CHAPTER XIV

INDUSTRY"

1. MAIN DEVELOPMENTS

Neal growth of industrial production during 1975 (see Table XIV-i) was very slight - 2.0
percent1 - while zero growth was recorded in industrial employment.2 The develorment
during 1975 was marked out Ly opposite trends in the two halves of the year: a steep
downward trend in the first helf, and a reccvery in the second half. The drop during the
first six months of the year, beth in industrial production as well as in the number of
man-days worked and of persons employved (if at a more moderate rate),3 followed a period
which began with a fast growth in £he first half of 1974 when industry was emerging from
the slump brought on by the war, and a subsequent deceleration towards the end of that
year (see Table XIV-6 and T'igure XIV-i).

The drop in industrial production in the first half of 1975 is the outcome of a turn in
the development trend of final demands for industrial output. Signs of this change were

already apparent in the first nalf of 1974, mainly in private consumption and 1in the

* The discussion in this chapter is based on data received from the Industrial Section
of the Central Bureau of Statistics on industrial production, labor input (number of
employees, persons employed and man~days worked) and wages. In this chapter +the data on
employment are not based on manpower surveys of the Central Bureau of Statistics.

1. In itself, this growth rate is not significant (in comparison to growth rates
before the Yom Kippur War). Moreover, if we deduct the first quarter of 1974 (which was
still influenced by the results of the war and the extensive mobilization thereafter), the
average production 1level 1in 1975 was similar to that in the last three quarters of 1974
(seasonally adjusted).

2. There was no growth in 1975 in the number of employees in industry in comparison to
1974, after deducting the influence of the war and the increased mobilization. Even
omitting this influence there was only a minute rise-0.7 percent.

3. It seems that the more moderate drop in the number of wage earners at the heginning
of 1975, as compared to the drop in industrial production and man-day input, explains the
difficulties involved in dismissing workers in the Israeli economy and the uncertainty
concerning the continued level of economic activity.
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Table XIV-1

INDICATORS OF INDUSTRIAL DEVELOPMENT
A. ANNUAL CHANGES, 1961-75

Percent annual increase or decrease (-)

Annual average

Annual change

1961~ 1966— 1969- 1973-

1965 1968 1972 1975 1969+ 1970 1971 1972 1973 1974 1975®
Industrial production 134 115 119 4.0 15.9 94 105 110 5.5 4.4 22
Revenue at current prices 20.5 146 213 416 183 161 229 280 274 517 457
Number of workers® 33 4.3 0.3 1.3 9.7 517 4.8 4.8 0.9 2.8 0.2
Man-days worked — — 69 -09 11.6 4.6 5.1 6.2 -3.1 06 -03
Real investment 60 105 174 24 351 135 103 109 -36 09 187
Real gross capital stockd 11.0 110 103 9.0 81 112 106 110 105 84 8.1
Qutput per employeds 9.8 6.9 53 27 5.7 35 54 6.8 4.6 1.6 1.9
Output per man-day workeds — — 47 4.9 3.8 4.6 5.1 54 8.9 38 24
Output per unit of capitals 22 0.5 15 -46 72 -l6 -01 08 46 -37 -56
Changc in factor productivity Ae 7.0 4.5 38 08 6.9 1.2 3.0 42 03 -09 -17
Change in factor productivity Bf —_ — 35 0.5 59 1.8 29 3.5 25 03 -14
Domestic wholesale prices 5.0 1.8 74 37.1 1.9 6.8 92 110 191 515 408

Revenue per unit of output, at current
prices 6.3 2.8 84 362 2.1 6.1 112 144 208 453 427
Industrial export prices (f.o.b.) —_ — 37 157 48 -07 26 79 248 197 2.6
Daily nominal wages per worker 16.2 35 102 338 38 123 112 135 235 369 411
Total payroll outlay — 80 181 35.2 157 176 102 210 233 417 407

B. QUARTERLY CHANGES," 1974 AND 1975
1974 1975

I II 111 v I I I Ivp
Real industrial production 19.2 2.7 1.2 1.2 -3.0 -0.9 5.7 52
Number of employees 39 1.9 0.8 -0.3 ~1.1 0.0 13 1.3
Man-days worked 12.5 42 3.8 1.3 =29 ~-2.5 22 5.1
Output per man-day worked 5.9 -1.3 -3.0 3.0 0.1 1.5 2.9 03
Output per employee 15.2 0.2 04 1.5 -14 ~1.5 43 36
Work-days per employee 8.1 2.3 3.1 ~-1.1 -1.9 -2.4 08 39

Real industrial export, excl. diamonds
and quarries 277 -1.8 6.1 -8.6 04 ~-3.1 39 172
Real industrial export. excl. diamonds 272 -0.7 9.8 -95 -0.6 -4.0 32 15.5
Total real industrial export 316 -7 4.0 -0.9 -5.0 ~0.6 29 9.3

Wholesale prices of industrial output
for domestic destination 17.0 11.8° 80 15.6 13.2 2.9 1.5 8.2
Wages per cmployee 1.7 6.7 12.6 89 . 154 2.9 6.3 5.7

» As of 1969 the indices of output, wages, revenue, prices, and exports were based on a new branch classification of
industrial establishments and calculated on the base: 1968=100.

k

Temporary data.

{

At the beginning of the year.

© Until 1969 calculated according to the index of employees and from 1969 to 1975 according to the index of employed.

¢ With the change in the labor input measured in terms of the number of employed; such a measurement has no signifi-
cance in 1973 and -1974 because of the large-scale mobilization of reserves.

-

cance in 1973 and 1974 than the first variant.
& QOutput here refers to industrial. production.

and wholesale prices.

SOURCE: Central Bureau of Statistics and Bank of Israel computations.

With the change ih the labor input measured in terms of man-days worked; such a measurement has more signifi-

b Data are seasonally adjusted, including wages per employee
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exports of consumer products. With the implementation of the ecconomic policy measures of
November 1974: the new trend of demands was strengthened. In addition, at tlhe beginning of
1975 the recession in foreign markets had an impact also on industrial branckes that do
not produce for consumption.4

There was a marked recovery in the second half of 1975: rapid in production and more
mcderate - though, in itself significant - in employment (see Tables {IV-2 to XIV-4 and
Figure XIV-1). This developmert was the outcome of a simultaneous recovery both in the
domestic market, mainly in private consumption, as well as in export, mostly in exports of
censumer goods (the export of these products was the first to be adversely affected when'
the recession in foreign markets Dbegan and also the first to recover when these markets

picked up again). As a result of this recovery, the level of industrial production and the

number of employees in industry were higher at the end of 1975 than the average level

recorded in the third quarter of 1973 (on the eve
of the Yom Kippur War); the actual labor input Figure XIV-1

(man-days worked) reached a level similar to that SELECTED INDICATORS OF
INDUSTRIAL DEVELOPMENT,
QUARTERLY, 1973-75
(index: average 1968=100;
seasonally adjusted data)

just before the war (see Table XIV-6). It should
be noted, however, that industrial production at
the end of 1975 was below the potential 1level it

could have reached if the productivity rates in

———— Real industrial production

industry during the years 1969-72 had ‘prevailed w0l T Number of workers.

(see a detailed discussion in Section 2 - - ——=— Man-days worked
............. Output per man_day /

Industrial Production), On the other hand, it 180 A ¢
L1 T /

would be sufficient for industrial production in )

160

1976 to plateau on the level of the last quarter

of 1975, in order to achieve a 6 percent growth WO T T T 1.

L. s
rate in 1976. gt I ¢
120
The developments in production and employment
during the course of the year were also re- 100 1973 1974 1975

flected 1in changes in the different indus-
Source: Central Bureau of Statistics
trial main branches. When industrial branches and Bank of Israel calculations.

.4. Nevertheless, even in 1975 there were a number of products whose exports rose
rapidly. Outstanding among them were those whose main destination is defense.
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are grouped according to the main final use of their output, one can see that in the
rajority of these groups the development in productior during the year corresponded with
the development of final demands (see Tables XIV-2, XIV-3, and XIV-4, and detailed
discussion in Section 2 - Industrial Production).

Real industrial export dropped somewhat in 1975, in comparison to its level in 1974
(see Table XIV-10). The two principal factors responsible for this decline were: (a) the
economic recession in the destination countries of Israel's export which had begun in
1974, and deepened in the first half of 1975, (b) the inadequate profitability of
industrial exports. Consequently, some .groups of industrial exports - mainly consumer
goods - had already begun to fall in 1074. This decline spread in the first half of 1975
to additional groups and worsened in consumer products,

In spite of government measures, relative profitability
of industrial exports did not rise significantly in 1975,

and even dropped during the second half of the year (see

Figure XIV-2
also the chapter on export) thus failing to contrlbute to REAL INDUSTRIAL EXPORTS,
a rise in exports in the second half of 1975.° . QUARTERLY, 1973-75
' . (index: 1973 IV=100; seasonally
Development of industrial exports during 1975 shows a adjusted data)

sharp descent during the first half of the year and a

. Total industrial exports
rapid recovery in the second half (see Figure XIV-2). R
Industrial exports excl.

This recovery stems principally from the creation.of more 5o} ——————- diamonds, mining and
e . quarrying
favorable export conditiors in the world markets as they
/
began to emerge in the middle of 1975 from the recession. 140 j 1
i
The recovery of exports was made possible, without doubt,
: 130 AN I_]
by the availability of idle factors of production as 7 \ f
/ \\ / A \/l
N \ 1]
other final demands were at a low ebb. \
120 /b h_-\\ //
At least according to declared policy, 1975 was / \‘ v
A
supposed to become a turning point which, had it Dbeen \\l
no 1
achieved, would have produced a rise in the share of ‘\
export among final uses. An examination of the desired
100
1973 1974 1975

structural changes in the industrial sector shows that

] ) . SOURCE: Central Bureau orf Statistics
the expected change in 1975 in the product derived and Bank of Israel calculations.

from final uses did not occur (see also Tables

5. One has to remember that a small increase in export profitability in a period of
rapid price rises -is insignificant from the exporter's point of view bhecause of
uncertainty concerning the maintenance of the profitability level.
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XIV-7 and XIV-8). In part this stems from the fact that the policy measures were
taken by the government in a period of econcmic recession in the destination countries of
the industrial export, and this contributed, without doubt, to the difficulties
confronting the industrial sector in Israel in increasing its exports. The contraction of
local demand in the first half of the year produced part of the required preliminary
conditions in the domestic market for the desired structural changes.6 In the second half
of the year, however, just as the world market began to emerge from the recession, and
industrial export - which had decreased - began to pick up, the stringent policy oi income
restraint was not continued, for had this policy continued, private consumption would not
have grown as it actually did. Simultaneously, the relative profitability of industrial
export began to drop in this half of the year, thus alsc affecting the chances of a
continued expansion of exports. Even if the growth in private consumption during the
second half of 1975 was temporary, its influence on supply should be viewed in a wider
perspective: time is required in order to enable those industrial segments nainly
producing for the domestic market to re-orient their production to export (a matter which
requires the reorganization of production lines, the crestion of marketing channels, and
the setting up of the required administrative systems for active export). It can bLe
assumed that if domestic consumption had not picked up as it did in the second half of
1975, the time required to adapt their production to export could have been shortened in
those segments of industry who produce mainly for the domestic market. Industry would have
estimated more clearly the requirements of a gshrinking domestic market and this, in
addition to a favorable relative profitability in export, would have shortened the
required period of adjustment. In fact, the expected structural changes of industrial
production did not occur in 1975,7 and yet against the hackdrcp of a worsening balance of
payments the time element in such a change is exceedingly important.

In 1975, there was a marked slowdown in the rise of wholesale prices of industrial

production for domestic end uses (see Table XIV-2). Nevertheless, considering the

6. Additional preliminary conditions to induce desirable changes in the production
structure are a transfer of workers from plants where demand for output declines to plants
which can raise their output for export. These conditions were almost not existent in
1975, in any case not to any significant extent.

7. It is quite possible that in the second half of 1975, following the rapid increase
in industrial exports, there was also a rise in the share of export in the industrial
product derived from the final demands and that the fact that this did not show up in the
annual average stems from the fall in the share of export during the first half. However,
without semi-annual data on final demands on an adequately detailed level, it is not
possible to carry out this kind of analysis. Moreover, the fact that in the second half of
the year private consumption also increased would make it risky to make such an assumption
with any degree of certainty. '
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stagnation in industrial production, the rate at which these prices rose was quite fast.
This implies that the increase in the price level was principally a result of cost
inflatiorn. Price developments 6n the domestic market indicate this as well: prices were
still rising rapidly in the first quarter of the year - even though industrial production
was beginning to fgll - and this because in some industrial Dbranches, the inflationary
process caused by the measures taken in November 1974 had not yet run its course. A slight
rise in prices was recorded in the second and third quarters of the year (1-2 percent per
quarter) and only in the fourth quarter, after payment of the cost-of-living allowance in
July, the devaluation and the increase in purchase taxes in September, was there a renewed
rise in prices of industrial production for domestic end uses. In this quarter, in
contrast to the first quarter of the year, prices rose while production and demand wee
picking up and it can be assumed that without this reéovery it would have been difficult
for producers to bring about such a rapid price rise.

Real gross investment in industry grew in 1975 at an exceptional rate (see Table IIIV-1
and Table XIV-11); the entire growth was concentrated on investments in equipment and
machinery. At this stage there is no convincing explanation for the cause of this upsurge
which followed a stalemate in the last two years: uncertainty as to continued econonic
activity, in the face of a declared government policy of restraint, coculd not have served
as a suitable background for accelerating investmentsi. Morecver, capital utilization in
industry, low in any case, has dropped during the last few yea_rs.8 It 1is therefore even
more surprising that suchk rapid expansion should have taken place in 1975, and that this
expansion was not solely confined tc the public sector, but included alsc investments of
the private sector. It seems then that convenient terms of financing, especially in view
of inflation prevailing during recent years in the Israeli econcmy, encouraged investment
initiatives, even in a situation which norﬁally would have 1induced a contractior of
capital formation. (Other possible explarations are only hypothetical.g)

Gross capital stock in incustry continued to grow in 1975 at a rate of over 8 percent;
this cortinued growth, at a rate surpassing that of production, had begun in 1672. The
accumulating gap between the growth in capital stock and production implies a continuing
fall of capital utilizatior in industry, and production per work day in 1975 rose slightly

(see Tables XIV-1 and XIV-8). As a result the mezsuvred productivitylo of production

8. See Chapter VIII - Investment and Construction and «specially Table VIII-4,

9. These hypotheses are discussed in Chapter VIII - Investment and Construction.

10. The accepted concept of the productivity of production factors applies to a state
of full employ ent of the production factors. However, measured productivity also reflects
changes in the utilization of production factors. For labor input it is possible to
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factors in industry did not grow at all in 1974 and even dropped in 1975 (see Table

XIv-1).

2. INDUSTRIAL PRODUCTION AND LABCR INDPUT
(a) General

Average industrial productién in 1975 was up 2 percent on the 1974 average (Table
va-l). However, when the influence of the war is eliminated, the average level of annual
industrial production in 1975 was less than one percent above the leQel of the last nine
menths of 1974 (seasonally adjusted). It can be stated therefore that in 1975 there was in
fact a total stagration of industrial production. The comparison between annual averages
does not portray the picture during the iear; for the development in 1975 was not uniform
anG the changes that occurred in the course of the year were certainly significant.
Tuarterly data, seascnally adjusted, show (Table XIV-2) that the first half of the year
saw a drop in industrial production and that there was a marked and rapid recovery in the
secord half, bringing producticn to a level 6 percent (Takle XIV-7) above the level in the
third quarter of 1973 (eve of the war). On the face of it, there is erough in the data to
suggest that the last quarter of 1975 shows a relative higher level of industrial
prcducticor. However, had the same rate of change in industrial prcductivity that existed
in 1969-72 continued during the last two years (see Tahle XIV-1), with the input of
production factors which was in effect recorded, industrial production during these twc
years could have grown by an annual average of 7.5 percent (as compared with 4.4 percent
and 2.1 percent as actually occurred in the years 1974 and 1975) reaching, in the Tast
quarter of 1975, a level 15 percent higher than that in the third guarter of 1973 (as
against the 6 percent actually registered). It becomes evidert then that during the last
two years the accumulated potential loss® in industrial production (on the assumption
mentioned above, and eliminating the production loss resulting from the war) amourted to 9

percent .12

overcome in part the problem of establishing a utilization rate by measuring productivity
by using an index of the change in man-days worked instead of an index of the change in
the number of persons employed. As for capital, there are no data for measuring the rate
of utilization.

11. Alternative calculation, comparing the average level of industrial production 1in
1975 to that of 1972, shows that against a possihle potential annual average growth of 8
percent in real industrial production (with the same assumption as to production inputs
and productivity), industrial production grew actually by only 4 percent. Thus, during the
last three years the actual growth of industrial production was half its potential growth.
0f course, potential growth in production was likely to be realized only if the ievel of
demand for industrial output was high enough to enable the existence of productivity as
assumed, which means the fuller exploitation of production factors. The productivity of
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Table XIV-2
REAL QUARTERLY AND ANNUAL CHANGES IN INDUSTRIAL PRODUCTION ACCORDING TO
THE CLASSIFICATION OF INDUSTRIAL BRANCHES BY MAIN DESTINATION, 1974-75

Percent increase or decrease (-)

. 1974 1975
Weight
Group or branch of group 1 11 I v I 11 111 Ive 1974 1975
seasonally adjusted datac original data
Total industry 1000 19.2 2.7 1.2 1.2 -3.0 -09 5.7 5.2 44 22
Total of all branches producing mainty
consumer goods 463 159 -16 02 -26 -16 -1.5 6.4 6.2 1.6 -05
thereof: Food 11.8 0 41 43 -12 -16 1.3 4.0 3.7 1.6 24
Textiles and clothing 160 272 -78 -28 -66 08 -03 9.5 67 -1.7 -17
Durable consumer goods 25 406 190 5.7 14 3.3 -15.1 06 322 259 6.7
Other 16.0 13.1 40 -16 -02 -54 -09 6.0 34 14 =25
Branches producing mainly for public ‘
consumption 68 305 48 4.7 7.1 0.6 38 115 27 166 199
Branches producing mainly for invest-
ment including construction inputs 220 262 53 3.9 47 25 -l16 35 5.1 6.0 6.0
thereof: branches producing primarily
construction inputs 127 309 44 2.5 49 =23 -1 6.3 66 ~09 7.6
branches producing primarily
investment products, (excl.
construction inputs) 9.3 209 6.9 5.8 39 27 -17 0 28 16.0 4.0
Branches not producing for any particular
main destination 123 184 53 -08 -23 -41 43 4.6 4.7 37 48
Branches whose output is mainly export
oriented 126 190 59 0.5 66 -83 -1.9 2.1 24 21 -1.2

a Classified according to the final demands for industrial output. For classification and distribution of branches into groups,
see appendix for this chapter.

b Temporary data for December.

¢ Seasonal adjustment was done according to the original series of average quarterly data, and not based on monthly seasonal-
ly adjusted data. For the difference between the two methods — see appendix for this chapter.

SOURCE: Central Bureau of Statistics and Bank of Israel computations.

Comparing annual averages, the number of employees in industry hardly grew over the
previous year (Table XIV-~1). The development in the number of eﬁployees during the year
was similar to the development of industrial production, i.e., a drop in the first half of
the year and a rise in the second half (see Table XIV-3). It should be noted, however,
that the changes were much smaller than those required by changes in the production level,
as a result both of institutional labor agreements in the Israeli economy preventing quick
adjustments of the number of wage earners to the level of prcduction and of uncertainties
in the short run regarding the level of economic activities, preventing immediate

dismissals in the labor force. The main adaptation in labor inputs to the 1level required

by changes in industrial production were actually made through daily labor inputs (see

production factors, which reflects the measured productivity, actually dropped in 1975 and
did not rise in 1974 (see Table XIV-1); the principal explanation for this drop in
productivity lies in the decline in capital utilization. For a detailedé calculation--see
the appendix to this chapter.
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Table XIV-3
QUARTERLY AND ANNUAL CHANGES IN NUMBER OF EMPLOYEES IN INDUSTRY, ACCORDING
TO THE CLASSIFICATION OF INDUSTRIAL BRANCHES BY MAIN DESTINATION,* 1974-75

Percent increase or decrease (-)

. 1974 1975
Weight
Group or branch of group 1T 1I 1T v 1 I L Ive 1974 1975
seasonally adjusted datac original data
Total industry 100.0 3.9 1.9 08 -03 -1.1 0.0 1.3 13 2.8 0.7
Total of all branches producing mainly
consumer goods 51.2 29 0.5 01 -12 -17 0.1 1.1 29 -07 ~15
thereof: Food 12.1 26 3.1 22 -02 35 5.5 32 44 1.2 34
Textiles and clothing 20.1 1.9 04 -32 -32 -12 -12 1.5 22 -54 -47
Durable consumer goods 2.7 6.8 7.1 46 3.7 22 -64 43 5.8 94 68
Other 16.3 36 2.1 19 03 -19 -04 02 3.0 24 02
Branches producing mainly for public
consumption 8.1 3.2 2.9 2.5 4.7 4.0 36 3.1 03 117 145
Branches producing mainly for invest-
ment including construction inputs 20.2 5.0 34 2.0 25 24 =20 0.7 0.8 4.4 0.1
thereof: branches producing primarily
construction inputs 11.4 7.3 3.7 2.9 07 -12 -28 1.1 1.1 1.9 0.3
branches producing primarily
investment products, (excl.
construction inputs) 8.8 1.9 34 0.1 63 -44 -10 -08 0.6 1.3 -02
Branches not producing for any particular
main destination 8.6 8.6 1.1 09 =05 1.5 -08 -04 21 6.5 1.5
Branches whose output is mainly export
oriented 11.9 4.5 36 -11 -45 -41 -1.5 19 -19 16 -78

@ See note ® in Table XIV-2.
b See note ® in Table XIV-2.
¢ See note ¢ in Table XIV-2.
Source: Central Bureau of Statistics and Bank of Israel computations.

Table XIV-4). This is reflected in the changes that occurred in output per man-day worked
during the year (Table XIV-5 and Figure XIV-1). The annual average input of man-days
worked did not change in 1975 (see Table XIV-1), and excluding the influence of the war,
it even decreased by 2 percent in comparison with the last nine months of 1974 (seasonally
ad justed).

The drop in production in the first half of 1975 stemmed primarily from the decrease in
final demand. The recession on world markets, which had already begun in 1974, continued
and worsened, causing a further reduction in exports. This reduction spread to additional
groups of products, principally of nonconsumer products, whose export had grown in the
previous year. The price rise, and in consequence, the drop in real income in the first
half of the year caused a fall in local demand. To this was added a decline in the demand
for investment in building and possibly also in equipment.

At the end of the second quarter and in the third quarter signs of recovery in

industrial production were beginning to aprear. The downward trend that characterized the
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Table XIV-4

QUARTERLY CHANGE IN NUMBER OF WORK-DAYS, AND ANNUAL CHANGES, ACCORDING TO
THE CLASSIFICATION OF INDUSTRIAL BRANCHES BY MAIN DESTINATION,» 1974-75

Percent increase or decrease (-)

. 1974 1975
Weight
Group or branch of group I II 111 v I 11 111 v 1974 1975
* seasonally adjusted datac original data
Total industry 100.0 125 4.2 38 -13 -29 -25 22 5.1 0.6 03
Total of all branches producing mainly
consimer goods 526 114 2.6 24 22 47 -21 33 51 -08 -34
thereof: Food 12.1 86 -22 4.0 09 -40 1.2 39 75 12 0.7
Textiles and clothing 2.1 111 25 07 -16 -54 25 4.7 33 59 48
Durable consumer goods 26 186 10.1 84 -57 -32 -102 -60 114 9.3 -88
Other 168 129 4.5 37 25 42 -26 1.8 5.5 33 35
Branches producing mainly for public
consumption 68 76 8.4 5.6 5.4 2.6 1.2 5.4 52 61 172
Branches producing mainly for invest- *
ment including construction inputs 20,1 157 6.0 64 -05 -03 -42 -19 8.3 2.1 0.9
thereof: branches producing primarily '
construction inputs 11.6 249 5.2 62 -07 -20 -52 -03 6.9 0.1 -1.7
branches producing primarily
investment products, (excl. .
construction inputs) 84 6.5 7.1 69 -07 18 -31 35 9.5 45 40
Branches not producing for any particular
main destination 85 128 3.0 38 -23 -12 -25 -04 43 25 ~-12
Branches whose output is mainly export
oriented - 121 172 4.8 24 43 -83 -53 2.5 03 -08 -12.8

» See note & in Tabie XIV-2.
b See note b in Table XIV-2.
¢ See note ¢ in Table XIV-2.
Sourcie: Central Bureau of Statistics and Bank of Israel computations.

first quarter became an upward trend that continued through the fourth quarter of 1975
(see Table XIV-2). The rapid rise in production during the second half of the year is
explained by the recovery in final demands principally in private consumption and in
exports: the improved conditions in foreign markets produced a growth in industrial export
(3 percent in the third as compared to the second quarter, 9 percent in the last as
corpared to the third quarter), mainly of consumer goods (food, drink, clothing, textiles,
etc.). There was also a considerable increase in defense exports. On the other hand, local
demands were revived following payment o©of the cost-of-living allowance in July,
implementation of the tax reform, and because of considerable 1liquidity creation. Since
many production factors were not utilized, in most industrial branches the rise in demand
did not induce a rise in prices in the third quarter of 1975: in spite of the rise in
production costs (wages and raw material), producers were able to increase production

without rapid price rises.
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Table XIV-5

ANNUAL. AND QUARTERLY CHANGES IN OUTPUT PER WORKING-DAY, ACCORDING TO
THE CLASSIFICATION OF INDUSTRIAL BRANCHES BY MAIN DESTINATION,: 1974-75

Percent increase or decrease (-)

1974 1975
Group or branch I I I v I 11 111 Ive 1974 1975
seasonally adjusted datac original data
Total industry 59 -13 -30 3.0 0.1 1.5 29 0.3 38 24
Total of all branches producing mainly
consumer goods 35 36 27 0.0 24 12 2.6 1.8 23 2.8
thereof: Food -78 26 08 1.0 28 -02 -1.1 =21 0.3 12
Textiles and clothing 144 -95 -25 48 6.3 2.6 4.0 3.8 4.4 3.5
Durable consumer goods 18.4 8.0 0.0 6.5 53 -54 102 169 160 184
Other 0.7 -05 -62 3.5 ~-14 19 26 05 -17 04
Branches producing mainly for public
consumption 20.9 36 -14 2.3 -1.6 1.9 53 -1.5 105 22
Branches producing mainly for invest-
ment including construction inputs 84 04 -35 7.6 -3.2 2.8 39 04 44 4.3
thereof: branches’ producing primarily
construction inputs 43 05 49 83 ~-1.2 4.2 49 -23 -03 8.6
branches producing primarily
investment products, (excl.
construction inputs) 121 01 -15 6.9 -5.9 14 2.7 36 112 04
Branches not producing for any particular
main destination -5.0 23 =50 0.9 -3.0 -1.9 43 1.2 1.5 =34
Branches whose output is mainly export
oriented ~-0.7 1.0 -36 146. -0.8 30 -20 5.5 35 108

& See note & in Table XIV-2.
b See note ® in Table XIV-2.
¢ See note ¢ in Table XIV-2.
SOURCE: Central Bureau of Statistics and Bank of Israel computations.

Apparently, there were also no limitations on production factors in the last quarter of
1975. In spite of a steep rise in the input of man-days worked compared to the previous
quarter (5.1 percent), its actual level was not above the 1level recorded in the third
quarter of 1973 (eve of the war). Therefore, it can be assumed that there were still
unemployed production factors in the fourth quarter, in spite of the rapid recovery in
production. However, it should be borne in mind that this portrays only the average in
industry; in different branches there were plants which suffered from labor shortage and
which would have increased their manpower had the suitable workers been available. This
phenomenon of shortage was scattered over a large number of industrial branches and was
characterized by a shortage of skilled workers in specific areas of production and a lack
of coordination arising from the different geographic locations of supply and demand for
workers, and the absence of large-scale dismissals in plants with concealed unemployment,
so that no workers were available to plants in need of them. Moreover, it is quite

possible that in a period of uncertainty and fears of recession, workers themselves are
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less inclined to change jobs, even under better wage conditions, because of dismissal
procedures in the Israeli economy in a period of cut-backs ('last hired - first fired").
It is difficult to determine whether the recovery in industrial production in the
second half of the year actually reflects a significant turning point in the level of
economic activity of industry, and whether it will continue. The fact that this recovery
comprised not only a growth in the number of man-days worked, but also a significant
increase in the number of employees (at a rate of 1.3 percent per quarter) shows that
producers had expected a significant recovery. Temporary data for the first months of 1976

show that these expectations were not completely realized.12

(b) Development of Industrial Branches by Market Grouping13

When industrial branches are classified by the main destinsztion of their output, it is
found that in all groups of branches there was a similar development with the exceptiorn of
the group of branches which produce mainly for public consumption (see Table XIV-2): in
the first half of the year there was a drop in production, while the >second half 1is
characterized by rapid recovery. The group of branches whose production 1is principally
oriented to defense continued to rise during the entire year and a marked portion of this
growth stemmed from expanded defense exports (see the secticn on industrial export). This
upward trend started at the beginning of 1974 and, apart from a slowdown in the first
quarter of 1975, the production increase 1in this group was extremely rapid and was
accompanied by an impressive growth in the number of employees during the two years (see
Tables XIV-2, XIV-3). This trend was reflected in the yearly average in growth rates ana
the increase in the number of employees that are typical of industries undergoing rapid
expansion. It should be noted that the level of production, the number of employees, and
the number of man-days worked in these branches were far higher +than the overall level
which prevailed in the third quarter of 1973, and in contrast to the majority of other
industrial branches (Table XIV-€). One can conclude that this fact indicates a structural

change in branches of industry which produce, directly or indirectly, mainly for defense.

12. A preliminary and temporary survey ('accelerated survey'") of the Central Bureau of
Statistics shows that in the first quarter of 1976 the upward trend in the number of
employees in industry did not continue and that their number plateaued on the average
level of the last quarter of 1975. These data must be regarded with certain reservations,
since they are based on a sub-sample of industrial enterprises and have not been
seasonally adjusted. On the other hand, the temporary. data for January 1976 show a
continued upward trend in real industrial production (at a rate of 2.4 percent in
comparison to the last quarterly average of 1975).

13. For the method of classification and detailed 1listing of the branches in the
different groups, see the appendix to this chapter.
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Table XIV-6

THE CHANGE IN REAL INDUSTRIAL PRODUCTION LEVEL, BY NUMBER OF WORKERS, AND NUMBER OF WORKING-DAYS,
ACCORDING TO THE CLASSIFICATION OF INDUSTRIAL BRANCHES BY MAIN DESTINATION,» IN THE LAST QUARTER" OF
1975 COMPARED TO SELECTED QUARTERS )

(Percentages, seasonally adjusted data)e¢

Real industrial production No. of workers No. of working days
Comp. Comp. Comp. Comp. Comp. Comp. Comp. Comp. Comp.
to III to IV to base to III to IV to base to III to IV to base
quarter quarter quarter dquarter quarter quarter quarter quarter quarter
Group or sector 1973 1974 19754 1973 1974 1975 1973 1974 1975
Total industry 5.7 7.0 (2) 11.2 3.2 15 (2) 2.6 0.1 1.8 2) 74
Total of all branches producing mainly
consumer goods 22 9.6 (2) 131 -1.3 24 (1) 42 -2.8 1.3 (2) 87
thereof: Food 9.0 7.5 (1) 92 10.9 9.6 (1) 136 9.8 8.5 (1) 13.0
Textiles and clothing -39 17.4 (2) 16.8 -10.1 1.3 2y 37 -10.5 0.2 (2) 8.1
Durable consumer goods 49.6 16.5 (2) 329 0.9 -74 (3) 57 -3.1 -8.9 2) 11.5
Other -26 26 (2) 95 2.7 0.7 2) 31 -0.1 0.3 2) 175
Branches producing mainly for public
consumption 40.7 19.6 (1) 189 30.3 11.5 () 171 26.9 15.2 (1) 12.3
Branches producing mainly for invest-
ment including construction inputs 9.1 44 (2) 8.7 2.7 -3.7 2y 07 1.9 1.5 (3) 83
thereof: branches producing primarily
construction inputs 4.5 94 (2) 133 1.3 -1.8 2) 22 —4.5 -0.9 3) 69
branches producing primarily
investment products, (excl.
construction inputs) 15.9 -1.6 (2) 28 6.0 -5.5 (3) 06 9.7 4.3 (3) 96
Branches not producing for any particular
main destination -4.6 0.6 (2) 95 7.0 24 (4) 22 -1.2 0.1 (3) 43
Branches whose output is mainly export
oriented -4.8 -2.8 2) 17 -8.2 -5.6 (4) 00 -15.1 -10.8 (2) 28

a See note 2 in Table XIV-2.
b See note ® in Table XIV-2.
¢ See note ¢ in Table XIV-2.

4 The quarter in 1975 in which the level of the relevant variables was at its lowest point, the quarter number is in parenthesis.
Source: Central Bureau of Statistics and Bank of Israel computations.



In spite of the rapid recovery in the second half of the year, and in particular in the
last quarter, the level of production in several industrial branches was still helow the
level on the eve of the Yom Kippur War (see Table XIV-€6). The rapid growth in the second
half of the year in all branches producing for private consumption (a rise of 6 percent or
more per quarter, after a drop of 1.5 percent per quarter during the first half of the
year) is due principally to textiles and clothing in the third quarter and to branches
producing durables in the last quarter. The recovery in the textile and clothing branches
stemmed both from a growth in export and a growth in local demand, which picked upsin the
second half of 1975, This development 1is striking when compared to other branches
producing consumer gocds, such as food (with the. exception of conserves intended for
export) and durables where a more moderate rise.occurrec¢ in the third quarter (see Takle
XIV-2). There is no satisfying explanation for the marked recovery in the last quarter (32
percent) in those branches producing durables. It is possible that a fear of 1local price
increases, of import price increases due to the creeping devaluation, and of deterioration
of saving terms (a reduction in the linkage of government bonds, turn-over tax, reporting
of large transactions, etc.) led to a preference of purchasing durables over financial
savings, as a more profitable investment. It should be noted that in these branches the
production level at the end of 1975 was 50 percent higher than that in the third quarter
of 1973 .- Rapid recovery took place in some of the branches producing principally for

14

construction: mainly in those producing cement and structural metal products and this in

spite of a decline in the number of residential building starts in 1975. The growth in
cement production is explained by several factors: an increased demand for cement from the
administered areas; import-substitution (almost the entire production of the new cement
factory at Har-Tuv replaces imports); an increased demand for cement resulting from

continued growth in the conpletion of residential buildings, and intentional

stockpiling.15

The labor input indices also show a recovery in the second half of the year in all

14, It is possible that the output of the sub-~branch '"structural metal products,"”
classified as producing primarily inputs for construction is recorded by the Central
Bureau of Statistics as investment in equipment and machinery rather than as investment in
buildings, this being the reason for the impressive growth in investments in equipment and
machinery of 1local production (see discussion in Chapter VIII - Investment and
Construction).

15. Temporary data on cement production for the first months of 1976 show a drop of
tens of percents. There was a certain delay between the start of the drop in cement
marketing and an adjustment in production to this 1level, when the adjustment in the
interim period was made through stocking of inventory. It appears that in the last quarter
of 1975 a sizeable portion of production was supplied through stocks and only at the
beginning of 1976 actual production was affected.
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Table XIV-7
FACTORS AFFECTING THE GROWTH OF INDUSTRIAL OUTPUT, 1969-75

(percentages)
1969 1970 1971 1972 1973 1974 1975
Rate Share Rate Share Rate Share  Rate Share Rate  Share Rate Share Rate Share
of in- inin- of in- inin- ofin- inin- of in- in in- of in- inin- of in- inin- of in- inin-

crease - crease crease crease crease  crease crease crease crease crease crease crease crease crease®

A. Supply factors
Real industrial output (census

value added) 15.9 100 9.4 100 10.5 100 11.9 100 5.5 100 44 100 22 160
Man-days worked" 11.6 40 4.6 26 5.1 26 6.9 28 -3.1 (-31) 0.6 7 -0.3 (-8)
Capital stock 8.1 23 11.2 55 10.6 46 11.0 43 10.5 (86) 8.7 89 8.5 (182)
Increase in output due to )

increase in inputs 10.0 63 7.6 81 7.6 72 8.4 71 32 55 4.5 96 3.7 (174)
Measured productivity® 5.9 37 1.8 19 2.8 28 3.5 29 2.5 45 0.2 4 -1.6 -74)

B. Indicators of contribution to incremental demand¢ )
Private consumption 8.1 22 6.6 24 4.0 10 11.6 31 8.9 46 6.0 23 0.8 —_
Public consumption 136 12 15.7 21 307 31 10.0 13 13.9 36 17.6 35 =5.1 —
Investment 35.0 36 13.2 23 13.3 17 20.2 29 43 13 1.0 2 -1.7 —

Total domestic uses 15.1 70 10.2 68 12.1 58 13.6 73 8.8 95 75" 60 -1.5 —_
Exports to administered areas 514 6 7.6 2 27.0 4 39.5 7 0.5 0 20.2 6 21.0 —
Exports to rest of the world 13.1 24 11.2 30 20.4 38 9.1 20 1.1 b 11.2 34 1.3 —

Total exports 153 10 10.9 32 21.0 42 114 27 11 5 12.0 40 3.3 -

Total uses 15.2 100 - 89 100 14.7 100 12.8 100 64 100 8.8 100 0.0 —

a There is no significance to the contribution of demands to product growth in 1975, as the generated product remained constant. Similarly, because of the
decline in the productivity of production factors, the significance of the contribution of supply factors is also limited.

b See note * in Table XIV-5 in the 1974 Bank of Israel Report, p. 350.

¢ Measured productivity, as shown in this table, is consistent with measured productivity of factors of production as shown in Table XIV-1 under the title
“Productivity of factors of production, B.” The calculation of productivity of the factors of production is based on the assumption that the aggregate
production function in industry is suitable for this type of calculation.

d Based on the calculation of changes in industrial product generated by changes in final uses.



groups, as compared to a drop in the first half of 1975 (see Tables XIV-3 and XIV-4). 1In
spite of the considerable growth in the number of man-days worked, its level in a sizeable
portion of the sectors was not higher than on the eve of the Yom Kippur War, and only in
those..groups producing for public consumption, investment, and food, a higher 1level was
evident (see Table XIV-6),

The growth in the number of employees in the last quarter of 1975 was principally
concentrated in the consumption branches and in those producing inputs for construction
(see Table XIV~3). Although, apart from certain special branches, the number of employees
did not drop in any of the other groups of branches, all of the labor force that joined
industry in the second half of the year turned to the consumption branches where the
effect of the recovery in the domestic market and export was concentrated, Production per
work day in these branches rose in the last quarter, while in the other branch groups

there was a drop, and this is also explained by the recovery already mentioned.

Table XIV-8
DISTRIBUTION OF INDUSTRIAL PRODUCT AND OUTPUT BY FINAL USE,> 1968-75
(percentages)
1968 1969 1970 1971 1972 1973 1974 1975
A. Industrial product by final use
Private consumption -40.8 38.3 37.0 334 330 33.8 32.8 331
Public consumption 14.2 14.0 14.8 17.0 16.6 17.7 19.2 182
Investment 15.4 18.1 18.5 18.4 19.6 19.3 17.9 17.6
Total domestic uses 704 704 ©703 68.8 69.2 69.8 69.9 68.9
Exports to administered areas 1.7 22 2.1 23 2.9 2.7 30 36
Exports to rest of the world 27.9 274 27.6 28.9 27.9 26.5 271 27.5
Total exports 29.6 29.6 29.7 31.2 30.8 29.2 30.1 31.1
Total uses 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
B. Industrial output by final use )

Private consumption 44.1 41.6 40.9 37.8 37.1 37.7 37.0 372
Public consumption 12.2 12.1 12,6 14.3 13.6 14.6 16.0 15.2
Investment 12.9 15.5 16.0 15.8 16.8 16.5 15.5 15.1
Total domestic uses 69.2 69.2 69.5 67.9 675 68.8 68.5 67.5
Exports to administered areas 1.8 2.4 2.2 24 3.0 2.9 3.1 3.8
Exports to rest of the world 29.0 28.4 28.3 29.7 29.5 28.3 284 287
Total exports 30.8 30.8 30.5 321 325 31.2 314 325
Total uses 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

a Central Bureau of Statistics data on direct final uses and Bank of Israel calculations based on the input-output table
for 1968/69. The figures in this table relate to May 15, 1976 and differ from those presented in previous years, as
CBS data on direct final uses have been revised. The data for 1974 should be accepted with caution, as the estimate.
of noncivilian public consumption is biased upward.

304 BANK OF ISRAEL ANNUAL REPORT 1975



(c) Industrial Output and Product Generated by Final Demands 16

Output generated by final demands rose in 1975 by only 0.8 percent, while derived
product did not grow at all (see also Table XIV-7). This was the result of a meagre growth
in the product generated by private consumption and export that was offset by the product
generated by public consumption and investment (see Table XIV-7).

A comparison with 1974 shows no essential change in the structure of industrial product
generated by final demands (Table XIV-8), aside from a one-percent drop in the share of
public consumption which followed a record level of over 19 percent in 1974. The share of
export in industrial product hardly rose (Table XIV-7) although it is quite possible that
it did grow in the second half of the year.l”

'

3. INDUSTRIAL OUTPUT AND INPUT PRICES

The rise in wholesale prices of industrial output slowed in 1975 to 19 percent, as
compared to a 70 percent increase in 1974 (see Table XIV-1). In spite of this marked
deceleration, the rafe of price increase was still considerable in view of almost zero
growth in industrial production. This reinforces the argument that the price rise in 1975
was almost completely the result of cost'pressures.

The rate of price rises during the year was not wuniform (see Table XIV-9): prices
soared in the first quarter, while in the following two quarters they rose at a
considerably slower rate, which accelerated agaiﬁ in the last quarter,

The rise in prices in the tirst quarter of 1975 is primarily due to the impact of the
November 1974 economic policy measures. Indeéd, a sizeable part of the price rises already
occurred in the last quarter of 1974, but the rising cost of raw materials and of some
intermediate products, as well as the rise in wages following the payment of the
cost-of-living allowance, led to price increases by industrialists in 1975, in spite of

the drop in demands and the reduction of industrial output. As already mentioned, a price

16. The discussion on this subject can only be based on average data even though an
analysis of annual averages has become less interesting in view of the growing importance
of developments in the course of the year. Industrial product and output generated by
final demands are obtained from an estimate of the final uses for the year under
discussion and from fixed input-output coefficient according to an input-output table
prepared for 1968/69., An equivalence between the results obtained through this indirect
measure of changes in industrial product and output and the direct measurement of
industrial production does not necessarily follow: there are sometimes wide differences
as, for example, in 1974, The difference between the two measurements in 1975, 2.2 percent
growth in industrial production as compared to zero growth in product generated by final
demands is acceptable. See also note (a) of Table XIV-8 .in this chapter.

17. For a detailed assessment, see note 2 on page 289 of this chapter.
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rise accompanied by falling demands and production is generally indicative of a
cost-induced inflation.

The drop recorded in the first six months both in industrial production and labor
inputs, as well as in the final demands for industrial output, affected the rate of
inflatidn; prices steadied in the second and third quarter of 1975,

The revival in the third quarter of local demands was not followed by price rises since
many of the economy's factors of production were still idie, and it was therefore possible
to increase industrial production without causing a price rise.

The rise in prices in the last quarter of 1975 can be attributed in part to the
economic policy measures taken in September 1975 (a 10 percent devaluation, increases in
purchase taxes, and a rise in the price of fuel), Because of 1lack of data on producer
prices, it is difficult to determine exactly what part of the wholesale price rises of
industrial output is due to a rise in production costs and what part to a rise in indirect

taxes,

"Table XIV-9

QUARTERLY AND ANNUAL CHANGES IN WHOLESALE INDUSTRIAL OUTPUT PRICES FOR
DOMESTIC DESTINATIONS BY MAIN BRANCHES, 1974-75

Percent annual increase Percent
change
1974 1975 throughout
year?®

Branch I I n 1w 1 1I- I v 1974 1975 1974 1975
Mining and quarrying 49.0 32 49 194 137 3.1 44 147 748 44.8 69.5 303
Food, beverages, tobacco 25.2 8.9 39 311 208 27 0.5 4.6 53.8 577 111.8 109
Textiles 77 226 5.9 7.8 6.55 1.8 14 113 438 27.1 525 233
Clothing 30 125 22 146 3.8 -02 1.9 120 329 229 361 21.1
Wood, wood products, furniture 136 146 7.1 6.2 11.8 57 25 102 49.3 351 47.1 316
Paper and paper products 17.8 162 166 139 16.1 74 06 104 67.1 538 85.8 287
Leather and leather products 1.7 3.0 39 6.4 10.5 22 50 10.2 394 121 270 270
Rubber and plastic products 251 137 4.0 9.8 11.7 4.0 1.5 102 64.5 338 569 252
Chemicals and refined petroleum

products 274 119 66 136 124 5.0 1.6 7.4 643 39.1 704 214
Nonmetallic mineral products 20.3 9.2 99 151 12.9 29 3.0 101 580 420 649 217
Basic metals 16.4 105 178 125 15 -03 -0.1 9.5 682 358 714 124
Metal products 13.3  26.6 25 9.6 92 04 0.5 7.3 564 305 64.1  10.7
Machinery ) 128 107 107 119 15.1 39 22 9.7 418 431 57.0 28.1
Electrical and electronic equip. 11.5 9.3 8.2 9.3 10.9 4.9 1.3 8.0 396 337 442 216
Transport equipment 7.4 83 13.0 13.1 12.0 4.3 5.8 94 319 439 552 272
Miscellaneous 112 9.5 93 130 139 4.0 2.6 9.8 393 419 590 226

Total 170 11.8 80 156 132 2.9 1.5 8.2 51.5 408 69.7 18.8

» Change throughout the year is calculated on the basis of the price index for December of the year under discussion
and January of the following year, compared to the January average of the year under discussion and December of
the previous year. )

Source: Central Bureau of Statistics and Bank of Israel computations.
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The price rise in the last quarter of 1975 is different from that whiclk occurred in the
first quarter of the year: the rise in prices at the end of the year was accompanied by a
rise in final demands and in production, while in the first quarter of the year final
demands and production dropped. In spite of growth in production, production factors were
still underutilized in this _ quarter (see discussion 1in the section on industrial
production) and therefore, even in the first quarter, the price rise cannot be attributed
to demand pressures. It can, however, be assumed that the stir in final demands helped
industrialists to pass on a sizeable portion of production costs %o consumers, something
which they were not able to do previously. In the second and third quarters, input prices
continued to rise, principally because of the policy of creeping devaluations which raised
the price of raw materials, and because of institutional labor agreements which 1led to
continued wage increases. The general pattern of price developments during the year that
characterized wholesale prices of industrial output for domestic destinations were similar
in all branches of industry, both according to the conventional classification of
industrial branches by main branches (Table XIV-9) and according to the classification by
principal destination of industrial output (which shows a stronger affinity of certain
branches for certain final demands - see appendix to this chapter). The differences
between the various branches (or groups of branches) reflect mainly variations in the

timing of the influence of cost pressures, and differences in taxes or reduced subsidies.

4. INDUSTRIAL EXPORTS18

The annual average of real industrial exports in 1975 shows stagnation and even a
slight drop in comparison to the 1974 average (see Takle XIV-10). However, in exports as
in industrial production, the annual average masks opposite trends in the course of the
year and in the various branches. Thus, a fall in exports is predominant during the first
half of the year, while in the second half there was a recovery which gained momentum in
the last quarter of the year. The decline in the first six months and the subsequent
recovery were mainly due to the economic climate in the export markets (recession in 1974
and a slump in the first half of 1975), for neither domestic demands nor industrial
production capacity constrained the potential of exports to expand. In the second half of

1975 most foreign markets gradually emerged from the slump, and thelr demand recovered.

18. For the development in industrial export according to branches see the detailed
discussion in Chapter IV '"The Balance of Payments--Current Account' in the section on
export.
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Table XIV-10

INDUSTRIAL EXPORTS, BY MAIN BRANCH, 1974 AND 1975, AND REAL CHANGES, 1972-75
($ million, at current f.o.b. prices) .

Industrial exports - Percent annual increase in quantity
1974 1975 1972 1973 1974 1975
Mining and quarrying 90.1 84.4 2.7 -12.0 171 -15.1
Food, beverages, tobacco 128.8 125.7 15.0 0.1 -1.6 ~8.6
Textiles 62.7 52.3 -10.0 -1.4 94 -1.3
Clothing 97.6 104.1  _ 5.8 -8.5 14 2.0
Wood, wood products, furniture 14.9 12.8 - 19.9 24 -244 -6.1
Paper and paper products 3.8 2.7 7.4 -15.5 -19.2 ) -16.5
Printing and publishing 19.3 18.5 0.6 6.6 -16.7 12.6
Leather and leather products 7.0 5.4 272 -13 -8.2 18.2
Rubber and plastic products 36.3 44.7 C2s -8.7 -8.6 9.1
Chemicals and petroleum 2184 185.9 10.4 12.1 72.5 -18.5
Nonmetallic mineral products 5.8 6.5 —44.2 2.8 98.7 7.0
Basic metals 23.2 255 -5.0 31.1 16.3 04
Metal products 64.7 103.2 5.0 -21.3 22.4 46.6
Machinery 26.6 30.8 322 29.2 23.2 9.1
Electrical and electronic equip. - 598 97.8 £ 6.7 -23.0 101.3 55.8
Transport equipment ) 40.3 39.7 -30.2 77.8 25.2 -15.9
Miscellaneous 28.2 29.9 38.3 0.6 -11.7 -3.7

Total industrial exports excl.

diamonds 927.5 969.9 53 -2.1 134 -1.3
Diamonds (net) 562.6 5489 30.1 12.3 6.0 -0.8
Total industrial exports 1,490.1 1,518.8 14.0 37 54 0.7

SOURCE: Central Bureau of Statistics and Bank of Israel computations.

And so in the absence of demand pressures on the domestic market, and with excess
production capacity in most industrial branches, industrial exports recovered, slowly at
first (in the third quarter), and later, towards the end of the year at an accelerated
pace.

As was mentioned, the development in the different export branches varied, and here too
the reason lies in the extent to which the recession in overseas markets affected demand
for Israeli exports. The world-wide slowdown was expressed first of all in a drop in
consumption, which left its mark above all on export of branches producing consumer goods.
The drop in export in these branches had already begun in mid-1974, and in the first half
of 1975 the slump in these exports deepened. Naturally, the recovery on the world markets
inuthe second half of the year was immediately felt in the exports of these branches.

Exports of branches not producing consumer gocds developed differently in those
branches which suffered from the world recession. The drop in export was felt only in the
last quarter of 1974 or the first quarter of 1975, while the effect of the recovery in the
secoad half of the year was not noticeable, or only moderately so. In some of these

branches, which apparently enjoyed specific demand conditions and whose export was not
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affected by world market'conditions, rapid expansion in export continued throughout 1975.
Included in these branches are particularly those manufacturing defense products, tires,
metal pipes, and some of the chemical sub-branches,

1975 was to have been a turning point 1in the development of export relative to
production for the domestic market. This was the declared government policy and policy
measures were directed to this end: efforts to raise relative export prices through a
suitable policy of devaluation on the one hand and restraint in local demand on the other.
In spite of the implementation of rather stringent policy measures, the anticipated change
was not achieved in 1975. The principal reason for this was poor timing: the policy
measures were implemented precisely when world markets entered a period of economic
recession and presumably more drastic steps would have been required in order to offset
the effect of this slump. An additional factor, equally important, 1lies in the
institutional framework in which the Israeli economy operates. Because of this structure,
the deéaluations caused local price increases to a greater extent than the relative
improvement achieved in export prices. A rise in domestic prices in its turn brings the
situation back to its former state. There is no doubt that this is connected with (a) the
agreements for cost-of-living allowances and (b) the implementation in 1975 of the tax
reform which in the second half of the year served to increase domestic demand at lehst
temporarily., The upswing in domestic demand postponed the adjustment required Zor the
reorganization of industry towards export. Relative export profitability declined in the
second half of 1975 because of the drop in overseas prices and the strengthening of the
dollar in relation to European currencies. This fact, too, contributed to the postponement
of an export-oriented reorganization of industry.

The recovery of industrial export in the second half of 1975, mainly in consumer
products, accelerated in the fourth quarter of the year: the average export level (of
industrial exports, excluding diamonds) in this quarter was 10 percent higher than in the
third quarter of 1973, cn the eve of the Yom Kippur War. Industrial exports, including
diamonds, were two percent lower in the last quarter of the year than that on the eve of
the war, because diamond export, although showing signs of recovery in the second half of
the year, did not yet reach the pre-war level. When diamonds and the export of the mining
and quarrying branch are excluded, it will be found that the level of industrial export in

=

the last quarter of 1975 was higher than the level of export on the eve of the war by 15

19

percent. This reflects on the one hand the crisis that hit the exports of the mining and

19. When fuel export is deducted too, a similar result is obtained: 17 percent up on

the third quarter of 1973. As the export of fuel stopped completely in 1975, after very
high exports ($40 million) in 1974,
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quarrying branch ifd 1975 (a drop of 15 percent in comparison to 1973) covering all the
principal components of the branch--phosphates, potash, cement, and copper; and on the
other hand the fact that other industrial exports, excluding diamonds, mining, and
quarrying, were significantly higher than on the eve of the war. It should be noted that
this export is more strongly linked to what occurs within the Israeli economy, while other
export branches such as diamonds, mining, and quarrying are not related to developments in
the domestic market (except the labor market), At the end of 1974, this export (excluding
diamonds, mining, and quarrying) was lower than on the eve of the war by 2 percent; in
comparison the third quarter of 1974 (the peak quarter in 1974) was only 7.5 percent
higher than the third quarter of 1973. In other werds, even if we compare 1975 exports
with the peak level of 1974 (third quarter), it will be found that the level at the end of
1975 was more than 8 percent higher, An additional comparison between the last quarter of
1975 and the '"slump" qué}ter (the second) in 1975 shows that at the end of the year, the
level of export rose over the lowest point reached in 1975 by more than 20 percent. This
gives a strong indication of the recovery rate that took place in the second half of the
year, mainly in the last quarter,

It should be noted, however, that the recovery cannot be expected to continue at the
same rate in 1976, since the rate at which overseas demand is picking up caﬂnot continue
over a long period, as it reflects in the main the emergence from a recession to be
followed by a stabilization in the growth of demand. Indeed, ijnitial and temporary
indicators of industrial exports during the first four months of 1976 show that the

continued rate of recovery in export is muech el~w-» +han that achieved at the end of

197520
Table XIV-11
REAL CHANGES IN INDUSTRIAL INVESTMENT, 1971-75
Percent annual increase

- Weight

1971 1972 19732 19742 1975 m 1975b
Investment in machinery and 12.1 9.1 —4.6 18 24.1 82

equipment

Imported 12.3 13.1 6.1 1.4 19.5 63
Locally manufactured 11.7 -1.2 1.3 -13.0 423 19
Investment in structures 2.9 15.9 0.7 2.7 -1.0 18
Total investment 10.3 10.9 -3.5 -0.9 18.7 100

» Revised data.
b 1970 prices.
SOURCE: Central Bureau of Statistics.

20. Nevertheless, it should be noted that if industrial export, (excl. diamonds)
stabilized in 1976 on the average level of the last quarter of 1975, the average in 1976
will show a 12 percent growth, in comparison with the 1975 average.
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