21 percent during the 120

buoyant period in the equity market
during 1999. The value of sharesin ' "'
Israel fell by amoderate 1 percent in 7 7 7 7 |

asset portfolio terms in 2001 80
compared with 2000. The growth in 60 — | | | _
theweight of shares during December 558 594 578 1560

reflected the increase in the relative 40 — — — =
feasibility of investment in shares
following the Bank of Israel’'s 2 20 u
percentage point cut in the interest
rate, and this was reflected by the 0 008 1999 2000 2001

price rises in the market. The

downtrend in the share component
until December reflected the impact

‘- Short Medium [l Long ‘
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of the fall in prices in the equity market, the slowdown in non-financial activity
worldwide and in |srael, and the absence of issuesin 2001. The crisisin the high-tech
shares, which began in March 2000, spread to all sectors as the public attempted to
leavethe stock marketsin Isragl and abroad. Thisdevelopment and withit the recession
in economic activity in Israel and worldwide, reduced the expectations of a rapid
recovery intheequity market, halting companies’ issuesin Isragl and adversely affecting
the primary market for shares.

3. DEVELOPMENTSBY TERMS-TO-MATURITY

Table 3.4

Distribution of the Public’s Asset Portfolio by Term-to-Maturity, 1998-2001

Balance Composition
(NIShillion) (percent)
1998 1999 2000 2001 1998 1999 2000 2001

Total 8327 1.0436 11186 1,187.1 1000 100.0 100.0  100.0
Short term 211.8 2506 2899 3242 25.4 24.0 259 27.3
Liquid shekel assets 40.4 46.9 49.8 57.1 4.9 45 4.4 4.8
Unindexed deposits 1046 1312 1595 176.3 12.6 12.6 14.3 14.9
CPI-indexed deposits 0.6 0.3 0.1 0.1 0.1 0.0 0.0 0.0
Pamah 49.6 54.5 58.3 66.0 6.0 5.2 5.2 5.6
Patzam 4.7 3.7 2.2 24 0.6 0.4 0.2 0.2
Treasury bills 12.0 14.0 20.0 222 14 13 18 1.9
Medium-term and other assets 4645 620.0 6451 664.6 55.8 59.4 57.7 56.0
Saving schemes 1043 109.2 1015 100.5 125 10.5 9.1 8.4
Unindexed deposits 13.6 21.7 25.3 34.7 1.6 2.1 2.3 2.9
CPI-indexed deposits 19.2 18.1 24.4 28.3 2.3 17 2.2 24
Pamah 8.2 9.3 9.5 7.3 1.0 0.9 0.9 0.6
Foreign-currency linked deposits 17 0.8 0.0 0.4 0.2 0.1 0.0 0.0
Shares 1151 1943 1932 196.5 13.8 18.6 17.3 16.6
Bonds 38.9 40.9 46.5 61.1 4.7 3.9 4.2 51
Investment abroad 239 70.5 825 65.3 29 6.8 7.4 55
Provident funds 107.8 117.4 120.0 123.3 13.0 11.2 10.7 10.4
Advanced study funds 31.9 37.8 422 47.6 3.8 3.6 3.8 4.0
Long-term 156.4 173.0 183.6 198.3 18.8 16.6 16.4 16.7
Pension funds for established members 951 1017 1054 110.6 11.4 9.7 9.4 9.3
Pension funds for new members 34 53 75 105 0.4 0.5 0.7 0.9
Life insurance plans:

Guaranteed-yield 389 40.2 40 42.0 4.7 39 3.6 35

Profit-sharing 19.0 25.8 30.1 35.2 2.3 25 2.7 3.0

SOURCE: Based on banks' financial statements, and TASE, Ministry of Finance, and Controller of Foreign Exchange data.
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Thesharesof short® and long-term* assetsin the asset portfolio increased during 2001,
and the shares of medium-term assets® decreased (Figure 3.3). The decrease in medium-
term assets mainly derived from the public’sreduced investment in sharesin Israel and
abroad, the continued redemptions from the provident funds, and the withdrawal of
money from CPI-indexed and dollar-indexed saving plans. Investment in short-term
assets rose to 27 percent of the portfolio in 2001, compared with 26 percent of the
portfolio at the end of 2000 and 24 percent at the end of 1999. Unindexed assets,
including unindexed deposits, accounted for most of the increase in short-term assets.
Theweighting of the public’s medium-term assetsfell from 58 percent of the portfolio
in 2000 to 56 percent in 2001 — most of the decrease was recorded in investments in
assets abroad, saving plansand shares—whileinvestmentsin longer-term sheke deposits
and bondsincreased. The weight of long-term assets rose to amoderate extent in 2001,
from 16.4 to 16.7 percent of the portfolio
to a growth in the value of the assets of
the new pension funds and the profit- FDllgsr:l‘lg)it‘:on of the Asset Portfolio
shari ng lifeinsurance plans (Table 3.4?. by Tradability, 19982001

During the last three years, the public %
showed a tendency to extend the period 120

of investment in tradable and non-
tradable unindexed assets, adevelopment 100
that is indicative of credibility in the
continuation of price stability and 80
stabilizing interest rate policy. The level a0 536
of tradability in the shekel bond market
increased concurrent with the extension 40
of the terms-to-maturity of the bonds
supporting a growth in investment in 20
them. It should be noted however, that
medium and long-term unindexed C
1998 1999 2000 2001

investments in 2001 were sensitive to
major changes in fiscal and monetary
policy andtotheterror attack inthe USA.

‘- Tradable assets [l Non-tradable assets ‘

4. TRADABILITY OF THE ASSET PORTFOLIO

Theweighting of tradable assets in the asset portfolio fell during 2001 compared with
2000 and amounted to 53 percent, compared with 55 percent of the portfolio in 2000
and 56 percent in 1999 (Figure 3.4).

8 Unindexed shekel deposits, CPl-indexed deposits for a term of up to a year to maturity, demand
deposits, cash and Treasury hills.

4Pension funds and life insurance plans.

5Bonds, shares, saving plans, long-term deposits, advanced study funds, provident funds, and | sragli
residents’ investments abroad.
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Table 3.5
Tradability of the Asset Portfolio, 1998-2001

Balance Composition
(NIShillion) (percent)
1998 1999 2000 2001 1998 1999 2000 2001

Total 8327 1,0436 1,186 1,187.1 1000 100.0 100.0 100.0
Non-tradable assets 4004 4632  508.3 557.7 48.1 4.4 454 47.0
Unindexed assets 1669 211.8 2504 2847 20.0 20.3 22.4 24.0
Cash and liquid deposits 45.0 53.7 57.7 63.8 54 51 5.2 54
Saving schemes 14 19 25 4.4 0.2 0.2 0.2 0.4
CPIl-indexed assets 156.2  160.1 156.9 155.7 18.8 15.3 14.0 13.1
Saving schemes 104.3 109.2 101.5 100.1 125 10.5 9.1 84
CPI-indexed deposits 51.9 50.9 55.4 55.6 6.2 4.9 5.0 4.7
Foreign-currency and foreign

currency indexed assets 77.3 91.3 1011 117.3 9.3 8.7 9.0 9.9
Pamah restitutions 18.4 16.7 15.3 17.2 2.2 16 14 15
Other Pamah 394 47.2 52.5 56.1 4.7 45 4.7 4.7
Foreign-currency indexed deposits 6.3 45 2.8 34 0.8 04 0.2 0.3
Saving schemes 6.2 6.6 7.8 7.4 0.7 0.6 0.7 0.6
Deposits abroad 7.1 16.4 22.6 33.3 0.8 1.6 2.0 2.8
Tradable assets 4323 5804 6103 6294 51.9 55.6 54.6 53.0
Unindexed assets 415 46.6 69.6 85.6 5.0 45 6.2 7.2
Treasury bills 16.5 18.0 26.2 26.5 2.0 17 2.3 2.2
Gilon and Shahar bonds 24.9 28.7 435 59.1 3.0 2.7 3.9 5.0
CPl-indexed assets 230.6 2443 2450 2732 271.7 23.4 21.9 23.0
Tradable bonds 78.8 80.3 76.4 87.5 9.5 7.7 6.8 7.4
Other assets 151.8 1640 168.6 185.7 18.2 15.7 15.1 15.6
Foreign-currency and foreign

currency indexed assets 27.2 68.0 72.8 445 33 6.5 6.5 37
Tradable bonds 9.1 121 10.8 10.5 11 12 1.0 0.9
Securities abroad 0.0 3.6 8.6 114 0.0 0.3 0.8 1.0
Shares abroad 18.1 52.3 53.4 22.7 2.2 5.0 4.8 19
Sharesin |srael 1331 2215 2229 2261 16.0 21.2 19.9 19.0

SOURCE: Based on banks' financial statements, and TASE, Ministry of Finance, and Controller of Foreign Exchange data.

This development mainly reflects the decline in the component of sharesin Isragl,
which was partly offset by an increase in the weights of unindexed and CPI-indexed
bonds (Table 3.5). The increased weights of non-tradable assets largely resulted from
the growth in shekel deposits. The share of tradable assetsin the portfolio was affected
inter alia by the issue of earmarked bondsto institutional investors and by the lack of
alternatives to banking intermediation. The further development of the capital market,
such as the more active participation of institutional investors, could contribute to an
increasein thetradable assets’ share. A reformin the pension industry and the expected
removal of the treasury bill ceiling will therefore have the effect of increasing the
weight of tradable assetsin the portfolio.
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5. INTERNATIONAL COMPARISON

Asaresult of thelower rates of inflation during recent years and the element of progress
that was made in reforming the capital market at the beginning of the decade, the
composition of assetsin Israel has become closer to that in developed countries with
low inflation—a portfolio largely
consisting of unindexed assets and

i yhti K Figure 3.5
ShareS_Thewel ght_l n,g of P mdex?d Composition of Wordwide Financial
assets in the public’s asset portfolio Asset Portfolios, 19982001
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Israel relative to other countries, the
main components in the asset
portfolios of certain countries in the
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) ) insurance and saving
presented below (Figure 3.5). While schemes
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this comparison can provide only a vl Connany
general indication because of the UK Israel
i i i i SOURCE: Deutsche Bundesbank Financial
many institutional differences and Accounts 1999-2000, Flow of Funds Accounts
certain differences in the definitions (USA) September 2001, Annual Report of the Bank
i of Italy 2000, Dutch National Accounts 1998, Bank
of data, several Important factscan be of England Quarterly Bulletin: Spring 2001.

learned fromit.
The international comparison

showsthat in Israel, the weights of assetsin which investment is made viathe banking
system (deposits and saving plans) are among the highest in the sasmple, at 41 percent
of the portfolio, of which 60 percent are unindexed assets. Theremoval of therestriction
on the issue of Treasury billswill assist in the development of the money market and
will lead to increased competition in the area of financial intermediation, thereby
contributing to a reduction in the weight of bank intermediation in the public’'s
investments. The share component in the public’s asset portfolio is nearly identical to
that of the UK, Holland and the USA.. This component has the highest level of risk in
the portfolio, due to the volatility of share prices. It should be noted that the public's
total investments abroad in shares and bondsis greater than shown in Figure 3.5. This
isbecause pension funds abroad disperse their assets among government and corporate
bonds, shares and foreign investments, in contrast to the investments of ingtitutional
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Figure 3.6
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SOURCE: Deutsche Bundesbank Financial
Accounts 1999-2000, Flow of Funds Accounts
(USA) September 2001, Annual Report of the
Bank of Italy 2000, Dutch National Accounts
1998, Bank of England Quarterly.

investors in Israel, which are mainly
comprised of government bonds and ear-
marked bonds. Direct investment in
government bondsin all the countriesin
the sample except for Italy accounts for
lessthan 10 percent of thetotal portfolio.
The pension insurance component in
|srael—the pension funds and the life
insurance plan—is smaller than in the
USA, the UK, Holland and Germany, and
larger thanin Italy. Most countriesinthe
sample providetax concessionson long-
term saving and in Holland pension
saving is compulsory for al citizens. It
should be noted that the budgetary
pension component, which is charac-
teristic of the public sector in Isradl, is
not included in the asset portfolio data.
As a result, the figure on pension
insurance in Israel as it is presented in
the diagram is downward biased.

The public’sinvestment in the mutual fundsin Israel has developed greatly during
recent years. But relative to other countries, this channel of investment is still under-
developed, asis apparent from Figure 3.6.
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