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OECD delegation presents its report on Israel's economy to the Minister of Finance and to the Governor of the Bank of Israel

Minister of Finance: The OECD's biennial report supports the principles of the government's policy in recent years. We will continue to act responsibly to preserve the fiscal frameworks.

Governor of the Bank of Israel: We are pleased to receive the report from the OECD, we read it carefully, and obviously will continue to closely study it, to examine the important issues that it raises, and to discuss the recommendations and their possible implementation.
The OECD delegation today presented its report on Israel's economy to Minster of Finance Dr. Yuval Steinitz and to Governor of the Bank of Israel Prof. Stanley Fischer. The report is published every two years within the framework of the OECD's assessment of the economic performance of each member country. It should be noted that each report emphasizes specific perspectives that are relevant to local developments and current issues. In line with that, the current report focused on issues such as fiscal rules, the Sheshinski report, housing, the Trajtenberg Committee, the financial sector, and the environment.

The OECD notes in its report that Israel’s economy passed through the 2008‑09 crisis in reasonable shape but is now being affected by the worsening global outlook; geopolitical tensions are high; and the social protests have added a new dimension to the socio‑economic agenda.
Following is the organization's reference to several main issues and related recommendations in the report.

· The new fiscal rule: The new expenditure rule allows a welcome increase in civilian spending over time compared to its predecessor. However, the 2012 budget should not be re‑opened, and beyond that horizon substantially faster growth in outlays than allowed by the rule should be resisted.

· The Sheshinski Committee: The reform in the royalties and tax regime for oil and natural gas is praiseworthy. The government take from gas profits was nearly doubled to 60 percent for a natural gas reservoir, similar to the average level among OECD countries with appreciable oil and gas exploration where it varies from 61–65 percent. 
· Labor policy: A promising pilot scheme of private placement services—Lights to Employment, known as the Wisconsin program—came to an end in spring 2010. The authorities should nevertheless revive the approach, drawing on lessons from the pilot scheme.

· Earned-income tax credit: Extending the earned‑income tax credit (negative income tax) to cover the whole of the country is a welcome move.
· Unemployment rate: The unemployment rate has reached a historic low, 5.5% in the second quarter of 2011, while the participation rate has also risen.

· Economic performance: Aggregate economic performance remains strong relative to that in most other OECD economies. Performance was particularly helped by the absence of any failure in domestic financial institutions during the crisis. The OECD forecasts growth of 4.7 percent for 2011.

· Debt reduction: The government’s goal of reducing debt to 60% of GDP by 2020 by cutting the deficit to 1% of GDP by 2014 (and holding it at this level thereafter) is sound.

· Direct taxation: Substantial additional hikes in direct taxation over and above those proposed by the Trajtenberg Committee should be avoided. High rates of personal‑income tax on top earners can be problematic because they can prompt tax evasion and elicit little in the way of additional revenues.
· Indirect taxation: Contrary to what many may believe, in several respects an increase in the VAT rate is potentially the least economically damaging way of ensuring revenues adequately meet deficit and spending goals. At 16%, the rate of VAT is considerably lower than that in quite a number of OECD countries. In a welcome move, the government approved the Trajtenberg Committee proposal not to reduce VAT from 16% to 15.5% as was previously scheduled. A modest increase in addition to this should be considered as a means achieving fiscal goals.

Minister of Finance Dr. Yuval Steinitz said, "The report that was presented to us today is extremely important. It confirms the government's policy measures in recent years, and strengthens the need for preserving the fiscal frameworks, in particular the budget ceiling. We will continue to act this way in coming years. We are pleased to see the unhesitating support of the organization for the Sheshinski Committee conclusions, as well as important social measures such as expanding the coverage of the earned-income tax credit and increasing the size of the grants."
Governor of the Bank of Israel Prof. Stanley Fischer said, "I thank the OECD, Secretary General Angel Gurría, and the report's writers for the professional and relevant document that they have presented to us. In effect, this is the first report that the OECD is presenting to the State of Israel as a full member of the organization. The presentation of the report today gives expression to one of the important assets of our being a member of the OECD—the privilege of being subject to continuous, serious, and thorough review by the organization's experienced and professional economists. We are pleased to receive the report from the OECD, we read it carefully, and obviously will continue to closely study it, to examine the important issues that it raises, and to discuss the recommendations and their possible implementation."
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