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Fifty Years of External Finance via State of Israel Non-Negotiable Bonds 

 

The Government of Israel borrows abroad via a number of channels. One of the most important 

channels employed for this purpose is the Israel Bonds  organization, which aims to support the 

State of Israel. The organization was established in 1951 and is officially called the Development 

Corporation for Israel (DCI). The organization’s principal objective is to raise foreign exchange for 

Israel from Jews abroad (as individuals and communities) by means of non-negotiable bonds 

(henceforth referred to here as Bonds). Apart from serving as a stable source of overseas 

borrowing, Bonds fulfill an important role in maintaining ties with Diaspora Jewry and in the 

diversification of borrowing sources, especially during periods when the government has difficulty 

in borrowing from other external sources. 

 

This form of external borrowing is unique to the State of Israel, and derives mainly from the ability 

to persuade Jews abroad to invest in Israel. Israel Bonds  emphasizes to worldwide Jewish 

communities the need to contribute to the economic wellbeing and to the security of the State of 

Israel. Annual borrowing policy is defined by the Ministry of Finance in accordance with the 

government’s foreign exchange requirements. In order to adhere to its annual borrowing target, the 

Finance Ministry periodically sets the interest rates on the different types of Bonds, and thereby 

influences the pace of sales during the course of the year. 

 

The Israeli economy has undergone many changes over the last fifty years in which Israel Bonds  

has been operating. In the 1990s, the government diversified its sources of finance. From the 

beginning of the 1950s and until the mid-1970s, Bonds were the main source of external 

borrowing. From the mid-1970s to the mid-1980s, US government loans were the main source of 
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borrowing for the Israeli government. During 1998 and 1989 and the years 1993-1998, negotiable 

bonds guaranteed by the US government were the principal source. Since 1999, after these US 

guaranteed bonds were issued, Bonds became again the main source of external borrowing. From 

2003 and until 2005, new negotiable bonds guaranteed by the US government are expected to be 

the principal component of the government’s external borrowing. Despite the diverse forms of 

government borrowing, Israel Bonds  has not ceased raising foreign currency for the Israeli 

government from the earliest years of the State and until today; hence the organization’s 

importance. 

 

Purpose of this study  

The purpose of this paper is to describe the activity of Israel Bonds  during the last fifty years and 

to summarize the changes that have occurred in the financial instruments that the organization 

offers from the aspects of quantity, bond type and cost of borrowing. 

 

Bond developments 

The government’s outstanding external debt totaled around $30 billion in December 2003, with 

Bonds accounting for $10 billion.1 The proportion of Bonds to the government’s outstanding 

external debt rose from 21 percent at the beginning of the 1980s to 34 percent in 2003 (Figure 1). 

Since 1951 borrowing via Israel Bonds  totaled $24 billion and redemptions amounted to $15 

billion. The government expended $9.5 billion in Bond interest payments (Table 1). 

 

 

                                                           
1 Including interest accrued on zero coupon and savings type bonds, and the liability accrued for bonds that have 
reached maturity but  have not been redeemed by purchasers. 
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Total Bond Sales and Redemptions: 1Table  
$ million 

 Sales Redemptions Net Sales 
Interest 

Payments 
Sales Net of 

Debt Service 

 (1) (2) (3=1-2) (4) (5=3-4) 

1951-1959 419 79 340 56 284 

1960-1969 1,107 608 499 192 307 

1970-1979 3,217 1,373 1,844 729 1,115 

1980-1989 5,156 3,213 1,943 2,069 -126 

1990-1999 9,304 5,801 3,502 4,360 -858 

2000-2003 4,808 3,787 1,022 2,122 -1,100 

Total 24,011 14,862 9,149 9,527 -378 
            

Figure 1:  Bonds as a Proportion of the Government's Outstanding External Debt
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 Bonds sales (Tables 1 and 2 and Figure 2) 

An analysis of Bond sales shows a quantitative increase from decade to decade. Total sales during 

the 1980s were 60 percent higher than in the 1970s, and total sales in the 1990s were 80 percent 

higher than in the 1980s. This trend in sales has continued during the 2000s, from average annual 

sales of $930 million in the 1990s to $1,200 million in the initial years of the 2000s. Since 2002 

worldwide Jewry has displayed a great desire to help Israel as a result of security-related 

developments in Israel and in the wake of the September 2001 terror attacks in the USA. In 2003, 

sales of Bonds peaked at $1.5 billion. 

 

Average Yearly Bond Sales and Redemptions: 2Table  

$ million 

 Sales Redemptions Net Sales 
Interest 

Payments 
Sales Net of 

Debt Service 
 (1) (2) (3=1-2) (4) (5=3-4) 

1951-1959 42 8 34 6 28 

1960-1969 111 61 50 19 31 

1970-1979 322 137 184 73 111 

1980-1989 516 321 194 207 -13 

1990-1999 930 580 350 436 -86 

2000-2003 1,202 947 255 530 -275 
            

 

Since the rate of growth in sales exceeded that of redemptions, net sales (sales less redemptions) 

were positive. Net sales averaged $190 million a year in the 1970s and 1980s, and rose to $350 

million in the 1990s. Cumulative net sales since the establishment of Israel Bonds  reflect the 

outstanding Bond liability, which reached $9.1 billion in December 2003.2 

 

The government’s cumulative Bond debt servicing (principal and interest) up to the end of 2003 

exceeded total sales by $0.4 billion. Total issues of Bonds – $24 billion – served as a source of debt 

servicing, with $15 billion going to repayment of principal and $9.5 billion for interest payments. A 

decade-by-decade analysis shows that the foreign exchange surplus remaining with the 

government, that is sales less redemptions and interest payments, was positive during the first three 

                                                           
2 This balance reflects sales less redemptions, and does not include interest accrued on zero and savings type bonds, and 
the liability accrued for bonds that have reached maturity but have not been redeemed by purchasers. 
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decades but negative from the 1980s. The government paid $860 million dollars more in interest 

payments than its net sales during the 1990s, and $1.1 billion more in the four years 2000-2003. 

The growth in interest payments from the 1980s was caused by a number of concurrent 

developments: the increase in Bond balances resulting from the rise in annual sales, the gradual 

move to market interest rates and the rise in USD interest rates from the end of the 1970s, affecting 

interest payments on both Notes (see section on Bond types) and fixed-rate long-term Bonds. 

Figure 2: Bond Sales, Redemptions, and Interest Payments
($ million)
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Sales during recent years 

As a result of the steep decline in short-term interest rates during the years 2002 and 2003, Libor-

based Bonds became less attractive while demand for fixed-rate Bonds increased. 

 

From 2001 most of the Bonds issued were fixed-rate. The proportion of Jubilee fixed-rate Bonds 

(see section on Bond types)  rose from 10 percent of total Bond sales at the beginning of 1998 to 70 

percent at the end of 2003. Concurrently, sales of Notes and floating-rate Bonds decreased (Figure 

3). From 2000, all Notes sold have been Libor-based. 



 6

Figure 3: Distribution of Annual Bond Sales, by Type
($ million)
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In 2003 a record $1.5 billion of Bonds were sold, as compared to $1.3 and $1.1 billion in 2002 and 
2001, respectively.  

Figure 4: Total Bond Sales
 ($ million)
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Bond types 

Israel Bonds  markets a number of non-negotiable Bonds that differ in several variables: maturity, 

type of interest (fixed or floating rate), interest calculation equation, minimum Bond amount, and 

early repayment terms. The data show that the utilization of the opportunity for early redemption is 

minimal, and nearly all the Bonds are redeemed at their final redemption date. 

 

The range of offerings has changed over the years, and each Bond has been directed at a different 

target clientele: individuals, communities and financial entities. 
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Figure 5: Proportion of Bond Sales, by Type of Bond
(percentage)
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Fixed-rate Bonds – These Bonds were the first that Israel Bonds  marketed and were sold in 

relatively small amounts relative to other Bonds, at fixed-rate interest and for periods of between 10 

and 20 years, although most were sold for periods of between 10 and 15 years. These Bonds can be 

redeemed early for the purpose of investment in Israel, donation to a non-profit organization or NIS 

expenditure in Israel. The data show that early redemptions were minimal. Until the end of the 

1980s interest of approximately 4 percent was paid, without reference to changes in the USD 

interest rate. From 1990 a fixed rate of interest was set in accordance with market interest rates (see 

analysis of debt cost below). Two types of Bonds were offered: Bonds on which interest was paid 

periodically, and Bonds on which interest was paid only at the Bond’s redemption date (savings). 

In 1993 10-year Bonds at the market interest rate were sold, in two tranches: EDI (Economic 

Development Issue), which paid interest once every six months and in which the minimum amount 

sold was $25,000; and zero coupon Bonds, on which interest was paid together with the principal at 

maturity and that were sold for a minimum amount of $6,000. 

In 1998, the fiftieth anniversary of the establishment of the State of Israel, Israel Bonds  began to 

issue two tranches of Bonds called Jubilee, issued for 5 years and 10 years. The minimum amount 

sold is $25,000 and fixed-rate interest is paid on the Bonds once every six months. In addition to 

these Bonds, Bonds are issued in Canada in Canadian dollars, although the total amount issued is 

relatively small at 2.5 percent of the balance of Israel Bonds (as of end-2003). 
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Notes – In the mid-1970s Israel Bonds  decided to target an additional population: small banks and 

financial companies in the USA. Notes at amounts of $150,000, $250,000 and $1,000,000 were 

offered to these entities for periods of 10, 7 and 5 years respectively. A Prime-based commercial 

rate of interest was set for these Bonds in order to encourage their purchase. Apart from these 

Bonds, Notes were also issued in the UK (in Sterling) and in Germany (in DM), but the amount 

issued was small. Over the years Israel Bonds  changed its policy and began to re-target Jewish 

communities rather than banks and financial entities. At the same time, the minimum amount of the 

Notes was reduced to $100,000 and $150,000 and the term to maturity was set at 5 and 7 years. 

 

Floating-rate Bonds – These Bonds were first issued in 1980 and were sold until 1999. This type 

of Bond constituted a mid-way group between the two previous types of Bonds from the aspect of 

minimum amount, interest rate and term to maturity. The first such Bonds were called VRI 

(Variable Rate Issue) and IVRI (Individual Rate Issue) 

In 1980 the minimum amount per Bond was set at $25,000 and in December 1986 Bonds in the 

amount of $5,000 were also issued. The terms-to-maturity were 10 and 12 years. The interest rate 

on these Bonds was calculated on the basis of the Prime rate, according to the equation: base rate 

plus half the difference between this rate and the Prime rate. In 1980 the base rate was 7.5 percent 

and over the years, as the long-term USD interest rate fell, the base rate was cut to 6 percent and to 

5 percent. In 1993 the sale of FRI (Floating Rate Issue) Bonds began. The interest paid on these 

Bonds was Prime minus 0.75 percent. The difference between these and the previous Bonds was 

that the minimum amount was only $5,000 and the term to maturity was 10 years. Over the years 

the interest rate was reduced to Prime minus 1.75 percent. The interest calculation equation on the 

Bonds was generally similar to that for Notes. The difference between them was that the minimum 

amount of the FRI Bonds was less and the term to maturity was longer. These Bonds were sold 

until the end of 2002. Concurrently, from the end of 1999, the sale of LFRI (Libor Floating Rate 

Issue) 10-year Bonds began. The interest paid on these Bonds is calculated on the basis of the Libor 

rate plus an increment. Most of the Bonds are sold at an increment of 0.75 percent. 

 

The Bonds’ term to maturity  

The average term to maturity of the Bonds (including Notes) was reduced over the years (Figure 6). 

Until 1970 most of the Bonds were issued for 15 years. In the 1970s Israel Bonds  began to 

diversify the types of Bonds and offered Bonds for shorter periods. The issue of Notes for 5, 7 and 

10 years began, with the result that the average term to maturity decreased. During recent years 

Bonds have been sold for periods of between 5 and 15 years. The average term to maturity 
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decreased to 7 years in 2003. Buyer preference was the main reason for the decrease in the average 

term to maturity. While in the past it was possible to issue Bonds for longer terms, buyers now 

prefer shorter terms-to-maturity. 

Average Term-to-Maturity of Bond Sales
(years)
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Factors affecting the interest rate on Bonds  

The Finance Ministry’s objectives in issuing the Bonds were to increase total sales while reducing 

the cost of this debt. Interest rate policy was based on a number of variables: the amount of the 

annual issues planned in accordance with the government’s foreign exchange requirements, US 

government Treasury Note rates, short-term USD rates, the government’s ability to borrow from 

alternative sources, and purchaser population. 

Amount issued – Over the years Israel Bonds  endeavored to increase the amounts issued in 

accordance with the government’s foreign exchange borrowing policy. In order to increase the 

amount, it was necessary to provide an “encouragement premium” in the form of an incremental 

interest rate. 

The level of USD interest rates  - The interest rate on 10-year US government Treasury Notes 

gradually increased from 3 percent at the beginning of the 1950s to 14 percent in 1981, and 

gradually fell from 1982 to 4 percent in 2003 (Figures 7 and 9). The trend in the short-term interest 

rate was similar and in 2003 the Libor rate reached the low level of 1 percent. During recent years a 

closer correlation has existed between the level of the dollar interest rate in the USA and the 

interest rate set on the Bonds. Since the spread (above US Treasuries) on fixed-rate Bonds is 

implied in the interest rate that is set, the Finance Ministry can increase the spreads when the long-

term interest rate is low and vice versa. But with Bonds paying a Libor-based interest rate, despite 
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the decline in the Libor rate during recent years the Finance Ministry has not compensated buyers 

by raising the spread above the Libor rate, apparently because this spread constitutes a benchmark 

for credit it may choose to take from the international banking system. 

Figure 7: Developments in International USD Interest Rates 
(annual averages)
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The spread between the US Prime interest rate and the Libor interest rate (Figure 8) – Until the end 

of the 1970s the Prime rate was only slightly higher than the 6-month Libor interest rate. During the 

1980s the spread between the Prime rate and the Libor rate increased to an average of 1.1 

percentage points. The decline in USD interest rates continued and the spread between the Prime 

rate and the Libor rate averaged 2.6 percentage points during the 1990s and until the present. 

 

Figure 8: Spread of US Prime Rate Over the 6 Month Libor Rate
(annual averages, percent)
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Alternative borrowing sources – Since the end of the 1990s the Finance Ministry has developed 

alternative sources of external borrowing, such as negotiable bonds guaranteed by the US 

government, non-guaranteed negotiable bonds and loans from banks. There is a relationship 

between the interest rates that are set from time to time on the Bonds, and the interest rates 

prevailing in the secondary and primary market in respect of other borrowing sources. If potential 

buyers are offered a low return, part of them will prefer to purchase Israeli government USD bonds 

issued in the open market, which bear higher yields than the Bonds, particularly when it is 

considered that the latter are non-negotiable. However, if the spread above the Libor rate is raised 

on Bonds paying Libor-based floating-rate interest, banks abroad will demand a higher spread from 

the Israeli government on loans claiming  that the Bonds themselves offer a higher spread. 

Purchasing population – The purchasing population has changed since Israel Bonds  was 

established. During the organization’s first 25 years it targeted Jews alone, most of whom had 

direct or indirect (family) contact with the Holocaust in Europe. They regarded the purchase of 

Bonds as a form of contribution to the State of Israel, and were therefore content to obtain a lower 

rate of return than the market interest rate. In the mid-1970s Israel Bonds  addressed an additional 

buyer population: small banks and financial companies in the USA. These entities were offered a 

commercial interest rate based on the Prime rate. From the beginning of the 1980s Prime-based 

Bonds were also issued to individuals and communities that demanded an interest rate closer to the 

market rate. Since the 1990s Israel Bonds  has endeavored to market Bonds to the next generation, 

and has gradually reduced its marketing efforts among financial entities. The next generation is 

prepared to buy these Bonds at an interest rate close to the market rate. 

As a result of these developments, the interest rate paid on the Bonds has changed, as follows: 

Fixed-rate Bonds – Up to the end of the 1980s interest at the rate of approximately 4 percent was 

paid, without reference to changes in the USD interest rate. Until 1958 the USD interest rate was 

lower than the rate on these Bonds. The USD interest rate began to rise in 1959, peaked in 1981, 

and then fell in a trend that continued until 2003. In 1990 Israel Bonds  began to gradually raise the 

fixed-rate interest in the direction of market interest rates. As a result of the decline in the USD 

interest rate and the rise in the Bond fixed interest rate, these interest rates converged in 1993, since 

when the trend in both has been similar. For most of this time, after 1993, the fixed interest rate on 

the Bonds has been higher than the USD interest rate (Figure 9). 
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Figure 9: Fixed-Rate Bond and 10-Year US Treasury Note Interest Rates 
(annual averages, percent)
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In 1998, the fiftieth anniversary of the establishment of the State of Israel, Israel Bonds  began to 

issue two series called Jubilee, on which fixed-rate interest is paid twice a year. One series is issued 

for 5 years and the other for 10 years. The interest rate is determined on the basis of the rate on 5 

and 10-year US Treasury Notes plus a spread. In order to examine the interest rate paid on these 

Bonds, a comparison should be made between the spread on Jubilee Bonds over and above the 

return on US Treasury Notes and the similar spread on negotiable Israeli government bonds in the 

secondary market (Figure 10). Until the end of 1990, the spread on Jubilee Bonds over and above 

the yield on Treasury Notes was 0.7 percentage points on 5-year Bonds and 1.0 percentage points 

on 10-year Bonds. From 2000 the spreads on Jubilee Bonds began to increase. The spread on 10-

year Jubilee Bonds rose from 1 percentage point at the beginning of that year to an average of 1.5 

percentage points in 2003. The spread on 5-year Jubilee Bonds rose from 0.7 percentage points at 

the beginning of 2000 to an average of 1.1 percentage points in 2003. A comparison of the spread 

on 10-year Jubilee Bonds with the spread on Israeli government negotiable USD bonds due in 2010 

shows that the spread on Jubilee Bonds was lower than the spread on Israeli government bonds 

until mid-2001, and higher from the second half of 2001. In addition, from the end of 2001 to the 

middle of 2003 the trend of the spread on 10-year Jubilee Bonds was the same as that on Israeli 

government bonds due for maturity in 2010 and higher by an average of 30 basis points (100 b.p.= 

1 percent). 

In June 2003 the Israeli government issued a new 10-year negotiable USD bond. In the second half 

of 2003, the average spread on 10-year Jubilee Bonds over and above this bond was only 15 basis 

points, and in December 2003 was even lower 
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Compared to this Spread for Israel's Negotiable Issues
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Notes - In the mid-1970s Israel Bonds  decided to address an additional population: small banks 

and financial companies in the USA. These entities were offered Notes in large amounts of 

$150,000, $250,000 and $1,000,000 for periods of 10, 7 and 5 years respectively. In order to 

encourage the purchase of these Bonds, a Prime-based commercial interest rate was set on them. As 

a result of the decline in the short-term USD interest rate and the increase in the spread between the 

Prime rate and the Libor rate (Figure 8), the interest rate on the Notes was reduced to Prime minus 

0.5 percent in 1998 and to Prime minus 0.75 percent in 1994. In 1996 the interest rate was cut three 

times: to Prime minus 1.25 percent, to Prime minus 1.5 percent and to Prime minus 1.75 percent 

(Figure 11). These Bonds were marketed until 1999. Their interest rate was particularly attractive 

because it was changed every six months when the coupon was paid, with the result that buyers did 

not incur interest-rate risk. The advantage of this interest rate for the purchasers, as compared to the 

Libor rate, was that the Prime rate is adjusted from time to time, while the Libor rate is adjusted on 

an ongoing basis. In periods when the short-term interest rate is falling, the Prime rate lags behind 

the Libor rate, to the benefit of those holding the Bonds. The Notes were therefore attractive, sales 

of them increased every year, and their proportion to total Bond sales rose. This process continued 

until 1994. 
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Figure 11: Bond Note Interest Rates as Compared to  Prime and Libor Rates
(annual averages, percent)
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The Finance Ministry was aware of this trend and took action to reduce the interest rate on Notes. 

Their policy was to reduce the interest rate while giving preference to non-financial entities. 

Subsequently, the basis was changed and Notes were sold on the basis of the Libor rate with an 

increment of 0.4 percent to 1.0 percent. The different spreads being for different Note tranches, 

each with its minimum amount and target population. Over the years, Israel Bonds  changed its 

Note marketing policy and began to re-target Jewish populations rather than banks. Accordingly, 

two types of Bonds were offered: non-banking entities were sold Bonds at a minimum amount of 

$100,000 at Libor plus 0.6 percent for a period of 5 years, while banks were sold Bonds at a 

minimum amount of $150,000 at Libor plus 0.4 percent for a period of 7 years. The steep decline in 

short-term interest rates during the years 2002 and 2003 made the Notes, which are Libor-based, 

less attractive. As a result, sales of these Bonds decreased and Bond purchasers preferred to buy 

fixed-rate Bonds. 

Floating-rate Bonds - The interest rate on these Bonds was based on the equation: a basic rate plus 

half the difference between this rate and the Prime rate. Sales of the Bonds began in 1980 and the 

basic rate set for them was 7.5 percent. Under this equation, the interest rate on the Bonds in 1980 

averaged 13 percent, 1.5 percentage points more than that on 10-year US Treasury Notes (Figure 

12). 
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In 1981 interest rates in the USA peaked while from 1982 a general downtrend in interest rates was 

recorded, and this trend continued to the present (2003). Israel Bonds  changed the basic rate in 

accordance with the interest rate adjustments in the USA. In 1993 the basic rate approached the 

USD interest rate, with the result that the interest-rate equation became ineffective. The 

organization therefore began to issue other FRI type Bonds on which the interest rate was 

calculated on the basis of Prime minus 0.75 percent. Since the downturn in interest rates in the 

USA continued and the spread between the Prime rate and the Libor rate increased, the interest rate 

on the Bonds was reduced in a manner similar to that on the Notes. The rate was cut twice: in May 

1996 to Prime minus 1.5 percent and in August 1998 to Prime minus 1.75 percent. The latter type 

of Bond was sold until December 2002. Israel Bonds ’s policy was to move from a Prime basis to a 

Libor basis. In October 1999 the organization began to sell (concurrently) 10-year LFRI type 

Bonds to non-banking entities. The interest rate on these Bonds was based on the Libor rate plus an 

increment. Most of the Bonds were sold at an increment of 0.75 percentage points. Following the 

large decrease in short-term interest rates in 2002 and 2003, these Bonds, Libor based, became less 

attractive. As a result, sales of these Bonds decreased and buyers began to favor fixed-rate Bonds. 

 

Summary 

Israel Bonds  has been operating for over fifty years, mainly among individuals and Jewish 

communities abroad. The organization is extremely important for the State of Israel as a source of 

external financing, particularly in periods when the government has difficulty in raising foreign 

Figure 12: Floating-Rate Bond Rates Compared to Prime and Libor Rates  
(annual averages, percent)
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exchange from external sources. Since its inception, Israel Bonds  has raised $24 billion for the 

Israeli government, repaid $15 billion, and paid another $9.5 billion in interest. In 2003 Israel 

Bonds  raised a record amount of $1.5 billion, while redemptions in the last four years amounted to 

two thirds of the redemptions of the entire previous decade. Cumulative interest payments up to the 

end of 2003 exceeded net sales (the Bond balance) by 0.4 billion dollars. 

 

Annual sales increases over the years, was accompanied by increasingly market dictated pricing. 

Until the end of the 1980s a fixed interest rate of 4 percent was paid to individuals, unconnected to 

USD interest rates or changes in them. During the 1990s, especially after the introduction and 

development of additional sources for the government’s external borrowing, the pricing of the 

Bonds began to match the yields on the government’s other borrowing instruments. Today, the 

yield on Bonds is close to the yield on negotiable Israeli government USD bonds. The interest rate 

on Notes was lowered and its basis was changed from Prime to Libor. However, the interest rate on 

fixed-rate Bonds gradually increased and is now based on two parameters: the nominal interest rate 

on US Treasury Notes and the spread (above US Treasuries) on Israeli government negotiable USD 

bonds. 

 

Israel Bonds  is unique to the State of Israel and no other country has a similar organization. During 

recent years, when the Israeli government had difficulty in borrowing large amounts of money 

abroad, Israel Bonds  proved itself as an organization that reacts rapidly to an increase in the 

government’s foreign exchange requirements. The target population for the Bonds has changed 

over the years. During the initial years of the State, the organization operated among Jews, 

principally in the USA, who had a direct or indirect connection with the Holocaust in Europe. 

Today, the majority of Bond sales are directed at the next generation, whose considerations are 

based largely on the financial return that they are offered. 
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