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	Basic statistics of Israel, 2016

	(Numbers in parentheses refer to the OECD average)1

	LAND, PEOPLE AND ELECTORAL CYCLE

	Population (million)
	8.2
	 
	Population density per km2
	371.2
	(35.4)

	Under 15 (%)
	27.9
	(18.0)
	Life expectancy (years)
	83.0
	(81.0)

	Over 65 (%)
	11.5
	(16.5)
	Men 
	81.3
	(78.4)

	Foreign-born (%, 2015)
	22.5
	
	Women
	81.5
	(80.6)

	Latest 5-year average growth (%)
	1.6
	(0.6)
	Latest general election
	March 2015

	ECONOMY

	Gross domestic product (GDP)
	
	
	Value added shares (%)
	
	

	In current prices (billion USD)
	317.9
	
	Primary sector
	1.3
	(2.4)

	In current prices (billion NIS)
	1 220.3
	
	Industry including construction
	20.8
	(26.7)

	Latest 5-year average real growth (%)
	3.3
	(1.9)
	Services
	77.9
	(70.9)

	Per capita (000 USD PPP)
	37.8
	(42.1)
	
	
	

	GENERAL GOVERNMENT
Per cent of GDP

	Expenditure
	39.5
	(41.5)
	Gross financial debt
	62.3
	(100.3)

	Revenue
	37.4
	(38.6)
	Net financial debt
	58.7
	(65.3)

	EXTERNAL ACCOUNTS

	Exchange rate (NIS per USD)
	3.839
	
	Main exports (% of total merchandise exports)
	
	

	PPP exchange rate (USA = 1)
	3.779
	
	Manufactured goods
	31.8
	

	In per cent of GDP
	
	
	Machinery and transport equipment
	27.5
	

	Exports of goods and services
	30.3
	(53.7)
	Chemicals and related products, n.e.s.
	23.7
	

	Imports of goods and services
	28.2
	(49.3)
	Main imports (% of total merchandise imports)
	
	

	Current account balance
	3.5
	(0.2)
	Machinery and transport equipment
	37.5
	

	Net international investment position 
	34.3
	
	Manufactured goods
	21.0
	

	
	
	
	Chemicals and related products, n.e.s.
	11.2
	

	LABOUR MARKET, SKILLS AND INNOVATION

	Employment rate for 15-64 year-olds (%)
	68.6
	(66.9)
	Unemployment rate, Labour Force Survey (age 15 and over) (%)
	4.8
	(6.3)

	Men
	72.0
	(74.7)
	Youth (age 15-24, %)
	8.6
	(13.0)

	Women
	65.2
	(59.3)
	Long-term unemployed (1 year and over, %)
	0.5
	(2.0)

	Participation rate for 15-64 year-olds (%)
	72.1
	(71.7)
	Tertiary educational attainment 25-64 year-olds (%)
	49.9
	(35.7)

	Average hours worked per year
	1 889
	(1 763)
	Gross domestic expenditure on R&D (% of GDP, 2015)
	4.3
	(2.4)

	ENVIRONMENT

	Total primary energy supply per capita (toe, 2015)
	2.9
	(4.1)
	CO2 emissions from fuel combustion per capita (tonnes, 2014)
	8.1
	(9.3)

	Renewables (%, 2015)
	5.3
	(9.6)
	Water abstractions per capita (1 000 m³, 2014)
	0.2
	

	Exposure to air pollution (more than 10 μg/m3 of PM2.5, % of population, 2015)
	99.5
	(75.2)
	Municipal waste per capita (tonnes, 2015)
	0.6
	(0.5)

	SOCIETY

	Income inequality (Gini coefficienta)
	0.346
	(0.311)
	Education outcomes (PISA score, 2015)
	
	

	Relative poverty rate (%a)
	17.7
	(11.3)
	Reading 
	479
	(493)

	Median disposable household income (000 USD PPPa)
	 19.1
	(23.0)
	Mathematics
	470
	(490)

	Public and private spending (% of GDP)
	
	
	Science
	467
	(493)

	Health care 
	7.3
	(9.0)
	Share of women in parliament (%)
	26.7
	(28.7)

	Pensions (2015b)
	5.4
	(9.1)
	Net official development assistance (% of GNI)
	0.11
	(0.39)

	Education (primary, secondary, post sec. non tertiary, 2014)
	4.3
	(3.7)
	
	
	

	Better life index: www.oecdbetterlifeindex.org

	1. Where the OECD aggregate is not provided in the source database, a simple OECD average of latest available data is calculated where data exist for at least 29 member countries.

	a. 2014 data for the OECD.

	b. 2013 data for the OECD.

	Source: Calculations based on data extracted from the databases of the following organisations: OECD, International Energy Agency, World Bank, International Monetary Fund and Inter-Parliamentary Union.




Executive summary
The statistical data for Israel are supplied by and under the responsibility of the relevant Israeli authorities. The use of such data by the OECD is without prejudice to the status of the Golan Heights, East Jerusalem and Israeli settlements in the West Bank under the terms of international law.
The economy is strong
Israel’s economy continues to register remarkable macroeconomic and fiscal performance. Growth is strong and unemployment low and falling. With low interest rates and price stability, financial policy is prudent, and public debt is comparatively low and declining. The external position is solid, thanks to a dynamic high-tech sector. The average standard of living is improving, mainly due to higher employment rates. Continued accommodative macro policies and planned investments in the offshore gas fields in the coming years will spur further growth. Against this backdrop, Israelis remain on average more satisfied with their lives than residents of most other OECD countries.
Israel’s economy is performing strongly
Real GDP developments
[image: graphic]Source: OECD, Economic Outlook Database.
StatLinkhttp://dx.doi.org/10.1787/888933672743


Income inequality has fallen, but economic disparities and a lack of social cohesion persist
Rapid employment growth has also boosted the income of the poor, benefiting the disadvantaged groups. However, the share of working poor has risen because many workers, notably Israeli-Arabs and Haredim, are in low-paid jobs due to their weak skill sets. Workers from these communities are often trapped in low-quality jobs, implying persistent inequality and weak aggregate productivity. Moreover, low social transfers imply that the often large families in these communities face deprivation that contributes to child poverty. High house prices also weigh on the social situation and well-being. Without further policy action, these trends are likely to worsen, as Israeli-Arabs and Haredim will constitute half the population by 2059.
The share of working poor is high and increasing
Share of workers in poverty
[image: graphic]Source: OECD(2017), Income Distribution Database.
StatLinkhttp://dx.doi.org/10.1787/888933673256


Reforming education, infrastructure and product markets will enhance inclusiveness and productivity
To foster stronger social cohesion, a broad set of complementary reforms in product markets, infrastructure and education are critical. Further strengthening product market competition will boost productivity in sheltered sectors. Israel has a large infrastructure deficit, especially in public transport, which causes considerable road congestion and poor air quality, impedes access to the labour market and accentuates spatial segregation of disadvantaged groups living in peripheral zones. Better infrastructure in disadvantaged areas, especially Arab cities, would improve job prospects and well-being. Above all, reforms and more public investment in education would improve the skills of Haredim and Israeli-Arabs, especially women, allowing them to find well-paid jobs in high value-added sectors.
Education outcomes are poor for disadvantaged groups
Average overall PISA score, 2015
[image: graphic]1. Haredi boys did not participate in the PISA test, as they do not study the required material. Results are thus overestimated.
Source: OECD, PISA Database; Shoresh (2017), Shoresh Handbook 2017: Education and its impact in Israel.
StatLinkhttp://dx.doi.org/10.1787/888933672724

	MAIN FINDINGS
	KEY RECOMMENDATIONS

	Macroeconomic and financial policies, public-sector reforms and the housing market

	The fiscal situation is healthy, with declining public debt. But, despite recent increases, weak public spending on education and infrastructure limits the government’s capacity to reduce significant socio-economic disparities and support growth.
Extra spending needs to be financed. Tax collection could be improved, and there are a number of inefficient tax exemptions.
		Raise the spending-growth ceiling to make room for higher expenditure on education, infrastructure and poverty reduction, while maintaining the downward trajectory of public indebtedness.

	Abolish inefficient tax preferences on fresh fruits and vegetables, medium-term saving in so-called “advanced training funds” (Kranot Histalmult) and services in Eilat. Raise more revenue by taxing carbon in the form of fossil fuels.

	Hold military spending constant in real terms in line with the existing multi-year defence plan.

	Further exploit available databases to improve tax collection.



	Despite strong growth, prices have declined in the last three years. However, wage growth is picking up as the slack in the labour market disappears.
		Maintain a supportive monetary policy, but be prepared to move ahead with gradual increases in official rates when inflation becomes entrenched in its target range.



	Risks of a house-price correction are still high.
		Maintain strong macro-prudential policies, and monitor housing-market developments very closely.



	Real estate supply has been too rigid to adjust to strong housing demand partly due to low interest rates, causing high and rising housing prices.
Local taxes on residential properties are too low for financing and maintaining the infrastructure needed for new housing development in poor municipalities.
		Better coordinate large and cheaper residential developments in peripheral areas with public transport to where jobs are located.

	Ensure that adequate resources are provided for municipalities to finance local infrastructure services needed in new residential areas.



	Fostering inclusiveness through better training and better jobs for disadvantaged groups

	Labour force participation rates for Israeli-Arabs and Haredim remain low.
		Evaluate systematically the effectiveness of existing active labour market policies, raising funding for effective programmes, above all for training.



	The share of working poor is rising and high by international comparison. Child poverty is widespread. In-work benefits are low and insufficient for families even with two breadwinners in low-paid jobs.
		Further expand the role of in-work benefits by providing higher transfers to large families where both parents are in low-paid work.

	Increase support for poor families conditional on their children taking up additional formal education.



	Student outcomes differ significantly between educational streams, which contributes to high social and economic segregation. Inter-generational persistence of poverty is significant.
		Increase funding for disadvantaged schools.

	Further expand Hebrew courses in the Arab stream.

	Expand childcare and education for children under3, and put it under the responsibility of the Ministry of Education.

	Make funding to the Haredi stream conditional on an increase in core subjects in the curriculum and strengthened monitoring and testing.



	Vocational education and training is underdeveloped, and many tertiary educated graduates are employed in jobs not matching their field of studies, which harms their wages and employment prospects.
		Expand work-based learning in some vocational programmes.

	Introduce graduate tracking, and publish high-quality data and analysis about their labour market outcomes.



	Improving infrastructure and product markets

	Partly due to past public underinvestment, Israel has a large infrastructure deficit, especially in public transport, which causes considerable road congestion and poor air quality. Infrastructure shortages also exist in other sectors, including renewable electricity generation and hospitals.
The management and implementation of large infrastructure projects is often deficient, and the planning process is lengthy and weak.
Arab towns often lack adequate infrastructure facilities because of a dearth of available public land, urban-planning problems and illegal construction.
		Raise budgetary resources for infrastructure. Use public-private partnership agreements, especially in public transport, following a careful and clear allocation of their risks.

	Promote road tolls and electricity smart meters to foster user funding of infrastructure.

	Shift car taxes substantially from ownership to vehicle use to reduce pollution.

	Introduce systematic publication of cost-benefit analyses of projects with mandatory justification of policy-makers’ choices.

	Decentralise and promote transparency of urban planning in Arab cities.



	Despite some progress, competition in Israeli markets remains weak and the economy is less open to foreign trade than most other OECD countries. Price levels are still comparatively high, notably for food. The business environment also suffers from excessive bureaucracy.
		Promote a more efficient use of infrastructure by enhancing its regulation. Introduce, in particular, competition in airport management.

	Replace agricultural quotas and tariffs with direct transfers to farmers.

	Use high-quality regulatory impact assessments based on a whole-of-government approach to cut the regulatory burden.








Assessment and recommendations


	Maintaining solid increases in living standards and well-being in the longer term will be challenging


	Improving social cohesion would promote sustainable growth





The statistical data for Israel are supplied by and under the responsibility of the relevant Israeli authorities. The use of such data by the OECD is without prejudice to the status of the Golan Heights, East Jerusalem and Israeli settlements in theWest Bank under the terms of international law.

Israel’s economy continues to perform well both in terms of macroeconomic and fiscal outcomes (Figure 1). Growth has averaged 3.3% since 2000, higher than in many OECD countries, although this was partly driven by strong population growth, which accounted for half of this impressive increase. The external surplus is comfortable, and the public debt-to-GDP ratio, already well below the OECD average, is still falling. This success is largely attributable to a long history of effective macroeconomic policy settings and bold structural reforms, including the successful absorption of the wave of immigrants from the Former Soviet Union, the promotion of venture capital financing for the nascent high-tech sector and the liberalisation of higher education, all dating back to the 1990s, as well as improvements in work incentives in the early 2000s. These good results are expected to continue, thanks to the persistently dynamic high-tech sector and the forthcoming development of new gas fields. Against this backdrop, Israelis remain on average more satisfied with their lives than residents of most other OECD countries, even though well-being results are mixed in several respects, including the environment (Figure 2, Panel A). They enjoy remarkable health and labour market outcomes, with historically low overall and long-term unemployment rates. Employment growth has been the main factor reducing the gap in average living standards with the most advanced countries these last 15 years, although this driver has weakened in the past few years (Panel B).



Figure 1. Israel’s economy is performing strongly

[image: graphic]1. Estimate for 2017.

Source: OECD, Economic Outlook Database; OECD (2018), Economic Policy Reforms: Going for Growth (forthcoming).

StatLink  http://dx.doi.org/10.1787/888933672743





Figure 2. Well-being outcomes are mixed

[image: graphic]1. Each index dimension is measured by one to four indicators from the OECD Better Life Index (BLI) set. Normalised indicators are averaged with equal weights. Indicators are normalised to range between 10 (best) and 0 according to the following formula: (indicator value - minimum value) / (maximum value - minimum value) x 10. The OECD aggregate is weighted by population. Please note that the OECD does not officially rank countries in terms of their BLI performance.

2. Source: Population-weighted average for the top 17 OECD countries.

Source: OECD (2018), Economic Policy Reforms: Going for Growth (forthcoming); OECD (2017), OECD Better Life Index, www.oecdbetterlifeindex.org.

StatLink  http://dx.doi.org/10.1787/888933672762



Israeli society is, however, marked by a lack of social cohesion and significant disparities, which penalise parts of the population and threaten the longer-term sustainability of these good results. Inequalities have declined slightly since 2007, thanks to higher employment rates among Israeli-Arabs and the Haredim (MoF, 2017a), but poverty remains widespread, particularly among these disadvantaged groups, for whom the rate reaches around 50% (Figure 3). Better social and labour-market integration of these groups, which will represent half the population by mid-century, is crucial. Haredi and Israeli-Arabs’ average skills and remuneration levels are low, their families large and social transfers limited (Box 1). In addition, overall productivity growth remains slow, and the cost of living is currently somewhat higher than the OECD average despite GDP per capita being more than 15% lower (OECD, 2017a). High house prices make home ownership difficult for the middle class and young households, and living space per person is modest, given large average family size. Moreover, public transport deficiencies are detrimental to work-life balance and cause urban congestion and poor air quality.



Box 1. Disparities in Israeli society

Israeli society is marked by significant disparities between different communities. Most Haredim and Israeli-Arabs live separately from the rest of the population. They have different school systems, live mostly in different cities and do not serve in the army. This contributes to different outcomes in the labour market, education and earnings. Given their tendency to have very large families, the Haredi demographic share is projected to nearly triple in the coming decades to almost 30%. This will have serious economic implications, since Haredi men have a cultural preference to engage in full-time religious studies rather than participate in the labour market and avoid core subjects in their school careers. Furthermore, Haredi women can work only part-time because of their family responsibilities. The majority of Israeli-Arab women also do not participate in the labour market due to cultural preferences. The result is that most Haredi and Arab families have only one breadwinner, resulting in significant problems of poverty, notably among children.



	Israeli-Arabs

	Haredim

	Others





	Share of the population – 2016 (%)

	21

	11

	68




	Share of the population – 2059 (%)

	20

	29

	51




	Fertility rate – 2016

	3.1

	6.7

	2.5




	Number of children per household – 2016

	4

	6.5

	2




	Median hourly wage as a % of the national median hourly wage – 2015

	70

	87

	109




	Median wage as a % of the national median wage – 2015

	74

	68

	111




	Participation rate – 2016 (%)

	58

	66

	81




	PISA mean mathematics scores – 2015

	391

	-

	495




	Relative poverty rates – 2015 (%)

	53.3

	48.7

	13.5




	Source: National Insurance Institute (2016), Poverty and Social Gaps Report, 2015; OECD, PISA Database; Central Bureau of Statistics.









Figure 3. Inequality and poverty remain high

2016 or latest year available

[image: graphic]1. Defined as the S90/S10 disposable income share ratio, i.e. the share of all disposable income received by the top decile divided by the share of the bottom decile.

2. Poverty rate relative to threshold of 50% of median disposable income.

Source: OECD (2017), Income Distribution Database, www.oecd.org/els/soc/income-distribution-database.htm; National Insurance Institute (2017), Poverty and Social Gaps Report, 2016, table 7.

StatLink  http://dx.doi.org/10.1787/888933672781



To a large extent, these difficulties reflect persistent weaknesses in three key areas: product markets, education and infrastructure (Flug, 2017a and b). As highlighted in the 2016 Survey, product market regulations are far from best practice. The lack of competition and high non-tariff barriers in many sectors, notably electricity and the entire food chain, push up prices and contribute to duality in productivity between open and sheltered sectors, resulting in wage and income disparities. Much room exists to improve the business environment and lower regulatory burdens and bureaucracy. Haredi and Israeli-Arabs lack the skills needed for well-paid jobs. These deficiencies limit the effectiveness of their employment gains for lowering poverty and perpetuate the strong disparities in formal education between these groups and the rest of the population (Figure 4, Panel A). Contrary to other groups, for the Haredim this situation largely reflects an explicit choice of studying religious rather than secular subjects and of separating themselves from the rest of the society. Moreover, even Haredi men who do work often do not consider their jobs to be a career path but merely a means of relieving tight income constraints. Already 44% of people under 14 are currently from Arab or Haredi families, and the Haredi share is growing rapidly (Panel B). The country’s large infrastructure deficit also contributes to economic and social imbalances. Inadequate public transport accentuates the housing shortage by lowering the attractiveness of more affordable neighbourhoods and reduces access and employment opportunities for disadvantaged groups from peripheral zones. It is also the cause of considerable road congestion and worsens air quality.



Figure 4. Education outcomes are poor for disadvantaged groups, whose share is growing

[image: graphic]1. Haredi boys did not participate in the PISA test, as they do not study the required material. Results are thus overestimated.

Source: OECD, PISA Database; Shoresh (2017), Shoresh Handbook 2017: Education and its impact in Israel; CBS, www.cbs.gov.il/reader/newhodaot/tables_template_eng.html?hodaa=201701138.

StatLink  http://dx.doi.org/10.1787/888933672800



With this background, the main messages of this Survey are:


	The current favourable economic situation provides an opportunity to prepare for the challenges of the future by tackling Israel’s structural weaknesses to ensure the continued increase in living standards and in the quality of life for all Israelis, including in terms of housing.


	Enhanced training and education of Israeli-Arabs and Haredim, better infrastructure and further product market reforms have complementary roles to play in making growth stronger, more inclusive and more sustainable by boosting productivity.


	Increasing the supply and quality of human capital and infrastructure requires both structural reforms and additional financial resources, which can be funded while maintaining prudent fiscal policy.





Maintaining solid increases in living standards and well-being in the longer term will be challenging

The Israeli economy continues to expand

Growth has slowed somewhat but remained robust at 3.3% in 2017. Domestic demand, supported by accommodative fiscal and monetary policies, has been the driver of activity, which was also boosted by a probably unsustainable increase in stockbuilding. Strong employment gains, low inflation and minimum wage increases are fuelling consumer spending. At the same time unemployment has declined to around 4%, i.e. at or close to full employment, and labour shortages are spreading to all sectors in the economy, while, in previous years, they were above all prevalent in the high-tech sectors and for high-skilled workers (Box 2). On the other hand, goods exports have been relatively weak due to still moderate world trade growth and worsening price competitiveness from shekel appreciation. However, led by the high-tech sector, services exports have been much more buoyant and now represent 42% of the total (against less than 30% in 1995), and the external surplus remains sizeable because of the large export share of low-price-elasticity high-tech products (Figure 5). Despite the substantial real exchange rate increase since 2005, market share losses have been limited compared to other advanced economies (Figure 6). This overall robust performance has further improved Israel’s financial stability, as reflected in its recent sovereign rating upgrade (Barkat, 2017a).



Box 2. The high-tech sector: share and development in the Israeli economy

The high-tech sector in Israel combines the industrial sectors in the electronics, pharmaceuticals and aircraft sectors alongside services – software and research and development. Along with veteran companies in the industry (such as Intel, Teva and Check Point), start-ups have been added in recent decades, financed by venture capital funds as well as research and development centres of multinational companies.This sector has grown rapidly and has contributed significantly to the development of the economy since the mid-90s (CBS, 2017a). Employment in the high-tech industry increased from 7% of total employment in 1995 to 9% in 2014, or 12% of employment in the business sector, which is more than double the OECD-country median. This sector, whose share in GDP increased from 6.5% to 11.4% during this period, experienced stronger growth in services than goods. High-tech services accounted for two-thirds of the value added produced in the high-tech sector in 2014. These developments have also benefited aggregate exports, half of which are high-tech goods and services.

High-tech development has been based on the remarkable performance of the country in the field of innovation (OECD, 2016a). It has been supported by high R&D spending (at 4.1% of GDP in 2014, R&D expenditure is the second highest in the OECD); universities providing high-quality human capital in science and technology fields; good collaboration between academia and industry; a well-developed venture capital industry (Israel has the largest share of early-stage and seed venture capital funding in GDP among OECD countries); and favourable taxation for high-tech firms. In addition to these factors, the challenges Israel faces were also an impetus for innovation and creativity (Flug 2017b). Highly dynamic entrepreneurship in ICT, in particular in the cyber security industry, has emerged partially as a response to security threats. The development of new technologies to respond to water scarcity challenges has also made Israel a world leader in water-related innovation.

However, the vigour of the high-tech sector has weakened, and it has no longer been the engine of growth since 2010. Since then, high-tech industry expansion has been about half that of the rest of the economy. Production in this sector, which exceeded 13% of GDP in 2009, fell by 1.7 percentage points and its share in exports stopped increasing. The most significant challenge facing the sector is the lack of supply of skilled labour (MoF, 2016). Its employment share in the economy, although still higher than that of other countries, has declined by more than 1 percentage point since 2009. Moreover, investment in R&D and the dynamism of innovation are benefiting only a limited number of sectors and are not spreading to the entire economy. The result is that SMEs and entrepreneurs operating in traditional sectors are largely detached from the high-tech economy, their productivity is low compared with SMEs in other OECD countries, and only 15% of Israeli SMEs are involved in exporting.





Figure 5. Exports of goods by market and commodity are fairly diversified

Share of total exports, 2016

[image: graphic]Source: OECD, International Trade Commodity Statistics Database.

StatLink  http://dx.doi.org/10.1787/888933672819





Figure 6. Competitiveness has been hit by exchange rate appreciation

[image: graphic]1. Measured the Israeli’s unit labour costs in dollar terms relative to the weighted average of these costs for its competitors in export and domestic markets. An increase of the index indicates a deterioration of the competitive position.

2. Of goods and services.

3. Change between 2005 and 2017 Q3.

Source: OECD, Economic Outlook Database.

StatLink  http://dx.doi.org/10.1787/888933672838



Growth is expected to be around 3½ per cent in 2018 and 2019 (table 1). The still very low interest rates, expansionary fiscal measures, including corporate tax cuts and higher social spending and investment, coupled with the launch of the Leviathan and Karish gas fields, will support activity (Box 3). An improved external environment should underpin exports and keep the economy at full employment. Against this backdrop, solid wage increases and stronger import price growth are expected to push inflation back up to around 1.5% by end-2018.


	
Table 1. Macroeconomic indicators and projections




	2014

	2015

	2016

	2017

	2018

	2019




	Current prices NIS billion

	Percentage changes, volume (2010 prices)






	GDP 

	1 103.5

	2.6

	4.0

	3.3

	3.5

	3.4




	Private consumption

	614.3

	4.1

	6.1

	3.3

	3.6

	3.4




	Government consumption

	250.6

	3.1

	3.9

	2.9

	3.0

	2.0




	Gross fixed capital formation

	219.3

	-0.8

	11.9

	2.5

	4.1

	8.4




	Of which: Housing

	74.3

	1.5

	8.1

	1.3

	-0.4

	4.0




	Non-residential and government 

	145.0

	-1.9

	13.9

	3.1

	6.3

	10.4




	Final domestic demand

	1 084.2

	2.9

	6.7

	3.0

	3.6

	4.1




	Stockbuilding1

	3.7

	0.6

	-0.7

	0.5

	0.5

	0.0




	Total domestic demand

	1 087.9

	3.5

	6.0

	3.5

	4.1

	4.1




	Exports of goods and services

	355.5

	-2.4

	2.5

	3.2

	4.7

	3.9




	Imports of goods and services

	339.9

	0.0

	9.4

	4.0

	6.3

	6.4




	Net exports1

	15.6

	-0.9

	-2.0

	-0.2

	-0.7

	-0.7




	Other indicators (% change, unless otherwise specified):




	Potential GDP

	-

	3.3

	3.3

	3.3

	3.2

	3.3




	Output gap2

	-

	0.3

	0.9

	0.9

	1.1

	1.2




	Employment

	-

	2.6

	2.7

	2.2

	2.0

	1.9




	Unemployment rate3

	-

	5.3

	4.8

	4.2

	4.2

	4.2




	GDP deflator

	-

	2.7

	1.0

	0.1

	0.9

	1.9




	Consumer price index

	-

	-0.6

	-0.5

	0.2

	1.0

	1.7




	Core consumer prices

	-

	0.4

	0.0

	0.0

	1.1

	1.7




	Average wage per employee

	-

	3.0

	3.2

	2.9

	3.7

	4.0




	Unit labour cost

	-

	2.5

	1.4

	2.7

	2.1

	2.6




	Current account balance4

	-

	4.9

	3.5

	2.7

	2.0

	1.3




	General government fiscal balance4

	-

	-2.1

	-2.1

	-2.0

	-2.9

	-2.9




	Underlying government fiscal balance2

	-

	-2.4

	-2.6

	-2.4

	-3.5

	-3.5




	Underlying government primary fiscal balance2

	-

	0.5

	0.0

	0.1

	-0.9

	-0.9




	General government gross debt4

	-

	64.1

	62.3

	61.1

	61.6

	61.6




	General government net debt4

	-

	60.3

	58.7

	57.5

	58.0

	58.0




	Three-month money market rate, average

	-

	0.1

	0.1

	0.1

	0.2

	1.0




	Ten-year government bond yield, average

	-

	2.1

	1.9

	1.9

	2.1

	2.8




	1. Contributions to changes in real GDP, actual amount in the first column.


	2. As a percentage of potential GDP.


	3. As a percentage of the labour force.


	4. As a percentage of GDP.


	Source: OECD (2017), Economic Outlook No.102, November, updated.







Box 3. The economic impact of the natural gas discoveries

Israel’s natural gas sector has recently taken off, with major offshore reserves discovered in its exclusive economic area in 2009-10. These reserves, which include the two big fields of Tamar (305 billion m3) and Leviathan (580 billion m3) and other smaller fields, are enough to supply the country for probably more than 50 years. Tamar is currently the only deposit exploited. It meets over 95% of the country’s current demand of 8 billion m3, and its development and production as from 2013 is estimated to have increased GDP by 1.1% mainly due to the over 60% decline in energy imports. Moreover, replacing imported coal and oil by gas in power generation has cut pollution, and related royalty revenues, even though still modest less than 0.1% of GDP, have been positive for the budget.

Because of limited domestic gas demand, Leviathan’s operation, due to start in late 2019, will have a small initial positive impact (0.3%) on GDP, while its longer-term effect will depend on export opportunities. Contracts have already been signed with Jordan and in February 2018 with Egypt, and discussions are ongoing with Turkey and EU countries. In addition to royalties and corporate taxes, the gas industry will be liable for a special levy of 20-50% on profits over normal returns on investment, whose proceeds will be placed in a forthcoming dedicated sovereign fund to share with future generations. It could represent 10% of GDP in 2040 and will be invested in foreign currencies to reduce the risks of Dutch disease. This risk is currently being handled by a central bank foreign-currency purchase mechanism.



Growth would, however, be lower if the shekel were to appreciate further or if the geopolitical situation or the external climate were to deteriorate. Conversely, the economy could be stronger, and even overheat, if demand, supported by a better-than-expected global environment, is more robust and the central bank is slow to withdraw stimulus or the government follows through with mooted tax cuts. Capacity and labour-market pressures could intensify without affecting price inflation much if supply factors continue to push it down, as in recent years (see below). The economy may also face several other shocks whose impact would be difficult to assess (table 2).


	
Table 2. Possible extreme shocks affecting the Israel economy



	Shock

	Possible impact





	Increase in global protectionism

	A new wave of isolationist economic policies and protectionism would lower global trade and exports. The effects on countries without a large domestic market, such as Israel, would be particularly harmful.




	Renewed geopolitical tensions

	Heightened geopolitical instability in the region or an intensification of the boycott campaign against Israel would weaken both domestic and external demand, with negative budgetary repercussions, which would be reinforced by a likely rise in military spending.




	Financial markets and a housing market crisis

	If house prices were to fall sharply, reversing some of the appreciation of the last decade, private consumption would suffer because of a wealth effect. That would lead to adverse effects on the labour market, which would harm borrowers’ ability to service their mortgage debts and potentially entail a further house price decline. This vicious circle would weaken the banking system with its substantial housing-market exposure.







Still, the Israeli economy is enjoying its 15th consecutive year of growth and remains resilient. The country’s macro-financial vulnerabilities appear low, despite the deterioration in price competitiveness since 2007 (Figure 7). The financial situation remains solid, thanks to profitable and well-capitalised banks, with few non-performing loans (Figure 8) and high liquidity (BoI, 2017a; IMF, 2017). However, risks associated with the large financial-sector exposure to the real estate market, where prices have more than doubled since 2007, have intensified.



Figure 7. Evolution of macro-financial vulnerabilities

Index scale of -1 to 1 from lowest to greatest potential vulnerability, where 0 refers to long-term average, calculated for the period since 2000ref refid="fn-0011" format="note"/>

[image: graphic]1. Each aggregate macro-financial vulnerability dimension is calculated by aggregating (simple average) normalised individual indicators from the OECD Resilience database. Financial dimension includes: capital ratio (regulatory capital), shadow banking (% of GDP), return on assets and loan-to-deposit ratio. Non-financial dimension includes: total private credit, housing loans, household credit and corporate credit. Asset market dimension includes: real house prices, price-to-income ratio, price-to-rent ratio and real stock prices. Fiscal dimension includes: government budget balance (% of GDP), government gross debt (% of GDP), real bond yield minus potential growth rate (r-g). External dimension includes: current account balance (% of GDP), external debt (% of GDP), real effective exchange rate (REER) and export performance.

Source: Calculations based on OECD (2017), OECD Resilience Database, December.

StatLink  http://dx.doi.org/10.1787/888933672857





Figure 8. Capital ratio and non-performing loans

Q3 2017 or latest data available

[image: graphic]1. Regulatory capital to risk-weighted assets.

Source: IMF, Financial Soundness Indicators Database.

StatLink  http://dx.doi.org/10.1787/888933672876



Pursuing appropriate monetary-policy settings

Monetary policymakers are facing unusual challenges in maintaining price stability. At 0.1% year-on-year, inflation is well below the 1-3% target range; prices declined for three straight years before turning up in the first half of 2017 (Figure 9), despite flourishing economic activity, recent employment and minimum-wage hikes and a job-vacancy rate at its highest level on record (Figure 10). Wages have picked up over the past two years, as firms have managed to maintain their margins thanks to significant improvements in the terms of trade since 2014. Nevertheless, zero inflation is rather hard to fully explain, but the most important additional mechanisms are the lower import prices from shekel appreciation and lower commodity prices, as well as favourable temporary product-market supply shocks: government reforms (see below) and measures to lower the cost of living through public tariff cuts, VAT reductions, and stronger competition from the expansion of e-commerce (Figure 11), encouraged by higher exemption thresholds from customs duties and VAT on these purchases. Furthermore, deflation has tended to be self-perpetuating through expectations mechanisms (BoI, 2017b).



Figure 9. Inflation developments according to the CPI

[image: graphic]1. CPI excluding energy and food products.

2. CPI excluding energy, vegetables and fruit, and administrative charges.

Source: OECD, Economic Outlook Database; Bank of Israel.

StatLink  http://dx.doi.org/10.1787/888933672895





Figure 10. The labour market continues to tighten

[image: graphic]1. Unemployment rate with non-accelerating inflation rate.

2. Three-month moving average of the year-on-year percentage change.

3. Deflated by the consumer price index.

Source: OECD, Economic Outlook and Labour Force Statistics Databases; Bank of Israel; Central Bureau of Statistics.

StatLink  http://dx.doi.org/10.1787/888933672914
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