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DRAFT REPORT ON THE CONSULTATION WITH ISRAEL 
AND EXAMINATION OF THE ISRAELI TEMPORARY "" 

IMPORT SURCHARGE 

1. In accordance with its terms of reference the Committee has conducted a 

consultation with Israel, and has exaid.ned Israel's Temporary Import Surcharge 

introduced on 2 July 1974.. The last regular consultation with Israel had taken 

place in March 1974, followed by a further meeting in October 1974. to examine 

specifically the reintroduction of an import deposit scheme and an increase in the 

rate of the surcharge. 

2. The Committee had before it a basic document supplied by the Israeli authorities 

(BOP/167), and a supplementary background paper supplied by the International 

Monetary Fund dated 29 September 1976. 

Consj^tation with the International Monetary Fund 

3. Pursuant to the provisions of Article XV of the General Agreement, the 

CONTRACTING PARTIES had invited the International Monetary Fund to consult with 

them in connexion with the consultation vith Israel. Upon the invitation of the 

Committee, the representative of the Fund made a statement as follows: 

"Developments in the Israel economy in the last two years have been 
characterized by efforts to adjust to the sharp imbalances caused by the 
depression in world markets and the substantial increases in the prices of 
imported goods and heavy government expenditures that followed the events of 
the last quarter of 1973. During these years, the trade deficit (including 
defense imports) increased from a level of a little over SDR 1 billion a year 
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in the years 1970-72 to around SDR 3 billion annually from 1974- onward. Net 
inflows of transfers and nonmonetary capital in 1974-76 have increased but 
not sufficiently to prevent the emergence of persistent and large overall 
deficits, which are estimated to total almost SDR 1.8 billion for these three 
years. Over this period, the authorities have pursued restrictive domestic 
policies involving monetary and fiscal measures, designed especially to 
restrain private and public consumption, and have taken various external 
measures, including a very large cumulative depreciation of the Israel pound 
since November 1974-, aimed at inducing a major shift of resources toward the 
export sector. 

"As a consequence of these measures, real GNF rose only marginally in 
1975 following increases of about 6 per cent per year in 1973-7/)., and is 
expected to grow by about 3 psr cent in 1976, which is well below the long-
term average. Associated with this slower growth in economic activity, there 
has been a substantial decline in real gross investment and a fall in real 
disposable income which has depressed the level of real private consumption. 
Consumer prices, after increasing by 56 per cent in 1974, rose by 24 per cent 
during 1975, but are expected to accelerate again in 1976 and increase by about 
35 per cent due in part to certain policy measures undertaken in the framework 
of longer-term stabilization, such as the introduction of a value-added tax 
and the reduction of consumer subsidies. 

"Given the time needed to produce a structural change in the economy 
conducive to a sustained and large increase in exports, the balance of payments 
has been slow to respond to the above-mentioned policies. The trade deficit 
reached SDR 3.1 billion in 1975, and, with a deficit of SDR 0.2 billion on 
the services account, the deficit on goods and services exceeded SDR 3«3 billion 
end was 18 per cent greater than in 1974» Daring 1975 export growth was 
hindered by the world recession end by the low profitability of Israel's 
industrial exports, so that total merchandise exports grew by 8 per cent in 
value (measured in terms of SDRs) and by only 3 per cent in volumef meanwhile 
the value of imports grew by 10 per cent, although when direct defense imports 
are excluded, civilian imports declined by 2 per cent in value and by 6 per cent 
in volume, reflecting the extent to which official policies reduced the growth 
of domestic demand. The net inflow in respect of transfers in 1975 remained 
at the same level as in the previous year, (about SDR 1,4 billion), while net 
inflow of non-monetary capital increased by more than SDR 0.8 billion to 
SDR 1,4. billion, mainly in connection with the increase in defense imports, 
but also on account of greater use of short-term financing facilities. Because 
of the larger net inflow of nonmonetary capital, the net foreign assets of 
the banking system, which had fallen by over SDR 1 billion in 1974-, declined 
by only SDR 420 million in 1975. Gross reserves of the Bank of Israel at the 
end of 1975 amounted to SDR 1«0 billion, equivalent to less than two months' 
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imports of goods and services at the 1975 level, and by the end of 
September 1976 they had risen slightly to SDR 1.1 billion. On the basis of 
available information, the deterioration in the trade account appears to have 
been halted in the first eight months of 1976, and a moderate improvement is 
forecast for the year as a whole. The overall balance of payments deficit 
in 1976 is expected to be somewhat smaller than the deficit of SDR 4-20 million 
registered in 1975. 

"Exchange rate action has been one of the main elements in Israel's 
policy of export promotion. Since June 1975, Israel has followed a flexible 
exchange rate policy under \̂ hich the Israel pound is depreciated by small 
amounts at frequent intervals, and since July 1976, the exchange rate has 
been determined daily on the basis of a basket of five currencies, representing 
primarily the structure of Israel's exports. As ox September 29, 1976, the 
trade weighted depreciation of the Israel pound from the parities existing on 
May 1, 1970 amounted to 60 per cent. In addition, since March 1976 the 
authorities have periodically adjusted the rates at which indirect taxes are 
rebated to exporters pari passu with the depreciation of the exchange rate. 
Taking into account the increases in domestic costs that have taken place in 
the recent past, the combined effect of the policy to adjust the exchange 
rate and the rebate rates has been to maintain the overall profitability of 
industrial exports. 

"The Government has continued with its policy of tariff reductions on 
a vide range of imports and further reductions are scheduled. The temporary 
prohibition of November 1974 on imports of automobiles was lifted in 
September 1975, and the advance import deposit requirement introduced in 
i'Jay 1974- was abolished in November 1975. The import surcharge which was also 
introduced as a temporary measure, and which now amounts to 15 per cent, is 
still in effect, and in February 1976, it was extended to cover payments for 
certain invisibles, the most important of which are for foreign travel. 
In iferch 1976> the tax on foreign travel was raised and the travel allowance 
for some categories of travelers was reduced. The Fund granted approval of 
the multiple currency practice involved in the application of the surcharge 
to certain invisibles and of the increase in the travel tax until 
December 31, lq76. On October 20, 1976, the approval was extended until 
June 30, 1977. The Fund will review this matter in the context of the mid-tern 
review of the stand-by arrangement also approved by the Executive Board on 
October 20, 1976. 

"In view of the continued serious balance of payments situation, the 
present restrictions in Israel, including the maintenance of the temporary 
import surcharge, may be viewed as warranted to prevent a deterioration in 
the balance of payments until more fundamental policy measures can be 
implemented." 
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Opening statement by the representative of Israel 

h. The representative of Israel made an opening statement (the full text of 

which is reproduced in the Annex) in which he described Israel's balance-of-

paynents situation, its import regime and his authorities: appreciation of future 

developments. He pointed out the effects of the heavy defence expenditures of 

immigration absorption and of development on the balance of trade and the level 

of the foreign debt. Despite the many difficulties facing Israel's economy, his 

Government had endeavoured to abide by its GATT obligations and maintained as 

liberal a trade system as was possible. 

I. Balance-of-payments position and prospects - alternative measures to restore 
equilibrium 

5. Members of the Committee thanked the representatives of Israel and of the 

International Monetary Fund for their comprehensive statement. They noted that 

Israel had had an increasing balance-of-payments deficit from 1973-1975 due mainly 

to the trade and services accounts. It was noted with satisfaction that some 

improvement had taken place in 1976. Several questions were asked concerning the 

immediate and medium-term prospects for the balance of payments. The repre

sentative of Israel explained that it was hoped that existing policies would lead 

to further expansion of exports and to a reduction of demand for goods, including 

imported goods. Thus for 1976 as a whole9 it was forecast that the deficit would 

decrease from k to 3.3 billion Israeli pounds; it was also hoped that the effects 

of these measures would lead to a further reduction of the deficit in 1977-78. 

However, he stressed that the exogenous factors, like prices of fuel3 raw materials 

and of capital goods, as well as the trade policies of other countries might have 

negative effects. Furthermore future needs for foreign exchange to cover defence 

expenditure would depend primarily on developments beyond Israel's control. 
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6. Members of the Committee noted with interest that the Israeli authorities put 

great emphasis on the expansion of exports rather than the restriction of imports 

as a means of balance-of-payments adjustment. It was noted that exports had in 

fact grown by some 2k per cent in 19T6 and several questions were asked concerning 

the measures which had been taken to encourage the growth of exports and to 

increase productivity in the export sector. The representative of Israel said 

that this was a deliberate policy on the part of his authorities. Efforts to 

expand exports were beginning to bear fruit. One of the prime factors contributing 

to this had been the exchange rate policy of frequent small devaluations in order 

to keep Israeli goods competitive on foreign markets. There had also been 

measures taken in the trade policy field. Whereas previously Israeli exports had 

met with some trade barriers abroad, today most of its trading partners had 

favourable terms of access for Israeli goods. As was known his Government had 

signed a Free Trade Agreement with the European Communities; while this had not 

yet translated itself into notable increases in trades it was nevertheless a step 

in the right direction which would lead to further progress. Israel had also 

obtained GSP treatment from most of its major developed trading partners. As a 

result some of the discrimination which Israeli goods had encountered in the past 

had been eliminated. Other types of measures had also helped increase exports. 

Great efforts to encourage diversification of production had been made. Israel's 

traditional exports such as agricultural products; food, clothing, and textiles 

had been supplemented by production in metal chemicals and science based 

industries. These had been encouraged by increased government grants for research 

and development and by measures to encourage capital investment in these 

industries. Other measures in this field consisted of export promotion 
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credit facilities for exports, for market research and for attending fairs abroad. 

In this context it was asked whether the recently signed Association Agreement 

with the European Communities was expected to have an effect on the balance of 

payments. The representative of Israel said that in the future this was bound to 

have a positive effect as freer trade to and from foreign markets would lead to a 

restructuring of the Israeli economy and to a tightening of conditions of 

competitiveness. 

7. Members of the Committee noted that the level of inflation in Israel had 

remained high and it was asked what measures other than those already taken were 

being envisaged to reduce the rate of inflation. It was also asked \jhether this 

high level of inflation did not have a detrimental effect on the competitiveness 

of Israeli exports particularly as Israel's main trading partners had lower levels 

of inflation. The representative of Israel replied that his Government's basic 

objective was to restrain the growth of GNP and to redirect resources to the 

export sector. Inflation was both a cause and a result of this policy. It was a 

case of demand cost inflation rather than demand pull. Measures had been taken to 

curb domestic demand; reductions of food subsidies, increases in prices of 

certain services such as education, water and electricity, monetary measures to 

reduce the liquidity in the economy (by some 600 million Israeli pounds or 

12 per cent of total assets) and increases of bank interest rates by some 2 to 

3 per cent. The exchange rate policy of frequent mini devaluations had also 

contributed to reducing domestic purchasing power and therefore to curbing 

domestic demand. In this context several questions were asked concerning the 

value-added tax introduced by Israel in July 1976, in particular whether the VAT, 

file:///jhether
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which had been set at a level of 8 per cent, had not led to a parallel increase 

in consumer prices. It was also asked what rôle it had played in curbing inflation. 

The representative of Israel said that the introduction of an 8 per cent value-

added tax had led to an increase in the level of prices, but of less than 8 per cent. 

One of the effects of the VAT had been to reduce the level of demand, which would 

necessarily reflect itself on the level of imports and therefore have a favourable 

effect on the balance-of-payments situation. He stressed the importance of any 

decrease in the level of imports recalling that the size of Israel's import bill 

(58 billion Israeli pounds) to Israel's total economy (1975 GNP 75 billion 

Israeli pounds) was such that any decline in the level of imports was bound to 

have a very large impact. 

8. Turning to the question of the level of the foreign debt and the burden of 

debt servicing the Committee noted the statement by the representative of Israel 

that its foreign debt was one of the highest in the world and amounted to some 

&3>000 per capita. Members of the Committee asked whether Israel expected to 

have difficulties in servicing and restructuring this foreign debt. The representa

tive of Israel assured the Committee that the servicing and repayment of the 

,tm foreign debt stood in very high priority of his Government's concerns. He stressed 

that its size was staggering: at $&g- billion it represented nearly three times 

the current annual balance-of-payments deficit. It had to be understood that in 

a situation where current receipts were inferior to current expenditure the 

servicing of the foreign debt represented a heavy burden on the economy. The 

structure of the debt was a matter of concern to his authorities and improvements 

were constantly sought in the extension of the dates of maturity of repayments. 



Spec(76)33 
Page 8 

9. Many questions were asked concerning the measures taken by the Government to 

encourage the inflow of private capital, in particular to promotion of foreign 

investment in new industrial sectors such as phosphates, potash and others. The 

representative of Israel said that the law enacted to encourage the inflow of 

foreign capital contained special facilities such as grants, loans at favourable 

terms, transferability cf profits abroad, tax holidays and tax exemptions, duty 

exemptions on certain capital goods and, in preparation, provisions to ensure that 

the level of inflation would not impair the value of these concessions. 

10. Members of the Committee turned to the question of the budgetary deficit. It 

was remarked that the deficit in the national budget was surely one of the prime 

causes, besides devaluation and internal factors, fcr the level of inflation 

prevalent in Israel. It was noted that to cover the budgetary deficit the Govern

ment had recourse mainly to central bank loans and it was asked whether it was not 

possible to use resources of the private banking sector to meet the deficit. The 

representative of Israel recalled that in his opening statement he had stressed 

the heavy charges which lay on the Israeli economy and especially on the Govern

ment budget. Special items such as defence expenditure, the absorption of 

immigrants, and social services to lower income groups contributed to the heavy 

government expenditure. The deficit that was incurred was considered to be rock 

bottom and there was little if no scope to make any further cuts in expenditure. 

He added that the privace banking sector was a source of funds; however this 
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sector was called upon mainly to finance development expenditure rather than to 

cover the budget deficit. Israeli authorities had made very serious efforts to 

increase revenue through additional taxation. He pointed out that Israel was one 

of the countries with the highest level of taxation; efforts were made not only 

regarding the level of taxation but also to ensure tax collection. It was felt 

that from a fiscal point of view the limit had been reached and that no further 

financing could be obtained through increases in taxation. Therefore the only 

alternative left was to have recourse to deficit financing. 

II. System and method of the restrictions, and effects of the restrictions 

11. Members of the Committee took note with satisfaction of the elimination of 

the import deposit scheme, which had been terminated in November 1975» With 

regard to the temporary import surcharge it was welcomed that the rate had been 

reduced from 35 per cent to 15 per cent; however, it was noted that in 

February 1976 it had been extended to cover payments for certain invisibles, the 

most important of which were for foreign travel. Members of the Committee noted 

that the measure was temporary and enquired whether the Israeli authorities had 

plans to phase out the surcharge and eventually eliminate it altogether. In this 

.,* context several members of the Committee drew attention to the finding of the 

International Monetary Fund to the effect that the import surcharge could be 

viewed as warranted to prevent a deterioration in the balance of payments until 

more fundamental policy measures could be implemented. The hope was expressed 

that the fundamental policy measures required could be implemented within the 

near future so as to put the Israeli authorities in a position to eliminate the 
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surcharge. In the same context members of the Committee noted with interest that 

Israel's last of quantitative restrictions had been somewhat reduced and that the 

level of import duties was being adjusted so that by 19?S the highest duty would 

be 20 per cent ad valorem. The representative of Israel stressed once again that 

in the present circumstances of his country, when imports in 1976 would amount 

to 5.25 billion SDRs while exports would reach only 2.25 billion SDRs it could not 

be expected that greater efforts could be made towards trade liberalization. His 

authorities had done the utmost to maintain a liberal trade policy under difficult 

circumstancesj the number of restricted imports had been reduced, the austerity 

measures such as the import deposit scheme had been abolished, customs duties were 

being lowered, and finally the rate of the surcharge had been reduced. The 

austerity measures taken in 1974- had for the most part been eliminated; neverthe

less, it was still imperative to contain the level of the imports. For this 

purpose the surcharge was essential and though it remained a temporary measure the 

Israeli authorities could not at this stage say whether it would be eliminated or 

maintained. He insisted that under the present economic circumstances there was 

little hope for any further improvement in the level of restriction of imports 

or for the reduction or elimination of the surcharge. He added that he hoped that 

these circumstances would meet with understanding and that it would be recognized 

that despite these measures the thrust of Israel's trade policy remained liberal. 

In reply to questions concerning subsidies the representative of Israel explained 

that there were no export subsidies granted in Israel. The subsidies referred to 

earlier concerned food subsidies to local consumers and these had been reduced 

because they could not be sustained from a budgetary point of view. 
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Conclusions 

12. The Committee was understanding of the seriousness of Israel's balance-of-

payments difficulties, especially on the trade and services accounts. The parti

cular constraints of Israel's economy indicated that equilibrium of the balance 

of payments would not be achieved in the short term. The Committee noted with 

satisfaction the statement by the representative of Israel that despite these 

constraints, it was his Government's policy to maintain and pursue as liberal a 

trade policy as possible. 

13. The Committee noted with satisfaction that the import deposit scheme had 

been eliminated and that the rate of the import surcharge had been reduced to 

15 per cent. It recalled that the import surcharge was a temporary measure and 

as such should be phased out or eliminated. It was regretted that Israel, because 

of the current economic situation, was not in a position to give any positive 

indication as to an eventual removal of the surcharge. The Committee drew 

attention to the finding of the Fund that "the present level of restrictions, 

including the maintenance of the temporary import surcharge, may be viewed as 

warranted to prevent a deterioration in the balance of payments until more 

.,<* fundamental policy measures can be implemented", and invited the Israeli authorities 

to pursue these more fundamental policy measures, which should eventually enable 

them to further liberalize trade. 


