
CHAPTER IV

BALANCE OF PAYMENTS CURRENT ACCOUNT

1. Main Developments

Imports in 1976 amounted to $ 7,540 million, about $ 140 million less than in 1975
(see Table 111­1).

This decUne was due to direct defense imports, which were $ 243 million lower than
in 1975. Apart from this item, imports increased in real value by 2 percent and their
prices stabilized.

In commodity imports there was a real rise of about 2 percent in 1976, after aquan­
titative decline of 6 percent in the previous year. Imports of services grew quantitatively
by one percent, after a real growth of 6 percent last year.

The slow growth of imports this year was due to the government's policy of modera­
tion, which brought about a slowdown in the economy and an­ increase of the relative
price of imports. Between 1974 and 1976 GNP prices increased by 70 percent, while
prices of imports in Israeli pounds (excluding ships, aircraft and direct defense impotrs)
increased by 92 percent. The effect of the economic slowdown is evident in the import
of inputs and of capital goods, while the effect of the relative price of impotrs was

felt on certain consumer items. The reduction of economic activity and the absence of
expectations, both for a drastic change in the exchange rate and for an increase of inter­
national prices, brought about a decline in the import of inputs above the level required
for the needs of the economy. Such a dechne in inputs was made possible by the reduc­
tion of inventories that had been accumulating considerably during the previous two
years. Imports of inputs, apart from diamonds, but including inputs of the defense
forces1 decreased quantitavely by 8 percent as against a real increase of 4 percent in the
estimate of imports derived from the uses in domestic output.

It should be pointed out that the difference between actual expected impotrs of in­
puts can also be partially explained by a certain amount of impotr substitution that
took place in the economy with the rise in the relative price of impotrs during the last
few years.

Impotrs of consumer goods increased quantitatively, mainly due to a considerable
growth in foodstuffs and motor vehicles. The rise in current consumption, excluding

1 Patr of the impotrs of defense inputsis. included in direct defense impotrs. For
purposes of comparison with the import of derived inputs, this component has been in­
eluded in the data on actual imported inputs.
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TABLE

COMMODITY IMPORTS, BY ECO
)$

ConsumerTotaia
Unadjusted SeasonallyQuantitySeasonallyUnadjusted

adjustedindexdadjusted

ANNUAL DATA
110.589.02,295.81973
149.1100.03,619.01974
106.496.53,652.61975
115.092.63,399.31976

QUARTERLY DATA
34.535.597.0812.5828.8I1974
43.943.699.4895.6903.1II
37.734.2101.3935.1881.5III

34.035.8102.3975.41,005.6IV

22.521.397.0943.6949.0I1975
22.622.693.9938.8933.6II
27.324.998.4896.5857.1III
32..637.696.5876.7912.9IV

35.333.996.7839S860.4I1976
35.534.795.4907.4890.4II
21.719.988.5787.5766.6III
23.526.588.9863.4811.9IV

a Excluding ships, aircraft and diamonds.
b Excluding diamonds and fuel.
c Excluding ships and aircraft.
d The quantity index is calculated according to seasonally adjusted data. The ad­
justment is made on the original series in ifxed prices.
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IV­1

NOMIC DESTINATION, 1973­1976
million(

Capital goodscIntermediates^durables
QuantityUnadjusted SeasonallyQuantitySeasonallyUnadjustedQuantity
index"adjustedindex**adjustedindexe

89.5457.483.11,344.080.5
100.0553.7100.02,108.3100.0
98.0609.794.52,081.362.6
90.9566.487.01,834.066.4

103.6135.8133.986.5418.5434.8100.2
100.7144.9148.397.5524.2543.1116.2
100.7137.4126.8107.2555.4526.591.7

94.2137.4144.7108.9620.3604.091.3

90.6150.6145.595.8543.9557.648.3
95.0159.1164.991.8530.6542.651.2
102.9149.9141.593.9505.5478.960.4
102.2148.8157.895.4512.1502.290.6

100.0152.9150.389.6437.7458.580.3
105.8172.9175.187.9477.3481.481.0
83.5127.4199.685.6432.0417.245.8
74.1117.0121.484.8498.2476557.5

e The quantity index of the original data in fixed prices. The irregularity which
stands out in this series, caused by anticipation of, and reaction to various econ­
omic measures, complicates the seasonal adjustement. Therefore, it was decided
to present quantity indices of the original data.
SOURCE: Central Bureau of Statistics.
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imported foodstuffs, is lower than the irse in total consumption in this item, which means
a reduction in the weight of direct imports, together with the increase of their relative
pirce.

Imports of capital goods, except for ships and aircraft, have decreased quantitatively
by 7 percent due to the decline in machinery and equipment. This decrease of imports
was more moderate than the decline of the total investment in machinery and equipment.
This phenomenon reflects an increase in the weight of direct imports, which occurred
simultaneously with the relative increase of the pirce of imported equipment over the
past two years. It is possible that the explanation for this is the structural change that
occurred in investments.

1976 is the second year in which total domestic uses have contirbuted to a shrinking
in product imports, while exports contributed to their growth2. The growth in the range
of uses explains only a small part of the growth in commodity imports in 1976. An exam­
ination of the composition of uses shows that the economy has gone over to a basket of
uses which is lessimport­intensive than 1975, due to a great decUne in investments
(excluding ships and aircraft) and in public consumption. An offsetting influence was
exetred by the increase in the weight of direct impotrs in consumption and in investments
(excluding ships and aircraft). This year, in uses of domestic output there was a transition
to an impotr­intensive basket, due to the change in expotrs (excluding diamonds).

Impotr commodity prices declined by about 2 percent in 1976, following a moderafte
irse of 5 percent in 1975, and a cumulative rise of 76 percent in the previous two years.
Theworld­wide decUne in primary commodity prices during the second half of 1974,
their stabilization in 1975, and the strengthening of the dollar vis­'a­vis the European
currencies in 1976, brought about a drop in impotr prices in 1976. It should be mention­
ed that in 1976 international prices began climbing again and their irse will influence the
prices of Israeli impotrs in the near future.

A comparison of the prices of Israeli impotrs, excepting fuel (after discounting the
effect of changes in the dollar exchange rate) to the expotr pirces of industrial countires
in local currency shows that there has been an improvement in the status of Israel in the
area. of prices over the past two years, following its deterioration until 1974. This im­
provement can be patrially explained by the drop in world basic commodity pirces, which
exetred a delayed influence on Israeli import prices.

In examining the development of imports (excluding ships, aircraft and diamonds^)
over the course of the year it appears that the real decline ,took place in the second half
of the year; in the first half the average level was similar to that of 1975.

2 In this analysis, it refers to expected impotrs rather than to actual impotrs of inputs.
3 The extreme irregularity of raw diamond impotrs distotrs seasonal adjustment of

total imports, excluding ships and aircraft. Therefore the seasonal adjustment of impotrs
has been calculated while excluding shipa, aircraft and diamonds.
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The growth of Israe­h exports was very much accelerated in 1976, reaching 13.3 per­
cent in real terms. Expotr growth directly contirbuted 3.0 percent to the growth of total
uses (excluding impotrs of ships and aircraft, and direct defense impotrs), and were it

not for this, the national product would have decreased in 1976. This strengthening of
expotr growth essentially reflects the change that took place at the end of 1975 in indus­
trial civilian expotrs. The growth in expotrs of services was much more moderate than
the growth of commodity expotrs, and centered mainly in tourism'*.

The growth in commodity exports included most expotr branches this year; however,
it was mostly due to the growth of agircultural expotrs, excluding citrus, and of diamond
and defense exports. The expotr of light industiral products, being mostly consumer
goods, benefited from the recovery of the world economy this year, while mineral and
chemical expotrs continued to suffer from the crisis in the international markets of these
products.

In examining the changes that took place in industrial expotrs, a distinction should be
made between defense^ and civilian expotrs. In recent years defense exports underwent
a very fast development (about 80 percent in quantitative terms in each of the years 1975
and 1976). The rapid growth of these expotrs is to a large extent the consequence of
special factors, both from the aspect of supply as well as demand. The growthof the
civilian patr of industrial expotrs in the years 1973­1975 was very slow as compared to
the years 1968­1972, and in 1975 there was even a regression. Only in 1976 was the
growth renewed, at a rate of 15 percent over the previous year.

At the end of 1976 and at the beginning of 1977, the growth of industrial expotrs,
excluding diamonds, ceased. This phenomenon reflects the continued growth of civilian
expotrs and a decline in defense expotrs. It is hard to determine the significanceof this
decline, since the peirod of time during which it took place is shotr, and defense expotrs
are, in general, subject to great irregularity.

This year there was a continuation of the change in the sectoiral structure of expotrs
in favor of agriculture and the advanced sectors of industry, such as metal products,
machinery, transport equipment, electircity and electronics. In viewof the fact that there
was no growth in domestic output destinations, the increase of expotrs brought about an
accelerated growth in the weight of expotrsin the total outputof the agircultural and
industiral sectors in patricular, and in the outputof the economy in general.

The growth of expotrs in 1976 took place against a backdrop of positive changes in
the complex of factors that influence expotrs, patr of which have been taking place for

4 Tourism is measured by foreign currency conversion by tourists. This fact reduces
the estimates of tourism growth in 1976 (see also explanation in Patr 6).

5 In addition to the export of defense products, defense expotrs include, both here
and in the other chapters of the repotr, a cetrain component of civilian products being
expotred by companies deaUng with defense expotrs. The reason for this is the impos­
sibihty of separating the two.
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over a year. Among those are a slackness of domestic demand that was already felt
in 1974, an increase in the relative price of exports two years ago, and the recovery of
the world economy as compared to 1975.

TABLE IV­2

EXPORTS BY MONEY SUPPLY AND BYNATIONAL ACCOUNTS, 1972­1976

1972 1973 1974 1975 1976

COMMODITY EXPORTS ($ million)
1 . Exports by foreign trade (net) 1,107.7 1,386.6 1,736.6 1,834.3 2,307.2
2. Expotrs to administered areas 129.6 191.2 2092 370.0 3992
3. Balanceof payments adjustments ­19.3 ­20.8 ­30.8 ­23.3 ­26.4
4. Total by balance of paymentsa

0>K2)+(3) 1,212.0 1,557.0 2,005.0 2,181.0 2,680:0

EXPORTS OF SERVICES
)$ million)

5 . Exports of services (CIF values) 1,047.3 1,290.1 1,749.1 1 ,704.6 1,844.8
6. Expotrs to administered

territories 44.0 51.1 77.0 77.4 74.9
7. Impotr adjustment from CIF
to FOB ­78.3 ­119.2 ­183.1 ­197.0 ­177.7

8 . Total by balance of payments*5
)5)+(6)+(7) 1,013.0 1222.0 1,643.0 1,585.0 1,742.0

9. Receipt of interest of the
public sector 4.1 94.1 129.0 133.0 98.7

10. Total exports of services8
)5)+(6)­(9) 1,087.2 1,247.1 1,697.1 1,669.0 1,820.2

EXPORTS BYNATIONAL
ACCOUNTS^(IL million)

11 . Exports of commodities and
services (current prices) 10,469 12,819 18,412 76,652 39,251

12. Expotrs of commodities and
services (1970 prices) 7,856 8,136 8,595 8,784 9,950

a Adjusted to national accounts.
b Expotrs at the official exchange rate plus expotr suppotrs.

SOURCE: Central Bureau of Statistics.
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The slackness of domestic demand encourages exports at various levels. The creation
of surplus production capacity forces companies to search for export markets as an alter­
native to the domestic market. The effect of a drop in domestic demand is both rapid and
massive when the defense production branch is involved, where there is good substitution
of production between exports and domestic uses of output. In broader sections of
the economy, the shifting of production capacity to export is more prolonged, and it
apparently did not find full expression in 1976. The slackness of domestic demand, in
conjunction with other factors, contributed to the creation of an economic climate in
which certainty connected with export activity is growing compared to activity in local
markets. The present recession increases the uncertainty of companies regarding the
domestic market in long­range planning. The continuing existence of a severe balance of
payments deficit means that there is no justification for expecting a renewed growth of
domestic demand to accustomed dimensions in the past. A number of government policy
measures have also contributed to the relative securityof exporters: the creeping devalua­
tions have reduced the uncertainty concerning the timing of general exchange rate
changes for exports, and this is also the case for the policy of expanding directed credit
for exports at a time of credit shortage for production for domestic uses.
' The policy of nominal devaluations was the main instrument in bringing about the

change in the relative price of exports during the last two years. As compared to the
pricesof the nontradeable domestic product, expotr product prices increased in 1975 and
1976 by 35 percent; however, the change in the relative price also reflects the relatively
slow rise of producer prices in the domestic market that resulted from the slackness of
domestic demand. A return to growth in domestic uses in the future may cancel out part
of the improvement that took place in the relative priceof exports. This improvement is

taking place in the entire economy, including branches where substitution between sec­

tors is slow, and not high even over the long run, for instance between industrial expotrs
and the construction sector. In industry lies the main potential for the growth of exports,
and substitution in production between exports and domestic end uses is relatively
high. Despite the fact that the relative price of exports has also risen in industry, this
change has not taken place together with an increase in profitability of industrial ex­
ports but through a decline in profitability of production for domestic uses. In 1976, the
profitability of exports was not substantially higher than in 1973, and it was subject to
numerous fluctuations and instability during this entire period.

The main effect of the relative price on the growth of expotrs should come from the
structural change of the economy; naturally, this is not a shotr­term process. Nevetrhe­
less, in the areas of employment and wages there have been no developments towards
the desirable structural changes in 1976; most of the additional work force was absorbed
by the public sector, and the collapse of the wage policy at the end of 1976 and the
beginning of 1977 showed that no real improvement in relative wages in industry has
been achieved.
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­TABLEIV3
0\
OO

1973­1976COMMODITY IMPORTS8, BY ECONOMIC DESTINATION,
sd<

(­) decreaseincrease orAnnual
rQuantityPrice
1976197519741976197519741976197519741973j<

(percent): pirces), at curreni($ million,.z
~+

CONSUMERGOODS<

26.6­1.9­13.6­30.112.241.3141.1159.4144.8118.6Food3
5.9­18.6­1.21.48.813.961.357.164.557.3Other nondurables3

7*

6.0­37.424.22.014.08.6115.0106.4149.1110.5DurablesH
1­*

242(­46.3)(39.5)(2.0). (14.0)(8.6)47.037.160.640.0Transport equipment~1

15.1­19.63.6­14.612.120.8317.4322.9358.4286.4Total

PRODUCTION INPUTS
­6.4­8.024.1­4.34.530.31,557.81,739.51,808.41,118.8For current production
­15.69.12.2­4.34.530.3276.2341.8299.9225.2Spare parts
­7.9­5.520.4­4.34.530.31 ,834.02,081.32,108.31,344.0Subtotal
3.011.5­25.33.7­4.1278.6681.2637.9596.4211.0Fuel

­5.5­1.7142­2.12.352.32,515.22,719.22,704.71,555.0Subtotal, incl. fuel
48.0­1.4­21.41.12.715.6616.0412.0407.0448.0Rough diamonds (net)
1.5­1.65.1­1.52.347.83,131.23,131.23,111.72,003.0Total



CAPITALS GOODS
­8513.811.6­0.311.7­9.2493.3542.8426.9350.4Plant
4.8­55.613.04.318.84.973.1669126.8107.0Land transport equipment

­7.2­2.011.80.112.38.3566.4609.7553.7457.4Subtotal
53.342.7150.5224.8Ships and aircraft

­5.1­17.5­4.70.112.38.3619.7652.4704.26822Total
9.87.75.00.1Goods n.e.s.o

1.6­5.82.7­2.44.537.04,078.14,114.24,179.32,971.7Total gross imports
Total imports, excl. ships,73'

­4.0­3.5122­3.04.740.43,408.83,695.53,621.82,2985' aircraft £ diamonds.3

Imports returned, excl.W

A 9.66.92.83.2diamonds
4,068.54,107,34,176.52,968.5Total net importsn

Less: balance of paymentso
94.3102.9104.027.5adjustments

Total net imports, excl.<

administered areas
according to balancei

3,974.24,004.44,072,52,896.0of payments(co

Commodity imports fromO

139.2123.1103.466.7administered areas?8
7(

Total imports according tolff

4,113.44,127.54,175.92,962.7balance of paymentsH
<

|a CIT values.
SOURCE: Central Bureau of Statistics^
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There was a considerable positive effect on exports since the end of 1975 , due to the
recovery of the world economy from the economic crisis. International trade expanded
by more than 10 percent in 1976, and its contribution to the growth of exports was
considerable, particularly in sectors producing consumer goods: food, textiles. clothing,
and other light industries.

2. Commodity Imports6

Commodity impotrs amounted to about $ 4,080 million in 1976, which represents a

1 .5 percent increase, following a decline of 6.0 percent in the previous year.
Two large items are included in total impotrs. One is the import of ships and aircraft,

an item characterized by considerable irregularity. Its volume in the past two years was
relatively low ­$ 53 and $ 43 million in 1976 and 1975 respectively, after two years
of high volume ­ $ 255 million in 1973 and $ 150 million in 1974. The other item is
raw diamond imports, whose relation to domestic economic development is weak. This
item increased in value in 1976 by about 50 percent amounting to$ 616 million; there
was only a slight increase in diamond prices? , so that impotrs grew by about 48 percent.
The large increase in diamond imports is related to the recovery of diamond expotrs
following an ebb that had lasted since the end of 1973; in 1974, the branch reduced its
inventories to correspond with a lower level of activity, and it stabilized at this level in
1975. With the recovery of exports in 1976, the level of raw diamond inventories fose.
In the second half of the year there were rumours about the possible imposition of
quotas by the syndicate, and this also contributed to the increase of impotrs.

For a correct analysis of the influence of economic events on impotr trends, the
items mentioned above should be discounted. Thus we find that "net" inpotrs (not in­
eluding diamonds, ships and aircraft) declined by 4 percent this year after a similar de­
cUne last year.

A. IMPORTS BY ECONOMIC USE

The source of the real decline of imports is the declineof inputs, excluding diamonds
(about 6 percent in 1976 after a 2 percent drop last year) and the decline in impotrs of
capital goods, excluding ships and aircraft (about 7 percent this year, after a 2 percent
decrease in 1975). In contrast, imports of consumer goods grew at a rate of about 15 per­
cent (Table IV­3).

Consumer goods. All subitems of consumption impotrs increased in quantity, except
for durables excluding motor vehicles. Food impotrs rose by about 27 percent after they

6 The rates of growth here are real unless otherwise stated.
7 The diamond pirce index is problematical from the statistical point of view, and its

reliability is deficient.
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had dropped by about 2 percent in the previous year. A considerable patr of these im­
ports consists of frozen meat, imported by the government, and sugar, imported both by
the government and by private importers. In 1976 the weight of these two items in total
food imports dechned (from 76 percent in 1975 to 60 percent in 1976), due to a 22 per­
cent real drop in meat impotrs and a 53 percent reduction in the pirce of impotred sugar.
Quantitatively, sugar impotrs grew by about 39 percent. After deducting these two items,
food imports grew considerably, following a trend that had already made itself felt
in 1975. The main growth took place in impotrs of beer, tobacco, canned ifsh, nuts,
olive oil and candy. Some duties were reduced so as to expose local products to competi­
tion. One of these products is beer; it has been contended that it is being sold at dumping
prices. For products that are subject to ifxed duties, the duty burden per dollar declined
as a result of the devaluation of the pound. It is also possible that the growth is connected
with the recovery of the tourist branch in the last year.

The impotr of durables rose by 6 percent, following a drop of 37 percent in the prev­
ious year; however, in 1975 the import of both motor vehicles and other durables had
decreased, while in 1976 there was a 24 percent quantitative increase in the impotr of
motor vehicles, while other durable impotrs decreased by about 4 percent. The great
increase in the impotr of motor vehicles in 1976 has to be viewed in light of administra­
tive limitations that had been imposed on these impotrs during the ifrst nine months of
1975, though the level of impotrs in this item in 1976 is still much lower than its level in
1974.
Consumer goods imports depend on total consumption which is determined by real in­

come and relative prices; changes in these factors and expectations of changes influence
these imports. Restraint policy measures that have been taken since November 1974 to
reduce the balance of payments deficit resulted in the reduction of free real income and
in the relative increase of impotr prices, i.e., an increase in indirect taxes, lifting of sub­
sidies, and the rise of the exchange rate in a series of creeping devaluations. And, in fact,
incomes did go down in 1976, but private consumption increased (see discussion in
Chapter VII). At the same time, the greater price increase of some impotred products
brought about a decline in the weight of direct impotrs both iq current product consump­
tion, excluding foodstuffs, and in the consumptionof durables: between 1974 and 1976
current consumption products, excluding impotred foodstuffs, became 2.1 times more
expensive, while the prices of total products in this item (impotrs and domestic produc­
tion) increased by a factor of 1.8 (Table IV­4)8. As a result, imports dropped by about
14 percent, while consumption of all consumer products in this item grew by about

8 The changes in the prices and quantities of impotrs are based on foreign trade data
and estimates made by The Bank of Israel, while the data concerning totals (imports and
domestic production) are based on national accounts data. There is no immediate possibi­
lity of separating impotrs from domestic production in the national accounts data, and
we have therefore given data concerning totals and impotrs instead of a direct compari­
son between imports and domestic production.
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8 percent (naturally consumption of domestic production grew even more).

The trend is similar in durables as well, although in this area there are lfuctuations
from year to year, whose source is the effect of expectations of changes in the relative
prices of these products and the administrative steps taken by the government. The
general picture that appears shows that, despite lfuctuations, here too, the greater in­
crease in the import prices brought about a decline in their weight in the total consump­
tion of durables; since 1974 their import prices increased by a factorof 2.2 , while their
total consumption became 15 times more expensive. Between these two years imports
declined by 34 percent, while total consumption of durables decreased by 21 percent,
so that a substitution for imports had clearly taken place. It should be pointed out that
the drop in the number of immigrants in these two years also contributed ^0 the decline
in the weight of direct durable imports in their total consumption.

TABLE IV4

CONSUMPTION AND INVESTMENT8, CHANGES IN QUANTITY AND IL PRICE,
1974­1976
(percent)

Quantity changes IL pirce changes
1974 1975 1976 1974 1975 1976

\
1. Consumption
Current consumption, excl. food

. Imports ­12 ­18.6 5.9 39.4 57.5 35.0b
Total impaftTancTdomestic

K production 10.2 ­0.5 8.1 42.9 39.8 32.5
Durables
Imports 242 ­37.4 6.0 26.5 65.4 352b

Total imports and domestic
production 10.9 ­17:6 ­4.0 34.3 45.3 32.3

2\Plant investment
Import 142 ­92 44.7 27.0
Domestic production 7.0 ­17.9 36.9 25.5
Total 11.7 ­12.1 41.8 26.8

a Selected items.
b Changes in import prices for 1976 are rough estimates of the Bank of Israel.

SOURCE: Import consumption ­ Foreign Trade Division; Total consumption and invest­
ment (import and domestic production )­ National Accounts data, Central Bureau of
Statistics. '
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In the course of the year, there was a downward trend in the impotr of consumer
goods, particularly durables; most prominent is the low level in the third quarter, when
the Value Added Tax was imposed, which was preceded by advanced purchases of impor­
ted commodities (Table IV­1).

Capital goods (excluding ships and aircraft). In the subitems that constitute imports of
capital goods (excluding ships and aircraft) various trends have been felt this year: ma­
chinery and equipment imports decUned by 9 percent following a 14 percent rise in 1975,
while the import of land transport vehicles rose by about 5 percent, following a 56 per­
cent drop last year.

The import of capital goods is generally influenced by long­range considerations;
current developments have no great influence on them, since the investment process
requires early planning and is not easily given to immediate changes, and delivery dates
are distant. Expectations of continued economic development are the main influencing
factor. In view of the fact that 1976 was the second year of relative stagnation of produc­
tion, and a certain pessimism concerning economic development after the elections pre­
vailed, impotrs of capital goods did not grow this year.

Since 1974, an upward trend in the weight of direct impotrs in total machinery and
equipment investments has been felt. Between 1973 and 1975, investments in impotred
machinery and equipment rose by 26 percent, while investments in domestic production
increased by less than 3 percent^ . The decline in expotrs in 1976 is much more moder­
ate than that of domestic production, 9 percent as against 18 percent. In 1974 there was
a considerable drop in relative import prices in IsraeU currency, but in the following two
years they rose by about 84 percent, against an increase of 72 percent in domestic
product prices, so that the increase in the weight of direct impotrs in machinery and

equipment investments in the last two years occurred together with a relative increase
of import prices. The growth of the direct impotr component in investments is conspic­
uous in industry, agriculture, and in services. It is possible that the explanation for this
is the change in the investments composition of these sectors. In agriculture , there has
been a visible transition to large mechanized cattle­barns in kibbutzim in recent years,
and the impotr of finished chicken­coops has also begun. The enlargement of the hot­
house branch is also significant , as its equipment is impotred. In industry, a growthof the
mining and quarrying branches took place between 1974 and 1976, patrially caused by
investments in the Nahal Zim project as well as investments in drilling equipment. Most of
the growth in the chemical and petroleum branches is also due to a single enterprise ­
the petrochemical project.

The development of capital goods impotrs, excluding ships and aircraft, in the course
of the year shows a sharp decline in the second half of the year; the level is about 23 per­
cent lower than that of the first half. A patricularly high level was notable in the second

9 The following discussion is based on national accounts data.
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TABLE IV­5

COMPONENT, 1971­1976IMPORT\ OF DOMESTIC OUTPUT AND THEIRUSESS3

I
importActualDomestic usesExportsO

r<
less expected imports

TotalActualTotalTo
less dia­importsusesPublicPrivateadmin­Excl.
mondsTotal lessexcl.dia­excl.dia­TotalInvest ­■ consump­consumpistereddia­<

A fueldiamondsmondsmondsusesmenttiontionTotalareasmondsTotalZ
c
<

1968­69 prices(Uses of domestic output (producer prices IL million, at :

f­1

1 18,73819,5663,6992,3947,44013,5333264,8795,7071971
20,87821,9024,4922,4238,19315,1084125,3586,3821972H

21,86023,0334,7792,6728,66216,1134215,3266,4991973*O
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23,91325,2224,0962,9209,50616,5225716,8208,1291976

pirces(, at currentcommodity inputs ($ million,Required imports of current
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3193412,8412,5002,8973724669551,793956121,0091974
1933142,8802,5662,9733734531,0151,8411196061,0131975

­17 ­1232,6062,6233,1213194251,0161,7601177461,2441976



Required imports of current commodity inputs ($ million, at 1972 prices(

­­­9581,164151171361683292464521971
­­­1,0641,319182186395763362655201972
­_­1,1271,419195214424833382565481973
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<
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­0.90.90.50.5­4.90.9­0.825.02.70.91975H
<

­7.73.86.9­13.6­5.64.0­2.50.022.521.91976
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quatrer of the year, perhaps because of advanced purchases piror to the impositionof the
Value Added Tax (despite tax refunds due to authorized businesses on their investments).

Inputs (excluding diamonds). In the import of inputs, apart fromraw diamonds, the
downward trend that began in 1975 became sharper: a 6 percent decline this year follow­
inga 2 percent decline in 1975.

The composition of petroleum imports changed in 1976, following the return of the
Abu­Rodeis oilfields. The quality of oil obtained from Abu­Rodeis was poor, i.e. the
quantity of reifned products obtained from one ton of oil was small and, as a result, its
price was also relatively low. In 1976, high quahty oil was imported in its place, its price
also being relatively high, but the amountof tonnage imported was smaller. In Table rV­1

we have given the derived price index in which the composition change appears as a quan­
titative change: a real growth of 3 percent.

Apart from petroleum and diamonds, inputs dropped by 8 percent in 1976, after a
decline of about 6 percent in 1975 and20 percent in 1974.

The import of inputs, excludingdiamonds 10, derived from current economic activity
in 1976 was 4 percent higher than that in 1975*1. Imports of inputs, excluding dia­
monds, but including the inputs of the Defense Forces, declined by 8 percent.

After two years of large, positive differences between actual and expected impotrs,
the difference became negative in 1976. These fluctuations are due to the fluctuations of
inventories arising from speculative considerations. The inaease of international prices
since the end of 1972 and the steep drop in the exchange rates of the doUar on European
markets in 1973 brought about a considerable increase of impotr prices and increased
the profitability of high level inventories, owing to domestic demand pressures. Interna­
tional prices continued to increase in the ifrst half of 1974, which led to added expecta­
tions for an increase of impotr prices under the new economic policy; credit granted for
the purchase of inputs has encouraged the accumulationof inventories. In the second half
of 1975, with the deterioration of the balance of payments situation, the dififculties in

obtaining American aid, and the worsening of its conditions, expectations of an increase
of impotr prices were strengthened. The decline in the relative attractiveness of index­

10 Calculations of required impotrs are based onthe input­output table for 1968­69
assuming no technological change. This isa rather questionable assumption, owing to the
great number of years that have elapsed since, and the results of the calculations should
therefore be considered carefully and should only be looked upon as a reinforcement of
the theory. In addition, inventories are missing from the final uses from which required
impotrs have been calculated, and as a result there is a downward deviation in total
required impotrs . It follows that differences between actual impotrs and required impotrs
in Table IV­5 are small. An estimate of the indirect import of inputs for inventory pro­
duction has been calculated in the Research Depatrment, and it amounts to about $ 90
million in 1975 and in 1976.

11 Required impotrs and actual impotr of inputs shown in Tables IV­5 through IV­7
include the inputs of the Defense Forces. In fact, this import of inputs is included in di­
rect defense imports and is not inpluded in foreign trade data.
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linked financial assets, and in particular bonds (because of the change in their terms of
issue and the fear of additional worsening, and a relatively small increase of pirces),
has increased the profitability of a transition to the product market, despite the irse of
real interest in the third quarter of the year. In addition, the slowdown of economic
activity in 1975 brought with it the creation of involuntary inventoires of the importers,
who had not been expecting the slowdown or considered it to be only temporary. It
should be pointed out that keeping inventories was also a means of holding onto "black"
capital. In 1976, the accumulation of inventoires ceased, and they may even have started
to drop. The reason for this reorientation is the change of the underlying conditions
which had brought about accumulation; the expectations of drastic changes in the ex­
change rate have lessened considerably, while a large rise in interest rates took place,
increasing the prices of holding inventoires. Expectations for a continuation of world
pirce inaeases were not fuliflled after pirces decUned in the second half of 1974, and
stabilized during 197512. The level of inventoires continued to adjust itself to the lower
level of economic activity, for the second year, and pessimistic expectations concerning
developments that would occur after the elections furthered this transition as well. In­
ventories decreased at a considerable rate in the metal and wood branches.

A possible explanation of part of the difference between actual and required imports
is import substitution^ This may have occurred in the cotton branch, through local

cultivation of a strain hitherto imported. It is also possible that the erection of a founda­
tion of knowledge­intensive enterprises, following the growth of exports, also made
possible the substitution of locally made electronic equipment, precision and optical
instruments, and drugs for imports.

In the development of the import of inputs, excluding diamonds, a downward trend
was noticeable throughout the year. In the original series, in ifxed pirces, a decrease
appears in the third quarter of the year following the imposition of the Value Added
Tax; seasonal adjustment "straightens out1' the seires, so that the decrease in this quarter,
which had also occurred in 1975 , is interpreted as seasonal.

B. IMPORTS BY USES
Uses from domestic output (excluding diamonds) grew in 1976 by one percent

(Table IV­5). Domestic uses dropped by 3 percent as a result of the decline in invest­
ments and in public consumption, which was partially offset by the rise in private con­
sumption. In exports there was a 14 percent increase .

12 In this connection it should be remembered that in 1976 an upward trend in pir­
mary product prices is again noticeable, and it will have a delayed effect on impotrs.

13 Data relating to actual impotrs according to sector source are not very reliable,
making a detailed examination dififcult.
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TABLE

COMMODITY IMPORTS8 BY

1971 1972 1973b 1973c

)$ million

Pirvate consumption

Direct imports

Indirect imports

Investment, excl. ships 8l aircraft

Direct imports

Indirect imports

Total private domestic demand

Public consumption

Total domestic demand

Exports, excl. diamonds
(incl. administered areas)

Total imports, excl. diamonds,
ships £ aircraft

648685624562

224261229201

424424395361

569641603494

374446421343

195195 .182151

1,2171,3261,2271,056

214214186171

1,4311,5401,4131,227

294294301275

1,502 1,714 1,834 1,725

a This table presents the direct imports for the various final demands and indirect
impotrs as calculated according toinput­output coefficients. Hence there is a discre­
pancy between total impotrs as listed here and actual total imports. Until 1972 di­
rect impotrs are according to the old classification, and from 1974 onward accord­
ing to the new classification.
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IV­6

FINAL DEMAND, 1971­1976

Weight of imports

1974 1975 1976 1971 1972 1973 1974 1975 1976

)percent(at 1972 prices(

36.334.736.137.636.437.4682636678

11.410.112.313.013.413.4214186232

24.924.623.824.623.024.0468450446

29.333.132.733.035.232.9551607614

20.222.322.221.724.622.8380409417

9.110.810.511.310.610.1171198197

65.667.868.870.671.670.31,2331,2431,292

11.712.713.112.410.811.4220233245

77.380.581.983.082.481.71,4531,4761,537

339 357 426 18.3 17.6 17.0 18.1 19.5 22.7

1,876 1,833 1,879 100.0 100.0 100.0 100.0 100.0 100.0

b Old classiifcation.

c New classiifcation.
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Domestic uses of output contributed significantly to the decrease in domestic demand
for inputs from imports: the growth that had resulted from private consumption was
offset by an even larger decrease of inputs resulting from public consumption and from
investments. The considerable rise of exports (excluding diamonds) caused a great in­
crease in the import of inputs for expotr production. Expotrs underwent a change in sec­

torial structure, and are becoming moreimpotr­intensive. If we add in direct impotrs
(TableIV­6), the increase of expotr weight in total impotrs (excluding diamonds) stands
out. At the same time, there was a decrease in the weight of local destinations, and their
composition changed as well, as already mentioned. The weightof domestic consumption
increased , while the weight of investments and public consumption decreased. Expotrs
(excluding diamonds) contributed a total of $ 69 milhon (in 1972 prices) to the growth
of impotrsl4 (excluding diamonds, ships and aircraft), while domestic uses contributed
a decline of $ 23 million. This is the second year in which domestic uses have contributed
to the decline of imports.

C. SOURCES OF IMPORT GROWTH
An examination of the sources of import growth (Table IV­7) shows that in 1976 the

growth in the scope of uses caused only a small patr of the impotr growth. As to the
composition of uses, the economy went over to a basket in which impotr intensiveness is
lower than last year owing to the decrease in investments, apatr from ships and aircraft,
and in public consumption. The increase of the weight of direct impotrs in investments,
apart from ships, and aircraft, and in total privateconsumption15 had a compensating
influence. In uses from domestic output there was a transition to animpotr ­intensive
basket, caused by expotrs. In the other uses from domestic output there was no signifi­
cant change in import intensiveness.

The growth in the scope of total uses explains a considerable patr of the growth in
impotrs between 1972 and 1974, while in 1975 and 1976 the impotrance of this factor
decreased. The main reason for the drop in impotrs in 1975 was the decline in the weight
of direct impotrs in private consumption, with a reduction of the impotr of durables.

D. IMPORT PRICES
After a moderation in the rate of increase of impotr prices in 1975, they decreased

this year by about 2 percent. The 30 percent decrease in food prices is notable; its main
cause was the decrease of imported sugar prices in 1976. It should be pointed out that

14 A growth of imports that is explained by the growth in uses. The difference be­
tween actual and required imports is not included here.

15 In private consumption this was caused by the considerable increase in food im­
potrs and in the import of motor vehicles. The reverse phenomenon in the current con­
sumption of products, apatr from food , should be pointed out.
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in 1976 the increase of world primary product pirces was renewed, and this wiU surely
find its expression in Israe'h import prices in the near future .

A comparison of Israeli import prices (excluding petroleum) in dollars, to export
prices of industrial countries inlocaL currency (Table IV­9), shows a 4 percent decrease
of Israeli import prices this year, while the prices of industrial countries rose by about
8 percent. Part of the decrease of Israeli import pirces was due to the strengthening of
the dollar in relation to European currencies : 7 percent in 1976 as against 1975; after
discounting this factor, import prices in 1976 rose by about 4 percent. Last year they
increased at a similar rate, while foreign prices increased by 11 percent; between 1972
and 1974 import prices increased by 48 percent as against 36 percent abroad. <■

The greater increase of Israeli import prices until 1974 and the relative improvement
that took place in the last two years is partly due to the relatively great weightof basic
commodities in Israeli imports. Their prices rose at a considerable rate until the middle
of 1974, then began to fall until the beginning of 1976. The effectof these changes on
Israeli import prices was felt after a delay and it therefore found its expression in 1976 in
the impotr of basic commodities at low prices, while the increase of international prices
that occurred in 1976 was not yet noticeable. After deducting basic commodities from
imports, there was an increase of 40percent16 in impotr pirces between 1972 and 1974;
in 1975 they increased by about 5 percent and in 1976­by 8 percent. It follows that
in the last two years basic commodities contributed to a decrease in Israeli import prices.

3. Imports ofServicesI7

In the import of services, excluding defense impotrs and impotrs to the administered
areas, a reduction in the rate of growth took place : the rate was about 7 percent in 1976,
and 14 percent in 1975, and much higher in 1973 and 1974 ­ 35 and 37 percent, respec­
tively. The prices of imports ofservices18 increased by about 5 percent, or quantitatively
by about 2 percent after increasing by 6 percent last year.

The transport item totaled about $ 490 million in 1976; its growth rate dropped con­
siderably ­by 6 percent following a 24 percent drop in 1975. In real terms there was a
decrease of about 4 percent in these expenditures in 1976 due to a decrease in transport
expenses for import freight with foreign companies (about 9 percent, and about 13 per­
cent in quantity) due to the quantitative reduction of commodity imports. In other items
included in transport expenditures, the increase of the expenses of Israeli crews abroad
should be mentioned; they amounted to $ 182 million, as against $150 million in 1975.
An increase also occurred in the purchase of petroleum by Israeli crews, amounting to

16 This is only a rough estimate.
17 Growth rates here refer to approximate growth unless otherwise stated .

18 The price indices of the various service items are only estimates, as are the quantity
indices derived with their help.
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TABLE IV­7

GROWTH OF COMMODITY IMPORTS^ BY COMPONENT^ 1972­1976
($ million, at 1972 prices(

Total
1972­
1976

19761975197419731972

Increase in imports due to:
491.820.211.3141.41492169.71 . Increase in total uses

­50.4­50.3­2.120.4­40.021.6
2 . Change in composition
of uses

­79.7­93.5­12.316.0­12.622.7Domestic uses
29.343.210.24.4­27.4­1.1Exports

­7.549.6­52.8­19.4­0.215.3
3. Change in local production

8l direct import shares of uses

52.026.60.88.610.85.2
4. Change in sectorial origin of

demand for domestic output
17.54.8­5.0­7.916.59.1Domestic uses
34.521.85.816.5­5.7­35Export

485.946.1­42.8151.0119.8211.8Total
334.8­22.8­60.8106.0126.7185.7Domestic uses
151.168.918.045.0­6.926.1Export

a Excluding diamonds, ships and aircraft.
b The data here include direct imports for the various uses and indirect imports as calcu­
lated with the help ofinput ­output tables. Hence there is a discrepancy between total
imports as listed here and actual imports, amounting to the difference between total
actual imported inputs and total required inputs computed according to input­output
coefficients. The uses referred to in this table are private consumption (excluding direct
defense imports), investment (excluding ships and aircraft), and expotrs (excluding dia­
monds and including the administered areas). The source of increase in line 2 is the
change in the weights of these uses in total uses, due to the difference between the rate
of increase in total uses and total commodity import increase; in line 3 ­ the change in
the direct import and domestic output shares of eachuse ;line4 ­the change in the sec­
torial origin of demand for domestic output.
Until 1973, the increase in imports was calculated according to the old classification, and
from 1973 onward according to the new classification.
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about $ 96 million ($ 81 million in the previous year), although the rate of growth was
more moderate than last year due to the stabilization of petroleum prices. Another item
included in transport expenditures is the payment of rental fees, amounting to $ 83 mil­
lion, against $ 92 million in 1975 .

Expenditure for passenger transportation by foreign companies increased in value by
10 percent. In view of the fact that international travel prices increased by about 8 per­
cent, a real increase of about 2 percent took place, which corresponds with the slight rise
in the number of those traveling abroad.

The allocation of foreign currency to traveling Israelis is included in travel abroad ;

this item decreased in 1976 by about 4 percent after a sharp increase in 1973 and 1974;
51 and 34 percent respectively, and a 10 percent drop in 1975. The sumof the allocation
remained unchanged in 1976, and the decrease in the total amount is connected with the
slowdown, continuing for the second year, in the number of Israelis traveling abroad. This
slowdown is relative to the great number of Israelis who went abroad in 1973 and
in 1974; it also occurred against a backdrop of economic restraint in the last two years.

In insurance considerable amounts were recorded, both on the credit and the debit
side; however, the net balance is small. There is a close connection between the amounts
of the credit (payments of premiums), and the debit (payments of claims and commis­
sions).

Domestic interest payments totaled $ 690 million in 1976, a decrease of about
$ 20 million from last year. Of this sum, about $ 250 million is interest payments of the
public sector, which also decreased somewhat as compared to 1975. In recent years, a
considerable increase in interest payments took place: from $ 250 milhon in 1972 to
$ 710 million in 1975. This increase is connected with the growth of the effective debt
of the economy. In 1976 there was an increase of general domestic indebtedness to for­
eign sources, but it is possible that the decrease of interest payments is connected with
the reduction of interest rates in the world . We can estimate the real growth of interest
paid by the economy by considering interest payments as sums that could have been used
for financing imports. Thus, interest payments more than doubled in real terms between
1972 and 1976.

The expenses of Israeli representations abroad increased by 23 percent. Prices abroad
increased by 9 percent on the average, so that from the point of view of purchasing
power, expenditure in this item increased by about 12 percent.

Expenditures for various services increased in 1976 by about $ 63 million, as against
an increase of$ 9 million in 1975. This item is heterogeneous, including exported
commissions to their agents abroad, payments for contracted work, advertising, iflm
rentals, royalties, and patent fees. Growth in 1976 was concentrated in the "miscel­
laneous" item.

The import of services from the administered areas amounted to $ 190 milhon, as
agains $ 210 milhon in 1975. The main component of this item is the income of workers
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­TABLEIV8
2

y<

1973­1976IMPORT PRICE INDEX,.T
O

(1972=100)t>
55
JO<

Imports
<

Capital
goodsFuel

Inputs
excluding
diamonds
A fuelFood

Total
consumer
goods

Excluding
diamond­
Afuel

Excluding
diamondsTotal

z
c
;>

?ow

ANNUAL AVERAGE3
JO

122.5141.6128.4138.6128.1127.0128.2127.91973
*~^
<­*
VO

132.7536.3167.3195.8154.8160.0180.0175.21974­J
O\

149.0514.1174.8219.8173.5167.7188.4183.01975
149.2533.2167.3153.7 .­148.1160.0182.8178.61976

QUARTERLY DATA
155.5481.0182.9280.2200.6176.9194.0178.51975 I
155.3537.5178.5254.5190.0173.3195.5189.3II
143.5520.2174.0178.1155.3163:9185.1180.6III
142.3522.7164.0173.1155.8157.4179.5175.2IV

146.5532.5162.8145.5140.4154.9177.7174.01976 I
148.4534.0165.2169.5159.9160.2182.7178.9II
150.2533.3166.5150.8146.1159.5182.1178.6III
152.8533.1174.6156.3148.1164.8187.2182.7IV

SOURCE: Central Bureauof Statistics.



from the areas, which decreased to $ 170 million in nominal value in 1976, as against
$ 177 million in both 1974 and 1975. This decrease is connected with the reduction in
the number of workers from the areas resulting from the slowdown in the construction
branch.

4. Factors Affecting Exports

Most of the factors affecting exports underwent positive developmentsin the course
of the last two years, some of them in contrast to the trends prevaUing in 1973 and 1974.
The price of exports increased in comparison to domestic uses, but exports became less
competitive abroad, and there was no significant improvement in the proiftability of
industrial exports.

The slackness of the domestic market helped increase exports by releasing production
factors and hurting expectations for renewed development of the domestic market; in
important export branches, such as other agricultural exports and defense exports,
production capacity increased considerably, also as a result of extensive investments
made in recent years; and finally, a recovery process in the world economy since the
middle of 1975 increased the demand for Israeli exports, mainly in the areas of civilian
commodity exports, tourism and transportation.

Economic policy can directly and instantaneously influence the proiftability of ex­
ports by changing their relative prices. The upward trend of export product prices in rela­
tion to product prices for domesticuses19 that began in 1975, continued in 1976 (at a
rate of 16.5 and 13.4 percent respectively). During the preceding two years, 1973 and
1974, there was a decrease in the relative pirce, resulting from two factors acting in the
same direction: the change in the exchange rate did not completely offset the increase
in domestic pirces, while the worsening of terms of trade of Israel had a more adverse
effect on export product pirces than on domestic uses, mainly due to the import com­
ponent, which is greater in exports.

19 Prices of nontradeable products are not measured directly, but are calculated as a
remainder between total product prices and export product prices plus other tradeable
product prices (import and export substitutes). Such a calculation is based on assump­
tions concerning the share of nontradeable and tradeable products other than exports in
the total product. These assumptions can be avoided by comparing expotr product pirces
with product prices in domestic uses, but in that case the latter include a tradeable prod­
uct component other than exports. The use of the relation between the expotr pirce itself
and the domestic use prices is based on fewer assumptions (there is no need for assump­
tions concerning the product component in expotrs and impotr pirces for expotr produc­
tion), but its drawback is that it compares output prices and not pirces of value erceived
by production factors (see Tab'le IV­11).
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­TABLEIV9

IMPORT PRICE INDEX OF ISRAEL AND SIX INDUSTRIAL COUNTRIES, 1970­1976
)1970=100)

Israeli import prices IL rate against basket Israeli impotr prices Export price index of Israeli import prices
excluding fuel of selected excl. fuel, adjusted industrial countries (adjusted)/export prices
)in dollars) currencies8 for change in IL rate (in local currency)of industrial countries

Index
Percent
change Index

Percent
change Index

Percent
change Index

Percent
change Index

Percent
change

O ANNUAL DATA
JO

­J

1971
1972
1973
1974
1975
1976

102.7
108.6
137.8
168.8
179.3
173.0

2.7
5.7
265
22.5
62

­3.5

102.8
104.4
111.3
109.6
1122
104.4

2.8
1.6
6.6
­1.5
2.4
­7.0

99.9
104.0
123.8
154.0
159.8
165.7

­0.1
4.1
19.0
24.4
3.8
3.7

102.7
103.9
113.1
141.7
157.9
169.9

2.7
1.2
85
25.3
11.4
7.6

97.3
100.1
109.5
108.7
101.2
97.5

­2.7
2.9
9.4

­0.7
­65
­3.7

a Weighted by the composition of Israel's impotrs in 1972.

SOURCE: Central Bureau of Statistics, Monthly Foreign Trade Statistics, May 1976, September 1976; NIER March 1975,
Apirl 1974, January 1977; and Bank of Israel calculations.
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The increase of the relative price has occurred together with a decline in domestic uses
over the last two years. This decline has helped domestic use prices and nontradeable use
prices in them to rise at a slower rate than tradeable product prices; the change in the
relative price was not entirely the result of the nominal devaluation. In view of the fact
that the struggle with the balance of payments problem cannot rest solely on a slowdown
process for any length of time, the renewed growth of domestic uses in the future will
to a certain extent eat away at the improvement that took place in the relative price of
exports.

Despite the improvement in the relative price of exports, its level was still lower than
in 1972, the last year in which the economy was growing, and the balance of payments
problem was still "tolerable" in the short run. In view of the fact that the dimensions
of the current account deficit require a relatively larger amount of exports than in 1972,
the rate of change of the relative price was insufficient.

The main effect of a relative change in prices may come from a structural change in
the economy in favor of exports, and as such it is expected to be felt only after a certain
lag. A reallocation of production factors in the economy ­ a transition from the produc­
tion of nontradeable goods to export production and the production of import sub­
stitutes ­ is not a rapid process: it requires new investments, the training of personnel,
the development of products and penetration of markets. Indeed, in the last two years
the relative price of exports rose by about 32 percent, while real exports increased
by only 16 percent. It seems that, at least in 197$ the economy was still under the influ­
ence of the change in the preceding two years, when there was a deterioration in the
relative price of exports. A slow and relatively weak reaction to the changes of the
relative price of exports was also felt when it was decreasing: in 1974 exports increased
by mote than 6 percent, in fixed prices. Although this was the second year in which the
relative price of exports had dropped, there were many difficulties in the world market,
and the level of aggregate demand was relatively close to total production capacity.

In this context, it is worth examining the influence of the relative pricenot. only on
the economy as a whole, but also on industry taken separately, where the main potential
for export growth is found. Here the change in relative prices also exerts a short­range
influence as well as do other variables. It is also possible to base the discussion specifi­
cally on the industrial price index.

The direct measurement of exporter proiftability (the export proiftability index) in
industry is made by comparing the price in Israeli currency which the producer receives
for each output unit to the estimate of average costs in its production, assuming that the
composition of purchased inputs is constant. Due to the direct ratio between the current
proift per output unit and the profit relative to capital (this ratio is expressed as "capital/
output"), this measurement can be used as an indicator of the trend in profit per unit
of capital in export industries. The proiftability index can show whether developments
have taken place which could bring about short­range growth of the quantity available
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TABLE

IMPORT OF SERVICES,

1972 1973 1974 1975

Transportation, CIF
Passenger

(+) other shipping costs, FOB
(­) import cargo shipping by foreign firms

Travel

Insurance, CIF

(­) import cargo insurance by foreign firms
Capital services

Government n.e.s.

Other services

Total (excl. defense imports), CIF
Defense imports

Import from administered areas

Total, CIF

)$ million(

461.4372.8273.7221.4

)30.0()32.0()26.6()22.7(

)548.0()458.8()322.0()247.9(
)116.6()118.0()74.3()49.9(
156.8142.4106.070.2

234.1247.2194.6157.1

)11.3(' )9.8()9.1()7.9(
709.0585.0384.0246.8

102.0102.095.055.0

165.1156.0122.7120.6

1,828.4l,605'01,176.0871.1

1,946.01,224.01,253.0490.0

209.7211.8146.6105.0

3,884.13,041.22,575.61,466.1

The change in the relative price of exports in the economy was, as mentioned, closely
connected with the slackness in the domestic market. A decrease took place, for the sec­
ond consecutive year, in domestic uses, following an increase, both in 1973 and in 1974,
more moderate than the average over the preceding years. Due to the compositionof the
decrease, the required output did not decrease in 1975, and it decreased for the first time
in 1976 at a rate of 3 percent. Required industrial output decreased at a slower rate due
to the grow'fh of private consumption in 1976, which has a relatively large weight in re­
quired industrial output.
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rv­10

1972­1976

decreaseAnnual increase or )­(

197619751974197319761975197419731976

)percent()$ million(

6.123.836.223.628.388.699.152.3489.7

)10.0()­6.3()23.1()14.5()3.0()­2.0()6.0()3.3()33.0(
)2.7()19.4()42.5()29.9()14.6()89.2()136.8()74.1()562.2(

)­9.2()­1.2()58.8()51.0()­10.7()­1.4()43.7()25.1()105.9(
­3.610.134.351.0­5.614.436.435.8151.2

19.4­5.327.023.945.4­13.152.637.5279.5

)­7.1()15.3()7.7()15.2()­0.8()1.5()0.7()1.2()10.5(
­2.721.252.355.6­19.0124.0201.0137.2690.0

22.5­7.472.723.0­7.040.0125.0

37.95.827.11.762.69.133.32.1227.7
7.413.936.535.0134.7223.0429.4304.91,963.8

­13.250.8­2.3155.7­243.0622.0­29.0763.01,603.0

­9.6­1.044.539.6­20.2­2.165.241.6189.5

­3.327.718.175.7­128,5842.9465.61,109.53,755.6

CHANGES IN OUTPUT DUE TO DOMESTIC USES, 1972­1976
(percent, in ifxed prices)

1972 1973 1974 1975 1976

In the general economy 12.1 6.4 5.9 0.9 ­2.9
Inindustry(excl. diamonds,
minerals and fuel) 13.2 8.8 7.6 0.8 ­1.7
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for export, and the long­range growth of investments for expotr. The assumption regard­
ing a fixed composition of inputs may lead to an overestimation of production expenses
per output unit over long periods of time, when the structure of the firms changes and
they acquire advantages of size during the process of growth. Another drawback of the
profitability index is the fact that it doe's not measure the profitability of exports in
relation to the profitability of domestic market activity, a point that is important in
industrial exports for which the domestic market is a good substitute. The relative com­
pensation index for the exporter in industry ignores the cost structure of exports. It
compares the relative pirce of output for export to output for the domestic market (for
the producer), and it serves as an indicator for problem of output allocation among
the various destinations.

After long years of unequivocal irses of these two indices, contradictory trends have
become noticeable since 1974. Export profitability fell and rose alternately, and in 1976
it was at the same level as in 1973, while relative compensation to the exporter rose in
those years by about 11 percent. To a great extent this increase reflects the existence
of cost inflation together with a slackness in the domestic market. It expresses the relative
decline of profits from domestic market activity but, as the profitability index shows,
without a clear rise in the profitability of expotrs. Duirng 1976, an improvement in
both indicators took place after a clear deteiroration in the course of 1975, due to pirce
drops abroad that were not offset by a suitable correction of the effective exchange
rate for exports. The significance of these developments is that in the area of industiral
exports, where the main potential for expotr growth is found, the change of relative
pirces in favor of expotrs is less unequivocal than in expotrs as a whole.

The positive trend in the competitiveness of the economy, which continued between
1965 and 1973, came to a standstill in recent years. This fact can be determined by

a comparison of the competitiveness of Israeli expotrers with expotrers from other
countries and with local producers in expotr destination countires. A compairson of
wages per output unit, discounted by the appropirate index of output pirces, shows
a deteiroration in 1974, an improvement in 1975, and an additional deterioration in
1976 ­ according to both comparisons.

The use of wages per output unit implies an assumption that is a good approximate
definition of the pirce of production factors facing the expotrer. However, the picture
presented by it is incomplete ; a great patr of capital compensation in recent years has
been expressed particularly in the expotr sector, by great capital proifts resulting from
cheap credit, liberally granted, under conditions of rapid inflation. In other words,
there is another latent factor which considerably lowers the costof ­using production
factors, from the point of view of the company. The existence of nontradeable produc­
tion inputs for expotr should not be ignored either, although their weight is probably
small. The rise of prices in the last two years lagged far behind the irse of expotr pirces
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The decline in domestic demand took place alongside the continued growth of produc­
tion capacity, and in many branches excess production capacity and unemployment
(mostly latent) were created. This situation brought abouta rise in average production
costs and a decrease of marginal costs in the enlargement of production, and it might
encourage firms to export above the level implicit in the change of the relative price and
the profitability of exports. When a decrease of demand occurs in products that are also
exportable, or in export branches, its contribution to the broadening of the scope of
exports is direct and relatively fast. In branches where the transition to expotrs requires
a substantial change of the product or specialization in the production of new goods, the
increase of expotrs may take place indirectly and over a longer peirod. The increase of
expotrs entails special organization and investments, and sometimes, due to lack of prof­
itability, a transfer of production factors to other firms or branches.
Such a direct contirbution resulted from the reduction of expenditures for domestic

purchases in defense consumption (see discussion of defense expotrs below), the slow­
down of investments in locally manufactured equipment, and the decrease of pirvate con­
sumption in 1975.

The decline in construction branch activity did not directly contirbute to the growth
of expotrs. Its indirect contirbution was also limited to its influence on required indus­
tiral output; despite the decrease in the number,of employees in the branch, no ovetr
unemployment resulted, and there was no transfer of manpower to expotr branches.

Despite the extended slowdown, no ovetr unemployment was created in the economy
(except at the end of 1976, when unemployment rose very slightly); surplus production
capacity was expressed in latent unemployment. This phenomenon encompassed many
branches, including industry, and even branches where expotrs increased considerably
in 1976. It should not be concluded from this that ovetr unemployment would not have
assisted the growth of expotrs. Evidence of latent unemployment relates to the branch
level, and this does not constitute proof that individual companies have not suffered man­
power shotrages. It could have been expected that the discharge of workers from prob­
lematic factoires would facilitate the quick hiring of workers by successful expotr ifrms,
but this is not the case in latent unemployment.

It should be pointed out that ovetr unemployment in the economy, even in nonexpotr
branches, could have furnished considerable indirect assistance to expotrs by loweirng
real wages in the economy, patricularly in industry. This possibility is doubly impotrant
for two reasons: (a) in the last two years industrial wages increased more than any other
input and contirbuted the main increase in production costs; (b) a deterioration took
place in 1976 in the competitive position of the Israeli economy as expressed by compar­
ing wages per output unit in Israel and in other industiral countires. The government
could have taken effective steps in this area which would have, exerted a direct influence
on the labor market by not absorbing additional workers in the public sector and in ser­
vice sectors that are under its influence. Such a step would have exetred a positive long­
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TABLE IV­11
to

EXPORT COMPARED TO PRICE OF OTHER DOMESTIC USES, 1972­1976
(1972=100(

PRICE OF
I*
O
TJ
1­1
CA

Product in
expotr/non­
tradeable
product in

GNP

Product in
expotr/

product in
domestic
uses

Exports/
domestic

uses

Non­
tradeable
product

Product
in

domestic
uses

Product
in

export
Domestic

usesExportsGNPr

)9()8()7()6()5()4()3()2()1(|
100.0100.0100.0100.0100.0100.0100.0100.0100.01972H

86.487.696.3127.6125.6110.3122.8118.2122.51973en

69.371.594.8181.4175.8125.7169.7160.8165.01974

81.783.397.8234.3229.9191.4232.5227.7{2l 31975

93.894.5101.0277.9275.9260.8293.0296.0272.21976

!

NOTE: All calculations are in export factor prices and based on national accounts data.
Column (1) ­ GNP excluding attributed housing services.
Column (3) ­ Domestic uses excluding imports of ships and aircraft, direct defense imports and attributed housing services.
Column (4) ­ Discounting general import component of 40 percent in export in 1972 prices. Input from import prices (CIF) were used

as import component prices.
Column (5) ­ The difference between GNP prices (excluding attributed housing services) and product in export prices.
Column (6) ­ Taken from the GNP prices and the product in export prices, assuming that the tradeable product (including exports)

was 30 percent of the product in 1972. This share changes from year to year according to the share of exports in the
GNP durine that vear.



range inlfuence, because patr of the manpower not absorbed by the public sector would
have been forced to change its professional training and go over to expotr branches.

In the years following 1973 the world economy underwent both recession and re­

newed prosperity. After the recovery of most large industrial economies beginning in the
second half of 1975, the growth rate of the product slowed down inthe­ second half
of 1976. Developments in world trade were generally coordinated with the growth of
economic activity. Taking into account the cessation of Israeli economic growth, the
sharp changes in the relative price of exports, and the uncetrainty concerning future de­

velopment of the economy, the state of the world economy in recent years should be
accorded a greater weight than in the past when explaining expotr behavior.

In order to assess changes in world demand for Israeli products one should carefully
chose the variable that represents them, according to the special circumstances of each
year. The impotrs of industrial countries, which are the main targets of Israeli expotrs,
include trade in raw materials in which Israeli expotrs do not have a patr (except mine­
rals). Expotrs of industrial countries are similar in character to Israeli expotrs, and they
can serve as an approximation of the changes in the expotr markets of Israel, except
that their target­countires are not always identical with those of Israel20.

REAL TRADE CHANGES IN EXPORTMARKETS, 1973­1976
(percent(

1976197519741973
10.9­4.67.813.3Expotr of industiral countries

Impotr of industiral countires
weighted by each one's share

16.2­7.4­1.89.0in Israeli expotr

From a more thorough examination of foreign market developments since the middle
of 1975, it appears that world market growth is relevant mainly to the expotr of Israeli
consumer goods. Such a growth did not occur in intermediate products such as minerals
and chemicals, and those have not in fact contirbuted to expotr growth in 1976. The
growth of the markets for defense expotrs (see explanation below), which contirbuted
a great patr of expotr growth in 1976, is of a different character than thatof the world
economy as a whole. More than half of the production growth of developed countires
resulted in the last year and a half from the growth of private consumption, while con­

20 Compare, for instance, the striking difference between the two kinds of data
in 1974 and in 1976. In 1974 expotrs of industiral countires grew mainly as a result of
the great increase in the impotrs of the OPEC countires, while impotrs in the same year
relfect their own entry into a period of economic recession. Impotr data in 1976 are
inlfuenced by a considerable swelling in the petroleum trade towards the end of the year.
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TABLE

COMMODITY EXPORTS (FOB) BY BRANCH

1972 1973 1974 1975 1976

at current prices(million,)$

AGRICULTURAL EXPORTS
171.9176.4120.8108.8109.0Citrus
152.3101.271.361.151.9Other
324.2277.6192.1169.91605Total

INDUSTRIAL EXPORTS
61.184.490.248.143.3Mining £ quarrying
3.38.520.314.711. 1Cement, copper
38.355.444.829.626.1Potash
12.514.321.13.24.6Phosphates

154.8125.7128.8105.595.0Food
60.652.362.760.445.6Textiles
125.3104.197.686377.6Clothing
8.05.47.07.06.4Leather

193.9161.8167.3154.3129.6Total textiles, clothing, leather
20.312.814.919.015.3Wood
10.48.411.213.510.5Plywood £ Construction carpentry
8.23.32.84.23.7Furniture
3.92.83.82.32.2Paper
11.518.619.314.312.5Printing £ publishing
53.644.736.325.826.5Rubber and plastics
31.929.4.23.416.419.7Tires and tubes
219.41853218.681.661.8Chemicals
86.799.6102.536.823.9Basic chemicals
39.527.720.313.713.3Medicines
36.849.944.121.615.0Pesticides

Chemicals excl. fuel
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IV­12

ANDMAJOR GROUP, 1972­1976

Annual increase or (­) decrease

Quantity Price

1973 1974 1975 1976 1973 1974 1975 1976

)percent(

­0.425.77.25.6­2.216.23.6­54.
16.05.812.225.229.734.14.0­5.9
6.517.38.811.29.623.23.9­5.0

­25.910.359.229.4­1.5­15.217.8­12.1
12.5All30.265.6­65.5­19.96.0­20.0
­23.338.439.519.5­9.9­10.68.5­5.1
­35.413.8307.214.335.340.5615­39.5
0.86.824.110.922.2­8.6­1.60.1
­0.3­9.212.236.216.3­8.1­7.5­2.7
6.64.711.022.812.91.91.2­8.8
18.6­5.29.517.424.9­18.6­8.7­6.8
5.00.411.327.214.2­3.6­2.6­6.4
6.7­8.726.439.648.7­5.9­38.0­11.1
8.9­19.533.147.113.7­6.8­37.7­12.6
4.111.315.127.2138.75.942.1­10.8
0.9­15.758.523.338.1­12.64.2­152
0.9­15.758.523.3­38.714.3­14.8­7.2
­1.212.935.55.221.39.03.9­7.5
­0.819.334.1­0.59.45.36.416.3
­9.94.380.715.531.0­18.448.214.3
­6.02.375.213.73.6­5.059.035.5
4.71.946.316.949.633.91.3­11.9
­7.117.227.916.5­11.1.­3.559.723.6

7.6­1.541.718.8
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TABLE

COMMODITY EXPORTS (FOB) BY BRANCH

1972 1973 1974 1975 1976

prices(currentmillion, at)$

7.16.55.82.72.2Nonmetallic mineral products
4,54.44.61.91.5Glass £ glass products
18.925.523.213.78.0Basic metals
8.719.513.45.94.5Metal pipes

187.8103.764.746.048.3Metal products
41.630.826.617210.5Machinery
91.639.740.330.614.2Transport equipment
74.631.426.627.510.6Aircraft and parts
112.597.859.736.134.0Electrical £ electronic equipment
60.248.520.512.014.3Communications equipment
452.4297.0214.5143.6115.3Total metals £ electronics

Excluding defense exports
800.1641.1641.5617.4427.1Diamonds (gross(
712.3548.9562.65515385.7Diamonds (net(
42.129.928.227.923.6Various industries

2,020.71,611.21,569.01,242.5953.4Totalindustrial­ exports
1,220.6970.1927.5625.1526.3Excl. diamonds

Excl. diamonds, minerals £ fuel
Excl. defense exports

2,34521,888.81,761.11,412.4,114.31Total industrial £ agricultural
exports

69.151.763.846.634.5OTHER EXPORTS
23218228.818.411.0Fuel £ food for ships £ aircraft
23.66214.08.813.1Sale of old ships £ aircraft

2,414.31,940.51 ,824.91,459.0,148.81Total commodity exports (gross(
107.1106.288.372.447.1Returned exports

2,30721,834.31,736.61 ,386.6,101.71Total commodity exports (net(
2,283.31,828.11,722.61,377.8,088.61Commodity exports, excLships £

aircraft (net(
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]V­12 (Cont.)

AND MAJOR GROUP, 1972­1976

Annual increase or (­) decrease
PriceQuantity

19761975197419731976197519741973

)percent(

3.34.68.920.55.77.197.21.8
4.1­0.27.723.0­1.84.2124.73.0
­6.59.545.627.2­20.80.416.334.6

­18.412.358.228.845.329.643.51.8
■0.18.815.018.782.246.622.3­202
.0.76.26.424.136.09.145.432.0
1.918.39.5235126.4­16.720.373.9
5.418.19.523.4125.4­0.1­11.7110.3
0.05.16.521.615.1­55.855.3­12.7
0.24.96.523.323.9125.560.4­31.9
­0.37.914.623.652.728.330.30.8

16.5­8.642.19.4
­1.66.328.816.41.6­2.212.2בר
7.2­1.66.328.821.0■0.84.111.1
4.66.313.322.934.6­0.2­10.8­3.8
052.619.724.824.30.15.54.5
­3.15.832.529.620.6­1212.0■1.5

27.75.111.40.0
15.0­5.011.0LI

1.74.718.422.922.12.45.33.1

18.6Hi18.220.212.7­27.315.812.4

1.74.718.422.922.31.65.73.3

1.74.718.422.923.70.95.82.4
1.74.718.422.922.81.45.63.0
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struction and investments did not recover at the same pace. These factors all left ihea■
marks on the courseof export growth in the appropriate branches.

The slackness of the domestic market most probably enhances companies' assessments
of the long­range dangers inherent in the domestic market as compared to exports. This
fact in itself should have served as an incentive for the increase of export weight in out­
put. At the same time it should be remembered that in international markets too there
were more fluctuations inthe.last three years than in the past. The domestic economic
cUmate does not create expectations for a renewal of growth. Firms wishing to grow must
therefore transfer their activity to foreign markets. The influence' of this factor becomes
greater, the greater the firms' aspirations of growth and the greater the part of their out­
put intended for the domestic market.

Exchange rate policy also assisted to reduce uncertainty in exports. The method of
creeping devaluation of the official exchange rate was introduced in July 1975, and since
March 1976 a creeping devaluation of export incentives was Unked to it as well. Imple­
mentation of the creeping devaluation at regular intervals enables exporters to veirfy con­
tinuously the intentions of the government to maintain the exchange rate for exports and
reduces uncertainty concerning the timing of expected changes in the exchange rate.

An additional reduction of the uncertainty connected with conducting business abroad
resulted from the linking of the Israeli pound to a basketof five currencies in July 1976.
This linkage was intended to ensure that total compensation in Israeli currency to expor­
ters remain constant despite changes of the exchange rates of the currencies in relation
to each other. Contrary to the influenceofthe creeping devaluation, the contribution of
the linkage to the basket is not equally effective for all exporters, since it is dependent on
the composition of countries of destination with which the exporter is trading. Some of
the problems, requiring governmental intervention to prevent greajt upheavals in the com­
pensation of exporters, were not solved by the exchange rate policy.The1fluctuation of
expotr prices (in dollars), partly expressing fluctuationsof the dollar exchange rate vis­a­
vis the main western currencies, and patrly fluctuations of pirces abroad, were in differ­
ent directions and intensities at various peirodsof time. hi some cases there were fluctua­
tions that could not be neutralized by a devaluation of the Israeli pound without seirous­
ly deviating from the policy of creeping devaluations or, due to a delayed reaction, were
neutralized too late. The linkage of the Israeli pound to the basket of currencies was

meant to ensure the independence of expotr revenues in Israeli pounds from fluctuations
of world currencies. Ironically, the basket was introduced at the end of a continuous
year­long process of revaluation of the dollar (in the middle of 1976). This process in­
creased the burden on the exchange rate policy due to the Unkage of the Israeli pound to
the dollar at that time, and the Unkage to the basket of currencies was of great imporn
tance just when the processof revaluationof the dollar was at its peak.

The policy of increasing the expotr exchange rate is based on the existence of a higher
exchange rate for expotrs than for impotred inputs for expotrs. Thus, the exchange rate

98 BANK OF ISRAEL ANNUAL REPORT 1976



for added value in exports increases more rapidly the smaller the added value in exports.
The need for quick nominal devaluations enhances the distortion, and the profitability
of export transactions with a small added value in foreign currency increases with time.
The increase of import prices, which at a certain stage was faster than the increase of
export prices, enhanced the distortion, which can only be eliminated by a policyof uni­
fication of exchange rates.

5. Commodity Exports

Exports of commodities grew by 22 percent in 1976 at fixed prices, a rate unequaled
for several years. This growth followed a deep recession in exports in 1975 and a serious
slowdown in the preceding two years.

Part of the growth in 1976 stems from the substantial renewal in exports of petroleum
distillation products ­ an export that did not exist in 1975. An analysis of export devel­
opment in recent years necessitates a differentiation between defense and other exports.
Defense expotrs developed very rapidly in recent years and their growth rate greatly ex­
ceeded the growth of exports as a whole and even of sectors with fast­developingexports
(such as other agricultural ones). In view of its rapidly­growing weight in expotrs, the
share of defense in expotr changes, is also rising.

The factors affecting defense exports are different from those affecting other expotrs
(see below), the profitability of expotrs is only a small factor affecting them, as com­
pared to civilian expotrs. Industrial expotrs, excluding defense (also excluding diamonds,
minerals and petroleum), declined in 1975 by 5 percent, while in 1976 they increased
by 15 percent; defense expotrs increased in those years by 5 percent and 28 percent,
respectively. The moderate development of civilian expotrs strengthens the argument that
the improvement. in the profitability of industrial expotrs was not sufficient to bring
about rapid growth in the civilian share of expotrs.

Drastic changes took place in the sectorial structure of expotrs over the past few years:
the share of other agricultural products*and of metal, metal products, machinery, trans­
potr equipment, and electronics in total expotrs is growing, while the share of food in­
dustries, textiles, clothing and other light industries is shrinking. This trend continued
in 1976 as well, but with reduced intensity, since this year there was an increase in the
expotrs of branches with a diminishing relative share.. No consistent trend is noticeable
in recent years in the weight of the diamond and mineral sectors in exports (these are
purely expotr sectors). The rise in the relative weight ofxthe chemistry sector in 1973
and 1974 ceased in the last two years, but the excess production capacity available in the
branch ensures a quick growth of its relative share in expotrs, should there be an improve­
ment of conditions in the world market. It seems that this process reflects a drastic
change in the constellation of relative advantages of the various sectors of the economy,
resulting from the proportional growth of the economy and from changes in the structure
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TABLE

INDUSTRIAL EXPORT PROFITABILITY* RELATIVE TO INPUTS AND EXPORTER
(Index:

CapitalDomesticWageImportChangeExporter
goodsinputperinputfromcompen­
pircespricesoutputpricesprevioussation
)depre­unitforperiodinIL
ciation(exporter

inIL
)5()4()3()2()1A(0(

74.872.583.155.455.71966
74.382.087.869.339.377.61970
87.889.392.884.512.817.51971
100.0100.0100.0100.014.3100.01972
123.81185113.4129.125.7125.71973
167.6174.6149.7184.7395175.81974
236.1238.0206.3246542.4250.41975
303.3296.4266.6304.823.830951976

QUARTERLY DATA
141,3150.5128.9160.46.1148.8I1974
154.9166.3139.317429.1162.4II
170.3179.0160.9186.010.1178.8III
199.7202.7169.9217.117.02092IV
231.3226.4196.1248.317.0244.8I1975
233.9232.6200.3241.51.3247.9II
219.3235.8209.1238.7­2.5241.7III
254.8257.1219.3255.572259.2IV
269.8268.8230.4270.46.1275.0I1976
293.02895260.6292.385299.6II
312.3302.7268.531422.93082III
338.0324.3307.0342.0122345.8IV

a These data are for industrial exports excluding diamonds, minerals andfuel . Input
prices are weighted according to each input's weight in total purchases for these bran­
ches/ according to theInput■Output Table 1968/69 (adjusted to 1972 prices). Output
prices for the domestic market are weighted by the sector composition of import.
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IV­13

COMPENSATION RELATIVE TO THE DOMESTIC MARKET, 1966­1976
1972=100(

ChangeRelativeChangeOutputChangeRelativeChangeWeighted
fromcompen­frompricesfromproiftabi­fromprice of

previoussation topreviousinpreviouslityofpreviousinputs
periodexporterperioddomesticperiodinputsperiod

)1(:)8(market0(:)6(
)9A()9()8A()8()7A()7()6A()6(

75.074.378.770.8
25.193.811.382.724.097.612.379.5
3.697.28.890.00.998.511/788.8
2.9100.011.1100.01.5100.012.6100.0
6.6106.617.9117.942104.220.6120.6
0.7107.339.0163.9­1.3102.841.8171.0
7.9115.832.0216.34.5107.436.3233.1
1.3117.322.2464.3­1.4105.925.5292.5

­3.9104.310.4142.7­3.0100.99.3147.4
­1.4102.810.7158.0­0.3100.69.5161.4
2.8105.77.1169.21.0101.69.0176.0
6.7112.89.6185.53.5105.213.0198.8
5.8119.310.6205.23.1108.513.5225.6
­2.0116.93.3212.00.3108.81.0227.8
­3.9112.31.5215.2­3.1105.40.7229.3
­0.9111.38.2232.8­0.9104.48.2248.2
2.0113.54.0242.21.0105.45.1260.8
2.2116.06.6258.20.0105.49.0284.3
.1.1114.74.1268.8­2.2103.15.1298.8
4.7120.17.1228.02.9106.19.1326.0

Since the rise in domestic prices, caused by cancelation of subsidies or rising indirect
taxation, do not reflect the rise of producer prices, their effect has been deducted
since the beginning of 1974. This deduction should be regarded as only an estimate.
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of world trade. There has been rapid development in Israel in recent years in sectors mak­
ing extensive use of advanced know­how and technology, while in world trade in conven­
tional industrial products the weight of developing countries, where manpower is rela­
tively cheap, increased considerably.

a. Agricultural Exports
In these exports there was a slowdown in 1976 after the rapid growth of 1975. This

stems from the quantitative decUne in citrus exports, but in other agricultural exports
as well, there was a slowdown in the main components: vegetables, flowers, fruit and
cotton.

Israeli exports have a great weight on the citrus market in Europe, and their develop­
ment is therefore dictated mainly by demand. In the previous citrus season the countries
competing with Israel suffered from unsuitable weather while the local crop enjoyed
favorable conditions, and growth was better than usual. This combination of factors made
possible the extraordinary increase in the quantity of citrus exports and in their prices in
1975. This year the citrus crop has not enjoyed these exceptional advantages, and the
high export level of the previous year was maintained because the fast­growing Eastern
European market is open to Israeli competitors.

Other agricultural expotrs grew in the last two years, in real terms, by about 30 per­
cent per year. The price increases of these expotrs in dollars were more rapid than the
general rate of inflation in the countries of destination and of industrial expotrs. This
rapid expansion is due to a number of factors: agricultural expotr, like agriculture as a

whole, is a very organized sector. This makes possible the efficient assimilation of know­
how and professional experiences, which are the basic reason that Israeli agricultural
products are singled out abroad. The strong internal organization also contributes to the
ability to determine production quotas and to prevent internal competition. Marketing
of expotrs is almost entirely in the hands of one company, whose only task it is. Com­
mercial activity in this ifeld is concerned with the following subjects: differentiation of
prices among various markets in order to maximize revenue in a short time; determination
of a price policy that will prevent the penetration of competitors over the long run;
quality control and building a solid reputation] Penetration of newmarkets and introduc­
tion of new products to existing markets are also being carried out. A great part of the
agricultural products are at a stage of "making acquaintance5' in the market, and the
quick growth of expotrs is being made possible due to a process creating demand by
supply. The expansion of demand for Israeli agricultural products can furnish the ex­
planation for the growth in the quantities expotred and their prices.
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b. Industiral Exports
The fast upward trend in exports that began at the end of 1975 continued until the

third quarter of 1976. In the last quarter of the year, the growth of industrial exports,
excluding diamonds, slowed down considerably. There was no significant change in the
ifrst quarter of 1977.

The quick growth stemmed from the group of metal branches and electronics. This
group has been characterized by rapid growth since 1974, mainly due to the grpwth of
defense exports. The halt of industrial export growth (excluding diamonds) at the end ot
the year and at the beginning of 1977 also stems mainly from defense exports.

In the light industires group there has been a iftful increase since the end of 1975. In
this group, which mainly includes products intended for private consumption, the main
influence of the world economic recovery on Israeli exports is concentrated. In contrast
to 1975, there was an increase of exports in these sectors in 1976, together with growth
in their output for the domestic market ; at the same time the Weight of exports in output
increased.

In the chemistry and mineral branches, a signiifcant rise in the real level of expotrs be­

came noticeable only at the end of 1976 and the beginning of 1977, while in diamonds,
in contrast to other industiral expotrs, growth was accelerated in the second halfof the
year and at the beginning of 1977.

The dollar pirces of industiral exports fell in 1976 as compared to 1975, although the
trends in each of these years were different: during 1975 prices fell, while in the course
of 1976 they rose. This course of development was affected by the changes in the export
prices of all industrial countries, and it demands an explanation, because it took place at
a time of a continuous increase of domestic prices in most countries. The global reces­
sion in 1974 and 1975 brought about, somewhat belatedly, a decline in input prices in
the course of 1975, a sharpening of the competition in export markets, and a modera­
tion of wage increases in industiral countries at the end of 1975 and the beginning
of 1976. The rapid emergence from the recession at the end of 1975 was expressed in a
quick irse of productivity until the beginning of 1976, and the combined result of these
factors was a reduction of costs and prices in the course of 1975. At the end of 1976
the continued recovery brought an inversion in trends and the renewal of price increases.
In addition, the dollar became stronger in relation to the main Western currencies be­
tween the middle of 1975 and the middle of 1976, and this resulted in a dropof dollar
pirces.

1 . Defense exports
After declining in real terms in 1973, defense exports rose by 15percent, 85 percent

and 80 percent in the years 1974, 1975 and 1976,respectively . The changes that took
place in defense exports had a decisive influence on the development of the metal and
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­TABLEIV14

UNITWAGE COSTS IN ISRAEL AND EIGHT LARGEST INDUSTRIAL COUNTRIES*, 1966­1976
)Index: 1970=100.0)

Israel 8 largest industiral countires
Unit wage

cost

0)

IL return
to expotrer

(2)

Unit wage
cost less IL
return to

)3)

Unit wage
cost less
return to
expotrer
)4)

Unit wage
cost discount­
ing domestic
exporter^

)5)

Unit wage cost ratio between
Israel and the Eight

(3):(4)=
(6)

(3):(5)=
(7)

£ 1965| 1966
3 1967
3 1968
£ 1969
£ 1970

1971
1972
1973
1974
1975
1976

85.4
94.6
94.6
902
90­2
100.0
105.7
113.9
1292
170.5
235.0
302.0

69.3
71.8
802
87.2
90.5
100.0
112.8
128.9
162.0
226.5
323.3
400.4

123.2
131.8
118.0
103.4
99.7
100.0
93.7
88.4
79.8
75.3
72.7
75.6

101.7
102.0
100.4
98.4
97.9
100.0
1032
105.4
102.8
94.1
98.7
94.7

102.2
101.6
99.9
99.6
99.3
100.0
100.4
99.5
96.6
88.0
93.1
88.8

121.2
129.2
117.5
105.1
101.8
100.0
90.8
83.3
77.6
80.0
73.6
79.8

120.6
129.7
118.1
103.9
97.9
100.0
93.3
88.8
82.6
85.5
78.1
85.1

a Column (2) ­ the average effective exchange rate doubled in the export price index in doUars (industiral expotrs, excluding diamonds,
minerals and fuel).
Column (4) ­ the data of the eight countires has been weighted according to each country's weight in the total exports of these coun­
tires.
Column (5) ­ the data of the eight countires has been weighted according to each country's weight in Israel's industrial expotr, exclud­
ing diamonds.

*> Discounte,d by the exchange rate.
SOURCE: PubUcations of the IFS, OECD and NIER for vairous years.



electronics sectors, and they were the main cause for most of the increase in the weight
of exports in industrial output at ifxed prices.

Defense exports are characterized by a high degree of substitution in production be­
tween domestic and export targets: there is almost no difference between products for
the domestic market and for export from the point of view of the general character of
the product and its quality ­ a situation that is different from that in other industrial
expotrs. In this situation, the transfer to exports is easier and quicker. The contribution
of the reduction in domestic demand to the increase of exports in these sectors should be
viewed against this backdrop: after a considerable growth in the domestic defense con­
sumptionofindustrial products in 1974, it decreased both in 1975 and 1976.

Considerable marketing efforts have been made in recent years in the field of defense
exports. These efforts were made at a time of substantial growth in the world market for
military products. This development is related to the effects of the Yom Kippur War on
the build­up of arms reservoirs in various countries as well as the growth of demand for
arms by the OPEC countries, a market that is generally closed to Israel. At the same
time the share of small and medium­sized countries in arms trade has been on the rise for
a number of years at the expense of the U.S. and the Soviet Union (The sudden decrease
of their share in trade in 1973 is an expression of the influenceof the war on arms con­
signments of the U.S. and the Soviet Union to the Middle East, but it seems that the
trend is being maintained.) The demand for these exports is apparently dictated to a great
extent by policital developments that are in the nature of things unstable.

CHANGES IN INTERNATIONAL ARMS TRADE, 1970­1975
(percent)

1970 1971 1972 1973 1974 1975

Change in arms import of
Third­World countries (excl.
Vietnam and the Middle East) ­18 44 ­21 11 50 39
Weight of countries, excl.
the U.S. and the Soviet
Union, in arms exports to
Third ­World countries (incl.
Vietnam and the Middle East) 20 29 37 17 33 29

SOURCE: Stockholm Institute for Peace Research, 1975.

Defense expotrs are generally composed of a large group of relatively old­established
products, and a fair­sized group of new and sophisticated products that represent ad­
vanced technology, being partly the result of local development in recent years. This dif­
ferentiation is impotrant in order to determine the source of competitivenessof defense
exports. In the latter group, quality and the suitability to specific requirements are more

CHAPTER IV, BALANCE OF PAYMENTS, CURRENT ACCOUNT 105



TABLE

COMMODITY EXPORTS BY BRANCH,
(Index: 1972=100.0;

OtherTextilesFoodMiningTotal
light ,clothingandagricul­

industry"£quarryingtural
leatherexports

94.993.6100.187.995.01973
87.891.298.5103.598.71974
87.887.990.187.7121.61975
103.2100.3110.086.5133.31976

102.898.0103.493.898.1I1973
96.498.9105.089.992.0II
102.793.9113.7111.597.6III
79.184.079.757.689.0IV
98.4102.1105.388.9912I1974
86.391.9105.998.6106.6II
86.389.288.9118.2915III
82.282.994.4111.51072IV

82.780.089.5109.4112.6I1975
87.480.882.195.3117.8II
89.490.394.762.3128.4III
91.198.193.780.8140.6IV

93.0102.494.679.71252I1976
99.8100.9103.884.9141.9II
101.799.7119.187.61552III
113.997.8120.593.7136.0IV
142.8113.1103.994.9121.7Id1977

a The adjustment was made from quarterly data, in order to take seasonal prices into
account.
b Exports of wood, paper, printing, rubber and plastics, nonmetallic minerals and
other industries.
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rv­15

AT FIXED PRICES, 1972­1976
seasonally adjusted dataa(

Total netIndustrialIndustrialTotalDiamondsMetal £Chemicals,
exports,excl.exports,industrialgrosselectronicsexcl.
excl. shipsdiamonds,excl.export,industries0fuel £ aircraftA fueldiamonds)gross(

103.0100.098.5104.5112.2101.0118.8
108.8111.5110.3110.2109.8131.7168.3
116.3117.1109.0110.3111.5169.0165.9
135.4149.6141.5137.1129.8258.2178.5

104.9100.8100.1105.9111.5100.9113.9
108.0101.299.7109.1122.2100.0115.1
116.2111.7111.1118.9129.5104.4143.4
83.9,87.0'84.384.485.197.6105.4
105.3110.1108.8109.91092113.9151.0
108.7110.2108.8108.4109.2122.4166.0
109.1116.5115.9109.6101.4143.8181.3
111.9108.6107.8112.4118.6143.7171.8
105.7111.5106.5107.1106.7152.71742
107.3109.5103.4107.5113.4153.6160.5
109.0114.6104.6107.4110.7144.8154.0
119.1131.4120.8118.5114.7222.4172.3
122.3129.8124.9123.3120.7217.0140.1
129.5145.3136.7129.1117.7254.7170.6
144.7159.7150.3145.8137.2272.5181.6
146.1160.0151.6148.6143.3289.5201.7

1602152.0160.6168.2247.6222.8

c Industrial expotrs of metal and metal products, machinery, transport equipment,
electricity and electronics.
d The data for the ifrst quarter of 1977 are temporary, and were calculated at prices
of the last quarter of 1976.
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TABLEIV­16

INDUSTRIAL EXPORT PRICES OF ISRAEL AND THE INDUSTRIAL COUNTRIES

(Index: 1972=100(

Industrial
countries
export

Israeli industiral
export, excl.
diamonds

100.0100.0

119.3120.6

150.0159.8

167.5169.1

168.41635

172.8178.1

171.91752

167.0165.3

162.3160.1

164.0162.7

1645163.0

169.3162.4

173.71665

1972

1973

1974

1975

1976

1975

1976

I

II

III

IV

I

II

HI

IV
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impotrant than the price, and the Israeli product stands on its own mainly due to its
uniqueness and the quality of service that it is able to provide. In the former group of
products, Israel's advantages are mainly due to size and relatively low wages.

The rapid development of defense exports and their great relative importance in ex­
potrs raises certain questions : does Israel in fact have a relative advantage in the export
of technologically advanced products in general, and in defense in particular; does the
po'hcy of export encouragement ­ which has not been directed to these branches to
any great extent ­ allow this advantage to be measured^ . Another question is whether
one should view positively the growing dependence on defense exports, which are to a
great extent tied to unstable factors. The fear of instability in defense expotrs necessi­
tates the growth of civilian expotrs at a pace more rapid than that of the past year. It
should be remarked here that trade in durable products, with a level of exclusivity, si­
milar to defense exports, to a great extent dictates trade relations in the future due to
the clients' need for continuous service from the supplier, and there, at least, is a basis
for stability,

2. Diamonds
Expotrs of the diamond sector grew in 1976, and their growth even accelerated to­

wards the end of the year. The demand for ornamental diamonds is related to the level of
real income in developed countries, which have in fact been on a courseof recovery
since the end of 1975. However, the 16 percent (gross) annual growth rate of diamond
expotrs exceeds what could have been expected from such a rate of recovery of incomes.
It seems that there are 3 number of reasons for this development: Israel's competitors
did not reach their full strength in 1976 ­ the Indian diamond industry is undergoing
a prolonged crisis due to governmental policy, and the Russian industry, an important
competitor, has in the last year directed a great part of its output to internal needs, appar­
ently as a meansof fighting inflation; the Israeli diamond sector specializes in small
stones, and in view of the fact that diamonds have a high income­elasticity, mainly in the
middle­income strata, this kind of product is more suitable than large diamonds to
this public. In addition, the effective exchange rate for diamonds has increased very
quickly since the end of 1975 as compared to other exports. At the end of 1976, demand
for diamonds was also influenced by speculative factors due to an expected increase in
the pricesof raw materials in 1977 (which indeed materialized).

The outstanding development in the diamond sector this year was an increase in the
number of employees. In addition, for a number of years the sector has been under­
going a process of development and investment in equipment, which has apparently en­

hanced the relation between capital equipment and output.

21 For example: the law for the encouragement of investments deals mainly with the
encouragement of investments in physical assets, and it does not deal with industries
that invest relatively great amounts in the developmentof knowhow.
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­TABLEIV17
CHANGES INEXPORTER COMPENSATION COMPONENTS, 1973­1975

)percent)

1973 1974 1975

Increaseor(­ ) decrease from previous period
1975

1976 J
1976

II III IV I II III

against basket of cur­
renciesb 8.2 ­1.5 3.3 ­6.4 5.6 0.9 ­5.9 ­2.2 ­0.6 ­2.0 ­02

5.5 ­2.2 0.8

IV

1 . Export prices in dollarsa 18.3 24.4 9.4 ­1.3 3.3 0.8 ­4.5 ­2.7 1.1 ­1.5 3.6 2.8
2. Dollar exchange rate

1.1

1.4 0.1 ­1.8 0.5 3.8 1.7

3. Export prices, deducting
the influence of currency
fluctuations, (1):(2) 9.3 26.3 5.9

4. Average effective IL
exchange rate against the
dollar 5.0 11.7 34.2 25.3 11.8 1.8 2.3 11.7 4.4 5.9 4.3 7.6

5 . Average effective IL ex­
change rate against
basket of 15 currencies.
)2)x<4) 13.6 10.0 38.6 17.2 18.0 1.8 ­3.7 9.2 3.8 3.7 4.1 8.8

6. Exporter compensation
excl. influence of currency
fluctuations, (3)x(4) 14.8 41.1 42.0 32.2 9.4 2.6 3.8 11.8 6.2

7.Exporter compensation
inIL(l)x(4)or
)3)x(5) 24.2 39.0 46.7 23.7 15.4 2.6 ­2.3 ­9.4 5.5

6.4 8.2 9.5

4.3 8.0 10.624.2 39.0 46.7 23.7 15.4 2.6 ­2.3 ­9.4
a Commodities expotrs excluding diamonds and fuel. : ­

b Weight of lfuctuations in the dollar rate against the 15 currencies according to the relative weightof each country in expotr to Israel.
c Reflects the expotr prices in the currency of the destination countries.



3. Minerals, chemicals and petroleum
These sectors operated in 1976 in the shadow of a crisis in world trade which began

in the second quarter of 197522. The crisis mainly affected price levels and restrained
the rapid real development of 1974, but a slow increase became noticeable in the course
of 1976, becoming more prominent at the endof the year and at the beginning of 1977.

Developments of a different character took place in the three main minerals. The
Timna mines were shut down in 1976 and copper exports stopped during the year. Po­
tash exports declined in 1976 by 10 percent after a similar decline in 1975. Trends in
the course of each of these two years were opposite : there was a drop in the course
of 1975 and a slight use during 1976. Dififculties in exports did not bring about a reduc­
tion of the level of activity in the sector, and this resulted in stock accumulation equal to
about half the nominal yearly output (at the end of 1976). This is mainly because the
current expense component in this sector is small in relation to ifxed expenditures.

In the export of phosphates23 the price level is much lower than that of the ifrst quar­
ter of 1975; but here, too, prices have increased compared to 1975 (although not com­
pared.to 1974).

In 1976 petroleum exports increased considerably. This is mainly a conjunctural ex­
port, made possible by the geographic location of Israel along the line of transport of
raw petroleum to Europe. In fact, part of the excess production capacity in petroleum
refining, exsisting in the country for a number of years, is in this way being used for ex­
port.

In the chemistry sector there has been excess production capacity for two years, main­
ly in raw plastics, fertilizers (basic chemistry) and insecticides. A considerable nominal
growth took place in the production of medicines, mainly in real growth at a rate
of 34 percent in 1975 and 50 percent in 1976. In the past year and a half, this sector has
been an example of considerable export expansion through investments of a marginal
nature. The main investmentsof the sector were concentrated on the adaptation of equip­
ment and plants to accepted international production standards for medicine. These
standards are an indispensable condition for world market penetration of these products.

6. Exports of Services

In 1976 there was an increase of $ 140 million in the expotrs of services, as against a
decrease of $ 45 million last year (according to CIF registration of imports), the inclusion
of exports to the administered areas doesnot_ change this picture. Real growth was much

22 A more extensive surveyof this crisis can be found in the report of 1975.
23 Part of phosphate exports which undergoes additional processing into agricultural

fertilizer, appears in the exportsof basic chemicals and not in mineral exports.
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TABLEIV­18
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O
.v

>

>
z

EFFECTIVE EXCHANGE RATES FOR COMMODITY EXPORTS
(Index: 1972=100(

Official
exchange

rate

)1(

Average
effective
exchange
rate for
industrial
exports
(2(

Effective
exchange
rate in the
high incen­
tive group

(3(

Effective
exchange
rate for
import

for export
production

(4(

Effective exchange rate 01 added value

Commodities with
added value of:

Corrected by import <£ ex­
port prices on commodities

with added values of
409?<
)5(

6070
)6( )7(

6070
)8(

r 1972
3 1973
o 1974
^ 1975
s 1976
3* 1974

1975

1976

I
II
HI
rv
1

11
HI
rv
1
11

in
rv

100.0
100.0
106.1
150.7
189.0
100.0
100.0
100.0
124.2
142.9
143.2
148.7
167.6
174.7
183.8
193.3
203.9

100.0
105.0
117.6
1582
198.4
109.5
109.5
116.3
132.6
148.6
151.6
156.0
172.8
180.1
191.5
199.6
214.6

100.0
105.4
117.1
1582
197.8
109.6
109.6
117.7
131.7
149.0
1522
157.9
173.4
180.6
192.0
202.1
216.1

100.0
100.7
111.8
144.4
181.2
1042
1042
112.3
126.3
136.9
137.3
142.5
160.7
167.4
176.2
185.3
195.4

100.0
112.5
125.1
178.9
222.7
117.7
117.7
125.8
139.8
167.2
174.6
181.0
192.5
200.4
215.7
227.3
247.2

100.0
108.5
120.6
167.4
208.9
1132
113.2
121.3
135.3
157.1
162.1
168.2
1815
189.4
202.5
213.3
229.9

100.0
113.9
127.5
183.6
228.1
121.1
120.9
127.6
141.9
172.5
179.3
186.4
195.6
203.4
219.7
234.7
254.8

100.0
108.9
121.3
168.7
210.3
114.1
114.0
121.8
135.9
158.5
163.4
169.6
182.7
190.3
203.6
215.3
232.0

NOTES: Column (2) ­ the effective exchange rate is the average of the official exchange rate and the incentive groups in different
periods during hte year. The data refer to industrial expotrs excluding diamonds, minerals and fuel. Column (4) ­ the ofifcial exchange
rate plus the defense levy on imports. Columns (5) and (6): (impotr component ­ 1/(4) x (import component) ­3. Columns (7) and (8)
­ for the correction the appropriate price indices for impotrs and impotr inputs were used.



lower than that of commodity exports, and there is no deviation from the long­term
trend from this point of view: in the years 1972­1976 exports of services increased by
about 14 percent in quantitative terms, while commodity exports increased by 35 per­
cent. The 55 percent increasein,prices was identical in both kinds of exports.

The current developments in about half of the exports of services, including tourism
and transpotration (except those connected with Israeli imports and exports) are dictated
mainly by various factors abroad. The influenceof the economy on these sectors is exer­
ted mainly through the general level of prices that determines competitiveness with other
countries, and through investments that determine the long­range capital stocks in these
sectors.

In 1976, there was a great increase of tourism to Israel, causing a growth in the income
of the tourism sector and of passenger transportation to Israel by El­Al. The increase in
the number of tourists ­ a process that began during 1975 ­ reached 28 percent com­
pared to the average of the previous year24. The number of tourists even exceeded the
peak level attained in 1972.

For the first time since 1972, there was an increase in tourism from the two main
sources: Europe and the United States. Tourism from Europe decUned in 1974, and
rose again in 1975 and 1976 in accordance with the developmentof the economic situa­
tion in these countries. American tourism, which had grown rapidly in the years following
the Six Day War, declined sharply between 1973 and 1975, and began to recover only
in 1976.

Due to the great weight of the United States in tourism to Israel (46 percent in 1972
and 35 percent in 1976), the changes that occurred in American tourism, which were

more outstanding than those of European tourism, have dictated the general trend in
recent years.

The income of the tourism sector increased by about $ 58 million. The income recor­
ded in the balance of payments is the amount obtained from foreign currency exchanges
in banks by tourists and by those providing services to tourists. It therefore does not
represent the entire domestic income from tourism, and its fluctuations (apart from the
fluctuation in the number of tourists and in the average tourist expenditure) reflect chan­
ges in the average exchange per tourist.

The average exchange per tourist rose in 1976, after a drop in 1975 ($ 541 in Janu­
ary 1975, $ 298 in December of the same year, and $ 441 in December 1976 ­ seasonal­
ly adjusted). The annual average level reached $ 367 per tourist, as against $ 337 in 1975
and$312 in 1974. The growth in exchanges is only connected to a small extent with the
change in the method of payment of incentives to hotel owners, introduced in
May 1976^5; amounts received by hotels in foreign currency are only about 30 percent

24 For detailed data on developments.in tourism, see Chapter XV.
25 At this time there was a change from payment of incentives per declared tourist

bed­nights according to a calculation of the amounts received in foreign currency, to
payment according to actual foreign currency exchanges.
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TABLE IV­19

EXPORT WEIGHT IN INDUSTRIAL OUTPUT, BY TYPE, 1969­1976
(percent(

1976197519741973

Average
1969­
1972

LIGHT INDUSTRIES

6.0­1.71.17.410.1Growth in total output
2.9■0.4­0.5­092.5Direct export
16.915.015.115.417.5Export weight in output
15.813.714.717.216.6Export weight in output^

TECHNOLOGICALLY ADVANCED

INDUSTRIES

Growth in total output
Direct export

Export weight in output
Expotr weight in outputa

3.89.010.63.315.1

7.23.42.9­0.11.2

19.813.411.29.49.0

21.315.512.312.111.2

TOTAL INDUSTRIES

Growth in total output
Direct export

Export weight in output
Expotr weight in outputa

11.7

2.0

14.3

14.9

5.9

­0.3

13.7

16.1

5.2

1.3

14.3

15.4

2.1

1.0

14.9

162

5.3

4.2

18.1

19.0

a At current prices and effective exchange rate; elsewhere ­ calculated at producer prices;
fixed 1968 prices.
DEFINITIONS. Light industries: Food, textiles, clothing, leather, wood, nonmetallic
minerals, rubber and plastics, and other industries.
Technologically advanced industries: metal and metal products, machinery, transport
equipment, electircity and electronics.
Total industries: all industries excluding diamonds, minerals and fuel.

SOURCE: Bank of Israel calculations.
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of the total in the tourism sector. An explanationof this phenomenon lies mainly in the
shrinking of the gap between the ofifcial dollar rate and its rate on the black market (it
should be noted that the turn­about in the average exchange per tourist occurred before
May 1976. See Figure IV­2).

Two central policy subjects in the tourism sector ­ chartered flights and the effec­
tive exchange rate ­ were discussed this year, though there was no crystallization of
policy in either.

There exist mutual influences between tourism and air passenger transportation: pir­
ces determined in each sector affect demand in the other. In 1976, discussions focused
on chartered flights; the decision to expand these flights in October 1976 was part of a
limited controlled experiment. It is worth noting that due to conflicts of interest be­
tween the various suppliers of services to tourists, there were similar problem inside the
tourism sector itself, which have not yet been dealt with.

The effective exchange rate for the tourism sector is very low compared to that in
force in commodity exports, though the added value of the sector is higher than that of
most commodities. Over the last four years, the effective rate for hotels was in fact rais­
ed more rapidly than the rate for other exports26, but the economic considerations
behind the differentiation in exchange rates, as well as the relative downward trend in
tourism rates, have not been discussed and are not clear. Within the tourism sector it­
self, there are differences in incentives to various groups of suppliers of services. Most

of the incentives are given to tourist hotels, and the rest to other areas of the sector.
This aspectof the policy of effective exchange rates is also surprising.

In the exports of transport services there has been no real change for two years, but
there were developments in opposite directions in the subitems during both years. Ex­
ports of this sector are closely related to changes in the scope of Israeli trade and that of
the world in general. Transport of imports by Israeli companies fell this year more than
the decline of imports to Israel, due to serious competition that brought pressure from
American shipping companies to increase their share in transport.

The 9 percent growth rate in freight transport between foreign ports was mainly due
to the expansion of the world petroleum trade and its repercussions on the activity of the
Eilat­Ashkelon pipeline. The decline in the "other transport'1 items stems from the de­
crease in amounts received from ship rentals due to the dissolutionofthe Maritime Com­
pany for Fruit Transport. The other components of this item are various port services
extended to ships and planes arriving in Israel, and in these there was no signiifcant
change. Transportation of passengers by El­Al was affected, as mentioned above, by the
increase of tourism in 1976.

26 The effective exchange rate for hotels increased, from the beginning of 1973 un­
til the end of 1976, by 134 percent, as against 114 percent in the group of products
with a high added value, but at the end of this period, it had only reached 92 percent of
the group'srate, despite the high added value of hotel services to tourists.
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TABLE IV­20

1976 indices basedor (­) decrease

y/b

increaseAnnual

15 ut­ a\tATUKBO>

o
on 1972in quantityV

PriceQuantity197619751974197319761975197419731972
)percent()$ million(

c

1451370­12411786.9738.17522476.93962TRANSPORT|
150162125131581.377.662.442.2335Export shipments<

Shipments between foreign50 1501499­73211300.3263.8284.5164.4134.3potrs|
Impotr shipments witho

147157­1292433165.61812167.5104.871.7Israeli firms
13910912­14122130.1107.0117.686.386.0PassengersVO

138112­12327­2109.5108.5120279.270.7Other■*J
OS

1769613­29154248.5202.4249.7178.4148.1INSURANCE
16581­2­3335­108.08.010.77.26.0Expotr shipments

Impotr shipments with
163135­5­2­85613.414.414.61226.1Israeli firms
1779415­31152227.1180.0224.4159.0136.0Other
164841620­36­7291.3233.6195.0230.4212.0Tourism
155154­8­1325543032321.0354.0239.7127.0Capital services
15956­5­74­3924.024.026.019.027.0Government n.cs.
16087­28­10­91905185.51722145.7137.0Other services
1551142­4881 ,844.81 ,704.61,749.11,290.11,047.3Total

a Exports, FOB, impotrs, CIF, excluding expotrs to the administered areas.



The freight insurance item is related to the extent of import and export transport
and is not subject to great fluctuations. In the "other insurance" item, there is a close
relationship between the credit and the debit side of the balance of payments, since
claims payments on the credit side are offset by premium payments and commisions
on the debit side and vice­versa. The net balance was negative, but there was a reduction
from$40to 30 milhon this year.

The credit side in the item of capital services is connected with foreign currency
balances of the economy. Despite the increase that occurred in 1976 in the balances,
there was a decline in amounts received for capital services. The reason is the drop in
interest rates in the large industiral economies during 1975, and their stabilization at a
low level during 1976, due to the slow recovery of investments in those economies. In
addition, currency fluctuations brought a larger shareof the income received in thi,s item
in 1975 thanin 1976.

Exports of other services include production factor payments in Israel for manage­
ment, performance of work abroad, and various commissions and royalties. The small

increase of value in this item ($ 7 million) mainly reflects price increases.

FIGURE [V.I
RELATIVE PRICE OF EXPORTS. 1972­1976
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FIGURE IV­2
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