
CHAPTER XIX

THE SECURITIES MARKET1

1. MAIN DEVELOPMENTS

in 1975 the market value of securities traded on the Tel Aviv Stock Exchange and

bonds traded in foreign currency grew by 48 percent , following a rise of 66 percent in
1974 (and a 36 percent rise in each of the three preceding years). The proportion of the
shares rose slightly after declining in 1973 and 1974, and that of bonds declined a

little. This year the drop in the share of the securities traded in or linked to
foreign currencies was arrested.2 The braking of growth in the mobilization of net funds
through bonds in local currency continued, but there was an increase in the issue of
shares and capital promissory notes. The yield on shares was high this yep.r (31 percent),
approaching the yield on linked bonds (33 percent), but the return to holders of bonds
traded in foreign currency was even higher ­ the index of their prices rose very rapidly
(74 percent).

Among the important developments that influenced the securities market were the

increase in the flow of funds by the public sector and the Bank of Israel, the focus of

attention on the problem of foreign exchange reserves of the economy with the consequent
expectation of a real devaluation, and a continuation of the uncertainty regarding the
future terms of bond issues. All these operated against a background of declining real

1. This chapter deals with securities issued with a prospectus (including government
and Jewish Agency securities which do not require a prospectus) registered for trading on
the Exchange. Discussion on mobilization of funds by issue of bonds is net limited to
bonds registered for trading; bonds awaiting registration for trading have also been
covered at their estimated market value. Short­term bonds are not dealt with here but in
ChapterXV II ,

2. Prices estimated in I sr ae1 i pounds. In terms of dollars, the decline in the weight
of these securities continued, as there were few new issues of this type of bond.
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" The market value of securities traded in foreign currency was calculated at the Natad rate (the Agio rate for the end of 1975 ­ 22.5^1).
'' The market value of bonds issued but not yet listed for trade estimated according to accumulated index differentials and interest.
.' Including bonds which were not yet listed on the Stock Exchange.
Source: Tel Aviv Stock Exchange: Foreign Exchange Department. Ministry of Finance.



disposable income for the first time since 1967.

The funds generated by the government, national institutions, and the Bank of Israel
provide resources for the monetary institutions and the securities market. However,.

compared to the considerable expansion in the generation of these funds, there was also a

large increase in acquisitions of foreign exchange by the private sector. This increase
was necessary both to finance the structural deficit in the private sector's balance of
payments and also from considerations of the need to adjust the financial assets portfolio
in the light of the expected yield structure as is explained below. On all accounts, the
rush into securities quoted in foreign currency slowed down the rate of monetary expansion
so that this year the base for activities in local currency contracted and it may be

assumed that this operated to reduce the demand for securities.
Public attention was focused on the problem of the econotry's foreign exchange reserves,

and together with the policy of creeping exchange rates, created expectations of a chain
of devaluations including expectations of a devaluation in real terms. These factors gave

rise to expectations of a higher yield on financial assets linked to foreign currency
together with reduced uncertainty as to changes in exchange rates. In addition to the
increased conversion of Israeli currency, it became more worthwhile to hold securities
traded in foreign currency, causing a transfer of funds to these securities. Their weight
in the financial asset portfolio rose slightly " after a continuous decline during the
preceding five years. At the same time there were "practically no new issues of this class
of bond.

Uncertainty regarding the terms of bond issues continued as conflicting rumors were put

out during discussions of the subject in the media. It may be assumed that this
uncertainty did not contribute positively to the development of the market.

There were additional factors which exerted a restraining influence on the bond market.
The rate of inflation slowed down slightly, which made it less worthwhile to hold bonds in

local currency linked to the consumer price index. This year too, as last, there were

fluctuations in bond prices around a rising trend; these undermined the liquidity of the
linked bonds as short­term investments. Rates of interest to borrowers rose, thus reducing
the profitability of borrowing to invest in bonds; whereas the tax reform made it less
worthwile for firms whose principal function is not to trade in securities to take

low­interest loans in order to hold linked bonds. The hiking of the at­source tax
deduction (from 25 percent to 35 percent) under the tax reform also diminished the
profitability of bond­holding.

As a consequence of the reduced desirability of retaining index­linked bonds, there was
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an exodus of funds from the securities market to securities traded in foreign currency
whose profitability had risen meanwhile. Also, there was a reversion to shares and to

deposits in savings schemes of the banks. With the transfer of funds from the direct
holding of bonds to their indirect holding via banks' savings schemes, there was a certain
fall in the demand for bonds, since banks are obliged to acquire bonds for 75 percent of
their savings schemes. It is possible that this year too, monies flowed into the share
market, which in previous years had found their way into the real estate market which is
now in the doldrums. It is not impossible that institutional investors increased this year

the "share" component of their financial asset portfolio at the expense of bonds.

The demotion of the domestic bond market went hand in haad with the more sluggish
growth of the funds mobilized in this market . In 1975 bonds to the tune of IJ.,7, 892

million3 were issued ­ a growth of 25 percent over 1974 (see Table XIX­2).

The net amount of capital raised through bond issues amounted to IL4,196 million as
against IL3.562 million last year (an increase of about 18 percent), after redemption of

principal and payment of interest and linkage increments on voluntary and compulsory loans
that became tradable during the year.

There was a more sluggish rise in prices of bonds (index­linked and option­type bonds)

­ 28 percent, as against 56 percent last year. The increase in bond prices exceeded the
rise in the consumer price index by 3.6 percent which was tantamount to a lowering of the
real yield on bonds this year. The volume of trading in bonds was considerably greater
than last year, although the rate of increase in 1975

(94 percent) was lower than in 1974.

In mid­December, several steps were taken which

changed the course of development of the bond market.

The issue of 100 percent linked bonds to the public
was stopped; the linkage rate was brought down to 90

percent of the increase in the consumer price index,
but the issue of full linkage bonds to institutional
investors, whose asset portfolio is frozen continued
As a result of this, institutional investors are cut­
ting down operations in the market, barring trust funds,

Measures were announced to counteract undeclared capi­
tal: the abolition of bearer bonds and the compulsory

Figure XIX­1
SECURITY PRICE INDEXES, 1972­76
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3. References to the issue of bonds dc not relate to compulsory loans Canleas
otherwise indicated( .
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­Table XIX2
DOMESTIC PUBLIC ISSUES OF SECURITIES, 1974­75"
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Note: The figures are rounded off.
a The criterion for the inclusion of various items in calculating the total issues for this table is economic not just accounting. Hence the divergences from
Table XX­12. The discrepancy in the data on net issue of government bonds is due to the following corrections made in Tables XTX­2 and XIX­3: (1) ex­
elusion of redemptions of compulsory loan which were made tradable and of interest payments and linkage for them; (2) exclusion of net sales from
the Bank of Israel's portfolio; (3) the addition of temporary deposits with the Accountant­General in the absence of suitable issues for savings schemes.

יי 6*470 bonds for 7 and 11 years. 3lA7c for 6 years, 49k for 10 years, ll2/7a for banks for 5 and 9 years ("Bank loans'). Including IL70 million tempo­
rarily deposited at the Accountant­General in December 1975, given the lack of issue suitable for savings schemes.

.■ 69?­­ bonds for 17 years, 6'A7r­ for 20 years, and money deposited by insurance companies.
d Absorption loans.
<. Not including voluntary war loans.
' Compulsory defense loan 1970­73; compulsory savings loan 1970­75; war and voluntary loan 1973­74.
k The parent company of one of the commercial banks undertook to purchase IL 72 million of the bank's issues, while itself issuing shares to a greater
value. In order to avoid a double counting of this issue, the sum was deducted from the value of the shares issued.

Source: Bank of Israel, the State Loans Authority.



reporting of cash transactions of over IL 15,000. The intention to impose a turnover tax
of 1.5 percent was also announced. The reduction of the linkage rate of new bonds was

in itself expected to lift the price of the old bonds whose linkage rate was 100 per­
cent. In practice such an increase did not materialize, apparently as the total effect
of all the measures was to exacerbate the uncertainties in the capital market.

The share market which had lain dormant in 1973­74, after reaching a peak in 1972,

turned the corner in May 1975. The issue of shares and convertible securities amounted to

IL792 million, a growth of 19 percent over 1974. Despite the volume of new issues, this
year a rapid rise in prices took place on the share market ­ 31 percent (as against 11

percent in the previous year). This rate of increase was greater than that of the consumer

price index by 6 percent. The overall rate of return inclusive of shares grew to 31

percent this year (13 percent in 1974). The volume of trading in shares rose by 42 percent
in comparison to the previous year; in substance, there is a reversal of the trend,

following a decline in the trading volume in 1973 and 1974.

This turning point does not as yet represent any significant change in the development

of the capital market. Bonds are dominant in the Israeli securities market: their weight

in the financial asset portfolio is 80 percent, their volume of trading both within and

without the Stock Exchange is 94 percent, and they preempt 84 percent of the net capital
sources .. The number of companies that seek their funds in the capital market is small and

their financial weight in the shares issues market is 94 percent.

In the context of the market value for securities traded in foreign currency (their
prices are given in IL further on), there was a rise of 81 percent in the securities
registered on the Tel Aviv Stock Exchange and a rise of 22 percent in foreign securities.
The increase in Natad deposits was rapid and phenomenal ­ 179 percent; apparently
short­term investors have an interest in this account. The agio rate of Natad, which was

nil at the beginning of the year, has risen gradually since May and reached a level of
22.5 percent by the end of December.

It should be emphasized that there are some limitations of the analysis of the
financial asset portfolio made in this chapter.4 Only a small portion of the bonds issued
are bought directly by the public; but changes in the public's propensity to save through
the channels of savings schemes or the various provident funds affect the composition of
the financial asset portfolio. The same applies to the regulations and directives issued

4. Another defect in computing the volume of financial asset portfolio is the time­lag
in registering the bonds issued for trading on the Stock Exchange (a time­lag of six
months). An attempt has been made in this chapter to rectify this shortcoming.
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by the Treasury in connection with the nature of the investment required iroxn

institutional investors. Within the limits of this chapter it is not possible to analyze
the financial asset portfolio as a totality, and the analysis will be confined to only a
segment of the portfolio. Among the assets omitted are means of payment, time deposits,
and deposits in foreign currency.

2. THE BOND MARKET

The proportion of bonds tradable in I s rae 1 i currency in the securities portfolio
dropped from 71 percent in 1974 to 67 percent this year. In 1975 the slowdown in net
capital raised through bonds which began last year continued. Capital raised through bond

issues expanded by 18 percent this year compared with 32 percent in 1974. This was less
than the rise in the consumer price index which also indicates that this year the decline
in real terms of net capital raised through bonds continued.

(a) The Primary Market

The net amount of capital raised (that is, less redemption of principal and interest
and linkage payments) by new bonds, both medium­ and long­term, was IL4.196 million, an

increase of 18 percent over the previous year. In real terms, net capital raised by bonds

dropped for reasons discussed above. Comparison of the net amount of capital raised in the
two years, taking into account the price levels each year, shows a decline of 15 percent
this year compared to 6 percent last year.

Net capital raised through government bonds totalled
IL880 million, a rise of 29 percent compared to last
year. It should be emphasized that one should be wary

of attaching importance to the distinction between

government and other bonds, as part of the receipts of
new nongovernment bonds are also deposited with the
Treasury. (This year 45.2 percent of these receipts
were deposited with the Treasury). Apparently, the
public directly purchased two thirds of government bond

issues, while one third was purchased by institutional
investors. Two thirds of the public's purchases of
issues at source were government bonds, and one third
bonds issued by financial institutions; 90 percent of
bonds purchased by institutional investors were issued

by financial institutions and 10 percent government Source: Bank of Israel calculations.

Figure XIX­2
NET ISSUES OF LINKED BONDS
AND SECONDARY MARKET

YIELDS, 1975­75
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­Table XIX3
DOMESTIC ISSUES OF SECURITIES TO THE PUBLIC, SAVINGS SCHEMES, PROVIDENT FUND, INSURANCE AND PENSION

INSTITUTIONS, AND NET MOBILIZATION OF CAPITAL, 1975
)IL million)11

(net)Estimated mobilized capitalSales of securities (gross)
Redemp­ Total bonds,tion11 of

less re­Net acqui­option
demptionssitions byloans, bonds
and Bankthe Bankheld by the Total1 of Israelof Israel orRedemp­public, byProvident capitalacquisitionsthe Stocktioh ofprovident,fund. Bonds inmobilizedon the StockExchangetradableinsurance,Con­insurance, foreignnet ILExchangeand over­and pension compulsoryvetribleOthers1'and pensionSavingsTotal bonds currency(5+6+10((1­7­8­9)the­counterloansfundsbondsShares"(1­2­3)institutionsschemesIL

net(11)(10(9)(8)(7)(6)(5)(4)(3)(2)(1)Period
­1393.9933,562401902,5521273041,9492.7181,6796,3461974
­1354,9884,1961453103.3873254672.1583.7512,1358.0441975 ­6385385­292223­­175292114581January

13696696­492252­­423227251901February ­50435435692195­22637995700March
­17441441­78161249­­368288123779April
6204204718239­­15428529468May

­4142419612931818210105282148535June
­1317215364533251451226277554July
­21314­985633362351779178110297August ­19688636_321872032167318337822September
­11230220­1182266­10114330113557October
­24449427­251327822­145326222693November
47553504132105102524222618316"1,156December

* Rounded figures.
b To the public. mutual funds. etc.
■­­ See note e in Table XIX­2.
<. Maturity of principal and interest and linkage payments are included in redemptions.
a Includes IL70 million deposited temporarily with the Accountant­General.
Source: Bank of Israel. State Loans Administration.



issues.

One may assume that as the rate of return on bonds on the secondary market increases,
the volume of bond purchases on the primary market drops (and new issues decline); this
occurs if other factors are constant or where their influence in the period under

discussion is not dominant. Figure XIX­2 shows this inverse relationship and the moving

averages of the data are traced: it also shows that the volume of issues during the year
corresponds in general to the rate of proceeds on redemption in the secondary market.

An additional factor that no doubt influences net issues during the year is the
anticipated rate of inflation; more rapid inflation raises the profitability of holding

bonds relative to other nonlinked assets; higher demand for bonds in itself increases
primary purchases; in addition, an increase in the. secondary market purchases reduces
yields in that market and strengthens the primary purchases.

Figure XIX­3 shows that indeed there exists a

correspondence between the measure of net purchases of
bonds in the primary market and the percentage changes
(quarterly averages) in the consumer price index. The

diagram assumes that the anticipated inflation can be

represented as inflation de facto.
There should be taken into account shares issues

which were bunched during June­September; it can be

assumed that these issues attract funds which under

other circumstances would have been invested in bonds,
thus aggravating the depression in the bonds issue

market in these months.

As for buyers of fresh bonds, there appears some

decline in public participation and an increase in such

institutional buyers as pensions and provident funds.
This year, sales to the public (see Table XIX­3) of new

bonds were of the order of IL2,158 million (an increase
of 11 percent over the previous year) . Savings schemes

bought up fresh bonds worth IL2.135 million (an

Table XIX­3
NET BOND ISSUES AND RISE
IN CONSUMER PRICE INDEX,

1973­75
(three­month moving average(

­ 200

1975

Source : Central Bureau of Statistics
and Bank of Israel calculations.

5. A moving average of 3 items was used as we did not intend to explain monthly
fluctuations in the issues when there are random factprs, and it is reasonable that these
random effects will be offset in short periods of time (about 3 months). The presentation
of quarterly data would be inferior to that chosen here, as it ignores completely monthly
variations and is very arbitrary in using an inflexible unit of time (given annual
quarters fixed in advance( .
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Table XIX­4
ARITHMETIC AVERAGE AND STANDARD DEVIATION OF MONTHLY CHANGES IN BOND AND SHARE PRICES AND

YIELDS, 1972­75
(percentages(

1975197419731972

)1(Standard
Average

)1(Standard
deviation

)1.(Standard)1(Standard
deviation

U()2()1()2()2()1()2()2()1()2()2()1(
0.683.42.30.646.74,32.001.02.01.250.81.0Index­linked bond prices
0.742.72.00.468.53.91.131.51.70.851.31.1Option­type bond prices
0.717.35.20.065.20.30.204.40.90.261.90.5Dollar­linked bond prices
0.663.52.30.167.31.2­4.9­1.81.124.85.4Ordinary share prices
0.993.13.10.338132.70.381.60.6­0.7­0.1Natad dollar rate
2.621.02.62.621.33.49.70.65.80.260.25.2Index­linked bond yieldsa

* The arithmetic average and standard deviation of yields tp maturity npt pf rates pf change, as with the other items.



increase of 27 percent), and insurance, pension, and provident funds bought new bonds

issue, the public bought 27 percent, savingsschemes­ 27 percent institutional buyers­
47 percent. Figures for last year were: 30 percent, 27 percent, and 43 percent res­
pectively. It is clear from the data that it is not possible to draw definitive con­
elusions, since bonds may■be tranferred from one group to the other by means of the
secondary market. (See Chapter XVIII: The Institutional Structure of the Capital Market.)

Following is an evaluation of the net mobilization of capital, less redemption of
principal and payment of interest and linkage increments on various bonds (Table XIX­3).

Net capital collection by means of medium­term bonds (including option­type bonds) was of

the order IL3.156 million, an increase of 51 percent over the previous year. Net capital
mobilization through long­term bonds (a majority of which are sold to pension and

Table XIX­5
VOLUME OF TRADING ON THE STOCK EXCHANGE, 1972­75"

'(IL million(

Bonds

Total
listed

securitiesSharesTotal

Convertible
into

shares

Traded in
foreign
currency

Option­
type

Linked to
the c­o­1
index

Linked to
the exchange

rate

1,453.3762.9690.412.8107.8441.9112.415.51972
1,771.1633.01,138.179.3120.6676C0250.511.71973
3,575.4518.03,056.574.9171.62,007.3786.116.61974
4,400.5780.33,620.2103.1251.01,873.21,338.054.91975
295.144.5250.65,020.2147.675.72.11975 January
266.245.6220.62.916.6125.873.81.5February
270.927.4243.53.417.0137.484.71.0March
275.025.6249.4; 3.414.0145.684.22.2April
348.830.1318.73.715.9185.9110.23.0May
466.5104.4362.110.125.9193.5128.93.7June
427.6119.8307.811.230.4154.4105.56.3July
300.760.1240.67.115.1.113.599.45.5August
316.457.5258.917.017.0135.084.95.0September
492.9111.0381.913.526.5180.6152.48.9October
428.183.8344.312.530.6164.5126.710.0November
512.370.5441.813.321.8189.4211.65.7December

annual increasePercent
206.7102.166.031.1110.097.90.71972
17.7­17.064.711.953.0112.9­24.51973

109.0­18.3168.5­5.542.3196.9213.841.81974
23.150.418.437.646.2­6.770.2230.71975

Percent distribution
100.052.547.50.67.430.47.71.11972
100.035.764.34.66.838.114.10.71973
100.014.585.52.14.856.122.00.51974
100.017.782.32.35.842.630.41.21975

a Excluding trade in unlinked bonds, and short­term loans.
Source: Tel Aviv Stock Exchange.
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provident funds) amounted to IL2,648 million, 8 percent higher than last year. Thus,

although there was an increase in terms of new bond purchases by pension and provident
funds, there was an overall retardation in the pace of net institutional purchases of
bonds.

The government's measures of December 1975 ev.oked a withdrawal of funds from the
Exchange. The primary purchase of bonds by the public was arrested, and the average sale
of medium­term bonds in January and February 1976 was IL150 million (as against a monthly

average in 1975 of IL288 million); most of them were sold to institutional investors. Some

decline would have occurred apparently even without the withdrawal of funds from the
Exchange, since expectations of the deterioration of terms of the bond issue led to a

large­scale purchase of bonds before the changes were introduced. In December 1975 the
sale of medium­term bonds was 83 percent of the average issues of the first eleven months

of the year and a similar picture emerged in respect of long­term bonds. In March and

April 1976 the low level of medium­term bond issues continued; and a monthly average of
IL143 million were sold. (For the purposes of a comparison of the data with the previous
year it was necessary to include in this figure the temporary deposits of bank savings
schemes with the Accountant­General.)

Raising capital by way of compulsory loans improved slightly on its volume in the
previous year, despite the cessation of the collection of such loans due to the tax

reform, since collection from self­employed persons already assessed continued, as also
collection of Employer's Loans. The purchase of Voluntary War Loans was discontinued, and

in 1975 only IL2.4 million­was sold.

(b ) The Secondary Market

Turnover in bonds both on and outside the Exchange rose by 94 percent, following a very
considerable rise (110 percent) in the previous year (see Table XIX­10). The rate of
increase in the trading volume of bonds was much faster (39 percent) than that of the
market value of bonds registered for trading on the Exchange, and from. this stemmed the
rapid increase in the turnover rate of bonds. Eighty­two percent of bonds were traded off

the Exchange in 1975 as against 70 percent in the previous year. Governmental bonds

accounted for 90 percent of the total turnover on the floor. It is reasonable to assume

that in trading outside the Exchange, bonds issued by other institutions are relatively
more prominent (company bonds).

There was a fall of 6.7 percent in the turnover of option­type bonds (see Table XIX­5),

as against an increase of 70 percent in trade in bonds linked to the consumer price index.
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Table XIX­4

CHANGES IN LINKED BOND AND
CONSUMER PRICES, 1973­75
(three­month moving average(

Change in indexof
' linked bond prices
Change in consumer
price index

)In the absence of data on trading outside the
Exchange, the significance of this discussion is
limited.) However, in comparison to the market value of
securities, the volume of option­type bonds trade was

50 percent greater than that of index­linked bonds.

(Today there are no new issues of option­type bonds.)
The fact that, relative to registered capital,

trading in option­type bonds is greater than that in
index­linked bonds is closely connected, inter alia,
with the proximity of option­type bonds to their
redemption dates. The closer the bond is to redemption,
a given change in its market redemption yield will have

a smaller effect on its price. Under conditions of
uncertainty as to the long­term bonds prospects, the
investor would choose option­type bonds; all the more

so, if account is taken of expectations of a sharp
increase in the consumer price index in the next year
or two.

Trading in option­type and index­linked bonds

thrieved during the year; but during the months of July, August, and September there was a
setback. This depression corresponded with the timing of share issues: in August when

share issues were at their peak, the depression hit the bottom. This lack of interest in
bonds caused a drop in their values, and in the month of August yield rates on option­type
and index­linked bonds reached their highest levels of the year.

Prices of linked and option­type bonds rose during the year by 28 percent (see Table
XIX­7) as against 56 percent in the previous year. The rise in real values )­correcting for
the rise in the 0­0­1 index) was 3.6 percent during the year,7 against a 0.3 percent fall
in the previous year. As in previous years, the rise in index­linked bonds was more rapid
than those of option­type bonds.
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Source: Central Bureau of Statistics.

6. The rate of turnover in trading, i.e., the relation between the volume of
transactions on the exchange and the market value of bonds registered for trading, was
0.158 for option­type bonds and 0.105 for bonds linked to the 0­0­1 index.

7. When assessing movements in the value of the financial asset portfolio, allowance
must be made for the rate of interest deducted in computing index prices at 3.5 percent to
4 percent per annum for various bonds.
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Table XIX­6
AVERAGE REAL NET YIELDS TO MATURITY OF BONDS TRADED ON THE STOCK EXCHANGE, 1975

(percentages(

Index­linked
Optioiin dollarsTraded 1­type

£10/AOf'110 / 02 10/VDSOrpiluii JL/ajj470­<i70Years to
3­42­35­64­5i­n9­105­6Total5+2­50­2maturity
3.22.93.44.40.6­2.68.88.68.98.7January
2.32.42.72.8­0.1­2.78.98.88.99.0February
2.52.4.2.52.9­1.0­3.19.49.39.49.5March
2.02.02.32.0­2.02.43.18.68.58.69.3April
3.03.43.03.10.72.53.77.67.67.79.0May
3.53.53.43.30.43.04.06.16.56.14.9June
4.04.13.63.70.13.14.44.24.54.13.9July
4.34.44.24.21.93.44.93.64.03.52.9August
2.72.82.82.61.52.94.03.63.83.53.5September
1.10.71.71.8­6.72.42.42.83.32.71.8October
0.1­0.70.91.1­6.22.12.22.22.42.12.4November
0.60.21.02.4­2.32.02.22.22.62.02.3December

Source: Monthly Bulletin of Statistics, Central Bureau of Statistics­ for bonds traded in dollars; Bank of Israel computa­
tions­ for index­linked (the four most actively traded bonds in each group( .

For the reasons described above, the fall in values in May, July, and August stood out

prominently during the year. In September, with the anticipation and announcement of a

variety of governmental measures (purchase tax, a 10 percent devaluation, increase in fuel
prices) the rise in prices reached a peak, around 7 percent. The change in bond values
corresponded in general to fluctuations in the consumer price index with various

time­lags. As the rate of inflation grew (and along with it anticipated inflation), the
public would be prepared to pay more for bonds in the market; thus the rate of inflation
imfluences the index of bond prices , all things being equal . This nexus persisted
throughout 1975, generally, as may be seen in Figure XIX­4.

This year, too, there were many fluctuations in bend prices, both option­type and

index­linked, relative to their rising trend (sec Table XIX­4). The ratio of averapre

increase in values to their standard deviation was s3ightly higher this year than the
previous year but it is stLll a long way from the ratio obtained in 1972 and 1973. The

values of option­type bonds fluctuated less than index­linked bonds, which accords ­<vi ;.ii

i;he relative proximity of the former to their redemption dates .

The government's economic steps in December had contradictory effects on the secondary
market . The nar rowe r linkage of new bond issues had an expected and immediate effect in

raising the values of old bonds. The linkage reduction from 100 percent to 90 percent
lowers the net maturity yield rate of the now bonds; the extent of the decline is dependent
on the rate of the expected increase in the consumer price index. In the context of the 4

444 BANK OF ISRAEL ANNUAL REPORT 1975



m
n
73

7

>
71

יק

­Table XIX7
MONTHLY INDEX OF SECURITY PRICES ON THE TEL AVIV STOCK EXCHANGE, 1975

)December 1974 = 100)

BondsIsraeli currencyBonds traded in
traded in
foreignIndex­linked

BondscurrencyBondsLinked to
con­correctedNatadtraded .inSharesforeignLinked

vertiblefor therateforeignexchangeOption­to indexEnd of
into sharesNatad rateindexacurrencyPreferredOrdinaryTotalratetypeonlyTotalperiod

104.8112.551.986.153.748.851.61972
66.489.264.497.965.662.064.21973

100.0100.0100.0100.0100.0100.0100.0100.0100.0.100.0100.01974

100.298.8100.098.8100.499.9101.3102.6101.5100.8101.21975 January
100.399.7100.099.7106.1103.4105.3102.4105.1105.7105.3February
99.7101.3100.0101.3105.4101.9107.1100.5106.5108.3107.2March
99.6105.3100.0105.3105.4101.3109.3102.7108.4111.0109.4April
102.4114.5107.2106.8110.5105.0107.3118.7106.9107.9107.3May
108.71245109.8113.4119.4112.5110.5140.2109.9111.1110.4June
112.9136.8117.7116.2122.7121.7108.6158.1107.9109.2108.4July<

110.3136.2117.3116.1120.7121.0107.7159.2107.1107.9107.4AugustH
m

.1H1148.2128.3115.5122.2124.7­U6.0176.6114.2117.4115.4Sept.
117.2166.3138.7119.9127.6133.1119.9188.5117.9121.6119.3October/^

<>

117.1169.1140.0120.8123.4130.9127.5190.5125.3129.4126.9Novemb._$

114.1174.3145.0120.2122.1131.0128.4182.1126.2130.7127.9Decemb.
יח

a On the Thursdays nearest to the end of the month.
Source : Centarl Bureau of Statistics; pirces of bonds traded in foreign currency. corrected for the Natad arte Bank of Isarel computations.

t



percent Development Bonds during the past 10 years, it can be seen that, with a 15 percent
annual rate of increase in prices the net yield rate on fresh bonds drops from 2.6 percent
to 1,76 percent due to the linkage reduction; an annual inflation rate of 20 percent
reduces their net yield rate to 1.67 percent. It may be expected that a fall in the net
yield to maturity of new bonds, ceteris paribus, will bring about a similar reduction in
the yield rate of old bonds which were issued with full linkage, with an increase in their
prices. The reckoning indicates that. the values of these bonds are expected to rise by 7.6
percent with an annual inflation rate of 15 percent, and 8.5 percent, with an expected
rise of 20 percent annually in the consumer price index. .In fact , rises of this order did

not materialize in the secondary market. Apparently, the announcement of the levying of
the turnover tax contributed to this. Apprehensions of such a tax led to the unloading of

bonds (which were bought for a short duration), and thus to a temporary depression in
their prices. Another factor contributing to the immediate reduction in prices in December

was the widespread fear of the slapping of measures to counteract the concealing of

capital: the issue of only "registered" bonds and not "bearer" ones, and the obligation to
report cash transactions exceeding 11,15,000.

This year trading in bonds outside the Exchange expanded and reached 82 percent of all
bond deals. This trade was conducted in part by offsetting buy and sell orders to banks,
and in part through buIk transactions between institutional investors. Thus, these
investors can assure complete certainty as to the prices of their transactions without
being affected by prices on the Stock Exchange.

3. THE SHARE MARKET

1975 was a year of positive developments for the share market, which finds expression
in the volume of new issues, in the over­all yield rate, in the rise of share prices and

the volume of turnover. Share issues were clustered in the second half of the year, while
trade in shares grew from quarter to quarter. During the second half of the year share
prices rose comparatively. Thus, there was a reversal of the declining trend which

characterized the share market after its 1972 peak. This revival occurred despite
expectations of an impending decline in economic activity. These issues served as a source
of funds for a small number of issue­houses, mostly banks and financial institutions. The

available data is not sufficient to conclude that there was a serious change in the public
attitude to the share market: institutional investors may have increased the share
component in their portfolios.
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.­XDC8Table

PRICES, 1972­75SHAREINDICES OF QUOTEDWEIGHTED MONTHLY
(31 December 1974 = 100)

currencyin foreignTradedinsuranceFinance and

Pirce
index

corrected
for the
Natad

Agio
index
forPrice

Land,
cons­

truction,
develop­

Com­
merce
andIndus­

Invest­
ment
com­

Spe­
cialized
ifnancial
insti­

Mort­
gage

Com­
mercial

General
Stock

Exchange
rateNatadindexmentservicetrypaniestutionsbanksbanksTotalindex

averageAnnual
133.291.5­­74.585.91972

_144.586.2114.6116.3111.497.8104.4103.1108.61973

126.085.2111.6101.9104.095.397.797.4100.91974

109.4109.4113.5120.4135.8128.6113.1107.4105.6113.6112.7115.61975

monthEnd of
98.3100.098.395.3106.499.098.7100.7102.1100.2100.699.91975 January

98.2100.098.2102.7108.2106.2101.2103.8101.4103.4103.3103.4February

98.2100.098.2100.196.5103.0100.6102.397.8103.3102.7101.9March

99.7100.099.796.0101.2100.799.5103.892.1103.9102.5101.3April<

105.5107.298.4100.4108.1110.0102.9103.795.2106.2104.9105.0May

113.3107.7105.2116.8126.2125.2107.6104.9101.5112.0110.9112.5Juneיה
ס;

128.7115.4111.5137.0150.8142.0117.0113.8108.8117.71(7.0121.7July0

126.6112.8112.2134.3153^6143.3116.7111.8107.0116.0116.0. 121.0August<>

133.4110.0121.3134.3169.7153.4122.8110.2107.1119.0117.7124.7September­1

157.1118.9132.1147.7174.7160.8128.9114.2120.9127.6126.5133.1Octoberלק

163.0118.3137.8141.0166.2151.3129.9109.3117.0126.2124.8130.9November;/ב
יה

182.4122.5148.9139.5167.6148.4130.9111.2116.1126.7125.2131.0DecemberQ
?0

Bulletin of Statistics.Source: Monthly
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­TableXIX9

00

ת­0
23
סע

SHARE GROUP, 1975STOCK EXCHANGE,* BYTEL AVIVOFF THEMONTHLY SHARE TURNOVER ON AND
<

thousand)(IL<
SpecializedTotal Stock

SharesLand andCommerceifnancialExchange<
sold onInvestmentdevelop­andinstitu­MortgageCommercialsharer
the lfoor*companiesIndustrymentservicesInsurancetio'nsbbanks.­banksvolumeMonth?ס

m

8989,4126,2932,3312,6751,7593,3358,38630,99466,083January3
סל

39511,0278,9434,6733,6233,1419456,02233,36972,138February
1718,0624,7392,0733,3881,1701,0883,65331,59055,934March
2365,6513,9311,9002,3041,2712,1363,14825,57147,148April
3957,8826,0113,1794,5521,4261,3272,76528,71556,252May
32124,23317,2439,2616,6664,3814,9269,909114,034190,970June
48530,94027,22714,9418,4055,6055,22111,56078;476182,860July

1,32513,05513,0266,9704,4184,8231,5744,19745,66795,055August
2,82322,85815,0355,8586,8426,2051,1294,41945,653.110,822September
2,33131,17929,45123,1886,2486,0633,75813,19564,329179,741October
1,10824,59719,79611,7253,8714,5102,32810,94769,438148,318November
2,34819,92216,2178,9263,5803,1172,1288,13093,247157,615December

Total turnover on the
12,835208,818167,91295,02556£7243,47129,89586,331661,0831,362,936stock exchange

Share of the stock
exchange in the
total trade

100.065.869.372.169.972.651.665.144.357.2(percentages)
Group's share in*

total trade
0.915.312.37.04.23.22.26.348.6100.0(percentages)

" Trade off the lfoor­ reported by licenced agents of the Stock Exchange.
b Including shares traded /a Israeli and in foreign currency.
c Secuirties not registered for trade on the Stock Exchange, but traded there.
Source : Tel Aviv Stock Exchange.



The improvement in the share market this year may be attributed to the noderation in

the rate of inflation and to the fluctuations in bond prices, which continued for the
second successive year. This situation made bonds a less liquid asset, and the decline in

their relative attraction raised the relative weight of shares in the financial asset
portfolio from 17 percent last year to 19 percent this year. Additional factors which

contributed to giving a fillip to the share market were, apparently, a continuation of

last year's uncertainty regarding the possible changes in the terms of bond issues and

also the depression in the real estate market. As already stated it is possible that
institutional investors increased the ranking of shares in their financial asset
portfolio, thereby aiding the success of their issue and stimulating their prices in the
market.

The success of the share market this year can be gauged by the large and successful
flotations of issues during a trend of rising share prices, not declining prices as in the

previous year. This year share values rose by 31 percent as against 11 percent last year.
The overall weighted rate of return on shares was 31 percent (13 percent last year), and

this against a background of prj ces rising more moderately than in last year.
This year IL792 million were mobilized by the issue of shares and capital conversion

notes. Of this, capital conversion notes constituted 41 percent as compared with 29

percent last year. Turnover, both on and off the Exchange, amounted to IL1363 million this
year, 42 percent up on the previous year (following its decline in 1973 and 1974),

Though these are positive features, the boom in the share market should not be

overrated. Of total net capital raised ­ only 16 percent was mobilized through shares:
moreover, only a very few financial houses used the market as a means to enlist capital.
Share turnover was only 6 percent of the total trading turnover on and off the Exchange,
while its weight in the total financial asset portfolio was 19 percent . Conditions were

not as yet ripe for any meaningful change in the share market's standing within Israel's
capital market..

(a) The Primary Market

The volume of share issues reached IL467 million this year,8 as compared to IL304

million last year. The issue of conversion shares also rose sharply to IL325 million this
year against IL127 million pounds last year. In all IL792 million worth of shares were

8. This sum is arrived at after deducting IL72 million. The parent company of one of
the banks underwrote the bank's issue to this extent. Since the company issued shares in
excess of IL72 million, and to avoid double counting, the amount is deducted from thisyear's issues.
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Table XIX­10
TURNOVER ON TEL AVIV STOCK EXCHANGE AND OVER­THE­COUNTER MARKET,"

ANNUAL AND QUARTERLY DATA, 1972­75
(IL million(

BondsShares

Over­the­Over­the­
RatioOn thecounterRatioOn thecounter
)5(­)7(TotalExchangemarket)D­(3(TotalExchangemarket

)8()7()6()5()4()3()2()1(
0.803,484.1691.02,791.10.311,112.8762.9349.91972
0.764,823.51,138.23,685.30.381,017.2633.0384.21973
0.7010,133.03,056.77,076.30.45959.2532.3426.91974
0.8219,677.33,620.316,057.00.431,363.0780.5582.51975

Percent increase
38.464.731.9­8.6­17.09.81973
110.1168.692.0­5.7­15.911.11974
94.218.4126.942.146.736.41975

Quarterly1975
0.732,605.0715.01,890.00.39194.2117.676.6I
0.804,713.4930.43,783.00.46294.3160.1134.2II
0.845,262.7807.74,455.00.39388.8237.4151.4III
0.847,096.21,167.25,929.00.45485.7265.4220.3IV

" Over­the­counter market­as reported by licenced agents of the Stock Exchange.

issued in this market, constituting an increase of 84 percent in the total capital raised.
The volume of new issues relative to the market value of share capital at the end of 1974

was quite large ­ 19 percent.
As in previous years, the mobilization of capital in the share market was undertaken

largely by banks and financial intermediaries; the reasons for this have been analyzed in
previous Bank of Israel Reports.9 To a certain extent this is the result of the easy

access of banks to the market, low flotation charges, the high profitability of banks in

recent years, and the lower risk associated with their share prices. Moreover, banks can

raise equity capital only through the market, whereas industrial companies, for example,
have more recourse to low­interest development loans for their investments needs.

Table XIX­12 shows the market value of shares at the end of years 1974 and 1975, and

also the distribution of the issue­houses by sector in 1975. The table reveals that 51

percent of the value of the share market at the end of 1975 was attributed to commercial
banks, 32 percent to financial intermediaries, while 17 percent went to the "real" sector.
In the year 1975 these trends accentuated: banks 85 percent of the ye ar 's total issues,
financial intermediaries ­ 9 percent, and the real sector ­ 6 percent only.

9. See Bank of Israel Report, 1973. page 428.

450 BANK OF ISRAEL ANNUAL REPORT 1975



Period

Table XK­11
NET OVERALL RATES OF RETURN ON LISTED ORDINARY STOCKS, SELECTED PERIODS, 1975­75

(percentages(

Overall rate of return

Arithmetic
average
rate of
return

Weighted
by total
listed

capital11

Weighted
by annual
volume
of trade

Highest
overall
rate of
return

Lowest
overall
rate of
return

Distribution of shares by rate of return ­
ascending order

10 25 50 75 90
No. of No. of
stocks companies

n
x
<

m
73

x
X

m ■
v>
m

70

5

<
70

m

31.12.73­31.12.74 24.8 24.2 37.0 65.2
31.12.74­30.6.75 10.8 10.9 14.8 34.5
30.6.75­31.12.75 11.6 12.6 12.2 34.4
31.12.74­31.12.75 21.8 24.2 27.7 70.5

31.12.73­31.12.74 2.5 ­9.8 ­7.1 73.3
31.12.74­30.6.75 21.4 17.2 18.3 30.2
30.6.7.5­31.12.75 24.3 25.4 27.4 64.3
31.12.74­31.12.75 50.1 46.1 49.6 110.7

31.12.73­31.12.74 13.7 21.3 17.3 174.9
31.12.74­30.6.75 18.8 23.0 21.3 49.8
30.6.75­31.12.75 26.7 26.7 27.9 122.3
31.12.74­31.12.75 50.3 55.6 54.6 167.0

31.12.73­30.12.74 6.8 ­0.7 12.6 46.4
31.12.74­30.6.75 16.2 1.4 13.8 52.7
30.6.75­31.12.75 42.2 36.1 35.7 163.2
31.12.74­31.12.75 64.9 37.6 54.2 174.7

30.12.73­31.12.74 13.6 13.4 25.7 174.9
31.12.74­30.6.75 16.4 11.2 15.9 52.7
30.6.75­31.12.75 25.4 18.7 20.7 163.2
31.12.74­13.12.75 45.4 31.4 39.1 174.7

1. Banking, finance, insurance
3.4 5.1
­4.4 ­1.5
­35.1 0.3
­35.1 0.3

2. Land and development
­34.4 ­28.1
­4.6 ­3.6
­13.6 ­12.7
­16.7 4.2

3. Industry and commerce
­41.1 ­25.1
­6.1 ­2.1
­15.1 4.3
­8.4 16.3

4. Investment companies
­31.4 ­22.7
­17.0 ­8.4
­11.3 8.4
3.0 5.5

5. Total companies listed
­41.1 ­20.9
­17.0 ­3.6
­35.1 1.5
­35.1 8.2

56.335.420.013.3
22.016.68.42.7
22.320.211.44.5
40.132.918.47.7

­ 30.49.9­3.5.13.2
51.530.218.7­0.9
45.237.919.55.6
78.072.549.728.1

55.037.6­5.720.9
38.130.115.34.2
51.835.419.714.3
84.273.7. 47.023.3

21.416.17.6­7.0
29.823.219.04.4
80.448.927.024.9
126.174.053.035.5

38.022.08.8­7.0
38.124.714.54.2
56.734.420.29.2
84.264.542.518.8

32 20

18 . 13

35 25

23 18

108 76

" Weighted by listed capital at end­year market prices.
Source : Tel Aviv Stock Exchange.



Public subscriptions this year rose handsomely. Many issues were oversubscribed, and

they were not accompanied by falling prices (as was the case last year). Share prices rose
during a period of very large issues and did not drop significantly after the issues.
However, prices of bank shares rose less than average, which is related to the fact that
this group had the largest share issues this year.

1975 saw the continued growth of a relatively new source of financing: capital notes
and bonds convertible to shares. The latter class is a cross between a bond and a share

and reduces the investor's risk in that while being an obligation for the issuing ­house ,

the investor is enabled to participate in the dividends upon conversion to share. This is

also convenient for the issuing company from the tax payment point of view (interest
paid to holders of bonds convertible to shares is an expense item for tax purposes, unlike
dividends on shares). In th.e issue of capital notes, one of the banks introduced an

innovation: if the investor retains his capital note, he earns the right to link 60

percent of the capital to the consumer price index.
As in previous years part of the issues was by means of rights' issues, proportional to

the number of shares on the eve of the issue ("options"). The reasons for this are: some

companies are bound by their articles of association to float equity issues only in the
form of stock rights, secondly, to enable existing stockholders to retain their share in

the total capital, and thirdly, to ensure the success of the issue. ■^

(b) The Secondary Markat

After two years of declining trade in shares, trading recovered 42 percent relative to

the previous year (see Table XIX­10). The volume even exceeded by 22 percent the peak

year, 1972. A considerable proportion of the trade in shares (43 percent) was conducted
outside the market (bonds ­ 82 percent were traded off the Exchange). This was done by

pairing off buying and selling orders (self ­balancing) before the opening of the Exchange.
Institutional and other large investors may prefer to conduct their own large transactions
in private so as not to affect share prices by the mere size of transactions. Conducting

transactions outside the Exchange is bound to detract from the validity of share prices
established on the market. From this point of view there was an improvement this year:
trading within the Exchange rose by 47 percent, while trading outside grew by only 36

percent.
The overall net yields on ordinary shares (see Table XIX­11) improved this year. The

10. See Bank of Israel Report, 1972, page 444.
11. See Bank of Israel Report, 1973, page 428.
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­Table XDC12
MARKET VALUES OF SHARES ISSUED, BY ISSUING GROUP, 1974­75, AND NEW ISSUES OF

SHARES AND CONVERTIBLE SECURITIES, 1975
)IL million)

and convertibleof sharesshares for cashaof newIssue
­ .­

1975securities,

Share of
new issueshares and convertible; value ofMarket
in total

Con­
vertible

Exchangesecurities listed on the Stock
1Y1cirK.ct
valueShareRise in
of theof thepro­marketin total market valueShare of group
group'sgroup inniissoryvalue ofof year)(end
charge attotalnnfAC onH ^dt*l 9^^ LAW

end 1974issueTotal
lUJlto allU

bondsShares
aXiarCo ill
197519751974

(percent)(percent)(percent)(percent)
31.885.2674.3"270.0404.3"63.851.23,470.650.62,119.4Commercial banks and companies
10.64.636.520.016.527.06.4437.58.2344.4Mortgage banks
1.30.64.50.04.5133.211.5777.68.0333.5Specialized ifnancial institutions

62.43.628.70.028.777.01.281.41.146.0Insurance
0.00.00.00.00.070.72.7183.22.6107.3Commerce and services
6.92.115.015.00.045.94.7317.85.2217.8Land, building, development, and citrus
8.74.132.720.012.774.39.7656.19.0376.4Industry
0.00.00.00.00.032.612.7858.315.4647.3Investment and companies
18.9100.0791.7225.0466.754.7100.06,782.4100.04,192.0Total

■Excluding bonus issues, conversion of convertible bonds, issues not for cash and registration for trading of existing shares.
6 See note g in Table XDC­2. This correction was not made in the calculation of the total shares listed for trade.
Source : Tel Aviv Stock Exchange.



average yield, weighted by registered capital, rose to 31 percent (13 last year). The

average yield, weighted by turnover, also amounts to 31 percent this year (26 percent last
ye ar ) ; the increase took place nainly in the second half of the year when most of the
dividends were distributed. Since the rate of inflation eased (about one half of that of
1974), the real growth in profitability of investment in shares was much faster than is
suggested by the nominal data.

As for the total yield of issuing groups, it appears that for the financial group there
was no increase this year in the rate of yield, probably because of the large additional
registered capital in this group. For the other groups, there was a large rise on the

overall yield; principally in the second half of 1975.

In the first five months of the year trading in shares was relatively slack (see Table
XIX­9), nor was there a rising trend in the share price indices (see Table XIX­8), In

June­July transactions, a peak of IL180 million per month was reached and turnover during
the second half .of the year remained very much higher than in the first half. Nearly half
of the dealing in shares took place in the shares of commercial banks, which accounted for
half of the Exchange's stock of capital at market prices (trading in bank shares took

place for the most part off the Exchange). Similarly, there was a relatively large
turnover in the trading of the shares of investment houses and of industrial companies.

In the first five months of the year, the weakness in the share market was also
reflected in their prices. The rise in prices was concentrated in the second half of the
year, when most dividends were declared. From the weighted indices of share prices, it
transpires that the prices of shares in commerce and services rose 68 percent, which

exceeds the rise for other shares traded in Israeli currency (a situation similar to that
obtained last year when the group under discussion was slightly trailing the leading
group, the commercial banks). The other group whose shares increased in value considerably
this year was land, building, and development, which recorded an increase of 39 percent.
This seems surprising as this was not a successful year for this group. It needs to be

stressed that this group contains few shares and it is not possible to draw conclusions
from them as to the state of the property market. An explanation of this enigma can
perhaps be found in the large decline that took place in the values of these shares in the
preceding years, and it is likely that this year saw a rapid and compensating rise in

their values. Wit 11 average 1972 as the base, the land share index was 105, while the
general share index was 153; with average 1973 as the base, tha index for this group

reached 97, and the general index stood at 121. Industrial shares rose during the year by

48 percent, investment and holding companies by 31 percent, and financial and insurance
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shares by 25 percent, (a rate of increase 5 percent smaller than that of all the shares
put together). This may also be in accord with the large movements in previous years:
according to the share index. for end­1972, financial and insurance shares rose 68 percent
(21 percent accor di ng to the average 1972 index) while the general index rose by 53

percent (11 percent according to the mean 1972 index). The share index of securities
traded in foreign currency roce by 82 percent (after correcting for agio of the Natad

dollar rate), similar to the rate of increase in the index for bonds linked to the foreign
exchange rate.

The daily trading in common stock fluctuated between IL10.090 and IL20.000, as in the
previous year; the degree of inequality in the daily buying and sel In n^ of various shares
moderated slightly.

The index of convertible securities rate rose by 14 percent this year, following a riae
of 4 percent last ye ar . The relatively moderate rate of increase in this index was to 1.1 e

expected, since in a depressed share market the index of convertible securities does not
decline by the rate of fall in shares (since they carry a feature of bonds). This year
there was a reversal of the trend in an upward direction, and once again we find that this
index did not rise as fast as the share price index.

The rapid rate of increase in the index of share prices, accompanied by a narrowing of
their fluctuations, contributed to an increased conversion of convertible securities to

shares: IL57 million was converted as against IL29 million last year Cthe volume of

conversion depends also on its terms, such as the option to convert after a certain
period).

4. SECURITIES TRADED IN FOREIGN CURRENCY AND THE NATAD MARKET

The creeping foreign exchange rate policy instituted in June 1975, which did not dampen

the expectations of a larger devaluation, left their impression on. the market for
securities traded in foreign currency, on foreign currency deposits, and on the rate of
the Natad dollar.

During the year a brake was put on the decline in the weight of securities traded in
foreign currency (see line 19 in Table XIX­1), a decline which characterized to date the

12. The index of bonds should be compared not with the index of share prices in
general, but with the price index for shares of the types to which the bonds are
convertible. A rough comparison can be made with the index of the prices of the financial
group which issued a majority of conversion bonds (80 percent(,
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lS70s. The balance of these securities in Natad dollars grew ("in Israeli currency) by 40

percent, however, its dollar value dropped by $11. 3 million. In terms of dollars there was

a decline in the volume of securities registered abroad and Hollis and a rise in

securities registered in Israel (see Table XIX­13). This shrinking of the securities
portfolio traded in Natad occurred with a net purchase of these securities to the tune of
$19 .2 million whereas readjustments of exchange rates reduced the value of the portfolio
by $30.5 million, Natad deposits grew by $28 .4 million so that the combined Natad­traded
securities and Natad itself show a rise of $17.1 million. 13

Table XIX­13
NET PURCHASES* OF FOREIGN SECURITIES FROM TAMAM AND

NATAD FUNDS, 1973­75
($ million(

1975

ListedListed in
abroadHollisIsraelTotal19741973End of period

Net purchases
­1.90.1­0.9­2.70.23.2January
­1.0

­0.3­0.73.97.7February
­2.9­0.42.1­1.28.2­2.3March

­ ­1.50.50.10.94.6­2.0April
­0.52.34.05.81.22.8May
­3.52.31.0­0.21.05.4June
­0.52.52.54.55.03.3July

­
0.21.11.34.6­3.4August

0.30.41.32.0­0.31.8September
0.70.11.11.91.5 .0.2October
­1.8­0.21.0­1.0­3.9­1.0November
­4.40.014.810.40.80.9December

1. Total net
­17.07.828.419.226.816.6purchases

2. Revaluation1" of
7.5­11.8­22.6­26.9­6.7­27.8securities

3. Revaluation of
­2.3­0.8­0.5­3.6currency0

4. Total increase
in holdings

­11.8­4.85.3­11.320.1­11.2)1+2+3(
5. Holdings at end

65.089.3208.2362.5373.8353.7of period
6. Holdings (5) in

5667761,8113,1542,2581,613IL million

" Total securities purchased, less total securities sold during the period.
b The increment from the revaluation of the portfolio according to the prices of securities
at the end of March.

c Monthly revaluation.
Source : Foreign Exchange Department, Ministry of Finance.

13. The adjustment td security prices is made only once a year in March which limits
the reliability of the data here.
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Table XIX­14
NATAD AND FREE­MARKET DOLLAR RATES, NATAD BALANCES, AND HOLDINGS OF SECURITIES

TRADED IN FOREIGN CURRENCY, 1974­75
($ million(

19751974

Free­Free­Secur­
marketNatadSecur­marketNatadities

Agio ondollardollaritiesAgio ondollardollartraded
free­1 rateAgio orratetradedfree­rateAgio onratein for­
market)monthlyNatad)monthlyin for­market)monthlyNatad)monthlyNatadeign
dollaraverage,''dollaraverage,1'TotalNatadeigndollaraverage,11dollaraverage.1'Totalba­cur­
)X(in IL()'70(in IL()8+9(balancescurrency"in IL()X(in IL()1+2(lancesrencya

End of
)14()13()12()11()10()9()8()7()6()5()4()3()2()1(month

8.56.516.00389.926.3372.622.65.1516.04.87382.528.7353.8January
9.56.576.00398.723.8374.925.25.2619.55.02392.735.0357.7February
10.06.606.00396.025.5370.520.55.0617.64.92407.541.6365.9March
11.06.666.00366.324.7341.616.24.8814.04.79408.444.6363.8April
18.57.114.36.26377.929.4348.516.24.8812.44.72416.051.0365.0May
19.77.405.86.54385.937.8348.121.95.1218.14.96422.456.4366.0June
23.77.5712.66.89387.140.1347.019.05.0012.14.71427.656.6371.0July§

m 22.37.6313.37.07393.945.1348.815.94.8710.24.63435.760.1375.6August
22.87.8114.67.29397.448.5348.916.74.908.84.57441.366.0375.3September?o

.^
29.79.0815.18.06409.455.8353.622.65.1514.04.79403.930.1373.8October

*
38.99.7219.78.38414.563.4351.17.56.45.0.56.03'411.038.1373.0November
41.110.0222.18.67421.058.5362.58.56.510.76.04403.930.1373.8December

m

to prevailing market pricesaccordingholdingsand the adjustment ofa Including revaluation increments arising from changes in foreign exchange rates
(in March(.

b Thursday averages.
the devaluation.price afterc AverageH

>
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The moderate growth in dollar terms of the portfolio of securities traded in Nat ad

dollars can be attributed to the rise in the Natad dollar rate, which made it less
worthwhile to acquire such securities (Hollis, for example). Another factor constraining
the expansion of this portfolio is that the supply is not completely elastic.

The fact that there was a more rapid increase in Nat ad deposits than in investments in
securities traded in foreign currency apparently testifies to a growth in the weight of

short­term investments in this market; because a longer­term investment entitles the
investor to interest or dividends in addition to the Nat ad dollar rate differential, it is
therefore improbable that a long­term investor would acquire Nat ad which does not earn
interest.

The expectation of devaluations, which did not disappear with the administration of
creeping devaluation, brought about a rise in the rate of the Natad dollar, which began to
climb above the official rate of the dollar as from May 1975. The agio rate of the Natad

dollar has since risen up to 22 percent, the average for the month of December Csee Table
XIX­14).

As in previous years the agio rate of the black market dollar was higher than the agio
for the Natad dollar throughout the year. This difference arises from the activities of
other factions in this market (whose trading considerations are not those of the financial
world), as well as the risks associated with this illegal market. 1

The price indices for bonds linked to the exchange rate and bonds traded in dollars
(after correcting for the Natad dollar rate) began to rise sharply only from the month of
May (see Table XIX­7). During the year the rate of the dollar­linked bond rose by. 4.5
percent less than that of the bond traded in foreign currency.^ The explanation for this
lies in the fact that th>2 holder of bonds traded in foreign currency bears the risk that
the agio on the Natad dollar may drop when he wishes to unload. Against this risk ■the

market provides a higher maturity yield of the bonds traded in dollars (a real rate of 2.2
percent as compared to 0.1 percent of foreign currency bonds(,

14. It is necessary to stress the nature of the bonds discussed. Foreign­exchange
linked bonds are no longer issued and their volume is progressively diminishing with the
passage of time. Bonds traded in foreign currency are issued from time to time; this vear
to the amount of IL1.974 nirllion.
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