CONTENTS

Letter to the Government and the Finance Committee of the Knesset ................. iii
Chapter 1 The Economy: Developments and Policies ..................cccuuee... 1
Chapter 2 Output and Demand
1. Main Developments ........c.ccveveiieiiiiiniiiiniiiiiniennn, 14
2. Economic Growth Since the ESP ......ccoccvvviiiniiiniiiiiiinn., 22
3. Investment and the Capital Stock ...... heeerree et 26
4. Private Consumption and Saving ..........cccovoiiiiinininiiinn, 28
5. The Current Account, Saving, and Investment ..................... 32
6. Principal Industries ........cocoiviieiiiiiiiiiiiiiiie 36
Chapter 3  Prices
1. Main Developments ......c.oveeiiiiiveeneiiiiiniiiiiiiiiiiaans 61
2. Determinants of Prices.........coviveieiiniiiiiiiiiiiniin, 67
Chapter 4  Employment and Wages
1. Main Developments ......c.cooiviiiiieiiieniiiniiiiinan, 76
2. Employment and Labor Input .............oooiiiin, 82
3. Unemployment ......o.oiiitiiiiiinniniieiiiiriin e 84
A W AZES otiiitititiiet et ettt et 88
S.ImMmMIGration ......ocoiiiiiii i 93
Chapter 5 The Public Sector
1. Main Developments ......cooovveieiiiiiiniiiiiiiiinii 97
2. Fiscal POlCY .oviuieiniiiiiiii e 99
3. DEfENSE iurirrniniii e 106
4. Taxes, Transfer Payments, and Subsidies ........c......oeeniiio. 107
Chapter 6 The Balance of Payments
1. Main Developments ........c.coveeeeeieiiiiniininiiiinae, 112
2. The Current ACCOUNT ....coeiiiiiiiiiiiiiieneeineneeeenenaaeaas 117
3. The Capital Account and the External Debt ....................... 127
Chapter 7  Money and Capital Markets
1. Main Developments ..........coivieviiiiiiiiiiieeiiieeiiiiiaenes 138
2. Monetary Developments and Policy ............cooooiiiniinn, 147
CONTENTS v



Chapter 1
1.1
1.2
1.3
1.4
1.5
1.6
1.7
1.8
1.9

Chapter 2
2.1
2.2
2.3
2.4
2.5
2.6
2.7
2.8

29
2.10

2.11
2.12

2.13

2.14

R O} T || SN 154

4, The Public’s Portfolio .......ccovviviiiiiiiiiiiiiiiiiiie e cieenenn 158

S Wealth Lo e 161

6. The Capital Market .........ccoiviiiiiiiiiiiii 161
TABLES

The Economy: Developments and Policies

Main Economic Indicators, 1986-92 .........ovvvieeiiiiiiiiiiiiiinens 1
Business-Sector Growth Rate, 1986-92 ..........ooiiiiiiiiiiiiiinnns 2
GDP and Aggregate Domestic Demand, 1986-92 ...................... 4
The Labor Market, 1986-92 ......oviiiriiiiiiiiiiiiii i e 5
Prices, 1987—02 L. . i e 6
Balance of Payments, 1986-92 ...........cocoovivviiiiiiiiinnn, 8
Monetary Indicators, 1987-92 ........ociiiiiiiiiiiii 10
General Government Deficit, 1986-92 ... ......coiiviiiiiiiiiiiiinen. 11
The Rate of Saving, Investment, and Current Account Balance

of Payments, 1981-92 ... . ...t 12
Output and Demand in the Principal Industries
Resources and Use of Resources, 1981-92 ... ....c.oooiiiiiiinininn 15
Product and Productivity of the Business Sector,

by Industry, 1981-92 ... ... it 20
Business-Sector Product, Factors of Production,

and Productivity, 1961-92 ....ccoiviiiniiiiiiiiiiiiniiiee 21
Tradables and Nontradables: Demand for Business-Sector

Product, 1981-92 ... i e 22
Tradables and Nontradables: Use of Resources, 1981-92 ............ 23
Gross Domestic Investment, by Type of Asset, 1981-92, ........... 24
Capital Stock, by Industry, 1981-93 ... .. i 25
Tradables and Nontradables, Final Business-Sector Product,

108102 e e e 26
Demand for Business-Sector Product, 1991-92 ....................... 27
Indicators of Business-Sector Profitability and

Investment, 1982-92 ... ..o 28
Nondwelling Investment by Sector, 1981-92 .................ill 30
Disposable Private Income, Private Consumption,

and Private Saving, 1988-92 ...........coiiiiiiiiii 34
National Saving, Investment, and the Current Account,

108092 .o e e et e e eas 35
Indicators of Agricultural Production, 1987-92 . .......cccccccevnn. 38

BANK OF ISRAEL: ANNUAL REPORT 1992



2.15
2.16
2.17
2.18
2.19
2.20

221
222
2.23

Chapter 3
3.1
32
3.3
34
35

Chapter 4
4.1
4.2
4.3
4.4
4.5
4.6

4.7
4.8
4.9

4.10
4.11

4.12

4.13
4.14

Chapter 5
5.1

5.2

TABLES

Industrial Indices, 1980-92 .......cooiiiiiiiiiiiiiiireeneenen, 44

Industrial Production, Exports, and Investment, 1986-92 ........... 45
Indicators of Construction Activity, 1972-92 .............ooiiiins 47
Housing Construction by Initiating Sector, 1970-92 ................. 49
Output of Transport and Communications, 1986-92 ................... 53
Private Services: Share of Product and Factor Input in

Business Sector, 1960-92 ..ot 56
Human Capital in the Private Services, 1980-90 ...................... 57
Principal Trade and Services Indicators, 1988-92 ..................... 58
Private Services Product, 1988-92 ... 59
Prices
Selected Price Indexes, 1970-93:1 ....cocvvvevviiniieennnns.. e 62
Main Components of the Consumer Price Index, 1987-92 ........... 63
Prices of Tradables and Nontradables, 1986-92 ....................... 65
Selected Price Indexes and Exchange Rates, 1990-93:1 .............. 66
Price Developments: Related Indicators, 1989-92 ..................... 74
Employment and Wages -
Principal Labor Market Indicators, 1981-92 ................cooeneeee. 77
Principal Labor Market Indicators, 1989-92 ................coccieill 78
Sources of Growth of Population, 1986-92 ...........ccceecieniinne 79
Israeli Labor Force, Selected Data, 1980-92 ..............c.coeeeeie. 80
Employment and Labor Input, by Sector, 1988-92 ................... 81
Business-Sector Employment and Labor Input,

by Industry, 1988-92 ...t e 83
Business-Sector Employment, 1990-92 ............c.cooiiiiiiiiin, 84
Indicators of the Depth of Unemployment, 1988-92 .................. 86
Wages per Employee Post and Hours Worked

per Employee, 1992 ..o eeeeeeeenas 88
Real Wages per Employee Post, 1981-92 .............cciiiiiiiine 89
Gross Hourly Business-Sector Wage of Israeli

Residents, 1985-92 ... ..., 91
Real Wages per Employee Post, by Industry, 1985-92 ............... 92
Immigrants in the Labor Market, Principal Indicators, 1991-92 ..... 94
Occupational Distribution and Education Indicators

of Immigrants, 1990-92 ...... ..ot 95
The Public Sector
General Government: Receipts, Expenditure, and Deficit,

198092 ..ot 98

General Government Receipts and Expenditure, Current and

vii



5.3

5.4
5.5
5.6

Chapter 6
6.1
6.2
6.3
6.4
6.5
6.6
6.7
6.8
6.9

6.10
6.11
6.12
6.13

Chapter 7
7.1

7.2

7.3
7.4

7.5

1.6
7.7
7.8
7.9
7.10
7.11
7.12
7.13

viii

Capital Accounts, 1985-92 ... ..o i, 100
General Government Expenditure by Type of Intervention,

108002 i e 103
Taxes, Subsidies, and Transfers, 1980-92 ........cccovvivviiiiininnnn. 105
Domestic Deficit, 1987-95 ...coivriiiiiiiiriiiieierevereeeaeens 106
Indicators of Defense Expenditure, 1980-92 ....................o..oll 107
The Balance of Payments
Selected Balance-of-Payments Indicators, 1979-92 ................... 113
Goods and Services Account, 1989-92 .........coooiiiiiiiiiiiiiiiinns 114
Merchandise Exports (f.0.b.), 1989-92 ... ......cciiiiiiiiiiiininnnans 118
Changes in the Volume of Exports, 1981-92 ......................, 121
Merchandise Imports (c.i.f.} by Economic Destination, 1989-92 ... 123
Import Taxation, Selected Years, 1980-92 ..........ccoviiievninin.nn. 124
The Exchange Rate, 1985-92 .......ccoooviviiiiiiiiiiinn, 126
Balance of Payments, by Sector, 1988-92 .................ccoveenn. 128
Capital Imports and the Gap Between Domestic and

World Interest Rates, 1991-92 ... ....coiiiiiiiiiiiiinans 130
Assets and Liabilities in Foreign Currency, 1988-92 ................. 132
The External Debt Burden, 1987-92 ... ......c.cccoiiiiiiiiiiiiiinnnen. 133
Average Interest Rates on New Dollar Loans, 1987-92 .............. 136
The Banking System: Foreign Currency

Sources and Applications, 1991-92 .......ccoiiiiviiiiiiiiiiinnnnnnn. 137
Money and Capital Markets
The Principal Monetary Aggregates, and Changes in the CPI,

198002 e 139
Financial Assets of the Public in the Commercial Banks

and the Bank of Israel, 1988-92 ..........coccoiiiiiiiiiin, 140
Selected Interest Rates, 1989-92 .. ...ciiieiiniiinieinininnnn, 143
Sources of Change in Unindexed Local-Currency Assets,

19880 i e 145
Domestic Budget Deficit (Consolidated Balance Sheet of Central

Government and Central Bank), 1988-92 ... ......cvvviivininnn. 148
Commercial Bank Credit to the Public, 1990-92 ...................... 151
Mortgage Banks, Credit Flows and Balances, 1989-92 .............. 154
Financial Asset Holdings of the Public, 1990-92 ..................... 156
Real Change in Financial Asset Holdings of the Public, 1990-92 ... 157
Estimated Wealth of Nonfinancial Private Sector, 1987-92 .......... 160
Principal Stock Market Indicators, 1990-92 ... 162
Principal Bond Market Indicators, 1990-92 .............c...ooieits 164
Assets of Mutual Funds, 1990-92 ... 165

BANK OF ISRAEL: ANNUAL REPORT 1992



7.14

Ala
Alb
Alc
A2b
A3

A4

ASa
ASb
Aba
A6b

A7
A8

Chapter 2
2.1

2.2
2.3

2.4
2.5
2.6

2.7
2.8

29

TABLES

Assets of Provident Funds, 1988-92 ......cccccooivriiiiiiiiiniiinnnns 167
APPENDIX TABLES

Resources and Use of Resources, 1961-70 ..........cocevvninennnnn. 169
Resources and Use of Resources, 1971-80 ............c.cccoeiinenenent 170
Resources and Use of Resources, 1981-90 ............cccccevvenneene. 171
Gross National Product and Disposable Income, 1971-80 ........... 172
Gross National Product and Disposable Income, 1981-90 ........... 173
Selected Price Indexes, 1960-92 .........coovrvvviriiiiirrniiennnennens 174
Labor Market Indicators, 1960-92 ........ccccovvciviiiiiiniiiriiiinnnne 175
Principal Components of General Government Receipts

and Expenditure, 1970-79 ...t 176
Principal Components of General Government Receipts

and Expenditure, 1980-92 .........cooiiiiiiiiiiiiir e 178
Imports and Exports, 1975-83 ........coiiiiiiiiiii 180
Imports and Exports, 1984-92 ...........cociiiiiiiiiiiiiiiiiiniennn, 181
Balance of Payments Account, 1975-92 ........c.ccooiiiiiiiiiniiininn 182
Assets, Credit, and Interest Rates, Selected Data, 1973-92............ 183

FIGURES

Output and Demand in the Principal Industries
Business-Sector Product, the Civilian Import Surplus,

and Relative Prices, 1988-92 .....cccoiiiiiiiiiniiiiiiiiiiinininne 17
Capital/Output Ratio in the Business Sector, 1960-92 ................ 29
The Private Consumption Rate and Disposable Wage

Income, 1980-92 ... i e 32
Private Saving and Labor Costs as Proportion of

Disposable Income, 1964-92 ................... e 33
Rate of Saving, Investment and the Current Account,

LOT0-02 o et eae 36
Gross National Saving Rate as Percentage of Total

Income, by Sector, 1960-92 ........c.ccvviniiiiiiiiiiiia 37
Contribution to Growth, 1990-92 ..., 42
Government-Initiated Residential Construction as

Proportion of Total Residential Construction, 1980-92 ............ 46
Proportion of Resources Invested in Infrastructure, 1965-92 ........ 54

ix



Chapter 3
3.1
3.2
33
34

Chapter 4
4.1

Chapter 5
5.1

5.2
53

Chapter 6
6.1

6.2
6.3
6.4

Chapter 7
7.1
7.2
7.3
7.4

7.5

Prices

Rates of Change of Selected Price Indexes, 1987-93:1 ............... 64
Relative Price Indexes, 1986-93 ... .cccciiiiiiiiinmeniiineiaieniienens 68
Expected Annual Inflation, 1991-92 ............cociciiiiiiiiinii, 70
The CPI and the Adjusted CPI, 1988-93 .........ccccceivivnnriinnnnen, 72
Employment and Wages

The Labor Force, Employment, and Unemployment, 1985-92 ...... 85
The Public Sector

Average Direct Tax Rates on Wages and

Nonwage Income, 1980-92 .......ccovririiiiiiiiiiiciiieene, 108
The Composition of Taxes, by Type of Tax, 1980-92 ................ 109
Taxes, Excluding Subsidies, Capital Transfers, and Credit

Benefits, as a Propertion of GNP, 1980-92 ..........cccvineneee. 110
The Balance of Payments
Domestic Use of Resources and the Adjusted Current Account,

198092 ..ot e 117
Industrial Exports, Prices and World Trade Index, 1978-92 ......... 120
Ratio of External Debt to Exports and GNP, 1965-92 ................. 134
The Sheqel Exchange Rate Against the Currency Basket

and the Dollar, 1989-92 ..o e eeeccraaiaaes 135
Money and Capital Markets
Nominal Interest Rate and Inflation, 1988-92 ..........cccveciunnns 142
Short-Term Monetary Aggregates, 1987-92 .............cocvevvninan. 146
Index of Total Real Return on Financial Assets, 1988-92 ............ 159
Shares Index (Excl. Commercial Banks) Divided by Business '

Sector Gross Product, 1976-92 ........cccoocirmrierieiinnriieienne 163
Real Average Net Yields to Maturity of CPI Indexed Bonds

in the Secondary Market, 1988-92 .................coiiiinl 166

BANK OF ISRAEL: ANNUAL REPORT 1992



