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Israel

SUMMARY OBSERVATIONS

1. Since 1985, Israel has been

implementing a far-reaching programme of
market-oriented economic reforms. Under the

Economic Stabilization Programme, inflation
was brought down from an annual rate ofover

300 per cent to about 11 percent in 1993, while

structural reforms have resulted in substantial
liberalization ofthe trade régime. Today, Israel
places little reliance on tradepolicy instruments
to attack the external symptoms of persistent
domestic macro-economic imbalances. While

significantprogress has been made in a number

of areas, most notably tax reform, financial

market liberalization, and exchange and trade

policies, Israel's commitments in the Uruguay
Round andfavourable external developments will

contribute significantly to the process of
economic reform.

2. Since its establishment in 1948, Israel

has experienced strong economic growth,
allowing its rapidly growingpopulation to enjoy

increasing standards ofliving. GDPper capita

is currently around US$12, 000. Until the early

1970s, grossdomesticproducthad expanded by
around 10 per cent on averageperyear, before

slowing to some 3 per cent annually in the

1980s. Growth haspicked up again since 1990,
driven initially by a buoyant construction activity

linked to a large influx ofimmigrants; GDPhas
grown at an annual rate of around 6 per cent

over the last three years.

3. Israel, although often classified as an

emerging market, has many ofthe characteristics

of an advanced economy. The services sector

accountsfor the largest part of GDP, followed
by manufacturing and construction. The

principal manufacturing branches include some
with a relatively high level of technological
content, such as electrical and electronic

equipment, as well as metal products, food,

beverages and tobacco, and chemical products.
The agriculturalsectoris highly capitalizedand
relatively small, accounting for around
5 per cent of GDP and less than 4 per cent of

employment; these sharres have declined sharply
in recent years.

4. The structureofthe israeli economyhas
changed over the last decade, adapting to
sustain the economic growth needed to achieve
such important policy objectives as absorption
of immigration and the modernization of the
economy. It is not clear whether the current
rates of growth of exports and investment are

sufficient to replace construction as the engine
ofeconomic growth. Long-term growth depends
on the continued expansion ofindustrial capital
stockand infrastructure, as well as on the better
utilization of resources, in particular human
capital. Vigorous pursuit ofstructural reforms
is necessary to make the economy moreflexible
and more attractive toforeign investment. Such
reforms should embrace efforts to increase
competition, including through privatization and
stimulation ofprivate initiative, labour market
reform, andfurther liberalization of the trade
régime, in particular in agriculture.

5. T/e large inflow of immigrants, while

posing serious adjustmentproblems, has at the
same time offered great opportunities for the
economy. Immigration has pushed up
unemployment to record levels of around
11 per cent; however, highly-educated
immigrants are a valuable source of human
capital which can sustain economic growth and
development.

6. The State continues to play a leading
rôle in the Israeli economy. The public sector,
government-owned companies or government-
controlled institutions account for more than
two-thirds of economic activity in Israel.
Furthermore, monopolies and cartels are still
prevalent, controlling a large part of the
business sector andposing a major obstacle to
free competition. Progress inprivatization has
appeared slow, although the Government has
tried to give itfurther impetus, especially since
1991. As in many other countries, privatization

C/RM/S/55
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in Israel has had many objectives: to reduce
government intervention in the business sector
and encouragemore efficient economic activity;
to raise capital and develop a stable capital
market; and to reduce government debt.

(1) Israel in World Trade

7. Israel's shares in world merchandise
exports and imports in 1992 were 0.3 and
0.5 per cent, respectively. In that year, it
ranked as the 30th largest exporting and 27th

importing country in the world, counting the
European Union as a group. Foreign trade is

highly importantfor the economy; merchandise
trade is the equivalent ofmore than 50 per cent
of GDP and there is significant trade in

commercial services.

8. Throughout most of its history, Israel

has run a merchandise trade deficit. This has
increased sharply in the last few years, from

around US$2 billion in 1989 to almost
US$6 billion in 1993, with the sustained
expansion ofdomestic demand that accompanied
the large influx ofimmigrants. Export recovery
in 1992 and 1993 was not sufficient to offset the
strong growth of imports associated with

relatively buoyantdomesticdemand. Israel has
also registeredan increasing deficit on services

account, although this declined in 1992. Israel
still relies heavily on unilateral transfers of

finds; in 1992, the total deficit on goods and
services was more titan offset by large private
andofficial unrequited transfers, which reached
almost US$7 billion. Consequently, the current
account registereda surplusof US$218 million.

9. Exports and imports have risen rapidly

over recent past years, reflecting Israel's
growing integration into the worldeconomy and
helping overcome the limitations of its small
domestic market. Strong growth in domestic
demand and the removal of trade barriers are
among the mainfactors explaining the increase
in imports over the past three years.

10. The structure ofIsrael 's trade is that of
an advanced economy: exportsare mainly made
up ofmanufacturedgoods, while imports, which
are relatively highly diversified, show a
predominance of intermediate (production
inputs) and investment goods. The structure of
merchandise exports has moved away from
agriculture. Cutdiamonds continueto represent
the largest single item in trade; more than
25 per cent ofexports; however, owing to their
relatively small local value added, the net
impact ofdiamond exports is less significant.
Around 70 per cent of exports other than
diamonds are industrialproducts, mainly metals,
machinery and electronics, chemicals, textiles
and clothing, andfoodstuffs. Agricultural goods
accountfor around 8 per cent of exports.

11. Trade agreements - as well as its
exclusion, until recently,from regionaltradefor
political reasons - have shaped Israel's
geographic trade patterns. More than three-
quarters of imports come from countries with
which Israel has signedfree-trade agreements.
The European Union, whose agreement with
Israel dates from 1975, accounts for half of
merchandise imports and one-third of
merchandise exports. The United States is the
second largest trading partner; its share of
Israel's exports has grown rapidly since the
implementation of the FTA in 1985, while its
share ofimports has remained relatively stable
over the decade. EFTA countries, with which
lsrael's FTA entered into force only in 1993,
account for 3 per cent of exports and almost
10 per cent of imports. Countries not covered

by a free-trade agreement accountfor around
30 per cent of exports and 25 per cent of
imports. Among these, major export markets
are Japan and Hong Kong; Japan is also an
important source of imports.

C/RM/S/55
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(2) Institutional Framework Trade Policy Features and Trends

12. Israel is a parliamentary democracy with
three branches: the legislature (the Knesset),
the executive (the Government), and the
judiciary. The President, head of State, is
elected by the Knesset for a 5-year term.
Policy-making and executive authority is vested
in the Government; the Prime Minister must be
a member of the Knesset and the Government
is subject to the confidence ofthe Knesset. The
independence of thejudiciary is guaranteed by
law. Israel has noformal constitution, but has
a number of Basic Laws covering key areas of
public life.

13. The Executive holds the main
responsibilityforformulatingandimplementing
trade policies. All trade legislation and
international agreements are subject to
ratification by the Knesset. Approved legislation
must be signed by the President before
promulgation.

14. The main Ministry responsiblefor the
formulation and implementation of trade and
trade-relatedpolicies is the Ministry ofIndustry
and Trade. Other ministries, such as Finance,
Agriculture and Foreign Affairs, are normally
involved in theformulation oftrade legislation
in areas under their responsibility. Coordination
in tradepolicy implementation is done through
the Committee for International Economic
Affairs.

15. In formulating trade policies, the
Governmentconsultsregularlywith the business
and other sectors. Universities, private and
public research institutes carry out studies on
general government policies. However, there
is no independent statutory body with aformal
mandate to carry out regularpublic review and
assessmentofeconomic and tradepolicies. The
existence of such an institution could provide
valuable input into the domestic debate about
the impact ofpolicies an the economy.

16. Israelbecame a contractingparty to the
GATT in July 1962. The General Agreement
is not directly incorporated into domestic law.
Israel has been party to three Tokyo Round
Agreements - on Technical Barriers to Trade,
on Government Procurement and on Subsidies
and Countervailing Measures - and an observer
infive other MTN Codes. Israel 's multilateral
obligations will expand significantly as a result
of its acceptance of the Uruguay Round single
undertaking and the Plurilateral Agreement on
Government Procurement. M.f.n. treatment is
extended to all countries, whether or not GATT
contracting parties.

(i) Recent evolution

17. Israel 's tradepolicy objectives include
greater integration into the world and regional
economy, diversification ofexport markets, and
improvement of the competitiveness of Israeli
productsand companies. The Israeli marketfor
industrial products is relatively open to
international competition. Furthermore, since
1991, Israel has complemented its free-trade
agreements by autonomously reducing barriers
against imports from third countries. These
reforms have opened its market to competition
from countries not covered by FTAs, particularly
the fast-growing economies ofAsia and Latin
America, andreducedpotential tradediversion.

18. Until recently, most imports into Israel
were subject to discretionary import licensing.
The trade liberalization programme implemented
since 1991 brought a radical change in the
system. Tariffs replaced licences and
quantitative restrictions as the main instrument
of import protection for industrial goods;
although initially set at high levels, they are
being gradually reduced, according to a pre-
announcedprogramme, to a range ofbetween
8 and 12 per cent. The removal of trade
barriers, in particular the "tariffication" of
import licensing requirements, has helped
increase efficiency and added transparency to
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the import régime. Agriculturalproducts were

not included in this programme.

19. The success of the trade liberalization
programme will depend on the consistency of
its implementation. Since the programme has

no firm legislative basis and is subject to

individual administrative decisions regarding
special levies, it is very important to keep to its

pre-determinedpath and avoidpolicy reversals.

The Israeli authorities appear firm in their

resolve to maintain the pace and scope of
liberalization.

20. Recent positive political developments
in the region may have important implications
for the evolution of trade and economic

development. The peace and economic

agreementssigned with the PalestineLiberation
Organization should benefit both parties in areas

such as trade, investment and tourism. The

main economic gains to Israelfrom the peace
process would, however, be derived indirectly,
through a relaxation and eventual elimination
ofthe Arab boycott, together with the reduction
of political risks of investing in Israel. This

process could boost foreign direct investment

and increase Israel's access to new markets.

The results ofthe recent Casablanca economic

summit givefurther causefor optimism in this

context.

(ii) Type and incidence of trade policy

instruments

21. Israel 's use of tradepolicy instruments
has changed considerably in recent years.
Administrativeprotection has been reducedand

the transparency of the trade régime has

increased. These changes resulted mainlyfrom
autonomous reforms undertaken by Israel; its

multilateral commitments undertaken in the

Uruguay Round will consolidate thisprocess and

provide insurance against future policy
reversals.

22. Following the elimination of
administrative restrictionson imports, the main

instrument of border protection on industrial
goods is the tariff. For most agricultural
products, import licensing requirements and

quotas, previously maintained for balance of

payments purposes, are to be replaced by tariff
quotas following the implementation of the
Uruguay Round Agreement; however, import

restrictions will be maintained for a few

agricultural products.

23. As noted, most ofIsrael's imports enter

duty-free or at reduced rates under the FTAs.
In mid-1993, ad valorem m.f.n. import duties

rangedfrom zero to 100 per cent, with a simple

average of 8.3 per cent. M.f.n. duty-free
treatment is granted for about 40 per cent of

tariff lines. Most tariffs are applied on an

ad valorem basis; however, the tariffstructure

is complex, with more than 85 different ad
valorem rates and specific, combined and

alternative rates. It is difficult to estimate the
real tariff burden on m.f.n. imports, as

ad valorem equivalents of specific, combined
and alternative rates are not readily available;

use of non-ad valorem duties also reduces
transparency in the cost of protection to

consumersanduserindustries. The Government
envisages the gradual replacement of non-
ad valorem duties by ad valorem rates. Tariff
escalation in most manufacturing areas is likely
to give domestic processing industries higher
effective protection than that extended to

intermediate products and raw materials. In

general, tariffs on consumer goods are higher
than those levied on investment goods and

production inputs.

24. M.f.n. tariffs are to be gradually
reducedto maxima ofbetween 8and12 per cent

under a clearly definedprogramme. The early
announcement oftheprogrammegives certainty
to the business community over the future.

Moreover, the implementation of the Uruguay
Round will bind tariffs on all except 17
agricultural tarifflines; this will improve the

predictability ofthe Israeli tariff, although some
bound rates will initially be extremely high.

C/RM/S/55
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25. Variable import levies have been used
to protect a number of agricultural products.
These levies are designed to achieve domestic
price stability by imposing a variable charge on
imports in order to maintain a constant landed
price offoreign goods: their currentad valorem
equivalents are not available. The levies are
to be eliminated under Israel 's Uruguay Round
commitments.

26. Internal taxes affecting both imports and
domestically-produced goods include value-
added tax at 17per cent andpurchase taxes at
various rates ranging up to 240 per cent. These
taxes do not discriminate, in principle, against
imports or among foreign suppliers, but there
have been complaints about the purchase tax
calculation method, which appears to
discriminate against imports. However, the
Israeli Government has already introduced
certain changes to rectify these problems.

27. Customs valuation in Israel has, until
now, been based on the Brussels Definition of
Value, and applied on a cost, insurance and
freight (c.i.f.) basis. Israel did not adhere to
the Tokyo Round Customs Valuation Agreement.
When importation is done by a sole distributor,
the declared customs value may be increased,
providing broad discretionary power, at least
potentially, to customs officials. This situation
is to change with the implementation of the
UruguayRoundagreements, underwhich Israel
is committed to adopting the GATT valuation
system.

28. Until recently, import licences were
widely used by Israel to control imports ofmost
products. Such requirements affecting the
industrial sector were eliminated in 1991;
however, in certain branches, automatic licences
have been retained for monitoring purposes.
In the agricultural sector, pending the
application of the Uruguay Round agreement,
discretionary import licensing still appears to
be the binding constraint, ratherthan the tariff,
some licensing requirements may result in virtual

import prohibitions, as licences aregrantedonly
when domestic supply falls short of demand .

29. Global importquotashavebeenapplied
to a number offresh andprocessedagricultural
products. Quota levels have been set in line
with past import levels, and administered on a
"first come, first served" basis. Most import
quotas will be eliminated upon implementation
of the Uruguay Round Agreement; they are to
be replaced by tariff quotas. However, these
will, at least initially, provide a similar level of
protection to Israelifarmers.

30. Othertradepolicyinstruments affeeting
imports include technical regulations, standards,
health regulations and sanitary and
phytosanitary controls. Standards in Israelmay
be either voluntary or mandatory, and are, in
principle, applied uniformly to domestic and
imported goods. As a general rule, Israel
appears to adopt international standards.
However, certain trading partners have raised
concerns about the implementation and use of
standards, as well as on testing procedures
which appear to differ as between domestic and
imported goods. Around 23 per cent of
standardsare mandatory regulations, mainly in
thefood sector.

31. Israel does not apply specific rules of
origin to importsfrom m.f.n. sources. Imports
from countries with which Israel has signed a
free trade agreement are subject to rules of
origin established under those agreements.

32. One State-trading enterprise in the sense
of Article XVII of the GATT, the Government
Trade Administration, was until recently the sole
agency authorizedto importmeat, soybeansand
wheat. These markets have now been
liberalized, and anyfoodprocessing plant can
import these products directly.

33. Government procurement in Israel is
relativelyimportant, giventhehigh level ofState
participation in the economy. There is no
central governmentprocurement office; public
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sector entities and enterprises make their own
purchasingdecisions, undergeneralguidelines.
Government agencies and public institutions that
receive official financial support are required
to give a 15 per cent price preference to local
products. In certain cases, offset agreements
may be negotiated. Agencies covered by the
GATT Government ProcurementAgreement are
not requiredtofollow thepricepreferentialand
offset requirements.

34. Israel has onefree-trade zone, located
in Eilat. Enterprises establishedin thiszone are
permitted to import and process raw materials
for re-export as finished products, free of

customs duty, licences or other taxes. This zone
was established with a view to encouraging, in

particular, tourism, industrial activities and
international trade.

35. No duties, taxes or charges are levied
on goods exportedfrom Israel. Export licences
are maintained mainly on agriculturalproducts
for sanitary and quality control reasons. There
are no voluntary restraints, surveillance or

similar measures affecting exportsfrom Israel.
Exportprohibitions are maintained in connection
with international agreements or to follow
United Nations' resolutions. Exportprohibitions
may also resultfrom legislation restrictingtrade
with countries maintaining an embargo against
Israel.

36. Direct export subsidies have recently
been eliminated. Current measures aimed at

encouraging exports include import duty

drawback, tax exemptions, export financing
facilities, export insurance and exportpromotion
and marketing assistance. General export

promotion measures are administered by the

Israeli Export Institute. Until recently, an

implicit subsidy to Israeli exporters was provided
by theforeign exchange risk insurance scheme,
designed toprotect exporters against erosion of
foreign currency earnings when depreciation of

the sheqel lagged behind inflation. The subsidy
element in the scheme was estimated at around
2 per cent when it was eliminated in July 1993.

37. It appears from Israel's agricultural
schedule in the Uruguay Round that export
subsidies are granted toproducts such as fresh
flowers, citrusfruit and fresh vegetables. It is
not clear to the GATT Secretariathow these are
provided or what their impact is on the sector.

38. Various incentives are granted to
industry, for example to promote high
technology research and development; and
according to the location of the firm or
investment, particularly through regional
assistance.

(iii) Sectoral policies

39. In general, government intervention is
still more extensive in agriculture than in
industry, although recent changes have reduced
administrative involvement. Significant border
protection toagricultureis extendedthrough the
widespread use of non-ad valorem tariffs and
non-tariff measures, such as variable levies,
import licences and quotas. Such non-tariff
measures are to be eliminated under Israel's
commitments in the Uruguay Round
negotiations. For much of the manufacturing
sector, effective protection against imports is
overall probably very small, because most
importsfrom major suppliers enter into Israel
duty-free; discriminationagainstm.f n. sources
is being cu: back under the tariff reduction
programme. Manufacturing sectors receiving
high nominal tariffprotection against non-FTA
sources includefootwear, clothing, textiles and
furniture.

40. Israel 's tradepolicy seeks, inprinciple,
not to discriminate among sectors. However,
within each sector, tariff escalation by degree
of processing is common. In certain sectors,
including textiles and wood, theprogramme of
tariff reductions providesfor higherfinal rates
and a longer t.me period to attain them. Most
importantly, agriculture has been extensively
protected against international competition.
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41. The agricultural sector in Israel has
been traditionally regarded as fulfilling
important national rôles, in particular national
security,foodself-sufficiencyandregional/rural
development. The promotion ofmixedfarming
and ofco-operativefarming settlements has been
an important element in government policy.
Functioning in a framework organized and
widely controlledby the Government, the sector
benefited from widespread protection against
import competition. Agriculture was the only
sector not included in the 1991 liberalization
programme; nevertheless, most production
subsidies were cancelled in 1991, although some
indirect subsidization may persist. Under
Israel's Uruguay Round Schedule, a few
agricultural products are shown as benefiting
from export subsidies.

42. Agricultural imports are mainly subject
to specific duties, for which ad valorem
equivalents are not readily available. Other
trade measures applied to the sector have
included variable import levies, restrictive
import licensing, import quotas and strict
sanitary and phytosanitary requirements. A
large number of agricultural products receive
unlimitedprotection againstimports, as licences
to import them are not normally granted when
there is sufficient domestic production,
regardlessof price considerations. Restrictions
on agricultural imports were excludedfrom the
trade liberalization programme, but will be
largely eliminated as a result of Israel's
commitments under the Uruguay Rouid
Agreement. Their implementation will increase
transparency and reduce potential distortions
in domestic resource allocation.

43. A number ofmarketing andproduction
boards - some statutory - administer marketing
and production arrangements in areas such as
vegetables,flowers, citrus, poultry, groundnuts
and fruit. The boards' activities may have
limitedprice competition in certain agricultural
goods.

44. The manufacturing sector is relatively
more open to import competition. import
licences, which affected most industrial imports
until 1991, have been largely eliminated, and
although temporary high tariffs are currently
applied, they are to be reduced. Manufacturing
sectors with relatively high average ad valorem
m.f.n. tariffs include footwear, clothing,
furnitureand textiles. Forsomeofthesesectors,
combined and alternative duties are used.

(iv) Temporary measures

45. Israel maintains no emergency safeguard
measures under Article XIX of the GATT
Safeguard actions under the FTAs have been
used on few occasions.

46. New trade legislation passed in 1991
providesfor temporary import reliefmeasures,
including anti-dumping, countervailing and
safeguardduties. It appears that these have noi
been used sofar. Complaints about dumping
or subsidization can be initiated by a local
manufacturer, his representative or the Director-
General of the Ministry ofIndustry and Trade.
An Advisory Committee, whose deliberations are
secret, handles investigations. Temporary
measures can be taken under the form of a
suretyforpayment ofthe duty. The decision to
impose definitive duties is taken by the Minister
of Industry and Trade, who is required to take
into account trade relations between Israel and
foreign countries and considerations affecting
the entire economy. A sunset clause provides
for anti-dumping or countervailing duties to
remain in effectfor threeyears, unless a shorter
period is specified. An importer may also
request the re-examination of any order after
one year, and appeal procedures are available
at every stage oftheproceedings. Findings are
published in the Official Gazette. Currently, no
anti-dumping or countervailing duty is inforce.
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(v) New initiatives

47. Israel's economic stabilization
programme, initiated in 1985, led to a number
of structural reforms. In recent years,
government intervention in economic activities
has been cut back, mainly through farther
deregulation in areas such as capital andmoney
markets, liberalization of foreign exchange
controls, foreign trade reform, andprivatization.

48. The Israeli Government remains
committedto ongoing reform in its trade régime.
Despite theprevalence offree-trade agreements
and the important recent liberalization efforts,
some non-tariffbarriers persist, mainly in the
agricultural sector and to a lesser extent in
industry. Many ofthese are to be reducedunder
lsrael's Uruguay Round commitments.

49. Israeli consumers and industries will
benefitfrom increasedfree trade through lower
prices and greater availability of imported
products. The liberalization offoreign exchange
controls and the recent removal of the subsidy
element in the exporters' exchange rate
insurance scheme eliminated elements of
distortion.

50. Certain recent developments, nor directly
linked to trade or economic policy, can also
bring enormous impetus to economic growth in
Israel, as well as in the whole region. The
successful conclusion of the peace process
shouldgive an immeasurableboost to the Israeli
economy by encouraging investment and opening
up new trade opportunities in the region.

(4) Trade Policies and Foreign Trading
Partners

51. Israel is a supporter of an open
multilateral trading system and has played an
active rôle in the Uruguay Round. Ithas made
significantprogressin reducing importlicensing
restrictions; moreover, non-tarif restrictions
affecting agricultural trade are expected to be
replaced by tarif quotas under the Uruguay
Round Agreement, improving the transparency
of the system. The structure of m.f.n. tariffs
remains complex and, with tariffication ofimport
licences, certain rates are still relatively high;
in this context, it is important for improved
domestic resource allocation, as well as for
tradingpartnersnotcovered byfree-tradeareas,
that Israel pursues its course towards lower,
more uniform m.f.n. tariff rates.

52. Most of Israel's imports enter under
preferential terms; most of its exports also
benefit from free access to the markets of
developed countries. The operation of Israel's
free-trade agreements is not, in itself,
incompatible with either its participation in
GATT or the development of its comparative
advantage; but care should be taken to avoid
any trade diversion away from most efficient
import sources. In this connection, the broader
multilateralliberalizationnowbeing undertaken
by Israel, bound through its commitments in the
Uruguay Round, shows the Government's
willingness to consolidate the process of trade
liberalization and integrate Israel into the
multilateral trading system.
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I. THE ECONOMIC ENVIRONMENT

(1) Major Features of the Israeli Economy:

1. Since its establishment in 1948, Israel has developed into a modem, rapidly industrializing
country of around five million people.1 During the period until 1973, real GDP increased by more
than 10 per cent a year on average; however, in the last two decades, the annual average growth rate
was only 3.5 per cent, although it increased to 5.6 per cent in 1990-93. Israel has largely achieved
national goals of maintaining full employment, industrial development, absorption of immigrants and
the raising of living standards. Real per capita income has increased considerably, and was around
US$13,000 in 1992 (Chart 1. 1).

Chart 1.1
Real per capita income in Israel, 1970-92
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Source:World Tables1994.

'All statistics quoted from Israeli sources refer to the geographical area of Israel. excluding the West Bank
and Gaza areas israel estimates the population of the West Bank and Gaza areas at some 1.7 million atend-1991,
and GDP per capita in these territories at approximately NIS 2.000 (around US$970) in 1990.
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2. Israel's economic profile resembles that of many industrialized countries. Services make up
the largestpart of GDP, followed by manufacturing and construction. The fastest growing manufacturing
sectors are those with a high research and development content.2 Electronics and metals processing
account for nearly 40 per cent of total industrial exports. Other important industries include diamond
polishing (whose value added is relatively low), chemicals, bio-technology, food processing, textiles
and clothing, paper and printing, and plastics. Agriculture accounts for a relatively small share of
GDP (Chart 1.2), and its contribution has been declining over the past years. Employment in the
agricultural sector has also declined sharply from 8.8 per cent of the total in 1970 to 3.5 per cent in
1992 (Table 1.1). The development of services, especially construction, is linked to the growth of
population, which has been boosted by successive immigration programmes, most recently from the
former Soviet Union and Eastern Europe. Three-fourths of Israel's labour force is employed in the
services sector, while just over one-fifth is in industry.

Table 1.1
Basic economic and social indicators, Israel 1970-92

1970 1980 1990 1991 1992
Population (million) 2.9 3.9 4.7 4.9 5.1

Urban population (percentage) 84.2 88.6 90.5 90.4 90.4
Labour forcea 49.3 49.5 51.5 517 52.0

Female participation (per cent) 30.0 33.5 33.7 33.7 33.7
Fertility rate 3.8 3.2 2.8 2.9 2.9

Life expectancy at birth (years) 71 73 76 76 76

GDP at constant market prices (US$ million) 17.145 29.824 41,215 45.795 49.202
Share in NDPb

Agriculture ... 4.9 3.4
Industry ... 22.5 21.9 ... ...

Services ... 72.6 74.7 ... ...

Share in employment
Agriculture 8.8 6.4 4.2 3.5 3.5
Industry 24.3 23.7 21.7 21.6 21.3
Services 66.9 69.9 74.1 74.9 75.2

School enrollment ratio
Primary 96.0 95.0 93.0 .
Secondary 57.0 73.0 83.0 ...

... Not available.

a

b

c

Per cent civilian labour force of total population aged over 15 years (Centrai Bureau of Statistics).

Net Domestic Product as given by GDP minus depreciation (Central Bureau of Statistics).
Data taken from Central Bureau of Statistics, Statistical Abstract of lsrael. 1992.

Note: 1987 average exchange market rate used, i.e. 1.5946 New Sheqalim per US$.

Source: Worid tables 1991/92 (STARS version). data for 1991 and 1992. as provided by the Israeli authorities.

Israel's research and development spending is relatively high, at approximately 3 per cent of GNP. About
halfof total research and development expenditure is in the defence sector; this activity has had significant spin-off
benefits for civilian industry, especially in electronics, telecommunications and electro-optics.
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Chart 1.2
Sectoral distribution of GDP, 1981-85 and 1992
Per cent
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Commerce Commerce
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Note: Data corresponds to the Gross Domestic Product ofthe business sector, (Le. GDP excluding product originating
in public sector services, non-profit organizatons and housing services).

Source: Bank of Israel, Annual Report 1992.

3. Israel's economy is highly dependent on foreign trade. The share ofmerchandise trade (exports
and imports) in GDP was more than 50 per cent in 1992. Since 1970, this ratio has initially shown
a slight upward trend. mainly associated with export growth, but has declined over the 1980s, due
to variations in the share ofimports in GDP (Chart 1.3). The composition of Israel's trade also indicates
an advanced economy; exports are mainly made up of manufactured goods, while imports mostly
consist of raw materials.

4. Since 1989, Israel's economy has been subjected to both supply and demand side shocks resulting
from a massive inflow of immigrants that has increased the domestic population by around 12 per cent.
The demand shock, resulting from the massive inflow ofimmigrants (mainly for dwelling), came before
the supply shock. The economy has responded rather well to this situation, under a strategy that has
emphasized improving the investment environment rather than directly intervening in the labour market.
Large-scale immigration. provided the impetus for a marked recovery in investment, especially in housing,
which has become the main driving force behind the relatively good economic performance.3 Inflation
in Israel has decelerated sharply since the implementation of the Economic Stabilization Programme
(ESP). from a peak of over 300 per cent in 1985 to below 20 per cent between 1986 and 1991 and
an annual average of about 10 per cent in 1992-94. Despite the relative buoyancy of the economy,
employment growth has not matched the large increase in the labour force. With rapid immigration,
the average unemployment rate rose from around 6 per cent in 1987-88 to more than 11 per cent in
1992 and has declined since 1993 to less than 8 per cent in 1994 - lower than- its level before the massive
inflow of immigrants.

The current wave of immigration is expected to have a strong positive effect on the Israeli economy, as
new immigrants are highly educated and skilled.



Trade Policy Review Mechanism

Chart 1.3
Merchandise trade as percentage of GDP, 1970-92

1970 1975 1980 1985 1990 1992

Source: GATT Secretariat calculation based on IMF, InternationalFinancial Statistics.

5. Despite recent privatization efforts, public enterprises still account for a relatively large part
of the Israeli economy ; by end-1993, there were about 170 state-owned companies, of which 82 were
commercial enterprises. In addition to having a virtual monopoly over public utilities, government-
controlled enterprises dominate many other sectors, including chemicals, raw material exploitation,
banking, telecommunications, transportation, cil refineries and the shipyards. Many state-owned
companies occupy an important place in Israel's economy in terms of areas ofactivity, nature and size.4

6. Wages in Israel are determined through negotiations conducted between the Government (the
country's largest employer), the Histadrut (both as a trade union as well as the country's largest non-
governmental employer),' and the Bureau ofEconomic Organizations, representing all other employers.
The agreements constitute a framework of wage scales for different sectors of the economy. Over
the last few years, real wages in general have been declining. The government's policy has been to
link wage increases to productivity gains and to try to contain the system of cost-of-living adjustments.
Rising unemployment has also brought greater flexibility into the wage system.

'For example, Israel Chemicals Ltd. processes most of the country's natural resources, El-AI Israeli Airlines
Ltd. is the country's sole international airline, Zim Israel Navigation Ltd. is its largest shipping company and
Oil Refineries Ltd. is the only petroleum refining complex in the country. Government companies which are
natural monopolies include the Electric Company Ltd., Oil Refineries Ltd, and Bezeq (Israel Telecommunications

Corporation) Ltd.

'The Histadrut is Israel's federation of trade unions; it also owns a holding company (Hevrat Haovdim)

which retains control of some of the country's largest industrial and construction enterprises.

C/RS/S/55
Page 4

Per cent
100

80

60

40

20

0



Israel C/RM/S/55
Page 5

7. National security is among the main issues determining many aspects of life in Israel, including
economic activities. Due to the prolonged conflict with its neighbours, Israel has typically spent nearly
25 per cent of its GNP on defence. The Arab economic boycott, against Israel and foreign companies
trading with Israel, has also constituted a restraint on growth and on the further integration of Israel
into the world economy. With the progress in the Middle East peace process, direct defence costs
have declined in recent years, but still total around 10 per cent of GNP; although this is less than
half the level of the 1970s, it still represents a major burden for the economy.

(2) Recent Economic Performance

(i) Introduction

8. Between 1948 and 1973, Israel's gross domestic product increased at an annual average rate
of around 10 per cent. During this period, Israel successfully developed its industrial sector, and was
able to maintain fulI employment and a rising standard of living, despite the doubling of its population.
Heavy defence spending and trade deficits also prevailed during this period. By the late 1970s, the
economy began to stagnate, faced with increased foreign debt, high inflation, and rising unemployment.
Measures were taken to overcome this situation, mainly to improve the balance-of-payments. Although
foreign trade balances improved, continued growth in the money supply and persistent budget deficits
led to soaring inflation. The Economic Stabilization Programme of 1985 (ESP) and the following
structural adjustment measures established the required conditions for economic recovery with relative
price stability (Section (iv) below).

9. The ESP was followed by a number ofstructural reforms aimed mainly at deregulating certain
sectors of the economy and promoting the private sector. Additional efforts have been made in recent
years to reduce government intervention in economic activities, mainly through deregulation in key
areas such as capital and money markets, liberalization of foreign exchange controls, a far-reaching
foreign trade reform, and privatization. In 1987, the Government established a programme for the
privatization of a selected group of public enterprises. The basic objectives of the privatization
programme were: to reduce government involvement in the provision ofgoods and services; to reduce
the public sector debt; to increase the rôle of market signals in the economy; to permit a resumption
of investment in privatized enterprises; to encourage the development of capital markets; and to
encourage foreign investment. Initially, the implementation of the privatization plan was very slow.6
Between 1988 and 1991, the average annual proceeds from privatization were around US$190 million.

10. Privatization has gained momentum since mid-1991, when the Israeli authorities established
a Ministerial Committee on Privatization consisting ofthe Prime Minister (Chairman.) and the Ministers
of Finance and Justice. The main current objectives of the privatization programme include to promote
competition and efficiency (through the reduction of government involvement in the business sector),
to modernize and improve the efficiency ofmonopoly companies that are completely or partially State-
owned, to attract foreign investment, to reduce the government's internal debt, and to develop the Israeli
capital market. In 1993, proceeds from the sale of public enterprises, including banks, amounted to
US$1.4 billion.

6In addition to severe political, structural and institutional constraints facing the privatization process, the
relative lack of progress reflected a variety of problems ranging from sorting out vital interests, valuing assets,
and creating an appropriate legal framework. It appears that privatization efforts have also been confronted with
strong opposition by the Histadrut (The Economist, 22 January 1994).
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Table 1.2
Economic performance, Israel, 1970-93

1970-80 1980 1985 1987 1988 1989 1990 1991 1992 1993

Per cent (growth rate, exc. interest rates)

1. GDP and domestic absorption
Real GDP at market prices

Domestic absorption
Private comsumption

General Government
consumption
Gross domestic
investment

2. Resource balance

Exportof goods and
non-factor services (volume)

Imports of goods and
non-factor services (volume)

3. Competitiveness indicators

GDP deflator
Consumer price index

Real effective exchange rate
(index 1987=100)

4. Money

Money supply (M2)
Reserve money (end of year)
Interest rates (per cent)

Discount rate

Treasury bill rate

5.5
5.7
5.1

6.4

3.0
-0.4
-3.7
8.1

4.0

2.2
0.7
3.7

6.2
10.6
9.0
17.8

2.6
0.8
4.3

-2.5

1.7
-1.4
0.0

-8.6

5.4
6.6

5.3
4.8

6.0

9.3
7.6
4.9

6.7
7.7
8.3
-0.7

3.6
5.6
7.6

6.3

3.3 -13.3 -10.2 3.0 0.7 -4.5 22.6 43.4 7.6 0.2

9.0 6.0 8.7 11.0 -1.7 3.9 3.0 -2.3 14.4 11.6

6.4 -6.3 -0.6 18.9 -2.2 -6.9 9.0 16.8 9.8 15.1

... 123.3 263.8 19.4 17.8 20.3 16.3 20.9

41.4 131.0 304.6 19.9 16.3 20.2 17.2 19.0
... 99.7 100.2 100.0 111.4 110.4 109.9 ...

... 135.5 168.5 27.2

... 99.3 147.3 18.5

... ... 79.6 26.8

... ... 210.1 20.0

22.2
6.6

30.9
16.0

21.1 19.4
9.8 13.8

15.0
12.9

13.0
15.1

17.7
8.9

14.2
14.5

11.5
9.4

25.6
6.9

10.4
11.8

11.3
11.2

24.0
28.1

9.8
10.5

Percentage of GDP

5. Government finances

Central government revenue
(incl. grants)
Central government expenditure

Central government balance

Memorandum items (per cent)3

GDI/GDP
GDS/GDP
GNS/GDP

... 62.6 73.8 58.5 49.5 47.4 48.6 35.1 39.7

... 78.9 77.1

... -16.3 -3.3

... 21.9 i7.8

... 10.9 11.3

... 12.2 10.9

62.1 58.4 51.6
-3.5 -8.5 -4.;

17.6
10.6
11.5

16.9
11.3
12.1

53.1
-4.5

15.8 18.5

11.8 12.4

'3.3 14.0

d:.1I 47.4

-6.0 -7.7

23.6
14.8
16.8

23.2
16.2
18.3

... Not available.

a Gross domestic investment and gross domestic saving as a share of GDP at market prices. Gross National Saving is equal to

GDS plus net factor income and net current transfers from abroad.

Source: Central Bureau ofStatistics, Statistical Abstract of Israel. 1992. and Monthly Bulletin ofStatistis (for GDPand domestic absorption
and resource balance); Bank of Israel, Annual Reports (for the consumer price index); World Tables 1991/92 (STARS version)
(for competitiveness indicators and memorandum items); and IMF, International Financial Statistics (for money and government
finances).

25.3
15.7

13.7
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11. Israel has entered the fourth year of rapid economic expansion. Between 1990 and 1992, real
GDP grew by an average rate of around 6 per cent a year, up from 2 per cent in the period 1988-89,
and inflation was reduced to single digits for the first time in over 20 years. The most significant
development affecting the economy in the past three years has been the large inflow of immigrants
since 1989 which, it is estimated, has expanded the domestic population by some 12 per cent, leading
to a rise in gross fixed investment and strong growth in aggregate demand.

12. In 1992, GDP continued to expand rapidly, growing by 6.7 per cent; the inflation rate declined
substantially, but unemployment remained high, and even increased (Table 1.2). Business-sector product
rose by 8 per cent. with exports also growing rapidly.7 The increase in production stemmed from
the greater profitability of recent years and the continued expansion of capital. Following two years
in which economic growth and employment were based on the expansion of residential construction,
exports played the leading rôle in 1992.8 The public sector deficit declined, the balance of payments
improved, and both the public debt to GDP and the external debt to GDP ratios fell. In 1993, real
GDP growth slowed to 3.5 per cent, mainly in reflection of the large contraction ofthe building sector.9
The 1993 economic growth was led by a particularly strong performance in non-dwelling investment
and in the export sector. Tourism activities also recovered.

(ii) Supply and demand

13. The gross domestic product of the business sector in Israel expanded by 7 per cent on average
in the period 1990-92. The main component in output growth was the construction sector, which
expanded by around 24 per cent in 1990 and 1991 before slowing to 8 per cent in 1992 and 7 per cent
in 1993. In the period 1990-92 expansion of supply was supported by increases in productivity and
in capital utilization.11 Growth in the industrial sector averaged 6.5 per cent in 1990 and 1991 and
picked up to 8.3 per cent in 1992 and 6.7 per cent in 1993. Agricultural production contracted in
1991 as a result of adverse climatic conditions, but recovered in 1992, when gross product grew by
13.1 per cent and 0.4 per cent in 1993.

14. According to the Government, the latest data show that GDP, the business and agricultural
sectors ali expanded by some 3.5 per cent in real terms in 1993, while the industrial sector expanded
by 7 per cent. however, construction activity fell by 9 per cent.

'The product of the business-sector includes the product of all branches of the economy, except general
government services, services of private non-profit institutions and housing services.

'The net inflow of immigrants fell to 75,000 in 1992, down from around 180,000 per year on average in
the period 1990-91. Consequently, the Israeli Government scaled back its housing investment programme and
aggregate demand growth slowed. However, this was offset by an increase in merchandise and services exports.

9Excluding the construction sector, the Israeli economy continued to grow above 6.5 per cent in 1993.

10Output growth was made possible by the expansion ofpotential supply and the utiliztion of excess capacity
which had accumulated in the tradables sector since 1990 (Bank of Israel, 1993b).
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Chart 1.4
Selected indicators of macroeconomic development, 1980-92
Per cent
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15. The growth and composition of domestic demand have been strongly influenced by the
immigration wave and policies adopted to absorb it. The large influx of immigrants gave a substantial
boost to domestic demand, which accelerated from growth of around 7.5 per cent in 1990 to 12.5 per cent
in 1991, fuelled by investment and consumption." The resource balance deteriorated in this period,
mainly because of growing imports. The contribution ofdemand components to GDP growth is given
in Chart 1.4(a).

16. The growth in business output in 1992 was due principally to an increase in exports and to
the continued growth of domestic demand, although the latter rose more moderately than in 1991.
In 1992, domestic demand continued to be supported by consumer spending, but there was a marked
slowing in investment outlays, especially following a change in housing policy in mid-year.'2
Consumption contributed by more than 4 percentage points to real GDP growth in 1992. The evolution
of private consumption expenditure reflected increased purchases of durable goods, primarily vehicles.
Real domestic demand growth (except direct defence imports) slowed to around 7 per cent in 1992,
and to an estimated 5.2 per cent in 1993. Aggregate domestic demand was supported in 1993 by a
7.7 per cent increase in private sector consumption.

(iii) Savings and investment

17. There is a consistent imbalance between domestic savings and investment in Israel, with the
investment shortfall being covered by regular large capital inflows. The share ofgross domestic savings
(GDS) in GDP has remained relatively stable at a low level of around 10 per cent over the 1980-88
period, but has increased since then to more than 16 per cent in 1992 (Table 1.2). In the sane year,
gross national savings (GNS) were the equivalent of more than 18 per cent of GDP (Chart I.4 (b).13
Between 1989 and 1991, private saving accounted for over 100 per cent of net national savings, as
public savings were negative. The ratio of gross domestic investment (GDI) to GDP fell from almost
22 per cent in 1980 to around 15 per cent in 1989, but recovered thereafter to 23 per cent in 1992,
mainly reflecting public investment in housing.

"The substantial increase in housing construction in 1991 was mainly the result of government initiatives
in that sector aimed at catering to the housing needs of the new immigrants. Housing-relaxed spending was
particularly strong over the past three years. Non-dwelling investment also displayed strength in response to
the improved labour supply situation (Bank of Israel, 1992).

12In mid-1992, the Israeli Government cancelled the construction ofnew units by the government and drastically
reduced the coverage of the guarantee programme to private contractors.

"3The difference between GNS and GDS is mainly net private current transfers from abroad.
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(iv) Prices

18. Inflation in Israel began to rise in the early 1970s and then accelerated until it reached an annual
rate of more than 300 per cent in 1985 (Chart 1.5). Because of extensive indexation in the economy,
it was initially possible to avoid the most serious social and economic effects usually associated with
inflation (the adverse effects on income distribution and, in extreme cases, on total output,14 Thus,
there were few market pressures acting against the inflationary process. Hidden inflation costs that
could not be averted by indexation were: the lower efficiency with which the price system conveyed
information about the relative prices of commodities; the cost to the economy as a whole, as a result
of devoting scarce time and human resources primarily to managing personal and corporate cash flow
effectively; and (arguably) the diversion of resources to the banking and financial sector.15

Chart 1.5
Inflation in Israel, 1970-93
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Per cent
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Note: Inflation as given by annual average change inconsumer prices
Source: Central Bureau of Statistics, Statistical Abstract of lsrael 1992; and

Bank ofIsrael Recent Economic Developments,June 1994.

1993

14For example, when the rate of inflation reached its peak level in the middle of 1985, virtually all (93 per
cent) of total liquid assets (M4) were in the form of instruments that provided protection against inflation either
by being indexed orby bearing compensating nominal rates of interest (Patinkin, 1993). Wages were aiso indexed.

15Patinkin (1993).
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19. In July 1985, the Economic Stabilization Programme (ESP) was implemented to deal in a
comprehensive manner with all aspects of inflation. The programme included significant budgetary
cuts, reductions in price subsidies for basic food products, monetary discipline, devaluation of the sheqel,
and temporary suspension of wage indexation agreements.16 One of the most important components
of the stabilization programme was the establishment of a set of several nominal anchors, with the
intent of stabilizing prices without throwing all the weight on a single indicator; although the nominal
exchange rate was chosen as the major key anchor, others such as nominal wages and price levels
supported the process.' Within two months, and with minimal adverse effects on employment and
the real economy, the annual rate of inflation was reduced from more than 300 to less than 20 per cent.
Major features of the Economic Stabilization Programme are given in Box 1. 1.

20. Further measures adopted in 1986 and 1987 included a cut in defence spending, broad tax
reforms, reduction in public sector work force, and privatization of certain State-owned enterprises.
For the most part, these reforms were considered successful. Inflation was brought down to less than
20 per cent in 1987, while GDP growth reached 6.2 per cent, industrial production strengthened and
exports grew (Table I.2).

21. In spite of the remarkable success in bringing inflation down quickly and at relatively low real
cost, the stabilization programme did not reduce it to the levels prevalent in Israel's major trading
partners. Thus, since 1986, the use of the exchange rate as a nominal anchor has resulted in a real
appreciation of the Sheqel, causing a gradual increase in the current account deficit and triggering debate
about whether to devalue more frequently in order to maintain the real exchange rate. 18 Until August
1986, the policy was to keep the nominal exchange rate stable against the U.S. dollar; in August this
was replaced by pegging the New Sheqel to a five-currency basket, with the main foreign currencies
weighted according to their share in Israel's foreign trade (Chapter III).

22. Inflation, as measured by the consumer price index, was relatively stable after 1987; the average
growth rate in the consumer price index remained at around 18.5 per cent between 1987 and 1991,
reflecting both entrenched inflationary expectations (as expressed through the wage and price setting
process) and a policy of monetary accommodation. However, in 1992, the average annual rate of
inflation fell to 9.4 per cent (Chart 1.5 and Table 1.2). partly as a result ofa sharp deceleration in housing
prices, but also following a moderation of nominal wage growth coupled with improved productivity
and lower import prices. The adoption of a diagonal band exchange rate system for the sheqel that
has maintained the real effective rate stable and reduced expectations of relatively large, discrete
devaluations may have also contributed to this performance (Chapter III). In 1993, an important rise
in housing prices brought inflation up to 1 .5 per cent (the non-housing component ofconsumer prices
decelerated further to 8.5 per cent by end-1993).

The initial steps included a general increase in prices followed by a price freeze, a sharp devaluation, and
a credit squeeze operating through unprecedentedly high real interest rates (Bruno and Piterman, 1988).

'7The choice of the exchange rate as the main nominal anchor was justified by the fact that it is of crucial
importance to Israel, as it is highly dependent on international trade. The two basic components of an orthodox
programme for stopping inflation were also basic parts of the Israeli programme, namely a significant reduction
in government spending and, hence, in its deficit, as well as a restrictive monetary policy (Patinkin, 1993).

18Some commentators maintain that, in a small open economy, such as Israel, the relationship between the
price level and the exchange rate may be stronger and more immediate than that between the price level and
monetary aggregates. One of the reasons for the close connection between the price level and the exchange rate
is said to be the high import component of domestic output (Cukierman and Sokoler, 1993).
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Box I.1: Israel's 1985 Economic Stabilization Programme

After more than a decade of continuously escalating inflation and recurrent balance of payments crises,
which since 1973 had caused the virtual stagnation of economic growth, Israel launched a comprehensive
stabilization programme in July 1985. The aims of the programme were to eliminate high inflation and
to reduce the balance of payments deficit. The programme combined traditional contractionary fiscal and
monetary measures with less orthodox measures, such as a temporary price and wage freeze and pegging
of the exchange rate to the U.S. dollar. The new economic policy achieved a drastic reduction of
inflation together with an improvement in Israel's external position, without causing a significant rise in
unemployment.

The success of the programme owes much to the dramatic cut in the government deficit, but it is also due
to credibility of the initial synchronization of the most important nominal variables. At the same time the
programme was supported by favourable external circumstances, such as improved terns of trade
(decline in oil prices), depreciation of the U.S. dollar in relation to European currencies, and substantial
emergency aid granted by the United States.

The stabilization programme was intended to lay the ground for structural change in the economy and for
the eventual renewal of growth. The programme's design was the combination of a drastic cut in the
fiscal deficit with the fixing of several nominal anchors (the exchange rate, wages, bank credit, and the
price freeze imposed on a wide range of goods and services). These measures were aimed at ensuring
that inflation would be brought down rapidly without throwing too much weight on a single anchor,
which might have led to excessive real costs.

The time span foreseen for the implementation of the programme as a whole was originally set at one
year, of which the first three months were declared an economic emergency period. The principal
measures of the programme were as follows:

(i) The public deficit was cut to 6 per cent of GDP, primarily by reducing subsidies and raising
taxes. The deficit decreased from 12-15 per cent of GDP in the decade before the programme
to no more than 2-3 per cent of GDP.

(ii) The sheqel was devalued by 25 per cent and its exchange rate against the U.S. dollar was
stabilized at NIS 1.5. At the same time, effective exchange rates for imports and exports were
partially united.

(iii) Multiple nominal anchors were chosen. Nominal variables denominated in local currency were
frozen. In this connection, a tripartite wage agreement among the Government, the General
Federation of Labour (Histadrut) and the employers' organization provided for a temporary
suspension of the existing cost-of-living allowance agreement (wage indexation). The Bank of
Israel undertook to restrict bank credit by raising reserve requirements and real interest rates on
the discount-window loan to commercial banks. In addition, the prices of most goods and
services were frozen and subjected to administrative control.

(iv) With regard to the capital market, the principle was adopted that long-term savings were to be
safeguarded and the liquidity of indexed assets reduced. The measures taken included a ban on
converting sheqels into residents' foreign currency demand deposits.

Source: Bruno and Piterman (1988).
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(v) Labour market

23. Israel's labour force is highly unionized. Wage rates are determined by collective bargaining
in both the public and private sectors. During the 1970s and early 1980s wage indexation usually
provided between 80 and 90 per cent ofthe compensation needed to keep the real wage constant. During
the period of adjustment following 1985, wages were initially frozen, following a one-time increase
to compensate for devaluation. The wage determination process has been changed since 1989. Over
the past three years, the main wage negotiations have occurred at the factory level rather than at the
sector or general level, while the compensation for inflation has become lower; currently, negotiated
wage agreements generally compensate for around 85 per cent of price increases but only above a
6 per cent inflation threshold.

24. The large influx of immigrants since 1989 has considerably changed lsrael's labour market
conditions. The impact of immigrants on the labour market has been amplified by their relatively high
participation rate.19 As a consequence of the substantial expansion in labour supply and the subsequent
increase in unemployment, real wages in the business sector are estimated to have declined by a total
6 per cent since 1989.20 However, real public sector wages increased by around 1.8 per cent. In 1992,
the declining trend in business sector real wages was interrupted, mainly because wage contracts had
been negotiated on the expectation of a higher inflation rate than actually materialized. Business sector
unit labour costs rose by around 2 per cent in 1992 before levelling off in 1993. Wage contracts. signed
in 1993 with various categories of public sector employees, will provide for real wage increases over
the next three years.

25. The strong economic growth since 1990 resulted in an average annual increase of 5 per cent
in employment in 1991 and 1992. The main growth was in the non-traded goods sector, including
construction and related industries, personal services and transport. However. because of the sharp
increase in the 'labour force, the overall unemployment rate rose from 8.9 per cent in 1989 to a peak
of 11.2 per cent in 1992. In 1993, despite the relative slowing in the economy , employment growth
picked up to 6 per cent and unemployment declined to 10 per cent.2'

(vi) Public finance

26. The annual government deficit in the years of three-digit inflation (1980-84) averaged around
12 per cent of GDP. The impact of this deficit was reinforced by the fact that the rapid inflation led
businesses and independent income-earners to delay in remitting their taxes, thus further decreasing
tax receipts. The cuts in government expenditures introduced under the 1985 ESP considerably reduced
the deficit in the following years. However, since 1989, the central government deficit has increased

19While participation rates in the first years ofresidence are relatively low, these rates rise toaround 60 per cent
after one year in the country. This relatively high participation rate partly reflects the older age structure of
new immigrants. Around 80 per cent of immigrant- are of working age compared with 68 per cent for the
established population (Bank of Israel, 1991a).

20 Approximately 70 per cent of the real decline in business sector wages over the past three years reflects
lower real wages for the established population rather than the recruitment of new entrants at lower wage levels
(Bank of Israel, 1992).

21Factors contributing to the decline in unemployment included GDP growth, slowdown in immigration,
substitution of Israeli workers for Palestinian workers from the Occupied Territories, following the closure of
the border in April 1993, and a tightening of unemployment benefit regulations.
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regularly to reach 7.7 per cent ofGDP in 1992 (Table 1.2).2 In 1993, it declined again to 2.5 per cent
of GDP; despite the improvement in the central government's account. the overall general government
deficit widened from 2.5 per cent of GDP in 1992 to 3.5 per cent of GDP in 1993.

27. Over the recent past years, a number of changes have been made to the budget process.23 For
example, in 1991, it was decided that forthcoming budgets would be set henceforth in a multi-year
framework. A Budget Deficit Reduction Law was also adopted, which set out a path for gradually
eliminating the domestic component of the budget deficit by 1995; ceilings were fixed at 6.2 per cent
of GDP for 1992, 3.2 per cent for 1993, 2.2 per cent for 1994 and 0 from 1995 onwards.24 This law
applies only to the Central Government.5

28. There have also been important changes in the composition of both government revenues and
expenditures. Since the mid-1980s the Government has reduced its reliance on direct taxes for revenue.
Both income and corporate marginal tax rates were reduced in the 1986-92 period, as were certain
employment taxes. The share ofcustoms duties in total income from indirect taxation has fallen sharply
in the last decade, currently accounting for only 5 per cent of indirect tax revenues, down from
13 per cent at the beginning of the 1980s. There has also been a change in the composition of public
spending. Direct subsidies granted to specific industries and defence spending declined in relative
importance. while the share of spending in social services such as education, health and welfare
increased.26

(vii) Money

29. Monetary policy in Israel is implemented through a wide variety of instruments, of which some
are only partially under the control of the Bank of Israel. This situation evolved over the years because
the Banks traditional rôle as a guardian of price stability was largely subordinated to such other
objectives as the maintenance of full employment and a sufficiently high level of foreign reserves, and
the promotion of economic growth. Until 1985, large and persistent budget deficits imposed additional
constraints on monetary policy, severely limiting the Bank of Israel's ability to stabilize prices. The
dramatic reduction of the deficit since the 1985 ESP placed greater weight on the rôle of monetary

22Since 1989, the absorption ofnew immigrants has put an increased burden on government finances. Initial
absorption grants and income support were provided to them, incentives were offered to speed up housing
construction, and mortgages were subsidized to help immigrants buy apartments. On the income side, additional
taxes were raised principally through the value added tax and the introduction of a temporary 5 per cent income
tax surcharge.

23 The budgetary process in Israel is highly centralized in the Ministry of Finance. which prepares detailed
draft budgets and has strict control over other ministries' expenditure.

24According to the IMF, the central government's domestic budget deficit (excluding net lending) was reduced
from almost 5 per cent ofGDP in 1992 to 2.5 per cent ofGDP in 1993, exceeding the requirements of the 1991
Deficit Reduction Law. The cut in the deficit was facilitated by reduced public spending on housing and a lower-
than-anticipated inflow of immigrants.

25Central Government operations account for around 80 per cent of general government revenues and
expenditures. The local authorities and the National Insurance Institute finance around half of their expenditures
from transfers from the central government.

26For example, a principal feature of the 1993 Budget was the increased emphasis placed on infrastructural
and educational expenditures and the curtailment of public housing and construction expenditures.
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policy in economic management. Moreover, the gradual loosening of the government's monopoly
ofthe capital market increased the need for a more sophisticated and active independent monetary policy.

30. Since the 1985 ESP, monetary policy in Israel has focused on achieving financial stability,
while at the same time supporting domestic economic activity. According to the authorities, currently,
the main goals of monetary policy are to support growth. fight inflation and preserve foreign reserves.
One of the principal instruments of monetary policy is the monetary loan, extended to banks through
the discount window and periodic monetary aur';ons.27 The Bank of Israel also affects liquidity indirectly
via open market operations and by offering the public options to purchase dollars and forward contracts
in Treasury bills.

31. Over the past two years, monetary auctions have operated to decelerate the rate of growth of
the monetary and credit aggregates. By the end of 1992. however, as interest rates were reduced to
stimulate domestic demand, there was an expansion in these aggregates (Table 1.2).28Real ex-post
interest rates in 1992 were higher than in previous years, as nominal interest rates fell by less than
inflation. Although the exchange rate is the main intermediate target, the authorities also monitor the
monetary and credit aggregates in order to ensure that monetary policy is consistent with the inflation
objective.

32. In the last few years. the Government has implemented certain reforms to deregulate the domestic
money market and to open up the Israeli financial market zo international competition. At the same
time, substantial progress has been made in reducing government involvement in nnancial intermediation.
However, the domestic banking sector still remains highly concentrated, with the three largest banks
(which are currently under close government supervision) accounting for 90 per cent of the sector's
combined balance sheet.

33. The exchange rate has served as a nominal anchor to the economy since the 1985 ESP. Until
1989, Israel maintained a fixed exchange rate, with the currency initially pegged to the U.S. dollar
and subsequently to a currency basket.29 In 1989, the authorities introduced a band around a mid-point
rate. within which the exchange rate can fluctuate in accordance with market forces. In December 1991,
the mid-point rate was devalued by 3 per cent and a diagonal band exchange rate system replaced the
previous fixed band system (Chapter III).

Discount window loans are supplied to commercial banks according to a step-like function. specifiying fixed
quantities at progressively higher interest rates. Repurchase agreements are auctioned by the Bank of Israel to
commercial banks daily for an overnight term, weekly for a one-week period and to the public. with the banks
acting as intermediaries, on a weekly basis for a four-week period.

An important objective of monetary policy in 1992 was to exert pressure on the commercial banks to reduce
the spread between deposit and lending rates. At the same time. the Bank of Israel conducted its loan auctions
in a manner that led to the reduction of the overall level of interest rates. This policy was aimed at creating
conditions more conducive to investment and long-term economic growth. However, the policy also resulted
in a significant pick-up in the rate of growth of the monetary and credit aggregates.

"Under the fixed exchange rate régime, the currency was periodically realigned to compensate for the loss
of international competitiveness stemming from a higher rate of domestic inflation than that prevailing abroad
(Chapter III)
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(viii) Balance of payments

34. Israel's merchandise trade deficit has increased sharply in the last few years, from around
US$1.8 billion in 1989 to more than US$5.6 billion in 1993 (Table 1.3). The worsening trade deficit
was associated with domestic demand increase and output expansion which accompanied the large influx
of immigrants. The value of merchandise exports, which had fallen in 1991, increased by almost
ten per cent in 1992 to US$l3.3 billion, virtually all in industrial products.30 However, apart from
a slight decline in 1989, imports have risen much faster, from US$12.9 billion in 1989 to US$18.3 billion
in 1992. Export recovery was, thus, not sufficient to offset the continued strong growth of imports
associated with relatively buoyant aggregate domestic demand. The merchandise trade deficit widened
in 1993.

Table 1.3
Balance of payments,Israel, 1980-93
(US$ million)

1980 1987 1988 1989 1990 1991 192 1993

Current accountbalance -515 -680 -41 1.235 558 -416 218 -1.373
Merchandise trade balance -3,106 -3.621 -2,814 -1,833 -2,981 -4.918 -4,946 -5.607

Expons. fob 5,870 9.249 10,286 11,067 12,139 12.029 13,314 14.804
Imports fob -8.976 -12.870 -13,099 -12,900 -15J,20 -16,946 -18,260 -20.411

Services -net balance 468 67 -60 -257 -646 -868 -75 -883
Income -net balance -962 -2,025 -2,023 -1,774 -1,722 -1.305 -1,645 -1630

Private unrequited transfers 1.060 1,491 1.486 1,853 2,123 2.282 2.722 2,853
Official unrequited transfers, n.i.e. 1.965 3.407 3,369 3.246 3.783 4.392 4.163 3.894

Capita accountbalance 1.082 1.333 -590 -1.064 -315 -89 -2,120 2.000
Direct investiment U4 153 173 87 -65 -73 -112 -374
Portfolio investment -25 168 4,172 1.023 -210 548 -740 1.750
Other 1.053 1.012 -4.935 -2.174 -40 .564 -1.268 624

Net errors and omissions 34 9 -539 1.227 272 332 445 854
Overall balance 541 661 -1.170 1.398 515 -173 -1,457 1,481
Assets in foreign currency and -5 -661 1,170 -1.398 -515 173 1.212 -1481
liabilities
Change in reserves -30I -1.099 1.233 -1.400 -752 59 1,195 -1,390
(negative = increase in reserves)

Memorandum:
Total reserves. except gold 3.351 5.876 4.016 5.276 6.275 6.279 5.127 6.383
Gold -national valuation 53 51 48 47 42 21 ... ...
Export price index -for 106.3 100.0 114.0 121.3 131.4 132.0 133.0 ...
merchandise. 1987=100
Import price index -for 95.7 100.0 108.3 115.6 124.5 118.4 118.5 ...
merchandise. 1987=100
Terms of trade. 1987o-100 111.1 t00.0 105.3 104.9 105.5 111.5 112.2 ...

Not available.

Source: International Financial Satistics. 1991 Yearbook andJuly 1994 editions. except forprice indicesandternsoftradefrom World
Trade Tables 1991/92 (STARS version) and 1994.

30Export growth was partly supported by improvements in Israel's competitiveness that resulted from the
adoption of the diagonal crawling exchange rate band system at the end of 1991, preceded by a 3 per cent
devaluation of the sheqel.
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35. lsrael has also registered an increasing deficit on the services account, although this declined
in 1992.31 Furthermore, in that year, the aggregate deficit ongoods and services was more than offset
by large private and official unrequited transfers, which reached around US$7 billion.32 The current
account balance moved from a small surplus in 1992 to a deficit of US$1.4 billion (around 2 per cent
of GDP) in 1993. Whereas exports rose by 11 per cent in that year, imports also increased by more
than 12 per cent. Further contributing to the current account deficit was a reduction (of around
US$300 million) in unilateral official trasfers to Israel. Large capital inflows from a number of sources,
including private contributions by the world Jewish community, reparations and restitution payments
by Germany, and substantial official U.S. aid, contribute to the easing ofbalance-of-payments pressures.

36. The evolution of the trade account appears to be linked to movements in the real effective
exchange rate (REER), although less significantly in the last recent years. Until 1985, appreciations
of the REER were accompanied by increasing trade deficits (Chart 1.6). Since the 1985 ESP, a number
of important changes have been made in Israel's exchange rate system.33 Under the fixed exchange
rate system, there was a significant erosion in international competitiveness, as the periodic devaluations
of the currency did not keep pace with inflation differentials. However, by 1992 the major part of
the earlier loss of competitiveness was recouped. During 1992, the realized rate of domestic inflation
fell well short of that on which the predetermined pace of exchange rate crawl for the year had been
set. Reflecting the faster-than-anticipated deceleration in inflation in 1992, Israel's real effective exchange
rate, as measured by relative consumer prices, depreciated by around 4 per cent between end-1991
and end- 1993. According to the IMF Israel's international competitiveness, as measured by the real
effective exchange rate, was not much different in 1993 than in 1980.

37. The capital account has moved to a surplus in 1993. following five years ofconsecutive deficits.
The 1993 capital account surplus resulted, to a large extent. from a large inflow ofportfolio investment,
and a reversaI of the account on other capital (mainly deposit money banks) (Table I.3).

38. Official reserves have been equivalent to between 2.5 and 3 months of imports of goods and
services since 1989. At the end of 1992, total reserves stood at US$5. 1 billion or 3 months of imports
ofgoodsandservices, downfrom US$6.3 billionin 1991 (Table l.3). Notwithstandingthereemergence
of a current account deficit in 1993. net foreign exchange reserves rose to US$6.4 billion, or the
equivalent of more than 3 months of imports.

39. Gross external debt has been relatively stable since the late 1980s. It stood at around
US$34 billion at the end of 1992, up from US$32 billion in 1987.34 Given the growth rates ofaggregate
output, external liabilities as a share of GNP have declined from more than 90 per cent of GNP in
1987 to 53 per cent in 1992. The Government accounted for about 78 per cent of total net debt (net
of foreign assets of the Israeli commercial banks) in 1992, of which 63 per cent tookthe form ofbonds.
Debt-service ratios have also improved since the late 1980s; the ratio was 5 per cent in 1993, down
from 8 per cent in 1988.

31The travel (tourism) account registered deficits in 1990 and 1991 as a result of the Gulf War, in contrast
to an average surplus of around US$200 million in the period 1987 to 1989. In 1992, the travel account returned
to a small surplus of US$26 million.

32Persistent and high deficits in Israel's trade balance are not reflected in thecurrent accountdue to considerable
unilateral transfers of the order of US$6 billion per year on average.

33Isrel's exchange rate régime is explained in Chapter III.

34Central Bureau of Statistics (1992).



Chart 1.6
REER and balance of trade, 1970-90
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trading partners as reported inthe UNSO Comtrade Data Base.

Source: Calculation by GATT Secretariat from World Tables 1991/92 (.STARS version).

(3) Trade Performance

40. As a small economy with a relatively limited domestic market, Israel is highly dependent on
foreign trade. Merchandise trade (exports plus imports) is the equivalent of more than 50 per cent
of GDP.

41. Israel imports mainly raw materials and exports manufactured products. Nearly 65 per cent
of its imports are raw materials, 20 per cent equipment goods and 15 per cent consumption goods.
Around 90 per cent of exports are manufactured products (mainly foodstuffs, textiles, chemicals, and
electronics and metallurgical products), and less than 10 per cent agricultural goods.

42. The growth rate of export volume declined considerably between 1989 and 1991, from 9.7
to 0.4 per cent. This fall was apparently linked to unfavourable international conditions, including
the Gulf War. In 1992, the volume of exports (excluding diamonds) rebounded by 9.6 per cent
(Table AI. 1). Industrial products, which account for the bulk of Israel's exports, increased by almost
11 per cent, while agricultural goods, which account for around 8 per cent of the total, declined due
to adverse climatic conditions early in the year. Since the beginning of 1992 there has been a significant
improvement in competitiveness. Export volume expanded by almost 13 per cent in 1993. 35

'A notorious feature ofthe 1993 tradeperformance of Israel was the 14 per cent increase in industrial exports,
of which 70 per cent of the increase was directed at markets outside the European Union and the United States.
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43. The volume of imports has aiso increased considerably since 1990, mainly reflecting the strong
expansion of domestic demand. Import volume (excluding diamonds) grew by 12.3 per cent in 1990,
21.8 per cent in 1991 and 13.1 per cent in 1992 (Table AI.2). Until 1991, there was a particularly
strong demand for investment goods. In 1993, import volume expanded by more than 12 per cent.
The m.f.n. unilateral tariff reductions implemented by Israel played an important rôle in the continued
rapid increase of import demand in 1993.

44. One long-standing obstacle to Israeli exports and imports over the past decades has been the
Arab economic boycott. According to the Israeli authorities, the direct and 'secondary" boycott has
had major effects on trade performance; the economic damage to Israel, in terms of lost trade and
investment. has been estimated at US$40 billion by the Israeli Export Institute.36 However, the recent
peace process has produced some noticeable changes: several major multinational companies in the
United States, Western Europe and Japan, that had in the past refused to do business with Israel, have
during the last two years opened commercial contacts, and even explored investment possibilities in
Israel. Moreover, some Arab countries have recently ended the secondary boycott, following progress
in the Middle East peace talks.

(i) Direction of trade

45. Since trade with most of its immediate neighbours has been precluded by the political situation,
Israel has concentrated on trade with more distant markets, such as those of the European Union and
the United States. Israel has signed free-trade agreements with both trading partners (Chapter Il).

46. Israel's most important trading partner is the European Union, which accounts for one-third
of merchandise exports and one-haif of merchandise imports (Charts 1.7 and I.8). Within the EU,
the United Kingdom, Germany, Belgium-Luxembourg, Franceand the Netherlands are the major export
markets. The United States is the second largest trading partner of Israel; its share of Israeli exports
has grown rapidly in the past decade reaching some 30 per cent already in 1987 and continuing at around
that level since then (Table 1.4). By contrast, the U.S. share oflsrael's imports has remained relatively
stable over the decade, varying between 16 and 19 per cent (Table I.5).38Countries not covered by
a free trade agreement account for around 25 per cent ofIsrael's merchandise exports. Among these,
relatively important export markets for Israeli products are Japan and Hong Kong. Switzerland and
Japan are also important sources of Israel's merchandise imports.

'The secondary boycott applies to any non-Arab foreign companies dealing with Israel. Foreign companies
dealing (trading or investing) with Israel are put on a 'black list' and are forbidden from doing business with
Arab countries.

37Although the United States remains Israel's single largest trading partner, the European Union as a whole
is more important, especially after the figures are adjusted for trade in diamonds, which is a high volume but
low value-added sector.

38Major Israeli imports from the United States include aircraft and engine parts, agricultural products (soybeans,
wheat, corn, barley, and sorghum), computers, office machines, precision measuring instruments, paper and
paperboard, and diamonds. Major Israeli exports to this market include diamonds, jewellery, aircraft and parts,
electric instruments, electro-medical equipment, computers, chemicals and fertilizers, and telecommunications
equipment.
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Table 1.4
Exports of Israel by region and principal destination, 1980-93
(U.S$ million and per cent)

1980 1987 1988 1989 1990 1991 1992 1931

World (Value) 5,540.0 8,474.8 9,734.2 10,735.5 12,047.1 11,890.8 13,082.3 13,935.0

World 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

America 21.6 36.0 34.1 34.1 32.3 33.5 33.5 ...

USA 17.5 32.0 30.7 30.9 28.8 30.2 30.5 30.2

Canada 0.8 1.0 1.0 1.0 0.8 0.8 0.7 0.7

Other America 3.3 3.0 2.4 2.0 2.6 2.5 2.3 2.8

Brazil 0.6 0.6 0.5 0.4 0.7 0.7 0.5 0.6

Europe 52.1 37.4 38.2 37.3 41.0 41.9 40.1 38.2

EC12 41.7 32.4 33.0 31.6 35.2 35.9 34.5 30.2

U.K. 8.4 7.8 7.9 6.8 7.0 6.7 7.7 5.6

Germany 10.2 5.6 5.4 4.9 5.9 6.7 5.8 5.2

Bel-Luxemb. 4.3 3.2 3.9 4.0 5.7 5.8 5.0 4.9

France 5.4 4.6 3.9 4.1 4.8 4.8 4.7 4.3

Netherlands 4.5 4.6 4.7 4.6 4.5 4.5 4.2 3.9

Italy 5.1 3.6 3.9 3.9 4.2 3.9 3.5 3.2

Spain 0.7 1.2 1.3 1.4 1.4 1,7 1.9 1.4

Greece 1.1 1.1 1.3 1.2 0.9 1.1 0.8 0.8

EFTA 8.2 4.0 4.1 4.2 4.1 3.8 3.1 2.9

Switzrland 5.5 2.3 2.4 2.4 2.4 2.3 1.8 1.8

EastEurope and Russia 0.8 0.3 0.3 0.7 0.6 0.9 1.6 3.9

Other Europe 1.3 0.7 0.7 0.9 1.0 1.2 1.9 1.2

Turkey 0.7 0.4 0.4 0.6 0.7 0.9 0.9 1.0

Asia 11.7 12.6 15.2 15.6 16.5 14.9 15.9 16.2

EastAsia 6.9 6.5 8.3 8.3 8.1 7.9 9.4 ...

Hong Kong 4.5 4.5 5.3 4.8 4.4 4.6 5.1 4.3

Singapore 1.5 0.4 0.6 0.7 0.9 0.7 0.9 0.8

Thailand 0.2 0.4 0.6 0.7 1.0 0.8 0.7 1.0

Middle East 0.5 0.2 0.2 0.2 0.3 0.2 0.2 ...

Japan 4.2 5.8 6.7 7.0 7.2 6.1 5.3 5.3

India 0.1 0.1 0.1 0.1 0.8 0.7 1.0 1.5

Oceania 0.9 1.0 1.2 1.2 0.9 1.0 1.0 1.1

Australia 0.8 0.8 1.1 1.1 0.8 0.9 0.9 0.9

Africa 3.4 1.5 1.9 1.7 1.3 1.5 1.5 2.2

South Africa 1.5 1.0 1.1 1.2 0.8 0.8 1.0 0.9

... Not available.

Note: The top 20 export markets in 1992 have been included in the table.

Source: UNSTAT. Comtrade database.
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Table 1.5
Imports of Israel by region and principalcountry of origin, 1980-93
(US$ million and percent)

1980 1987 1988 1989 1990 1991 1992 1993

World (Value) 8,023.3 11,751.9 12,873.7 13,100.9 15,197.4 16,753.0 18.662.7 20,349.9

World 100.0 100.0 100.0 100.0 I00.0 100.0 100.0 100.0

America 22.1 18.3 18.6 20.3 19.9 21.6 19.1 19.5

USA 19.3 16.4 16.7 18.0 17.9 19.5 17.3 17.9

Canada 1.0 1.0 0.7 0.7 0.9 0.8 0.6 0.5

Other America 1.8 0.9 1.2 1.3 1.2 1.4 1.2 1.1

Europe 49.6 63.6 64.2 62.6 61.6 59.9 60.8 60.3

EC12 37.0 53.5 52.0 50.6 49.5 47.8 50.4 49.1

Bel-Luxemb. 5.0 14.4 15.3 15.3 13.3 11.2 12.8 12.3

Germany 9.9 13.1 11.4 10.9 11.8 12.0 12.0 10.5

U.K. 8.6 9.0 9.1 8.6 8.5 8.0 7.8 8.5

Italy 4.4 6.4 6.2 5.8 . 1 6.5 7.0 7.4

France 3.8 4.6 4.2 d.1 3.9 4.3 4.5 4.2

Netherlands 2.8 3.2 3.5 3.5 3.5 3.4 3.3 3.4

Spain 1.4 1.1 1.0 1.1 1.0 1.0 1.1 10

Denmark 0.3 0.5 0.4 0.4 0.5 0.5 0.7 0.7

EFTA 10.5 9.5 11.3 11.1 11.0 10.4 9.1 9.7

Switzerland 8.3 6.7 8.7 8.9 8.7 8.0 6.8 7.0

Sweden 0.9 1.5 1.2 0.9 1.0 1.2 1.1 1.4

Finland 0.7 0.6 0.7 0.6 0.6 0.5 0.5 0.5

East Europe and Russia 1.6 0.4 0.5 0.5 0.8 1.1 0.9 1.0

Other Europe 0.4 0.3 0.4 0.3 0.3 0.6 0.4 0.5

Turkey 0.1 0.2 0.3 0.2 0.2 0.5 0.4 0.5

Asia 2.5 6.3 7.0 6.0 7.0 8.2 9.6 10.2

East Asia 0.8 2.5 2 5 2.5 2.8 3.3 3.7 4.3

Taiwan 0.2 1.0 0.9 0.9 0.9 1.1 1.2 1.2

Hong Kong 0.3 0.7 0.8 0.9 0.8 0.9 1.0 1.2

Korean Rep. 0.1 0.4 0.4 0.4 0.4 0.5 0.5 0.7

Thailand 0.1 0.1 0.1 0.2 0.3 0.3 0.4 0.5

Singapore 0.1 0.2 0.3 0.2 0.4 0.5 0.5 0.4

South Asia 0.2 0.4 0.7 0.7 0.5 0.4 0.4 0.7

Middle East 0.0 0.1 0.1 0.1 0.1 0.1 0.1 0.1

Japan 1.5 3.4 3.7 2.7 3.6 4.4 5.3 5.1

Oceania 0.5 0.4 0.7 0.4 0.2 0.3 0.3 0.3

Africa 2.1 2.2 1.9 1.9 1.8 1.8 1.7 1.5

South Africa 1.6 1.9 1.6 1.4 1.5 1.4 1.4 1.2

Note: The top 20 countries of origin in 1993 have been included in the table.

Source: UNSTAT. Comtrade database.
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Chart 1.7
Direction of Israel's exports, 1965-92
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Chart 1.8
Origin of Israel's imports, 1965-93
Per cent
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(ii) Commodity pattern of trade

47. The structure of merchandise exports has changed fundamentally since the establishment of
the State, reflecting Israel's economic development. Agricultural products, which constituted around
half the value of commodity exports in 1950, now account for about 8 per cent. In the 1950s, the
main agricultural exports were citrus products; currently, fresh fruit, vegetables and flowers are the
main export items (Chapter V). Diamonds continue to represent the largest single item in the balance
of trade. However, owing to the relatively small local value added, the net impact of diamond exports
is less significant.

48. Manufactures account for close to 90 per cent of Israel's merchandise exports (Chart I.9 and
Table 1.6). In recent years, industrial activity has accelerated mainly in those sectors with more
sophisticated high-tech products with high value added and higher export capability. Significant advances
have been made in the development and manufacture of new products, particularly in agrotechnology,
bio-engineering, chemicals, pharmaceuticals, medical electronics, electro-optics, computer peripherals
and software, defence, aviation, general electronics, communications and lasers. The main 25 products
(at the 3-digit SITC level) exported by Israel in 1992 accounted for 86 per cent of merchandise exports
(Table AI.3).

49. The commodity composition of Israel's imports has undergone significant change in recent
years. Imports of rough diamonds fell markedly between 1989 and 1991, whereas imports of both
consumer and investment goods increased significantly. Manufactures account for 80 per cent of
merchandise imports (Table 1.7). In 1992. the rate ofgrowth of imports of investment goods declined,
reflecting the slowdown in construction activity, while imports ofconsumer goods continued to expand
rapidly. In 1993, imports of non-durable consumer goods expanded by more than 20 per cent in volume,
while imports of investment goods rose by 13 per cent (Table AI.2). The main 25 items (at the 3-digit
SITC level) imported by Israel in 1993 accounted for 73 per cent of total merchandise imports
(Table AI.4).



Chart 1.9
Composition of Israel's trade, 1965-92
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Table 1.6
Exports of Israel by broad product category, 1980-93
(US$ million and percent)

Commodity 1980 1987 1988 1989 1990 1991 1992 1993
Total trade (US$ million) 5.540.0 8,474.8 9,734.2 10,735.5 12,047.1 11,890.8 13,082.3 13,935.0
Total trade (per cent) 100.0 100.0 100.0 100.0 100.0 100.0 100.0 1L00.0

Agriculture 15.7 12.7 11.6 10.4 11.0 10.2 8.6 9.8
Food 11.7 9.5 8.5 7.7 8.5 7.6 6.5 ...

Agriculture Raw Materials 4.0 3.2 3.1 2.7 2.5 2.6 2.1 ...

Mining 2.2 1.9 2.3 2.5 2.3 2.1 2.0 ...

Ores 1.0 1.2 1.0 1.1 0.9 1.0 0.8 ...

Non-ferrous metals 1.2 0.7 0.8 0.8 0.7 0.6 0.5 ...

Fuels 0.0 0.0 0.6 0.6 0.7 0.6 0.6 ...

Manufactures 81.9 85.4 86.0 87.0 86.6 87.5 89.3 90.1

Chemicals 15.3 14.2 13.4 13.8 13.7 14.0 13.4 13.2
Textiles 3.4 2.4 2.3 2.0 2.2 2.6 2.5 1.5

Iron and steel 0.7 0.4 0.4 0.5 0.3 0.3 0.2 0.5
Other semi-manufactures 39.8 38.1 33.2 33.2 33.2 32.4 32.3 ...

Power generating mach. 0.6 0.9 0.7 0.7 0.8 0.8 0.6

Agricultural mach. 0.2 0.2 0.2 0.2 0.2 0.2 0.2 ...

Office machinery 0.5 2.7 3.2 3.7 3.5 3.0 3.3 ...

Otier non-elec. mach. 3.2 2.9 7.1 7.0 6.6 5.9 9.4 8.8

Telecommunications app. 2.2 3.3 5.8 5.7 5.5 5.2 5.3 6.9
Other elec. mach. 2.0 4.9 5.6 4.7 4.8 5.5 6.0 7.9
Automotive prods. 0.5 0.3 0.3 0.5 0.5 0.4 0.3 ...

Other transport equip. 3.8 3.2 2.7 4.3 2.7 2.9 2.4 2.6

Furniture 0.2 0.4 0.4 0.5 0.4 0.4 0.3 0.2
Travel goods and bags 0.0 0.0 0.0 0.0 0.0 0.0 0.0 ...

Clothing 4.7 4.1 3.9 3.6 4.0 4.3 4.5 5.0
Footwear 0.2 0.1 0.1 0.1 0.1 0.1 0.2 0.2
Other misc. manufs. 4.6 7.2 6.7 6.6 8.2 9.5 8.1 ...

Other 0.2 0.0 0.1 0.1 0.1 0.2 0.2 0.7

... Not available.

Source: UNSTAT, Comtrade database.
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Table 1.7
Merchandise imports into Israel, by broad product categories, 1980-93
(US$ million and per cent)

Commodity 1980 1987 1988 1939 1990 1991 1992 1993

Total trade (US$ million) 8,023.3 11,751.9 12,873.7 13.!00.9 15,197.4 16,753.0 1,.662.7 20.349.9

Total trade (Per cent) 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Agriculture 13.2 10.2 11.0 11.4 10.3 9.5 9.0 8.4

Food 10.7 7.9 8.8 9.1 7.9 7.4 7.2 6.8

Agriculture Raw Materials 2.5 2.3 2.2 2.3 2.4 2.0 1.8 1.6

Mining 30.1 10.9 9.8 11.1 11.5 10.1 9.9 9.4

Ores 1.1 0.8 0.7 0.7 0.7 0.5 0.4 0.4

Non-ferrous metals 2.5 1.6 1.9 2.1 2.0 1.9 1.7 1.6

Fuels 26.5 8.5 7.2 8.3 8.8 7.7 7.8 7.4

Manufactures 56.5 77.3 78.0 76.2 76.8 79.2 79.5 80.9

Chemicals 6.3 9.2 9.3 9.7 9.8 9.2 9.5 9.1

Textiles 2.1 3.3 2.8 3.1 3.1 3.2 3.4 3.4

Iron and steel 3.7 2.7 3.0 3.2 3.2 3.5 3.0 2.9

Other semi-manufactures 20.3 25.1 28.5 29.4 26.9 24.5 24.1 24.4

Powergenerating mach. 1.6 0.7 1.0 1.0 1.2 1.3 1.2 1.2

Agricultural mach. 0.7 0.3 0.4 0.2 0.2 0.3 0.3 0.2

Office machinery 1.5 2.7 2.3 2.5 2.8 3.1 2.8 2.9

Other non-elec. mach. 5.6 8.3 6.9 5.8 6.6 8.1 7.9 8.2

Telecommunications app. 1.7 1.8 1.5 1.5 1.7 i.9 2.0 2.4

Other elec. mach. 4.4 7.0 6.0 6.4 6.3 6.9 7.2 7.8

Automotive prods. 4.3 7.7 7.8 5.1 5.7 7.6 8.9 8.5

Other transport equip. 1.0 1.9 1.6 1.4 2.1 2.4 1.8 1.9

Furniture 0.2 0.5 0.5 0.5 0.6 0.6 0.6 0.6

Travel goods and bags 0.0 0.1 0.1 0.1 0.0 0.0 0.0 0.1

Clothing 0.2 0.4 0.3 0.4 0.4 0.4 0.6 0.9
Footwear 0.1 0.2 0.2 0.2 0.2 0.2 0.3 0.3

Other misc. manufs. 2.8 5.5 5.7 5.8 6.0 5.9 6.0 6.1

Other 0.2 1.5 1.2 1.3 1.4 1.3 1.6 1.3

Source: UNSTAT. Comtrade database.
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(4) Outlook

50. The outlook for the Israeli economy has improved over the past years. Recent encouraging
political developments in the region will contribute to these expectations. In the medium-term, the
Israeli economy is expected to continue to expand. Real GDP is estimated to grow by around 5 per cent
in 1994, driven by private consumption and continued strong exports. The GDP growth rate would
increase to an average 6 per cent in 1995 and 1996 according to Israel's 1994 Budget. An important
factor underlying the economic performance in 1994 would be a renewed increase in housing investment.
At the same time. increased external market access and the recovery in traditional markets would
underpin an expansion in exports and in non-dwelling investment. Despite the expected continued
rapid growth in the labour force, unemployment will gradually decline from around 10 per cent in
1993 to 9 per cent in 1994 and 8 per cent by the end of 1996. Since 1992, Israel has adopted a publicly
announced inflation target. The target rate was 14 to 15 per cent and 10 per cent in 1992 and 1993
respectively, while the actual rate was 9.4 per cent in 1992 and 11 per cent in 1993. The target for
1994 has been set at 8 per cent, and 8 to 11 per cent for 1995. Both interest rate and exchange rate
policy are directed to achieving the target. However, it appears that this target will not be met, partly
due to rising housing prices and public sector wage settlements.

51. It is very likely that a relatively high merchandise trade deficit will persist in the next few years.
For 1994, an import surplus of US$6.8 million has been estimated. It is expected that the current
account deficit will stabilize at around US$1 billion (1.25 per cent of GDP) per year between 1994
and 1996.

52. Long-term growth depends on the maintenance ofmacroeconomic stability, an accelerated pace
of economic reform, and a continued expansion of industrial capital stock and infrastructure.

53. Beyond requiring a stable macroeconomic environment and the promotion of domestic savings
and investment, the successful absorption of new immigrants and the reduction of unemployment will
require a significant -ntensification of efforts aimed at structurally reforming the economy, mainly in
the areas of privatization, reform of the labourmarket and reform of the banking system. Structural
changes in monopolistic industries, further import liberalization and high levels of infrastructure
investment are also necessary elements. The Government is committed to continue the current market-
oriented policies favouring growth and greater competition.

54. The characteristics ofgrowth in the economy point to the structural change which the business
sector has been undergoing in recent years: improved production efficiency, increased profitability
of exports and a transition of employment to the commercial and service sectors. These two sectors
are expected to continue to increase and strengthen in the coming years.

55. External political conditions will, as in the past, have an important effect on Israel's economic
performance. In this connection, recent progress in the peace process are expected to make a significant
contribution to strengthening confidence in Israel's economy. The Israeli-Palestinian agreement on
a Declaration of Principles, followed by the Treaty of Mutual Recognition and the Agreement on the
Gaza and the Jericho Area, represented a further step in the direction of peace in the Middle East.
There will be a number of important implications of the peace process for the Israeli economy over
the next years. The peace and economic accords signed with the Palestinian Authority are expected
to reinforce economic growth in Israel and expand trade in the region. The newly emerging trade
ties between Israel, the Palestinian Authority and Jordan will provide the first building blocks for wider
Arab-Israeli co-operation.
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.1. TRADE POLICY REGIME FRAMEWORK AND OBJECTIVES

(1) General Framework

1. Israel was declared an independent state on 14 May 1948. It is a parliamentary democracy
with three branches: the legislature (the Knesset) the executive (the government); and the judiciary.
based on the principle of separation of powers. The Government is subject to the confidence of the
Knesset, and the absolute independence of the judiciary is guaranteed by law. Israel has no formal
constitution, but has a number of Basic Laws, covering key areas of public life such as the electoral
system and the Knesset.

2. Legislative authority lies with the Knesset, a unicameral parliament composed of 120 members,
presided over by the Speaker, who also replaces the President in his absence.¹ The Knesset's function
is to legislate and oversee the workings of the Government, as well as to approve the State budget.
It operates in plenary sessions and through ten standing committees. each dealing with a specific aspect
of the country's affairs. In plenary sessions, general debates are conducted on government policy and
activities, as well as on legislation submitted by the government or individual Knesset members. The
Knesset elects the State Comptroller who is required to audit and report on the assets, finances and
obligations ofthe state. including the operations of government ministries, the Bank of Israel, state-owned
enterprises and institutions. local authorities and other agencies subject to inspection by law.

3. The head of the State is the President, elected by the Knesset for a 5-year term. Presidential
duties include. among others, calling on a Knesset member to initiate the process of forming a new
government, signing treaties and laws adoptedby the Knesset, and appointing the governor cf the Bank
of Israel. Executive power is vested in the Government. which is responsible to the Knesset. The
Government is headed by a Prime Minister, who must be a Knesset member. The number ofministers
in the government is not fixed and varies from government to government. The policy-making powers
of the government are wide, covering all major aspects of the country's life. The government usually
serves for four years, but its term of office may be shortened by the resignation or death of the prime
minister. or a vote of no-confidence by the Knesset.

4. The judicial system is entirly independent from the Executive and Legislature. Judges are
appointed by the President upon recommendations of a special nine-person committee composed of
three Supreme Court justices, two members of the Isracli Bar and four public figures. The courts do
not have the right of judicial review of legislation issued by the Knesset; judicial interpretation is
restricted to problems of execution of laws and validity of subsidiary legislation. The Supreme Court,
sitting as the High Court of Justice. has the authority to determine whether a law properly conforns
with the Basic Laws.

¹The Knesset is elected every four years, but may dissolve itself and call for new elections before the end
of its term.
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5. The lsraeli economy is characterized by a mixture of private businesses and enterprises controlled
by the Government or the General Federation of Labour (Histadrut).² The Histadrut, the dominant
labour organization in Israel, is one of the most important organizations in the Israeli society. Established
in 1920, it played a central rôle in establishing Israel and a Jewish state. Histadrut is a comprehensive
labour movement, not just a trade union federation. Its activities reach far beyond those normally
associated with labour unions. Approximately 25 per cent of Israel's GNP and private sector employment
is provided by the many industrial, financial, construction, and other business belonging to Histadrut's
Hevrat H'Ovdim organization.3

(2) Structure of Trade Policv Formulation

(i) Legislative and executive branches of the Government

6. To become law, a bill must generally be passed. in three readings, by the Knesset. After the
first reading. it is referred to the appropriate committee for discussion; at the second, it is reviewed
in plenary session; and at the third reading. a final vote is taken. The minister concerned, the Prime
Minister and the President sign the bill into law. Laws may be initiated by the Government or by
individual members of the Knesset.

7 . Trade policy formulation is the responsibility ofthe Ministry ofIndustry and Trade. According
to specific trade or trade-related issues. other relevant ministries (such as the Ministries of Finance,
Agriculture and Foreign Affairs) and specialized agencies may also be involved in trade policy
formulation.

8. The structure of the Ministry of Industry and Trade covers either specific industrial sectors,
such as textiles. chemicals. foodstuffs. and electronic and metallic industries, or defined activities such
as foreign and domestic trade, research and development. restrictive business practices. and industrial
financing.

9. Trade policy implementation is coordinated through the Committee for International Economic
Affairs. This Committee is chaired by the Diretor-General ofthe Ministry of Finance, and is composed
of the director-generals of the Ministries of Industry and Trade, Foreign Affairs, and Agriculture. and
the Director-General of the Bank of Israel

10. Under Israel's laws. the Government is authorized to negotiate, conclude and implement trade
agreements. Generally, trade agreements with foreign countries are signed by the Ministry of Foreign
Affairs. In certain cases. other ministries may be in charge of negotiating, and eventually signing.
suchagreements. For example. the Israel-United States freetradeagreement was signed bythe Ministry
of Industry and Trade. All trade agreements must be ratified by the Knesset.

2Private enterprises are the largest industrial producers but the public sector has invested heavily in sone
of the largest single enterprises in the country. The government and the Histadrut also hold substantial interests
in barks. certain large industrial ventures. the national telecommunications systems and in distribution (Horwath
Bavly Millner & Co. 1992).

"The most known components of this organization are Koor Industries. Solel Boneh construction, Bank
Hapoalim. and the kibbutzim (collective settlements) and moshavini (cooperative seulemeunts).
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(ii) Advisory bodies

11. There are no independent bodies in Israel to provide formal, public advice to the Goverrnment
on general economic policies, including trade policies. In some cases, the Government receives advice
from independent professional bodies and individuals from universities and other specialized research
institutes.

12. The Government also consults on a regular basis with private sector organizations, such as
the Israeli Chamber ofCommerce, which represents the interests ofthe business and commercial sectors,
and the Manufacturers Association of Israel, which represents the interests of the industrial sector.4
The Israel Export Institute also works closely with the Government on matters dealing with export
promotion measures and activities.

(iii) Independent review bodies

13. No statutory body, independent ofany Government ministry, has the authority to conduct periodic
and public reviews of trade and economic policy in Israel.

(3) Trade Policy Objectives

(i) Gerieral trade policy objectives

14. Israel's main trade policy objectives until the 1960s were aimed at maximizing self-sufficiency
(because of national security concerns) and creating employment (especially for immigrants) through
import substitution. Import restrictions were intended to encourage the establishment ofnew industries,
which were. at the beginning, labour intensive. This policy was also determined by foreign exchange
considerations. Ever since the establishment of the state, economic policy has been conducted in a
strong spirit of government intervention. Trade policy has been an area in which government intervention
has been especially strong.5

15. A first trade liberalization programme was implemented in the period 1962-77, when quantitative
restrictions on commodities produced in Isrmel were initially replaced by tariffs granting similar levels
of protection. During a second stage (1969-77). tariffs were scaled down. Despite some domestic
pressures for protection, government policy became increasingly outward-oriented in the late 1970s.6

4The Federation of Israeli Chambers ofCommerce has played an important rôle in increasing public awareness
about the costs of protection for the Israeli economy.

5Government activity partly reflected the ideology of the Labour Party. oriented towards creating a welfaree
state' and promoting economic development along specific lines. It was also due to the concrete conditions of
mass immigration and capital inflows which required government assistance to be absorbed into thc economy
(Pomfet. 1976).

6Aminoff (199:1) notes Ùt over a thirty-year period, Israel planners abandoned the ideal of self-sufficiency.
In its place, they adopted the goal of integration into the world economy by means of a vigorous export strategy.
in which agreements worth major trading partners played a leading rôle.
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16. Over the 1980s, a key aspect of Israel`s trade policy objectives has been the negotiation of
free trade agreements with its main trading partners. Israel considers such agreements as being important
elements in increasing competition in the Israeli domestic market and in fostering the international
competitiveless of Israeli products. At the same time, these agreements have been instrumental in
overcoming Israel's disadvantage of having virtually no border trade.

17. Since 1991, a general trade policy objective of Israel has been to extend the opening of its
market to countries with which it does not have a free trade agreement. Administrative measures,
such as import licensing. have been replaced by tariffs (Chapter IV). The implementation ofthe reforms,
started on 1 September 1991, replaced direct controls and quantitative restrictions applied on imports
of industrial goods, by temporarily increased tariffs, to be gradually reduced. The programme is
constantly monitored by the Ministry of Industry and Trade together with t'- Ministry of Finance.
So far, the reforms have been implemented according to schedule, except that for textiles and clothing
the phasing out period has been increased from 7 to 9 years to allow more time for adjustment.

18. Israel's current main trade policy objectives are: to further integrate Israel's economy into
that of the developed world; to diversify export and import markets; and to increase competitiveness
of Israeli -ompanies. In order to accomplish these objectives, Israel participates in several international
organizations, including the GATT and maintains free trade agreements with its major trading partners.

(ii) Sectoral trade police objectives

19. According to the Government of Israel, trade policy instruments, such as tariffs, quotas or
subsidies, are notused topromote sectoral objectives in the fields ofindustrial and regional development.
Industrial and regional development is promoted through the Investment Encouragement Law and the
Research and Development Law (Chapter IV). Most incentive schemes are available to all economic
sectors without discrimination.

20. However, the Government has an special interest in the development of certain sectors. For
example, agriculture is not only considered an important economic sector but also "an ideological issue,
an instrument for regional development and one of the foundations of the Statehood".7 Israel has thus
consciously supported agriculture through a variety of measures (such as government planning and
subsidy programmes) for non-economic concerns, in particular the need to provide for food security
and the needs of regional development. This form of special sectoral treatment is still in force; the
agricultural sector was the only sector in which import licensing was retained following the 1991
liberalization programme.

21. Although there appears to be no major sectoral trade policy objectives, apart from that for
the agricultural sector, certain policy elements may be directed or guided to the benefit of particular
sectors. For example, the time-frame for the tariff reduction programme was extended for the textile
sector. Similarly, departure from the general rules can be considered for large companies having an
important impact on employment, but in practice this is not done.

'Statement by Mr. Moshe Nissim, Deputy Prime Minister and Ministerof Industry and Trade, ai the Bmsscls
Ministerial Meeting in December 1990.
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(4) Trade Laws and Regulations

22. A number of regulations, some dating back to the British mandate, govern foreign trade in
Israel. The Import and Export Ordinance of 1979 provides the legal basis for the control and regulation
of foreign trade. Under the Licensing of Imports Order of 1939 all imported goods are subject to
licensing. However, the bulk of imports is now covered by the Free Import Order of 1978, exempting
products from licensing requirements. This regulation permits the free importation of all commodities,
except those specifically mentioned in its First Annex 8 Commodities included in thatannex were subject
to non-automatic licensing until September 1991.

23. The Customs Ordinance regulates customs administration, control, documentation, warehousing,
valuation and payment of duties, draw-back, and legal procedures.9 Anti-dumping and countervailing
regulations, as weil as safeguard provisions, are contained in the Trade Levies Law of 1991. Other
trade-related legislation includes the Purchase Tax (Goods and Services) Law of 1952 which authorizes
the imposition of this tax on goods and services, determines the classification and valuation of goods
and deals with legal procedures (tax rates are published by orders of the Minister of Finance), and
the Standards Law of 1953.

24. A number of regulations in Israel provide for relatively high administrative discretionary power.
For example. the Customs Ordinance stipulates that the customs authorities may, by order, prohibit,
restrict, or regulate the import of goods. The restriction may relate to the type of goods or the country
of origin. The Import and Export Ordinance gives the Minister of Industry and Trade the authority
to issue orders prohibiting or regulating thr import of goods into Israel.

25. Unlike customs duties. special levies and quantitative restrictions on imports are not enacted
into law by the Knesset, but are implemented by administrative decrees (which are subject to approval
by the Knesset Finance Committee), and are, in principle, temporary.

26. The major change in trade legislation over the past five years has been the implementation
of the 1991 Trade Levies Law, which repealed the Emergency Regulations (allowing the imposition
of special levies en imports), as well as the 1977 Anti-dumping Law. There are periodic minor
amendments to existing trade regulations. For example, on average five amendments to the Import
Regulations are adopted per year. Increases in taxation have to be approved by the Knesset, while
tax decreases are not required to be approved by the Knesset, but they must be brought to its attention.
The same procedures apply to the introduction of quantitative trade restrictions.

27. The 1988 Restrictive Trade Practices Law places the creation and operation of cartels and
monopolies under official supervision and control. The law also features far-reaching provisions on
mergers and acquisitions (Chapter IV). Government monopolies and the agricultural sector are not
covered by this law.

'It was not possible to analyze further the content and coverage of this regulation, as it was made available
to the GATT Secretariat only in Hebrew.

9Pursuant to the Customs Orderand the Purchase Tax Law, the Minister of Finance issued theCustoms Tariffs
and Exemptions and Purchase Tax on Goods Order in 1990. This order sets down the Customs duty rates and
purchase tax to be paid on the importation of goods into Israel.The Order is updated or modified on a regular
basis.
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28. As a result of Israel's Uruguay Round commitments, there will be a review of all export/import
laws and these will be amended, where necessary.

(5) Trade Agreements

29. Israel has been very active in the negotiation of trade agreements, either at the multilateral
level under the GATT, or at bilateral level. It has concluded free-trade agreements with the European
Union (EU), the United States and the member States of the European Free Trade Association (EFTA).
More than two-thirds of Israel's trade is thus governed by the provisions of free-trade agreements.
The Israeli authorities are of the view that these agreements are part of a trade liberalization process
maintained by Israel since the early 1970s. Israel has become the only country in the world to have
free-trade agreements with each of these three major trading entities.

30. Over the past three years, Israel has also been dismantling import barriers unilaterally. The
aim was to spur competition by increasing trade with third countries, and particularly with the fast
growing economies of Asia and Latin America. In 1992, imports from third countries increased by
15 per cent, and the new markets received well over half of the increase in Israeli exports.

(i) Multilateral agreements

31. Israel acceded to the GATT on 5 July 1962. The General Agreement is not incorporated into
Israeli domestic law; private individuals are thus not able to invoke GATT mules or provisions before
national courts.

32. Israel has adhered to three MTN (Tokyo Round) Agreements: the Agreement on Technical
Barriers to Trade, the Agreement on Government Procurement, and the Agreement on Subsidies and
Countervailing Measures. It has observer status under the International Dairy Arrangement, the
Agreement on Implementation of Article VII of the General Agreement (the Customs Valuation Code),
the Agreement on Import Licensing Procedures, the Agreement on Trade in Civil Aircraft, and the
Agreement on Implementation of Article VI of the General Agreement (the Anti-Dumping Code).
According to the Israeli Government, Israel applies the GATT anti-dumping and licensing agreements
on a de-facto basis. The possibility of acceding to the Customs Valuation Code has been under
consideration for some time.10

33. Most-favoured-nation (m.f.n.) treatment is accorded by Israel to almost ail countries, whether
or not contracting parties to GATT. Departures from the m.f.n. principle include preferential treatment
granted under the three free trade agreements signed by Israel with its major trading partners."' Other
trade preferences also result from Israel's participation, within GATT, in the Protocol Relating to Trade
Negotiations among Developing Countries (the Committee of Participating Countries).

'Statement by Mr. Moshe Nissim, Deputy Prime Minister and Minister of Industry and Trade, at the Brssels
Ministerial Meeting of December 1990 (GAT document MTN.TNC/MIN(90)/ST/26).

"A specialrégime apples to imports from countries that restrict or prohibit imports from Isral.
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Israel and the Uruguay Round

34. While the successful conclusion of the Uruguay Round was seen as putting an end to a long
period of uncertainty, Israel did not regard the package as fairly balanced.` In agriculture, which
is seen as an important ideological and national issue, the Israel authorities note that the market would
be more accessible as a result of tariffication. Israel would also be making significant tariff reductions
and bindings of low rates, covering approximately two-third of tariff items. It would be taking on
new responsibilities in the areas of customs valuation, import licensing and anti-dumrping. Israel was
one of the few developing countries party to the Agreement on Government Procurement, and felt
that the exclusion of the telecommunications sector upset the delicate balance of the agreement.
Moreover, for Israel, the existence of the economic boycott often meant that competitive offers could
not always be translated into business opportunities.

35. Israel's interests covered all areas of negotiation; main interest was focused on areas such
as agriculture, tropical products, rules oforigin, non-tariffmeasures, services and intellectual property.
Israel's objectives in the Uruguay Round were to establish clear and predictable rules governing
international trade and strengthen the multilateral trading system of the GATT.

36. Subject to approval by the Knesset, lsrael has accepted fully the results of the Uruguay Round.
No major changes in legislation are thought to be likely. However, as noted earlier, a review of
legislation is taking place; this is being carried out by the Ministry of Industry and Trade.

37. Israel's market access offer in the tariffnegotiations in the Uruguay Round consists in increasing
the number ofbound rates and lowering existing binding levels. The entire Israeli Tariffwill be bound
as a result of the Uruguay Round Agreement. Israel has agreed to eliminate tariffs in a number of
sectors and, according to the Government, will reduce tariffs by an average of 24 per cent overall over
the next five to ten years (as for developing countries in general). At the end of the implementing
period, bound rates will vary between zero and 553 per cent for agricultural products, and between
zero and 30 per cent for manufactured products (Chapter IV).

38. Israel has also accepted the Uruguay Round commitment to tariff" all import quota restrictions
on agricultural commodities by replacing them with tariff rate quotas, though at very high above-quota
rates;13 these will be reduced by 15 per cent over the transitional period. At the end of this period,
the rates will be as high as 190 per cent applied on products such as meat of bovine animais. Israel
also agreed to limit domestic support and export subsidies for agricultural products (Chapter V).
Domestic support will be reduced by 12 per cent in value terms over a ten year period, and exports
subsidies cut by 22 per cent in value and 13 per cent in volume.

39. Israel's offer concerning commitments on trade in services, included horizontal conditions relating
to all sectors or all modes of delivery, and specific commitments for sub-sectors, such as professional
services, communication, audio-visual, environmental services, financial services, and tourism and
travel services.

12Statementby Isral at the GATT Minsterial Conference held in Marrakesh on 13 April 1994 (GAi1T document
MTN.TNC/MIN(94)/ST/44).

'3Existing import restrictions have been maintained on four products (sheep and goats, milk and cream,
processed cheese, and other cheeses). For these products, import quotas will be doubled over 5 years.
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40. While welcoming improved protection of intellectual property, Israel insisted that measures
and procedures to enforce intellectual property rights should not themselves become barriers to legitimate
trade. The Minister of Justice has established a committee to verify the compatibility of the Israeli
patent law with the results of the Uruguay Round. The committee is expected to finish its work by
mid-1995.

(ii) Bilateral agreements

41. As noted earlier, Israel maintains bilateral free trade agreements with the European Union,
the United States, and the EFTA countries. The texts of these agreements have been submitted to the
GATT. Concerning the first two agreements, working groups have submitted final reports. A working
group is in the process of examining the agreement with EFTA.

Israel - European Union Free Trade Agreement

42. The Israel-EU Free Trade Agreement was signed in May 1975 and became fully effective in
1989. It provided for the elimination of customs duties, taxes of equivalent effect, and quantitative
restrictions for all industrial products and some processed agricultural products. Under this agreement
all customs duties and other import restrictions have been eliminated for trade between the two parties. I4

43. To benefit from duty-free entry, goods must satisfy specific rules of origin. The basic rule
is that manufactured goods should be sufficiently processed to be classified under a tariff heading different
from that ofthe materials imported. Rules oforigin and other provisions are summarized in Annex Il. 1.
The agreement also includes safeguard clauses for cases of serious disturbances in any sector of the
economy as a result of increased imports, or when difficulties occur in the balance-of-payments.

44. A working group, established by the GATT to examine the provisions of the Israel-EU Free
Trade Agreement, published its report in June 1976. Some members of the Working Party supported
the view that the FTA conforrned fully with Article XXIV of the General Agreement, since it covered
"substantially all the trade" and included a plan and schedule for the progressive attainment of free
trade within a reasonable length of time.15 Other members were of the view that it was doubtful that
the FTA was compatible with the requirements of the GATT.

45. In November 1993, Israel and the European Union began renegotiations on the free trade
agreement, which covered improved access to the EU market for agricultural products, changes to
the rules of origin, and the inclusion of services in the agreement. These negotiations are still under
way. Also proposed under the negotiations are co-operation in other fields, including research and
development, energy, audiovisual, customs certification and environment measures.

"14Ninety-five per cent of Israeli imports from the European Union were free of quantitative restrictions from
the date of entry into force of the agreement. The remaining restrictions were gradually eliminated (Cohen,
1977). The European Union abolished duties on Israeli industrial exports from 1 July 1977, while the transitional
period, as far as Israel's imports from the EU are concerned, continued until 1 January 1989.

15GATT (1977).
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Israel - United States Free Trade Agreement

46. The Israel - United States Free Trade Agreement was signed in April 1985 and went into effect
on 1 September 1985.16 It is aimed at eliminating all customs duties and most non-tariffbarriers affecting
trade between Israel and the United Siates by 1 January 1995. The agreement includes the gradual
phase-out of duties on products in accordance with established schedules. In 1994, Israeli import duties
on all but 271 products (the "C-list') will have either been eliminated or reduced to 10 per cent of
the applied m.f.n. rate. Allremaining duties are te be eliminated by 1 January 1995 (see Chapter IV).'7

47. The FTA also includes provisions that are not tariff related, such as chose covering licences,
subsidies and other trade restrictive measures. The agreement limited lsrael's protection of infant
industries, committed Israel to end its export subsidies over six years, restricted the use of import
licences, and extended GATT provisions for government procurement lowering the minimum value
of contracts open to partner country suppliers. The FTA also covers services, committing each partner
to open its market. In addition, there are provisions for investment, balance-of-payments measures,
safeguards and unfair trade remedies, and the settlement of trade disputes (Annex II.2).

48. In October 1985, a Working Party was established by the GATT Council to examine the
provisions of the Free-Trade Area Agreement between Israel and the United States. Its report was
adopted in May 1987. In general, members of the Working Party concluded that the Agreement met
the requirements of Article XXIV of the GATT.18 The signatories of the Agreement have insisted
that it was fully consistent with and complementary to the GATT. However, certain members raised
concerns about Article 6 of the Agreement. which allowed the maintenance of import restrictions based
on agricultural policy considerations.

Israel - EFTA Free Trade Agreement

49. In September 1992, Israel signed a Free-Trade Agreement with the European Free Trade
Association (EFTA). The objectives of the agreement are to: "promote the harmonious development
of the economic relations between the EFTA States and Israel; provide fair conditions of competition
for trade between the signatories; contribute, by the removal of barriers to trade, to the harmonious
development and expansion of world trade; and enhance co-operation between the EFTA States and
Israel". The EFTA states account for around 11 per cent of Israel's merchandise imports and four
per cent of its exports.

50. Under the Agreement, which took effect on 1 January 1993, customs duties were eliminated
on bilateral trade in industrial products, fish and other marine products, and processed agricultural
products. The objective of the Agreement is also to abolish other restrictions on substantially all trade
between the EFTA States and Israel. Safeguard emergency actions can be taken under specified
procedures established in the Agreement and are subject to a sunset clause. The agreement also contains

16Before 1985, Israel enjoyed duty-free treatment on an m.f.n. basis or under the U.S. GSP scheme.
Approximately 95 per cent of Israeli goods exported to the United States in 1983 already received duty-free
treatment under the U.S. GSP scheme or under m.f.n. zero rates. In the same year, only 40 per cent cf U.S.
goods entered Israel freeofduty (Goldberg and al., 1988). Israeli products continue to be eligible forGSP benefits,
subject to competitive need limits, where GSP treatment is more favourable than FTA treatment.

'7USTR (1994).

'8GATT (1988).
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provisions dealing with, inter alia, public procurement, intellectual-property rights, State monopolies,
State aid, and competition. It also includes provisions for the co-operation in the areas of services
and investment.19 Unprocessed farm goods, not included in the agreement because EFTA has no common
agricultural policy, were covered in separate bilateral arrangements concluded between each of the
seven EFTA States and Israel. These arrangements provide for measures to facilitate trade in agricultural
goods.

51. A Working Party was established in April 1993 to examine the EFrA-Israel Free-Trade
Agreement, in the light of the relevant provisions of the General Agreement. The first meeting was
held in June 1993.

Israel - Palestinian Authority Economic Agreement

52. On 13 September 1993, Israel and the Palestinian Liberation Organization (PLO) signed a
Declaration of Principies on Interim Self-Government Arrangements for the West Bank and Gaza Strip.
Following the Israeli withdrawal from the Gaza Strip and the Jericho area, and with a view to promoting
economic development in these territories, authority was transferred to the Palestinians in education
and culture, health, social welfare, direct taxation and tourism.20

53. The negotiations between Israel and the PLO on economic aspects of the transitional arrangements
were conducted on three principal areas: fiscal matters, including revenue sharing; trade and labour
matters; and banking and finance matters.

54. The Economic Agreement between Israel and the PLO was signed on 29 April 1994. The
agreement granted the Palestinian Authority broad authority to set taxes, control trade and regulate
banks under self-government in the Gaza Strip and the Jericho region.21The agreement is equivalent
in substance to a customs union, with two sets of exceptions: one with regard to the import of
agricultural products and labour into Israel, and the other with regard to different external tariffs which
can be applied by the Palestinians on an agreed list of imports for use in the territories. The agreement
enables the Palestinian Authority to levy slightly lower taxes and import duties than Israel's on a wide
range of goods (but only for what is needed in Gaza and Jericho). Ail merchandise trade between
Israel and the Gaza Strip and the Jericho region will be free, except for agricultural products over a
five-vear period. A summary of the main elements included in the economic agreement is given in
Box I. 1.

19An evolutionary clause gives the possibility of extending the preferential relations to areas not covered by
the Agreement (GATT documents 1J7129 and Add.1).

20A Palestinian Interim Self-Governing Authority was established for a transitional period not exceeding five
years that is to precede a permanent settlement based on Security Council Resolutions 242 and 338.

21The economic agreement is explicitly designed to be extended to the rest of the West Bank later (The
Economist, 7 May 1994).
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Box 11.1 Economic Agreement between Israel and the Palestinian Authority

Israel and the Palestinian Authority signed an economic agreement on 29 April 1994 covering a number
of specific areas. The following is a partial summary of the main elernents included in the agreement.

Import policy: israel and the Palestinian Authority will have an import policy basically similar in all
respects regarding imports and customs regulations. The Palestinian Authority will be able to import
certain agreed goods at lower import duties than those prevailing in Israel. It will also be able to import
goods from Arab countries, in agreed, limited quantifies. Agreements will be made for the two customs
authorities to jointly operate the border crossing in Jericho and Gaza.

Agriculture: Agricultural products from the Gaza Strip and Jericho area will enter Israel freely,
except for five gcods on which agreed import quotas have been imposed for five years. These goods are
tomatoes, cucumbers, potatoes, eggs and broilers (chickens). Until recently, imports of agricultural
products were completely restricted by Israel.

Manufacturing: There will be free movement of goods manufactured in the area.

Monetary policy: The Palestinian Authority will establish a monetary authority whose main functions will
be the regulation and supervision of the banks operating in the autonomy area. the determination of the
liquidity ratios on deposits, the management of foreign exchange reserves and the supervision of foreign
exchange transactions. The Israeli currency continues to constitute a legal means of payment in these
areas.

Taxation: The Palestinian Tax Authority will conduct its own direct tax policy, including income
tax on individuals and corporations, property taxes and municipal taxes and fees, according to the policy
and rates determined by the Palestinian Authority. The two parties will collect income taxes on

economic activities conducted in their respective areas. Israel will transfer to the Palestinian Authority
75 per cent of the revenues from the income tax collected from Palestinians employed in Israel. A value
added tax system similar to that operating in Israel will be operated also by the Palestinian Authority.
The VAT rates will be between 15 and 16 per cent.

The agreement also covers tourism, labour and insurance matters. For example, a Palestinian tourist
administration will be set up to manage subjects related to tourism in the areas under the Palestinian
Authority. Tourists will move freely between Israel and the autonomy area. The rights of Palestinian
workers employed in Israel will he preserved according to arrangements existing in Israel. Israel will
continue to restrict the number of workers through the application of its present system of employment
permits.

Source: Various press reports.
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55. In August 1994, Israel andJordan signed a Memorandum of Understanding, under which Israel
agreed to allow a number of goods of Jordanian origin, to be imported by the Palestinians for use in
the West Bank, up to a total amount not exceeding US$30 million. Imports ofthese products are subject
to Israel's general import policy and regulations.

Other bilateral agreements

56. In June 1992, Israel and China signed an agreement normalizing their bilateral trade relations,
giving Israel m.f.n. status in the Chinese market and ending strict limits on Chinese imports into Israel.
This agreement does not provide for preferential treatment. Israel has also signed m.f.n. agreements
with Russia, India and Ukraine.

(iii) Other agreements or arrangements

57. Israel's exports benefit from GSP treatment in Australia, Canada and Japan. Before the free
trade agreement with EFTA countries care into force, Israel also enjoyed GSP preferences in Austria,
Finland, Iceland, Norway, Sweden and Switzerland. On a very limited number of products, Israel
still enjoys GSP treatment in the United States market.22 GSP treatment enabled Israel to benefit from
the same market access conditions as other developing countries.

58. Israel participates in a number of international commodity agreements, including the International
Coffee Agreement, the International Wheat Agreement, the International Agreement on Olive Oil and
Table Olives, the International Tin Agreement, the International Sugar Agreement, and the International
Grains Arrangement. Israel is not a member of any price stabilization scheme. Israel is also a member
of the Paris Union, International Convention for the Protection of Industrial Property, the Universal
Copyright Convention, and the Bern Copyright Convention.

59. The boycott imposed against Israel by certain countries, mainly Arab States in the Middle East
and North Africa has been operative since 1951. It operates at two levels: the "primary' boycott
is a direct boycott of Israel and Israeli goods and services by Arab States, corporations and individuals;
and the 'secondary' boycott includes efforts by participating States, corporations and individuals to
prevent trade between corporations in neutral third-party States that trade normally with Israel. The
penalty for non-compliance is usually exclusion from trade in or with Arab States? Israel has taken
retaliatory counter-measures in some cases, with mixed success.

60. In the context of the current peace negotiations, there have been recent indications that some
of these countries are easing the trade boycott against Israel. For example, the "secondary" boycott
has been lifted or at least softened in certain cases.

%This preferential treatment will remain in effect until the products in question become duty-free under the
free trade agreement.

2Therc are also certain references to a voluntary shadow" boycott, which describes the situation in which
potential traders in third-party countries refuse to trade with Israel or supporters of Israel in order not to alienate
actual or potential Arab clients (Aminoff, 1991).
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Annex 11.1
Brief Summary of the Israel - European Union Free Trade Agrement

The Free Trade Agreement between Israel and the European Union was signed in May 1975.
The body responsible for the proper functioning of the agreement is the EU-Israel Council of Cooperation
which may be convened at ministerial level. In 1976, an additional industrial, technical and financial
protocol was incorporated into the Agreement.

The Agreement covers all industrial goods and certain processed agricultural products. It contains
a number of other provisions such as an industrialization clause, rules on competition, and safeguard.
In addition, a specific clause allows the FTA to be extended, where appropriate, to fields not yet covered.
In parallel with the Agreement, and in order to take account ofthe Paris Treaty establishing the European
Coal and Steel Community, an agreement was concluded with Israel covering the products in the coal
and steel sectors and establishing the same modalities as were provided for EU products.

To benefit from the provisions of the FTA, industrial goods must satisfy the rules of origin
established in the agreement. Generally, they' must be manufactured or obtained entirely from locally
produced material or from material originating in one of the parties. The benefits in the agreement
may also accrue to goods manufactured fror- products which have been imported from countries not
party to the agreement provided those imports have undergone sufficient processing as a result ofwhich
the manufactured goods receive a tariff classification under a heading other than that for the imported
products or, for certain specific items, undergone processing as detailed in the agreement. Components
imported from the other party are considered of local origin. Products must be imported directly from
the exporting country. A certificate of origin, signed by the exporter and by the local customs
authorities. is required for benefits under the agreement.

Any party to the agreement may take temporary protective safeguard actions if it experiences
serious damage to any particular industrial branch or to its balance of payments.

Although most agricultural products and processed foods are excluded from the treaty, preferential
duty reductions have been granted on a wide list of agricultural products on the basis of periodic
negotiations.
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Annex 11.2
Brief Summary of the Israel - United States Free Trade Agreement

The Free-Trade Area Agreement between Israel and the United States was signed on
22 April 1985, and went into effect on 1 September 1985. A declaration on trade in services was also
signed concurrently with the Agreement. A Joint Committee was established to oversee the
implementation ofthe FTA and to hold consultations on issues affecting the operation and interpretation
of the agreement. The Committee also considers ways to improve bilateral trade.

The FTA's main objective is the elimination of import duties on all products by 1 January 1995.
Duties on certain imports (considered sensitive products) are being phased out over several years to
allow time for domestic industries in both countries to adjust to increased competition. All products
were placed on three lists for the purpose of eliminating import duties. The number of lists and time
periods are identical for both countries, but the products on each country's list differ. Duties on products
not specified on these lists were eliminated upon entry into force of the agreement, Currently, most
products receive duty-free treatment, or a preferential treatment (10 per cent of the m.f.n. tariff rate).

All products entering Israel or the United States under the FTA must be accompanied by a
certificate of origin signed by the exporter and certified by his local chamber of commerce. The
certificate requires information to identify the products, a statement ofthe percentage ofthe value added,
and a statement that the products comply with the FTA rules of origin. The FTA rules of origin specify
three criteria. First, the goods must be wholly the growth, product, or manufacture of Israel or the
United States, or a new article that has been grown, produced, or manufactured in either country.
Otherwise the product must be substantially transformed into a new article having a new nane. character.
or use. Second, the goods must be imported directly from Israei or the United States into the customs
territory of the partner country. Third, the value of the materials produced in the exporting country
plus the direct costs of processing in the exporting country must not be less than 35 per cent of the
value of the product. For the purpose of determining the domestic content. up to 15 per cent may
be the product of the importing country.

Both countries may require an import licence for certain products if the licence -.s automatically
approved or is necessary to administer quantitative restrictions, such as dietary laws, allowed by the
FTA or the GATT.

Under the FTA, both countries agreed to comply with the requirements of the GAIT Government
Procurement Code. In addition, the FTA expands on the Code's coverage for American and Israeli
companies by lowering the minimum value ofcontracts open to partner country suppliers to US$50,000
and above. (The GATT Code covers only those contracts valued above approximately US$200.000)
Under the FITA, Israel relaxed its offset requirement on purchases from A.nerican firms. Offset
requirements do not apply to U.S. companies on contracts under US$500,O. and the volume of
procurement from American companies subject to offset was reduced from 40 to 20 per cent of annual
procurement.

With respect to the agricultural sector, the FTA, while recognizing the desirability of opening
markets by eliminating customs duties, allows other restrictions by both countries to maintain their
respective price support systems. Import quotas or price support procedures may be used as necessary,
to conduct each country's domestic agricultural policy.
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Safeguard actions are permitted under the agreement. However, neither Israel nor the United
States should;- end the duty reduction or elimination unless the injury is directly caused by the FTA
duty action on the product in question.

The infant industry provision of the FTA limits Israel's right to apply protective measures to
benefit new industries. The agreement, however, did allow Israel to impose duties ofup to 2-0 per cent
until 31 December 1990. only on products which werc not produced in Israel when the FTA entered
into force. Israel invoked the infant industry provision for six products (solid tires, hook and ioep
fasteners, bitumen roofing board. agglomerate marble, and underground electric cable over 10,000
volts).

Temporary trade measures can be applied when the country is threatened by or suffers from
a serious balance of payments situation. A "serious' balance of payments problem exists when trade
and current account positions deteriorate substantially. net reserves fall substantiali, or pressure is
evident on the exchange rate. The FTA limits the use of this provision. Attached conditions include:
(i) consultations are required with the partner country; (ii) limits are placed on the use of quantitative
restrictions (when posible. import surcharges or an import deposit should be used rather an quantitative
restrictions) (iii) a temporary measure may remain in force for net. more than 150days unless extended
by the appropriate legislative body for another 150 days; (iv) the measures should apply to all imports.

and (v) balance cf payments measures may not be used to protect domestic industries.

As part of its commitment to the FTA. Israel joined the GATT Subsidies Code. It also agreed
to eliminate trade distorting export subsidy programmes. Israel :also agreed not to institute new export
subsidy programmes.

The FTA includes a dispute settlement mechanism which can be invoked when a dispute arises
concerning the interpretation or implementation ofthe agreement. When a dispute arises. both partners
have to make efforts to resolve the problem through consultations. Ifthe consultations fail. either party
can refer the matter to the Joint Committee which has 60 days to resolve the problem. The master
can also be referred to a conciliation panel of three members. The panel has to try to resolve tie dispute
through agreement of the parties.

The FTA also covers a full range of trade in services. through a declaration which is not binding.
The declara encourages each partner to work toward three principles: open is rmarketto theother
country's se. .ce industries. provide the same treatment as is given te domestic companies. and make
information on laws and regulations affecting services open and readily accessible.
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III. THE FOREIGN EXCHAN-GE REGIME AND FOREIGN DIRECT INVESTMENT

(1) Exchange Rate Régime and Policy

Exchange regime

1. The currency of Israel is the New Sheqel (NIS).' Its external value is linked to a basket of
currencies consisting of the U.S. dollar. the German mark, the pound sterling, the French franc, and
the Japanese yen.² The actual exchange rate ofthe NIS is allowed to fluctuate within a 5 per cent band
around a mid-point rate. which is adjusted daily at a gradual and preset rate.

2. Exchange rate policy in Israel is formulated by the Government. Major discretionary decisions
are made by the Governor of the Bank of Israel in consultation with the Minister of Finance. The
implementation of exchange-rate policy is mainly, but not exclusively, the preserve of the Bank of
Israel; daily operations in the foreign-currency market are left to the Bank of Israel, but long-term
policy is decided mostly by the Government.³ The functions of the Bank of Israel are to administer,
regulate and direct the currency system, and to direct the credit and banking system in accordance
with the Government's economic policy.4 Since the implementation of the Economic Stabilization
Programme (ESP) in July 1985, Israel's exchange-rate policy has been aimed at maintaining the exchange
rate at a stable real level and at adjusting this level when necessary.

3. Until 1989. Israel maintained a fixed exchange rate régime, with the sheqel initially pegged
to the U.S. dollar and subsequently to a currency basket. This was an important element in the efforts
to stabilize the economy. During this period, changes in the exchange rate were intended to correct
erosion of the real exchange rate resulting from a significantly higher rate of domestic than foreign
inflation. After January 1989, w.th a view to reducing speculative capital outflows, exchange rates
were allowed to fluctuate within a band around a mid-point rate, in accordance with market forces.
Adjustments to themid-point rate (i.e. devaluations) were made every six to eight months. to reflect
the differential between Israeli and international inflation.5 The permitted range of variation, fixed
initially at 3 per cent in early 1989, was extended to 5 per cent in March 1990. The band operated
with some success. moderating the sharp fluctuations in foreign reserves and interest rates.

'Isarelchanged its currency from the pound to the sheqel in 1980 and from the sheqel to the new sheqel
in 1985. One sheqel was equal to 10 pounds, and one new sheqel is equal to 1,000 shoqalim (Bank of Israel.
1993). From the establishment ofthe State in 1948 until Augdst 1975. lsrael maintained a fixed exchange rate
regime, although thexe werc official devaluations from time to time. In thc first years, the currency continued
to be peggeui to the pound sterling, as it was during the Bntish Mandate period, but exchange rates were aiso
quoted in terms of thc U.S. dollar. Fram January 1954, thc official rate was expressed in U.S. dollars rather
than in ternis of thc pound sterling.

²IMF (1993).

³Cukierman and Sokoler (1993).

'Bank of Israel Law, 5714-1954.

5According to the authorities, the purpose of the band was to permit a flexible response to short-term capital
fluctuations. and to accommodate monetary policy.
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4. In December 1991, the exchange rate mechanism was again modified: the mid-point rate was
devalued by 3 per cent and the fixed exchange rate system was replaced by a "diagonal exchange rate
band system. Under the new system (a preannounced crawling peg), the actual exchange rate is allowed
to move flexibly within a band of5 per cent around the mid-point rate. but the mid-point rate is adjusted
daily, according to a predetermined and steady rate. The mid-point rate (and hence the entire band)
now moves automatically, by a fraction of a percentage point each day, te ensure an overall target
devaluation over the course ofthe year. The targets for 1992 was 1993 were 9 per cent and 8 per cent,
respectively (representing the annual rise of the mid-point rate); however, the 1993 target was later
modified to 6 per cent. The target for 1994 is 8 per cent.

5. The slope of the diagonal band is determined by macroeconomic considerations, principally
the difference between domestic inflation rate attainable in the coming year and projected inflation
in the main trading partners. The mid-point rate of the currency basket was raised (i.e. devalued)
by 3 per cent in November 1992. At the same time, the daily devaluation of the mid-point rate was
reduced from 0.0236 to 0.0211 per cent; in annual terms from 9 te 8 per cent.6 The Bank of Israel
cited the slowing of inflation as the reason for the cut in the slope of the diagonal band. A slope cf
8 per cent was considered as being consistent with a domestic inflation rate of 10 per cent and a
world-wide rate of between 2 and 3 per cent. Since July 1993, the slope of the band has been set at
6 per cent on an annual basis. For 1994, the Government has set an 8 per cent inflation target, and
the Bank of Israel envisages a 6 per cent depreciation of the sheqel's value against the currency basket

6. The gradual and regular adjustment of the mid-point rate does not necessarily mean that there
is steady devaluation of the representative rate, because the actual exchange rate is still deterniined
by supply and demand on a daily basis. The Bank of Israel can intervene in foreign-currency trading
when monetary and capital movement considerations so require.

7. According to the Government, the new exchange rate system was designed to reduce speculative
pressure on the sheqel and guarantee Israeli exporters a minimum rate of devaluation over the year.
It appears that the new system has helped improve export profitability.7 The new system also provided
increased predictability in the exchange rate evolution by ensuring a smooth path for the exchange
rate. which is also more closely linked to market forces, with less abrupt changes than before. In parallel
with the introduction of thc new system, the Bank of Israel also relaxed its monetary policy and
"pressured' local banks to reduce lending rates.

8. Representative exchange rates of the New Sheqel against the currency basket and a nurnber
of foreign currencies are regularly calculated and published by the Bank of Israel. They are not legally
binding in foreign-currency transactions.' Parties to a foreign business transaction may carry it out

6The one-time 3 per cent rise in the mid-point rate (devaluation) was intended to compensate exporter for
the expected gradual elimination of the subsidy granted to them though the exchange rate insurance scheme.
This subsidy was reduced from 3 to 2 per cent as of April 1993, and eliminaicd in July 1993.

7Business International Corporation (1992).

'While the representative rate of any currency is an indicator of that currency's prevailing exchange rates
in Israel. it has no official validity, is not legally binding and is not published in the Official Gazette (Bank of
Israel, 1993).
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at any agreed exchange rate. The Bank of Israel calculates representative rates once a day and makes
them available .o the general public as a purely informational service.'

9. The composition and weights in the currency basket, which was modified in August 1986,
reflect the component countries' share oflsrael's foreign trade in merchandise and services. The number
of currency units making up the basket is fixed, but the currency weights change daiiy with variations
in exchange rates abroad. The dominant foreign currencies in the basket are the U.S. dollar (with
a basket share of more than 56 per cent at the end of 1993) and the German mark (whose share was
close to 23 per cent) (Table 111.1).

Table M1.1
The currency basket of the Israeli Sheqe, 1987-93
(Per cent)

Abselute Percentage distribution et cwvencfes enthe ba*d of maurk rata m
_ints of 31 lecembe
,ry Uis q

1987 198 179 19% 1911 1992 1993
oeo 1992)_

U.S. dollar 0.6( 53.7 56.0 56.3 53.1 53.2 55.4 56.3

German mark 0.4177 23.7 21.8 23.1 24.6 24.4 23.9 22.6

Pound sterling 0.0670 11.2 11.2 10.1 11.4 11.2 9.4 9.3

French franc 0.3394 5.7 5.2 5.5 5.9 5.8 5.7 5.4

japanese yen 7.7 5.7 5.7 5.0 5.0 5.5 5.7 6.5

Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Source: IMF. International Financial Statistics: and Bank of Israel (1993a).

10. On 26 July 1993, the Israeli authorities announced a 2 per cent shift in the mid-point exchange
rate of the sheqel and a reduction in the gradual movement thereof to an annual rate of 6 per cent.'"
According to the Bank of Israel. the change was intended to move Israel closer to eliminating all foreign
exchange controls, creating a unified exchange rate for the sheqel, as well as to stimulate the economy.'"

'Until 23 May 1990, the representative rate ofthe U.S. dollarwas calculated as the average ofthe commercial
banks' quoted buying and selling rates as reported by the banks to the Bank of Israel. Since 24 May 1990, when
electronic trading in dollars and sheqalim by the Bank of Israel and the authorized dealer banks was introduced,
the representative rate for a given day is the rate at which daily trading closed. The representative rates of other
currencies are based on the representative rate of the U.S. dollar and the spot exchange rates of the relevant
currencies on European money markets. Exchange rate, averages for a selected number of currencies are given
in Table AIII. 1.

'"At the same time, the 2 per cent import levy and the 2 per cent exportsubsidy (resulting from the export
insurance guarantee scheme) were eliminated.

"The authorities are expecting a significantreduction ininterest rates and that the changes would lower inflation
next year to 8 per cent, from a predicted 10 per cent for 1993.
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Exchange controls

11. An important element in Israel's 1985 Economic Stabilization Programme was the liberalization
ofthe exchange and trade régimes. Israel has progressively liberalized its once strictly controlled foreign
exchange and money markets since the mid-1980s as part of the policy ofopening its economy. Foreign
exchange controls on current account transactions have all been eliminated, There are, however,
repatriation requirements for export proceeds. Israeli residents still face restrictions on opening bank
accounts and buying property abroad, although these are being eased to permit Israeli citizens to purchase
foreign stocks and bonds. Exchange allowances for tourist and business travel are still in force.'2

12. Residents, including companies carrying out business in Israel, may freely purchase foreign
currency from authorized dealers for regular trade transactions but may not transfer capital abroad
or hold foreign assets without government approval. The Currency Control Law of 1978 is the legal
basis for controlling foreign currency transactions in Israel. Foreign exchange control is the responsibility
of the Controller of Foreign Exchange and is administered by the Bank of Israel in coordination with
the Ministry of Finance.13

13. Foreign exchange for authorized imports is granted automatically by commercial banks upon
presentation of relevant documents, such as import documents, bills of lading, and letters of credit.
Advance payments are permitted for imports of goods to be supplied within one year. Export proceeds
must be received within 12 months of the date of expert, and must be surrendered or held in special
foreign currency deposit accounts. Exporters may open and operate foreign currency bank accounts
in Israel and abroad. The foreign currency proceeds ofgoods and services exported may be transferred
tO that account and may be used for any legal transactions such as imports. Bank accounts mray alse
be opened in foreign countries for the receipt of export proceeds, but the amounts allowed te be held
are restricted to 10 per cent of experts during the preceding twelve months.

14. Foreign exchange controls were further liberalized inJuly 1992, when the authorities removed
a ban on Israeli citizens' opening of foreign currency accounts in Israeli banks, purchase of securities
on approved foreign stock exchanges and purchase ofIsraeli shares quoted overseas. However, residents
(except exporters) are net allowed te keep bank accounts abroad, or purchase foreign currency with
cash. except for up to US$3,000 for travel abroad.''

15. The foreign exchange tax of 4 per cent levied on foreign travel and imported services was
abolished in January 1993.

12In mid-1993 Israel abolished 'ts export insurance guarantee scheme, which constituted a multiple currency
exchange practice, and removed all other remaining restrictions on payments for current international transactions.
These measures facilitated Isracl's acceptance of the obligations of IMF's Article VIII (Sections 2, 3 and 4) in
September 1993.

13IMF (1993).

"4Any Israeli resident may purchase up to US$2,000 per annum in foreign currency for purposes of overseas
transfer as support, a gift or another donation. Residents may also use a local international credit card to make
purchases, worth up to US$1,500 per annum, of goods or services imported into Israel.
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16. The Israeli Govermnent intends to make the sheqel fully convertible after the domestic inflation
rate has moved much closer to those of Israel's main trading partners.15

17. Israel doesnot have any special bilateral payments arrangements. In compliance with United
Nations Security Council Resolution No.757, Israel imposes certain restrictions on payments and transfers
for current international transactions with the Federal Republic of Yugoslavia (Serbia and Montenegro).'6

(2) Foreign Direct Investment

(i) Regulatory framework

18. All activities in Israel are open to foreign investment, and there are no restrictions on foreign
equity participation. Foreign investors must transfer capital via an authorized bank to ensure the right
to remit profits and dividends and to repatriate capital. Foreign investment in Israel is encouraged
by the Government through a package of investment incentives, which are, in general, also available
to domestic investors. Certain incentive programmes provide more generous tax treatment to foreign
investors. According to Israeli authorities, the entire incentives package is easily adaptable to any
type of investment project or business plan in a broad range of economic sectors including manufacturing,
real estate, tourism, film production and research and development.

19. The main laws related to foreign investment in Israel are the Income Tax Law (Adjustments
for Inflation) of 1985, the Encouragement of Capital Investments Law of 1959, the Encouragement
of Investments (Capital Intensive Companies) Law of 1990, and the Encouragement of Research and
Development Law of 1984. The main law granting investment incentives is the Encouragement of
Capital Investments Law of 1959.

20. The principal objectives of the Encouragement of Capital Investments Law are: 'the development
of the productive capacity of the national economy; the improvement of the balance of payments of
the State; and the absorption of immigration, creation ofjobs and regional development". ' This law
offers a number of investment incentives to enterprises approved by the Investment Centre, a unit of
the Ministry of Industry and Trade. The benefits offered include government investment grants, tax
benefits (including accelerated depreciation) and government loan guarantees. These benefits can be
obtained in a variety of combinations. The extent of the benefits granted is partly determined by the
geographic location of the enterprise. 8

15Interview with the Governor of the Bank of Israel (Financial Times, 10 March 1994).

'6IMF (1993).

17Ministry of Finance (1993).

18The territory of Israel is divided for this purpose into threc zones: Dcvelopment Zone A, Development
Zone B, and Other Zones. Development Zone A includes sparsely populated areas, such as the Eastern Galilce
and the Negev, while Development Zone B includes the more populated peripheral areas (Chapter IV).
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21. The Government has certain influence over foreign investment in Israel through its power to
screen investments seeking government incentives. TheGovernment, throughthe Investment Authority,
determines eligibility for incentives using geographic or industrial criteria. Higher grants are awarded
to industries further away from the central economic zone around Tel Aviv. Industrial criteria favour
those industries which are export-oriented, science-based, or replace imports. The Governnent
particularly encourages export-oriented investments in the metalworking and electronics sectors. It
also favours basic industries, recycling plants, and energy saving or environment protecting industries.

22. Foreign investment in the form of loan and equity capital may be granted preferential treatment
in accordance with the Encouragement of Capital Investments Law, which grants a limited withholding
tax of 25 per cent on income resulting from approved investments.19 Approvals granted under the
law are classified as 'approved enterprises', 'approved investments", or "approved loans'. Approved
enterprise status is granted to economically viable enterprises in the fields of industry, tourism and
agriculture; established in priority areas; or contributing to improvements in the balance of payments
(Chapter IV). Approved investment or approved loan status may be granted to any enterprise in the
above-mentioned sectors. Generally. tax reliefs extended to approved enterprises include reduced tax
rates on companies, reduced tax rates on dividends and accelerated depreciation provided to investment
in specific sectors. In addition, preferential tax rates are granted to companies in which foreign investors
hold a significant percentage of the corporate equity (Table III.2). These tax reliefs are given in addition
to government investment grants.

Table III.2
Company tax rates applicable to approved foreign Investors' companies, 1992
(Per cent)

Percentage of foreign ownershp
0-49 49-74 74-90 90-100

Company tax rate 25 20 15 10

Income 0ax O O 0 0

Tax of dividends 11.25 12 12.75 13.50

Total tax charged on distributed income 36.25 32 27.75 23.50

Source: Government of Israel. Ministry of Finance.

23. In order toreceive investment benefits, the project must receive the status of an "approved
enterprise". Requirements include submission of an investment plan. To be approved, firms must
meet certain capital, ownership, or employment criteria.20 If a company does not seek approved status,
it is subject to only ordinary corporate registration requirements.

19IMF (1993).

20For example, approved enterprise status may be granted to companies incorporated in Israel; or to foreign
companies, cooperative societies or to other partnerships registered in Israel. Companies seeking approved
enterprise status must have a paid-up capital equal to at least 30 per cent of the total required investment in the
enterprise.
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24. Different investment incentive packages are offered to companies depending on the location
of their investment, the nature of their investment, and the ownership of the enterprise. There are
three 'routes' by which incentives may be granted (i.e. grants, tax holiday and loan guarantees); the
main programmes are the grant route and the tax holiday.

Government investment grants

25. Government grants are given to investment by approved enterprises in industry, industrial
equipment rental, building rental, tourism and agriculture. The size of the grants varies in accordance
with the firm's location. A cash investment grant of 30 per cent (plus 8 per cent capital grant) on
fixed assets is offered to enterprises in Development Zone A, while enterprises located in Development
Zone B receive a 15 per cent cash investment grant (plus 5 per cent capital grant). As well as being
accorded investment and capital grants, approved enterprises are subject to a lower company tax rate.
In the case ofdomestically-owned companies, a tax of 25 per cent, rather than the normal 40 per cent,
is applied for 7 years. In the case of foreign investors' companies, more generous tax treatment is
accorded for a period of 10 years, with the tax rate being progressively lowered as the percentage of
foreign ownership increases (Table III.2).

Tax holidays (or "Alternative Route")

26. Under this option, qualifying entities investing in new enterprises or inthe expansionofexisting
ones may elect to forego government investment grants and receive instead a state loan guarantee of
up to two thirds of the project cost as well as a full exemption from tax on undistributed income. The
period for which full tax exemption is given varies in accordance with the location of the enterprise
(10 years in Development Zone A, 6 years in Development Zone B, and 2 years in Other Zones).

The combined government grant and loan guarantees

27. Government loan guarantees are available to approved enterprises which own industrial
enterprises, industrial buildings or enterprises which constitute tourism enterprises and which take
commercial loans. In order to qualify forgovernment guarantees on loans from banks and other financial
institutions, investors in the approved enterprise must invest in the equity of the enterprise an amount
which is not less than one-third of the total investment required.

28. Qualifying entities that opt for the combined system of grants and guarantees may aLso receive
grants in respect of their investment in tangible fixed assets at the rate of 25 per cent in Development
Zone A and 10 per cent in Development Zone B. In addition, the enterprise rnay receive government
guaranteed loan finance equivalent to not more than two-thirds of the approved project outlays. While
this route limits inpart the extent ofthe grants and thegovernment loanguarantees available, the investor
may obtain other benefits derived from such a combined financing programme.

29. Other investment incentives include cost-sharing for research and development, low-cost rentals
for industrial premises, low-cost industrial equipment and machinery leasing, and accelerated
depreciation.
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30. By 1992, most restrictions on the inward movement of capital were eliminated, and during
1992, further substantive steps were taken toward liberalizing the capital account, especially regarding
outward portfolio investment by individuals and outward direct investment by corporations.2' Israel
has moved more boldly with respect to liberalizing inward capital restrictions, where by now all controls
on foreign borrowing by residents have been eliminated, than on outward capital restrictions. While
substantial progress has been made in the latter respect, important restrictions still remain, especially
regarding the ability of provident funds to invest abroad.

31. Israeli resident companies are authorized to invest up to 40 per cent of their capital value (up
from 20 per cent previously) in any real investment abroad. In addition, they may re-invest up to
50 per cent of dividends from a foreign investment. Israeli companies may undertake joint ventures
abroad with foreign companies, even when the investment is not under Israeli control. Israeli mutual
trust funds are permitted to invest abroad up to 10 per cent (specialized mutual trust funds - up to
50 per cent) of their portfolio of financial assets.

(ii) Trends and patterns

32. Net investment in Israel by non-residents rose from US$81 million in 1990 to US$366 million
in 1991, reflecting renewed confidence in Israel following resolution of the Gulf crisis. Net foreign
investment is given by foreign residents investment minus repatriation of investments (Table I11.3).
Foreign direct investment is the main component; it increased from US$255 million in 1990 to
US$589 million in 1992, but fell again to US$209 million in 1993. The United States is the main
source of foreign investment in Israel. In recent years other important investors include Australia,
Canada, France, Germany, Luxembourg, South Africa, SwitzerlandandtheUnited Kingdom, but there
are important annual variations. Most foreign investment is directed to industry, followed by hotels
and buildings for rent.

33. Net foreign investments in Israel have regularly increased since the mid-1980s. However,
a net outflow of US$545 million was recorded in 1988 (Table I1.3). This reflected the redemption
of nearly US$800 million of bank shares.? When this non-recurrent component is excluded, net
investments fro.m abroad rose in 1988 to approximately US$220 million, continuing the upward trend
evident since 1985. Net investment in Israel by non-residents is not a large component offcapital inflows,
presumably partly because of perceived geopolitical risks23Another reason for this, may be the relatively
high importance of other components, such as unilateral transfers, in capital inflows.

34. As a result of the liberalization of the capital market, investment abroad by Israeli residents
has grown rapidly in recent years, from US$130 million in 1989 to US$2.7 billion in 1992. Of this,
investment overseas by Is:aelis in securities rose from US$54 million to almost US$2. 1 billion. As
a result, there has also been a substantial increase in the overall total net foreign investment to
USS1.5 billion in 1992.

22The November 1991, a number of restrictions on investment abroad by Israelis and in Israel by foreigners
were removed. According to the Bank oflsrael (1992). these measures continued the policy of the last few years,
with the aim of opening up Israel's financial markets faster and increasing the funds available for investment
and economic growth.

22The purchase of these shares in 1983 was also recorded as an investment from abroad in the balance of
payments statistics.

23Bank of Israel (1992).
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Table III.3
Foreign investment in Israel and Israel investment abroad, 1986-93a
(USS million)

[ 1986 1967 1988 1989 1990 191 1992 1993

Investment by foreign residents 326 438 419 386 206 587 1,567
Quoted securities 83 118 84 102 45 103 387 ...

Direct investment 193 286 320 275 248 508 1.160 815

State of lsrael Bondsb 8 4 , 3 2 1 3 2

In goods 24 10 -10 -15 -22 -44 A11 -8

Reinvestment of profits 18 21 22 22 22 19 28 27

Repatriation of investments by foreign 133 213 954 281 216 221 727 ...

residents

of which: quoted securitiesC 66 163 855 122 65 88 422 ...

Net investment of foreign residents 193 226 -535 106 81 366 505 721

Investment abroad by Israelis 136 122 106 163 346 1.355 2.087 2.985

Securities 12 39 23 54 165 926 1,424 2.035

Direct 124 83 84 109 181 428 663 949

Repatriation of investment by Israelis 83 75 50 122 194 586 510 2.143

Net investment abroad by Israclis 53 47 57 41 152 769 1,577 842

Net private foreign investment d 141 178 -592 65 -71 -403 -1.072 -121

Foreign securities held by bankse -64 -36 44 99 358 -83 341 816

Total net foreign investmentf 205 215 -636 -34 -429 *320 -',413 -937

.. . Not available.

a Figures may not add due to rounding.
b Bonds redeemed for reinvestment.
c Data for 1988 includes $800 million redemption of bank shares.
d Net investment of foreign residents minus net investment abroad by Israelis.
e Includes investment in foreign stocks by the banking system.
f Net private foreign investments minus foreign securities held by banks.

Source: Banlk of Israel and Central Bureau of Statistics.



Israel C/RM/S/55
Page 53

IV. TRADE POLICIES AND PRACTICES BY MEASURE

(1) Overview

1. Israel's foreign trade régime has significantly improved in the recent past years. The trade
liberalization programme initiated in 1991 brought a radical change in Israel's protective system.'
All discretionary import licensing requirements and quantitative restrictions affecting imports of industrial
goods were abolished and replaced by higher transitional tariffs. Under this programme, following
the tariffication stage, all tariffs will be gradually and linearly reduced, according to a pre-announced
schedule, to a range of between 8 and 12 per cent by 2000. Although data is not yet available on the
effect on the domestic market of the liberalization of imports, the transition from administrative
restrictions to tariffs has led to an increase in tax receipts and a reduction in importers' economic rent.
It has also added transparency to the import régime.

2. Most of Israel's foreign trade is conducted under free-trade agreements (Chapter 11). The
free-trade agreements with the European Union, the United States, and EFTA countries have increased
foreign competition in the Israeli domestic market although they may also have led to trade diversion.
Approximately40 per centoflsrael's imports from EU countriesand90 per cent fromthe United States
are covered by these agreements. Preferences under the agreement with EFTA are similar to those
agreed with the EU. Similarly, most of Israeli products benefit from free access to the markets of
these developed countries. This situation has given Israel an advantage over other countries competing
in the same markets.

3. Israel maintains a rather complicated tariff structure. Currently, import tariffs are applied at
ad valorem, specific, combined or alternative rates. It is difficult to estimate the real tariff burden
on imports, as ad valorem equivalents of specific rates are not available. In mid-1993, there were
85 different ad valorem rates ranging from zero to 100 per cent, with a simple m.f.n. tariff average
of 8.3 per cent. M.f.n. duty-free treatment is granted for more than 40 per cent of tariff lines. Before
the Uruguay Round, Israel had bound a low percentage of tariff lines; around 500 tariffs out of some
10,000 were bound at different levels. In the Uruguay Round, Israel undertook to bind its entire tariff
except for 17 lines in theagricultural sectorand fish and crustaceans. Tariffescalationprovides domestic
processing industries with higher effective protection compared to suppliers of raw materials.

4. The additional temporary import levy of 2 per cent, introduced in 1982, was abolished on
27 July 1993. Variable levies are applied on a number of agricultural products. Internal taxes levied
on imported and domestically-produced goods include value-added tax at a rate of 17 per cent and
purchase taxes at various rates ranging up to 100 per cent. In principle, the tax rates do not discriminate
against imports, although there have been certain complaints about the purchase tax calculation method.

5. Until 1991, most imports into Israel were subject to non-automatic import licensing. Although
now the main instrument ofborder protection is the tariff, certain imports, such as agricultural products
and defence-related items, are still subject to prior licensing and administrative or quantitative restrictions.

'Israel's past experiences with trade liberalization are summarized in Haievi and Baruh (1991). The main
experience was in 1952 when Israel started a long and fairly continuous process of trade 'iberalization. Before
1952, Isræl's trade régime was considerably restrictive. Theprotection oflocal industries (mainly final consumer
goods industries) from competing imports was almost absolute; in general, the import of any good produced
in Israel was simply barred. Between 1962 and 1967, Israel implemented a second trade liberalization programme
consisting in the tariffication of quantitative restrictions and the subsequent gradual tariff reductions (Kahane,
1992).
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A number of agricultural products are subject to import quotas. Imports of certain industrial products
are also stilI subject to licensing which, according to Israeli authorities, is issued automatically and
is maintained for monitoring and information reasons. These licences are scheduled to be abolished
in September 1994. Most import restrictions will be abolished under Israel's commitments in the
Uruguay Round Agreement.

6. Strict standards requirements are maintained for a number of products, either imported or
domestically produced. Most standards are voluntary; mandatory standards are maintained mainly
in the food sector. Although Israel's standards policy does not explicitly discriminate against imports,
the implementation of certain standards has given rise to complaints by trading partners and Israeli
importers.

7. Government procurement in Israel is relatively important in view of the high level of State
participation in the economy. However, current privatization efforts may indirectly reduce the importance
ofgovernment procurement. Most large projects are undertaken by the Government or by organizations
required to follow government tendering regulations. There is no central government procurement
office in Israel; government agencies and public enterprises buy through their own purchasing offices.
Government agencies and public institutions that receive financial support must give preference to local
products, granting a 15 per centprice advantage. Incertain cases, offset agreements mustbe negotiated.
The Israeli agencies covered by the GATT Government Procurement Agreement are not required to
follow the price preferential and offset requirements.

8. A specific trade law provides for the imposition oftemporary import reliefmeasures including
anti-dumping, countervailing and safeguard duties. It appears that these measures have not been
frequently used. Other measures affecting imports into Israel include prohibition of certain goods,
such as agricultural goods or narcotic drugs. Israel has notified one State-tradi-ng enterprise in the
sense of Article XVII of the GATT. which imports meat on an exclusive basis and exercises other
related functions.

9. Most products do not require arn export licence, although for some agricultural products export
licensing is retained for sanitary and quality control reasons. There are no voluntary restraints,
surveillance or similar measures affecting exports from Israel.

10. Israel maintains a number of measures to promote exports such as import duty drawback, tax
exemptions, export facing, export insurance, and marketing assistance. According to the Governent,
no direct export subsidies are maintained under these programmes. The foreign exchange risk insurance
scheme benefiting Israeli exporters which contained a subsidy element estimated at 2 per cent, was
eliminated on 27 July 1993. A few agricultural products receive export subsidies.

Il. Support is given to companies established in Israel under the form ofadjustment and investment
assistance for both industry and agriculture. Tax benefits are granted to industrial companies. Substantial
government assistance is also available for research and development under several programmes. R&D
activities are widespread in the Israeli economy. Other measures affecting production and trade in
Israel include price controls, production and marketing boards inthe agricultural sector, and competition
rules adopted in 1988. Under this law, all competition-restricting arrangements are scrutinized by
the Governrnent.
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(2) Measures Directly Affecting Imports

(i) Registration. documentation

12. Goods imported into Israel are subject to a specific procedure aimed at ensuring that customs
regulations are fully observed, customs duties are paid and no illegal goods slip into the country. This
procedure includes registration, supervision, and inspection of all or a part of incoming consignments.

13. Goods entering into lsrael must be accompanied by a detailed commercial invoice (in three
copies, although additional copies may be requested by the importer or commercial bank) and the bill
of lading (in two copies).² Import declaration forms, available free of charge, are the same for all
imports. There is no express provision for consular endorsement.

14. For imports benefiting from preferential duty-free treatment under one of the three free-trade
agreements signed by Israel, a certificate of origin is also required. Additionally, special certificates
frorn appropriate officials or authorities in the country of origin are required for shipments of live
animals, liquor, frozen meat, hides. animal parts, fruits, plants, seeds, vegetables, and bees.

15. Goods landed in Israel have to be placed in public warehouses or other secure places approved
by customs. Port storage fees are charged after 10 days on goods weighing 10 metric tons or more
and after 30 days on goods weighing less than 10 tons. Inspection of imported goods is done under
a combined system of random selection and administrative decision. Customs clearance is normally
done in one day. Clearance procedures are the same for ali imports (m.f.n. or preferential imports).
The Government has begun to implement in 1994 a modernized customs system. under which part
of the clearance procedure will be done directly in the customs broker's office using electronic
communications systems.

16. There is no general registration requirement for importers. However, importers applying for
an import licence must be registered. Importers must also be registered to benefit from the possibility
of declaring themselves the wholesale price of their products for the payment of purchase taxes.
Applications for registered importer status are to be filed with the district officer. whose decision is
transmitted to the importer within 21 days. An importer who has previously received registered status
may be removed from such status only if he has been convicted of a tax offence or if. during the
preceding calendar year and during at least one additional year within the preceding 5 years, he has
failed to import goods with a total value in excess of a threshold applicable to the current year.3

²The following clause must appear on bills of lading for Israel: This vessel is not to cal at or enter the
territorial waters ofany Yemeni, Jordanian, Saudi Arabian, Iraqi, Lebantse, Syrian, Sudanese, Libyan, or other
Arab (except Egyptian) port prior to unloading in Israel unless the ship is in distress or subject to force majeure".
Transhipment is permitted.

³The threshold value was fixed at US$300,000 for 1992, US$200,000 for 1993, US$100,000 for 1994, and
US$50,000 for 1995 and thereafter.



C/RM/S/55 Trade Policy Review Mechanism
Page 56

(ii) Tarifs

17. Tariffs have become the main instrument of border protection for industrial products, as
administrative restrictions on imports, such as prior licences, were abolished in September 199i. The
initial phase of the unilateral trade liberalization programme replaced non-automatic import licences
and quantitative restrictions by equivalent tariffs (intended to provide the same level of protection)
on all products, other than agricultural goods. The resulting tariff rates ranged between 20 and
75 per cent, but with higher rates for textiles and wood ( 110 per cent). In cases where tariffs ofmore
than 75 per cent were needed, import licences were replaced by specific, combined or alternative duties.4
The subsequent stages of the tariff reduction programme took place in September 1992 and
September 1993 broadly in line with the original schedule, with an exception for wood and textile
products5 According to the programme, tariffs are to be reduced to maximum rates of between 8 and
12 per cent over a five- to nine-year period. Restrictions on agricultural imports were excluded from
the trade liberalization programme, but will be largely eliminated as a result of Israel's commitments
under the Uruguay Round Agreement.

18. Most products from the United States, the European Union and EFTA countries benefit from
duty-free status in the Israeli market. It is estimated that around 15 per cent of Israel's imports remain
subject to customs duties.6

19. In general, m.f.n. tariffs on consumer goods are higher thari those levied on investment goods
and production inputs. Tariffrevenue (collected customs duties,as a share of imports increased between
1981 and 1986. Since then, it has regularly decreased and now stands at around 3 per cent.' The
ratio of duty collected to total imports for consumer goods (6.6 per cent) is considerably higher than
for investment goods (3.7 per cent) and production inputs (2.2 per cent) (Chart IV. 1).

'In the tirst year o. the programme, the level of protection against imports from third countries night have
increased, because special tariffs were imposed on certain groups of products (textiles. clothing, footwear, plywood,
fertilizers), in addition to the high basic tariff rate (Bank of Israel, 1993).

5The only exemption to the initial plans is that in mid-April 1993, the Government decided to slow down
the pace of tariff reductions in the wood and textiles sectors. These products are now given nine years. instead
of seven, to reach the customs duty of 8 per cent for raw materials and 12 per cent for finished goeds.

6Business International Corporation (1992).

7Government revenue from customs duties and import levies fell by more than 20 per cent in 1993, despite
the growth in imports. reflecting the reduction of customs duties and import levies (Bank Leuni, 1994).
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Chart IV.1

Tariff revenue as a share of imports, 1980-92
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20. Since January1988. Israel's customstariff has been classified under the Harmonized Commodity
Description and Coding System (HS).' In June 1993. there were around 10.00 tariff lines classified
at the 8"digit level. The Israeli Customs Authority occasionally changes, through administrative
regulations. the specification of commodities in the customs tariff. Such changes may cover a change
of definition. the introduction of a new item. or the cancellation of an existing item. Tariff rates can
also be modified.

21 Israel has a multiple column inionrt tariff. indicating the m.f.n. rate and ail prefereitial rates
under s fre-t e s. Following the eitry into force of die Free-Trade Agreem with
EFTA in eav 1993. the EFTA column in the Isradi Tariff was united with the EU column creating
on 'EUV+EFTA' single coltumr.. No c;wty receives less than m.f.n. treaume.

l'bc chane foeo the prevxou CCCN maodrci to Uiw HS system a.ove a coobider ibecae mn
he nuix- ofguff lirt. froa 4.50 tro und 13.00 items caiSif'id a 8git level in 1-991 (Israd Centrai
Bureau of Statistics.Foreign TradeStatisticsImports. 1991).
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22. Most duties are ad valorem, although specific, combined (ad valorem plus specific) and alternative
(either ad valorem or specific, according to the definition of the duty in the particular heading, e.g.
not more than' or "not less than') rates are also used. The existence of all these different types of

rate reduces the transparency of the tariff regime and makes it difficult to estimate the level of tariff
protection granted to domestic producers. It is expected that all non-ad valorem duties will be gradually
eliminated.

23. Around 85 per cent of total tariff liness are subject to ad valorem duties, 2 per cent to specific
duties, 3 per cent tocombined duties, and 10 per cent to alternative duties (Chart IV.2). Specificduties
are relatively important in the agricultural sector, and alternative duties in tie industrial sector.
Ad valorem duties are based on the c.i.f. value of the goods imported, and specific duties are assessed
on the net weight. unless otherwise specified.

Chart IV.2
Ad valorem, specific, combined and alternative
duties by sector. 1993
Percentage of tariff lines
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24. The Israeli tariff contam a large number of different ad valorem rates. in June 1993, there
weo 85 ad valorem rates. ranging from zero to 100 per cent. The zero rate applies to more than
40 per cent of tariff lines. The most conmon positive rates are 12 and 10 per cent, ea.h accounting
for slightly over 7 per cent of all Unes. Other common rates are 6. 8 and 36 per cent. In certain
case ad valorem rates are not whole numbers; for example, close to3 per cent of tarifflins are subject
to a rate of 27.4 per cent. This situation results from the tariff reduction programme, which has cut
rates nearly
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25. As noted above, specific duties are frequent in the agricultural sector (on meat and edible meat,
fish and crustaceans, edible fruit and nuts and animal or vegetable fats and oils). Combined rates apply
mainly to textiles and textile articles, iron and steel, and beverages and spirits. Alternative duties apply
mostly to clothing, footwear, iron and steel produce, and certain electrical machinery and equipment.
Ad valorem equivalents, as indicated (or estimated) by the Israeli Government, are around 40 per cent
for textile materials and 60 per cent for clothing. According to information provided by the Israeli
Government, the ad valorem equivalents may not, in any case, exceed 110 per cent.

(b) Average tariff levels and tariff range

26. In mid-1993. the simple average ad valorem m.f.n. tariff was 8.3 per cent, with a standard
deviation of 10.9 percentage points and a relatively high coefficient of variation of 130.4 per cent.9
Tariff rates were relatively higher on the manufactured products than on agricultural goods. 'he simple
average m. f.n. rate ofad valorem tari ffs alone on agriculture (ISIC 1) was 5 per cent, on mining (ISIC 2)
0.3 per cent, and on manufacturing (ISIC 3) 8.6 per cent. These m.f.n. tariff averages do not reflect
the real overall tariff level in Israel, as ad valorem equivalents of specific rates were not available to
the Secretariat and the average for combined and alternative rates has been caiculated on the basis of
the ad valorem components of such rates.'" M.f.n. tariff protection would be higher if ad valorem
equivalents of all non-ad valorem duties were to be fully taken into account. However, the de facto
overall tariff protection is lower, as most imports enter into Israel duty-free under the provisions of
one of the free-trade agreements.

27. As noted above, tariffs are being reduced according to a pre-established programme over a
five to nine-year period beginning in 1991. In that year, tariffs which replaced quantitative restrictions
were set in a range of between 20 and 75 per cent while, in addition, special (non-ad valorem) higher
tariffs were imposed on certain products such as wood and textiles." In September 1992, the maximum
m.f.n. ad valorem rate was reduced from 75 to 60 per cent.'2 For textiles, the maximum nominal
rate was lowered from 110 to 82 per cent in September 1993 and, for wood, it was lowered from
100 per cent to 75 per cent on the same date. Once the programme of tariff reductions is completed,
customs duties will be at the level of 8 per cent for raw materials. and 12 per cent for intermediate
and finished goods.

The standard deviation indicates the absolute dispersion of items (in this case the different tariff rates) around
the mean. The coefficient of variation measures the relative dispersion around the mean (it is defined as the
ratio of the standard deviation to the mean, and expressed as a percentage). A tariffstructure with low dispersion
of tariff raies will distort domestic production and consumption decisions far less than a highly disparate tariff
structure. In mustdeveloped countries the standard deviation of the tariff structure is below 10 per cent. However,
given the skewed nature ofthe tariffdistribution. the interpretation ofthe standard deviation, as well as the mean,
must be made considering the fact that they are verysensitive to extreme observations.

"Ali tariff calculations in this report have becn made by the GAIT Secretariat using ad valorein rates and
the ad valorein componen: of combined and alternative rates. Thus, they provide only a lower limit of thc real
tariff burden in Israel.

"T7be Sank of Isral estimated that thc effective tariffs on some wood and textile produces wcre in the region
of 350 per cn (Bank of Israel, 1992).

'21mport duties wcre reduced on average by about one seventh. Examples are: refrigerators, froin 25 to
22.4 per cCnt; air conditioners, from 45 tu 38.4 per cent; glass. froin 25 to 22.4 per cent; and sport shocs,
from 65 to 57.4 per cent.
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28. The 1993 average ad valorem tariffs by economic activity (ISIC 3-digit) are shown in Table IV. 1.
Manufacturing sectors with relatively high average ad valorem tariffs are footwear (30.8 per cent),
clothing (28 per cent), furniture (17.8 pet cent) and textiles (17. 1 per cent).'3 Ad valorem duties range
from zero to 100 per cent. Duty-free entry was granted for around 42 per cent of total tariff lines. "4
The share of duty-free tariff lines was 57.7 pet cent in the agricultural sector, 96.6 per cent in the
mining sector, and 41 per cent in the manufacturing sector. About 33 per cent of tariff lines were
subject to rates ranging between 5 and 15 per cent. Duties of over 35 per cent were applied to imports
under some 5 per cent of tariff lines (Chart IV.3).

29. In agriculture, 1 1 per cent of tariff lines were subject to ad valorem rates between 20 and
25 per cent. and only 3 pet cent of tariff lines bore rates above 25 pet cent. However, the real tariff
burden was higher. as 15 pet cent of total Unes in the agricultural sector were subject to specific or
combined rates, for which it was not possible to obtain ad valorem equivalents. In the industrial sector,
around 34 per cent of tariff Unes were subject to rates between 5 and 15 pet cent, while more than
9 per cent of lines were covered by duties above 20 per cent.

30. Tariff peaks of above 50 pet cent ad valorem, applying to 48 tariff lines (HS 8-digits), were
frequent in sectors such as electrical machinery and equipment, textiles and clothing. and footwear.
A small number of items (7 tariff lines) were subject to an ad valorem rate of 100 per cent. These
covered some vessels and other floating structures, lanps and lighting fittings, other toys and collections
and collectors' pieces.'I

(c) Tariff escalation

31. Israel's tariff on manufactures shows considerable escalation; imports of processed items are
liable to an average tariff of 9.7 per cent, compared with semi-processed items which are liable to
7.1 pet cent. and raw materials to 1.6 per cent (Chart IV.4). 6 Tariffescalation can provide domestic
processing industries with higher effectiveprotecion compared to suppliers ofraw materials. Escalation
ofad valorein rates is substantial in certain sectors such as textiles, leather products, rubber products,
and paper products. There is negative escalation in non-in'ustrial chemicals and partly in food
manufacturing wherethe ad valorem average rate for semi-processed items is lowerthan that forprimary
products (Table AIV.1).

'"he sane tariff rates applied to imports into the territories in the Gaza Strif and the West Bank region.
According to Government officials, the flow of products between Israel and these territories is not subject to
tariffs. However, it appears that non-tariff restrictions affect the flow of goods; a press report indiates that
exports, especially of agricultural products, from Gaza to Israxl were restricted. It is also reporrcd that Gaza's
producers, who import around 95 per cent of their raw materials from Isracl, are indirectly affected by high
import tariffs and taxes levied by Isracl (Financia Times, 8 July 1993).

'There were 4,138 tariff lines for which alt kinds of import duties (ad valorem, specific, combined and
alternative) were zero. The data for duty-free tarifflins in Chart IV.3 are slightly higheras they included those
cases for which the ad valorem component of combined or alternative duties were zero.

15These high rates are fcw in number (less than 0.1 pet cent of tariff items), but they produce a markedly
skewed distribution of tariff rates which indicates caution in interpreting averages or standard deviations that
arc heavily influenced by a fcw extreme rates.

'1n the agricultural sector, the notion of tariff escalation is not applicable as all products arm categorized
as premazy products.
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Table IV.1
Average tarffis in Israelby economicactivity (ISIC 3-digit), 1993
(Per cent)

ISIC Activity Number Average Stard DispersionRange
of ebs.. tariff deviation index

All sectors 9.795 8.3 10.9 130.4 0 - 100

1. Agriculture 366 5.0 9.6 191.8 0 - 40
Ii1 Agriculture and livestock 245 6.2 10.0 162.6 0 - 40
121 Forestry 24 2.8 4.6 165.9 0 - 12
122 Logging 21 2.1 2.0 97.7 0 - 40
130 Fishing 76 2.8 10.0 359.7 0 - 40

2. Mining and quarrying 1:7 0.3 1.9 622.6 0- 18.4
210 Coal mining 4 0.0 0.0 0.0 0-
220 Crude petroleum and natural gas 1 0.0 0.0 0.0 0 -0
230 Metal ore mining 23 0.0 0.0 0.0 0 -0
290 Other mining 89 0.4 2.2 541.5 0- 18.4

3. Manufacturing 9.312 8.6 10.9 127.5 0 - 100
311 Food manufacturing 646 7.1 8.9 125.5 0 52
312 Manufacture of food products n.e.s. 93 8.0 8.7 108.7 0 - 40
313 Beverage industries 49 10.9 5.9 54.0 0 - 20
314 Tobacco manufactures 10 7.6 7.8 102.9 0 - 20
321 Manufactureof textiles 1.401 17.1 13.5 79.0 0 - 50.4
322 Manufacture of wearing apparel 187 28.0 12.3 44.0 0 - 42.4
323 Manufacture of leather 85 6.1 6.1 99.7 0 - 18.4
324 Manufacture of footwear 33 30.8 17.2 55.7 0 - 57.4
331 Sawmills planingandotherwoodmills llS 11.1 11.3 102.0 0-44.6
332 Manufacture of furniture 48 17.8 7.8 43.7 0 - 26.4
341 Manufatre of paper and paper products 174 6.7 8.0 119.3 0 - 42.4
342 Printing and publishing 45 10.1 12.9 127.5 0 - 42.4
351 Manufacture of industrial chemicals 953 3.6 6.1 166.8 0 - 27.4
352 Manufacture of other chemical products 431 6.0 7.3 122.2 0 - 42.4
353 Petroleum refineries 38 3.5 5.3 151.9 0 - 12
354 Manuf. ofmiscellaneous prod. of petroleum & coal 13 1.8 3.5 190.0 0 - 8
355 Manufacture of rubber products 121 10.7 11.4 106.5 0 - 57.4
356 Manufacture of plastic products 60 11.1 7.8 69.8 0 - 42.4
361 Manufacture of pottery and china 27 10.7 9.6 90.0 0 - 25.7
362 Manuactre cf glass and glass products 95 9.0 8.6 95.1 O - 44.6
369 Manufacture of other non-mctillic mineral products 147 6.0 5.2 86.4 0 - 18.4
371 Iron and ster basic industries 768 4.4 7.6 174.2 0 - 34
372 Nor-ferrou mened basic industries 289 2.7 4.2 159.0 0 - 13.2
381 Manufacture of fabricated metal products 445 9.3 6.9 73.9 0 - 42
382 Manufacture of non-electrical machinery 1.080 5.7 6.9 119.9 0 - 42.4
383 Manufacture of electrical machinery 735 9.5 14.0 147.1 O - 100
384 Manufacture of transport equipment 378 4.2 6.6 158.0 0 - 100
385 Manufacture of professional. scientific. cetc. 475 5.4 7.6 141.5 0 - 100
390 Othermanufaturing industries 371 9.9 11.3 114.0 0 - !00

a The dispersion index (or coefficiento'variatmin) is derived by dividing the standard deviation by the average tariff nt:. ib
index measures relative dispersion around the nmn.

Note: Calculations based on ad valorem duties and the ad valorem component of combined and alternative dutes.

Source: GATT Secretariat calculation.
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Chart IV.3
M.f.n. tariff ranges by
Number of lines and per cent
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(d) Tariff bindings and Israel's undertakings in the Uruguay Round

32. Before the Uruguay Round, Israel had bound 518 tariff lines (according to the CCCN
classification), which represented around 12 per cent of total tariff fines in the old classification. In
1984, imports under bound rates accounted for close to 33 per cent of the value of total imports excluding
petroleum. ` Bound rates included ad valorem, specific and combined rates. For ad valorem rates,
the bound levels ranged between zero and 100 per cent, with the highest bound rate applying to safety
seat belts, and parts for marine engines, excluding outboard motors.

33. From December 1987, Israel benefited from a waiver which suspended the application of the
provisions of Article II of the General Agreement to enable the Government of Israel to implement
the Harmonized System and carry out negotiations on its new Schedule XLII. This waiver was
successively extended; with the last extension expiring on 31 December 1994.'1

34. Under the Uruguay Round Agreement, Israel has undertaken to bind its entire tariff, with the
exception of 17 tariff lines in the agricultural sector (meat of sheep or goats, milk and cream, and
processed cheese) and fish and crustaceans. Around 1,500 tariff lines on which the applied rate was
duty free have been bound at the level of 5 per cent. The rest have been bound at various levels ranging
from zero to 700 per cent (the 'base rate" on dates to be applied in 1995 under the Agreement on
Agriculture). These bound rates are to be reduced over a period of ten years to reach a maximum
level of 560 per cent in the agricultural sector, and 30 per cent in the industrial sector.

35. Bound rates (including those resulting from tariffication ofnon-tariffmeasures) are much higher
for agricultural products than for industrial goods. 19 The simple ad valorem average base rate of duty
for the agricultural sector is 93 per cent, and for other goods 10.2 per cent. Bound duties on agricultural
products will be reduced by an average of 21 per cent over a period of ten years beginning in 1995.
Bound duties on industrial goods are to be reduced by an average 15 per cent over the same period.
As a result ofthese reductions, bound tariffs on agricultural products are expected to average 75 per cent
(simple ad valorem average). and those on industrial goods around 8.5 per cent.

36. Israels commitments also include the conversion of agricultural import restrictions into tariff
quotas, and limits on domestic support and export subsidies (Chapter V). Existing import quota
restrictions have been maintained for a few products.

(e) Seasonal tariffs

37. Israel does not maintain seasonal or temporary tariffs.

(f) Concessional entry

38. Most special sector-specific exemptions from customs duties and taxes were abolished in 1957.
However, concessional entry is still granted to certain products, such as imported inputs for production,
diamonds, ships and aircraft. Most basic food commodities, raw materials and machinery for agricuatural
or industrial purposes are except from customs duties. Imports of pollution-control equipment may

17GATT document MTN.GNGJNGI/W/2/Add.1.

18GAlT document L/7508, 22 July i994.

19Isral's Schedu!e XLII contains a Section I for agricultural products and a Section Il for other products.
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also be exempt from import duty and purchase tax, ifapproved by the Environmental Protection Service
in the Ministry of the Interior.

39. A waiver of customs duties on machinery, equipment, and supplies imported for temporary
use on government procurement projects can be obtained, provided the used machinery and equipment
are re-exported. Concessional entry for imported inputs also results from a drawback systern for exports.

(g) Tariff preferences

40. Tariff preferences are granted by Israel under three free-trade agreements signed with the
European Union in 1975, the United States in 1985 and the European Free-Trade Association (EFTA)
in 1992. These agreements cover almost all products imported by Israel, with the exception of
agricultural products.

41. Israel's free-trade agreements have resulted in substantial mutual reductions in tariff levels
and, since 1989, in the elimination ofcustoms duties for a large part ofthe trade under these agreements.
It is estimated that approximately 40 per cent of the value of Israel's imports from the European Union
and 90 per cent from the United States are covered by these agreements.

Israel - European Union Free-Trade Agreement

42. In May 1975, Israel and the European Union signed a free-trade agreement. Under this
agreement, all tariffs on Israeli industrial exports to the EU market were phased out in July 1977 (see
Chapter II). Israel's tariffs on industrial imports from the European Union were reduced to zero in
January 1989. ° Agricultural products and most processed foods are excluded from the FTA agreement.

43. In June 1993, duty-free treatment extended to almost 95 per cent of total tariff lines. The average
preferential ad valorem tarifffor imports from the European Unionwas 0.6 per cent; the m.f.n. average
rate was 8.3 per cent.2" The average ad valorem rate for agricultural imports was 4.6 per cent and
that for manufacturing imports 0.5 per cent. Agriculture and livestock, fishing, and food manufacturing
are subject to high average rates (Table AIV.2). There has been no significant change in 1994.

Israel - United States Free-Trade Agreement

44. The free-trade agreement between Israel and the United States, which took effect on
1 September 1985, eliminated most trade barriers between both countries and included a gradual phase-
out of tariffs. Ali trade between the two countries will be duty-free from 1 January 1995. The agreement
covers both agricultural and industrial products.

45. Under the Israel - United States Free-Trade Agreement, import duties on all products are being
eliminated according to a specified programme. Duties on goods considered "sensitive' are phased
out over several years to allow time for domestic industries to adjust to increased competition. All
products were placed on specific lists (A, B, and C) for the purposes of eliminating import duties
(although the number oflists and time periods are identical for both countries, products oneach country's
lists differ). Duties on products not specified in these lists were eliminated upon the entry into force

20Tariffs on products from Spain and Portugal were eliminated progressively until 1993.

21As in the case of m.f.n. tariffaverages calculated by the GATT Secrtariat, average tariffs for EU products
indude only ad valorem rates and the ad valorem component of combined and alternative duties.
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of the agreement.22 Duties on products specified on List A were eliminated in January 1989,23 Duties
on products specified on List B (including textiles and clothing, chemicals and certain high technology
products) will be eliminated by January 1995, according to the following schedule of reductions: (i)
by January 1990, preferential rates were 30 per cent of m. f.n. rates; (ii) by January 1992, preferential
rates were 10 per cent of m.f.n. rates; and (iii) by January 1995, duties will be eliminated. Import
duties on products included in the List C are frozen at the m.f.n. rate until January 1995, when thev
will be eliminated.24

46. InJune 1993, duty-free treatment extended to more than 80 per cent oftotal tarifflines. Around
8 per cent of items were subject to ad valorem rates below 5 per cent. Th.e average preferential
ad valorem tariff for imports from the United States was 1.6 per cent; the m.f.n. average rate was
8.3 per cent.' The average rate for agriculture was 2.2 per cent and that for manufacturing 1.6 per cent.
Certain manufacturing sectors are still subject to high average ad valorem rates, including footwear,
beverages and food manufacturing (Table AIV.2).

47. Overall, the free-trade agreement has had the effect of liberalizing and expanding trade between
Israel and the United States. Israeli imports from the United States grew from around USS1.5 billion
in the early 1980s to more than US$3.2 billion in 1992. During the same period, exports from Israel
increased from US$1.2 billion to almost USS4 billion. The share of the United States in Israel's total
exports has increased, but its share in Israel's imports has remained stable or even declined in recent
years (Chart IV.5).

Israel - EFTA Free-Trade Agreement

48. In September 1992, Israel signed a free-trade agreement with members of the Europen
Free-Trade Association (Austria, Finland, Iceland, Liechtenstein, Norway, Sweden, and Switzerland).
The agreement, which took effect on 1 Januaiy 1993, provides for duty-free treatment for industrial
goods and some agricultural products. In general, trade between Israel and EFTA countries benefits
from a similar treatment to that under the free-trade agreement with the European Union. Israel has
also negotiated better tennis for trade in agricultural products with individual EFTA countries (Chapter II).

49. EFTA countries account for around 11 per cent of Israel's imports and4 per cent of its exports.
The FTA agreement eliminated duties on manufactured goods and some agricultural goods, such as
flowers, and certain processed food products. Duties on other agricultural products and processed
food will be gradually reduce.

22Products that could enter immediately free of duty into the Israeli market included airplanes and motor
parts, electrical products, processed and raw diamonds, soybeans and corn.

23U.S. products included in the Israeli A list were paper, cigarettes, thread, heavy mechanical equipment,
computer parts, leather and shoes, cars and parts, and certain textiles items.

24The Israeli list C for U.S. products includes 2,000 items, such as food products (garlic, dates, figs, grapes,
apples and apricots), tobaco, various milk products, refrigerators and cold storage equipment, paper, radios,
medicincs and petrochemicals. The United States' list C for Isracli products includes gold chains, bromides,
orange juice, and produtss made from tomatoes, olives, garlic and dried onions.

eAs in the case ofm.f.n. tariffaverages calculated by the GATT Secretariat, average tariffs for U.S. produces
include only ad valorem ates and the ad valorem component of combined and alternative duties.
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Chart IV.5
Israel's trade with the United States, 1981-92
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Other tariff Dreferences

50. Tariff preferences are also granted by Israel through its participation in the GATT Protocol
Relatingto Trade Negotiations Among Developing Countries (theComnittee ofParticipating Countries,
CPC). Until 1989, Israel's schedule of concessions contained 14 product categories and preferential
rates (fixed at a lower than the existing m.f a. tariff rates) were granted to developing countries
participating in the CPC. In July 1989, Israel made an autonomous tariff concession covering 30
categories of products (mainly textiles) which may be imported into Israel duty-freel

(h) Customs valuation

51. Israel's customs valuation practices shows the Brussels definition of value, under which the
value of imported goods is the 'value of the goods on the open market on the day when they are released
from the customs authorities". Declared values may not be accepted by customs officials for rea;ns
such as when the prices in the sale contract do not reflect prices on the open market; and when price<
changes occur during the period between the date of sale and the releasing date. When the importation
is done by a sole distributor, officiais nay raise or "uplift" the customs value. The uplift of the customs
value (known as HARAMA) for imports done by a sole distributor is a function of the importer's

2The Governmentof Israel reserved the right to modify or withdraw these autonomous concessions or part
of them at any time.
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declared price; according to the Israeli authorities it ranges between 2 and 5 per cent in practice.27
Appeals procedures (first to the High Customs Authority, and then to Courts) are available to aggrieved
parties as regards any customs decisions. Israeli customs authorities have indicated that the practice
of HARAMA will be abolished with the entry into force of the GATT valuation system in 1995.

52. According to USTR (1994), for purposes of computing customs duties, the Israeli Customs
Service increases the dutiable value of virtually all products which exclusive agents import into Israel
by some 2 to 8 per cent and the value of other products by up to 10 per cent. This has the effect of
increasing the duties which must be paid on imports, thereby making them more expensive in the Israeli
market.

53. Ad valorem duties are assessed on a cost, insurance, and freight (c.i.f.) basis. When goods
are subject to specific duties on a weight basis, the dutiable weight is the net weight. The c.i.f. value
is the cost of the goods in the country of origin on the day of clearance, plus all costs incident to delivery
at the port ofentry in Israel. If an 'unreasonable" disparity exists between the c.i.f. value, as invoiced,
and the current market c.i.f. value of similar goods at the time of importation, the latter value is taken
as the basis for levying customs duties.

54. By accepting the Uruguay Round Final Act,Israel has made the commitment to apply the customs
valuation methods laid down in the Agreement on Customs Valuation.

(iii) Tariff quotas

55. As of July 1994, Israel did not apply tariff quotas to any products. Tariff quotas will result
from Israel's commitment to 'tariffy' agricultural import restrictions. Tariff rate quotas have been
established on certain agricultural products (such as walnuts, wheat and meslin, edible fats and oils,
sweet corn, citrus juices. and live, meat, offals and production of bovine origin), with a planned reduction
of within quota tariff rates of around 15 per cent or an increase in the quota levels over ten years
(Chapter V). Above-quota tariff are also to be reduced.

(iv) Variable import levies

56. Variable import levies affect imports ofa number of fresh and processed agricultural products,
such as miliet, rapeseed. sunflower seed, sugar, pasta products, jams, fruit and nuts, wine, powdered
milk, cheese and frozen fish. The rate of variable levies is determined by the difference between werld
prices and prices in the Isracli market for these products.

27The Isræli Government is of the view that declared prices by a sole distributor do not reflect regular prices
on the openmarket and do not include all expenditures incurred by the sole distributor.
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(v) Other levies and charges

57. Certain additional taxes and charges are levied on all imports. These include a 2 per cent port
fce and a 0.5 per cent srevedoring tariff. According to USTR (1994), the Israeli customs authorities
charge importers 1.5 per cent ofthe c.i. f. value ofimports into Israel for use ofthe ports and stevedores,
whereas exporters face no charge at all. This implies that importers are subsidizing the use of such
services by exporters3.

58. Until July 1993, imports were subject to an additional temporary import levy first implemented
in June 1982, and justified under the b dance-of-payments provisions of the GATT (see Section (xxi)).
The import levy was initially imposea at 3 per cent on all imports subject to value added tax and
remained in effect at that level until 31 March 1983, when it was reduced to 2 per cent. On
27 July 1993, the 2 per cent import levy was eliminated.

59. The Trade Levies Law provides for the levy of compulsory surcharges or levies on a number
of domestically produced and imported goods, including some foodstuffs (bovine meat, frozen fish,
and dairy products), fats and oils, alcoholic beverages, and textile products. These surcharges are
intended to protect domestic industries, regulate supply and demand, absorb excess profits, maintain
uniform prices, prevent dumping. or encourage exports.29 The Israeli Tariff contains a special column
indicating if the tariff item is subject to a surcharge. In December 1992, 268 items (accounting for
2.7 per cent of total tariff lines) were subject to such surcharges. However, no indication was given
about the rate of the surcharges or their duration.

60. Other levies and charges affecting imports as well as domestic production include indirect taxes
(Annex IV. 1). Indirect taxes affecting domestic production and imports are shown in Table IV.2.
A 17 per cent value added tax (VAT) is levied on most goods, whether imported or domestically
produced.30 The value of imported goods for VAT purposes includes the landed cost of an item plus
the customs duty, purchase tax and any other taxes or levies. Capital goods, exports, fresh fruits
and vegetables, diamond cuttings, foreign tourists' services, and travel tickets are exempt from VAT
payment.

28In mid- 1992, a special committee initiated a review of Israel's port fee system and concluded that the fées
assessed bore little relation to the actual costs incurred. The committee recommended that the port fee system
be modified over the next five years to equalize costs with charges, and to ensure that fees be charged to both
exports and imports (USTR, 1994).

29Bureauof National Affairs (1992).

30The VAT rate was 18 per cent until January 1993.
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Table IV.2
Indirect taxes on domestic production and Inports in Israd, 198693
(NIS million at current prices)

1986 1987 198 1989 190 1991 1992 1993

Indirect taxes on domestic production
Total taxes 6.303 7,928 9.432 11,417 14.671 19.741 24,281 26,695

Value added tax 3,276 4.075 5,167 6.293 7,816 11,261 13,778 15,162

Employers' tax 579 521 496 576 692 830 752 607

Purchase tax 344 387 419 454 452 470 648 660
Excises on tobacco and cement 223 280 271 296 462 616 789 1.001
and stamp tax

Fuel tax 356 375 501 618 1,063 1,494 2,218 2,440
Property tax 65 87 131 191 272 337 391 447

Other taxes 385 685 653 763 1,076 1.110 1,189 1,352
Taxes collected by local authorities 1,075 1,518 1.794 2,226 2,865 3,623 4,516 5,026

Indirect taxes on imports
Total taxes 3,892 5.408 5,775 5,123 6,487 8,804 11,101 12.551
Taxes on civilian imports 3,516 4,677 5.132 4.577 5.752 7,730 10.057 11,159

Value added tax 1,245 1,630 1,7i3 1.850 2,624 3,661 4,705 5,573
Customs duties and levies 774 790 796 421 518 708 941 734

Purchase and other taxes 1,383 2,095 2.450 2,118 2.415 3,155 4.188 4,852

Foreignn travel tax 114 162 173 188 195 206 223 0

Taxes on defence imports 376 731 643 546 735 1.074 1.044 1.392

Source: Central Bureau of Statistics. National Accounts 1980-92. National Accounting Statistics Series, 1993 and Monthly Bulletin of
Statistics.

61. A purchase tax (ranging from 5 to 240 per cent) is applicable on certain goods for local
consumption, such as motor vehicles, electric home appliances, cosmetics, tobacco and alcoholic products
and certain construction inputs.3 Purchase taxes apply. at the wholesale level. to both domestically
produced and imported products at the same rate. However, when there is no local production, the
purchase tax becomes a charge equivalent to an import duty. Purchase tax is levied on local producers
30 days after the month in which goods are sold and from the importer when goods are released from
customs. It appears that the system used to calculate the taxable value discriminates against imports.3
For inports, Israeli customs officials use a system known as TAMA (the Hebrew acronym for
importation rate 'uplift"). The purchase tax orî imported goods is calculated on the value of goods
for customs purposes. plus the amount of customs duty, plus the additional amount or mark-up
(TAMA).3 TAMA mes are calculated (or established by an administrative decision) on the basis cf
actual wholesale price mark-up for a random sample of registered and non-registered importers.

"In January 1993, the purchase tax on sone imports such as raw mtaerials and equipment was reduced by
between 5 and 10 per cent.

-:USTR (1994).

33According to USTR (1994), israel maintains a confidential schedule for determining the wbolesale value
of domesticaily produced products for the purpose of calculating purchase ' taxes. It is reported that 'in many
cases this schedule compounds the effect of the TAMA applied to imports. providing domestic produce with
significantly lower purchase taxes than would be applied so comparable imported produces.
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Table IV.3
Tax revenue as a percentage of imports by economic use, 1991
(NIS million and per cent)

Economic use of imports Value of Total tax Customs Surcharges Purchase
imports revenue duty tax

(NIS million)

Total 3,895.2 1 2.8 0.1 8.1

Consumer goods 4,320.8 44.0 5.9 0.6 37.4

Non-durable 2,206.2 22 A4 1.5 14.8

Food. beverages and tobacco 1,168.4 28.4 6.1 2.6 19.8

Clothing and footwear 214.5 24.9 7.3 na. 17.6

Furniture and household equip. 232.2 9.3 5.2 n.a. 4.0

Medicines 143.3 2.9 2.9 n.a. n.a.

Articles for recreation 210.6 12.4 7.9 n.a- 4.6

Miscellaneous 237.,. 24.1 6.6 1.3 16.1

Durable 2.114.6 (6.5 5.6 nI.a. 60.9

Basic furnishing 246.1 8.2 3.3 n.a. 4.9

Household equipment 392.4 44.2 4.4 n.a. 39.8

Medical equipment 28.9 6.2 6.2 n.a. n.a.

Transport vehicles 983.2 96.7 7.7 n.a. 88.9

Articles for creationn 379.8 64.9 3.1 n.a. 61.8

Jewellery. watches, etc. 84.2 i6.9 3.6 n.a. 13.3

Production inputs 27.526.7 4.2 2.2 0.1 1.9

Thereof excluding diamonds ard fuel 17.904.0 6.0 3.0 0.1 2.9

Fodder 403.3 2.4 2.1 o.3 n.a.

Oiher agricultural raw materials 120.4 2.3 2.3 n.a. n.a.

Wheat 258.9 4.3 2.C 2.3 n.a.

Soybeans 247.2 2.0 2.0 n.a. n.a.

Other raw food products 712.5 5.4 4.5 0.9 0.0

Fabrics and yarn 1.237.5 9.3 3.5 0.0 5.8

Diamonds 6.251.5 n.a. n.a. n.a. n.a.

Iron. steel and articles thereof 1.637.1 4.2 2.6 n.a. 1.6

Wool and articles thereof 466.9 6.7 4.6 n.a. 2.1

Fuel a.d lubricants 3.371.2 2.4 2.0 n.a. 0.4

Engines. pumps. compressors 189.4 7.4 2.7 n.a. 4.8

Spare parts and accessories 3,648.2 9.4 3.3 n.a. 6.0

Tools and implements for direct use 920.9 6.0 3.6 n.a. 2.4

Other raw materials 8.061.7 4.7 2.7 0.0 2.0

Investment goods 7.08.9 17.5 3.2 n.a. 14.3

Thereof excluding ships and aircraft 6,492.0 18.7 3.3 n.a. 15.4

Machines. equipment 4,893.1 7.3 2.9 n.a. 4.4

Land vehicles 1,598.9 53.5 4.4 n.a. 49.2

Ships and aircraft 516.9 2.': 2.0 n.a. n.a.

Goods n.c.s. 38.8 6.2 6.2 n.a. n.a

n.a. Not applicable.

Source: Calculations by GATT Secretariat from Centrl Bureau of Statisics. Statistical Abstct of Israel (various issues).
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62. Since 1991. following amendments to the Purchase Tax Law, most registered importers have
the option of declaring the actual wholesale value (or the actual mark-up) oftheir products. The purchase
tax for imported products can be calculated on the basis of either the declared wholesale price or the
previously established computation method. Since the beginning of 1994, all importers whose imports
exceed US$100.000 have been allowed to choose between these two methods. In 1995, the option
will be extended to importers whose imports exceed US$50,000. Until mid-1994, only a few importers
chose the new method. The choice determines the importer's tax treatment for the following twelve
months and may be altered at any time thereafter only on request of the importer. According to the
FTA agreement with the United States after 1 January 1995, Israel was supposed to implement a
mandatory wholesale price declaration system for all importers whose imports exceeded US$50,000.
This point is being negotiated with the counterparts of the FTA agreements. Under the VAT laws,
all commercial importers must be registered.

63. The purchase tax revenue was the equivalent of around 8 per cent of the value of imports in
1991. This share is considerably higher for consumer goods (37.4 per cent) than for investment goods
(14.3 per cent) and production inputs (1.9 per cent). For example, purchase taxes collected on imported
transport vehicles were the equivalent of 89 per cent of the value of imports (Table IV.3).

64. Other indirect taxes affecting imports and domestic production include fuel taxes on gasoline
and kerosene, and excise taxes on alcoholic beverages and tobacco.

(vi) Minimum import prices

65. Israel does not apply minimum or reference import prices.

(vii) Import prohibitions

66. The importation of certain goods is prohibited for different reasons. For example, the Customs
Ordinance prohibits the import of certain goods, such as counterfeit money, pornographic publications,
and goods prohibited for import by other specific laws. The Customs Order (Regulation of Imports)
of 1986 lists in its Annex 2 goods that are prohibited from being imported into Israel.

67. A few imports are prohibited from all sources. For example, narcotic drugs and psychotropic
substances are prohibited under the Free Import Ordinance.3 Imports from countries which "prohibit
or limit, expressly or otherwise, the importation of commodities from Israei" are also prohibited. A
list of such countries has been published and is subject to periodic review.35 Imports of iron and steel
products from South Africa are prohibited.

'An english translation of the Free lmport Ordinance was not available to the GATT Secreiariat. Therefore,
it was not possible to summarize the provisions in this regulation.

3Most of the countries included in this list are Arab or communist countries.
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68. Imports of agricultural products are also subject to import restrictions based on "agricultural
policy considerations".36 A large number of agricultural products is included in the list of items for
which import licences are not normally granted, except when domestic supply falls short of demand.37
When permitted, import of these products may be subject to additional levies.

(viii) Import licensing

69. Under the provisions of the Free Imports Order of 1978, all products may be imported into
Israel without an import licence, except those specifica!ly mentioned in the First Annex to that Order.
This annex includes a large number of items. covering mainly fresh and processed agricultural products.
The First Annex to the Free Imports Order now includes the list of products subject to automatic
licensing. Most of the industrial products were taken out of this annex as their import do not require
licence. A number of agricultural products (809 tariff items under HS Chapters 1 to 24) are still subject
to licences (Chapter V). Such licences are to be removed under Israel's commitment in the GATT
Balance-of-Payments Committee (Section (xxi) below).

70. Among the fresh and processed agricultural products subject to import licences, there is a group
of items for which licences are not normally granted. Israel seeks to attain self sufficiency in these
products, and thus allows imports only when domestic production is not enough to satisfy demand.
Import licences for other agricultural products are granted automatically when health, labelling,
phytosanitary and veterinary requirements are met.

71. Prior import licences are no longer required for most imports of industrial goods into Israel.
The September 1991 trade liberalization programme has substituted tariffs for most of the previous
non-tariff barriers.38 For the first three years of the programme, until September 1994, import licences
will continue to be required for certain goods such as textiles, clothing, footwear, plywood, and
fertilzers, although licences will be issued automatically. Tariffication of import licences resulted
in higher tariffs for imports from m.f.n. sources. While increasing the transparency of the import
régime, tariffication has temporarily affected imports from m.f.n. sources, by increasing indirectly
the preference margin granted to countries with which Israel has signed free-trade agreements.

72. According to the Israeli Tariff, in December 1992, there were 1,877 tariffitems (19.2 per cent
of total lines) subject to import licensing. Non-automatic import licensing affected around 55 per cent
ofagricultural tariffitems (1IS Chapters 1 to 24). Licences on industrial products are given automatically
and cover 1,271 tariff lines. According to the Israeli authorities, import licensing on industrial products
was maintained for reasons of monitoring and information and would be abolished on 1 September 1994.

73. Licences are issued by the Ministries of Industry and Trade, Agriculture, Health, Transpormation,
or Labour, depending on the type of the goods to be imported. Importers applying for a licence must
be registered in Israel. Additional criteria must be met when importing certain commodities, such

31It appears that certain agricultural products are completely prohibited from being imported into Israel (USTR,
1994). For example, it was reported that Israeli regulation forbids all imports of frozen fries or potatoes (Federation
of Israeli Chambers cf Commerce. Newsletter, February 1993).

37The list of products for which import licences are not normally granted is given in Chapter V.

38Before September 1991, a large number of products were subject to prior import licensing. According
to the Israeli Government, this programme is the main part of Israel's efforts to further liberalize its market with
the aim of rationalizing production and creating a more competitive environment for the industrial sector.
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as precious metals, textiles. garments, footwear, pharmaceutical products, and motor vehicles. No
information has been provided concerning the criteria for granting import licences. The validity period
of licences may vary depending on the type of merchandise. Requests for import licences must include
information about the country of origin, the quantity and value of the products, the tariff item number,
and the product description. An import licence is usually issued within 7 to 10 days. For products
subject to automatic licensing, a licence must be issued within 14 days. otherwise the import licence
is to bc considered as granted.

74. The Free Imports Order provides that free importation treatment is not given with respect to
importation of goods from countries which explicitly or implicitly prohibit or restrict trade with Israel.
Importation from such countries is subject to the issuance ofan import licence. The Ministry of Industry
and Trade maintains a list of countries from which goods may be imported only with a special permit.39

(ix) Import quotas

75. According to the Government of Israel, quantitative restrictions are limited to agricultural
products, petroleum, gold and gold coins, chemicals covered by the Montreal Protocol, weapons and
explosives, and narcotics.

76. Global import quotas are fixed for a number of fresh and processed agricultural products, such
as live animals, fish, dairy products, vegetables and fruits and nuts. In two cases, dried grapes (raisins)
and dried plums (prunes), a seasonal quota is fixed for imports from the United States, while the quota
level for third countries is maintained at zero.' Import levels are set by the Government in line with
past trade levels. The Israeli Government considers these import quotas as necessary to implement
its production control programmes. Quotas are administered on a "first come first served" basis.

77. Most import quotas will be eliminated on 1 January 1995 upon implementation of Israel's
commitments under the Uruguay Round (See Chapters II and V). Import quotas will be replaced by
tariff quotas. Existing import restrictions have been maintained on 17 tariff lines (sheep and goats,
milk and cream, processed cheese, and other cheeses) under Annex 5 of the Agreement on Agriculture
of the Uruguay Round (Special Treatment). For these products, fixed import quotas will be increased
over a period of five years.

(x) import surveillance

78. There is no specific import surveillance mechanism in Israel. Certain trade practices can give
rise to a for. of import monitoring or control. For example, as noted above, a special régime applies
to imports from countries that restrict or prohibit imports from Israel. The Ministry of Industry and
Trade maintains a list ofcountries from which goods Inay be imported only with a special import permit.
Automatic import licences have also been maintained to monitor imports of certain industrial goods
for which quantitative restrictions were replaced by tariffs in September 1991.

39A list of such countries was last published in the Official Gazette on 4 January 1993. The list includes
a number of GATT contracting parties and is subject to review 'Information provided by the Government of
Israel in GATT document BOP/315 of 14 June 1993).

'01n August 1990, Israel increased the import quota level for U.S. raisins for three years. In 1991, the import
quota on U.S. prunes was increased from 300 metric tons annually to 400 metric tons (GATT, 1991, United
States Trade Policy Review).
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Trade Policy Review Mechanism

(xi) Staze-trading enterprises

79. Israel has one state-trading entity (in the sense of Article XVII of the GATT), the Government
Trade Administration, which until recently dealt with imports of meat (frozen meat and edible offal).
Meat could be imported only by this government agency. In the past, soybeans and wheat were also
reserved to the Government Trade Administration; now any food processing plant can import these
products directly. In 1989, imports of wheat and coarse grains were privatized. It is understood that
beef airports have been liberalized and are no longer handled exclusively by the Government (Chapter V).

80. The Government Trade Administration was established for the purpose of ensuring supplies
of essential foodstuffs and animal feeds (wheat, coarse grains, soybeans, edible oil and frozen beeO.4'
Until 1989, the Government was the sole importer of essential foodstuffs and animal feeds. The objective
of the Government Trade Administration was to ensure the orderly supply of basic foodstuffs at stable
prices and the maintenance of adequate emergency stocks. The remaining activities of the Administration
are the import of meat, purchases and sale of local growing wheat and ensuring the maintenance of
adequate emergency stocks (Table IV.4).

Table IV.4
Purchases by the Government Trade Administration
(Quantities in thousand metric tons)

Commodity Source Fiscal year (AprilMarch)

618/87 1987188 1988/89 1989190 19"f91

Wheat Local 126 263 178 258 143

Import 592 437 471 n.a. n.a.

Soybeans Import 369 213 n.a. n.a. n.a.

Edible oils Import 5 11 n.a. n.a. n.a.

Frozen beef Import 30 38 31 27 39

n.a. Not applicable.

Note: Imports of wheat and all kinds of grains have been liberalized and privatized since 1989.
Government Trade Administration relates to imports of meat (and local wheat sales).

The remaining rôle of the

Source: Government of Israel.

(xii) Imporr cartels

81. Under the 1988 Restrictive Trade Practices Law, the creation and operation of import cartels
is under official supervision and control. Import cartels must be registered with, and approved (only
under special circumstances) by, the Commissioner of Business Restrictions (see the section on
competition rules).

4'In December 1991, under Article XVII of the General Agreement, Israel presented the Government Trade
Administration as the only state-trading enterprise in Israel (GATT document L/5104/Add.16).
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(xiii) Countertrade

82. According to Israeli authorities, Israel does not have a specific law, or any policy guidelines,
promoting or requiring countertrade deals. II the past, countertrade deals were accepted because of
financial problems affecting certain trading partners, mainly developing countries.

83. However, countertrade arrangements appear to be important in purchases by the public sector.42
Under Israeli law, a counter-purchase clause must be included in contracts for purchases valued at
over US$50,000 made by government agencies, state corporations or state assisted institutions (see
the section on government procurement). The clause appears to oblige the foreign supplier to buy
Israeli goods or services to the value of 35 per cent ofthe contract The body administering, controlling
and supervising such arrangements is the Industrial Cooperation Authority.43

84. According to the U.S. Department of Commerce (1988), Bank Leumi, Israel's largest bank,
has set up a wholly-owned subsidiary (Bartrade) to handle countertrade. Bartrade acts as the agent
for traditional barter deals, clearing accounts, counterpurchase situations, and discounting promissory
notes.

(xiv) Standards and other technical requirements

85. Since 1990, Israel has been a signatory to the Tokyo Round Agreement on Technical Barriers
to Trade. The legal basis for the establishment of standards in Israel is the Standards Law of 1953.

86. Israeli standards are prepared by the Standards Institution of Israel (SII).44As in most
standardization organizations, standards are prepared by committees comprising representatives from
all interest parties. SII's policy is to adopt, whenever possible, existing international standards, and
thereby avoid any form of discrimination.

87. Israel Standards are voluntary. The Minister of Industry and Trade has the authority, according
to the Standards Law, to mak-e a standard mandatory (called an "Official Standard"), for purposes of
the prevention of deceptive practices, the protection of human health or safety, or the protection of
the environment. When the standard relates to the activities of another ministry, that ministry may
refer to the standard in a specific government regulation. Either way, the requirements of the standard
are incumbent onproducts marketed in the Israeli market, whether they be imported or locally produced.

88. In those cases where import testing is required, SII has been authorized by the Ministry of
Industry and Trade (MIT) to test the conformity of products with the relevant Official Standard. If
a product does not conform, it is not allowed into the country.

42Exporters' Encyclopedia (1992).

43British Overseas Trade Board (1989).

43SII was first established in 1923 as a laboratory. In 1947, it became the Standards Institution of Israel,
a private organization. In 1953, with the enactment of the Standards Law, SII became a statutory organization,
with its activities designated by this law.
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89. In September 1992, the Government approved a number of proposals aimed at preventing the
use of standards as non-tariff barriers. In particular, a ministry can no longer set its own Technical
regulations for products without prior approval from the Ministry of Finance. In addition, as mentioned
above, it is SII policy to harmonize its standards with international standards.45

(a) Standards, testing and certification

90. The Standards Institution of Israel's activities include the preparation of standards, testing of
products, and certification of products and quality systems (ISO 9000).6 The operational activities
of the SII are organized within four divisions: the Standardization Division, the Industry Division,
the Building Division, and the Quality and Certification Division.4"

91. Israel standards are prepared by around 300 technical committees covering all sectors of the
economy. Standardization activities are divided into 17 fields, each having a Central Committee
responsible for approving which standards are prepared, the composition of the technical committees,
and the appointment of the committees' chairperson.48Technical committees are composed of
representatives from manufacturers, consumers, the Government ministries, the Federation of Israeli
Chambers of Commerce, and other interested parties. As mentioned above, the standards prepared
by SII are voluntary; they must become mandatory whenproclaimed as such by the Ministry ofIndustry
and Trade. SII has published over 2,000 standards, ofwhich 450 are mandatory ("Official") standards,
200 of which are in the food sector. All Israeli standards are printed in Hebrew. Only a few national
standards have been translated into English,49 although international standards which have been adopted
are available in English.

92. As a general policy, SII looks to international, European and United States standards as a basis
for determining official standards applicable in Israel. According to the Israeli authorities, Israel
standards do not differentiate between domestically produced and imported products.

93. Government ministries, such as the Ministries of Health, Communication, and Agriculture,
also prepare technical requirements for products in their scope of responsibility. As a general policy,
the ministries use SII, and the standardization process, rather than preparing their own technical
regulations. For example, the Ministry of Health uses SI for the preparation of all food standards

45Hadar (1992) notes that ISI made major changes in 1992 in its procedures for standardization. The Institute
restructured its central and technicaI committees to correspond with those of ISO committees. The new standards
policy encourages the adoption ofexisting standards, preferably an international standard or a European standard.

46SII is a founding member of the International Organization for Standardization (ISO), and serves on various
technical committees of ISO and the International Electrotechnical Commission (Hadar, 1992).

47The Industry Division is composed of seven laboratories, responsible for the testing of a wide range of
products. The main function of these laboratories is to test a product's compliance with Israeli standards, either
for the product's eligibility to receive the Institute's Standards Mark, or for an imported product's compatibility
with established standards. The Quality and Certification Division's main function is to certify Quality Systems
for ISI's Standards Mark programme.

48The central committees also act as the appeals committee when differences of opinion arise within the technical
committees.

49According to the U.S. Department of Commerce (1988), Israeli standards published until 1976 were translated
into English. However, since 1976, only a few have been translated.
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(which are generally those of the Codex Alimentarius Commission). However, the Ministry sets its
own standards for pharmaceuticals.

94. Depending on the type of product, enforcement of a technical regulation or an Official standard
is either by the MIT or the other relevant ministry. For many products, SII acts as the technical arm
ofthe MIT and other ministries, including building products, electrical materials, solar heating systems,
pipelines for water supply, irrigation fittings, sanitary installation products, industrial tools and
accessories, spare parts for motor vehicles, trailers and components, safety and fire products, and
consumer goods.

95. The Israeli Tariff Book contains a column indicating if an item is subject to a standards
requirement when imported into Israel. Until 1990, some Israel standards on this list were voluntary
for domestic products yet mandatory for imports. However, after negotiations with the United States
in 1990, Israel agreed to harmonize standards requirements, either by deleting the voluntary standards
from the list or by making them mandatory for all products sold in Israel, including those produced
domestically. By December 1992, standards applied to 3,088 items (31.5 per cent of total tarifflines).
However, according to the Israeli authorities, apart from food products, there are approximately
230 official standards listed. Only those items to which the relevant standard applies are required to
be approved.

96. The enforcement of official standards on imported goods is different from that for domestically
produced goods. Ali imported goods subject to standards requirements, must be sample tested at port
before being allowed entrance into Israel. Domestically produced goods are subject to market inspection
by inspectors of the MIT. Israeli authorities argue that, since failure to meet the requirements of an
official standard is a criminal offence, most domestic manufacturers participate in SII's Standards Mark
programme voluntarily, requiring not only that the product comply with the standard but that they have
an approved quality assurances system in place. For imported products, SII accepts test reports from
laboratories with which it has mutual recognition; SII has signed over 30 such agreements. The Ministry
of Industry and Trade is currently working to develop an equivalent enforcement system.

(b) Sanitary and phytosanitary regulations

97. Sanitary, phytosanitary and health regulations are applied on a number of products, either
domestically produced or imported. For example, shipments of cattle must be accompanied by a health
certificate signed by a government veterinary office stating that no contagious disease has been present
in the area for six months prior to the shipment, and that the animals are free from disease. Sanitary
certificates are also required for shipments of frozen and chilled meats (stating that the meat is fit for
human consumption), hides and animal parts.

98. Imports of live animals, meat and meat products and products of animal origin are monitored
by the Veterinary Service of Animal Health of the Ministry of Agriculture. A veterinary licence and
a health certificate are required to import these products. They must also undergo controls and laboratory
testing at the port of entry prior to release for consumption.
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99. When importing food products into Israel, a "Kosher" certificate from a Chief Rabbinate of
Israel may be required to assure compliance with Kashrut, Israeli dietary laws.50 The Kosher certificate
is not an import requirement as such, but its refusal can effectively block sales to the larger part of
the Israeli market.

100. Import permits, to be obtained before shipment, are required for most plants and plant material,
including all propagation material, fresh fruits and vegetables, certain dried fruits, nuts, and cut flowers.
Phytosanitary certificates (issued by the appropriate authority in the country of origin) are required
for all plants and plant material for which import permits are required.

(c) Marking, labelling and packaging

101. Strict marking and labelling requirements apply in Israel. Marking of goods should be done
by printing, engraving, stamping, or by any other way, on the goods or the package. There is a
prohibition against the importation of goods of foreign manufacture bearing any name or trademark
being or purporting to be the name o; trademark of a manufacturer, dealer, or trader in Israel, unless
such name is accompanied by an indication of the country in which the goods were made or produced.

102. Ail imports into Israel must have a label indicating the country of origin, the names and addresses
of the producer and the importer, the contents, and the weight and volume in metric units. In all
instances, Hebrew must be used; English language may be added provided that the printed letters are
not larger than those in Hebrew. Specific labelling requirements apply to imports of some consumer
goods, such as foodstuffs, pharmaceuticals, paper products, and alcoholic beverages.5' Special regulations
govern the marking and labelling of beer and other alcoholic beverages.

103. The packaging of certain products, mainly foodstuffs, is also strictly regulated in Israel. Food
products sold in Israel must be packaged in specific metric units according to standard uniform weights
and volumes. Special packaging requirements apply to fruit, plants and meat. Some packaging
regulations are intended to protect the health of consumers. For example, it is prohibited to use any
packaging materials for foodstuffs which transmit any substance likely to be injurious to the health
of persons. Other regulations are intended at establishing uniform packaging of goods. Food products
to be sold in Israel must be packaged in specific metric units according to Israel standard uniform weight
and volumes. For example, powdered milk for retail trade may only be imported in tins not exceeding
a given weight.

50The word "Kosher" means "fit" or "proper" and refers to those foods that can be eaten in accordance with
Jewish dietary Laws, in particular the separation or meat from milk. Establishments which wish to obtain the
Kosher certificate must comply with these dietary laws and be approved by a Chief Rabbinate. Other establishments
are not prohibited from selling food products, but they cannot be classified as "Kosher" if they have not been
approved by a Chief Rabbinate. The same considerations apply to food imports. If imported food products
are to be considered "Kosher", they must be approved by a Chief Rabbinate. The Government does not prohibit
imports of "non-Kosher" goods.

"Specific labelling requirements apply, inter alia, to: edible oils and fats, butter, margarine, cheese, milk
and cream, condensed milk, preserved fruit, jam, coffee, vinegar, pectin, neat, hen and duck eggs, wine and
spirituous liquors, footwear, yeast, certain paper products, thread, certain hygienic products, knitted fabrics and
knitted articles, honey, handbags, suitcases, satchels, rucksacks, belts, and phonograph records ("Exporters'
Encyclopedia", 1992).
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(xv) Government procurement

104. Government procurement is relatively important in Israel, given the State's involvement in
economic activities. This may change indirectly as a result of Israel's privatization programme which
up to December 1992 wholly or partially privatized 22 companies (Chapter 1). Though the private
industrial sector is playing a growing role in the economy, many large projects are still undertaken
by the Government or by organizations required to follow the government's tendering regulations.
A new law regarding public tendering is expected to be enforced in the near future.52

105. There is no central government procurement office in Israel. Government agencies and public
enterprises buy through their own purchasing offices. All agencies must, however, follow the general
regulations on public purchases. Due to the decentralized nature of government procurement in Israel,
it was not possible to obtain aggregate data on total public purchases.

106. The Government of lsrael "encourages" the maximum use of local resources on projects
implemented in Israel.53 Government agencies, including public institutions that receive 20 per cent
or more oftheir financial support from the Government, must give preference to local products, granting
a 15 per cent price advantage to those whose quality and delivery terns are competitive with foreign
goods.54

107. Israel requires government departments, fully-owned government companies, and private
companies using government financing for a project, to negotiate offset agreements with foreign suppliers
on orders exceeding US$25,000 per annum. The Israel Subcontracting Authority (ISCA) negotiates
these agreements and insures that they are implemented. ISCA is flexible in negotiating the agreements,
but generally requires 40 per cent local content, 25 per cent buy-back, or a combination. The regulations
require the seller or supplier to achieve "industrial cooperation" with Israel. The supplier has the choice
to invest, "co-develop", "co-produce", subcontract, or purchase goods from Israeli industry.55 However,
no penalty is imposed for failure to fulfil industrial cooperation agreements, but suppliers that fail to
fulfil an agreement are unlikely to be awarded further government contracts. Agencies and companies
subject to the offset clause are required to obtain clearance from the Industrial Cooperation Authority
(ICA). ICA determines the general conditions of the purchase and the conditions of any offset clause.

52The law was expected to be adopted in mid-1993. According to the Israeli authorities, implementing,
regulations are intended to establish clear tendering procedures, including the definition of cases when public
tendering is not required.

53The Bureau of National Affairs (1992).

54Ihree conditions must be fulfilled for government institutions to purchase foreign goods: imported goods
should be 15 per cent cheaper than local goods, the foreign supplier should not abide by the Arab boycott, and
the supplier shouldagree to reciprocal purchases. Foreign companies fulfilling government contracts are required
to pledge reciprocal purchases in Israel to at least 35 per cent of the value of their contracts (Financial Times,
2 March 1994).

55Apparently, local content ispreferred (Exporters' Encyclopedia, 1992, and The Bureau ofNational Affairs,
1992).
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108. The percentage of the offset requirement is flexible. It depends on the volume of business,
purchasing capabilities of the seller, and existence of a related industry in Israel. On average, the offset
total equals 20 to 35 per cent of the total purchase value.56 In practice, it appears that the offset
agreement is an obligation to purchase high-tech products over a number of years (generally 3 to 6 years).

109. Israel is a signatory to the Tokyo Round Government Procurement Agreement of the GATT
and has signed the new Uruguay Round Agreement, subject to ratification. Under the Code, firms
from member countries are able to bid on similar conditions for large contracts (valued at more than
130,000 Special Drawing Rights, or around US$200,000) to specified government entities.57 The list
of Israeli entities subject to the GATT Code terms includes 13 government agencies.58 As part of its
accession to the Code, Israel agreed to waive the offset requirement for code covered purchases. As
noted above, agencies which are not covered by the Government Procurement Code have to give a
price preference of 15 per cent to domestic products.

110. The Israel - United States FTA expands on the Code's coverage by lowering the minimum
value of contracts open to partner country suppliers to US$50,000. In addition, under the FTA
provisions, Israel agreed to relax the offset requirements on all civilian purchases. Offset requirements
for U.S. companies are limited to contracts of more than US$500,000.

(xvi) Local content schemes

111. There are no general local content requirements in Israel, but in some cases the Israeli authorities
have reportedly demanded that foreign-supplied equipment for public sector buyers contain certain
Israeli-made parts or sub-systems.59

(xvii) Rules of origin

112. There is no general requirement concerning the origin of goods imported at m.f.n. rates.

113. Imports benefiting from a preferential rate under a free-trade agreement must satisfy certain
rules of origin criteria. Different rules of origin are specified in each agreement. For example, under
the Israel - United States FTA, U.S. products qualify for preferential duty-free treatment when they
meet the following requirements: (i) they must be wholly grown, produced, or manufactured in the

'It is reported that in mid-February 1993 the Govemment of Israel decided to increase the scope of "reciprocal
trade requirements" from 35 to 50 per cent, and to strengthen the requirement that national and local government
offices and government-controlled companies buy "made-in-Israel" products (Federation of Israeli Chambers
of Commerce, Newsletter, February 1993).

57The Government of Israel notified the Govemment Procurement Committee that the threshold for its purchases
covered by the Agreement on Government Procurement was to be nominated in US dollars. The equivalent
threshold of SDR 130,000 for the period 1 April 1990 to 31 March 1992 was US$172,000 (GATT document
GPR/W/101/Add.3 of 18 April 1990).

58These government entities are: the Government Trade Administration; the Buying and Tender Department,
Ministry of Finance; the Ports and Railways Authority; the Airports Authority; the Israeli Educational Television;
the Israel Shipyards; the Sports Gambling Arrangement Board; the Israel Academy of Sciences and Humanities;
the National Physics Laboratory; the Israeii Fibre Institute; the Vocational Training Department, Ministry of
Welfare and Employment; the Institute for Labour and Marîufacruring Productivity; and the Ministry ofHealth.

59Business International Corporation (1992).
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United States;' (ii) goods must be imported directly from the United States into the customs territory
of Israel; and (iii) the value of the materials produced in the United States plus the direct costs of
processing must not be less than 35 per cent of the value of the product.61 Under the Israel -
European Union free-trade agreement, goods must be manufactured or obtained entirely from locally
produced material or from material originating in one of the parties, or else components imported from
third countries must be sufficiently transformed so that the final good receives a different tariff
classification.

(xviii) Anti-dumping and countervailing rneasures

114. Israel is a signatory to the GATT Tokyo Round Subsidies Code and has observer status in the
Anti-Dumping Code. By signing the Final Act, Israel has subscribed to the new Uruguay Round
Agreements in these fields. In 1977, Israel enacted an Anti-dumping Law which empowered the Finance
Minister and the Minister of Industry and Trade to impose a levy on certain goods after consultation
with the appropriate advisory committee created by the law. Any interested person was permitted under
this law to file a complaint.62

115. New and more comprehensive legislation dealing with measures against unfair trade practices
came into force in January 1991. The Trade Levies Law of 1991, which repealed Israel's Emergency
Regulations (Mandatory Payments) of 1958 and the 1977 Anti-dumping Law (Prevention of Dumping
Law), deals with four types of levies: safeguard levy, .anti-dumping levy, countervailing levy, and
research levy. Anti-dumping and countervailing legislation to protect local manufacturers from unfair
competition by foreign suppliers is embodied in Chapter III of the Trade Levies Law.

116. The Trade Levies Law empowers the Minister of Industry and Trade to impose anti-dumping
or countervailing duties on imported goods under certain conditions. Anti-dumping duties can be imposed
when goods are imported into Israel at dumped prices. and when such dumping causes or may cause
serious injury to certain manufacturing industries or may curtail the development of an industry.
Dumping is defined as importation of goods at an import price lower than the normal price (the price
of such, or similar goods, sold in the country of production).63 Countervailing duties can be imposed
when it is proven that the exporter or the foreign manufacturer of the goods receive direct or indirect
subsidies, and when the importation of such goods causes or may cause serious injury to certain industries
or may curtail the development of an industry in Israel.

60For an article not wholly grown, produced or manufactured in the Unitzd States, the product must be
substantially transformed into a new article having a new name, character, or use.

61For purposes of determining the 35 per cent domestic content, up to 15 per cent may be the product of
Israel.

62It appears that of about 70 anti-dumping complaints made between 1977 and 1986, no more than a dozen
have resulted inimposition of anti-dumping duties (Israeli-Arnerica Chamber of Commerce and Industry, 1986).

63If identical or similar goods are not sold in the ordinary course of business in the country of production,
then the normal price is determined as the highest price of identical goods exported to a third country; and if
there is no such price, the total cost ofproducing identical goods in the country of production, plus 'reasonable"
profit.
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117. An Advisory Committee, made up of seven members representing the public, the Ministry
of Industry and Trade, the Ministry of Finance, and the Ministry of Agriculture, is in charge ofhandling
investigations; deliberations in the Committee are secret. The Committee is chaired by a Commissioner
appointed by the Ministry of Industry and Trade.

118. The procedures for conducting anti-dumping and countervailing investigations are established
in the Trade Levies Law. A local manufacturer of a certain product or his -epresentative and the Director
General of the Ministry of Industry and Trade may file a complaint to the Commissioner. The
Commissioner has 21 days to decide whether a complaint is well founded. When the Commissioner
concludes that there is a prima facie basis for the complaint, the initiation of the investigation is published
in the Official Gazette and two daily newspapers. Interested parties have 30 days from the day of
publication to provide relevant information. The Commissioner has to bring the complaint and the
result of his examinations before the Advisory Committee for discussion, within 21 days from the end
of the period for the submission of documents and replies.64 The Advisory Committee is required
to deliver conclusions and recommendations to the Minister of Industry and Trade no later than 60
days after a complaint was brought before it.

119. The final decision is that of the Minister, who is not bound by the recommendations of the
Advisory Committee. The Minister is required to take into account. before imposing anti-dumping
or countervailing duties, trade relations between Israel and foreign countries and considerations that
affect the economy in its entirety. The Minister has to make his decision within 30 days of the day
on which the committee's recommendations were delivered to him. AIl decisions can be appealed
at every stage, first to the Chairman of the Committee,65 then to district courts and then to the Israeli
High Court.

120. Anti-dumping duties have to be set at the rate equivalent to part or ail of the difference between
the normal price and the expert price, and may be in a fixed amount, a percentage, or according to
some other method of calculation. Countervailing duties have to be set at a rate of part or ail of the
subsidy.

121. A sunset clause is included in the Israeli legislation. Anti-dumping or countervailing duties
remain in effect for three years from the day of their imposition, unless a shorter period is set in the
order. After one year since the duty was imposed, importers may request the re-examination of the
orders that imposed the anti-dumping or countervailing duties.

122. A provisional measure can be taken when it appears tc the Commissioner that goods have been
imported or are about to be imported at dumped or subsidized prices, and when it appears that injury
is liable to be caused to a branch of production. In that case, the Director of Customs and Value Added
Tax can require the importer to provide a surety for payment of the duty at the rate communicated
by the Commissioner.

64A complaint can be dropped when an undertaking has been received to change the price of imported goods,
or, from the exporting country's government, to cease or reduce the subsidy. It is reported that in a number
of cases (pencils, fashion shoes, aluminium discs, drills, plastic sheets, clips), importers had been induced to
raise their selling price (Business International Corporation, 1992).

65If the committee chairman makes no decision on the contestation within two months of the date on which
it was made, then the contestation is deemed to have been accepted.
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123. According to the Israeli authorities, until June 1993, only one anti-dumping duty has been
imposed. A 15 per cent anti-dumping duty was imposed for two years on sanitary iron pipes imported
from a German firm. This duty is no longer in force. No countervailing duty has been imposed so
far.

(xix) Safeguard actions

124. Safeguard actions are regulated under the Trade Levies Law of 1991 and the Free Import
Ordinance. Measures under the Trade Levies Law can affect both imports and exports.

125. Under the Trade Levies Law, safeguard levies may be imposed on the import or export of
goods, or possession of goods. or on the provision of services. The levy is imposed when the Minister
of Industry and Trade believes that it is necessary to achieve one of the following goals: (i) to prevent
deterioration of Is. ael's balance of payments or foreign currency reserves: (ii) to regulate production.
demand or consumption of agricultural and fishery products, including the prevention of surpluses
or of depressed prices for such products; (iii) to protect local production against substantial injury
caused or which may be caused by competing imports, taking into consideration the advantage accruing
to Israel's economy as a result of the imports; (iv) to prevent the exhaustion of mineral deposits;
(v) to restrict the export of raw materials produced or mined in Israel, in order to prevent shortages
in the local market, or to regulate the price of these raw materials; (vi) to absorb or prevent excess
profits due to a legislative provision: (vii) to absorb assistance or benefits accorded by the Government
in respect of goods intended to be used in lsrael, but which actually were exported; (viii) to adopt
economic counter-measures against any state. which violated an agreement with Israel; and (ix) to
restrict or prevent imports from any country that prohibits or restricts trade with Israel or imposes
discriminatory measures against Israeli products.

126. Safeguard levies may be general, for a category ofproducts, or applicable to a specific product
or dealer, or for imports from specific countries or dealers.' The levy must be paid by the importer.
A sunset clause establishes that safeguard levies may remain in effect for a maximum period of two
years.

127. Safeguard actions can also be taken by Israel under the FTAs. A number of petitions for import
relief have been filed in the past, and temporary measures were taken concerning imports of flat glass
sheets and glass containers imported from the European Union. Currently, the only import relief meas-re
in existence, under these provisions. is an import quota for plywood from the United States.

(xx) Measures implemented in exporting countries

128. Israel does not maintain any arrangements with foreign countries to limit the value or quantity
of their exports to the Israeli market. The Govermnent of Israel is not aware of any such agreements
between private companies operating in Israel and overseas companies.

'6For example, between 1 January and 21 March 1971, Israel maintained a safeguard action (increased
ad valorem duty) on radio equipment imports (GATT document MTN.GNG/NG9/W/7).
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(xxi) Balance-of-payments measures

129. Israel has regularly consulted with theGATT Balance-of-Payments Committee concerning trade
measures taken for balance ofpayments purposes. The first consultation with Israel was held in 1961.67
Since 1961. a wide range of trade measures was justified by Israel under the balance-of-payments
provisions. Measures included temporary (general) import deposits, special import deposits, import
surcharges, temporary import prohibitions, import licences and import levies. These measures were
established or eliminated according to the balance-of-payments situation. For example, in 1989, Israel
noted that the list of products subject to import licensing was composed of items which could be restricted
as and when the balance-of-payments situation required it, and was under constant review.68At times,
it was noted that, in relation to its balance-of-payments situation, while Israel had not had excessive
recourse to trade restrictive measures, it used simultaneously several trade policy instruments.

130. At the last consultation, held in July 1993, the Committee welcomed Israel's progress in economic
and trade liberalization and noted that the only remaining measure applying to industrial products for
which Israel invoked GATT balance-of-payments provisions was the 2 per cent import levy.70Israel
was urged to accelerate the phasing out of this measure which was considered to have little significance
for ius balance-of-payments situation. The import levy was abolished on 27 July 1993.

131. Trade restrictions in the agricultural sector were also justified under the GATT balance-of-
payments provisions. In June 1994, Israel informed the Committee that it had decided to eliminate
all remaining import restrictions maintained for balance-of-payments reasons by September 1995.71

(xxii) Free-trade zones. export processing zones

132. The Israeli Government has established a free-trade zone in Eilat.72Enterprises in this zone
are permitted to import raw materials, process them. and re-export the finished products free of duty,
import licensing and government taxes. The law establishing Eilat as a free-trade zone provides for
a number of specific tax reliefs. among which are: exemptions from indirect taxation on imported
goods. from value added tax and from employers' tax; income tax credit. at a rate of up to 10 per cent
of an individual's taxable income; a grant to reduce the cost of employment; and exemption from
income tax for seven years (followed by a reduced rate of 25 per cent). Firms must be registered with
the Government of Israel and undertake to export at least 90 per cent of their products. Goods brought
into the Israeli customs territory from this zone receive the same treatment as imports from abroad.

67Between 1961 and 1993, the BOP Committec consulted with Israel on 21 occasions.

68GATT document BOPIR/187.

69GATT documents BOP/R/142 and MTN.GNG/NG7/IW/46.

70The temporary import Ievy was introduced in June 1982 with the purpose of reducing the balance-of-payments
deficit and curbing inflation (GATT document BOP/295). It was imposed in the form of a temporary 3 per cent
ad valorem additional dutyon all importssubjecttovalueadded taxandremained at that level until 31 March 1983.
In April 1983, the rate was reduced to 2 per cent.

71GATT Document BOP/R/215.

72This special trade status is designed to encourage the general development of the City of Eilat and in particular
tourism, industrial activities and international trade.
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133. The port zones of Ashdod and Haifa have been declared free ports. Authorized enterprises
established in those zones are entitled to a number of benefits, including exemption from all taxes on
income for 7 years and a maximum tax rate of 25 per cent thereafter, exemption from capital gains
tax, and exemption from property tax. To qualify as such, all the production of the enterprise has
to be exported.

134. The Diamond Exchange complex in Ramat Gan ha.- been recognized by the Israeli Government
as a special free-trade zone for diamonds. The zone, which will operate under its own rules, is aimed
at increasing the availability of rough diamonds to the local industry."

(3! Measures Directly Affecting Exports

(i) Registration. documentation

135. Exports from Israel must be accompanied by an export declaration document providing
information about. among other things, the description of the product and the country of destination.
This information is required for statistical purposes. In certain cases, certificates are also required
to verify compliance with standards and quality tests. There is no general registration requirement
for exporters. except for the textiles sector.

136. SinceJanuary 1988. exports are classified according to the Harmonized Commodity and Coding
System (HS). The Classification of Export Commodities prepared by the Customs Authorities contains
around 6,000 items at 7-digit level.

137. Export proceeds must be received within 12 months of the date of export in foreign currencies,
and must be exchanged or held in special bank accounts in Israel (Chapter III). However, exporters
may retain in a bank deposit abroad an amount equivalent to 10 per cent of their turnover in the preceding
year.74

(ii) Export taxes. charges. levies

138. Israel does not impose duties, taxes or charges on exported goods.

139. Safeguard levies can be imposed on exports under the Trade Levies Law (see Section (2) (xix)).
Until June 1993. an export tax or safeguard levy (under the Trade Levies Law) was imposed on exports
of scraps and waste. The tax or levy was aimed at. restraining exports of these products and guaranteeing
stable supply to Israeli mills. This levy is no longer in force.

(iii) Minimum prices

140. Currently. there are no official minimum or reference export prices in lsrael. In the past,
production and marketing boards were able to monitor export prices of certain agricultural products.
According to Israeli authorities, certain export prices may still be subject to control due to a requirement
by the importing country; for example the price of fowers exported to the European Union market
is subject to control.

73Federation of Israeli Chambers of Commerce, Newsletter, February 1993.

74lnternational Monetary Fund (1992).
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(iv) Export prohibitions

141. Exports from Israel may be restricted for a number of reasons, such as control of quality and
standards of Israeli goods, compliance with international agreements (such as those regarding dangerous
drugs and protection of plants and animals), and the conservation of local resources.

142. Export prohibitions are imposed by Israel in connection with international agreements or to
follow United Nations' resolutions with respect to trade e. 'bargoes. For example, a number ofproducts
cannot be exported to Serbia and Montenegro under U.N. Resolution No. 757. Exports of oil and
defence equipment to South Africa were prohibited until recently.75 Export prohibitions may also result
from Israeli legislation which restricts trade with countries that maintain a trade embargo (trade boycott)
against Israel. A part from the above mentioned cases, products can be freely exported from Israel.

(v) Export licensing

143. Most products do not require export licences, although for some commodities (such as food
products and fresh agricultural products) export licensing is retained for sanitary and quality control.
There is also a monitoring system for exports of scrap and waste.

144. In general, there is no need for a special licence or permit to export goods from Israel. Products
for which an export licence is required include dairy products, poultry, certain vegetables, most fresh
fruit, unprocessed tobacco, jewellery, metal waste. brass, aluminium. lead and other metals. Export
permits are also required for some products such as live animals, meat, fresh fish, natural honey, dried
fruit, raw leather and furs.

(vi) Export quotas

145. Israel does not maintain any export quotas.

(vii) Export cartels

146. There are no specific regulations concerning export cartels in Israel. Under the 1988 Restrictive
Trade Practices Law, the creation and operation of export cartels is under official supervision and control.
Export cartels must be registered with, and approved by, the Commissioner of Business Restrictions
(see the section on competition rules).

(viii) Voluntary restraints. surveillance and similar measures

147. There are no voluntary restraints, surveillance or similar measures affecting exports from Israel.
The Government is not aware of any such measures applied by private companies operating in Israel
and overseas companies (industry-to-industry voluntary arrangements).

75International Monetary Fund (1992 and 1993).
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(ix) Export subsidies

148. According to the Israeli authorities, a number of incentives and assistance programmes benefit
Israeli exporters, without providing them direct export subsidies. However, direct export subsidies
of NIS 449 million were granted in 1993 to the Israel business sector (c.f., over NIS 1 billion in 1989)
as registered in National Accounts 1980-1992 No. 109, published by the Central Bureau ofStatistics.

149. On accession to the Tokyo Round Subsidies Code in 1985, Israel agreed to eliminate the subsidy
element of four major export enhancement programmes and not institute new export subsidies with
regard to exports of products other than certain primary products. The four export financing programmes
included the export shipment fund, the export production fund, the imports for export fund, and the
rnedium-term capital goods export credits.76

150. In September 1990 two short-term export credit funds, the "Production for Export Fund" and
the "Shipment Credit Fund", were also abolished. The two credit funds, which were mentioned in
Israel's 1988 notification under Article XVI, are explained in section (xi).77

151. According to the last notification by Israel under Article XVI of the General Agreement (made
in October 1991), only the "Medium- and Long-term Fund" export assistance programme was maintained
by the Government of Israel. This fund is managed by an inter-ministerial committee which determines
the sectors entitled to export financing. The fund is available to exporters of capital goods for which
payment is spread over a period of three to seven years. This credit allows the undertaking concerned
to grant supplier credits over this period. The interest rates are the Commercial Interest Reference
Rates (CIRR) which applies under the OECD consensus (although Israel is not OECD member).
According to Israeli authorities, there is no subsidy in this form of financing. It is not possible to
estimate the incidence of this programme on export performance, as detailed statistics are not available.

152. An export assistance programme, providing Israeli exporters with a risk insurance. contained
an implicit subsidy element until July 1993. Israeli exporters received foreign exchange rate risk
insurance as compensation for the difference between the depreciation of the New Sheqel against the
currency basket and the change in the consumer price index.78 The Exchange Risk Insurance Scheme
(ERIS) contained an implicit export subsidy element.79 However, the Government of Israel is of the
view that the exchange rate insurance scheme did not constitute an export subsidy.80 The insurance
scheme is explained in sub-section (xii). No detailed data is available on the amounts involved under
ERIS. In 1989, the premiums were modified and the amount of compensation that exporters could

'"The subsidy elements contained in these funds were gradually eliminated (GATT document SCM/67 of
27 August 1985). Israel signed the Agreement on Interpretation and Application of Articles VI, XVI and XXIII
of the General Agreement (the Subsidies Code) on 18 August 1985.

77The Israeli Governmnent established the short-, medium- and long-terrmn export credit funds in order to prevent
any prejudice to the competitive capacity ofexports resulting from its restrictive monetary policy (credit limitation
and interest rates higher than those prevailing on international financial markets) implemented to face inflation
and balance-of-payments problems (GATT document L/61 11/Add.23 of 17 February 1988).

78The currency basket is explained in Chapter III.

79Israel-America Chamber of Commerce and Industry (1991).

80°GATrT document SCM/W/200 of 19 September 1989.
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receive limited. This was intended to cover the programme's costs, and thus eliminate the subsidy
element in the scheme. The IMF noted that the subsidy element of the exchange rate insurance scheme
was reduced from around 3 to 2 per cent in April 1993, and that it was intended to be eliminated in
1994.81 The export subsidy was eliminated on 26 July 1993.

153. In June 1992, the Israeli Government cut its export support
4 per cent on each exported value added dollar. It was intended to
1993.82

("export premiums") from 5 to
abolish this grant altogether in

Chart IV.6
Agricultural export subsidies by product

Fresh
vegetables

16.5%

Citrus
fruits
32.3%

Fruitsother than
citrus

î0.2%
Fresh
flowers
215%/

Cotton
17.2%

Goose
liver
2.3%

1986-91 Averge: US$ 56,103.6 thousand

Source: Israel's Schedule XLII (Part IV).

81The decision to reduce the subsidy element was reportedly taken in view of the economic reforms and foreign
exchange liberalization implemented by Israel (Federation of Israeli Chambers of Commerce, Newsletter,
February 1993).

'Business International Corporation (1992).
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154. Export subsidies are granted to a number of agricultural products, including fresh flowers,
fruits, vegetables, goose liver and cotton. 3 More than 30 per cent of the average annual total budgetary
outlays during the period 1986-91 was provided to citrus fruit, and 20 per cent to fresh flowers
(Chart IV.6). Under the Uruguay Round Agreement on Agriculture, Israel has agreed to reduce the
value of export subsidies by around 24 per cent (from the base period of 1986-91) over a ten year
period beginning in 1995, and the quantity of subsidized exports by 14 per cent over the same period
(Chart IV.7). At the end of this period, the value of export subsidies will be some US$43 million,
down from US$56 million in the base period.84

Chart IV.7
Agricultural export subsidies reduction commitments, 1986-2004
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(x) Duty and tax concessions

155. Israeli exporters benefit from duty drawback regulations which allow them to recover duties
paid on imported inputs. For inputs directly imported by an exporter, there is a system of rebates
of customs duties and other related charges. Export goods are also exempt from the 1.5 per cent
ad valorem wharfage fee, which applies to ali imports. According to Israeli authorities, a special
Committee is studying the possibility of eliminating this discrimination against imports.

156. Exports are also exempt from some other indirect taxes, such as the value added tax.

83This information is taken from Israel's Schedule XLII, which contains Israel's commitments limiting
subsidization on agricultural products, including export subsidies.

84The distribution ofexport subsidies among the six products will remain the same, as reduction commitments
will be applied equally to ail products.
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(xi) Export finance

157. According to Government authorities, export credit for Israeli exporters is available at commercial
rates from commercial banks. A medium- and long-term credit fund available to exporters of capital
goods is explained in section (ix).

158. Exporters may borrow foreign currency funds from Israeli or foreign banks for periods ranging
from three to six months. provided that receipt of the bans and all remittances are channelled through
an Israeli commercial bank.

159. Two short-term credit funds available to Israeli exporters until September 1990, were designed
to finance part ofexport production operations and part ofexport earnings in the period between delivery
and actual payment. The Production for Export Fund was designed to finance imported and domestic
inputs used in the production of goods for export. The Shipment Credit Fund served to finance the
Israeli exporter until actual payment ofgoods following their shipment. Credits from these funds were
provided by commercial banks at the LIBOR interest rate plus 2 per cent.

160. It appears that bans at preferred rates of interest are available from commercial banks to finance
the production of exports including the import of raw materials and components and the export itself.85
These loans are usually for short periods and can be renewed.

(xii) Export insurance and guarantees

161. Export insurance and guarantees are provided by the Israel Foreign Trade Risks Insurance
Company (IFTRIC), a fully government owned corporation.' IFTRIC provides a wide range of facilities,
such as a comprehensive short-term export insurance coverage for consumer goods sold on short-term
credit conditions (normally up to 180 days). Although the Corporation does not itself provide export
finance, it administers a guarantee scheme for export finance. IFTRIC also provides medium and long-
term cover, both by way of supplier's credit and buyer's credit.

162. IFTRIC guarantees Israeli exporters against commercial risks (insolvency ofthe buyer, buyer's
failure to pay within 6 moths of due date, and buyer's refusal to accept goods, when the reason for
this refusal is beyond the control of the exporter) and political and economic risks (war, civil strife
revolution, and political upheaval in the buyer's count y; delay or blockage in the transfer ofpayments
due to a shortage of foreign currency or other currency restrictions in the buyer's country; and
cancellation of valid import license or other import restrictions).' The Corporation generally covers
85 per cent of any losses arising from commercial, political or economic risks. It appears that the
coverage is up to 95 per cent of losses arising from political risks.

'According to Business International Corporation (1992), Israeli exporters can obtain government-subsidized
working capital loans. Cheap credit is also available for industries seeking to convert to export markets.

'Under the Foreign Trade Guarantees Law passed by the Knesset in 1959, the Israeli Treasury issued a
guarantee of US$150 million to cover foreign trade risks. IFTRIC is a member of the BernUnion, the International
Association of Credit Insurers that works for greater uniformity of export credit procedures.

87IFTRIC offers two main types ofcomprehensive credit risk policies: the Comprehensive Shipments Policy,
whereby cover.commences on the date of shipment of the goods and is va-id in respect of occurrences after this
date; and the Comprehensive Contracts Policy, whereby cover commences on the date when production starts.
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163. IFTRIC provides an export finance guarantee (without collateral or securities) designed to help
exporters obtain credits from commercial banks to finance the production of goods to be exported.88
Guarantees for bank financing against shipment ofgoods may also be obtained against personal collateral
at a flat cost of0. 1 per cent plus an additional 0. 1 per cent per month. Guarantees are normally available
for one year, but may be extended at special rates for as long as five years for capital goods and
construction projects.

164. Since 1981, IFTRIC has been empowered to administer the Exchange Rate Insurance Scheme
which is designed to protect exporters against erosion of their foreign currency earnings caused by
the exchange rate of the New Sheqel vis-a-vis the currency basket lagging behind increases in the cost
of living index. This scheme covers exporters' value added. In return for a premium based on the
value added of his exports, an exporter receives cover against any real appreciation of the New Sheqel
in relation to the basket of currencies. Exporters receive payments from the IFTRIC if the real
depreciation is less than expected, whereas they make payments to IFTRIC if it is greater.89 The
exchange rate insurance scheme for exporters had a subsidy element of around 3 percentage points
of the export value at end-1992.90 The subsidy element was reduced to 2 per cent in April 1993, and
eliminated in July 1993.

165. The premium rate of the exchange rate insurance scheme is established on the basis of average
expected inflation in partners countries. Due to a low premium, the scheme registered deficits until
the mid-1980s. Since then, the premiums were gradually increased, and, according to the Israeli
Government, the programme is currently almost balanced. The operational losses of the scheme have
decreased from around US$530 million in 1989 to US$450 million in 1990 and to US$310 million
in 1991.

(xiii) Export promotion, marketing assistance

166. Various incentives to promote marketing activities are available to Israeli exporters. These
include the construction of trade centres and the promotion of marketing and trade shows.

167. Export promotion is administered by the Israel Export Institute (IEI), an autonomous institution
ascribed to the Ministry of Industry and Trade. IEI's budget originates from the national budget
(40 per cent) and regular or voluntary contributions (60 per cent).91 Export promotion is available
for all products. IEI regular activities include product and market promotion and development, as
well as specialized support services to exporters, such as marketing, quality control and publicity.
The Institute also organizes the participation of Israeli exporters in international trade fairs. However,
the cost of participation in these fairs is covered by the exporters themselves.

88The guarantees ceiling offered by the Corporation does not exceed the lower of the following levels: up
to 60 per cent of the estimated annual exports divided by turnover; or up to 125 per cent of the firm's equity.

89International Monetary Fund (1992).

90In late 1992, at the time ofthe 3 per cent devaluation of the New Sheqel, the Israeli authorities announced
their intention to abolish the exchange rate insurance subsidy altogether over the next year.

91International Trade Centre UNCTAD/GATT (1990).
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168. Substantial assistance is also available to help exporters in opening up new markets. A Marketing
Promotion Fund has been established to assist small and medium-sized exporters to enter new markets.
The support is available to exporters and potential exporters of Israeli products and covers part of the
costs of foreign marketing operations including participation in trade fairs, brand name development,
promotion of Israeli products and marketing consultancy and research services in Israel and abroad.
The amount of assistance varies in accordance with achieved export turnover.92 Support from the Fund
is repayable in the form of royalties of 3 per cent on increased exports.

(xiv) Export performance requirements

169. There are no general export performance requirements in Israel. Certain export performance
considerations can be associated with government incentives.

170. In April 1985, Israel abolished all tax benefits contingent upon export performance under the
Encouragement of Capital Investment Law. These benefits included grants, accelerated depreciation,
tax reductions and exemptions, and interest rebates.93

(xv) Free-trade zones, export-processing zones

171. The Government of Israel in 1993 approved the establishment of the first export processing
zone, which will be built in the Negev or Galilee region, which was expected to open in the summer
of 1993. All goods produced in the zone have to be exported, and firms located in the zone will be
exempt from customs regulations and taxes for the first 20 years of operation. As a general principle,
EPZs will be completely sealed, autonomous manufacturing areas with no government interference,
customs duties or foreign currency restrictions. All profits will be tax-free for 20 years and the
developers of the zone will pay for all the infrastructure.' No public funds will be handed out in the
form of cash grants.

172. Israel has a free-trade area in Eilat, which provides a number of specific tax reliefs, such as
exemption from VAT on products (except for cars and electronic products) and makes available a special
grant to offset salary increases by up to 20 per cent. The aim is to encourage tourism and the installation
of industrial enterprises to produce exports for Europe and the United States based on raw materials
imported from Asia and African countries.

(4) Measures Affecting Production and Trade

(i) Adjustment assistance

173. Israel has established an structural adjustment fund destined to help enterprises facing difficulties
resulting from import liberalization and wishing to implement a structural adjustment. Firms which
suffer as a result of the trade liberalization programme are eligible for government participation in

92Firms with an annual export turnover of less than US$1 million may receive funding for 25 per cent of
their marketing costs, up to a maximum of US$30,000. Companies exporting more than US$1 million (but less
than US$20 million) may receive funding for up to a third of their marketing expenses up to a maximum of
US$500,000.

93GATT document SCM/W/200 of 19 September 1989.

94Wall Street Journal, 3 August 1993.
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investment, state guarantees, and information and advisory services to help them rationalize and adapt
to new conditions.95

174. The structural adjustment fund can also be used for job training facilities according to
development areas. As part of its programme to encourage the absorption of new immigrants, the
Government partly finances wage costs at a monthly rate of between US$225-250 per trainee in certain
development areas. Wage subsidies are provided to enterprises that expanded their labour force from
July 1991 to December 1992 over and above the monthly average prevailing in July 1991.

(ii) Assistance for research and development

175. Israel's agricultural and industrial success has been strongly based on research and development
(R&D), which is encouraged and supported by the Government. The percentage of Israel's population
engaged in scientific and technological research, as well as the amount spent on research and
development, as a share of GDP, are considered to be among the highest in the world. R&D in Israel
is carried out in universities, government and public research institutes and civilian and military
enterprises. As in many other countries, research and development activities in the military sector
have indirectly benefited the civilian industrial sector.

176. Substantial government assistance is available for research and development under several
programmes which include normal funding, initial funding support for start-up R&D companies. inter-
company projects, product improvement, and construction of prototypes. Generally, 50 to 60 per cent
of R&D project costs may be financed by the Ministry of Industry and Trade on the recommendation
of the Chief Scientist. Project support is guided by considerations of innovation, export marketing
prospects, production and marketing capability and expansion of the technological infrastructure.
Financial assistance is also available for initial production and marketing costs following a successful
industrial R&D programme. Repayment of government funding is usually in the form of royalties
on sales arising out of successful projects.

177. Government and public bodies are primary source ofR&D funding, providing financial support
for well over half of Israel's activities in the field. The major share of these funds for civilian purposes
are allocated for industrial and agricultural development. Agricultural R&D is carried out primarily
by the Agricultural Research Organization, which is a part of the Ministry of Agriculture. Most of
the agricultural research institutes in Israel maintain close relations with the Food and Agriculture
Organization of the United Nations (FAO). Israel's industrial R&D is characterized by a high degree
of concentration in electronics (more than 65 per cent) as well as by the fact that most activities are
carried out in a small number of large firms.96

178. The promotion ofR&D in the industrial sector is done under the Law for the Encouragement
of Research and Development, which is implemented by the Chief Scientist in the Ministry of Industry
and Trade. The Chief Scientist has the task of promoting industrial research and development likely

95Bank of Israel (1992).

96About 84 per cent of all professionals, practical engineers and technicians engaged in R&D in all industrial
establishments in 1990, were engaged in the following branches: electrical and electronic equipment (61 per cent),
chemical and oilproducts (12 per cent), and transport equipment and miscellaneous manufacturing (1 1 per cent).
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to yield export products.' Industrial research has been strong and successful mainly in sectors such
as electronics, optics. computer-based equipment, aeronautics, and robotics. Official grants canamount
to as much as 60 per cent of approved R&D expenditure. In the case of a start-up company with no
other sources of finance, the grant can amount to 66 per cent ofapproved expenditure up to US$150,000
and 50 per cent of approved costs in excess of this amount. Project costs comprise all overhead
expenses, including the salaries and fringe benefits of project personnel, costs associated with materials
and equipment consumed, payments to consultants and subcontractors, and depreciation of research
equipment at the rate of 20 per cent per annum. If the project results in successful commercial sales,
then the grant is paid back through royalties equal to 2 per cent of annual turnover.

179. According to a 1990 industry and crafts survey, direct government participation in financing
non-defence related R&D (through the Chief Scientist ofthe Ministry of Industry and Trade) amounted
to around NIS200 million.98 The two main branches receiving government financing were electronic
equipment (65 per cent) and chemical and oil products (16 per cent) (Chart IV.8). The share of
government financing in total R&D expenditure differs among branches according to the government's
incentives policy. The proportion varies between 31 per cent in electrical equipment, 23 per cent in
electronic equipment and 6.6 per cent in food, beverages and tobacco (Chart IV.9).

180. Expenditure on scientific research in manufacturing, agriculture, transport and energy, is tax
deductible if it meets certain requirements, such as that the research is performed by or on behalf of
the owner of the enterprise. Capital expenditure for scientific research which does not meet those
requirements is tax deductible in three equal annual instalments. With special approval, R&D
expenditures and share capital issued to finance such projects may be written off in one year.

181. R&D contracts with the Office of the Chief Scientist (OCS), and the grants or loans allocated
under them, usually cover periods from 12 to 18 months. Each year, the project is subject to review
on the basis of the original proposal and the progress made.

182. Alternative R&D grants are available through funds established for binational cooperation in
this field. The most important are the Israel - United States Binational Industrial R&D Foundation,
which has a US$110 million endowment for promoting joint non-defence, industrial R&D activities,
and the Israel - United States Binational Agricultural R&D Fund.99

183. In July 1992, the Israeli Government implemented a special programme to encourage cooperation
between industrial enterprises and university and research institutes in developing new technologies.
Under this programme, a consortium is entitled to an R&D grant equivalent to 66 per cent of approved
expenditures, on condition that the particular technology it is developing cannot be obtained abroad.
Approved consortiums are not required to repay the grant.

'In order to qualify for government support, applicants must submit a detailed proposal accompanied by
an outline showing the technical soundness of the project, the economic benefits likely to accrue to Israel and
the project initiators, and the entrepreneur's ability to implement the work plan.

98Central Bureau of Statistics (1993).

99The industrial fund generally finances 50 per cent of the cost of an R&D project presented jointly by an
Israeli company and a company from the United States.
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Chart IV.8
Government financing of research and development
by major industrial branch, 1990
Per cent

Chemical and
oil products
(16.4)

Transport equipment
and miscellaneous
manufacturing (8.2)

Electrical equipment (4.7)

Rubber and plastic
products (1.5)

Other manufactured
products (4.5)

Electronic
equipment
(64.7)

Total financing: NIS 200,835 thousand
Total expenditure on R & D: NIS 953,238 thousand

Source: Central Bureau of Statistics, Industry and Crafts Survevs1990.

Chart 1V.9
Share of government financing in total R & D expenditure, 1990
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184. Until 31 December 1992, the Trade Levies Law empowered the Minister ofindustry and Trade,
upon request of the manufacturers' organization employing the highest number of workers in a certain
industry, to impose a levy for the promotion of research, marketing and professional training ina certain
industry, improvement of production processes or product quality. The research levy was imposed
on domestic sales and was paid by dealers in the specified industry or sector. The sums collected through
the research levy were used in the establishment of industry funds. The main sectors which benefited
from such funds were textiles, wood and jewellery.

(iii) Production subsidies, tax concessions

185. Tax benefits are available to industrial companies under the Encouragement of Industry (Taxes)
Law.100 The main tax benefits are as follows: (i) amortization of patents and know-how is calculated
at the rate of 12.5 per cent per year; (ii) a group of industrial companies may file a consolidated tax
return; (iii) expenses incurred on the registration and issue of shares on a stock exchange are tax
deductible over a period of three years; and (iv) no tax is paid on income derived as a result of a merger
incorporating the transfer of assets between industrial companies in the same line of production.

186. Tax concessions are also granted to "approved industrial enterprises". An approved enterprise
must be aimed at export markets, provide import-substitution products or contribute to the country's
infrastructure development (Annex IV.2). Apparently, on top oftax reliefs, these enterprises can qualify
for government grants equal to as much as 38 per cent of a project's cost.

187. Until 1991, the Israeli Government provided subsidies for a number of basic products and
services, including mainly milk, eggs, poultry, bread, and public transportation and water services.
In fiscal year 1990-9 1, total subsidies granted by the Government reached US$567 million. Remaining
subsidies that benefit the domestic production sector are mainly in the form of public transportation
assistance (Table IV.5).

188. Subsidized credit was also available to the business sector in Israel. Credit subsidy has decreased
and accounts now for around 0.8 per cent of total government expenditure compared with 6.2 per cent
in the period 1980-84. Subsidies and capital grants provided by the Government to the business sector
are shown in Table IV.6.

189. Total incentives granted by the Government to the business sector in Israel were expected to
reach NIS2.6 billion (around US$929 million) in 1993. The main expenditures and benefits are for
the following items: encouragement ofcapital investments in industry, exchange rate insurance scheme,
and research and development incentives (Table IV.7).

100An industrial company is defined as an Israeli resident company deriving at least 90 per cent of its income
in any given year from productive activities. The definition specifically excludes income from activities such
as packing, building construction, commerce, transport, communications and personal services (Horwath Bavly
Millner & Co, 1992).
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Table IV.5
Government subsidies for basic products and services, 1986/87-93
(US$ million. at average monthly exchange rate)

1986/87 1987/88 1988189 1989/90 1990/91 Budget Actual Budget Budget
1991 1991 1992 1993

(9 mths) (9 mths)

Total subsidies 407 568 460 618 567 333 372 479 459

Food products 132 222 221 113 90 n.a. 2 n.a. n.a.

Milk 45 91 97 29 30 n.a. n.a. n.a. n.a.
Eggs 22 35 35 26 22 n.a. n.a. n.a. n.a.
Frozen poultry 50 81 74 45 33 n.a. 2 n.a. n.a.

Bread 15 15 15 13 6 n.a. n.a. n.a. n.a.

Services 185 303 204 467 407 245 307 380 347

Public 135 267 168 430 337 203 271 202 206
transportation

Water 50 36 36 36 70 42 36 178 141

Raw materials n.a. 4 7 n.a. n.a. n.a. n.a. n.a. n.a.
& commodities

Agriculture 30 27 7 31 58 54 49 62 56

Other 60 12 21 7 12 35 14 37 56]

n.a. Not applicable.

Source: Ministry of Finance.

Table IV.6
Subsidies and capital grants to the Israeli business sector, 1984-93
(NIS million)

1984 1985 1986 1987 1988 1989 1990 1991 1992 1993

Subsidies 685 1.858 1.953 2.489 3,012 3,063 3,304 3.820 5.047 4.504
By type:

Direct subsidies 458 1,307 1.323 1.695 2.307 2.492 2.732 3,239 4.527 4,095
Subsidy component in 227 551 630 794 705 571 572 581 520 409
government loans

By use:

To export 225 506 564 736 919 1,050 977 827 855 455

Thereof: direct subsidies 131 438 560 732 916 1,047 974 824 855 449

To local destinations 475 1,434 1.498 1,841 2,181 2,038 2.310 3.037 4.219 4.032
Thereof: direct subsidies 342 951 872 1,051 1,479 1,470 1,741 2,459 3.702 3,627
To imports -15 -82 -109 -88 -88 -25 17 -44 -30 19

Capital grants 113 349 512 728 903 917 1,460 3,976 5.828 ...
Thereof: direct grants 1(Q5 342 512 728 903 917 1,460 3.976 5.828 ...

... Not available.

Source: Central Bureau ofStatistics, National Accounts 1980-92, Statistical Series. 1993 andMonthly Bulletin ofStatistics. February 1994.
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Table IV.7
Total expenditures and benefits as incentives to Israel's business sector, 1993
(NIS million)

Value or incentives

Exchange rate insurance scheme 470

Encouragement of capital investments law (industry) 640

Encouragement of capital investments law (tourism) 96

Encouragement of capital investments law (agriculture) 105

Research and deve!opment incentives 380

Industrial marketing fund 85

Marketing incentives for tourism 14

Wage subsidies 154

Assistance and training funds 8

Tax benefits from encouragement of capital investments law 260

Export and foreignn investment incentives 36

Foreign trade risk insurance 38
(Amendment 39 - Government guarantees NIS 700 million)
Agricultural research and development and training 99

Support for agricultural production 187

Absorption of immigrant scientists in the private sector 47

Total 2,619

Source: Government Budget, 1993.

(iv) Competition rules

190. Israel's 1988 Restrictive Trade Practices Law places the creation and operation of all cartels
and monopolies under official supervision and control. Under this iaw, all competition-restricting
arrangements among individuals or firms must be registered with, and approved by, the Commissioner
of Business Restrictions (CBR).'°' Cartels are prohibited if they are not permitted by a specific
Government regulation. Approval is granted only if the applicant demonstrates that the cartel "contributes
to public welfare". The Government's 1993 budget proposal provided for the establishment ofa special
independent authority to deal with restrictive trade practices. This authority was to operate independently
from the Ministry of Industry and Trade. within which the CBR currently operates. The change was
likely to mean stepped-up antitrust and competition-promoting efforts.

19'. The Ministry of Industry and Trade considers that a monopoly exists when a single enterprise
supplies more than 50 per cent of a given product or service's output in the domesticmarket. The
Ministry regularly publishes a list of products and services that fall into the monopoly category, and
has the power to control the prices charged by market-dominating firms. ` As of November 1992.
the official list of "monopolized' products and services included around 75 items.

101The CBR regularly investigates monopolies and can order some of them to desist from uncompetitive
practices. For example, in 1991, the CBR warned the beverage company Tempo against conditioning the sale
of other beverages to major supermarkets on their purchase of Pepsi Cola.

100Monopolies are not prohibited provided they do not make an "abusive' use of monopolistic powers. If
a monopoly acts in such a way that it harms competition. a specific legal action can be initiated and penalties
applied.
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192. Because Israel is a small country. market dominance by major producers appears to be common.
According to Israeli authorities, over the years, monopolies have been declared in almost all sectors
in Israel; the only exceptions appear to be the textiles and clothing sectors. The average level of
concentration in the Israeli market is double that in Western Europe.103 Monopoly producers control
a number of sectors, such as beer, cement, electronics and building materials. In certain cases, import
competition may restrain monopolistic behaviour.

193. Under the Restrictive Trade Practices Law, mergers and acquisitions require advance consent
from the CBR in certain instances, such as when the transaction would result in control of more than
50 per cent of the production, sale, marketing or purchase of a product or service, or when one of
the entities involved already operates as a monopoly. In general, such mergers may proceed once
consent is obtained from the controller of restrictive practices. If the controller does not respond within
30 days after receiving the application for consent, the merger may proceed. Applications may be
rejected when there is reasonable expectation of a significant restriction of competition or of harmful
effects on prices, quality or quantity of production. Appea! of an unfavourable decision can be made
to the Restrictive Trade Practices Tribunal, and thereafter to the Israeli Supreme Court.

194. Resale price maintenance is considered a violation of the cartel law unless expressly permitted
by the Commissioner of Business Restrictions. Only medicines, cigarettes and matches, and goods
under price control carry prices binding on retailers. However, no action is taken against manufacturer's
publication of lists of suggested prices, and most retailers choose to comply with such lists.104

(v) Pricing and marketing arrangements

195. The Government of Israel maintains a price control policy under certain circumstances, such
as lack ofcompetition in the market (when a monopoly exists). Goods subject to price control include
certain consumption goods (foodstuffs), intermediate goods (cement and chemicals) and fuels.105
According to lsraeli authorities. the government has lifted price controls applicable to basic commodities,
except for controls on bread. The government policy is to abolish price controls when it considers
that the market is functioning competitively. This is analyzed by looking at market shares.

196. The Ministry of Industry and Trade (MIT) handles applications for price increases on products
manufactured by monopolies. The MIT evaluates monopolies' price-increase applications once every
three months on the basis of economic and wage indicators. The decision to raise prices of public
goods and services is taken by the Treasury in conjunction with the government ministry responsible
for the field.

197. In 1988, a public committee appointed to examine the state's control over cartels and monopolies
recommended that price controls on monopolies and other dominant companies be modified to take
into account the availability of competing imports. If the market is completely open to competing
imports, control is limited to a 30 days' prior-notice requirernent for price increases. with automatic
approval if the governments does not object. The MIT moved a number of items from the full-control

103Business International Corporation (1992).

104Business International Corporation (1992).

105In the National Budget for 1993-95. it is indicated that the Government controls the prices of agricultural
commocdities (broilers, beef, fruit and vegetables). fuel and gas products, international dialling and mobile (cellular)
telephone services, marine and air cargo transport and legal services.
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to the prior notice régime during 1990-91, and it was considering the same transfer for all products
remaining under full control.

198. A number of production and marketing boards exist in the agricultural sector providing for
special marketing arrangements. Certain boards are statutory, such as those involved in the production
and marketing ofvegetables, flowers, citrus, poultry, ground nuts and fruit, while others are voluntary.
Examples ofsuch organizations are the Agricultural Export Co. (AGREXCO, a state-owned agricultural
marketing organization), the Citrus Marketing Board, the Cotton Production and Marketing Board
and the Israel Fruit Production Board. The monopoly powers of the Citrus Marketing Board were
abolished in 1991. It was jointly owned by the Government and the growers. Its main functions were
the control of plantations; supervision of picking and packing operations; marketing of the crop overseas
and domestically; shipping; supply of fertilizers, insecticides, equipment for orchards and packing
houses, research and development; and long-term financial assistance to Israeli growers.106

199. The food industry in Israel has been known for its centralized marketing and production
monopolies (agricultural products are generally marketed through cooperatives). Chain store and retail
operations in other services and products for many years were vi.tually non-existent. Israel has recently
seen growth in large-scale retailing. Major national chain stores and franchises are becoming increasingly
popular and traditional food and consumer goods monopolies are facing increased competition from
smaller specialty chains for increased product variety and distribution.

200. The Government may also intervene in the domestic market under special circumstances. For
example, it was reported that in 1993, to overcome a crisis in the poultry industry, the Treasury and
the Ministry of Agriculture agreed to buy 2,000 tons of turkeys for the establishment of emergency
stocks during a period of nine months to stop the fall in prices.107

(vi) Regional assistance

201. Regional assistance is provided through the encouragement of investment in specified regions.
A special inter-ministerial committee was due to present proposals in 1993 for a major overhaul of
Israel's 1959 Encouragement of Capital Investments Law, in line with new national priorities, but the
GATT Secretariat was unable to obtain information about its implementation. The existing law, originally
to expire at the end of 1992, was extended for one year. The overall thrust of the reform would be
to cut back on grants for investments in certain regions in favour of new types of tax incentives. The
reform was likely to eliminate various incentives previously available for investments in the Gaza Strip
and West Bank territories.

202. Currently, qualifying investors may choose among several incentives packages, which vary
by development zone as follows:

Development Zone A: a grant worth 38 per cent of the fixed assets; a loan guarantee of
66.67 per cent plus a 10-year full exemption from income and company taxation; or a
25 per cent grant and a 41.6 per cent guarantee;

106Europa (1992).

107It was also reported that the Israeli Government cut egg supply and introduced price controls for five months
in order to reduce consumer prices by 25 per cent, while guaranteeing a minimum price to farmers (TheJerusalem
Post,17 June 1993).
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Development Zone B: a 20 per cent grant; a 66.67 per cent loan guarantee plus a six-year
tax exemption; or a 10 per cent grant and a 56.6 per cent guarantee; and

Development Zone C: a 66.67 per cent loan guarantee and a two-year tax exemption; or a
guarantee waiver and a four-year full tax exemption.

203. In order to qualify for a loan guarantee, new plants must have independent capital equal to
at least 33 per cent of the project cost. Together with the location of an investment, various "approved
status" categories governeligibility for investment incentives. The main objective is to attract exporters.
Location in specified development areas is another criteria. Firms in industries that normally do not
qualify for incentives, such as food, textiles and printing, are eligible for approved status if they make
a commitment to export more than 35 per cent of the output of a new or enlarged plant in Development
Zone A, 45 per cent in Zone B, and 65 per cent in Zone C. In effect, this operates as an export
performance requirement. Production of key import substitutes may also qualify a company for
incentives.

204. The Ministry of Industry and Trade encourages the establishment and expansion of industrial
enterprises through the awarding ofthe 'approved enterprise" status to investment projects (Chapter III).
This status grants investors certain benefits in the financing of projects and tax concessions on income
derived from the investment. Investment grants are intended primarily to encourage investment in
development areas. Factors taken into consideration for granting that status include the investment's
potential contribution to improving Israel's balance-of-payments, its potential for creating employment
and the profitable selling of its goods in both local and foreign markets. A project awarded "approved
enterprise" status is entitled to receive investment grants for expenditures on fixed assets and capital
grants for operating funds.

205. In order to help the transfer of population to the development zones, the Ministry of Industry
and Trade invests in the establishment of industrial estates (industrial parks), which can be later sold
to the private sector.
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Annex IV.1
Taxes on international trade in Israel

(i) Customs duty as at mid-1994

(a) Tax base: c.i.f. value of imports;
(b) Rate: up to 75 per cent. On I September 1992, the second step of the trade

liberalization programme took place. The maximum customs rate was reduced from 75 to
60 per cent. For textiles, the maximum rate was lowered to 82 per cent in September 1993,
and for wood, the maximum rate was lowered to 75 per cent on the same date. These rates
were reduced to 60 per cent in September 1994;

(c) Exemptions and deductions:
- exemption on diamonds, ships and aircraft imports;
- exemption for newly arrived immigrants and returning residents with regard to certain products;
- zero or reduced rates under free-trade agreements with the European Union, the United States
and EFTA countries;
- conditional exemption on certain products designed for education, health, industry and
agriculture sectors; and
- exemption on imports for export.

(i) Purchase tax

(a) Tax base: c.i.f. value of imports plus customs duty and TAMA (calculation ofwholesale
price);

(b) Rate: 5 to 240 per cent;
(c) Exemptions and deductions:

New immigrants and residents of Israel returning from abroad after two or more years. From
January 1991, theexemption for thepurchase ofcertain goods (refrigerators, washing machines,
etc.) was abolished.

(iii) Value added tax

(a) Tax base: c.i.f. value plus all duties and taxes on imports;
(b) Rate: 17 per cent (since January 1993); and
(c) Exemptions and deductions: Import of diamonds and precious stones.
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V. TRADE POLICIES AND PRACTICES BY SECTOR

(1) Overview

1. The agricultural sector has been traditionally regarded in Israel mainly as fulfilling an important
national - not necessarily economic - rôle. Functioning in a framework organized and widely controlled
by the Government, the sector benefits from its support in a variety of areas. A number of trade and
trade-related measures, such as non-automatic import licences and variable import levies, still restrain
and control trade and production in agricultural items; thus, the sector appears to be relatively closed
to import competition. However, the agricultural sector will be further exposed to market forces through
the liberalization of imports resulting from Israel's commitments in the Uruguay Round Agreement
on Agriculture.

2. By contrast, the industrial sector is relatively open to international competition. Import licences,
which affected most industrial imports in the past, have recently been eliminated and replaced by high,
but transitional tariffs (Chapter IV). On average. m.f.n. import duties are relatively low, except in
certain sectors such as textiles and clothing, footwear, and furniture. In addition, Israel's free-trade
agreements with the European Union, thre United States and EFTA countries cover all industrial products;
imported products from these sources can thus compete freely with domestic production.

3. Israel's economy is currently undergoing a restructuring which began in 1985 when the
Government implemented a stabilization programme in the face of severe economic crisis (Chapter I).
A number ofmeasures were taken to cut the fiscal deficit, including considerable reductions in subsidies.
Government subsidies were cut drastically in 1985, reducing industrial and consumer subsidies from
the equivalent of 11.5 per cent of GDP in 1980 to around 3 per cent of GDP in 1991. In addition,
the Government relinquished responsibility for marketing, importing and pricing grain, wheat, soybean
oils, and eggs; private firms now appear to dominate these activities. The monopoly in citrus exports
and a cartel of fuel distributors were also eliminated.

(2) Agriculture, forestry and fishing

General aspects

4. The agricultural sector in Israel is highly capitalized and relatively small, accounting for less
than 5 per cent of GDP. Its share in GDP and employment has declined sharply, especially during
the 1980s. 1 Around 4 per cent of the total labour force is employed in farming. The proportion of
employed persons in agriculture declined through the 1980s, from 6 per cent in 1980 to 4.1 per cent
in 1990. This decline was partly due to a combination of factors, such as the financial constraints
resulting from high inflation, natural disasters (droughts and floods) and increased difficulties in
competing in international markets, as well as the application of new technologies and increased efficiency
in agricultural production

'The share ofthe agricultural sector in the business-sector product fell from 5.5 per cent in 1980 to4.7 per cent
(3 per cent of GDP) in 1990. This reflects a decline in relative prices rather than in volume. At fixed 1986
prices, the share remained relatively stable during the 1980s, averaging 7.5 per cent (Bank of Israel, 1992).
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5. The performance of the agricultural sector appears to be highly volatile. Total agricultural
output increased at an average annual rate of 3 per cent during the period 1987-90, after having declined
at an annual rate of 0.6 per cent in 1984-86 (Table V. 1). In 1990, the sector experienced a remarkable
recovery, mainly boosted by a large increase in productivity. Agricultural gross output grew by almost
6 per cent in 1992, after having declined by 5 per cent in 1991.2 Main agricultural items include poultry
products as well as a large variety of fruits (mainly citrus fruit), vegetables and flowers. During the
winter season, roses, carnations, melons, tomatoes, peppers, strawberries, kiwis and avocados are
successful export items. Cotton production is also important (Table V.2). The growth in production
and the increase in the range of products marketed, is partly due to Israel's good climatic conditions
and, as already noted, to its large and sophisticated research and development network supporting the
improvement of agricultural yields, the development ofnew and improved products. and new techniques
for improved storage and preservation.

6. Israel is self-sufficient in many agricultural products, and competes successfully in export
markets. Citrus fruit has traditionally been the main export crop; however, in recent years other
agricultural fresh products (such as cut flowers and fresh fruit) have become the main export items.
Other important crops are vegetables (particularly potatoes), melons and avocados.

7. Since the establishment of the State of Israel, agricultural policy has been focused on attaining
self-sufficiency in foodstuffs; saving foreign exchange through import substitution and the promotion
of agricultural exports; and absorbing immigrants in the agricultural sector.3 The promotion ofmixed
farming and ofcooperative farming settlements has beenan important element inthis respect. A special
feature of Israel's agriculture is its organization into cooperative settlements, which fall under two
basic types: the moshav and the kibbutz.4

8. The moshav is a co-operative smallholder village where individual fans are of equal size and
every farmer works his own land and is responsible for his own farm. His economic and social security
is ensured by the co-operative structure of the village which handles the marketing of his produce,
purchases his farm and household equipment, and provides him with credit and related services. The
kibbutz is a collective settlement based on common ownership of resources and the pooling of labour,
income and expenditure. Farmers in the kibbutz are paid no wages but are supplied by the kibbutz
with all the goods and services needed.

2The 1991 output decline was most noticeable in cotton (as acreage was reduced because water quotas were
cut), wheat, tomatoes (because water quotas were cut and the international market for concentrates slumped),
and citrus (Bank of Israel, 1992). The water shortage ended in 1992, benefiting field crops (Bank of Israel,
1993b).

3Europa (1992).

4The kibbutz is a social and economic unit in which decisions are taken by the general assembly of its members,
and property and means ofproduction are communally owned. Traditionally the backbone of Israel's agriculture,
the kibbutzim have increasingly turned to industry and tourism in recent years. The moshav is an agricultural
village in which each family maintains its own farm and household, while cooperation extends to purchasing,
marketing and the provision of community services. Approximately 450 moshavim, averaging about 60 families
each and comprising some 3.5 per cent of the country's population, supply a large portion of the country's farm
produce.



Israel C/RM/S/55
Page 105

Table V.1
Indicators of agricultural production, 1980-92
(Real annual change, per cent)

1979-83 1934-86 1987-90 198 1989 1990 1991 1992

Output
Total output' 5.1 -0.6 3.1 -3.3 -0.1 7.6 -5.1 5.6

Inputsh 2.5 -0.3 0.5 -2.1 -5.0 2.0 -2.8 0.6

Gross product 7.8 -0.7 6.2 -4.6 5.8 14.7 -7.5 11.7

Total farm income' 5.2 -1.4 -4.5 -8.8 -7.6 1.1 -17.3 7.5

Factor input

Labour (nian-hours) -2.2 2.7 -4.6 -8.2 -0.8 -10.7 -10.6 1.3

Gross capital stock 3.0 1.8 -0.4 0.2 -0.4 -1.4 -1.3 -1.5

Capital-labour ratio 5.3 -0.8 4.4 9.3 0.7 10.4 10.4 -2.8

Productivity
Product-labour ratio 10.2 -3.2 11.3 3.9 6.6 28.5 3.5 10.3

Total productivity' 7.9 -2.9 9.3 O.i 6.5 23.2 -0.8 11.6

Exports'
Citrus -6.8 -7.8 -4.5 -21.7 -21.8 34.3 -22.7 -12.8

Other 10.6 7.2 -1.7 -1b.7 18.3 5.9 8.0 1.3

Total 0.2 2.0 -2.5 -18.2 5.2 12.8 -0.9 -1.9

Prices
Output 126.0 223.4 11.1 15.1 13.2 6.9 9.6 7.3

Purchased inputs 135.9 219.3 14.7 19.8 20.8 7.5 13.0 10.3

Terms of trade' -4.2 1.3 -3.2 -4.0 -4.3 -0.6 -3.0 -2.7

a At producer prices. Includes intermediate output.
b Includes intermediate output.
c Deflated by the CPI. Farmers include employed persons other than employees reported as working in agriculture (according

to the Labour Force Surveys), i.e., members of cooperatives and unpaid family labour are included.
d Beginning-of-year stock at fixed prices.
e Product per unit of factor input (the average weight of labour is 59 per cent).
f Based on data in 1986 dollars (foreign-trade statistics). Excluding exports to the administered areas.
g Change in the index of relative output/input prices.

Note: Agricultural years (ending September of states year) until 1986: calendaryears from 1987 (except for citrus, avocado, bananas
and flowers). The output and income figures are calculated from data at prices of April of each year until 1982, and at each
year's average prices thereafter.

Source: Bank of israel, Annual Report 1991, May 1992, and Annual Report 1992, May 1993.

9. About 22 per cent of ïsrael's land is cultivated; any large increase in this proportion can only
be brought about by more irrigation, as almost all usable land is either already cultivated or under
pasture. One ofthe main factors limiting further development in the agricultural sector is the availability
of water.5 The Israeli Water Administration has statutory powers to control and regulate both the
consumption and supply of water in Israel.

5Bank of Israel (1992).
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Table V.2
Production of main agricultural products, 1970-91

I .....1970-71 1980-St 1987 1988 1989 1990 1991
Crops and plantations
(thousand tons)
Citrus 1,514 1,417 1,496 1,108 1,090 1,506 1.109

Vegetables 490 677 786 768 1,010 1,085 879

Wheat 200 215 298 211 202 291 180
Melons and pumpkins 133 133 161 164 157 162 174

Potatoes 142 218 218 216 228 214 ; 73

Hay 141 112 120 125 133 147 137

Apples 78 132 114 119 125 113 116
Bananas 56 66 104 85 83 61 83

Grapes (table and wine) 67 84 90 89 96 95 71

Avocados 8 8 135 36 20 48 53

Cotton fibre 37 95 59 63 46 51 21
Fish 26 23 29 33 30 26 22
Livestock
(thousand units)

Cattle 206 270 321 324 317 308 323

Sheep and goats 136 87 173 175 155 140 116

Poultry 8,400 26,300 25,540 24,990 22,920 27,430 26,950

Source: Central Bureau of Statistics, Statistical Abstract of Israel, 1992.

10. The agricultural sector in Israel has greatly benefited from research and development (R&D),
implemented through close cooperation between farmers and researchers. Making optimal use ofscarce
water, harsh land and a limited labour force are among the main achievements in this field. The search
for water-saving techniques has spurred the development of many types of computer-controlled irrigation
systems, including the drip method which directs water flow straight to the root zone of plants and
the electro-magnetic treatment of water to improve animal health and crop yields.

11. Research and development activities have resulted in increased productivity in the agricultural
sector. According to the Bank of Israel (1992), this is due, among other things to the high capital
intensity of agriculture relative to other industries, and to technological improvements. Over the years,
this has been reinforced by the availability of subsidized credit (the credit component in financing
agricultural investment is higher than in other industries, partly for institutional reasons; farms cannot
raise capital by issuing stocks, for example).6 Agricultural R&D has also assisted export product
diversification. Current efforts are guided towards new tropical products.

12. Investments in agriculture are encouraged by the Government. An "approved agricultural
enterprise' is entitled to benefits provided by the Law for the Encouragement of Capital Investments
in Agriculture of 1980; mainly government grants, reduced tax rates on income, an option to forgo

6Also important is the considerable flexibility of the labour input , much of which is temporary and seasonal.
Many employed persons work in agriculture on a part-time basis, and farms utilize the labour of family members.
Farms, especially kibbutzim, also tend to switch from one crop to another, and over the years units of production
have been enlarged.
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government grants and enjoy a complete tax holiday for a period of five years, accelerated depreciation
on equipment, and reduced tax rates on dividends distributed from profits.7

13. The transformation of Israel's export structure is shown by the fact that the share of farm products
in total merchandise exports declined from nearly 16 per cent in 1980 to less than 10 per cent in 1991,
despite an absolute increase in annual exports (Chapter 1). Israel exported US$666 million of agricultural
products in 1991 and US$615 million in 1992. The evolving composition of exports, together with
the greater use of farm output for the domestic market, is considered as the main factor responsible
for the change in the structure of agricultural production in Israel.8 In the early 1970s, agricultural
exports were similar to those of developing countries, being based on one principal crop; citrus fruit
accounted for 70 per cent of agricultural exports. In the late 1980s, the share of citrus fruit fell and
its dominant place was taken by other agricultural products such as flowers and other fresh fruits.
Over the 1980s, agricultural exports became considerably diversified. The European Union is the main
market for agricultural exports, especially fresh products.

14. The share of agricultural products in total merchandise imports has also decreased, from
13 per cent in 1980 to 9.5 per cent in 1991. Agricultural products imported by Israel include grain,
oilseeds, meat, coffee, cocoa and sugar. In 1992, cereal imports were US$300 million, oilseeds
US$40 million, and meat US$80 million.

15. Certain agricultural sub-sectors are highly export-oriented, while others are more directed towards
the domestic market. Exports account for a large share of production of flowers (100 per cent), avocados
(74 per cent), and citrus fruit (30 per cent). The production of vegetables and field crops is destined
for local consumption, either directly or as an intermediate product (Table V.3).

Agricultural policy

16. The agricultural sector was originally developed in the context of broader objectives, such as
those of Israel's settlement policy, defend the country, and solve environmental problems. As long
as agriculture was seen as fulfilling these national functions, it was considered necessary to guarantee
farm incomes. This was achieved through the subsidization of factors of production such as water
and capital. In order to maintain a given level of subsidy per farm, while limiting total expenditure,
production quotas were widely used.

'Ministry of Finance (1993).

8The share of exports in total farm output fell from an average of 30 per cent in the early 1980s to less than
20 per cent at the end of the decade.
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Table V.3
Agricultural production by disposal and branch, 1991
(NIS million and thousand tons)

Value of Production For local For local For export Intermediate
production total consumption industry produce

(NIS million) (Thousand tons)

Field crops

Cereals and pulses for grain 190 318 34 213 2 69

Wheat 85 180 2 118 0 60

Corn on the cob 66 109 21 87 1 0

Canning peas 1() 8 0 8 0 0

Other cereals and pulses 29 2; 11 0 1 9

Cotton 90 55 0 10 14 32

Sunflower 66 29 20 0 9 0

Groundnuts 60 21 8 3 9 1

Green fodder and silage 227 1.391 0 0 0 1,391
Vegetables, potatoes and
melons

Vegetables 772 879 575 241 41 21

Tomatoes 227 328 137 177 9 6

Cucumbers 96 95 78 16 0 !

Peppers 64 52 42 4 5 t

Strawberries 50 13 12 0 1 0

Carrots 45 69 31 25 12 1

Potatoes 173 173 124 12 28 9

Melons 81 64 47 2 13 1

Watermelons 47 110 102 0 1 7

Plantations

Fruits 1.498 1,596 482 712 391 11

Citrus 595 1.110 127 655 328 0

Apples 184 116 96 14 3 3

Grapes (table and wine) 121 71 31 32 8 0

Avocados 115 53 14 0 39 n

Bananas 86 83 76 1 , 6

Peaches 80 41 40 0 0 1

Other agricutural
production

Flowers (million tons) 333 981 0 0 981 0

Fish 149 22 20 2 0 C

Source: Central Bureau of Statistics, Statistical Abstract of Israel, 1992.
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17. Expenditure on direct subsidies rose from 3 per cent of farm output in 1980 to 15 per cent
in 1984.9 Since the 1985 Economic Stabilization Programme, the rate of subsidy has declined, except
in 1987 and 1988. ` Almost all production subsidies were cancelled in 1991. Poultry fearing in the
Galilee region is still supported by Government subsidies. According to the Bank of Israel (1993b),
in 1992, budgetary subsidies for prices of agricultural produce were a negligible proportion of GDP,
amounting to 2.4 per cent of agricultural production. When various other subsidies (such as the direct
subsidization ofwater and insurance against natural disasters) are taken into account, subsidies amounted
to almost 7 per cent of agricultural production in 1992, compared with around 30 per cent at the
beginning of the 1980s and 14 per cent at the end of the 1980s.

18. Data on agricultural subsidies for the period 1981-90 are given in Table V.4. The subsidy
implicit in credit and capital grants (which also declined during the decade) must be imputed, as well
as the subsidy for water. " The Bank of Israel has estimated that in the first half of the decade, large
subsidies were granted through various credit facilities.12 Although still relatively high, overall
subsidization to the agricultural sector is declining; total subsidies represented around 1.5 per cent
on GNP in 1981-83 and 0.8 per cent in the period 1987-90 (Table V.4).

Table V.4
Agricultural subsidies, 1981-90
(Per cent)

1981-83 1984-86 1987-90
Percentage of GNP
Output subsidy 0.81 0.71 0.39
Water subsidy 0.25 0.18 0.09
Miscellaneous 0.01 n.a. n.a.

Sub-total 1.07 0.89 0.48
Imputed subsidy' 0.40 0.37 0.33

Total 1.47 1.26 0.81
Percentage of agricultural gross output
Excluding imputed subsidy 29.9 28.5 13.9
Including imputed subsidy 42.7 39.9 23.9

n.a. Not applicable.

a Impured subsidy on capital cost of water.

Source: Bank of Israel, Annual Report 1991, May 1992.

9Bank of Israel (1992).

10In 1987, prices of farm products were frozen and the Government compensated farmers for increased
production costs. In 1988, the Government raised prices by less that required by the increase in production
costs. El-Jafari (1991) notes that agricultural subsidies have dropped from US$1,448 million in 1980 to
US$370 million in 1987.

11It is not possible to calculate the volume ofsubsidized credit provided to the agricultural sector, since existing
data do not distinguish between credit to farmers and total credit to the rural sector.

12The availability of cheap credit, not backed up by adequate equity, encouraged farmers to invest in non-
farming activity through purchasing boards and regional enterprises, which served in effect as financial
intermediaries, without adequate supervision by either the givers or the recipients of credit. According to the
Bank of Israel (1992), this was possible partly because the parties involved were cut off from one another and
partly because of the unlimited mutual guarantees of the moshavim and the kibbutzim.
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19. The Government has traditionally also had a strong influence in the agricultural sector through
direct trade and production measures or the general regulatory framework. Quotas governing land
(and its use) and water are set by the Government, while statutory bodies plan and supervise agricultural
production and marketing, although fewer products are now affected by these policies. The thirteen
production and marketing boards (some statutory, others voluntary) were set up from the 1960s onwards
to attain specified economic objectives and national aims, such as extending income support in poor
farming districts.13 The boards' activities included planning, market regulation, preventing surpluses
and disposing of them when they occur, guaranteeing producer prices, providing advice, initiating
research and development, and controlling marketing activities.14 Measures adopted during the 1970s
included extending the production quota system, providing subsidies (for both output and factor input)
to encourage production for the domestic and foreign markets, restraining competing imports, and
regulating the volume of output on the domestic market. The Government also provided subsidized
grants and loans.

20. In the 1980s, several factors changed for the agricultural sector.15 Effective control of production
quotas became more difficult as centralized marketing frameworks collapsed, subsidies were reduced
or cancelled (for example on eggs and milk), certain marketing boards such as that for citrus, ceased
to serve as channels for transferring government credit to farmers, agriculture became less dependent
on directed credit and production restrictions in certain sectors, such as orchards, were abolished.
The Government thus gradually reduced its involvement in the agricultural sector.

21. However, the Government still regulates water supply and provides a subsidy for agricultural
water consumption. Towards the end of the 1990 agricultural year, the farm sector was in a difficult
position, being forced by water shortages to cut output and change the structure of production. After
several years ofover-pumping because ofa distorted price policy and a series ofdroughts, water reserves
became seriously depleted. Water consumption was considerably cut in 1991, mainly for field crops.16
In 1992 and 1993, the water supply improved.

13Bank of Israel (1992).

14The boards set production quotas for farmers. who were allocated land, water and equipment. Each year
the boards planned the volume of production and set general quotas, funding their activities by imposing levies
on centralized marketing (Bank of Israel, 1992).

15A number of changes were implemented duc to the financial crisis of the sector, which peaked in late 1988.
The financial problems were primarily the result of overspending, lack of budgetary controls and poor investment
decisions by the agricultural sector at all levels (EIU, 1992).

16Water quotas were reduced as an emergency measure to relieve the immediate shortage; however, the
eariy and heavy rainfall of 1991/92 meant that the effective reductionwas less thanexpected, and extensive damage
to orchards was prevented (Bank of Israel, 1992).
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22. According to the Israeli authorities, there are no support prices for individual agricultural
commodities, except for non-irrigated crops such as wheat and sunflowers, for which prices are fixed
according to different regions. 7 Other forms of government assistance include an insurance fund for
natural disasters and export promotion of agricultural products. Fresh fruit and vegetables are exempt
from value added tax.

23. Production and marketing boards operate in certain agricultural sectors. There are six statutory
boards and seven voluntary boards. The six statutory boards cover citrus fruit, flowers, vegetables,
groundnuts, poultry, and other fresh fruits. Their objectives are to stabilize production by eliminating
surpluses, ensure a minimum revenue for Israeli farmers, finance promotion and marketing programmes,
finance research programmes, and provide insurance in case of natural disasters. Certain boards. such
as the fruit board and vegetable board, also deal with exports; for example, they are involved in the
granting of export licences. These two boards sell their products through Agriexco, a government
and producer-owned company.18

24. Products which are still under strict regulation and planning include milk and milk products,
poultry, and certain vegetables. Output is controlled by production quotas and prices are guaranteed
by the Government. Import quotas and variable levies regulate their importation into Israel.

25. Israel maintains relatively extensive restrictions on agricultural imports. Specific measures
include import quotas, licensing requirements. variable levies, and import prohibitions on a range of
agricultural goods. Almost ail agricultural fresh and processed products must have a licence to be
imported into Israel. Israel's agricultural import policy measures (as of 1992) are listed in Annex V. 1.
List 1 of this Annex contains products for which import licences were not normally granted, unless
there was a marked shortage of domestic production. List 2 includes those products for which import
licences were given automatically when health, labelling, phytosanitary or veterinary requirements
were met. List 3 consists ofproducts subject to global import quotas. A number of fresh and processed
agricultural products (such as meat, milk, oilseeds, pasta and wine) were also subject to variable levies.
No estimates are available of the impact or effect of these measures on domestic production, prices
and imports.

26. A number of agricultural products receive unlimited protection against imports, as licences
to import them are not normally granted when there is sufficient domestic production, regardless of
price considerations. However. import restrictions on agricultural products are to be eliminated by
September 1995 under Israel's commitment in the GATT Balance-of-Payments Committee (Chapter IV).
The system of agricultural protection will also change as a result of the implementation of Israel's
commitments in the Uruguay Round Agreement on Agriculture.

17El-Jafari (1991) states that the Israeli Government regulated the domestic market for vegetable and fruit
products to reduce fluctuations in prices and seasonal supplies. This form of support was carried out through.
government controls on the allocation of budgetary funds to marketing boards. According to the authorities
these provisions were recently abolished.

18Agriexco appears to have a monopolistic power in marketing Israeli agricultural produce in overseas markets
(El-Jafari, 1991). Certain agricultural exports have to be channelled exclusively through this company, which
may establish production quotas.
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27. The Ministry of Agriculture. the Ministry of Industry and Trade, and the production and
marketing boards are in charge ofgranting existing import licences for agricultural products. In granting
import licences, the authorities consider the availability of domestic production. In case of rejections,
importers can appeal against government decisions.

28. Other measures affecting agricultural imports include strict sanitary and phytosanitary controls.
For example, imports of certain agricultural products, such as live animals, meat and meat products,
and products of animal origin, are monitored by the Veterinary Service of Animal Health under the
Ministry of Agriculture. T!. importation of such products is monitored through veterinary import
licences, required health certification, and controls. examinations and laboratory testing at the port
of entry prior to release for consumption. It was not possible to determine how restrictive sanitary
and phytosanitary regulations could be.

29. Agricultural products must have a licence before they are exported from Israel. In general.
agricultural exports are not subject to quantitative limitations. The purpose of the export licence is
to guarantee the quality of Israeli products. Subsidies are granted to agricultural exports. mainly citrus
flit and fresh flowers.

Liberalization commitments under the Uruguay Round

30. Under the Uruguay Round Agreement on Agriculture. Israel accepted to replace all its agricultural
import restrictions by tariff quotas. except for a few products (sheep and goats. miik and cream.
processed cheese. and other cheeses) for which existing import restrictions will be maintained under
the Special Treatment provisions of Annex 5 to the Agreement on Agriculture. The list of products
subject to tariff quotas is given in Table V.5.

31. Domestic support for the agricultural sector will be reduced over a ten-vear period beginning
in 1995 by around 12 per cent (from more than USS646 million in 1995 to close to US$569 million
in 2004)19 Agricultural export subsidies will also be reduced, over the same period. by 24 per cent
from around USS56 million in the "base" period to US$43 million in 2004. The volume of subsidized
exports will decrease by 14 per cent. The list of products receiving export subsidies includes fresh
flowers. citrus fruit. non-citrus fruit. fresh vegetables. goose liver, and cotton (Table V.6).

19These figures related to annual and final bound commitment levels based on the Aggregate Measurement
of Support (AMS).
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Table V.5;
Tariff quotas on agricultural products to be applied under the Uruguay Round Agreement
(Tonnes and per cent)

Descriptionof products Tariff Item Initialquota Final quota" Tariffrate Other terms
number 1995 and

Quantity Tariff rate Quantity Tariff rate (Above-quota) conditions
(tonnes) (per cent) (tonnes) (per cent) (per cent)

~~~~~~- --
Total: live, meat, offals
and products of bovine
origin
Pure bred breeding
bovine
Other bovine

Meat, fresh, chilled.
frozen and meat products
of animals of bovine
origin

0102.10.0C

;7.250 (see below
for tariffs)

37.2;0 (see below
for tariffs)

15

50

120
0102.90.00
0201, 0202,
1601, 1602,
1603

Edible offal of bovine 0206.10.00
animals. fresh. chilled or
frozen

0206.20.00

50

50 50

50 150
120 22M-150-200

50 220

2'0

Sheep and goats, fresh.
chilled or frozen

Milk and cream
concentrated, powder.
granules of fat contents
notexceeding 1.S%

Milk and cream
concentrated. powder.
granules of fat contents
exceeding 1.55

Processed cheese

0204 240 100 480 100 n.a. Maintenance of
existing import
restrictions

0402.10.00

0402.20.0G

0406.30.006

1.200 100 1.200 85 190

50 215 100 215 n.a. Maintenance of
existing import
restrictions

34 N50 68 1SO n.a. Maintenance of
existing import
restrictions

540 250 1.080

600 10 600

;100 170
22
24

250 n.a. Maintenance of
existing import

restrictions

10 120 Allocated as
follows: US 600
tons under FTA
agreement

102
18 102

20 ;02

Wheat and meslin 100 50.000

Table V-5 (cont'd>

Other cheses 0406.90.00

Prunes 0813.20.00

Walnuts 0802.30.00
0802.31.00
082.32.00

1001 450.O, 85 150
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Description of products Tariffitem Initialquota Final quota Tariff rate Other terras
number 1995 and

QuantityTariffrate QuantityTariffrate (.Above-quota) condition
(tonnes) (per ent) (tonnes) (per cent) (per cent)

Edible fats and oils 1516.11.100 450 0.8 $Ikg 750 0.8 S/kg t(x
but not less but not less
than 12% than 12%

Sweet com 2005.80.009 200 20 350 20 150

Citrus juices, 2009.10.00 100 26 160 26 142
concentrated

2009.2G.00 100 26 160 26 142

2009.30.00 100 26 160 26 142

n.a. Not applicable.

a The implementation period is 1995 to 2004, except for sheep and goats, milk and cream, processed cheese, and other cheesses,
for which the final quota will be reached in 2000.

Source: Israel's Schedule XLII. April 1994.
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Table V.6
Agricultural export subsidy reductions, 1995-2004
(US$ thousand and thousand tonnes)

Description of Base outlay Years of Annual and final Base Annual and final
products level implementation outlay commitment quantity quantity
and tariff item no. 198691 levels 1986-91 commiment levels
(US 6 digits)

(US$ thousand) (US$ thousand)

Flower, fresh 12,054 1995 11.764 794' 783a

(0603 1000, 1996 11,475 772.00
1997 11,186 761.00

1998 10,897 750.00
1999 10,607 739.00
2000 10,318 727.00

2001 10,028 716.00

2002 9.739 705.00

2003 9,450 694.00

2004 9,161 683.00

Fruit other than cirrus 5,720 1995 5.582 55.4 54.60

(0803, 0894, 0%06 1996 5,445 53.80

0807, 0808. 0809 1997 5,308 53.10
0810) 1998 5.171 52.20

1999 5.033 51.50
2000 4.896 50.70
2001 4.759 49.90

2002 4,622 49.20

2003 4.484 48.40

2004 4.347 .'n

Vegeables. fresh 9,248 1995 9.026 91.9 90.60

(0701 to0709) 1996 8.804 89.30

i997 8.582 88.00
1998 8,360 86.70

1999 8.138 85.50

2000 7.916 84.20

2001 7.694 82.90

200W 7.472 81.60

2003 7.250 80.30

20P4 7.028 79.00

Citrus fruit 18,130 1995 17.695 430.2 424.20

(0805) 1996 17,260 418.20
1997 16.825 412.10

1998 16.389 406.10

Table V.6 (cont'd)
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Description of Base outlay Years of Annual and finalBase Annualandfinal
products level implementation outlay commitment quantity quantity
and tariff Item no. 1986&91 levels 1986-91 commitment levels
(HS 6 digits)

(U.SS thousand) (US$ thomand)

1999

2000

2001

2002

2003

2004

Goose liver

Cotton

1.310

9.642

1995
1996

1997

1998

1999

2000

2001

2002

2003
2004

1995
1996

1997

1998
1999

2000

2001

2002

2003

2004

15,954
15;5!9

15,084
14,649

14,214
13,779

1.278

1,247

1,216
1,184

!.153
1,121

1,090
1,058
1.027
996

9,410

9.179

8,W
8,716
8,485
8.253
8,022
7.791

7.559

7.328

401.10

394.10
388.00

382.00
376.00
370.00

0.312

47.8

0.31
0.30

0.30

0.30

0.29
0.29

0.28
0.28
0.27
0.27

47.10

46.40

45.80

45.10

44.40

43.80
43.10
42.40

41.80

41.10

a Millions of pieces.

Source: Israels' Schedule XLII.

(i) Crop production and livestock (ISIC 1 1 10)

32 The crop and livestock sector includes a variety of farm products, such as live animals, fresh
fruit, vegetables, grains, oilseeds, and flowers. M.f.n. import tariffs for crop and livestock products
range from O to 40 per cent, with a simple ad valorem average of 6.2 per cent and a coefficient of
variation of more than 160 per cent. These figures are downward-biased as calculations of tariff averages
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were based on only ad valorem duties and the ad valorem component ofcombined and alternative duties.
Ad valorem equivalents of specific duties were not available20

33. Relatively high ad valorem tariffs ofover 20 per cent are levied on products such as cut flowers
and foliage. coconuts and Brazil nuts, pepper and seeds of anise, and coriander. Most live animals
enter into Israel duty-free (Table AV. 1).

34. This sector is among the few sectors in Israel for which m.f.n. tariffs and rates applied to
products from countries that have signed free-trade agreements with Israel are relatively similar.
However, products from the United States benefit from relatively lower ad valorem duties; the average
tariff for U.S. agriculture and livestock products is 2.5 per cent.

35. A number of other trade measures (which are more restrictive than tariffs) affect imports of
agricultural and livestock products, such as non-automatic import licensing (to be eliminated in
September 1995). strict sanitary and phytosanitary requirements, variable import levies and import
quotas (Table AV. 1). Import licences for a large number of products (included in List 1 in Annex V. 1)
are not normally granted, except when there are domestic supply shortages.21 Theoverall effectof
tariffs and non-tariff measures restricting imports is to raise considerably the effective protection level
afforded to domestic farmers. In addition, the sector appears to be characterized by a certain lack
of transparency and relatively high degree of administrative discretionary power.

(a) Citrus fruit

36. Cultivation of citrus fruit has traditionally been one of the principal agricultural activities in
Israel. Production ofcitrus fruit has increased from around 0.5 million tons in the early 1960s to around
1.5 million tons in the 1970s. However, since 1981, citrus fruit production has declined steadily, except
in 1990 when production recovered to 1.5 million tons. In 1991, citrus fruit production again declined
to around 1.1 million tons. Citrus fruits are among the main export crops of Israel. Exports increased
until the mid-1970s, when they reached record levels of close to 1 million tons, but considerably declined
thereafter. The share of exports in fresh citrus fruit production fell from around 60 per cent during
the 1960s and 1970s to 30 per cent in more recent years (Chart V. 1). Domestic production is now
mainly destined to the local industry for further processing and subsequent exporting.

20This clarification applies to all tariffaverages given in this Chapter for individual economic sectors. These
averages provide an indication of the minimum level of tariff protection. In cases where no specific duties are
applied, averages constitute the true nominal tariff protection.

21The items listed under this category include products such as poultry, milk, eggs, potatoes, a large number
of vegetables (such as tomatoes, onions, garlic, lettuce and carrots), fruits (such as bananas, avocados, citrus
fruit, apples), peanuts and sunflower seeds.
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Chart V.1
Production and exports of citrus fruit, 1960-91
Thousand tons

Production
2000 - Exports

1,514 1,31 .01296
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Source: Central Bureau ofStatistics, Statistical Abstract of Israel 1992

37. In recent years, there has been a change in the mix of citrus fruit produced by Israel. Due
to changes in world market demand, the production of oranges has declined, while that of small fruits
("easy peelers") has considerably expanded. Exports of "easy peelers" are, however, constrained by
restrictions in overseas markets. According to the Israeli authorities, the European Union maintains
tariff quotas for a number of citrus fruits imported from Israel, which have been fixed according to
past trade levels. This has resulted in relatively large (unused) quotas for oranges and small quotas
for "easy peelers".

38. Until 1990, citrus fruit was the main agricultural export. Since then, other fresh fruit and
vegetables have taken the leading rôle (Chart V.2). In 1992, Israel's citrus fruit exports were valued
at US$117 million, accounting for 21 per centoftotal agricultural exports. Theprincipal export market
is the European Union (mainly the United Kingdom, Germany and France) with a share of 70 per cent
of total exports.

39. Until recently, the Citrus Marketing and Control Board supervised all aspects of growing and
marketing of the fruit, particularly exports. In 1991, the monopoly power of this board was abolished;
now growers can produce and sell according to market signals, as production quotas and export controls
have also been eliminated. Exports of other fresh fruit are still marketed by Agriexco, a government
and producer-owned company.
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Chart V.2
Agricultural exports, 1980-93
Ussmillion
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Source: Central Bureau ofStatitics, Foreign Trade Statistics Quarterly,
October-December 1992, Vol XLIII

40. Citrus fruit is included in the list of products for which an import licence is not granted, except
when there is a shortage of domestic supply. When allowed, imports of citrus fruit face tariffs ranging
from 0 to 25 per cent, with a simple average of 12.5 per cent. Under the Uruguay Round Agreement.
a tariff quota has been established for imports of concentrated citrus juices. The initial quota (to be
implemented in 1995) will be 100 tonnes with a tariff rate of26 per cent (compared with an above-quota
rate of 142 per cent). The quota level will be increased to 160 tonnes over a period of ten years
(Table V.5). A tariff quota has aiso been established for prune imports. The quota level was set at
600 tonnes with a tariff rate of 10 per cent, compared with an above-quota rate of 120 per cent.22

41. More than 30 per cent of agricultural export subsidies granted by the Israeli Government are
given to citrus fruit exporters. The "base" budgetary outlay level (annual average for the period 198691)
of export subsidies for citrus fruit was US$18 million. This level will be cut to around US$14 million
in 2004, under Israel's commitments limiting agricultural subsidization. The quantity of subsidized
exports will decrease from 430,000 tonnes in the base period 1986-91 to 370,000 tonnes in 2004.
Export subsidies for other fruits are lower; their level in the base period was less than US$6 million
(Table V.6).

1This quota is reserved for the United States under the FTA.

,A

a
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(b) Grain

42. Production of cereals is mainly destined for the local processing industry. Israel's main grain
products are wheat and maize (Table V.3). Wheat production reached record levels in 1982-83 when
output was about 335.000 tonnes. In recent years, production has fluctuated widely; it stood at
180,000 tonnes in 1991 (Table V.2).

43. Purchases and sale of locally-grown wheat are reserved for the Government Trade Administration.
In the past, imports of wheat and coarse grains were also reserved for this state-trading company.
However, imports were privatized in 1989, but are still subject to import licences (list 2 in Annex V. 1)

44. Under the Uruguay Round Agreement, tariffquotas have been established for imports ofwheat
and meslin and sweet corn (maize). A quota of 450,000 tonnes has been fixed for imports of wheat
and meslin under a tariff rate of 100 per cent (to be reduced to 85 per cent in 2004) compared with
an above-quota tariff rate of 150 per cent. The quota level for sweet corn is 200 tones with an in-quota
tariff of 20 per cent. This quota level will be increased to 350 tonnes over the transition period of
ten years (Table V.5).

45. The value of imports of all cereals (HS Chapter 1O) has fallen from around US$320 million
in 1989 to US$253 million in 1991 (Table AV. 18). All imports of cereals enter Israel duty-free, with
the exception of buckwheat, millet and canary seeds which are subject to an average 10 per cent tariff.

(c) Live animals

46. The main productive activity in this sector is poultry, followed by cattle, sheep and goats
(Table V.2). In 1991, there were around 27 million head ofpoultry, mainly broilers, hens and chickens.
The production of turkeys has also become important in recent years. Nearly 65 per cent of cattle
in Israel are dairy cattle.

47. Imports of live animals, mainly of live poultry. reached US$4.4 million in 1991. All imports
of iive animals enter duty-free (Table AV. 1). Certain live animals, such as bovines, sheep and chickens
are subject to import quotas (Annex V. 1). Live bovine imports will bc subject to a tariff quota from
January 1995.

(d) Cut flowers, plants, vegetable materials

48. The flower sector in Israel is among the most export-oriented agricultural sectors; production
is almost entirely for overseas markets. Over the recent past ears, flowers have become the main
agricultural export item, ahead of citrus fruit. Cut flower exports were insignificant until the early
1970s, but expanded considerably thereafter, from US$25 million in 1975 to US$82 million in 1980
and US$156 million in 1992, accounting for 28 per cent of total agricultural exports. The
European Union is the principal export market for Israeli flowers. Exports of flowers are marketed
mainly by Agriexco, a government and producer-owned company, although there are also other exports.
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49. Flowers are grown mainly in the moshavim co-operative smallholder villages; more than
80 per cent of the area devoted to flowers is under this system. As already noted, these co-operatives
handle the marketing, purchase farm and household equipment, and provide credit and related services
to individual farmers.23 No information is available about the credit terms and conditions of other
assistance provided by moshavim co-operatives to individual farmers.

50. Imports of flowers are very limited; the total value of imports of live trees and other plants
(HS chapter 6) was US$2.8 million in 1991 (Table AV. 18). Cut flower imports are subject to a
20 percent tariff. Cut flowers, bulbs, tubers, palm leaves and other live plants are also subject to import
licenses which are granted automatically when phytosanitary requirements are met.

51. Export subsidies to flower growers in the period 1986-91 stood at around US$12 million annually.
In the Uruguay Round, Israel has agreed to reduce export subsides on fresh flowers by 25 per cent,
to reach around US$9 million in 2004. The volume of subsidized experts will be cut by 14 per cent
over the same period.

52. Vegetable growers in Israel are highly protected from international competition. Imports of
most vegetables are restricted by import licensing requirements. Import licences are normally not
granted, except when domestic supply falls short of demand. Frozen and provisionally preserved
vegetables are also subject to import quotas. However, all restrictions affecting imports of vegetable
products are to be eliminated by September 1995, under Israel's commitments in the GATT Balance-of-
Payments Committee.

53. Exports of fresh vegetables aiso benefit from government subsidies, which were around
US$9 million (annually) in the period 1986-91. The value of export subsidies for fresh vegetables
will be reduced to US$7 million over a ten-year period, and the volume of subsidized exports will
be cut from almost 92 thousand tons in 1986-91 to 79 thousand tons in 2004 (Table V.6).

(ii) Forestry and logging (ISIC 121 and 122)

54. The forestry and logging sector is relatively limited in Israel, in terms of both production and
exports. In 1991, the area under forest was around 85,500 ha. (excluding 35,000 ha. of natural forest),
up from around 70,000 ha. in the early 1980s.5 Most of the trees are conifers or eucalyptus; together,
these account for almost 80 per cent of the forested area.

55. The average m.f.n. tariffs levied on imports of forestry and logging products are 2.8 and
2.1 per cent, respectively (Table AV. 1). Within this sector, relatively high tariffs are levied on lacs,
natural gums, resins and balsams (10 per cent), and on wood charcoal (6 per cent). Imports from the
European Union, the United States and EFTA countries are duty-free.

(iii) Fishing (ISIC 130)

56. The fishing sector accounts for around 2 per cent of total agricultural production. Since the
mid-1960s, fish production in Israel has remained stable at around 20 to 25 thousand tons per year.
In 1991, of the 22,300 tons of fish caught in Israel, more than 90 per cent was consumed locally.

23The state-owned Flower Marketing Board also provides certain facilities to the Israeli flower sector; for
example, it has recently increased the number of its packaging-houses and is investing heavily in modem equipment.

24EIU (1994).
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Fish ponds provided some 70 per cent of the marketed catch in 1991, with some 28 per cent coming
from shore and lake fisheries, and the rest from the sea.

57. The Israeli fishing sector is heavily regulated. Imports of fish products are subject to widespread
controls, such as quantitative restrictions. For example, imports offrozen fish and fish fillets are subject
to an annual import quota of 3,500 tons.'- Import quotas also apply to other fish products such as
fresh or chilled fish and crustaceans. The entire fishing sector has not been included in Israel's
liberalization commitments under the Uruguay Round Agreement, implying that tariffs have not been
bound on these products. Import restrictions remain on certain species of non-frozen fish.

58. Israel is a net importer of fish, crustaceans and molluscs (HS chapter 3). In 1991, imports
of these products reached US$69 million, while exports were less than US$7 million (Table AV. 18).
Imports of fish products are subject to an average ad valorem tariff of 2.8 per cent. An ad valorem
tariff average of 20 per cent is levied on imports of crustaceans (Table AV. 1). The tariff burden is
higher than these averages would suggest because a number of fish and crustacean products are subject
to specific duties, for which ad valorem equivalents were not available.

(3) Mining and Quarrying

59. The mining and quarrying sector employs around 0.3 per cent of Israel's labour force.26 In
1991, the sector accounted for 2.9 per cent of industrial production and 3.5 per cent of industrial exports
(excluding diamonds). Israel is poorly endowed in mineral resources, but the mining of phosphate
and the extraction of potash are relatively important.27 There are 33 producing oil wells, and some
natural gas is also obtained. Other mining activities in Israel include the extraction ofpotash, bromides,
magnesium and other salts. Israel is the world's largest exporter of bromine. There are also proven
reserves of around 20 million tonnes of low-grade copper ore.'

60. Mining and quarrying production has performed relatively well; it increased by an average
annual rate of 2.6 per cent in the period 1979-85 and by 5.3 per cent in 1985-91. In 1992, production
grewby6.3 per cent(Table AV.4). Investment inthesector also expanded considerably, by26 per cent
in 1990 and by 65 per cent in 1991. Following a decline in 1990 and 1991, the value of exports
increased in 1992 to US$277 million. The main export items are salt and potash, accounting for
70 per cent of total mining and quarrying exports. The main export markets are the European Union
(mainly the Netherlands and France) and the United States.

61. There are no specific sectoral trade restrictions affecting mining and quarrying imports. Most
imports of mining and quarrying products enter into Israel duty-free, except salt, which is subject to
an import duty of 18.4 per cent (Table AV.2).

15This quota will be gradually phased out under Israel's agreement with EFTA. Quotas will be first increased
until January 1999, when the quantitative restriction will be phased out for imports from EFTA member States.

26Europa (1992).

27The production of phosphate rock has fluctuated around 2.6 million tons between 1986 and 1990. In 1992,
phosphate production was almost 2.4 million tons. Potash production, over this period, has remained stable
at around 2 million tons (EIU, 1992 and Central Bureau of Statistics, 1992).

21It appears that copper deposits have not been mined for several years as production is not commercially
viable given current world copper prices (EIU, 1994).
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(i) Coal (ISIC 210)

62. Coal is the principal fuel for electricity generation in Israel. During 1991, about 4 million
tons of coal generated 54 per cent of electricity production. Coal was added to the national energy
basket in the early 1980s in order to reduce dependence on oil and to increase diversity ofenergy sources
(Annex V.2).

63. All coal consumed by Israel has to be imported, as it does not have domestic coal deposits.
Imports have sharply increased, from around 400 metric tons in 1980 to more than 3.8 million metric
tons in 1991. The value of coal imports in 1991 was around US$200 million. Israel imports coal
from South Africa, Colombia, Australia and the United States.

64. The coal sector revolves around the National Coal Supply Corporation (NCSC), which is a
government-owned company dealing with all aspects of coal supply, including procurement, transport
and storage. This company also sponsors coal-related research and development and promotes conversion
to coal. The Ministry of Energy and Infrastructure sets guidelines for the NCSC's activities, grants
coal import licences, and supervises coal prices. The NCSC provides incentives to promote the
conversion to coal in the industrial sector by guaranteeing the long-term supply of coal at a fixed price.
This is aimed at reducing uncertainties inherent in an initial investment in coal burning equipment.
Thus, the Government bears some of the costs of conversion which would otherwise need to be
internalised by user industries.

65. The NCSC is the exclusive supplier to the Israel Electric Corporation, the dominant coal
consumer. Industrial coal consumers are free to acquire their supplies from the NCSC or from any
other authorized supplier. Import licences are granted on basis of supplier's business reliability and
compliance with environmental standards.29

(ii) Crude petroleum and natural gas (ISIC 220)

66. Israel is almost totally dependent on imported fuel for its energy requirements, since domestic
production of crude petroleum and natural gas is negligible. Israel consumes around 152,000 barrels
of crude oil daily, but supplies only 700 barrels of this from its own resources. The Government
encourages oil and gas exploration in the framework of its policy to reduce dependence on imported
oil. Petroleum exploration in Israel began in 1953. Since then, 395 boreholes have been drilled.30
Government policy is to encourage private sector explorations, either in the form ofindependent licensed
operators or through joint ventures with government-owned companies. Exploration and production
of oil and gas in Israel is subject to licensing under the Israel Petroleum Law. Oil exploration and
production operators enjoy a number of tax privileges.31

29For example, only high-quality coal (sulphur-free) is allowed to be imported.

30Ministry of Energy and Infrastructure (1992).

31Significant investment incentives are also granted for investors in oil exploration. Tax incentives include
a deduction of oil explorations costs against taxable income from all other sources, and a significant deduction
in the form of a depletion allowance against oil revenues (Ministry of Finance, 1993).
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67. The production of crude oil in Israel has considerably decreased over the last 20 years. Israel
produced 88 million litres of crude oil in 1970, 23 million litres in 1980, and 13 million litres in 1990.
Production of natural gas also declined from around 140 million cubic metres in 1970-80 to 33 million
cubic metres in 1990.

68. Since mid-1988, the oil sector is undergoing changes resulting from the implementation of
measures aimed at reducing government involvement. In the past, exclusive rights were granted to
companies involved in crude oil import, refining, and marketing the refined products.

69. Crude oil may be imported in two ways: purchases based on long-term contracts between the
State of Israel and the producing nations; or purchases from suppliers in the free spot market.32 The
Government determines the total amount of crude oil imported through long-term contracts, the quantities
imported by each oil company and the supply source.33 In the free spot market, crude oil May be
imported by authorized oil companies and oil consumers. Since mid- 1988, the share ofcrude oil imports
purchased through long-term contracts with oil-producing countries has decreased, while the portion
of imports in the free market has increased.

70. Although both crude and refined products may be imported, in practice mainly crude petroleum
is imported. In 1991, Israel imported more than US$1 billion of crude oil and US$240 million of
petroleum products (Chart V.3).

71. Domestic natural gas in relatively small quantities is extracted by agovernment-owned company
and is distributed by a private enterprise. The 1991 production of natural gas was approximately
27 million cubic metres, down from 142 million cubic metres in 1980.

32Long-term contract have been signed for the provision of crude oil with Egypt (which provides about
25 per cent of total Imports), Mexico (35 per cent) and Norway (10 per cent) (Europa, 1992).

33In order to ensure fuel supply during emergencies, the Government instructs oil companies to maintain
reserve stocks of crude oil and refined products.
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Chart V.3
Value of Israel's fuel imports, 1970-91
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Source: Central Bureau of Statistics and Ministry of Energy and Infrastructure.

(4) Industry

72. Israel's industrial sector is characterized by its particular form of ownership, which is divided
between the State, the Histadrut (the main labour organization, see Chapter Il) and the private sector.
State and Histadrut enterprises are prominent in heavy and basic industries; however. in recent years
the government has moved towards privatizing its business holdings, both by direct sales to investor
groups and by equity offerings (Chapter I). Kibbutz collective settlements also own several hundred
industrial enterprises, mainly in the food and textiles sectors. Although. in general, most industries
are private and reiatively competitive, government policy has considerable, though mainly indirect,
effects on the determinants of industrial performance. One of the principal channels of government
intervention in manufacturing appears to be investment finance and incentives.35

34The Histadrut was founded in 1920, before the establishment of the State of Israel, and provided the
framework for economic activity during the period of the British mandate before independence. After indepednce,
the Histadrut continued to maintain a dominant economic rôle. In 1987, the Histadrut's industrial conglomerates
accounted for some 30 per cent of Isracl's GNP (Hillman, 1992).

35Bregman '1987).

Israel
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73. In 1990. around 12 per cent of total industrial employment and 16 per cent of industrial output
originated in State-owned establishments. Histadrut establishments accounted for 16 per cent of
employment and 23 per cent of output. Private establishments accounted for 71 per cent of industrial
employment and 61 per cent of output.36 The public sector is a leading sector in transport equipment
accounting for more than 70 per cent of total output of the branch); and chemical and oil products.
The Histadrut establishments are important in rubber and plastic produces: food. beverages and tobacco:
basic metal industry. and metallic products.

74. Israel's industrial sector has performed relatively well in the recent past years. The increase
in industrial production, evident since the recent influx of immigrants began, persisted in 1991, when
the growth rate reached 6.7 per cent. Most industries shared in the increase; the most dynamic were
non-metallic minerals, leather. wood and basic metals. Labour input, gross capital stock, and
productivity all increased (Table V.7). Profitability also grew; the return on capital rose te almost
15 per cent in 1991. compared to 12 per cent in the period 1980-85, and the input/output price ratio
went down. as well as real unit labour costs.37 In 1992. industrial production rose by 8.8 per cent.

75. The increase in industrial production in 1991 was mainly stimulated by growth in domestic
demand, linked to the immigration boom. This growth resulted primarily from government-initiated
construction activities and expansion in construction-related industries, as well as from the consumer.
demand directly created.38 Production in construction industries rose by 26 per cent on average as
a result of the surge in dwelling construction. For export industries. there was a moderate increase
in output and employment. and overall capital stock continued to grow.39

76. As might be expected. the main industries that benefited from the immigration wave since 1989
were those producing goods for the local market. mainly food and textiles, as well as those supplying
inputs to the construction sector. After immigration slowed in 1991. industrial growth was fuelled
mainly by exports. particularly of electronics. textiles and plastic products. According to the Bank
of Israel (1993b), most ofthe 1992 growth in industrial production. can be attributed to exports. which
expanded by almost 11 per cent.

36Central Bureau of Statistics (1993).

37In general. most industrial indicators exclude tht diamond sector in Israel.

38Bank oflsrael (1992).

39The expansion of output and employment in other traditional industries was also moderate.
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Table V.7
Peformance indicators of Israel's industry, 1980-92
(Percentage change)

198s 1 8 1939 1990 19 1992

Gross value added 2.6 1.8 -1.6 6.3 6.7 8.8
Labour input (man-hours) 0.5 -0.9 -5.7 -1.1 4.4 6.7
Number of employees 0.5 0.2 -6.2 -0.8 4.1 4.1
Real gross investment 5.7 -2.8 0.5 18.7 26.1 5.2
Gross capital stock; 4.R 3.9 2.3 2.0 3.1 4.7

Gross value added per man-hour 2.1 2.7 4.4 7.5 2.1 2.0

Total productivity' 0.9 0.5 2.0 6.6 2.6 2.5
Real industrial exports 8.8 6.2 9.5 6.2 0.5 10.9

Profitability
Real unit labour cost (index, 196 5 100) 88.8 99.6 98.2 98.3 95.3 93.0
Real of return to capital' 11.8 10.6 13.6 13.4 14.7 17.0
Relative prince, input-output {index. 19R6 = IM1) 99.7 97.9 96.9 96.9 94.8 93.0

Nominal interest rate (per cent)

Short-term unindexed local-currency credit 348.3 47.8 31.2 26.4 26.3 19.9

Short-term bank tenn credit 337.6 32.6 33.5 22.7 25.5 ...

Not available.

a Excluding motor vehicles.
b Beginning-of-year stock.
c Labour input according to industry indexes of the Central Bureau of Statistics(CBS).
d 1983-85 in the first column.
e Deflated by an index of industrial product prices (according to industry surveys of theCBS).
f Industry surveys for 1983. 1985. 1987 and 988: other years interpolated according to industry indexes.

Note: Data exclude the diamond sector.

Source: Bank of Israel. Annual report 1991. May 1992. and Annual Report 1992. May 1993.

77. The industrial sector contributes close to 30 per cent to Israel's GDP and employs more than
21 per cent of the total labour force. The principal branches are electrical and elecronic equipment
(17.5 per cen: of total industrial production); metal products (13.5 per cent); food. beverages and
tobacco (12.2 per cent). and chemical products (10.7 per cent)., These sectors, together with textiles
and clothing. are also major employers (Table V.8).

78. On average, close to 30 per cent of industrial production is exported. Export orientation, as
measured by the share of exports in gross output, is more pronounced in branches such as transport
equipment, electrical and electronic equipment. chemicals. and clothing and madc-up textiles, Those
for which the share ofexperts in gross output is relatively low (less than 5 per cent) include non-metallic
mineral products. printing and publishing. leather and leather products. and paper and paper products.

47Diamond polling is also an import industrial activity. especially with regards exports.
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Tahbke V.
Seletl-d indicators for the Irmel industrial sector, 1990 snd 1991
(Per cnt)

Isrmliç wtrla1 clanwwwon Smre in Exportsw a sbire Share in Ri growth In
in&ntrhal gross of gros output, lnd w production,

om1xg. 1990 empkn"en<, 1991
1990 1991

Total industry 100.0 29.9 100.0 5.2

Electrical and clectrmnic equipment 17.5 49.6 13.8 5.9
- electronic equipment 14.2 ... 10.8

elecu-ical equipment 3.3 ... 3.0
Mctal products 13.5 31.0 14.0 10.7
Food, beverages arn tobacco 12.2 11.9 15.1 1.7
Chemical and oil products 10.7 40.4 5.7 4.2
Transport equipment 6.8 65.6 5.6 4.6
Printing andoubhsthing 5.4 1.5 5.4 -1.8

Rubber and plastic pmducts 5.1 34.2 4.8 10.8
Clothing and made-up textiles 4.5 39.7 11.1 4.2
Textiles 3.9 22.1 3.9 8.0
Wood and wood prducts 3.3 6.6 5.1 11.2
Non-meallic mineral productS 3.3 1.4 3.4 30.4

Non.e1ectric nachinerv 3.2 22.6 2.9 0.2
Mining ai-dquariyin 2.9 53.6 1.2 8.6

Paper and paper products 2.4 4.2 2.0 1.6

Basicnmeiaindustrn 1.9 14.1 1.7 11.1

Leather and leader pmduc. 0.8 2.3 1.4 17.9
MiscelLareous prSduct 2.7 52.5 2.9 2.0

. ot available.

Note: AIl figures exclude die diamond industry.

Souite: GATrSeciatcalcuiaionsfttm: CenulBureauofSraistics.St2tiscalAbstracofLsnl.1992; Mondly BulletinofStatistcs.
Vol. XLIV. May 1993; and Indust and Cnift Survevs. 1990.

79. Israeli ixmusry has conEentrated on manufactured produce with high value added, by developing

products based on ahigh degrce ofscientific and technological innovation. It has become internationally
competitive in medical electronics. agro-technology, telecommunications, fine chemicals, computer
hardware and software, and diarnond cutting and polishing. Traditional industrial branches include

food processing. textiles and clothing, furniture, fertilizers, pesticides, pharmaceuticals, chemical, and

rubber. plastic and metal products.' For many years export growth in the manufacturing sector was
led by the electronics and metallurgical industries, especially in thc field of military equipment. In

recent years, exports ofthese branches have declined in relative terms as the world demand for military
equipment. has slowed. while exports of leather. paper, printing and textile products have expanded

(Table V. 9).

"Is-amA Information Centre (1992).
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Table V.9
Industrial production, exports and investment, 1989.91
(Real annual rate of change. per cent)

Production Exports Investment Sharein
(gross out-put) enmrtie

198 1990 1l9 19" 1990 19e1 1989 1990 11

Total industry -1.6 6.3 6.7 9.' 6.2 0.5 0.5 18.7 26.1 100.0
Mining and quarrying 2.6 6.0 8.5 0.0 -4.2 -4.6 -17.1 25.5 65.4 3.5
Food. beverages and tobacco -3.0 1.1 1.7 10.8 7.3 -8.3 -8.2 .4.9 18.9 6.9
Textiles -0.6 5.3 7.9 -5.2 3.8 12.3 -3.1 16.6 -12.1 3.3

Made-up textiles and clothing -10.0 12.0 4.2 5.6 18.4 0.6 -35.0 59.5 -10.4 7.4

Leather and leather products -11.0 2.2 17.8 -14.3 13.1 44.3 -31.2 -15.5 72.0 0.2
Wood and wood products -3.7 8.3 11.0 5.7 13.3 -9.8 -0.2 21.9 37.2 0.7

Paper and paper products 0.4 5.2 1.6 -1.7 -5.c 32.4 -31.6 89.0 70.0 0.4

Printing and publishing -2.0 4.1 -1.8 -1.3 22.1 15.8 -29.7 -4.8 71.2 0.4
Rubber and plastics 2.7 12.2 10.7 8.0 12.7 4.0 -16.4 20.6 45.0 4.9
Chemicals and petroleum 4.6 4.9 4.1 9.3 6.0 3.0 25.4 16.3 4.7 18.6
Non-metallic mineraIs -2.4 19A6 30.4 5.7 3.0 -!.7 8 20.0 92.5 0.4
Basic metals -5.0 24.8 11.1 13.9 5.1 -15.2 -54.9 22.4 155.0 1.2
Metal products -3.8 5.5 10.7 7.2 4.0 -2.7, -27.2 1.0 31.7 8.5
Machinery -7.5 0.2 0.2 -2.6 2.4 .3.2 15.8 67.6 27.9 3.6

Electric and electrons equipment -4.6 7.3 5.8 6.6 5.7 -1.5 17.1 25.0 14.8 20.6

Transport equipment 6.4 4.7 4.5 47.6 -13.6 -7.0 18.7 44.3 63.8 7.3
Other 7.7 0.8 5.4 11.9 23.6 13.1 17.0 -15.9 21.4 12.1

a Share of sector in total industrial exports in 1989.

Note: Data exclude diamonds.

Source: Bank of Israel, Annual Report 1991.

80. According to the authorities. Israel does not maintain industrial or trade policies specifically
designed to support or protect narrowly-defined sectors. The main considerations with respect. to
government support for industry relate to overcoming market failures or the lack of adequate
infrastructure. The Government is also considering the establishment of a Small Business Authority
to assist and promote small businesses in Israel. A special fund (of NIS 12 million) for this type of
enterprise has already been settled.

81. Border protection in the industrial sector is generally low, due to the existence of free-trade
agreements which permit unrestricted imports of industrial products from the European Union, the
United States and, since early 1993, EFTA countries. Remaining non-tariff protection appears to be
afforded to domestic producers through strict enforcement of technical regulations and standards, and
other measures such as government procurement preferences (Chapter IV).

82. Manufactures account for more than 85 per cent of total merchandise exports and 80 per cent
of total merchandise imports. The principal export branches are metal, machinery and electronics,
which accounted for nearly 35 per cent of industrial exports in 1992; worked diamonds (27 per cent);
and chemicals (13 per cent) (Chart V.4).
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Chart V.4
Industrial exports by economic branch, 1992
Per cent

Chemicals(12.8%)

Textiles clothing
and leather (8.0%4)

Food products.
beverages and
tobacco (4.6°%)

Rubber and
plastics (3.7% e)

Other industrial
products (9.8%1.)

Worked diamonds
(26.7%)

Metal. machinery
and electronics
(34.4%)

Total industrial export:
USS12,034 million

Source: Central Bureau of Statistic

83. Between 1985 and 1991, the most dynamic export industries have been leather and leather

products (with a real annual growth of 20 per cent). and paper and paper products (with a real annual

growth of 17 per cent); more recently, exports of the printing and publishing industry have expanded
considerably (Table AV.5). In 1991, exports ofsome other industries, such as woodand woodproducts,
basic metal, and non-electrical machinery fell sharply. In the majority of these sectors, export decline

resulted from falling quantities and prices (Table AV.3). Data on industrial production, exports and

investment by sector is given in Table V.9.4'

Diamonds

84. The diamond-cutting and polishing industry in Israel is relatively very important. It is essentially
a manufacturing concern based upon the importation of rough stones and semi-finished goods. Israel
treats around 80 per cent of world production cf precious stones; cut and polished diamonds account
for more than 25 per cent of total merchandise exports.

42Tables AV.4 to AV.6 contain information on the real annual percentage change of industrial production,
exports and employment by sector.
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85. The value of diamond exports increased from US$245 million in 1970 to more than
US$3.6 billion in 1993. The main export markets are the United States (which accounted for 39 per cent
ofdiamond exports in 1991), Japan(17 per cent), Hong Kong (16 per cent), and Belgium-Luxembourg
(14 per cent). The value of diamond imports also expanded considerably, from US$175 million in
1970 to more than US$3.5 billion in 1993 (Chart V.5). Israel imports rough diamonds mainly from

Belgium-Luxembourg (which accounted for 56 per cent of imports in 1991) and Switzerland

(24 per cent.).

Chart V.5
Diamond trade in Israel, 1970-93
US$ million
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Source. Central Bureau Statistics, Statistical Abstract of Israel 1992.
and Monthly Bulletin of Statistics February1994.

(i) Food products. beverages and tobacco (ISIC 311-312-313-314)

86. The food, beverage and tobacco industries account for 12.2 per cent of total industrial production
and for 15 per cent ofemployment inIsrael (Table V.8). They arethelargestemployers inthe industrial
sector.43 The food products, beverage and tobacco industries are relatively well diversified. Almost
90 per cent of their output is sold in the local market. For example, production of livestock for meat
is almost exclusively consumed domestically or for local industries, and milk production is also entirely
sold in the domestic market.

43Employment in the food, beverage and tobacco industries increased by an average annual rate of2.1 per cent
in the period 1979-91. In 1989 and 1990, there was, however, a contraction in the sector's employment
(Table AV.6).

1

Imports

Exports
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87. These industries have been growing at above the average of the industrial sector. In the period
1979-85, production expanded at an average annual rate of 2.9 per cent. While overall growth rate
in the period 1986-91 increased to 4.2 per cent on average, the rate of expansion slowed considerably
after 1987, and even declined by 3 per cent in 1989. In 1992, the growth in production again increased
to 2.8 per cent (Table AV.4). Manufacture of dairy products has expanded steadily between 1970
and 1991. Pasteurized milk production rose from 132 million litres in 1970 to 187 million litres in
1980 and 21 1 million litres in 1991. Cheese production in 1991 totalled 77.5 thousand tons, up from
31.4 thousand tons in 1970. Israel's food industry has benefited from massive investment in research
and development over the past years.

88. Output of vegetable and animal oils also increased considerabiy between 1970 and 1991. Oil
cake production in 1991 was around 362,000 tons compared with 268,000 tons in 1970. Within this
sector, other important items produced in Israel include refined vegetable oils (from soya, rapeseed
and cotton seed) and margarine.

89. The principal alcoholic beverage produced in Israel is beer. In 1991, brewery output reached
53.2 million litres, up from 39.4 million litres in 1980. The production of wine, as well as of spirits,
decreased over this period. Cigarette production has remained stable at around 5,500 tons.

90. Israel is a major exporter of fresh and processed foods; food products, beverages and tobacco
account for around 7 per cent of total industrial exports. Overseas sales grew by average annual rates
of 2.6 per cent between 1979 and 1985 and 2.3 per cent in the period 1985-91 (Table AV.5). The
value of exports increased from less than US$300 million in 1980 to US$657 million in 1990
(Table AV.3). In 1991, exports declined to US$538 million as a result of lower prices and a reduced
export volume, but increased again in 1992 to US$558 million. The main export items are fruit and
canned vegetables (58.4 per cent of the total for the branch) and poultry preparations (7.7 per cent).
Man export markets are the European Union (mainly the United Kingdom and France), which accounted
for 67 per cent of exports in 1991, and the United States (15 per cent).

91. The export success of Israel's food industry is partly based on several factors. One is that
Israel is relatively close to most of its major markets in Western Europe and the United States, and
has good air and sea cargo connections to these markets. Quality control of Israeli products has also
been consistently high. Another factor is that Israel is the only country in the world to have free-trade
agreements with both the European Union and the United States, giving it access advantages in both
these markets over many competitors.

92. The Israeli food industry benefits from the availability ofmost ofits raw materials domestically.
However, imports of food products, beverages and tobacco for domestic consumption are relatively
important; in 1991, they reached US$511 million, up from US$422 million in 1990. Main import
items in this category are foodstuffs. The principal suppliers are the United States, United Kingdom,
Argentina, and Uruguay.

93. Imports ofmanufactured food products (ISIC 31 1) are subject to ad valorem tariffs with a simple
average of 7.1 per cent, but ranging up to 52 per cent (Table AV.7).4 The simple ad valorem average
for beverages and tobacco products are 10.9 and 7.6 per cent, respectively. Higher rates are levied

44As in the case of agricultural products, these averages reflect the lower limit of nominal tariff protection
in Israel, because they do not include specific duties nor the specific component of combined and alternative
duties.
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on imports of certain products such as preparations of crustaceans and molluscs (40 per cent), edible
products of animal origin (32 per cent), pasta (22.5 per cent), and sauces and preparations
(20.8 per cent). Certain meat products, for which the average ad valorem tariff is relatively low at
3 per cent, are subject to combined duties. Other food products subject to specific, combined or
alternative duties include preserved and processed fish, certain canned and preserved fruits and
vegetables. grain mill products. certain vegetable and animal oils and fats, sugar confectionery, cocoa
paste, beverages and tobacco.45

94. Tariff preferences granted by Israel under the free-trade agreements signed with the
European Union and the United States are relatively small for food products. The average ad valorem
m.f.n. rate is 7.1 per cent, compared with the average rates of 5.2 per cent levied on U.S. goods,
and 5.7 per cent levied on EU imports. The margin of preference with respect to the m.f.n. tariff
is higher for beverages and tobacco products (Table AV.7).

95. Other measures affecting production and trade of food products, beverages and tobacco include
import and export licences, import quotas, variable levies and standards (for health and sanitary reasons).
Certain food products, such as poultry, meat, prepared or preserved vegetables, fruit juices, and dairy
products. are included in the list of items for which import licences are granted only when there are
shortages in domestic production (Annex V. 1). Other food products, such as sugar and edible oils,
are subject to variable levies. Meat imports (frozen beef and veal meat, other frozen meat and edible
offal) were reserved for the Government Trade Administration, but are now privatized. Beef imports
have been liberalized and are no longer handled exclusively by the Government.46

96. A number of trade measures affecting the food processing sector will change as a result of
Israel's commitments under the Uruguay Round Agreement. Tariffquotas will replace non-tariffimport
restrictions in sectors such as dairy products (milk and cheese), edible fats and oils, and bovine meat
(Table V.5). However, existing import restrictions will be maintained for cheese and milk and crearn
concentrated powder granules of a fat content exceeding 1.5 per cent. For example, an import quota
of 34 tons on processed cheese has been fixed for 1995 and will be increased to 68 tons over a five-year
period. The import quota on other cheeses is higher, but the tariff rate is also higher (250 per cent
against 150 per cent levied on processed cheese).

97. Until 1987, around 95 per cent of the cigarette market in Israei was covered by the local
monopoly, Dubeck Inc. In 1988, a change in the taxation of tobacco products reduced the relative
price of imported cigarettes from 3.2 times the price of local cigarettes to 1.7 times their price. As
a result, the share of the local monopoly producer in domestic consumption decreased to approximately
70 per cent.

45It was not possible to ate the nominal protection rates of different industries in Israel, because ad valorem
equivalents of the different types of tariff rates (specific, combined and alternative) were not available. Effective
protection of the Israeli food industry appears to be relatively high, when comparing the average import tariff
rate levied on raw materials (1.4 per cent), with those levied on semi-processed products (5.7 per cent) and fully
processed goods (8.5 per cent) (Chapter IV).

46The Knesset has approved legislation that permits beef to be imported by only those possessing a Kosher
certificate (USTR, 1994).
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(ii) Textiles and wearing apparel (ISIC 321-322)

98. The textiles and clothing industries in Israel account for 8.5 per cent of industrial production
and for about 15 per cent of industrial employment, with almost 50,000 persons employed, mostly
in the clothing and made-up textiles branch, in 1991. Employment in the sector grew by 2.4 per cent
in 1991 - the first increase after a long period of decline (Tables V.8 and AV.6) and, according to
the latest data, increased by a further 10 per cent in 1992.`' The clothing and made-up items branches
are relatively more oriented towards export markets than other parts of the sector; in 1990, the share
of exports in gross output was close to 40 per cent for clothing and made-up textiles, and 22 per cent
for textiles. Within the textiles sector, the main activity is the weaving of fabrics and manufacture
of synthetic yarns and fabrics (63 per cent of textile production). Outerwear represents almost
70 per cent of clothing production.

99. Production in both industries stagnated in the early 1980s. Textile output fell by an annual
average rate of 0.4 per cent in the period 1979-85 and by 0.5 per cent in the period 1985-91. After
falling by an average rate of 0.3 per cent in the first period, clothing production recovered in the later
years, with an average annual growth rate of 3.5 per cent (Table AV.4). Production of textiles and
clothing has steadily increased since 1990. Most of the increase in output is attributable to a significant
rise in labour productivity and capital utilization. The recovery of textile and clothing production also
stemmed from the improvement in profitability which occurred in 1989, as a result of restructuring
and the expansion of demand.48 The restructuring process included the closure of unprofitable firms.
The expansion was accompanied by a large boost in investment in 1990 and by a continuous growth
in exports (Table V.9). In 1992, textiles production grew by 2.5 per cent and clothing production
by 9.3 per cent.

100. The use of new technology and the implementation of automation in the textile and apparel
industries through major capital investment. have also contributed to the sector's growth. The main
thrust ofgovernment policy is towards promoting investments in new technologies for factories willing
to purchase sophisticated machinery with an orientation to speciality yarns and fashionable fabrics and
garments.

101. Textiles and clothing account for almost 11 per cent ofindustrial expos (Table V.9). Exports
have steadily grown since 1980, except in 1989 for the textile sector, and in 1988 and 1991 for the
clothing sector (Table AV.5). The emphasis in the exporting sector is towards high quality, well designed
products using new technologies and well organized and efficient management.' The value of textiles
exports increased from US$153 million in 1980 to US$262 million in 1991, while clothing exports
grew from US$313 million to US$574 million in the same period. In 1992, exports of textiles and
clothing reached US$279 million and US$667 million, respectively. The principal export items are
weaving of fabrics and synthetic yarns in the textiles sector, and outwear, tailoring and dressmaking,
and underwear in the clothing sector. The European Union (United Kingdom and Germany) and the

47According to Gargir (1990), the Israeli textile branch suffers from a lack of skilled labour. The industry
has difficulty in replacing the growing number of professionals approaching retirement age.

48Bank of Israel (1991b).

49According to Efrat, Shalev and Raz (1988), Israel's export capability has benefited from heavy investment
in new technology, educational emphasis on technology, sophisticated infrastructure and organized marketing.
For example, the apparel section, the largest branch in the industry, is very sophisticated with the most up to
date machinery, automation and new production methods.
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United States together receive more than 90 per cent of total exports of textiles and clothing, under
the free-trade agreements.

102. Until 1986, Israel was a signatory to the Multifibre Arrangement (MFA), but did not renew
its membership thereafter. Exports of Israeli textiles have never been restrained by MFA quotas, except
in Norway for a limited period of time.

103. Most raw materials for the textiles and clothing industries are imported. For example, it is
estimated that around 70 per cent of all major raw materials for the knitting industry are imported.50
This includes cotton, acrylics, polyester and wool yarn. On average, 70 per cent of annual imports
of knitted goods consists of knitted fabrics, which undergo further processing (cutting and sewing)
to be made into garments. Imported knitted consumer goods, although having a general upward trend,
have not made an impact on the local market.

104. In 1991, the value of imports of textiles and textile articles (HS section XI) was US$594 million,
up from UJS$552 million in 1990, and accounted for 3.5 per cent of total merchandise imports. The
main import items were man-made staple fibres, man-made filaments, and cotton (Table AV. 18).

105. Since January 1989, ail textiles and clothing goods from the European Union enter Israel duty-
free, as will the last group B ("sensitive" products such as T-shirts and woven cotton shirts) of U.S.
textile goods by 1995. Imports from EFTA countries can also enter duty-free since January 1993.
Protection against imports from m.f.n. sources is relatively high in the textiles and clothing sectors,
which are considered as "sensitive" by the Israeli Government. M.f.n. ad valorem averages are among
the highest in the economy. In addition, a large number of textiles and clothing items are subject to
specific, combined and/or alternative import duties, which may considerable increase the tariff protection
calculated using ad valorem duties only. In 1993, the simple average m.f.n. ad valorem tariff was
17.1 per cent for textiles imports and 28 per cent for clothing imports. Tariffescalation ofad valorem
m.f.n. rates is significantly high in the sector.51 A number ofproducts, such as overcoats, suits, shirts,
blouses, blankets, bed and table linens, and sewing thread of man-made staple fibres, are subject to
a 36 per cent tariff (Table AV.8). Certain products are subject to import surcharges and standards
requirements.

(iii) Wood, cork and furniture (ISIC 331-332)

106. The woodandwood products industry accounts for 3.3 per cent ofIsrael's industrial production
and for around 5 per cent of employment. Production increased on average by an annual rate of
5 per cent in the period 1985-91, by 11.2 per cent in 1991 and by 12.4 per cent in 1992 (Tables V.8
and AV.4). The main manufacturing activity within this industry is carpentry for furniture and building.
Plywood production expanded from around 96 thousand cubic metres in the period 1970-80 to more
than 112 thousand cubic metres in 1991.

50MGargir (1990).

51Effective protection appears to be high, as ad valorem tariffs escalate considerably in this industry. The
average ad valorem rate levied on raw materials is 0.7 per cent, while semi-processed items are subject to an
average rate of 15.5 per cent, and fully processed textiles goods to 20.9 per cent. Clothing imports are subject
to an average rate of 28 per cent.
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107. The industry is mainly oriented towards the domestic market; less than 7 per cent of gross
output is exported. The sector accounts for a low share of industrial exports (0.7 per cent). The value
of exports for the last three years (at current prices) has fluctuated between US$50 and 60 million
(Table AV.3). The main export items are furniture (69 per cent of the sector's exports in 1992) and
basic manufacture of wood (29 per cent).

108. Imports ofwood and wood products are subject to an average ad valorem tariffof 11.1 per cent.
Furniture imports are subject to an average tariff of 17.8 per cent. Higher rates are levied on imports
of plywood (29 per cent) and wood marquetry (24.8 per cent) (Table AV. 10). Specific and/or alternative
import duties are also levied on certain wood manufactures. Tariff escalation is relatively important;
the average ad valorem rate levied on raw materials is almost one-half of the average rate levied on
finished goods, and effective protection can thus be expected to be substantial.

(iv) Paper. paperboard and printing industries (ISIC 341-342)

109. The printing and publishing industry is the sixth largest industry in Israel, accounting for
j.4 per cent of industrial production and 5.5 per cent of industrial employment (Table V.8). Since
1970, the industry's production has increased regularly, except in 1988, 1989 and 1991, when it
marginally declined. In 1992, printing and publishing production grew by around 9 per cent
(Table AV.4).

110. Israel's paper and paper products industry is relatively small, accounting for 2.4 per cent of
industrial production. Apart from 1988, output grew in each year during the period 1979 to 1992.
Paper and cardboard production grew fro:n 124,000 tons in 1980 to 202,000 tons in 1990. Cardboard
is the most important item, accounting for 46 per cent of the industry's production in 1990.

111. These industries are mainly oriented towards the domestic market; the share of exports in
gross output is 1.5 per cent for the printing and publishing industry and 4.2 per cent for paper and
paper products. Together, they account for 0.8 per cent of industrial exports from Israel. The value
of exports increased from US$36 million in 1980 to US$75 million in 1992 (Table AV.3). The main
export items are paper and cardboard products and printed books (Table AV. 18).

112. Imports of paper, paperboard and manufactures thereof (SITC 64) reached US$286 million
in 1991. The average ad valorem tariff levied on imports of paper and paper products is 6.7 per cent,
and 10.1 per cent on printed products. High averages are found for postcards (30.4 per cent), and
paper containers and boxes (21 per cent) (Table AV. 10). The true nominal tariff protection may be
higher as certain products. such as paper and paperboard, are subject to alternative import duties.
Tariffescalation - and hence effective tariff protection - in this sector is high: the average rate levied
on raw materials is zero, while that on semi-processed goods is 4.5 per cent, and that on fully-finished
products 12.6 per cent.

(v) Chemicals and petroleum refineries (ISIC 351, 352, 353 and 354)

113. The chemical and oil products industries rank among the four major industrial activities in
Israel, accounting for almost 11 per cent of industrial production and close to 19 per cent of industrial
exports. More than 40 per cent of their output is exported (Tables V.8 and V.9).

114. The industries are very dynamic, registering high rates of growth in production, exports and
investments (Table V.9). Production increased by an annual average rate of 3.9 per cent in the period
1985-91, and by 10.3 per cent in 1992 (Table AV.4). Exports have also strongly expanded during
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the 1980s; however, the export growth rate slowed down in 1991, mainly due to a decrease in export
prices (Table A.V.3).

115. Exports reached US$1,542 millionin 1992, up from US$723 million in 1980. Themainexport
items are basic industrial chemicals (organic chemicals), miscellaneous chemical products n.e.c.
(fertilizers), and pharmaceutical products. The main export markets are the European Union (mainly
Italy, Netherlands and United Kingdom) taking 45 per cent of Israeli exports, and the United States
receiving 17 per cent of exports.

(a) Chemicals

116. The chemical sector is one ot the most stable industrial sectors in Israel, exhibiting steady
annual sales and export growth rates of around 4 per cent over the past twenty years. A relatively
small work force of less than 20,000 people makes the chemical industry, Israel's leading sector in
sales per employee (around US$220,000 per worker).32

117. Israel has a highly developed chemical industry, which processes domestic and imported crude
oil and domestic potash. bromine, chlorine, magnesium, and phosphates from the Dead Sea and the
Negev. Chemicals are the third largest contributor to exports (after electric and electronic equipment
and diamonds). Around one-third ofdomestic production is exported. Fertilizers, which are produced
from Dead Sea brine and Negev Desert phosphate deposits, account for the major portion of Israel's
chemical production. Other chemical products include petrochemicals (including specialty chemicals),
pesticides, pharmaceuticals, detergents, paints, and perfumes.

118. Research and development activities are relatively important in the chemicals sector, where
in 1990, almost NIS 120 million were spent onR&D activities. The Israeli Government financed around
28 per cent of this amount.

119. There appear to be certain restrictions in the Israeli pharmaceutical sector. These mainly affect
competition in the domestic market through requirements ofpharmacy registration, regulations on the
establishment and location of pharmacies, and price controls. Imports of pharmaceutical products are
subject to strict standards and health regulations.

120. Imports of chemical products reached almost US$1.4 billion in 1992. Organic chemicals and
pharmaceutical products were the main import items (Table AV. 18). Imports of industrial chemicals
are subject to an average ad valorem tariff of 3.6 per cent, with a higher average of 11.2 per cent
applying on fertilizers and pesticides. Most basic industrial chemicals enter Israel duty-free. The average
tarifflevied on imports of other chemical products is6 per cent. Within this sector, the highest average
tariff (42.4 per cent) is levied on matches and pyrotechnic articles (Table AV. 11). The true tariff
protection may be higher as certain chemicals are subject to specific and/or alternative import duties.
A number of products are also subject to standards regulations.

52Israel's chemical industry is relatively well diversified, producing items such as sulphuric acid (136,000 tons
in 1991), polyethylene (125,000 tons), ammonia (55,000 tons), paints (48,000 tons), chlorine (36,000 tons),
and caustic soda (32,000 tons)
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(b) Petroleum refining and products

121. Until mid-1988, the oil sector in Israel was characterized by heavy government involvement
and control of all aspects ofthe market, including planning and administration, oil purchases, transport,
refining and price regulations. Widespread government intervention resulted in a closed market for
the sector, with exclusive rights granted to companies involved in crude oil import, refining, and
marketing the refined products; lack of competition, as the companies operated on a cost-plus basis
and therefore had minimal incentives to take advantage of market opportunities; and lack of market
contestability as no new competitors were admitted. Since mid-1988. the sector has been undergoing
changes resulting from the implementation of measures aimed at reducing government involvement.

122. Implementation of the reform process has been gradual. The Government now determines
only the maximum prices for refined oil products. The portion of crude oil imports purchased through
long-term contracts with oil-producing countries has decreased, while the portion of imports purchased
through the "free market" has increased. According to the Israeli authorities, the aim of the reform
is to ensure freedom of entry into the import, supply and marketing branches of the oil sector, and
to reduce government involvement. Among the matters which the Government intends to address in
the near future are: (i) the reform ofstandards, in order to facilitate an easier environment for importing
refined products; (ii) the reduction of the scope of long-term agreements and transactions between
the Government and the oil companies53; (iii) the encouragement of the establishment of additional
pumping, transport and storage facilities to stimulate competition and lower prices for these services;
and (iv) the implementation of legal and administrative conditions to stimulate competition at the filling
station level.

123. Supply ofthe refined products at the retail level is done by around 525 filling stations throughout
the country. Large consumers in the industrial, agricultural and commercial sectors, acquire their
supplies directly from the oil companies.54 These sectors benefit from competition in oil supplies,
which has stimulated price reductions, relative to the maximum level permitted for fuels for industrial,
agricultural and residential users. Similar reductions are not evident at the filling station level, where
customers pay the maximum authorized prices. Te slow rate of licensing and building of new gasoline
stations, limits the entry ofnew companies to this segment ofthe market, and the consequent competition
which their entry would generate.

124. During 1991, imports of crude oil and refined products totalled about 9.6 million tons. The
value of these imports was US$1,280 million. Israel also exports surplus refined products. During
1991, 1.4 million tons of oil products were exported.55

125. Liquid petroleum gas ('LPG) is used in Israel for cooking, heating and as an industrial feed
material in the petrochemical and other industries. In 1991, about 204,000 metric tons of gas were
supplied. Until mid-1989, the gas market in Israel was highly controlled and the prices of gas were
determined on a cost-plus basis. The market was shared by four companies, and new companies were

53The Government determines the total amount of crude oil imported under these agreements, the quantities
imported by each of the oil companies and the supply source.

54Some of these consumers solicit bids for the supply of refined products from the various oil companies,
taking advantage of competition and the market opportunities which emerged with the entrance of new oil companies
(Ministry of Energy and Infrastructure, 1992).

55Ministiy of Energy and Infrastructure (1992).
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not permitted to participate. There were no incentives for competition and efficiency. In the second
half of 1989, new legislation provided that any company or entity which complies with the relevant
licensing and safety laws and regulations, may import and market gas. The government-owned company,
Oil Refineries Ltd., is obliged to supply and sell LPG to any authorized operator in the market.'

126. Gas prices are controlled by the Government of Israel. In January 1990, the price control
was temporarily lifted, and in June of the same year, following a sharp rise in gas price. it was reapplied
and a price ceiling was imposed.

(vi) Rubber and plastic products (ISIC 355-356)

127. The rubber and plastic industry accounts for more than 5 per cent of industrial production and
almost 5 per cent of industrial exports. More than 34 per cent of rubber and plastic gross output is
exported. The plastic products sub-sector is by far more important than the rubber sub-sector in terms
of production, number of establishments and employees. In 1990. more than 85 per cent of the industry's
gross output came from the plastics branch.

128. Rubber and plastic production has steadily increased over the past years, except in 1988. when
production declined by almost 10 per cent.' The average annual growth rate of production was
4.5 per cent for the period 1979-85 and 4.9 per cent for the period 1985-91. Since 1990. production
growth has jumped to over 10 per cent a year (Table AV.4). Investments in this industry grew also
considerably during the last few years.

129. Exports of rubber and plastic products have performed relatively well, except in 1988 when
they declined by more than 12 per cent (Table AV.5). The value of rubber and plastic exportsjumped
from US$128 million in 1980 to US$451 million in 1992. The main export items are plastic products,
which accounted for 771 per cent of the industry's exports in 1992, and rubber tyres, which accounted
for 16 per cent. The main export markets are the European Union (Germany and the United Kingdom)
and the United States.

130. Imports of rubber products, which reached US$157 million in 1992, are subject to an average
m.f.n. ad valorem tariff of 10.7 per cent. Tariff escalation is pronounced for rubber products: the
average rate levied on raw materials is zero, compared to 8.2 per cent levied on semi-processed goods,
and 11.5 per cent levied on finished rubber product imports. The escalation of tariff rates gives the
manufacturers of the finished products higher effective protection than that implied by nominal rates.
Imports of plastic products. which reached US$614 million in 1992. are subject to an average ad valorem
rate of 11.1 per cent (Table AV. 11).

(vii) Non-metallic mineral products (ISIC 361-362-369)

131. The non-metallic mineral products industry, which includes cement, clay, glass. and ceramic
products, accounts for 3.3 per cent of Israel's industrial production and 0.4 per cent of industrial exports.
The industry is mainly oriented towards the domestic market; only 1.4 per cent of gross output is
exported (Tabies V.8 and V.9).

56In order to stimulate competition. the Government also issued regulations providing that customers may
acquire LPG from the supplier of their choice and may switch suppliers at will.

57Not all sub-sectors performed well; for example, the production of rubber tyres declined from around
1.4 million units in 1970 to 1.2 million units in 1980 and 0.8 million units in 1990.
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132. After having declined by an annual average .ate of 2.8 per cent during the period 1979-85,
non-metallic mineral production increased by more than 9 per cent per yearduring 1985-91. Production
growth accelerated rapidly over the past three years, before settling at 15.6 per cent in 1992
(Table AV.4). The principal products in this industry are cement. clay and lime products (46 per cent
of value added in thc industry for 1990), and non-metallic mineral products. Cement production in
Israel increased from 1.4 million tons in 1970 to 2.1 million tons in 1980, and to 3.3 million tons in
1991. Glazed tile productionalso increased from around 35 million units in 1970 to close to 150 million
units in 1991. Both sectors have benefited from the construction boom in Israei in recent years,
especially since 1990.

133. Between 1985 and 1991, exports increased by an average rate of almost 6 per cent per year
(Table AV.5). The value of exports was around US$26 million in 1992. The main export items are
clay and lime products for building, and glass and glass products (each accounting for 27 per cent of
the sector's exports).

134. The average ad valorem tariff on imports of pottery. china and earthenware is 10.7 per cent.
and on imports of glass and glass products 9 per cent. Other non-metallic mineral products are subject
to an average rate of6 per cent. Imports ofceramic products are subject to higher rates (Table AV. 12).
Certain pottery. china. earthenware. glass. glass produce, and structural clay products are subject to
alternative import duties.

(viii) Fabricated metal products (ISIC 381)

135. The metal products industry is the second largest sector in Israel. accounting for 13.5 per cent
of industrial production. 14 per cent of industrial employment, and 8.5 per cent of industrial exports
(Tables V.8 and V.9). The industry is relatively well diversified; the leading sub-sectors are structural
metal works and metal workshops (25 per cent of the sector's production). cutley. tools and accessories.
and eating and cooking utensils.

136. Metal products production grew by an average annual rate of 2.8 per cent between 1979 and
1985. and by .5 per cent in the period 1985-91. The industry has also benefited from the construction
boom in Israel. The annual real growth of production was 10.7 per cent in 1991, and 6.1 per cent
in 1992 (Table AV.4).

137. The industry is also relatively dependent on export markets, as more than 30 per cent of gross
output is exported (Table V.8). Metal products exports steadily increased until 1990 (Table AV.5).
However. in the last two years. exports declined and were around US$609 million in 1992. The main
export items are metal products n.e.c.. cutlery. hand too's and accessories.

138. Imports of manufactured metal products are subject to an average ad valorem tariff of
9.3 per cent. Spoons. forks and similar kitchen or tableware receive the highest tariff protection
(34.4 per cent). The truck tarif protection may be higher than that implied by these averages. az certain
metal products are subject to specific import duties. Certain products are also subject to automatic
import licenses and standards (Table AV. 14).

(ix) Machinery and equipment (ISIC 382-383)

139. Non-electric machinery accounts for 3.2 per cent of industrial reduction for per cent
of industrial exports. The main activities in this industry are the manufacture of com inestic
machinery (accounting for more than 50 per cent of the industry production) and iin building
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machinerv. Production of non-electric machinery increased by 2.2 per cent between 1985 and 1991.
In 1992, it grew by almost 13 per cent (Tables V.8 and AV.4).

140. Around 23 per cent of gross output is exported. Non-electric machinery exports increased
by an average annual rate of more than 12 per cent between 1979 and 1985. Since 1985, export growth
has slowed. The value of exports increased from US$91 million in 1980 to USS317 million in 1990.
In 1991, it declined by 9 per cent, mainly due to a fal in the exported volume (Table AV.3). Exports
recovered in 1992. and reached US$325 million. The main export item is industrial and building
machinery.

141. Imports of machinery and equipment are subject to an average ad valorem tariffof 7.2 per cent.58
Higher rates are levied on products such as portable electric lamps (42.4 per cent), electric blankets
(36 per cent). electric transformers (27.4 per cent), air-conditioners (19.6 per cent). refrigerators
(15.9 per cent) and washing machines (10 per cent). The tariff protection may be higher than that
implied by these averages, as certain products from these industries are subject to specific or alternative
import duties. Certain products are also subject to automatic import licences and standards regulations
(Table AV. 15).

142. The electrical and electronic equipment industry is the leading sector in Israel, accounting for
17.5 per cent of industrial production. The sector is also the third largest industrial employer after
the food, beverages and tobacco industry. and the metal products industry. In 1991, more than 45,000
persons (14 per cent of industrial employment) were employed in the sector. The main branch in the
industryy is electronic equipment (Table V.8).50 Around 50 per cent of gross output is exported.

143. Electrical and electronic equipment production increased by an average annual rate of5 per cent
in the period 1979-85 and slowed down to an annual rate of 0.3 per cent in 1985-91. Since 1990,
the industry has steadily expanded. In 1992. production grew by 7 per cent (Table AV.4).

144. Electronics is considered as one of the key sectors of the Israeli economy due to its export
capabilities and military importance for the country.60 Research and development activities are considered
to be essential elements in the industry's performance. In 1987, the electronics industry employed
around 35.000 persons. with 13 per cent of total manpower engaged in research and development.
Israel's strength in electronics is centre around three main product areas. including military equipment.
medical systems. and telecommunications. Israeli electronics firms devote most of their resources to

58The average tariff levied on non-electric machinery imports is 5.7 per cent. while the average for imports
of electical machinery and apparatus is 9.5 per cent.

59The electronic equipment branch alone accounts for around 14 per cent of total industrial production and
employs more than 35.000 persons. More than 85 per cent of electrcal and elecronic equipment GDP is accounted
for by radios. gramophones. communications and elctronic equipment includingg television sets).

60The defenct-rclated electronics sector in Israel bas largely contributed to the industry's development and
exr4nsion over the years. Military research and developrnnt achievements also produced spinoffs for civilian
technology. Tht lsrael Aircraft Industries (IAI). whose electronics division alone is by far the largest electronics
manufacturer in the country. has ben the main player in the industry. Close cooperation between the company
and its main custcr. the Isracli armed forces, ensured cost-ffectiveness. The fart that IAI and other Isrwli
clectronies and avionics systems have been t=;ed under opeational conditions in recent years has addcd to their

in ierational m;l=. Civilian tedmologeshave also indutly bcefited frm this peformane
(Expor Briefing on Isracl's Electronics and Software industry. by the Israel Export Institute).
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the production of high value added electronic equipment such as computers, medical electronics -nd
lasers, mostly for expert.

145. The Government supports the development of this sector by participating in research and
development financing.' Around 65 per cent of government financing of R&D in 1990 was for
electronic equipment and 5 per cent for electrical equipment. The share of government participation
in total expenditure on R&D for electrical and electronic equipment is also among the highest in the
economy.

146. This setor accounts for more than 20 per cent of Israel's industrial exports (Table \.9). Exports
increased by an average annual rate of 27 per cent between 1979 and 1985. The growth in exports
slowed to around 7 per cent per year in the period 1985-91. The value of exports jumped from
US$287 million in 1980 to USS1,637 million in 1990 and to US$2,296 million in 1992, after a small
decline in 1991 (Table AV.3). The most important export items are electronic equipment for control.
science and medical uses. which accounted for 62 per cent of the industry's exports in 1992, and
communication equipment (27 per cent of exports). The competitiveness in world markets of Israeli
high technology products is enhanced by a number of incentives such as tax and investment incentives.
including tax exemptions, government grants and loan guarantees.1 The free-trade agreements with
the European Union and the United States may also provide an advantage to Israeli products over
products from competing countries.

(x) I ransport equipment (ISIC 384)

147. The transport equipment industry accounts for 6.8 per cent ofindustrial production andemploys
around 18.600 persons (Table V.8). The production of transport equipment in Israel had declined
sharply in 1987 and 1988 (by 10 per cent and 20 per cent, respectively), before recovering in 1989.
Growth thern accelerated to reach 8 per cent in 1992 (Table AV.4>.'3 The main activity in this sector
is tie manufacture and repair of maritime vessels and aircraft. Road transport equipment production
in Israel is limited to the production ofcommercial vehicles. whîch has plummeted from around 5.400
units in 1970 to 2.300 in 1980 and 900 in i991 and 1992.

148. The structure of the industry implies high export orientation; more than 65 per cent of gross
output is exported. Transport equipment accounted for 7.3 per cent of industrial exports froin Israel
in 1991, increasing in value fr^m USS398 million in 1980 to US$701 million in 1992. Aircraft and
their equipment accounted for more than 90 per cent of sectoral exports.

149. Certain domestic regulations may restrain imports oftransport equipment or reduce competition
in the domestic market by restraining entry. For example, motor vehicles may be imported into Israel

61heCGovemment also encourages foreign investment andjoint ventures in Isral's high technology industries.
Thc Ministry of lhdustry and Trade offers programmes that assi.ct foreign businesses in setting up joint research
and development, in establishing manufacturing facilities, and in creating strategic alliances with organizations
in Israel for licensing, manufacturing. andior marketing of products.

62Estimates of the total amount of assistance were not available.

"The industry's recovery was accompanied by a strong increase in investments; investment in the transport
equipmnet sector expanded by almost 19 pcr cent in 1989, 44 per cent in 1990. and 64 per cent in 1991
(Table V.9).
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only if a direct dealer network is established. In principle, this is to guarantee the normal supply of
spare parts.

150. A substantial reform in transportation taxation was carried out in several stages betweenJuly 1990
and May 1991. Purchase taxes on motor vehicles were reduced to a uniform rate of 100 per cent,
instead of four groups of rates which ranged between 110 and 220 per cent in the past.

151. The average m.f.n tarifflevied on transport equipment imports is 4.2 per cent. Vessels and
other floating structures are subject to an import tariffof 100 per cent. Aircraft may be imported into
Israel duty-free (Table AV. 16) .'

(xi) Other manufactures ([SIC 323, 324, 3 ,1, 372 and 385 to 390)

152. This category of other manufactured products includes a variety of sectors wich are relatively
small in Israel. such as leather products and footwear, basic metals (iron, steel and non-ferrous metals),
professional. scientific and controlling instruments, photographic apparatus, clocks and watches, jewellery
and related articles, musical instruments, and toys. Their share in total industrial production and other
indicators of economic activity are given in Tables V.8 and V.9. The average ad valorem tariffs levied
on imports of these products are given in Tables AV.9, AV. 13 and AV. 17.

64Israel is observer to theCivil Aircraft Agreement.
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Annex V.1
Agricultural import policy, 1993

The following section contains a summary of Israel'sagricultural policy as in effect at the end of 1993. The
Annex is based on a communication by the Israeli authorities. It is expected that the system of agricultural
protection will change beginning in 1995 as a result of Israel's liberalizations commitments in the Uruguay Round
Agreement on Agriculture, such as the tarification of import restrictions.

List 1 Self-sufficiency of supply

Import licences on these products are not granted, except in cases of marked shortages as a result
of natural conditions. In such cases, special levies could be invoked.

H.S. Description

02.01 Beef meat, fresh or chilled
02.04 Sheep and goat meat, fresh, chilled or frozen
02.07 Frozen poultry
02.09 Poultry fat
03.01 Live fish, except ornamental
03.02 Fish fresh or chilled
03.03 ex Fish, frozen, from fresh water: carp, red mullet, tilapia
04.01 Milk and cream
04.03 Milk products
04.05 Butter
04.06 Cheese, of a type produced in Israel
04.07 Eggs, in shell. for human consumption
04.08 Eggs, not in shell
04.09 Honey
07.01 Potatoes, fresh (not for sowing)
07.02 Tomatoes, fresh
07.03 Onions, garlic. etc., fresh (United States only: garlic 50 tons)
07.04 Cabbages, cauliflower, etc., fresh
07.05 Lettuce, etc., fresh
07.06 Carrots. turnips, etc., fresh
07.07 Cucumbers, etc.. fresh
07.08 Leguminous vegetables, fresh
07.09 Other vegetables, fresh
07.10 Vegetables (prepared) frozen
07.14 2000/4 Sweet potatoes
08.03 Bananas, flesh
08.04 ex Dates. avocado. guava, mango, fresh or dried
08.05 Citrus fruit, fresh or dried
08.06 ex Grapes, fresh
08.07 Melons and papayas, fresh
08.08 Apples and pears
08.09 Apricots. cherries, peaches, plums, fresh
08.10 1000/1 Strawberries
08.11 Fruit and nuts, frozen (except for fruit pulp)
08.12 ex Fruit and nuts, provisionally preserved: apples, plums and grapes
08.14 Peel of citrus or melon
10.05 ex Popcorn (United States only: 90 tons)
12.02 Peanuts (sec 20.08.1000)
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15.09 Olive oil
15.10 Olive oil
16.02 3000 Meat of poultry, prepared or preserved (other than homogenized)
16.04 ex Preparations of fish from fresh water (including sardines and sparats '16.04.1300), but

excluding caviar)
20.04 1900/0 Potatoes, prepared, frozen (other than homogenized or from flour or meal)
20.05 ex Prepared vegetables, not frozen: peas, corn, carrots, tomatoes, potatoes (other than

homogenized or from flour or meal)
20.08 1000 Peanuts, roasted and prepared (United States only: 200 tons for industry, 50 tons consumer

pack) - out of which up to 120 tons unroasted, under 1202
20.08 ex 9900 Preserved and prepared fruits and nuts: plums and prunes prepared only
20.09 5000 Tomato juice (United States only: 150 tons)

6000/3 Grape juice

List 2 Automatic licensing

The following agricultural products are imported into Israel without restriction, except for certain
products on which agricultural policy considerations or State trading arrangements require the use of variable
levies (AVL).

Licenses are issued automatically when health, labelling, phytosanitary and veterinary requirements
are met. For products which are to be labelled Kosher, a Kashrut approval must be granted bv the Israeli
Rabbinate.

H.S. Description

02.06 Edible offals (AVL)
02.09 ex Other fat, except poultry fat
03.01 Decorative fish, live
03.04 ex Fish filet, frozen: other than from fresh water. AVL, currently 0
03.05 Fish, dried and salted
03.06 Crustaceans: lobster, whole
03.07 Molluscs
04.02 9000 ex Milk. concentrated (AVL)
05.04 Guts and bladders of animals
05.05 Feathers
05.11 Bovine semen, fish waste, etc.
06.01 Bulbs, tubers, etc.
06.02 Other live plants
06.03 Cut flowers
06.04 Palm leaves, other greens
07.11 Vegetables provisionally preserved, except olives and tomatoes
07.12 Dehydrated vegetables
07.13 2000 Garbanzo beans (chickpeas) (AVL)
07.13 ex Leguminous vegetables (except for chickpeas)
07.14 Manioc, arrowroot. etc. (except sweet potatoes)
08.01 Coconuts, Brazil nuts, cashews
08.02 Almonds, pecans, hazelnuts, walnuts, chestnuts, pistachios, etc., AVL on almonds and

pecans, AVL on walnuts currently 0 for the United States
08.03 2000 Dehydrated bananas
08.04 Figs, pineapples
08.12 Fruits and nuts provisionally preserved (except during barvesting season and except for

apples and plums) AVL currently 0
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08.13 Other dried fruit (except prunes, including apricots, apples, etc.), AVL on mixtures
09.10 9910/1 Celery and dill seeds for sowing
10.01 Wheat autom. from United States only after arrangement for local production purchase

and according to the Bilateral Agreement
10.02/5 Rye autom. from United States oniy
10.03 Barley autom. from United States only, after arrangement for local production purchase
10.04/1 ex Oats
10.05 Corn (from United States only)
10.06 Rice
10.07 Sorghum (from United States oniy)
10.08 100(/1 Buckwheat
10.08 2000/0 Millet, AVL
10.08 9900 Other grains for fodder auto. from United States only
11.04 2310 Corn meal and grain, without buds
11.08 Starches, inulin (AVL) reduced levy from United States
12.01 Soybeans autom. from United States only
12.05 Rapeseed, AVL
12.06 Sunflower seeds, AVL
12.07 Oilseeds - some categories need no licence, AVL currently 0
12.07 6000 Saflower seeds AVL
12.08 9010 Flour and meal from poppyseeds suitable for consumption
12.09 Seeds, fruit and spores, for sowing
! 4.04 9000 ex Other products of plants: pollen AVL
15 Entire chapter - Edible oils (except olive oil 15.09, 15.10) AVL
16.04 ex Prepared fish (other than from fresh water, sprats and sardines) AVL, United States

reduced AVL for tuna fish
16.05 Prepared lobster, snails etc., (other than shrimp and calamar)
17.01 Sugar
17.02 3000 Liquid glucose AVL, United States reduced
19.02 Pasta products, AVL
19.03 Tapioca
19.05 Bread, cakes. pastry, biscuits, etc., AVL
20.01 Vegetables, prepared by vinegar
20.03 Mushrooms, prepared
20.05 Vegetables, prepared or preserved, not frozen (except for carrots, peas, corn, potatoes

and tommatoes)
20.05 Vegetables, prepared or preserved, not frozen, homogenized (baby food)
20.07 Jams, jellies, etc., AVL
20.08 Fruit and nuts, prepared or preserved (except for peanuts and plums), AVL
20.09 4000 Pineapple juice
20.09 ex Other fruit juices (except for tomato, grape, apple and citrus)
21.03 2000 Tomato ketchup
21.04 Soups and broths not containing meat, AVL
21.05 Ice cream and frozen items
21.06 9010 Jelly powder
2 .06 9020 Casein products
21.06 9099 ex Pollen and its products AVL
22.04 Wine of fresh grapes AVL
22.05 Vermouth and other flavoured wines, AVL
22.06 Other fermented beverages AVL
22.07 1050 Alcohol etc., for the production of alcoholic beverages AVL

1099 Alcohol and alcoholic beverages AVL
23.02 Sharps and bran
2304/05/06 Oil cake for animal feed
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24.01 Tobacco - fiscal levy
52.01 Cotton

List 3 lmport quotas

The products listed are subject to agricultural policy considerations. According to the Government
of Israel, unlimited imports could disrupt government programmes to control production. Import quota levels
are set in line with levels of past trade. Variable levies (AVL) are applied as noted.

Description Annual world quota

Live animals of the bovine species
Live sheep

Live chicks (chickens or turkeys)

Lamb meat, frozen, AVL

Fish, frozen, from salt water, AVL

Shrimp

Octopus (calamari and cuttle fish)

1000/2000 Milk powder AVL
Cheeses, of types net produced in Israel, AVL

Poultry eggs for hatching

Potatoes, for sowing
2000 Garlic dry, AVL, USA, FTA

Vegetables. frozen

ex Vegetables, provisionally preserved olives and tomatoes
Grapes, dried (raisins)

United States FTA Quota: mid. February-June

Dried plums (prunes)
United States FTA quota: February to June

Fruit and nuts, frozen: fruit pulp, except for apple

Fruit and nuts, provisionally preserved

Corn for popcorn USA FTA

Peanuts

Gefilte fish, United States FTA quota
1000 Tomatoes, prepared or preserved

Vegetables, prepared, frozen, other than homogenized
or from flour or meal, (except potatoes)
Vegetables, prepared or preserved, not frozen, from
flour or meal

1000 Peanuts, see List 1

ex Citrus juice

5000 Tomato juice, USA FTA
7000 Apple juice, EFTA FTA

100 hcad
100 head
5000 units
(chicks or eggs)

To be announced

3,500 tonnes

+ 1,000 EFTA
12 tonnes

6 tonnes
6000 tonnes

200 tonnes

sec live chicks
2000 tones
50 tonnes
500 tonnes

500 tonnes

0 tonnes
500 tonnes
0 tonnes
600 tonnes
500 tonnes

500 tonnes

90 tonnes

15 tonnes
100 tonnes

750 tonnes

500 tonnes

10,000 tonnes

150 tonnes

1,000 tonnes

Israel

H.S.

01.02
01.04
01.05

02.04
03.03

03.06
03.07
04.02
04.06
04.07
07.01
07.03
07.10
07.11
08.06

08.13

08.11
08.12
10.05
12.02
16.04
20.02
20.04

20.05

20.08
20.09
20.09
20.09
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List 4 State trading

The agricultural products listed below are imported in the framework of State trading.

02.02 Beef and veal, frozen
02.04 Other meat, frozen

List 5 No commercial interest

For the listed products, no commercial interest has been expressed. No policy is being declared at
this time.

01.C Live pigs
01 .-4 Live sheep
01.05 Live chickens (not chicks)
02.03 Meat of swine
02.05 Horse meat, donkey meat
02.08 Rabbits, frogs legs, other animals
02.10 Salted meat
04.10 Other animal products
15.01 Lard
16.01 Sausages
16.02 Meat, prepared
16.03 Extracts, juices, etc., of meat
20.04 Frozen vegetable products, homogenized or from flour or meal
22.02 9000 Beverages made from milk

Source: Ministry of Agriculture.
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Annex V.2
Israel's Energy Economy
(Based on Ministry of Energy and Infrastructure, 1992)

Israel relies almost exclusively on imported fossil fuels, especially crude oil, for its energy requirements,
since domestic production of crude petrolcum and natural gas is negligible. Coal was introduced during the early
1980s mainly to diversify the energy resources; currently it is the major fuel in electricity production. The
Government is examining the possibility of importing liquid natural gas for electricity production. Israel's electricity
generation and supply system is completely isolated from neighbouring countries.

The annual primary energy consumption during 1991 was about 11,222 thousand TOE (tons of oil
equivalent), consisting of approximately 8,300 thousand TOE in crude oil and refined petroleum products, 2,550
thousand TOE of coal and the rest in solar energy. Israel is rich in solar energy and is among the world leaders
indevelopment and utilization ofsolar technologies. The reliance on oil imports means that international petroleum
prices have a substantial impact on the Israeli economy.

To reduce its dependence on imported oil, Israel has diversified its energy sources. In particular.
coal use has been intensified, especially in the electricity production sector. Israel's indigenous energy resources
are quite limited; little oil has been found, even less natural gas, and no coal whatsoever. One indigenous energy
resource Israel has in abundance is sunlight. Used mostly for domestic water heating, solar energy provides
about 3 per cent ofenergy consumption in Israel. A government regulation issued in 1980 mandates installation
of solar water heaters in new houses.

The main goal of Israel's energy policy is to ensure that energy is supplied at the required quantity
and reliability, at the location and time it is needed, and at a minimal societal cost. Pricing policy is viewed
as the most important overall means for ensuring efficient energy use by various economic sectors. Pricing policy
is guided by theprinciple that consumer prices for energy products and services should reflect, as much as possible,
their marginal cost to the economy, with respect to quantity, reliability and timing. This applies both tool products
and electricity.

Price regulation policy depends on the specific sector. In sectors with a monopolistic structure, for
example, electricity generation, the prices are regulated by the government. In sectors where competition exists,
like the oil and gas sectors, maximum prices guidelines are set.

The electricity system in Israel is owned and operated by the Israel Electric Corporation (IEC), a
government-owned company, which supplies over 98 per cent of consumption. The IEC has the exclusive right
to sell electricity in Israel. Electricity price levels are controlled by the Government. Since the end of 1989,
the updating of the electricity tariffs has been carried out according to a formula which takes into account the
frequent updates in fuel prices. Tbe "Time-of-Use' (TOU) tariff, which is based on marginal costs. currently
applies to approximately halfoftheelectricity consumption; it includes all extra-high andhigh voltage consumers,
as well as some major low voltage consumers. The tariff obliges consumers to bear more of the real cost of
generating their electricity (a cost which depends on when the electricity is consumed). The consumer is thus
encouraged to shift his consumption from peak hours, when power is costly, to off-peak hours when rates are
lower.
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VI. TRADE DISPUTES AND CONSULTATIONS

1. Israel has no statutory domestic procedures for conducting consultations or negotiations with
trading partners in case of trade disputes. The GATT dispute settlement procedures can be used for
settling disputes in international trade. Israel also relies on trade consultations mechanisms established
under the free-trade agreements signed with the European Union, the United States and the EFTA
countries.

(1) GATT Dispute Settlement

2. Israel has been involved, as a complainant, in only one GATT dispute settlement case. No
dispute settlement cases have been registered against Israel.

3. The only dispute settlement case initiated by Israel under Article XXIII of the GATT concerned
United Kingdom's restrictions on cotton textile imports. A Panel was formed in October 1972 and
its report adopted in February 1973. Bilateral discussions resulted in a mutually acceptable settlement. ¹

4. Israel has never been involved, as a defendant or complainant, in dispute settlement cases under
the Tokyo Round agreements.

(2) Dispute Seulement outside GATT

5. Dispute settlement procedures are included in the free-trade agreements signed by Israel. For
example, under Article 19 of the Israel - United States FTA, the parties are called to attempt to resolve
their disputes through consultation via a Joint Committee. lfdisputes cannot be resolved in this manner,
then either party may seek the establishment of a "conciliation panel' which has the prerogative of
issuing a non-binding report on the issue in dispute. If one party determines not to use the FTA's
dispute settlement procedures but chooses another international dispute settlement mechanism, such
as under the GATT, then that mechanism has exclusive jurisdiction over the dispute arising under the
FTA. The FTA's dispute settlement mechanism has been used by Israel in one case. concerning rules
of origin for machine tools. No case has been registered against Israel under these provisions.

6. There have been no formal disputes under the EU and EFTA agreements.

¹GATT documents L3741, L/3812, CIM/84, and BISD 20S/237.
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Tuble AI.1
Expon *dhep d pr2e tidices im 1srml, 19U693
<Prcenuage change from previous year)

1906 1907 190 19 199 1" LM 199

Volume indicators

Agncultural producer 10.9 -7.4 -20.1 3.5 1l.6 -3.2 -2.9 -1.6

Citrus fniit -4.5 1.0 -22.2 -21.3 31.4 -25.7 -13.3 -1.6

Other 'fruts and vegetables 12.1 -8.5 -42. 10.4 37.5 7.4 .0.2 -0.6

Other 25.1 -12.7 -5.1 16.6 -7.9 4.? 0.6 -1.4

Industrial products (excl. diamonds) 5.7 9.1 4.0 9.3 5.9 0.7 10.7 14.3

Ores and minerai3s 1.0 4.4 -5.4 ... -3.8 2.7 -3.3 6.2

Food .0.2 15.4 -8.7 11.0 6.9 -7.9 -4.3 6.2

Textiles 9.2 10.2 -10.3 1.3 13.4 4.1 12.5 -1.2

MleWç. machines and electronics 8.0 3.3 11.4 12.3 5.1 0.6 12.7 20.9

Cher.sals 2.4 23.7 4.2 R.1 5.4 2.8 8.5 26.1

Odier industnal pr.ducs S.7 8.6 6.0 Q.6 7.0 1.8 16.7 -0.9

! ,.nx~nds, nert '6.2 20.5 .' -.9 -7.3 -7.9 3.0 1.8

Toal 10.7 10.7 1.2 5.8 1.2 -2.1 9.4 9.3

Tetal. exchiding diamonds 6.1 7.2 1.4 9.7 5.6 0.4 9.6 12.7

Price irorsc

Agncultunral pmdu.ts 7.9 17.4 17.4 -10.2 11.6 1.2 -11.8 .5.7

Citrus fruit 6.1 13.9 1'.7 -5.1 4.3 11.7 -10.2 12.7

Ocher fruits and %-eeNcs 20.9 14.2 29.6 -7.2 8.9 -3.7 -11.4 -7.4

Other 1.8 22.2 15.6 -13.7 17.1 -0.8 -12.7 -10.5

ùWdusiaI products (excl. diamonds) 2.4 7.7 10.0 2.3 5.4 -0.7 1.6 -3.1

Orcs and minerals -3.5 -3.3 15.8 13.3 -1.6 4.6 4.8 -7.5

Food -12.8 13.4 310 -2.9 R.3 -11.1 8.3 -9.9

Texi1es 12.5 :5.4 20.7 -2.2 9.4 3.7 0.8 -6.0

Metals. machinery and ekaronics 5.9 6.0 4-8 1.5 2.8 -0.3 1.9 -1.3

Chemicals -7.4 6.1 8.0 5.2 8.5 -2.4 -2.3 -4.4

Odîr indusmia produces 11.0 10.9 65 3.3 6.7 0.8 2.3 -0.9

Diaàonds. net 3.9 1.6 21.5 19.1 13.3 3.2 1.4 8.6

Total 3.3 6.7 13.9 6.7 8.3 0.5 0.7 .0.1

Total. exchiding dia&mnds 3.0 X.8 10.8 1.1 5.8 40.5 0.5 3.1

a Vahle data deflated bv Fisher type unit value indices
b 'OderxIiuslproduç' i cudesn bberandpLas6c rubberand plastics through 19g9: from1 rubberandplwsics ar included

under chenicahs.
Based on data in U.S. dollars.

Smme: Imnmaornl Monetary Fund, frrn Central Bureau of Stastics. Foritn Trnde Stafifnis Ouarterly; and data provided by de
Bank af Isruel.
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Tabe Ai.2
Import vohmie ad pnxe indicators in Lsraei, 196-93
(Percentage change from previous year)

1906 1.97 19U 19n , 7yi is2 i"13

Volumn indicators?

Consumer ioods

Nondurables

Durables

input goods
Diamonds

Fuel

Other

39.3

31.6

52.6

19 3

23.9

13.3

18.4

à3.5

il.7

16.0

11.2

15.8

2.0

12.1

12.7

10.0

15.5

0.3

10.7

14.9

-7.9

-8.4

2.3

-19.7

-1.8

-14.3

-3.9

1.9

12.6

2.1

27.1

4.3

-10.2

1.4

12.4

20.7

13.1

29.2

10.4

-11.1

16.9

19.0

20.2 9.3

13.9 20.6

26.9 -1.0

11.8

5. .

21.6

11.8

12.6

12.7

16.9

11.7

Investment goods

Machinery and e-qipment

Total imports. net

Total. excluding diamonds

Price indiccatorsb

Consumer goods

Nondurables

Durables

Input goods

D1amnds

FuCel

Odme

Lnvesrment goods

Machinery and equipment

-3.3

-7.7

16.8

15.1

19.0

12.3

28.5

.6.5

10.2

-46.0

4.8

14.0

14.3

9.9
4.8

11.2

10.4

14.5

10.4

19.1

8.2

3.8

21.7

7.5

15.3

13.4

-6.4

-8.4

0.6

-2.2

2.9

4.4

1.5

10.3

20.3

-19.5

13.5

4.1

4.2

-13.9

-7.5

-4.1

-3.3

-0.8

2.1

-4.0

9.8

24.2

22.3

4.6

-3.1

-2.0

22.0 37.0

22.1 28.3

7.3
12.3

7.0

8.9

4.9

1.4

13.7

21.4

2.9

8.0

8.6

7.9

3.6

15.1 12.0 12.2

21.8 13.1 12.2

-3.0

-0.6

-5.3

-5.5

-0.4

-17.

-4.2

-0.1

1.3

2.4

0.9

3.7

-1.1

7.7

-4.5

-3.0

2.4

2.3

TouJ irnporm. net

Total. cxc1udirg diamonds

-0.8

-2.6

10.1

11.3

a Value data deftaed by Fisher type unit value indices.

b Based on U.S. dollar data.

Source: International Monàwy Fund. from Central Bureau of Starisncs.

BEn of Israel.

Foreign Tracde Statisdcs Ouarmeilv; and data provided by dte

13.0

14.2

0.9

0).4

2.4

-4.2

0.2

-1i,.9

-4.0

0.1

-0.6

8.3

5.9

6.6

4.6

7.4

6.1

-4.4

-5.1

-0.1

-1.3

-2.8

-3.3
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Table A.3
Main exposed prous by Lsr-e (3-git SIQC), 19%-92
(US$ million AM per cent)

Co.nm.dltv lo92 1"7 198 l 21990 1991 1992 I

Total trade (USS million) 5.540.0 8,474.8 9.734.2 10,735.5 12,047.1 11,890.8 13.082.3

Total trade sper cent) 100.0 100.0 100.0 100.0 100.0 100.0 100.0

667 Pearl, precious, semi-precious stone 30.2 27.6 2Q.7 29.6 .;9.7 28.6 28.5

719 Machines. n.c.s., non-electric 2.9 2.7 6.6 6.7 6.2 5.7 6.9

724 Telecommunications equipnienm 2.2 3.3 5.8 5.7 5.5 5.2 5.3

841 Clothing, not of fur 4.5 4.1 3.9 3.6 4.0 4.3 4.5

512 Organic chemicals 3.3 3.6 3.9 3.8 3.7 4.0 3.8

729 Electrical machinery, n.e.s. 0.8 2.5 2.6 2.0 2.2 3.1 3.6

714 Office machines 0.5 2.7 3.2 3.7 3.5 3.0 3.3

897 Gold, silverware, jewellery 1.4 2.2 2.0 2.1 2.1 2.7 3.0

718 Machines for special industries 0.1 0.0 0.1 0.1 0.1 0.1 2.4

599 Chemicals n.e.s. 4.3 3.5 1.9 2.4 2.6 2.3 2.3

861 1nstrurnents. appararas 0.9 2.3 2.4 2.2 3.5 4.2 2.3

561 Fernilizers manufactured 3.6 2.2 2.3 2.4 2.1 2.: 2.3

734 Aircra.f 3.3 3.0 2 S 3.6 2.4 2.7 2.2

053 Ftuit preserved. prepared 2.8 3.0 3.2 2.8 3.0 2.3 2.0

893 Articles of plastic. n.c.s. 1.0 1.5 1.3 1.3 1.5 1.6 1.8

581 Plastic matenals, etc. 1.2 1.8 2.1 1.9 2.0 2.0 1.7

051 Fruit fresh. nuts fresh. drV 5.4 3.6 2.5 1.9 2.3 2.4 1.6

292 Crude vegetable martrials, n.e.s. 1.9 1.9 1.8 1.4 1.6 1.8 1.6

514 Odher inorganic chemicals 1.2 1.5 1.5 1.5 1.5 1.5 1.2

695 Tools 0.8 0.9 1.1 1.2 1.2 ;.3 1.2

722 Elczic power machines. swmstcgear 0.5 1.2 1.3 1.3 1.5 1.2 1.2

513 Inorganic ekments. oxides. etc. 1.0 0.9 1.0 1.0 0.9 0.9 0.9

541 Medicinal. etc. products 0.3 0.4 0.5 0.5 0.6 0.8 0.9

726 Eleacrornedicinal. X-ray equipment 0.7 0.7 0.8 0.7 0.7 0.8 0.9

698 Metal manufactures, n.e.s. 6.2 7.9 0.9 0.8 0.7 0.8 0.8

Total ofabove 80.9 85.2 84.8 84.2 85.1 85.4 86.!

Soure: UNSTAT, Comrrtde database.
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Table Al.4
Main imported products by Israel (3-digit SIMT), 1980-93
(US$ million and per cent)

Cooemdty 1900 193 1"90 1990 1991 1992

Total trade (USS million) 8,023.3 12.873.7 13,100.9 15,197.4 16.753.0 18,662.7 20,349.9

Total trade (per cent) 100.0 100.0 100.0 100.0 100.0 100.0 100.0

667 Pearl, precious. semi-precious stone 15.5 22.3 23.2 20.4 16.3 16.7 17.6

732 Road motor vehicles 4.1 7.7 5.0 5.6 7.4 8.7 8.4

331 Crude penoleum. etc. 22.4 5.4 6.5 7.1 6.2 7.1 6.6

719 Machines, n.e.s.. non.electric 3.9 4.7 4.3 4.7 5.2 5.4 5.6

729 Electrical machinery. n.e.s. 2.0 2.8 2.9 3.0 3.3 3.5 3.8

714 Office machines 1.5 2.3 2.5 2.8 3.1 2.8 2.9

722 Eleutric power machines. swirchgear 1.7 2.0 2.2 2.1 2.3 2.4 2.6

724 Telecmrnnunicanons e -cipment 1.7 1.5 1.5 1.7 1.9 2.0 2.4

581 Plastic rnaterals. etc. 1.3 2.2 2.2 2.5 2.4 2.4 2.2

512 Organicchemicals 2.0 2.6 2.7 2.5 2.1 2.1 2.2

861 Instruments. apparatus 1.0 2.0 2.0 2.0 2.0 2.0 1.9

'18 Machines for special industries 0.7 1.1 0.7 1.1 1.9 1.5 1.6

541 Medicinal. etc. products 0.6 1A1 !.2 1.2 1.2 1.5 1.6

641 Paperand paperboard 1.0 1.6 1.7 1.7 1.6 1.8 1.5

734 Aircraft 1.0 1.3 0.9 1.2 1.2 0.8 1.4

599 Chernicals. n.e.s. 0.9 1.3 1.2 1.4 1.3 1.4 1.3

931 Special nsactions 0.2 1.2 1.3 1.3 1.3 1.5 1.2

711 Power machinery, non-electric 1.6 1.0 1.0 1.2 1.3 1.2 1.2

651 Textile yarn and thread 0.7 1.2 1.2 1.1 1.2 1.2 1.2

653 Woven textiles non-cotion 0.7 0.9 1.0 1.0 1.0 1.2 1.2

674 Iron. sted, universal. plate, sheet 1.7 1.2 1.3 1.2 1.2 1.1 1.0

841 Clochirg. not of fur 0.2 0.3 0.4 0.4 0.4 0.6 0.9

893 Articies of plastic 0.3 0.8 0.R 0.8 0.8 0.9 0.9

891 Sound recorders. producer 0.2 0.7 0.6 0.8 0.8 0.8 0.8

332 Petroleum products 3.9 1.8 1.8 1.8 1.4 0.7 0.8

Total of above 70.8 70.6 70.1 70.5 6Y.0 71.1 72.8

Source: UNSTAT. Comtrade daWbase.
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Table AM._1
Annal average nominal exchange rates ln lsrael, I9&-93
(Index, 1985 = 100)

U.S. dollar! Pound Sterling/ Dzutshc Mark YenlSheqel Foenrh Franc/ Cursency
Sheqel Sheqel Sheqel Sheqel Basket

1985 100.0 100.0 100.0 100.0 100.0 No basket

1986 126.2 139.1 166.7 175.1 159.1 139.7

1987 135.3 166.6 215.3 218.0 196.4 156.9

1988 135.6 181.6 221.1 239.6 198.9 160.7

1989 162.6 200.0 291.5 274.0 222.4 186.5

1990 171.0 229.6 303.1 275.8 274.6 206.3

1991 193.3 256.3 333.1 334.3 298.9 231.6

1992 208.6 276.3 382.4 383.2 344.3 255.4

1993 240.1 271.1 414.9 503.6 369.8 286.5

1991

1 175.3 251.7 327.6 304.8 294.0 217.2

il 198.6 254.8 327.0 337.3 294.6 233.8

mI :99.3 252.1 326.2 339.4 292.9 234.1

IV 200.1 266.8 351.4 359.2 314.2 241.7

1992

1 198.8 264.8 351.0 359.8 314.9 240.7
Il 206.2 280.0 364.9 368.0 330.5 250.3

III 207.4 297.6 404.9 385.8 364.5 261.3

IV 221.9 262.8 408.6 419.1 367.4 269.5

1993

1 236.8 263.1 414.0 455.4 372.5 281.7
Il 233.1 269.1 411.9 492.9 372.7 280.9

mII 241.4 273.0 411.2 531.4 361.8 287.6

IV 248.9 279.1 422.7 534.7 372.1 295.6

Sourve: Dat provided by die Israeli authorities. and Bank of Israel (1993a).
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Tabae AIV.1
Tariff escahation and tariff ranges in Israed, 1993
(Per cent)

ISIc Prnuct and procesiug Average Range Standard Coefdke of
doevhdtou variation

311 Food products
- Ist stage of processing 1.4 0 - 40 5.3 384.0
- semi-processed 5.7 0 - 25 7.7 136.4
- fully processed 8.5 0 - 52 9.1 106.9

312 Food manufacturing
- Ist stage of processing 6.3 0 - 40 9.4 150.3
- semi-processed 1.2 0- 12 3.8 316.2
- fully proccssed 9.9 0 - 40 8.2 82.9

313 Beverages
- fully processed 10.9 0 - 20 5.9 54.0

314 Tobacco manufactures
- fully proccsscd 7.6 ( - 20 7.8 102.9

321' Textiles
- Ist stage of processing 0.7 1 - 15.2 2.8 381.4
- sen.i-processed 15.5 0 - 50.4 13.1 84.6
- fully processed 20.9 0 - 50.4 13.2 63.0

322 Clothing
- fully processed 28.0 0 - 42.4 12.3 44.0

323 Leather products
- st stage of prcessing 0.0 0 O n.a. n.a.
- semi-processed 0.0 0 - O 0.0 0.0
- fully processed 9.1 0 - 18.4 5.1 57.9

324 Footwear
- fully processed 30.8 0 - 57.4 17.2 55.7

331 Wood products
- Isi st ge of processing 6.4 4 - 10 3.3 51.3
- semi-processed 11.3 0 - 44.6 13.0 115.2
- fully processed 11.4 0 - 42.4 8.5 74.7

332 Furniture except metal

- fully processed 17.8 0 - 26.4 7.8 43.7

341 Paper products
- st stage of processing 0.0 0 -0 0.0 0.0
- semi-processed 4.5 0 - 18 4.9 107.2

- fully processed 12.6 0 - 42.4 10.0 79.1
342 Prinnting

- fully processed 10.1 0 - 42.4 12.9 127.5

Table MJV.1 (coô'd)
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ISIc Product and press Averap Ran- Standard Coeffiiemofdeviation variaon
351 Industrial chemicals

- 1st stage of processing 0.2 Q - 10 1.5 663.3
- semi-processed 3.6 0 - 27.4 5.9 i64.5
- fully processed 7.5 0 - 24.8 8.7 114.9

352 Other chemicals
- 1st stage of processing 9.3 6 - 16 5.8 61.9

- semi-pmcessed 4.2 0 - 12 5.1 122.3
- fully processed 6.5 G - 42.4 7.8 119.6

353 Petroleum refineries
Ist stage of processing 0.0 0 - O 0.0 0.0

- semi-processed 3.4 0 - 12 5.9 170.8
- fully processed 4.5 0 - 12 5.6 123.8

354 Petroleum and coal producLb
- 1st stage of processing 0.0° -° O 0.0
- semi-processed 1.3 0 - 8 3.3 244.9
- fully processed 8.0 8 - 8 0 0.0

355 Rubber products
- 1st stage of processing 0.0 0 - O 0.0 0.0
- seni-processed 8.2 0 - 14 6.2 75.3

- tùlly processed 11.5 0 - 57.4 12.3 106.6

356 Plastic products
- fully processed 11.1 0 - 42.4 7.8 69.8

361 Pottery and china
- fully processed 10.7 0 - 25.7 9.6 90.0

362 Glass and products
- semi-processed 7.8 0 - 22.4 10.1 129.9
- fully processed 9.6 0 - 44.6 7.8 81.2

369 Non-metallic mineral products
- Ist stage of processing 0.0 0 -0 0.0 0.0
- seni-processed 1.5 0 - 15.2 4.3 278.2
- fully processed 6.6 0 - 18.4 5.0 76.0

371 Iron and steel products
- Iststageofprocmsing 0.0 0-n 0.0 0.0
- semi-prcessed 4 0 - 34 7.6 172.8

372 Non-ferrous metai
- Ist stage of pressing 0.0 0 0 0.0 0.0
- semi-processed 2.7 0 - 13.2 4.3 155.9
- fully processed 0.0 0 - 0 n.a. n.a.

381 Metal product
- sermi-processed 3.0 Q - 6 3.2 105.4
- fullyprocessed 9.4 0-42 6.9 72.7

Table AIV.I (cout'd)
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f C Prodmi amd Averag Rang Standard Coefficiet of
devbton variaton

382 Non-elecuical mnachinery. incl.
computers
- scmi-processed 0.0 0 - 0 n.a. n.a.
- fully processed 5.7 0 - 42.4 6.9 119.8

383 Electrical machinery
- fully processed 9.5 0 - 100 14.0 147.1

384 Transport equipment
- fully processed 4.2 0 - 100 6.6 158.0

385 Professional and scientific
equipn ent
- fully processed 5.4 0 - 100 7.6 141.5

390 Other manufactured products
- Ist stage or proccssmng 3.1 0 - 30 8.7 279.4

- semi-processed 9.0 0 - 12 6.0 66.7
- fully procemsed 10.2 0 - 100 11.4 111.1

n.a. Not applicable.

Source: GATT Secretariat estimares.



Israel C/RM/S/55
Page 165

Table AIV.2
Preferential average tariffs in Israel, 1993
(Per cent)

ISIC li:cowom&c acvity United States Eurm epUon
Average Standard Range Aveze Sad Rne

ttff dey&laton tarff devlatkm

AU setoLrs 1.6 50 0 - 100 0.f 3.8 0 - 100

1. Agriculture 2.2 7.2 0 - 40 4.6 9.5 0 - 40
111 Agriculture and livestock 2.5 6.8 0 - 30 6.0 9.8 0 - 40
121 Forestry 0.0 0.0 0 -0 0.0 0.0 0 -0
122 Logging 0.0 0.0 0 - 0 0.0 0.0 0 - 0
130 Fishing 2.6 10.0 0 - 40 2.8 10.0 0 - 40

2. Mining and quarrying 0.0 0.0 0 -0 0.0 0.0 0 -0
210 Coal mining 0.0 0.0 0 - 0 0.0 0.0 0 - 0
220 Crude petroleum and natural gas 0.0 0.0 0 - 0 0.0 0.0 0 - O
230 Metal ore mining 0.0 0.0 0 -0 0.0 0.0 0 -0
290 Other minng 0.0 0.0 0 -0 0.0 0.0 0 -0

3. Manulacturmg 1.6 4.9 0- 100 0.5 3.3 0- 100
311 Food manufacturing 5.2 8.3 0 -52 5.7 8.4 0 -52
312 Manufacture of food products n.e.s. 3.6 6.5 0 - 40 3.7 7.5 0 - 40
313 Beverage industries 7.3 7.4 0 - 18 1.6 4.2 0 - 16
314 Tobacco manufactures 3.2 7.0 0 - 20 0.0 0.0 0 - O
321 Manufacture of textiles 0.6 1.0 0 - 16.8 0.0 0.2 0 - 6
322 Manufacture of wearing apparel 1.0 0.8 0 - 1.6 0.0 0.0 0 - 0
323 Manufacture of leather 1.3 3.3 0 - 12 0.0 0.0 0 -0
324 Manufacture of footwear 12.0 9.9 0 - 20 0.0 0.0 0 - O
331 Sawmills. planing and other wood mills 2.9 6.0 0 - 16 0.0 0.0 0 - O
332 Manufacture of funiiturr. 0.0 0.0 0 -0 0.0 0.0 0 - 0
341 Manufacture of paper and paper products 1.9 5.4 0 - 24.8 0.0 0.0 0 -0

342 Priming and publishing 3.8 9.1 0 - 28 0.0 0.0 0 - 0
351 Manufacture of industrial chemicals 0.3 2.1 0 - 24.8 0.0 0.0 0 -0

352 Manufacture of other chemical products 1.6 4.8 0 - 22.5 0.1 1.0 0 - 12
353 Petroleum refineries L.! 3.9 o - 12 0.0 0.0 0 - O
354 Manuf. of miscellaneous prod. of petroleum & coal 0.6 2.2 0 - 8 0.0 0.0 0 -0

355 Manufacture cf rubber products 4.9 7.2 0 - 20 0.0 0.0 0 -0

356 Manufacture of plastic products 1.0 3.4 0 - 15.2 0.0 0.0 0 - O

361 Manufacture of pottery and china 0.4 2.3 0 - 12 0.0 0.0 o - o
362 Manufacture of glass and glass products 0.8 2.9 0 - 12 0.0 0.0 0 -0

369 Manufactum of other non-rictallic mineral products 0.3 1.5 0 - 8 0.0 0.0 0 -0

371 Iron and sae basic iwustmes 2.7 5.3 0 - 25 0.0 0.0 0 -0
372 Non-ferrous metal bas. industries 0.8 2.6 0 - 13.2 0.0 0.0 0 -0

381 Manufacture of metalproducts 1.0 3.4 0 - i4 0.0 0.0 0 -0
382 Manufacture ofr lectical mnachinery 1.2 3.6 0 - 20.4 0.0 0.0 0 - O
383 Manufacture of' I.J m-hiiery 2.9 8.1 0 - 100 0.4 6.4 0 -100
384 Manufacture -uipmncnt 0.2 1.7 0 - 13.2 0.0 0.0 0 - O
385 Manufacture o. onal. scientific. etc. 0.6 2.9 ( - 24.8 0.0 0.0 0 - 0
390 Other manuiactunr,, industries 0.7 6.0 0 - 100 0.1 1.9 0 - 30

Note: Calculations chased on ad valorem duties and the ad valorem comnpmrnt of combined and alte.tive duties.

Source: GAIT Secretariat calculations.
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Table AV.1
Trade measures affecting agriculture, forestry and fishing in Israel by ISIC sector and selected products, 1993
(Number of observations and per cent)

No. of Ad valoremtariffs

M.f.n. U.S. EC

111 Agricultureand
livestock production

Live animals

Cut flowers

Coconuts, Brazil nuts and
cashew nuts

Bananas

Citrus fruit. fresh or dried

Pepper

Cinnamon, cloves,
nutneg and cardamons

Seeds of anise. coriander.
cumin, etc.

Wheat. barley. oats.
maize. rice and grain
sorghum

Soybeans. ground-nuts.
rape. colza or sunflower
seeds

121 Forestry

Lacs, natural gums. and
resins

122 Logging

130 Fishing
1301 Ocean and coastal fishing

Crustaceans

1302 Other fishing n.e.s.

245 6.2 2.5 6.0 10.0 162.6 0-40 Import licences;
standards; variable
import levies; import
quotas; export licence;
price controls;
production and marketing
boards

14 0.0 0.0 0.0 0.0 0.0 0-0

t 20.0 20.0 20.0 0.0 0.0 20-20

3 25.0 0.0 25.0 0.0 0.0 25-25

2 12.5 12.5 12.5 17.7 141.4 0-25

10 12.5 0.0 12.5 13.2 105 4 0-25

3 20.7 20.7 20.7 7.5 36.3 12-25

6 15.0 0.0 15.0 0.0 0.0 15-15

5 25.0 0.0 25.0 0.0 0.0 25-25

9 0.0 0.0 0.0 0.0 0.0 0.0

6 0.0 0.0 0.0 0.0 0.0 0-0

24 2.8 0.0 0.0 4.6 165.9 0-12 Import licences:
standards

3 10.0 0.0 0.0 0.0 0.0 10.10

21 2.1 0.0 0.0 2.0 97.7 0-4 Standards
76 2.8 2.6 2.8 10.0 359.7 0-40

62 2.8 2.6 2.8 10.0 359.5 0-40 Import licences;
standards

8 20.0 20.0 20.0 21.4 106.9 0-40

14 2.9 2.9 2.9 10.7 374.2 0.40 lmport licenses

a Measures partially or totally applicable to the category concerned.

Note: Calculations based on ad valorem duties and the ad valorem component of combined and alternative duties,

Source: GATT Secretariat estimates based on information provided by the Government of Israel.
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Table AV.2
Trade measures affecting mining and quarrying in lsrael by ISIC sector and selected products, 1993
(Number of observations and per cent)

No. of Ad valorem tariffs
ISIC Sector tariff Measures

lines Mean Stand. Index of Range production and trade"
M.f.n. U.S. EC dev. dispersion

210 Coal mining 4 0.0 0.0 0.0 0.0 0.0 0 Import licence;
standards

(environmental)

220 Crude petroleum and I 0.0 0.0 0.0 0.0 0.0 o Import licence; State
natural gas production monopoly

230 Metal ore mining 23 0.0 0.0 0.0 0.0 0.0 0

2301 Iron one mining 2 0.0 0.0 0(. 0.0 0.0 o

2302 Non-ferrous ore mining 21 0.() 0.0 0.0 0.0 0.0 o

290 Other mining 89 0.4 0.0 0.0 2.2 541.5 0-18.4

2901 Stone quarrying, clay and 45 0.0 0.0 0.0 0.0 0.0 o
sand pits

2902 Chemical and fertilizer 13 0.0 (.0 0.0 0.0 0.0 o
mineral mining

2903 Salt mining 1 18.4 0.0 0.0 0.0 0.0 18.4-18.4 Standards

2909 Other mining n.e.s. 30 0.6 0.0 0.0 1.8 305.1 O

Peat whether or not 1 6.0 0.0 0.0 0.0 0.0 6.
agglomerated

a Measures partially or totally applicable to the category concerned.

Note: Calculations based on ad valorem duties and the ad valorem component of combined and alternative duties.

Source: GATT Secretariat estimates based on information provided by the Government of Israel.
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Table AV.3
Industrial exports by sector, 1980-92
(US$ million and per cent)

Value of exports Annualchange, per cent

US$ million Price Quantity

1980 1988 1989 1990 l991 192 1989 1990 1I91 I199 19 1991

Mining and quarrying

Food. beverages and
tobacco

Textiles

Clothing and made-up
textiles

158

298

153

313

252

527

215

416

288 270 272

567 657 538

207 232 262

419 545 574

277

558

279

667

14.3 -2.3 5.3 -0.0 -4.2 -4.3

-2.7 7.9 -11.0 10.8 7.3 -8.0

1.7 7.8 -2.5 -5.2 3.8 15.4

-4.5 9.8 6.2 5.6 18.4 -0.7

Leather and leather 7 10 8 10 15 18
products

Wood and wood 43 45 47 60 52 55 -1.8 12.1 -1.9 5.7 13.3 -11.7
products

Paper and paper
products

Printing and publishing

Rubber and plastic
products

Chemicals and petroleum
products

15 26 26 26 34 44

21

128 275

22 28 33

312 369 380

31

451

723 1,115 1,268 1.450 1,455 1,542

1.3 5.8 0.6 -1.7 -5.8 30.0 fI

1.3 5.8 0.6 -1.3 20.1 15.6

4.9 5.0 -0.9 8.0 12.7 4.0

..1 7.9 -2.8 9.3 6.0 3.2

Non-metallic mineral 16 23 23 25 28 26 -3.3 4.3 -5.4 5.7 3.0 18.5
products

Basic metals

Metal products

Machinery

Electrical and electronic
equipment

Transportequipment

Miscellaneous

Sub-total2

Polished diamonds. net

Unpolished diamonds.
net

Total

97

377

91

'87

93

591

285

1,403

111 115

660 691

287 317

1,495 1,637

97

665

286

1.608

398 462 677 597 584

213 535 617 821 946

3,338 6.534 7.068 7.894 7.863

1.40Q 2.547 2.704 2.783 2.470

... 0 323 271 259

4.747 9.082 10.095 10.949 10.591

92

609

325

2,296

731

887

8.858
2,641

445

11.944

5.1 -1.4 -5.6 13.9 5.1 -10.2

4.1 0.7 -2.0 7.2 4.0 -1.8

3.2 8.2 -0.8 -2.6 2.4 -9.3

-0.0 3.6 -0.9 6.6 5.7 -0.9

-0.8 2.0 3.1 47.6 -13.6 -5.0

3.0 7.8 1.8 11.9 23.6 13.1

1.9 5.2 -0.9 6.1 6.2 0.5

17.3 13.8 4.0 -9.5 -9.6 -14.7

... 20.9 4.8 ... -30.6 -5.2

7.0 8.1 0.4 3.9 0.3 3.7

... Not available.

a Includes other merchandise; excludes diamonds. ships and aircraft.

Source: Bank of Israel, Animal Report 1991: Central Bureau of Statistics, Statistical Abstract of Israel. 1992; and Foreign Trade Statistics
Quarterly (various issues).
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Table AV.4
Real annual percentage change in industrial production, 1979-92
(Per cent)

Code Major branch 1979485 1985-91 1987 1988 1989 1990 1991 1992

(Average annual
change)

10 Mining and quarrying 2.6 5.3 7.1 -1.6 2.7 5.9 8.6 6.

11-12 Food, beverages and tobacco 2.9 4.2 12.9 0.1 -3.0 1.1 1.7 '.X

13 Textiles -0.4 -0.5 -2.8 -14.7 3.7 5.3 8.0 2.5

14 Clothing -0.3 3.' 13.9 -10.0 -9.9 12.() 4.2 9.3

15 Leather and its products 2.4 4.7 11.0 -7.1 -11 O 2.2 17.9 14.3

16 Wood and its products -0.1 5.0 7., -0.7 -3.6 8.3 11.2 12.4

17 Paperand its products 0.7 4.4 6.7 -2.6 0.4 5.2 1.6 7.1

18 Printing and publishing 3.5 4.2 14.2 -0.4 -2.0 4.1 -1.8 .1

19 Rubber and plastic products 4.5 4.9 10.2 -9.6 2.6 12.2 10.8 13.3

20 Chemical and oil products 2.3 3.9 il.6 1.0 1.0 4.9 4.2 1(.3

21 Non-metallic mineral products -2.8 9.4 10.1 -2.0 -2.3 19.6 30.4 15.6

22 Basic metal industry -3.8 5.7 3.7 4.9 -5.0 24.8 !1.1 4.4

23 Metal products 2.8 2.5 3.6 -1.3 -3.7 5.5 10.7 6.1

24 Non-electric machinery 3.9 2.2 10.3 -1.0 -7.5 0.2 0.2 12.6

25 Electrical and electronic equipment 4.9 0.3 -3.2 0.7 -4.7 7.4 5.9 7.1

26 Transport equipment -1.4 -3.5 -10.1 -20.0 6.5 4.6 4.6 8.0

28 Miscellaneous products 8.5 0.8 -10.5 1.2 9.2 0.8 2.0 17.2

1-2 Total industry, excluding diamonds 2.2 2.7 4.8 -3.1 -1.6 6.3 6.? 8.3

27 Diamonds (net) 2.7 1.4 21.5 1.3 -8.4 -11.1 -14.4

Total industry 2.4 2.7 6.1 -2.7 -2.3 4.8 5.2 ...

Not available.

Source: Central Bureau of Statistics, Monthly Bulletin of Statistics (various issues).
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Table AV.5
Real annual percentage change in industrial exports, 1979-91
(Per cent)

Code Major branch 197985 1985-91 1986 1987 1988 1989 1990 1991

(Average annual
change)

10 Mining and quarrying 11.6 -2.6 0.6 4.2 -10.7 -0.5 -4.2 -4.1

11-12 Food, beverage and tobacco 2.6 2.3 0.5 14.6 -7.9 10.9 6.3 -8.1

13 Textiles 1.2 6.2 2.4 17.5 4.6 -3.9 3.4 14.9

14 Clothing 4.3 3.1 10.3 6.2 -16.0 4.4 18.2 4.9

15 Leather and its products -1.4 20.1 à5.0 -15.7 22.3 -.5.8 23.6 51.1

16 Wood and its products -2.2 3.3 7.9 16.6 -8.9 5.6 13.4 -11.7

17 Paper and its products -6.4 17.0 39.4 13.5 31.3 0.8 -6.0 30.1

18 Printing and publishing l.8 4.7 -25.7 18.6 -5.0 11 36.3 14.3

19 Rubberand plastic products 11.1 5.9 15.9 10.2 -12.1 7.9 12.2 3.9

20 Chemical and oil products 8.8 7.9 5.9 23.2 4.6 6.6 5.3 2.8

21 Non-metallic mineral products 7.2 5.9 -0.3 -2.3 13.4 5.0 3.3 17.8

22 Basic meral industry 10.5 6.8 -10.6 9.8 40.7 14.5 5.3 -10.7

23 Metal products 6.7 4.3 1.1 -0.3 .6.7 7.6 3.8 .1.8

24 Non-electric machinery 12.2 0.5 7.6 21.7 -14.0 -1.0 2.4 -9.7

25 Electrical and electronic equipment 27.0 7.3 2.6 10.1 23.4 5.2 5.4 -1.3

26 Transport equipment 0.3 1.2 28.2 -7.0 -20.6 41.7 -15.8 -4.9

28 Miscellaneous products 12.1 11.4 2.1 5.4 13.5 9.9 21.7 17.1

1-2 Total industryexcluding diamonds 8.5 5.6 6.1 9.2 3.7 8.6 5.3 0.8

27 Diamonds (net) 1.2 1.4 26.7 21.5 1.3 -8.4 -11.1 -14.4

Total industry 6.6 4.4 10.9 12.3 3.0 3.7 0.7 -3.2

Source: Ministry of Industry and Trade.
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Table AV.6
Annual percentage change in industrial employment, 1979-91
(Per cent)

Code Major branch 197985 1985-91 1987 1988 1989 1990 1991

(Average annual
change)

10 Mining and quarrying -2.0 -2.9 -8.7 -7.0 4.3 0.4 5.2

11-12 Food. beverage and tobacco 2.1 2.1 10.0 0.4 -4.6 -4.3 3.6

13 Textiles -3.9 -4.() -0.8 -10.7 -12.1 -5.1 2.4

14 Clothing 0.5 -0.3 8.7 -5.5 -11.3 1.7 2.4

15 Leather and its products 0.5 2.1 5.7 -9.8 -12.4 0.3 12.5

16 Wood and its products -3.1 0.6 1.4 -2.1 -11.8 3.6 10.8

17 Paper and its products 0.7 1.4 8.5 -0.2 -7.1 -1.6 1.6

18 Printing and publishing 1.6 3.1 9.6 3.5 -3.7 4.2 1.3

19 Rubber and plastic products 1.1 1.5 3.2 -3.6 4.4 C 0 9.0

20 Chemical and oil products 0.6 -0.5 3.3 0.3 -2.8 0.6 -6.2

21 Non-metallic mineral products -2.4 1.3 0.6 0.6 -7.8 -3.4 19.9

22 Basic metal industry -0.8 -2.8 1.6 -5.7 -14.7 -2.3 9.3

23 Metal products 0.2 -1.5 4.6 -4.5 4.1 -0.5 ïi.6

24 Non-electric machinery -0.2 -3.6 -2.6 -5.8 -9.5 -1.9 3.4

25 Electrical and electronic equipment 3.4 -2.2 -2.1 -2.2 -4.3 -2.0 1.6

26 Transport equipment -1.2 -5.0 -6.6 -15.7 -3.8 1.0 2.0

28 Miscellaneous products 7.6 1.5 -2.0 -4.5 -5.6 0.0 16.1

1-2 Total industry, excluding diamonds 0.4 -0.5 2.1 -3.5 -6.3 -0.8 4.1

27 Diamonds 1.7 0.5 5.5 10.3 -6.3 -10.0 -8.3

Total industry 0.5 -0.5 2.2 -3.0 -6.3 -1.1 3.8

Source: Ministry of Industry and Trade.
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Table AV.7
Trade measures affecting food products, beverages and tobacco in Israel by ISIC sector and selected products, 1993
(Number of observations and per cent)

ISIC Sector

311 Food manufacturing

3111 Meat products

646

Ad valorem tariffs

Mean

M.f.n. U.S. EC

7.1 5.2 5.7

production and trade2

8.9 125.5

102 3.0 2.6 2.2 6.3 212.3

0-52

0-32 Import licences: variable

levies: import quotas;

State trading; export
licenses, price controls

Edible products of animal

origin n.e.s.

Sausages and similar

products

Prepared or preserved
meat

1 32.0 32.0 32.0 0.0 0.0 32-32

1 16.0 16.0 16.0 0.0 0.0 16-16

15 13.6 13.6 8.5 3.3 24.4 4-16

3112 Dairy products

Milk and cream,

concentrated or

sweetened

Cheese and curd

ice cream

3113 Fruit and vegetable
canning

Fruits and nuts prepared

or preserved

Sauces and preparations

n.e.s.

Soups. broths and

preparations thereof

3114 Fish products

26 10.7 9.6 8.1 14.0 131.1

7 14.9 14.9 14.9 25.4 170.8

0-52 Import licences;
standards: variable

levies; import quotas;

export licences

0-52

5 15.0 15.0 15.0 0.0 0.0 15-15

2 16.3 16.3 0.0 8.8 54.4 10-22.5

152 13.1 10.4 10.9 6.2 47.1 0-26.4 Import licences;
standards; variable
levies; import quotas;

export licences; price
controls

35 15.5 15.5 13.6 2.8 17.9 10-22.5

4 20.8 10.3 2.5 6.5 31.1 15.2-26.4

3 18.9 4.0 3.3 12.9

118 6.1 5.6 6.0 11.3 185.7

68.3 4-26.4

0-40 Import licences;

standards; variable

levies; import quotas

Prepared or preserved

fish

Crustaceans. molluscs,

prepared or preserved

3115 Vegetable and animal oil
and fats

26 12.5 11.7 12.3 9.8 78.3 0-20

6 40.0 40.0 40.0 0.0 0.0 40-40

159 4.2 1.3 3.9 5.8 138.7 0-32 Import licences;

standards; variable levies

Table AV.7 (Cont'd)
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Ad valorem tariffs

3116 Grain mill products 43

Flour, meal and flakes of
potatoes

Mean

M.f.n. U.S. EC

4.9 3.2 3.3

2 15.0 15.0 15.0

production and trade

6.4 130.5 0-20.4 Import licences;
standards

0.0 0.0 15-15

Prepared cereal food

3117 Bakery products

4

16

13.6

16.4

10.1

12.5

2.5

5.4

4.9

11.2

36.1

68.1

10-20.4

0-40 Import licences;
standards; variable levies

Pasta

Bread, pastry, cakes,
biscuits

3118 Sugar and sugar products

31:19 Cocoa, chocolate and
sugar confectionery

Sugar confectionery

312 Other food
manufacturing n.e.s.

3121 Other food products
n.e.s.

7

9

22.5 17.3

11.6 8.8

10.9

1.1

8.0

11.3

8 1.0 0.0 1.0 2.8 282.8

22 5.6 1.8 0.6 7.2 129.2

7
93

11,2

8.0

4.3
3.6

0.0

3.7

6.6

8.7

35.7 16-40

96.9 0-22.4

0-8 Import licences;
standards; variable levies

0-20 Standards

0-20

0-40

58.8

108.7

79 7.4 3.4 2.4 7.0 95.2 0-26.4 Import licences;
standards; variable levies

Vinegar and substitutes

3122 Prepared animal feeds

313 Beverage industries

3131 Distilling, rectifying and
blending spirits

3132 Wine industries

49

25

10.9

13.1

7.3

11.7

1.6

0.0

5.9

5.4

54.0

41.5

9 11.1 7.1 8.4 4.4 39.3

0-20

0-20 Import licences:
standards; variable levies

0-16 Import licences;
standards; variable levies

5

Wine of fresh grapes

3133 Beer, malt liquors and
malt

3134 Soft drinks and
carbonated waters

3140 Tobacco products

12.8

7.2

10.4

0.0

12.8

0.0

1.8

6.6

14.0 12-16

91.3 0-12 Standards

10 7.0 0.0 0.0 5.6 79.7 0-12 Standards

10 7.6 3.2 0.0 7.8 102.9

a Measures partially or totally applicable to the category concerned.

Note: Calculations based on and valorem duties and the ad valorem component of combined and alternative duties.

Source: GATT Secretariat estimates based on information provided by the Government of Israel.

ISIC Sector
l

18.4

11.3

0.0

4.9

0.0

11.3

0.0

14.9

0.0

131.6

18.4-18.4

0-40 Import licences;
standards

0-20 Standards

Israel

14
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Table AV.8
Trade measures affecting textiles and clothing in Israel by ISIC sector and selected products, 1993
(Number of observations and per cent)

No. of Ad valorem tariffs
ISIC Sector tariff Measures affecting

Mean Stand. Index of Range trade2lines dev. dispersion production and tradea

321 Manufacture of textiles

3211 Textile spinning, weaving
and finishing

Cotton sewing thread

Sewing thread of
man-made staple fibres

Yarn of synthetic staple
fibre

Woven fabrics of
synthetic staple fibres

Woven fabrics of artificial
staple fibres

3212 Made-up textiles excl.
apparel

Blankets, bed, table
linens, curtains

3213 Knitted and crocheted
fabrics

3214 Carpets and rugs

3215 Cordage, ropes and twine

3219 Other textiles n.e.s.

Textile fabrics
impregnated or coated

322 Clothing
Overcoats and suits

Shirts and blouses

1401 17.1 0.6 0.0 13.5 79.0

775 12.8 0.5 0.0 12.8 99.7

3 26.9 1.0 0.0 14.7 54.4

12 36.0 0.6 0.0 0.0 0.0

45 25.1 1.0 0.0 18.5 73.5

16 25.3 1.1 0.0 3.8 15.0

20 24.8 1.4 0.0 6.6 26.7

174 20.7 0.7 0.0 12.6 60.8

52 36.0 0.7 0.0 0.0 0.0

269 29.1 1.0 0.0 9.9 33.9

37 9.7 0.0 0.0 6.5 66.7

17 19.3 0.0 0.0 12.9 66.5

129 14.3 0.3 0.0 9.6 67.6

46 19.3 0.0 0.0 11.1 57.6

187 28.0 1.0 0.0 12.3 44.0

56 36.0 1.6 0.0 0.0 0.0

9 36.0 1.6 0.0 0.0 0.0

0-50.4

0-50.4

10-35.4

36-36

0-44

18.9-27.4

0-27.4

0-44.6

36-36

0-50.4

4-18.9

0-27.4

0-50.4

0-50.4

0-42.4

36-36

36-36

Import licences; standards

Import licences; standards

Import licences;

Standards

Import licences

Import licences

standards

Import licences; standards

Measures partially or totally applicable to the category concerned.

Calculations based on ad valorem duties and the ad valorem component of combined and alternative duties.

GATT Secretariat estimates based on information provided by the Government of Israel.

Note:

Source:
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Table AV.9
Trade measures affecting leather and footwear in Israel by ISIC sector and selected products, 1993

(Number of observations and per cent)

Ad valorem tariffs
ISIC Sector

85323 Manufacture of leather,

exc. footwear and

clothing

3231 Tanneries and leather

finishing

3232 Fur dressing and dyeing

Artificial fur and articles

thereof

3233 Leather products, excl.

footwear

Trunks, suit-cases,

handbags of leather

324 Footwear, excl. rubber

and plastics

Footwear with upper of

leather

Mean

M.f.n. U.S. EC

6.1 1.3 0.0

production and tradea

6.1 99.7 0-18.4

22 0.0 0.0 0.0 0.0 (.0 0 Import licences

Il 2.3 0.0

15.2 0.0

0.0

0.0

5.2

0.0

228.2 0-15.2

0.0 15.2-15.2

52 9.5 2.2 0.0 5.0 52.4 0-18.4 Import licences; standards

43 10.2 2.6 0.0 4.8 46.8 0-18.4

33 30.8 12.0 0.0 17.2 55.7 0-57.4 Import licences; standards

15 38.0 14.7 0.0 13.5 35.6 22-57.4

a Measures partially or totally applicable to the category concerned.

Note: Calculations based on ad valorem duties and the ad valorem component of combined and alternative duties.

Source: GATT Secretariat estimated based on information provided by the Government of Israel.
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Table AV.10
Trade measures affecting wood products, paper and paper products in Israel by ISIC sector and selected products, 1993
(Number of observations and per cent)

No. of Ad valorem tariffs
ISIC Sector tariff Mean Stand. Index of Range Measures affecting

lines Mean Stand. dispersion Range production and tradea
M.f.n. U.S. EC dev. dispersion

331 Manufacture of wood 115 11.1 2.9 0.0 11.3 102.0 0-44.6
and cork, exc. furniture

3311 Sawmills, planing and 79 11.4 4.0 0.0 12.5 109.3 0-44.6 Import licences; standards
other woodmills

Plywood, veneered panels 19 29.0 11.8 0.0 12.6 43.6 15.4-44.6

3312 Wooden and cane 16 9.1 0.0 0.0 7.4 81.3 0-18.4
containers and ware

3319 Other wood and cork 20 11.3 0.8 0.0 8.9 78.8 0-42.4 Import licences, standards
products

Wood marquetry and 3 24.8 5.3 0.0 15.2 61.5 16i42.4
inlaid wood

3320 Wood furnitures and 48 17.8 0.0 0.0 7.8 43.7 0-26.4 Import licences; standards
fixtures

341 Manufacture of paper 174 6.7 1.9 0.0 8.0 119.3 042.4
and paper products

3411 Pulp, paper and 103 4.0 0.7 0.0 4.7 118.7 0-17.6 Import licences
paperboard

Fibreboard of wood 17 10.4 0.0 0.0 2.8 27.5 0-12

3412 Paper containers and 13 21.0 8.9 0.0 12.7 60.5 942.4 Import licences
boxes

3419 Other paper products 58 8.5 2.5 0.0 7.7 91.0 0-24.8 Import licences; standards
n.e.s.

342 Printing and publishing 45 10.1 3.8 0.0 12.9 127.5 042.4 Import licences; standards

Postcards, printed or 2 30.4 0.0 0.0 17.0 55.8 !8.442.4
illustrated

a Measures partially or totally applicable to die category concerned.

Note: Calculations based on ad valorem duties and the ad valorem component of combined and alternative duties.

Source: GATT Secretariat estimates based on information provided by the Government of Israel.
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Table AV.11
Trade measures affecting chemical, petroleum and rubber products in Israel by ISIC sector and selected products, 1993
(Number of observations and per cent)

No. of Ad valorem tariffs
ISIC Sector tariff Mean Stand. Index of Range Measures affecting

M.f.n. U.S. EC dev. dispersion production and trade*M.f.n.U.S.
351 Manufacture of

industrial chemicals
3511 Basic industrial chemicals

Lubricating preparations
Anti-freezing preparations

3512 Fertilizers and pesticides
Nitrogenous fertilizers
Phosphatic fertilizers

Insecticides, fungicides,
herbicides

3513 Synthetic resins, plastic
materials and fibres
Plastic plates and sheets

953 3.6 0.3 0.0 6.1 166.8 0-27.4

594
10
2

52
12
3
19

1.5
17.3
12.0
11.2
16.9

18.4
6.3

0.2
9.9
0.0
1.0
0.0
0.0
2.6

0.0
0.0
0.0
0.0
0.0
0.0
0.0

4.2
9.6
0.0
7.3
3.0
0.0
6.2

276.4
55.5
0.0

65.4
17.6
0.0

97.5

0-24.8
0-24.8

Import licences; standards

12-12
0-18.9 Import licences
12-18.9

18.4-18.4
0-12

307 6.4 0.3 0.0 6.7 104.0 0-27.4 Import licences, standards

37 13.2 0.0 0.0 10.0 75.5 0-27.4

352 Manufacture of other
chemical products

3521 Paints, varnishes and
lacquers

3522 Drugs and medicines
3523 Soap, cleaning

preparations, perfumes,
cosmetics

3529 Other chemicals n.e.s.

Matches, pyrotechnic
articles

353 Petroleum refineries

Petroleum oils

Petroleum jelly; paraffin
wax

354 Miscellaneous petroleum
and coal products
Articles of asphalt

355 Manufacture of rubber
products

3551 Tyres and tubes
3559 Rubber products n.e.s.

356 Plastic products

431 6.0 1.6 0.1 7.3 122.2 0-42.4

39 4.2 0.0 0.0

131
63

198
I

3.4

14.4

1.6

6.5
0.0
0.0

5.3 0.2 0.2

42.4 22.5 0.0

3.2 75.4 0-12 Standards

5.4

7.0

7.1
0.0

159.0

48.7
0-16 Import licences; standards

0-30.4 Standards

134.5 0-42.4
0.0 42.4-42.4

38 3.5 1.5 0.0 5,3 151.9

21
3

4.0
8.0

2.3
2.7

0.0
0.0

5.8
0.0

144.9
O

13 1.8 0.6 0.0 3.5 190.0

Import licences; standards

0-12 Import licence; standards;
price controls

0-12
8-8

0-8

2 8.0 0.0 0.0 0.0 0.0 8-8

121 10.7 4.9 0.0 11.4 106.5 0-57.4

39
82

5.7
13.0

3.9
5.4

0.0
0.0

7.1
12.3

123.7 0-15.2 Standards
94.2 0-57.4 Import licences; standards

60 11.1 1.0 0.0 7.8 69.8 0-42.4 Import licences; standards

a Measures partially or totally applicable to the category concerned.

Note: Calculations based on ad valorem duties and the ad valorem component of combined and alternative duties.

Source: GATT Secretariat estimates based on information provided by the Government of Israel.
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Table AV.12
Trade measures affecting non-metalic mineral manufactured products in Israel by ISIC sector and selected products, 1993
(Number of observations and per cent)

No. of Ad valorem tariffs
ISIC Sector tariff Mean Stand. Index of Range Measures affecting

lines dev. dispersion production and tradea

361 Pottery, china and 27 10.7 0.4 0.0 9.6 90.0 0-25.7 Standards
earthenware

Tableware, kitchenware, 5 25.7 0.0 0.0 0.0 0.0 25.7-25.7
statuettes

362 Glass and glass products 95 9.0 0.8 0.0 8.6 95.1 0-44.6 Import licences;
standards

Drawn or blown glass 2 22.4 0.0 0.0 0.0 0.0 22.4-22.4

Lamps and lighting 2 18.4 0.0 0.0 0.0 0.0 18.4-18.4
fittings n.e.s.

369 Other non-metallic 147 6.0 0.3 0.0 5.2 86.4 0-18.4
mineral products

3691 Structural clay products 26 9.5 0.0 0.0 8.0 84.3 0-18.4 Import licences;
standards

Roofing tiles 2 12.0 0.0 0.0 0.0 0.0 12-12

Ceramic flags, mosaics. 10 18.4 0.0 0.0 0.0 0.0 18.4-18.4
etc.

3692 Cement, lime and plaster 9 0.0 0.0 0.0 0.0 0.0 0 Import licences;
standards

3699 Non-metallic mineral 112 5.6 0.4 0.0 3.8 68.2 0-15.2 Import licences;
products n.e.s. standards

a Measures partially or totally applicable to the category concerned.

Note: Calculations based on ad valorem duties and the ad valorem component of combined and alternative duties.

Source: GATT Secretariat estimates based on information provided by the Government of Israel.
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Table AV.13
Trade measures affecting basic metals in Israel by ISIC sector and selected products, 1993

(Number of observations and per cent)

valorem tariffs

Mean

M.f.n. U.S. EC

Measures affecting
Stand. Index of Range production and trade'

dev. dispersion

Iron and steel products

Bars and rods of iron or

non-alloy steel

Tubes, pipes and hollow

profiles of cas: iron

Tubes, pipes and hallow

prof. of iron or steel.

n.e.s.

768

66

4.4

7.3

2.7

6.0

0.0

0.0

34.0 0.0 0.0

7.6

7.6

174.2 0-34

104.2 0-25

Import licences; standards

0.0 0.0 34-M4

15 8.3 0.0 0.0 13.5 161.9 0-33.6

372 Non-ferrous basic metals

Copper foil

Aluminium plates, sheets

and strip

Aluminium tubes and

pipes

289

12

20

2.7

6.7

6.7

0.8

0.0

0.0

0.0

(.0

0.0

4.2

4.9

5.9

159.0 0-13.2

73.9 0.10

88.5 0-13.2

Import licences: standards

12 6.7 6.7 0.0 3.1 46.7 0-8

a Measures partially or totally applicable to the category concerned.

Note: Calculations based on ad valorem duties and the ad valorem component of combined and alternative duties.

Source: GATT Secretariat estimates based on information provided by the Government of Israel.

Israel

ISIC Sector -

~~~~
371
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Table AV.14
Trade measures affecting metal products in Israel by ISIC sector and selected products, 1993
(Number of observations and per cent)

No. of Ad valorem tariffs
ISIC Sector tariff Measures affecting

lines Mean Stand. Index of Range production and tradea
M.f.n.U.S. EC dev. dispersion

381 Manufacture of 445 9.3 1.0 0.0 6.9 73.9 0-42
fabricated metal
products

3811 Cutlery, hand tools and 107 10.2 1.8 0.0 6.4 62.3 0-34.4 Standards
hardware

Hand tools used in 10 10.5 (.0 0.0 7.7 73.7 0-26.4
agriculture

Spoons. forks and similar 3 34.4 0.0 0.0 0.0 0.0 34.4-34.4
kitchen or tableware

3812 Metal furniture and 16 14.1 0.3 0.0 8.5 60.3 0-26.4 Import licences; standards
fixtures

3813 Structural metal products 48 6.9 2.4 0.0 5.0 72.9 0-13.2 Import license; standards

Aluminium structures 6 8.8 8.8 0.0 6.8 77.5 0-13.2
n.e.s.

Central heating boilers 5 12.0 0.0 0.0 0.0 0.0 12-12

3819 Fabricated metal products 274 9.1 0.5 0.0 7.1 77.9 0-42 Import licenes: standards
n.e.s.

a Measures partially or totally applicable to the category concerned.

Note: Calculations based on ad valorem duties and the ad valorem component of combined and alternative duties.

Source: GATT Secretariat estimates based on information provided by the Government of Israel.
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Table AV.15
Trade measures affecting machinery in Israel by ISIC secter and selected products, 1993
(Number of observations and per cent)

No. of Ad valorem tariffs
ISIC Sector tariff lean Stand. Index of Range Measures affecting

lines M.f.n. U.S. EC dev. dispersion production and tradea

382 Manufacture of
machinery, excl.
electrical

3821 Engines and turbines

3822 Agricultural machinery

3823 Metal and wood working
machinery

3824 Special industrial
machinery

3825 Office and computing
machinery
Weighing machinery
Word processors
Computers (ADP
machines)

3829 Non-clectrical machinery
and equipment n.e.s.
Air-conditioners
Refrigerators
Washing machines

383 Manufacture of electrical
machinery and apparatus

3831 Electrical motors and
apparatus
Electric motors and
generators
Electric transformers. etc.
Switching appliances

3832 Radio. T.V. and
communication equipment
Apparatus for line
telephony and telegraphy
Parts and accesories of
turntables. video record.

3833 Electrical appliances and
housewares
Electric blankets

3839 Other electrical apparatus
n.e.s.
Electric accumulators
Portable electric lamps
Lamps and lighting fittings

1.08() 5.7 1.2 0.0 6.9 119.9 0-42.4

13 ().9 0.0 0.0 2.3 244.1

18 2.4 0.0 0.0 4.6 193.1

183 4.7 0.8 0.0 5.7 121.1

272 4.5 0.2 0.0 6.0 133.6

129 3.4 9.6 0.0 4.6 134.9

14 8.7 5.8 0.0 6.8 78.5
6 0.0 0.0 0.0 0.0 0.0

71 1.5 0.0 0.0 0.9 58.7

465 7.8 2.1 0.0 7.8 100.9

21 19.6 10.0 0.0 13.6 69.4
40 15.9 12.1 0.0 6.5 40.9
16 10.0 0.0 0.0 0.0 0.0

735 9.5 2.9 0.4 14.0 147.1

253 10.5 3.3 0.0 14.8 141.1

61 8.1 3.3 0.0 12.8 158.2

38 27.4 5.5 0.0 26.5 96.9
43 11.3 6.1 0.0 6.3 55.6
227 4.7 1.6 0.0 7.2 151.7

23 12.7 6.8 0.0 11.2 88.e

4 11.2 0.0 0.0 8.9 79.8

50 9.9 0.0 0.0 6.5 65.4

1 36.0 0.0 0.0 0.0 0.0
205 13.6 4.8 1.5 18.1 133.2

14 20.3 9.4 0.0 6.3 63.2
4 42.4 0.0 0.0 0.0 0.0

31 16.8 9.7 9.7 28.0 166.5

()-6

0)-12

0-26.4

0-38.4

0-16

Standards

Import licences; standards

Import licences; standards

Import licences. standards

Import licences; standards

0-15.2

O
0-2

0-42.4 Import licences;

7-38.4
0-38.4
10-10

0-100

0-62.4 Standards

044.6

0-62.4
0-18.4
0-42.4 Import

042.4

0-18.4

0-36 Import licences;

36-36
0-100 Import licences;

0-14
42.4-42.4

0-100

licences; standards

licences; standards

licences; standards

licences; standards

a Measures partially or totally applicable to the category concerned.

Note: Calculations based on ad valorem duties and the ad valorem component of combined and alternative duties.

Source: GATT Secretariat estimates based on information provided by the Government of Israel.
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Table AV.16
Trade measures affecting transport equipment in Israel by ISIC sector and selected products, 1993
(Number of observations and per cent)

No. of Ad valorem tariffs
ISIC Sector tariff Mean Stand. Index of Range Measures affectingtariff production and trade

M.f.n. U.S. EC dev. dispersion

384 Manufacture of 378 4.2 0.2 0.0 6.6 158.0 0-100
transport equipment

3841 Ship building and 26 6.3 0.0 0.0 19.7 312.3 0-100 Import licences; standards
repairing

Vessels and other floating I 100.0 0.0 0.0 0.0 0.0 100-100
structures

3842 Railroad equipment 24 0.0 0.0 0.0 0.0 0.0 0

3843 Motor vehicles 271 4.4 0.3 0.0 3.9 87.7 0-15.2 Import licences; standards

Motor vehicles for the 89 4.6 0.0 0.0 3.3 71.7 0-7
transport of persons

Bodies for motor vehicles 7 9.1 6.5 0.0 6.1 67.1 0-15.2

3844 Motorcycles and bicycles 28 4.9 0.0 0.0 3.5 73.0 0-12 Import licences: standards

Motorcycles and other 16 7.0 0.0 0.0 0.0 0.0 7-7
cycles with motor

Parts and accessories 11 2.2 0.0 0.0 4.0 185.4 0-12

3845 Aircraft manufacture 21 0.0 0.0 0.0 0.0 0.0 0 Import licences

3849 Other transport equipment 8 9.7 0.0 0.0 11.9 123.3 26.4 Standards
n.e.s.

Baby carriages and parts 2 22.4 0.0 0.0 0.0 0.0 22.4
thereof

a Measures partially or totally applicable to the category concerned.

Note: Calculations based on ad valorem duties and the ad valorem component of combined and alternative duties.

Source: GATT Secretariat estimates based on information provided by the Government of Israel.
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Table AV.17
Trade measures affecting other manufactured products in Israel by ISIC sector and selected products, 1993
(Number of observations and per cent)

Note:

Source:

Measures partially or totally applicable to the category concerned.

Calculations based on ad valorem duties and the ad valorem component of combined and alternative dunes.

GATT Secretariat estimates based on information provided by the Government of Israel.
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Table AV.18
Imports and exports by HS section and chapter, 1990-92
(US$ million)

Chapter Product description Exports Imports

1990 1991 1992 1990 1991 1992

Total
Section : Live animals; animal products
01 Live animals
02 Meat and edible meat offal
03 Fish, crustaceans and molluscs
04 Dairy products; eggs; natural honey. etc.

05 Products of animal origins, n.e.c.
Section 11: Vegetable products

06 Live traces and other plants
07 Edible vegetables, roots and tubers

o8 Edible fruit and nuts
09 Coffee, tea, mate and spices
10 Cereals

11 Products of the milling industry; malt, etc.

12 Oil seeds, misc. grains and fruits

13 Tree gum; resins; other veg. saps and extracts

14 Vegetable plainting mat.: veg. products.
n.e.c.

Section Ill: Animal or vegetable fats andoils

15 Animal or vegetable fats and oils; waxes

Section IV: Prepared foodstuffs, beverages, spirits
and vinegar, tobacco

16 Preparations of meat. fish, crustaceans,
mollusz

17 Sugar and sugar confectionery
18 Cocoa and cocoa preparations

19 Preparations of cereals. flour. starch or milk;
pastry products

20 Preparations of vegetables, fruit. nuts

21 Miscellaneous edible preparations

22 Alcoholic beverages and vinegar

23 Residues and waste from the food industry

24 Tobacco and manufactured tobacco

Section V: Mineral products

25 Salt; sulphur; earths and stones etc.

26 Ores, slag and ash
27 Mineral fuels, mineral oils, etc.

Section VI: Products of the chemical industries

28 Inorganic chemicals: organic and inorganic
compounds of precious metals

29 Organic chemicals
30 Pharmaceutical products

31 Fertilizers
32 Tanning and dycing extracts; etc.

33 Essential oils and resinoids; etc.

12,079.8
57.2
3.4

30.3
6.0
17.1
0.4

605.5
170.3
92.7

291.1
2.8
0.3
0.4

35.9
12.0
0.0

1.5

1.5
6.7

11,893.2
58.4
3.7

27.4
6.7

20.6
0.0

633.8
188.1
84.2
297.9

1.7
0.4
1.0

48.5
11.1
0.9

1.2
1.2

416.2

13,082
54
4

30
7

14
O

560
163
68

228
10

76
13
o

422

15,325.5
147.5

3.7
72.6
54.2
11.7
5.3

622.5
3.5

23.3
49.0
43.4
278.6
45.3
158.4
18.9
2.1

16,906.3
208.8

4.4
121.8
69.2
9.5
3.9

622.3
2.8

44.7

48.6
43.0
252.8
56.0
160.4
10.4
3.6

18,814
182

5
86
73
14
4

656
4

28
55
41
300
55
163
9
2

39.5 44.9 64

39.5 44.9 64
437.0 412.4 480

16.0 16.0 13 15.9 14.1 14

6.5
12.7
12.6

410.5
56.0
20.4
1.8
0.2
94.5
88.4
0.6
5.5

1,409.8
288.4

448.5
65.1

257.9
6.6
19.3

8.7 15
13.3 21
13.7 29

304.2
45.9
7.8
2.4
0.2

96.8
90.5
0.3
6.0

1,435.0
289.7

485.0
79.9
264.4

8.8
14.7

276
Si

13

3

100
90

9
1.541
269

502
103
302

8
25

158.4 133.6 136
25.2 29.6 34
26.0 24.1 30

53.1
36.1
14.3
44.7
63.3

1,639.5
83.2
8.0

1,548.3
1,162.0

99.8

388.0
151.6

8.2
102.3
55.2

62.7
43.8
13.9
31.5
59.1

1,637.2
117.6

7.7
1,511.9
1,168.6
100.6

373.9
167.1
11.7

109.3
56.9

76
61

18
34
76

1.597
136

7

1,454
1,382
113

418
235
12

134
66

Table AV.18 (cont'd)
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Chapter Product description Exports Imports f

1990 1991 1992 1990 1991 1992

34 Soap. organic surface-active agents, washing
preparations, plaster, etc.

35 Albuminoidal substances; glues, enzymes
36 Explosives; pyrotechnic products
37 Photographic or cinematographic goods
38 Miscellaneous chemical products

Section VIl: Plastics and rubber

39 Plastics and articles thereof
40 Rubber and articles thereof
Section VIII: Raw hides and skins, leather, furskins

and articles thereof
41 Raw hides and skins. and leather

42 Articles of leather, travel goods, etc.

43 Furskins and artificial fur
Section IX: Wood and articles of wood; wood

charcoal; cork; etc.
44 Wood and articles of wood: wood charcoal
45 Cork and articles of cork

46 Manufactures of straw, etc.

Section X: Pulp of wood; waste and scrap of paper
or paperboard; etc.

47 Pulp of wood or of other fibrous cellulosic
material; waste and scrap of paper

48 Paper and paperboard

49 Printed books, newspapers, etc.

Section XI: Textiles and textile articles

50 Silk and waste silk
51 Wool. fine or coarse animal hair; etc.

52 Cotton
53 Other vegetable textile fibres: etc.

54 Man-made filaments

55 Man-made staple fibres

56 Waddingfelt and non-wovens; special yarns;
etc.

57 Carpets
58 Soecial woven fabrics; lace; etc.

59 lmpregnated. coated. covered or laminated
textile fabrics; etc.

60 Knitted or crocheted fabrics

61 Articles of apparel and clothing accessories

62 Articles of apparel and clothing acces., not
knitted or crocheted

63 Other made-up textile articles

Section XII: Footwear, headgear, umbrellas;
artificial flowers; etc.

64 Footwear
65 Headgear and parts thereof

12.7 18.4 23 68.5 60.8 72

3.3 2.6 4 29.0 29.6 36
0.0 0.0 0 1.3 1.4 2
1.0 1.0 2 64.7 65.2 72

07.TU 270.5 302 193.4 192.1 221
510.3
424.0
86.3
;7.6

509.3
424.8
84.5
11.4

559
462
97
8

629.2
505.8
123.4
34.9

679.9
545.9
134.0
34.2

771
614
157
42

0.7 1.1 1 22.6 22.0 27
15.4 9.4 6 10.6 11.3 13
1.5 0.9 1 1.7 0.9 2

22.1 16.7 17 187.5 206.0 209

22.1 16.7 17 184.7 203.1 204
0.0 0.0 0 1.7 1.8 2

0.0 0.0 0 1.1 1.1 2
54.4 66.9 75 399.2 388.0 444

0.4 0.8 3 72.8 o2.2 59

25.8
28.2

842.7
0.0

24.0
l12.1

0.0
69.3
25.7
13.9

33.8
32.9

894.7
0.0
19.3
96.9
0.0

80.6
27.3
17.8

22.7 27.3
3.5 4.3

38.3 43.6

41
31

979
o

27
65
o

87
23
26

25
3
44

5.6 12.1 18
322.4 332.9 390
142.1 164.4 196

63.1
15.3

11.1
3.8

68.2 74

20.3 25

17.2
2.7

23
2

287.7
38.7

551.8
2.2

36.4
97.5
3.3

94.9
116.5
27.8

10.1
16.9
35.3

288.7
37.1

593.9
1.9

34.8
100.5

4.5
100.9
129.7
27.8

345
40

791
4

42
158

5

126
166
39

16.4 19
18.1 23
38.6 39

46.4 51.5 65
19.3 20.0 32
29.1 32.9 56

16.1
S7.1

16.3
57.5

20
86

45.3 45.8 66
5.1 5.2 8

Table AV.18 (cont'd)
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Chapter Product description Exports Imports

1990 1991 1992 1990 1991 1992

66 Umbrellas
67 Prepared feathers; artificial flowers
Section XIII: Articles or stone, plaster, cement,

asbestos, ceramic and glassware
68 Articles of stone, plaster, cement, etc.

69 Ceramic products
70 Glass and glassware
Section XIV: Natural or cultured pearls, precious or

semi-precious stones; imitation
jewellery; coins; etc.

71 Natural or cultured pears, precious or semi-
precious stones, imitation jewellery, etc.

Section XV: Base metals and articles of base metals

72 Iron and steel

73 Articles of iron and steel

74 Copper and articles thereof

75 Nickel and articles thereof
76 Aluminium and articles thereof
78 Lead and articles thereof

79 Zinc and articles thereof

80 Tin and articles thereof

81 Other base metals

82 Tools, implements, cutlery, etc.

83 Miscellaneous articles of base metals

Section XVI: Machinery and mechanical appliances;
electrical equipment; sound recorders
and reproducers; etc.

84 Nuclear reactors, boilers; machinery and
mechanical appliances: parts thereof

85 Electrical machinery and equipment; sound
recorders, etc.

Section XVII: Transport equipment

86 Railway locomotives, railway track. etc.

87 Motor vehicles
88 Airrraft, spacecraft, and parts thereof

89 Ships, boats and floating structures

Section XVIII: Optical, photographic,
cinematographic, measuring
instruments, clocks and watches;
etc.

90 Optical. photographic, cinematographic., etc.

91 Clocks and watches and parts thereof
92 Musical instruments. etc.
Section XX: Miscellaneous manufactured articles
94 Furriture; bedding, mattresses, etc.

95 Toys, games and sport requisites
96 Miscellaneous manufactured articles
Section XXI: Works of art, collectors' pieces

97 Works of art, collectors' pieces and antiques

0.0
0.4
24.6

7.2
10.2
7.2

3,840.2

0.0 0
0.4 0

27.5 26

5.6
13.8
8.1

3,720.1

6
13
7

4.124

2.6
4.1

214.7

71.9
68.8
74.0

3,302.8

2.0
4.5

257.6

90.8
82.6
84.2

2,965.0

3
6

308

96
108
104

3,375

3,40.2 3,720.1 4,124 3.302.8 2,965.0 3,375

403.2
8.7

100.6
22.2
2.2
74.5
2.3
9.7
0.0
2.0

156.4
24.6

2,335.6

406.9
3.2

100.2
20.2
2.2

71.6
0.8
11.1
0.0
1.7

170.6
25.3

2,188.5

423
2
89
24
3
89

2
171
30

2,935

1,081.8
423.5
187.6
114.8
11.7

171.8
3.9

18.3
1.5

16.5
74.6
57.6

2,871.6

1,268.1
515.7
255.8
118.8
14.9

174.9
2.5
15.7
1.6

27.6
79.4
61.2

3,630.8

1,264
467
281
135
1 1

178
3
19
2
19
82
68

4,006

1,198.0 1,025.0 1,577 1,669.5 2,166.5 2,317

1,137.6 1,163.5 1,358 1,202.1 1,464.3 1.689

386.0
3.0

60.8
296.8
25.4

531.5

529.7
0.3
1.5

69.7
44.3
12.6
12.8
17.6
17.6

303.8

396.1
3.7

45.3
316.8
30.3

619.1

617.1
0.6
1.4

68.4
42.3
15.0
11.1
15.1
15.1

290.8

352
2

42

294
14

438

436
O
2

75
45
18
12
17

17
351

1,208.5
25.6

884.5
182.9
115.5
441.6

407.8
23.1
10.7

214.7
118.5
49.8
46.4
7.1
7.1

75.0

1,698.8
24.3

1,299.6
195.8
179.1
494.4

457.6
25.2
11.6

429.7
326.8
54.4
48.5
13.7
13.7
94.5

2,031
63

1,691
151
127
549

508
29
12

275
156
62
57
9
9

294

Source: Central Bureau of Statistics, Foreign Trade Statistics, 1991, Vol XXIII, Jerusalem.


