CHAPTER XV

TRANSPORTATION, COMMUNICATIONS, AND TOURISM

1. Main DEVELOPMENTS

The product of the transportation and communications sector rose 5—6 percent in
1978, after an 8 percent increase the year before.l The slower growth this year despite
the expansion of economic activity can be explained for the most part by the slowdown
in international aviation (and, to a lesser extent, of shipping); land transport, on the other
hand, experienced an acceleration compared to last year.

The more sluggish rise in international aviation output resulted from a slackened
growth of tourism to Israel, especially from the United States, due to the prolonged
strike in El Al, which diminished its share of air traffic, and a slowdown in air freight,
after an extraordinary expansion in 1977.

Signs of the recovery of economic activity were evident in the output of shipping and
ports, principally in the transport of import cargoes and their port handling. This con-
trasts with the situation in 1977, when the main stimulative factors were export cargoes
and transport between foreign ports.

Land freight output began to pick up already in 1977, due mainly to the extraordinary
growth in the transport of quarried products for export. The recovery gathered force
in 1978, chiefly in consequence of the larger volume of freight directly connected with
the construction industry, as well as for the industrial branches, whose activity was
stepped up.

The impact of the renewed rise in disposal income was evident in 1978 also in the
growth of output of passenger connveyance, an increase in the number of private auto-
mobiles, and in the communications branch. Demand for telephones grew, but since
installations fell short of the new orders, the backlog of outstanding applications rose
to about 209,000.

International tourist traffic to Israel amounted to approximately 1,071,000 arrivals

in 1978, a growth of 8.5 percent. Income from tourism totalled about $ 582 million this
year (21 percent of all exported services); this represented a gain of about 4 percent,2

1 See notes a and ¢ to Table XV-1.
2 The 1977 figures for income from tourism were revised on the basis of Central Bureau
of Statistics estimates which have not yet been published.
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TABLE XV-1

CHANGES IN REAL OUTPUT, PRODUCT, AND PRICES OF THE TRANSPORTATION AND
COMMUNICATIONS SECTOR, BY BRANCH, 1970-78

(percent)
Estimated weight in Output Prices
gross product of . Weight in =
sector in 1977 revenue Average

(at 1972/73 prices) 1977 1973-76 1976 1977 1978 1977 1978
Domestic services 589 50.0 3.0 5.7 4.7 4.6 35,0 554
Land transport 38.7 294 -0.8 1.3 341 4.5 40.2 48.5
Buses 125 9.1 0.6 6.0 1.4 2.8 38.7 322
Taxis 4.7 3.7 -0.9 -2.0 5.0 3.0 473 353
Trucks 19.5 16.0 -1.7 -1.0 34 54 40.0 60.0
Railway 2.0 0.6 4.1 15.9 8.4 12.8 27.5 60.0
Other 20.2 20.6 9.3 12.6 6.9 4.8 283 654
Qil pipelines 2.3 1.9 -2.2 17.4 4.7 12.7 33.9 14.6
Domestic air services 0.5 0.7 0.5 -9.8 -2.8 -43 421 74.5
Telecommunications 174 18.0 11.0 13.2 7.5 4.3 27.2 71.0
International services 411 50.0 6.1 7.0 134 5.7 31.2 72.7
Shipping and ports ) 26.6 34.7 6.0 1.2 7.6 5.2 323 738
Shipping 203 29.2 7.1 2.3 9.0 4.0 323 759
Ports 6.3 5.5 0.6 -3.8 0.8 15.2 325 638
Civil aviation and airports 145 15.3 6.7 28.0 28.6 5.6 286  70.1
International aviation 13.0 138 6.6 28.0 28.2 5.0 285 7041
Airports 1.5 1.5 7.5 27.1 23.6 11.0 60.8 70.4
Total output at market prices 100.0 100.0 44 64 8.9 5.1 331 64.1

Total gross product at 1972/73 prices 34 6.3 8.0 54

NOTE: Output is at market prices, including the defense stamp duty (until April 1978) on bus, railway, and postal services, and excluding bus subsidies,
the deficit of the railway, and the tax on air travel (until October 1977). Since 1976 the data include VAT collected from various subbranches.
The change in the sector’s product is estimated on the basis of data from the 1972/73 input-output tables (in contrast to previous reports,
which used the 1968/69 tables); the annual output changes in the subbranches are used as an indicator of changes in the product at constant
prices. Additional details regarding the calculations and sources for this table appear in the text of this chapter.



and deflated by the price rise of the average tourism basket, (i.e. in dollar terms) it
came to only about 2 percent.

Gross real investment in the transportation and communications sector (including
roads) was up 2 percent in 1978, reversing a former year decline. All of the incremental
expenditure was on motor vehicles. The number of workers employed in the sector
(including storage) expanded by approximately 3 percent this year, compared to more
than 2 percent in 1977,

2. DoMmEsTIC TRANSPORT

(a) Passenger Conveyance3
The total output from the transport of passengers grew approximately 3 percent in
1978.

The growth of bus output on regular routes is apparently connected with both the rise
in disposal income and the relative decline in the price of the urban and interurban
services,* which benefit from a government subsidy.

On the supply side the outstanding development was an increase in employment: more
than one thousand hired workers were taken on — a growth of 7.3 percent, compared
to 4.6 percent in 1977. The input of mandays worked, by contrast, was a more moderate
3.2 percent, similar to the rate for output. Along with the expansion of public transport,
1978 witnessed a growth of about 7 percent in the number of private motor vehicles
(an addition of 21,000 cars), the services of which are not included in the measured
output of the branch. The expansion of the number of private automobiles was larger
this year than in each of the preceding years since 1975, but fell below the figure for
the early part of the decade. The degree of motorization rose by 4.7 percent to stand

3 Consists of passenger transport on buses, taxis, railroad, Arkia domestic airline, and
to a partial extent trucks. In the absence of statistical coverage, the output of tour bus
companies which are independent of the cooperatives, tour operators, and self-drive
rented cars are not included. The calculation of the change in output from special trips,
and tour and excursion transport seems to have had a downward bias in the last two
years.

4 The average rise in the prices of bus service was only 29 percent (and over the course
of the year only 21 percent). Taxi services became more expensive by an average of
about 35 percent, while prices in the railway passenger branch increased by 34-35 per-
cent. Maintaining a private car went up by an average of about 45 percent, while the
price of private cars shot up by more than 100 percent.
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at 88.2 by the end of 1978.5 This was accompanied by a slight increase in the average
yearly mileage per vehicle, though the level was still about 13 percent lower than in 1974,

The index of bus input prices rose by an average of about 57 percent; since fares were
not raised correspondingly, the direct subsidies given to the bus companies were doubled
to about IL 1.6 billion.b In the absence of data for estimating the volume of subsidies .
for special trips and excursions, we must impute the full amount of the subsidy to the
regular routes. This brings up the subsidy rate in relation to total passenger fares collected
by the bus companies from 58 percent in 1977 to 88 percent, and in relation to total
revenue’ on regular routes, from 40 percent in 1977 to 50 percent. It should be noted
that the subsidy keeps fares at a relatively low level, but it is not allocated in such a way
as to achieve the maximum benefit from the standpoint of transportation goals, such as
reducing the traffic load in the city centers, regulating traffic during peak hours, and
the like. Furthermore, no significant changes are to be expected in travel patterns unless
the subsidy is accompanied by a policy designed to improve bus services, by introducing
better vehicles, increasing the frequency of runs, and reduction of overcrowding. In
addition to the direct subsidy, the bus companies are provided with cheap credit for
purchasing buses, and the subsidy element in such financing apparently has the same
distorting effects as in other branches of the economy.

B. FREIGHT TRANSPORT®

Real freight transport output rose by an average of more than 6 percent in 1978,
compared to approximately 4 percent in 1977, After a decline in 1975 and 19.'76,9 the
level picked up in the second half of 1977 along with the recovery in economic.activity.

5 The degree of motorization is measured in terms of the number of private motor
vehicles per 1,000 inhabitants. For 1974—77 it was respectively: 78.2, 80.0, 81.7, and
84.2; this places Israel between Greece and Spain.

6 Not including the payment for transporting soldiers.

7 Fares and subsidies, excluding the defense stamp (until April, 1978) and value added
tax.

8 The transport of freight by trucks, railroads, buses, and Arkia, and pumping of crude
oil and refined petroleum products through pipelines.

9 As for the change in the output of the trucking industry, it should be emphasized that
this is not measured directly, but by means of indicators, such as the industrial pro-
duction index, agricultural marketing, transport of quarried materials in trucks, etc.
Therefore one must treat the estimated change in output with caution. In addition to
this, for the purpose of calculating the output for 1978 we made use of the data from the
Survey of Trucks for 1977 (the data for 1977 were revised accordingly). The change in
real output for rail freight transport in 1978 was calculated at the Bank of Israel. The
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The renewal of economic growth, especially in construction, obviously had its effect
on freight haulage. Such transport, most of it by the trucking industry, is particularly
sensitive to changes in construction activity and this explains the differential output
growth rates for 1977 and 1978. Freight transport directly connected with the con-
struction industry (more than one-quarter of the output of the trucking industry) con-
tributed one percent to the growth in trucking output in 1978, whereas in 1977 its con-
tribution was still negative (—3 percent). Truck transport of quarried materials (potash
and phosphates for export) had an opposite impact: this contributed 3—4 percent to
the incremental output in 1977, but less than 0.5 percent in 1978, Part of this devel-
opment is explained by the change in the distribution of quarry freight between trucks
and the railroad, and a change in the length of the routes.10 Agricultural freights some-
what depressed trucking output in 1978, just as in the previous year.

Trucking did not change significantly in 1978; the number of trucks apparently
remained the same, but relatively small vehicles which were scrapped were replaced by
larger ones.11 The capacity which had built up until 1977, disappeared with the growth
in demand for transport, which began in the second half of 1977, and with the banning
of overloading of dump trucks at the end of 1977. In some areas a manpower shortage
was felt. These supply and demand developments were reflected in transport tariffs,
which rose by an estimated 60 percent on an annual average. Thus the authorized price
rises fully materialized and were even exceeded, for the the second year in a Tow.12
The recovery of the trucking industry and the expectation of a boom in such transport
in the coming years with the military redeployment in the Negev resulted in a substan-
tial rise in orders for trucks at the end of 1978.

During 1978 there was an accelerated growth of output of the oil pipelines — about 13
percent, compared to 5 percent last year. This stemmed from the pumping of both crude

source for the remainder of the data is the Central Bureau of Statistics and the trans-
porters’ organizations. The definition of the trucking branch includes all trucks, even
those which are not used primarily for commercial haulage. This definition differs from
that customary in the national accounts. The output of the oil pipelines was calculated
in the Bank of Israel on the basis of data supplied by the parties concerned.

10 The railroad line to the phosphate field in Nahal Zin was inaugurated in 1978. Potash
hauling was also adversely affected by the strike in the Dead Sea Works.

1T we are not yet in possession of data on the number of motor vehicles for 1978; the
discussion is based on estimates only.

12 Atso taking into account those price rises attributable to the application of the regula-
tions governing authorized overloading by dump trucks. Except for these trucks, trans-
port rates are actually under government control.

CHAPTER XV, TRANSPORTATION, COMMUNICATIONS, AND TOURISM

~
Bel

g



8L6T LYOddd TVNANNYV TIVYSI JO ANVE 067

TABLE XV-2

TELEPHONE SERVICES, 197478
(In thousands)

Percent annual increase® . Meter pulses
Direct Applica- ‘ Applica-
subscriber tions tions Inter-
lines con- No.ofin- No.of ap- outst%nd- Meter Instal- Applica- outstand- national
nected? stallations plications ing pulses lations tions ing Total calls
(millions)
1974 5332 453 748 1669 19364 —-169 -3.2 15.8 84
1975 5836 54.0 75.6 1796 2,200.2 19.2 1.1 7.6 136 ..
1976 627.0 523 66.5 185.1 2,5558 -3.1 -120 31 16.2 49.7
1977 6712 50.5 69.7 1927 2,835.7 -33 48 4.1 11.0 122.1
1978 717.7 . 48.5 78.6 209.2 34148 —40 12.8 8.6 204 63.6

@ A direct subscriber line is defined as a connection from a central exchange to a subscriber (a subscriber may have more than one
direct line).

b Applications outstanding from previous years, applications received during the year, and installation orders in the hands of the
engineers at the end of the year. In the absence of-data on applications cancelled, the figure is likely to be slightly upward-biased.

¢ Calculated from unrounded figures.

SOURCE: Ministry of transport and communications.



oil and refined petroleum products for domestic consumption and from the increased
throughput of oil in transit.

3. TELECOMMUNICATION513

Measurement of the change in the output of the telecommunications branch, on the
basis of financial reports, indicates a slowdown in growth, from 7.6 percent in 1977 to
4.3 percent in 1978; less the output of services provided to the defense establishment
and other external fac’tors,14 it declined from 14 percent to about 7 percent. It appears,
however, that the actual change in output, particularly of telephone services, was greater
in 1978 than in 1977. So far we have no full explanation for the substantial gap between
the financial and the physical data.]5 Since current revenue from telephone services
accounts for close to 80 percent of all telecommunications income, the physical data
on these services probably provide a more reliable indication of the development of
telecommunications output. The data (see Table XV-2) show that in 1978 the growth
in local calls greatly accelerated, and the rapid growth in international calls also con-
tinued, though at a slower pace than last year’s exceptional rate. This pattern accords
with the recovery of economic activity. Following the subsiding demand for telephone
installations!® in 197476, there was an upturn in 1977, which grew much stronger in
1978, as anticipated.

The extra demand for telephones was not fully met; on the contrary, since 1976
there has been a 3—4 percent drop in the annual number of installations, with the resuit
that the backlog of outstanding applications reached more than 209,000 at the end of

13 Not including the activity of the Postal Bank.

14 The output from services provided to external factors is measured at the time of
payment for the service, but the timing of payments is not regular and is almost totally
unconnected to real activity.

15 As regards the distribution of activity by years, the financial data are generally less
reliable than the physical data. Part of the discrepancy in the measurement for 1977 and
1978 stems from the fact that from August, 1976 through May, 1978, a new subscriber
paid in advance for 3,000 meter pulses. Another explanation, which may turn out to be
decisive, lies in the lag in collections for telephone services at the end of 1978.

16Generally speaking this series behaves in a similar fashion to the real disposal private
income, purchases of durable goods, etc. At the same time, a comparison of these series
lacks some significance, since the demand for telephones includes applications from
businesses and the public sector, which do not react to economic changes in the same
way as do households.
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1978. In- Israel telephones are not distributed according to consumer preferences and
market forces; hence they are not supplied to customers even when the investment would
be economically worthwhile. It appears that the inefficiency of the telephone service
and the prevailing labor relations are the principal reasons for the growing gap between
demand and supply of telephones. Unutilized development budgets bear this out, as does
the gap between district and central office labor schedules in the telephone services. It
should be noted that the gradual switchover to more sophisticated telephone exchanges
in recent years is perrhitting a substantial savings in manpower in these services.

The average rise in the prices of telecommﬁnications output was 71 percent in 1978, a
much higher rate than for the consumer price index. This phenomenon marked all tele-
communication services. Comparison of the price indexes in telecommunications services
(in the consumer price index) to the general index for the past three or four years reveals
an almost identical rise. '

4. INTERNATIONAL TRANSPORT

A. SHIPPING AND PORTS

Shipping and port output expanded, as in the previous year, by more than 7 percent,
but in contrast to 1977, the growth rate accelerated this year for ports and dropped sub-
stantially in shipping.l7 Cargo transport output, where growth slackened, was hurt by
the strike in the Israeli merchant marine — except for oil tankers — which broke out
at the beginning of 1978 and lasted for 80 days. On the import and export routes the
strike-bound ships were replaced by chartered vessels;18 the slowdown occurred mostly
on cargo routes between foreign ports, and particularly Zim’s ‘‘Tricontinental” container
line. In oil transport — especially that between foreign ports (to and from the Eilat-
Ashkelon ‘pipeline) — there was an accelerated growth of output in 1978. This was not
the case in chartered shipping plying international routes, where activity shrank in real
terms as a result of the sale of ships which had engaged in this trade (see Table XV-3).

17 The change in real shipping output is measured as the change in revenue at constant
prices. The estimated .change in shipping prices was calculated by weighting the price
change for freight transport, fuel, and charter hire. The change in the prices of freight
transport (on Zim lines) was measured on the basis of a fixed basket (the previous year’s)
of total freight according to routes. Since the change in revenue per freight-ton serves
as an indication of the change in price, a change in the composition of cargoes on the
route will bias the price index. Therfore one should relate with caution to the estimated
changes in output from year to year.

18 This may have lowered the percentage of added value in the branch’s output.
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ISRAELI SHIPPING REVENUE AND OUTPUT GROWTH, 1976-78

TABLE XV-3

(IL million)

Revenue by type of

Percent annual increase in real

Distribution of revenue (%) output
shipping
1976 19772 1978 1976 1977 1978 1976 1977 1978
Cargo (incl. fuel)b 42972 6,183.2 11,360.7 925 925 92.8 54 8.1 44
Imports 16149 19306 3,510.2 348 28.8 28.7
Exports 505.9 924.8 14373 10.9 13.8 11.7
Between foreign
ports 2,176 4 33278 64132 46.8 49.7 524 . . ..
Charter hire® 3128 4459 685.1 6.7 6.7 5.6 -17.7 189 -109
Miscellaneous 356 682 201.2 08 10 1.6 —449 470 58.9
Total revenue 4,645.6 66973 122470 100.0 100.0 100.0 23 9.0 40

3 1977 data are revised; 1978 data are provisional.

Including crude oil in transit. The growth in real output from the transport of fuel in 1978 was 10.1 percent.

€ Revenue from chartering vessels between Israeli companies amounted to IL 538 million in 1976, IL 718 million in 1977, and
IL 1,215 million in 1978.

SOURCE: Central Bureau of Statistics and shipping companies; change in output: Bank of Israel computations.
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The expansion of services on export and international nonfuel lines caused the ac-
celeration of output in 1977, whereas this year the recovery in iinport cargoes was the
decisive” factor. Export tonnage grew at a similar rate to last year’s, but in transport
between foreign ports the gain in tonnage dropped to 7 percent, compared to about
28 percent in 1977 and 22 percent in 1976. Import tonnage carried by Israeli shipping
was up more than 10 percent after three consecutive years of absolute decline. This
change in the trend can be attributed to the recovery of economic activity, which had
already begun in 1977, and apparently also to stock building.

Port output and freight traffic in Israeli ports were also affected to a decisive extent
by the expansion of imports to the country. Total import cargo grew by 12.4 percent
in 1978, after a 1.5 percent decline last year. In contrast, the growth of export tonnage
slackened.19

The share of Israeli shipping in the country’s waterborne commerce declined this year
for both imports and exports, apparently because of the merchant marine strike; it
amounted to 58.1 percent of imports and 42.7 percent of exports.20

Table XV-4 shows the change in carrying capacity in 1978. Zim took advantage of
the merchant marine strike to sell a number of obsolescent freighters, over the objection
of the seamen’s‘union, and acquired more modern vessels which will permit a saving in
operating costs. It should be emphasized that the technological improvements, reflected
in the operation of specialized ships and new container vessels do not find full expression
in the conventional measurement of the growth of supply, so that one must be careful
in drawing conclusions regarding the utilization of the fleet. In sum, the net investment
in the fleet (purchases of ships, less sales of ships) amounted to about $ 13—$ 15 million.
There was an average decline of about 4 percent in the number of persons employed in
shipping compared to 1977, and of about 8 percent compared to 197521 (with a drop
in the proportion of foreigners in the crews). The total output prices of Israeli
shipping rose by an average of about 6 percent in 1978; in cargo transport the increase
was 8—9 percent (in dollar terms), a faster rate than in the previous two years. It should
be noted that the price increases in world liner shipping (and for most of Zim’s ships)

191t should be noted that the growth in imports of general cargoes — mainly industrial
goods — which contributes about 70 percent of ports’ revenues (excluding oil), reached
22 percent and about 3 percent in 1977. In exports the most striking changes were the
accelerated growth of general cargoes, a more sluggish quantitative growth of phos-
phates, and a decline in potash tonnage.

20 Compared to 59.1 percent and 63 percent of imports in 1977 and 1976, respectively,
and 45.9 percent and 53.9 percent of exports.

21 The decline was greater among seamen,
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TABLE XV4

ISRAEL’S MERCHANT FLEET,BY TYPE OF SHIP AND TONNAGE, 1976-78

. Tonnage (1000 dead- Percent annual increase in
Number of ships . . .. a
weight tons) carrying capacity

End of year 1976 1977 1978 1976 1977 1978 1976 1977 1978
General cargo 55 57 53 558.1 594.7 590.7 43 58 25
Refrigerated ships 3 4 3 6.7 11.8 6.7 —48.1 =776 49
Bulk carriers 19 21 20 946.1 986.4 925.5 1.0 1.7 04
Total dry cargob 77 82 76 15109 1,5929 1,5229 -19 10 13
Tankers 24 24 25 29415 3,045.1 3,069.8 -1.1 25 27
Total cargo ships 101 106 101 44524 4,638.0 4,592.7 -10 19 22
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3 The carrying capacity of cargo ships is calculated as the product of the deadweight tonnage, speed, and percentage of the year
during which the vessel was Israeli-owned.
Excluding tankers.

SOURCE: Based on data of the Central Bureau of Statistics and of the Shipping and Ports Division of the Ministry of Transport.



generally reflect the rate of world inflation.22 The income of Israeli shipping from
operators between foreign ports (including transit shipping of oil) and from charter
hire represented about 58 percent of total revenue in 1978, compared to 56 percent in
1977 and 53 percent in 1976 (see Table XV-3). This fact has special importance in light
of the strengthening of protectionist trends in shipping, the change in the sources of oil
supplies to Israel in consequence of the events in Iran, and the limited scope of Israeli
trade (relative to the carrying capacity of the ﬂeet).23

According to partial data, Zim finished 1978 with an operating loss, which is chiefly
explained by the strike.

B. INTERNATIONAL AVIATION AND AIRPORTS

The rapid growth in the output of international aviation and airports in 1976 and
1977 was curbed in 1978, when the gain came to approximately 6 percent as against
28 percent in the previous two years.24

The plunge in the growth rate is especially prominent in light of the relative boom
in world international aviation in 1978; an advance of 12 percent (in terms of passenger-
kilometers and ton-kilometers), which brought up the occupancy rate of planes and
improved the profitability of airlines.25

The real growth in El Al’s output from transporting passengers was only 1—2 percent
this year, compared to 13 percent in 1977, while the growth in output from cargo trans-
port by El Al and CAL slowed even more: 2—3 percent, compared to an approximate
doubling of output in 1977. Several major factors caused the more sluggish expansion
of El Al’s total output in 1978: a much smaller increase in airborne tourism to Israel

22 In 1978 there was a drop in world maritime trade (in ton-kilometers), and the industry
continued to be depressed: the number of new ships and construction orders both de-
clined. The recovery and transport price fluctuations in some branches of shipping,
despite the basic recession, generally stemmed from a growth in the demand for tankers
due to oil stockpiling in fear of a rise in prices, chiefly in the second half of 1978, and
especially on the heels of the crisis in Iran, The large-scale import of grain by China
also stimulated demand in the chartered shipping market.

23 There were signs in 1978 of a tendency for the Western European companies to sell
ships to countries with relatively cheap labor, which were thus less vulnerable to the
slump.

24 The change in output is measured as the change in revenue at constant prices.

25The cuts in world air fares contributed to the relatively rapid growth..In 1978 the
position of IATA in establishing flight tanffs continued to weaken mainly due to U.S.
civil aviation policy.

296 BANK OF ISRAEL ANNUAL REPORT 1978



TABLE XV-5

OUTPUT OF EL ‘AL AIRCRAFT, 1976-78

(in owned and chartered aircraft)

Percent annual

increase
1976 1977 1978 1976 1977 1978

1. Available seat-km. (million) 6,534 7,064 7,183 309 8.1 1.7
2. Revenue passenger-km. (million) 4340 4,89 5,001 338 127 23
3. Passenger load factor (2/1) (percent) 664  69.2  69.6
4, Available ton-km., freight (million) 346 537 592 240 552 102
5. Revenue ton-km. (million) 189 355 398 268 878 12.1
6. Ton-km. load factor (4/3) (percent) 546  66.1  67.2
7. Available, ton-km., passenger

and freight (million)b 934 1,176 1,233 283 259 48
8. Total revenue ton-km., passenger o .

and freight (million) 580 795 843 315 370 6.0
9. Overall load factor (8/7) (percent) 62.1 676 684

In 1978 El Al was strike-bound for three weeks.

Including equipment chartered to CAL, excluding postal cargoes. For passengers,
based .on an average passenger weight (including baggage: 90 kg.); including scheduled
flights, flights of new immigrants, and charter flights (on El Al and El Al Charter).

SOURCE: El Al Airlines.

and a shrinking of tourist traffic from the United States. (The lowering of fares on flights
to Israel on the North Atlantic and a few European routes, which was put into effect
only in autumn as a reaction of the scheduled carriers to the operations of the charter
lines, had only a limited impact in 1978.) El Al was strike-bound for three weeks in April
1978, due to a labor relations crisis in the company; the strike undoubtedly affected the
company’s output after the end of the strike as well.26 It should be pointed out that the

26 The strike and the rise in the share of the charter companies in total traffic volume
depressed El Al’s share in the air traffic to and from Israel from 51.4 percent in 1977 to
48.3 percent in 1978. Total passenger traffic at Ben-Gurion airport rose by more than
13 percent, while the number of El Al passengers grew by only 7 percent.
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growth in air freight transport in 1977, due to CAL’s operations and the introduction
of Boeing 747 cargo planes, was an exceptional occurrence which cannot be repeated
every year to a similar extent. El Al did not benefit in 1978 from the rapid growth of
traffic on the North Atlantic route — the most 1mportant international route and also
the source of a formidable share of El Al’s traffic and income2’ — since the expansion
of traffic onA scheduled flights, which became cheaper this year, was largely due to the -
diversion of passengers from charter flights, in which El Al was not active up to now. The
liberalization of aviation policy in 1978 resulted in an almost complete lifting of the
restrictions on charter flights toward the end of the year, but the results of this policy
can be examined only in the longer run, when the scheduled carriers and the companies
operating charter flights will adjust to the changed market conditions.28

The new aviation agreement with the United States, which went into effect at the end of
1978, grants El Al additional landing rights in the United States, permits charter flights
from all parts of the United States, and allows each side freedom in setting fares between
the two countries. The influence of the agreement could not of course be felt to any
notable degree in the year reviewed.

In 1978 the number of El Al employees increased by an average of about 9.5 percent
(more than 400 workers). This was connected in part to the acquisition of a convertible
Boeing 747 (for passengers and cargo) in June, 1978.29 Final data on El Al’s revenues
and expenditures in fiscal 1978/79 were not available at the time of writing this chapter,
but in view of the output and price developments described above, along with the in-
crease in expenditures, particularly in wages, the company probably wound up the year
in the red to the tune of $25—8 30 million. Wages per employee (which includes a
foreign currency component in the salaries of flight crews) rose by about 75 percent in
1978, which exceed the national average increase. Wages accounted for about one-third
of the company’s expenditures.

27 The overall growth in scheduled traffic to and from the east coast of the United
States was 23 percent in 1978, while the figure for El Al rose by only 3 percent. Total
transatlantic traffic on all airlines (including charter flights) grew by about 11 percent.

28 See the discussion in section 5.
29 The plane was purchased for $45.2 million.
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5. Toumsm30

After two consecutive boom years in international tourist traffic to Israel, 1978
witnessed a substantial slowdown, with a growth of only 8.5 percent. Some 1,071,000
visitors came to the country this year.3 ]

World tourism, too, grew at a similar Irate,32 which is actually considered relatively
high, but during the previous two years Israeli tourism outpaced the gain in world tour-
ism. The growth in world tourism over the last two to three years occurred despite
inflation, slow economic growth, and monetary instability in the world. This develop-
ment was made possible thanks to an intensive sales effort in various countries and the
liberalization and reduction of the fare structure for flights to major tourist centers,
so that tourism now occupies a foremost place in consumers’ preferences in Western
Europe.

1t is difficult to explain the relative slowdown in tourism to Israel in 1978. In part it
can apparently be explained as a cyclical reaction to the boom of 1976 and 1977, since
the boom was accompanied, generally speaking, by a reduction in the level of tourist
services, the results of which are evident later on. The substantial slowdown (and even
reduction in the number coming by air) in tourism from the United States should be
particularly emphasized; it appears that the decline occurred mainly among the Jewish
clientele,33 and cannot be explained by purely economic factors, but by other factors
which characterize the long-term trend, the quality of service, the scope of family visits,
and interest in participation in special events in Israel. Therefore the decline of the dollar
against European currencies can account for only part of this development, since the fact

30 The survey deals with international tourism to Israel and not with internal tourism,
or with imports of tourist services. International tourist traffic to Israel is composed
of tourists and of visitors from cruise ships. It does not include day-visitors from Lebanon,
a traffic which began in 1976 with the opening of the “Good Fence”, and amounted to
about 105,000 visitors in 1978.

31of these, 81.3 percent reached Israel by air, 6.8 percent by land, and 10.4 percent on
cruise ships. The 137,000 visitors from Arab countries to the administered areas are not
including here.

320n the basis of statistics on tourist arrivals. The growth in income from world tourism
is estimated at about 11—12 percent, and accounted for about 5 percent of world trade in
1978.

33 Evidence for this comes, for example, from the tourism figures for New York and for
the other parts of eastern United States. In the number of tourists coming from New
York by air there was a decline of about 3 percent compared with 1977 and 28 percent
compared with 1972.
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TABLE XV-6

TOURIST TRADE: BED-NIGHTS, LENGTH OF STAY, AND INCOME, 1975-78

Percent annual increase

C

1975 1976 1977 1978 1975 1976 1977 1978
International tourist arrivals (thousands) 6196 7966 98652 1,0708% 08 28.6 23.8 8.5
Thereof: cruise travelers (thousands) 60.5 639 926 112.1 9.8 5.6 450 210
Bed-nights in hotels recommended
for tourists (thousands) 39442 53470 6,509.7 6,7271 538 355 21.7 33
Thereof: In 4—5 star hotels (thousands) 2451.1 33897 4,1335 4,270.1 -3.2 383 219 33
Average stay of tourists (in days)
Up to one month 12 12 12 11
Up to three months 17 16 16 15
Median stay 13 12 13 11
Income in foreign currency
" Total (8 million)b 2922 424 .8 558.6 582.0 4.1 452 315 42
Average per tourist (%) 472 533 566 543 49 129 62 41

2 Excluding about 20,000 entering from Lebanon in 1977 and about 105,000 in 1978 (visits of UN soldiers and citizens of South-

emn Lebanon), and visitors to the administered areas.

Y The data for 1975—78 are unpublished revised estimates of the Central Bureau of Statistics.

Before rounding figures.
SOURCE: Central Bureau of Statistics.



that Western Europe has become more expensive for Americans apparently hurts tourism
to Israel, which in many cases constitutes part of a package tour to Europe.

For evaluating the change in the prices of Israeli tourist services in 1978, one has to
rely on indicators in the absence of a direct measurement. Average revenue per tourist
bed-night in hotels rose this year by about 99 percent; adjusting for the devaluation of
the Israeli pound against the dollar, the increase in dollar terms was 18—20 percent.
Taking into consideration the incentives which hoteliers received until 1977 for con-
verting their foreign currency income, the growth in revenue per tourist-night amounted
to 66 percent in Israeli pounds, and to 15 percent in dollars.34 The increase in average
revenue per tourist-night eclipsed the rise in both the general price index and the input
price index between the last quarter of 1977 and the last quarter of 1978, and points to
a deterioration in the terms of trade in hotel tourist services.

Only 30 percent of tourist-nights in Israel were spent in recommended hotels, but
detailed data on tourist expenditures outside hotels are lacking, so that a rough estimate
was made of the average price increase for the total basket of tourist expenses in 1978
compared to 1977. This shows that prices rose approximately 70 percent in Israeli
pounds and about 2 percent in dollars terms, on a yearly average. From the last quarter
of 1977 to the last quarter of 1978 the increase came to 55 percent in Israeli pounds
and more than 15 percent in dollar terms.

Foreign currency income, from the conversion of foreign exchange by tourists and
from suppliers of tourist services, amounted to $ 582 million in 1978, representing 27
percent of total service exports in current prices, excluding the administered areas. The
growth in foreign currency income compared to 1977, was 4 percent in nominal terms3°
and 2 percent in real terms.

The proportion of tourists coming to Israel from Europe has been rising steadily in
recent years, and in 1978 the number went up by more than 12 percent (24 percent in
1977), representing more than 55 percent of the total. It should be noted, that in spite of
inflation, Israel became less expensive, relatively speaking, for the European tourist,
due to the upward revaluation of European currencies against the dollar (and the IL)
in 1978. Even so, tourist services provided by Israel’s competitors, such as Greece, Spain,
and Portugal, are still cheaper than this country.

34 The growth in revenue per bed-night (tourists and Israelis) was 77 percent on the
average, and, including the incentives paid in 1977, about 57 percent. It should be noted
that the average change in revenue per bed-night does not take into account the change in
the hotel mix, the scope of the services sold in the hotels, and their quality. .

35 Based on a revised Central Bureau of Statistics estimate for 1977.
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TABLE XV-7

HOTEL ROOMS, OCCUPANCY, AND EMPLOYMENT, 1975-78

Percent annual increaseb

1975 1976 1977 19782 1975 1976 1977 1978

Number of hotel rooms (annual average)

(thousands) 236 242 24.9 26.3 5.5 2.5 3.0 5.6
In hotels for tourists

(thousands) 207 215 224 23.6 50 4.0 4.2 53
In hotels of the two highest ratings

(thousands) (11.2) (116) (12.1) (3.0 @3.n B4 G1H 33
Occupancy ratio in hotels for

tourists (local and foreign) 442 51.2 55.0 53.5 -7.1 15.8 74 27
In hotels of the two highest ratings (452) (541) (58.7) (56.7) (-8.7) (19.7) (8.5) (-34)
Number of employees in hotels

for tourists (annual average) (thousands) 124 136 15.0 16.8 - 98 9.8 10.7 11.8

4 At the end of 1978 there was a total of 26,700 rooms. Of these, 24,000 were in tourist hotels, including 13,400 rooms (55.8
percent) in the highest rated hotels.

b Calculated from unrounded figures.

SOURCE: Central Bureau of Statistics.



During 1978 the liberalization of aviation policy was broadened, and toward the end
of the year charter flights were actually permitted from all parts of the world, while
fares on scheduled airlines, both on theJAtlantic route and from other European coun-
tries, were significantly reduced. Despite this, total airborne tourist traffic to Isracl grew
by only 6 percent in 1978 (39 percent on charter and 2 percent on scheduled ﬂights).36
It should be noted that the significant reduction of fares from the United States to
Israel, the introduction of additional special fares (already in force for two years to other
countries), and the authorization of charter flights from all parts of the United States,
took effect only in the autumn of 1978 and therefore could make its impact felt only
to a minor extent in 1978.37 One should not, of course, draw any comparisons based
on the results of the liberalization in 1978 as regards the overall future potential of air-
borne tourism to Israel, because of the short period of time which has elapsed and the
lag in adjusting to the market; but it may be noted that from the end of 1978, the con-
ditions under which Israeli aviation operates were, generally speaking, equalized with
those customary in other tourist countries.

The average length of tourists’ stay in Israel fell this year, apparently in consequence
of the decline in the share of Jewish visitors and of tourists from North America. There
was also a significant slowdown in 1978 in tourist bed-nights in recommended hotels
(see Table XV-6). In contrast to 1976 and 1977, when the number of bed-nights by
Israelis in hotels dipped, there was a slight upturn in 1978. Total bed-nights rose less
than the supply of rooms, so that the average annual occupancy rate in hotels declined
(see Table XV-7).

Despite the declared policy of constructing hotels for popular tourism, in practice
most of the additional rooms in 1978 were in the more expensive hotels (those in the
two top categories).38

This goes some way to explain the substantial increment in the average number of
workers, which was higher in 1978 than the rise in both the number of rooms and bed-
nights. The growth in the share of charter flights, which helped to smooth out some of

36 The corresponding figures for tourists from Europe are a total of 12 percent, of which
66 percent were on charter flights and 3 percent on scheduled flights. '

37 1978 approximately 114,000 tourists reached Israel on charter flights (about
18,000 on El Al planes). Some 17,000 flew directly to Eilat, as compared to 12,000 in
1977.

38 Investments in tourism infrastructure amounted to about IL 550 million in 1978, of
which IL 270 million went for hotels (in 1977, IL 327 million and IL 191 million,
respectively). These figures reflect a zero growth in total real investment, and decline of
15--20 percent in hotel investment.
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the seasonal fluctuation in tourist traffic, also apparently increased the need for man-
power in the branch.
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