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GENERAL AGREEMENT ON L/2492

10 Nevember 1965

TARIFFS AND TRADE Limited Distribution

REPCRT OF TEE COMMITTEE ON BALANCE-OF-FAYMENTS RESTRICTIONS
CON THE CONSULTATION WITH TSRAEL

1. In accordance with its terms cf refercnce the Committee conducted the
censultetion with Isreel. The Committec bad before it 2 basic dccument supplied
by the Government of Israel {BOP/54) znd = report on cconcmic developments a2nd
chenges in the restrictive syster, doted 20 Octcber 1965, supplied by the
Internaticnal Menetery Fund.

2. 1In conducting thc censultation, the Commitiec follcwed the plan of discussion
for consultaticns recommended by the CONTRACTING PARTIES (BISD, Scventh Supplement,
pages 97-S8). The comsuliaticon was held on 25-25 Ootober 1965.

Consultation with the Internsticnal Monetary Fun
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R Pursuzant to the provisicns of Article XV of the General Agreement, the
CONTRACTING PARTTES had invited the Internationcl Monstary Rund & nsuit with
then In connexion with the consuliotion with Isrcel. In accordancc witb the
agreed.procecure, the ‘:. presentative of the Fund was invited to ooke =2 statement
supplementing the Fund's Jecumeniation conceriing the positicn of Isrceli. The
staterzent mede wos as follows:
"The Internationzl Meneiary Fund hos trensmitted To the CONTRACTING DARTIES a
background paper on Israel dated Cetober 2G, 18 The Fund expects o
conduct 2 consuitaticn with Isrmel under Article XIV of thHe Fund Agrecment in
1966 and to trensmit tc the CONTRACTING DaRTIES the Exceutive Beord Secision
relating to that consuliation when it bocomes aveilable ™

Cpening stztement by the representotive of Isracl
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which bc.d narrowed from S805 millijon in 1062
Jumped wp to $4%0 million, and this out of = toial

Teking goods and services together, the deficit

$328 millicn.
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Reserves of foreign currency at Deccomber 1964 were 646 million as com-
pared with $615 million at December 1965. This has tc be compared with total
imports of goods and services of $1,177 miliion, or approximately six months
supply. In view of the high level of Isrzel's depencdence on imports, and
her special security position, these reserves are & bare minimum.

As agrinst the increase in reserves of $30 miilion there was an increase
in foreign debt of $132 millicn, and this in spite of refunds on account of
maturing loans. Total foreign céz=bt on 31 Merch 1965 stood 2t $1,100 million.

In the first eight months of 1965 =xporis of goods reached $300 miilion
as compared with $255 millicn in the same pericd of 1964, Imports were
$560 million as against $570 millicn in January/August 1964.

The f2i1 in imports in 1965 is expleined by 2 f2il1 in import of ships.
Imports other than ships rose by 3% million in the period JanuaryfAugust 1965
as compered with JenveryfAugust 195E. The increase in exports is explained
by an increase in citrus, diamonds, fertilizers ané potesh.

The growth potential of 211 of these products is limited.

Iack of water, and uncertainiy of ocutlets, restreir citrus expansion.
The market in diamonds, of the specification Israel exports, has aimesit
reacked saturation. The increase in exports of fertilizers and potash is
cue tc production fom extensions of plant during the past fow years. Further
extensions have been planned, but the total contribution from this source by
1570 can oaly be of the order of $60 miliicn. Special atiention is being given
to the guickest possible expansion of fertilizer and petash production, but
this must supriement, not replace, cther industrizl development.

=Zxports of manufactured industrial goods, which must meke the main
contributiocn to closing the trade zZ=p, rose cnly very slightiy.

Zconcmic activity continued 2t 2 high level, czusing cn the one hand a
continued high ievel of imports, and on the other pressurs by the Israel
merket o consume menufactures which might ctherwise have beon exported. The
ccntinued worsening of Isreel's compotitive position in her mein merkets,
because of the progress towards remsval of tariffs among the member States

.of the European Zconcmic Commmity, and ¢f the Eurcpezn Free Trade asscciaticn,
strengthened this tendency.

The commercial agreement between the EEC and Isracl provided certain
ccnecessions which have to some extent ecased the tarifif changes inircduced
by the Commmity. However the agreement leaves ciitrus, Israzel's largest
singzie export: in great uncertainty and danger of having to face new
levies whose effect cculd well be a2 scrious dislocation of the markes.
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The concessicns granted, m2inly in the industrial sector, have inevilably
been limited because of the obiigation to miltilaterslize  under -the most-
favoured-nation clause: they still leave Isrzel's menufactured products in a
aifficult competitive position as ccmpared with these of nember or associate
States of the Commmunity.

No specizl agreement exisis between Israel and EFTA, and here too, exports
cof such procducts as made-up textiles and knitted gcods, metal products, tyres
and plywood are heving to face increasing competiiicon.

There have been zs yet no practical resulis from the Kennedy Round, waich
would to scme extent have offset the worsening of competitive positicn in
these areas.

There is, therefcre, roluctance among invesicrs and manufacturers to
press cn with invesiment Iin manufacituring indusiries, training of skilied
Zxnpower, development of Zosiim and creation of fashicon and guality standards
which are besie to ihe expansicn of those industries on whose exporis Israel's
future cepencs.

In spite of the improvement in the baiance of trade in the Tirst part
of 1955 the deficit remains high s compared with imports {(cimost &0 per
cant), and the prospect for an improvement in exporis is cifficult.

Both the expansion of axports, and the xaintcnance of siable prices
in the home market depend on the increasing officiency of industrizi pro-
cuction. To this purpose, the ibarajization of imports by
removel of indivicual licensing reguirements which was commenced in 1953
n2s continued. The review of zll indusitrizl products, plamed for
completion by Ocicbher 1955, should be compleled by Nevemben oy which date
w2ll over 80 per cuat of industrial imports will hewve been froed from
restriction. '

It is then plamned o uncerteke the secand stege of the liberelizaticn
oYCS ., whick comprises 2 roview of tariff rates om 21l procducis anc
~econsiceraticn of these products not yet liberaiized.

It is the Covernment's belief inat if this policy is metched by
meaninzful tariff reducticns and removal of oiher barriers tc trade by the
m2in purchescrs of Isrzel's products, rezl progress can be made towards
balancing Istecl's foreign irede.
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Balance-of-payments position and prospects

5. Several mezbers of the Committee thenked the representative of Israel for the
documentation and information supplied and expressad their satisfaction that in
the period since the last consultation Israel had been able o extend the scope of
lideralizaticn, to expand exports and even %o increase foreign exchange reserves
somewhat. They noted that Israel has made considerable progress in removing
quantitative resirictions. The Goverament of Israel has reportad thzat zbout
400 commodities, representing nearly 5C per cent of total inperts, are aiready
free of resirictions and that less than 15 per cent of imported products are siiil
under the "Individual Iicensing Systex™. The Committee understands that by the
exd of November 1965 2il products for which licensing requirements still exist
will have been reviewed and the number of products remaining under licensing
substantially reduced. After the first round of review has been cozpleted 2
second 1ook will be had a2t the restriciions thot remein. The hope was exgrecsed
2% in the ~ase of procducts on which import resirictions are removed tarifs
rates will not be raised so as to impair the beneficial effect which literalization
might be expected to have in reducing inflationary rressures and in proxoting
greater procductivity and efficiency in local industry. Mexbars of the Committes
alsc fell that notwithstending rezl difficulities which confront Israel in
resoiving ils bzlance-cf-payments problems, zccount should be teken of the
considerable resilience which the economy has had in the past. It could be that
prospects for further export increases and the continuved inflow of capital were
2 little more encouraging than the rerresentaiive of Isras! had indiczted and
provide a basis for further liberalizetion. Reference was 21so made ¢ the faci
that foreign caplial investment in Isrzel secms o have continued to increase
through 105%.

€. The representative of Israzel, in reply, maintainsd that pessimism was the
more prudent outlook on Israel’s export crospecis. The sm2ll inerease in foreign
exchange reserves in 199% hzd been made possible by an increase in the foreign
cebt and by certain itrensfer payments which zre iikely ic be raduced shortly,
Including certain reparations paymanits; whilc 3t it hoped that & further

Ineraase In exports mey replace this source of foreign exchange, 2 close
exazination of Israel’s exports indicates thed there are definite limitations in
at least two of the three mpjor experi cotegerics, agriculture and diswonds. Lack
of both land and water ars becoming impertant limitations on further expansion of
agriculture, and whils Israel hos done well in the market for small &S=monds, this
merket Is notl one thet is likely to grow %o 2ny extent: Twms, most of the
$200-8500 wmiliion gzp would heve to ba covered from increased axports of menufaciur
Heavy invesiments have been made in fertilizers and in the Dead Sez works which
gre ziready beginning to yleld subsitantizl income thet may increase from 2 present
$it miilion to $70 million by 1070, Tuv this will by nc means £i11 the export ga2p.
Consequently, Israell authorities are also ‘ooking to the deveiopment of guality
articles and skilled services, since Israel is not a2 low-wege country but does
have skills which might facilitate development of high-gualiity eXport roducts.

s
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Under this heading Israel thinks of fine made-up textiles and leather gools, where
the skil) of Israeli crafismen woull be an advantage, as it has been in diamonds,
though here again it would be necessary o rely on imported meteriais. Similariy
there seem 10 be machine tools, made to special order, which can better be
produced in a workshop than in a mass production industry, and simiiarly there are
fine chemicals and electronics products for specizlized use which lend themselves
0 smell-scale production. Among services, Israel is hoping in perticular to
develop further its shipping, which is already of coasiderable imporiance.
Insurance mey also offer some possibilities. Because of their greal imporiance
Israel's trade bzlance it is perticulariy significant that memufactured goods
expords as 2 whole increased by more than 20 per cent annually irm 1959-61, bud

% more recent amnu=l increases have been 1% or only 12 per cent. Domestic
consumpticn hes increesed and mey have had the effect of siowing export growth,
But It would be Gifficuilt to assert that such increased consumption was the only
czuse of siower growth of exporis. The rate of growth of exports to the =EC and
EFTA couniries was cuch slower than to other markets, and there it appears thai
difficulty of =ccess arising from differenticl treatment is becoming 2n imporiant
1imitation on exporis. & slowing down of foreigr and domestic invesiment may
21iso be either z cause or an offect of ihe export outlook. The representative of
Isracl also noted thet some of his country’s exports must In fact be expeclted o
experience dzclining demend as the less-developed couniry merkets to which Isrzel
hes been surplying developmeri goods like cement, tyres and Irrigetion pdpes begin
0 be supplied from within those countries themselves. Alvready Isrzel provides
know-how 10 help in the estebiishrment of such incdustries in developing cowmtries
of Asiz and Africa.

7. Concerning the level of tariffs on liberalized goods, the T presentative of
Israel exglzined thet toriff levels are fixed by = cormitice composed of
representatives of consumers, manufacturars, agriculiure and Goverament. A&
decision %o remove ihe licensing reguirement is the occasion for censideration of
the tariff level by this commitiee, where decisicns are usually taken unanimovsiy.
The Government’s objective IS to stirmmlate efforts of indusiTy & become more
competitive but not to create 2 flood of Imporis. & second review of these rates
is planned beginning ezrily in 1965, when it =ight be decided either o fix 2
regular time-table according to which anmuzl reductlon In rales would take place
or to agree to review the rates anmualily. It would de con Sderably easier W
persuzade those concerned of the desirebility of =n 2ulomatlic plan, to which ithere
is some cpposition, if more hzd been accomplishad in the Xemedy Roumd; zbsence
of visible resuits up to now mekes It Gifficull to urge 2 more Y1gOrous unilateral
Drograrme.

8. ‘The guesticn was zlso zsked whether Isrzel had fully ccnsidered the
possibilities of increased tourism 25 2 solution to the balaznce~oi-paymenis
problem. The representative of Israel stated that tourism hed indesd dbeen the
subject of a great deal of consideration, though so far with rather iimited
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results. Israel does well to attract 250,000 tourists a year, while Spain

receives 13 million. By 1964 the income from tourism amounted to some $70 million
and Israel would very much like to see the figure increase by more than 15 per cent
a year as in the past. However, there seem to be a number of problems which

would make it rash to count on an increase of the order needed to close the trade
sep. For one thing, travel from Western Europe to Isracl costs at least twice
what travel to Spain costs Europeans. There is 2lsc a lack of suitable medium-
priceé hotel accomodations which it seems difficult to Till given present costs of
2construction of new hotels.

Alternative measures 1o restores equilibrium

Members of the Committee expressed interest in knowing whether the Government
srael had considered the rossibility ¢f moderating the recent rapid rate of
ctivity of the country and of puitting nore emphasis on liberalization of trade.
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10. The guestion was also asked what steps the Government of Israel is taking to
keep the incrense in consumpiion within something like ,1 per cent a year, as it
would like to do. The representative of Israel acknowledged that this was of
rse a most difficult objective to implement. Since 1964 z Productivity Board
had been established uwith representatives of industry, trade unions and Government.
An offort was being made, on the basis of operations of this Board, to reclate
wage increases 1o productivity increzses. .an attempit is alsc made to avoid price
rougt nt, industry and consumers are 2ll

increases through = committes on which Governme
T % rize fixing orders zre issuved. but considerable efforis have
de ter.rsunds mznufocturers not o incresse priccs; this effort has been
successful to a considerzble extent in menufectured goeds but has also perhaps
: greater increases in prices of construction, which is not
2nge of the Commities’s werk. In Israel there is an
ink between vozes and prices in the cost-cf-living alicwznce agreement,
which formerly c e r gquarterly adjustoents in wages tc match price increases.
More recently the interval has been set ot six menths and in 196L4 agreement was
cbtained te delay an incre=se from July to Octcber. The beneficial effect which
delay in the cost-of-livings zlliowance increases might have had has been somewhat
offset by changes in the tix structure which have had the short-term effect of
iﬁcress;ng disposzble income, particularly of tha low-income group.

interes» the public in internnl lending to Govermment and incdustry. the
representative of Israel explzined that this form of invesiment, which had been
very gopular in 1953 and 19€0, had recently become less atiractive. DMore recently
costs had been rising mor dly than prices, perhaps accentuated by the
Government's =fforts to ce inecrezsss. Prior to 1962, there had been
considerzble success in interesting the public in the purchase of eguities or in

ii. In response To 2 guestion arout the development of Isr=el's campaign o
"
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lending to the Government, but since the devaluation in 1962, people have tended
more and more co invest in housing or to purchase durable consumer goods rather
than to postpcne consumption through saving, notwithstanding interest returns
offered by the Government at a higher rate on short-term loans or linked to the
cost-of-living index on long-term loans. The Government was making great efforts
to press the saving campaign.

System and methods of the restrictions

12. In response to two guestions concerning developments in the iiberalizaticn of
imports, the representative of Israel explained that there has been no cheange
since last year in the composition of the free list. The list of goods for which
licences are issued automatically has been extended continuously through the year.
The formality of licensing is retained mainly in order to retain some control over
the prices at which imporits are sold, since a country importing relatively small
quantities as Israel coes may ctherwise find that its importers have been able

to pick up smell lots of gcods at exceptionally low prices. Retention of
licensing control is felt to be simpler than switching over to use of <the anti-
dumping and countervailing duty legislation, which is cumbersome. There remains
the category of goods subject to individual licensing. The breakdoum of . imports
inte these three categories for 1964 is as follows with percentages of 1mports
falling into those categories for 1964 and 19863.

Imports in 1964, bv licensing caiegories,
with comparable percentages for 1983

Imports in $ miliion Per cent 1064 Per cent 1963
Free Lo2 8.7 k5.2
Automatic licensing 253 ' 31.8 35.6
Individual licensing 160 1G6.5 21.2

The mein effort in likeraliization has been made on the industrial side and the
process of reviewing 2il imports has been nearly completed. Gross industriel
production in Israel in 1964 was I£5.9 billion, of which 0.9 billion was in export
incdustries and one billion was ir products which ars not traded in international
trade (e.g. gravel and sand). Of the remainder, IZ2 billion had been reviewed by
the end of 1964 and another I£50C millicn has be:n reviewed in 1965

residue of some ICfi.2 billion, meinly in procoesscod

IE300 million of non-agricultural producticn ars i

-2

reviswed, and it wac hoped that this roview would be campleted with >, vath or so.

15. Responding to a guestion when a negative list of items still under
restriction might be published. the representetive of Israel said he was not in

a position to give an undertaking in this respect but confirmed that work would be
started on such a2 list soon, as it appéared to him that such a list would in any
case be necessary for the review of remaining restrictions which would be carried
out in the second stage of liberalization.
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14, Members of the Cowruittea expressad conceru thnk Tarasl hins conkiinel ke Lendao
by arrangements whick involve tying of trade to a particular trade partner,
notwithstanding . .the consultation decision of the IMF last year and comments by
members of the Committes on Balance~-cf-Payments Restrictions. TIsrael was urged by
these members to move away from bll“tePEL agreements which, in their view,

prevent the most economlc condu of world trade. The representative of Israel
replied that all bileteral agrrement ¢ imports amount o no mere than 4 per cent of
Israel's imports. The arrangements are by no means dictated by Israel, but are
made with countries that normally trade in‘this.manner. in order to promote’
experts to these countries. He added, when asked about future “rosveCus, tha
Israel has in fact been considaring turning trade of this kind over to prlvcue or
quasi-private corporations and nad had some discussion with trade partners on the
-m2tter. He added that this trade was 21l based on international prices and that
he did not believe the trade would naccossarily go to suppliers in other count:i-ies
even if there were complete freedom of choice of source.

5. It was asked whether special consideration for regions ir which more
development was wanted meant that licences were granted less freely for products
.which might be mamufactured Iin such 2 rezion. and whether items might be
deliberalized in order to promeote development. Inquiry was also made whether
Israel's system makes vrovision for granting token licences on goods subjeet to
individual licensing. The ropresentative of Israel assured the Commiltee that
development plans have beer made well in cdvance so that there is little I1iFaliluw.d
that an item once removed would ke restricted again. The whole movement over the
last two years has been tc liberalize and much progress.has been made. As for
token licences, it is no“mal for the Israsl restricticn. if any, to touch only a
part of the tariff *f»m, on the parits of items not restricted. automatic
liberalization is granted. Members of the Committee expressed interest in knowing
‘Something of the method by whick licences are allccated and the time taken to grant
licences, especially as concerns automobiles. The representative of Israel said
that there might ke some delays &uring the first month after liberalizstion has
been approved, zs it takes perhaps six tc eight weeks 1o issue the necessary
administrative instructions. Joncerning automobilos he thought there shcuid be
no difficulty, however, as these had been liberalized since 1959. The ornly
requirements are thatit ar importer must be willing to bring in a2t least 100 cars
per year and must satisfy the authorities that garage and repair facilities will
be available 6 service the cars.

Effects of the restrictions

16. Members of the Committce expressed concern that infart industries erjoyipg
high protsction through quantitative restrictions or high tariffs might not m
as rapidly as possible toward maturity and inquired what safeguards exis
ensure that they do mature =s rapidly as possible and what precautions are
to avoid the establishment of Industries which might not become viable. The
representative cf Israel acknowledged that in the case of textile spinning, still
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rrotected by licensing requirements, there may be 2 case of an industry which would
have to continue with licensing. It was established, historically, some ten years
ago as a means of introducing recent immigrants to industrial life and the
intention is to move zradually to the more advanced stages of production. But in
any case 2ll industries will come under the continuing review of tariffs and
licensing which will serve to encourage them to develop increased efficiency, as
protection is reduced. This general rule might have to be reviewed if it were
necessary to provide large-scale employment if mass immigration again occurred.

General

7. The representative of Israel was thanked for his very helpful and full replies
to the questions of the Committee. The consensus was that while Israel has made
much progress toward liberalization, maxirum benefit to the Israel economy called
for continuing efforts to make production more competitive both through continuing
removal of licensing requirements and reduction of other barriers to trade.



