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term debt objective, it is broadly understood that an objective of 60 percent of GDP remains
desirable. The staff’s concerns about the possible rigidities in the deficits ceilings, the
specification of the spending ceilings in real rather than nominal terms, and the absence of a
formal long term anchor were recognized, however. Accordingly, the option to reform the
framework will be kept under close review in coming months, but the authorities remain
committed to their current framework until then.

Reduction in income tax rates

7. The intent of preannounced income tax reductions is to clarify conditions for
business and investors—and so encourage early new investment. As tax burdens are likely to
rise internationally in coming years following the global crisis, the planned tax reductions
may have a particularly beneficial impact on establishing Israel as an attractive investment
destination. While the importance of public debt reduction is recognized, the commitment to
announced tax reductions will remain in place, though assessments of their impact on
investment, employment, and deficits will continue to be refined.

Supervision of non-banks

8. Best practice in the structure of supervisory bodies and the content of supervision
remains unclear, with a variety of different models globally which will be reviewed before a
determination is made of the appropriate arrangements for Israel. Effective supervision of
non-banks is seen as a priority, not least given the risk of international and domestic
aftershocks following the recent global crisis. A key benefit of housing the CMISD within
the Ministry of Finance is that it facilitates the free flow of supervisory and market
intelligence to policymakers there. Key steps to strengthen the content of nonbank
supervision are underway, and the resourcing of those supervisors will be kept under review.

Exit from discretionary intervention in foreign exchange markets

0. Discretionary intervention is a transitional step towards a free floating exchange rate
regime, in the context of domestic and global exit from extraordinary measures taken during
the crisis. However, when this transitional phase ends (envisaged, as suggested, when
nominal policy rates return to “normal” levels), any formal announcement to that effect will
note that the Bank of Israel reserves the right to intervene in exceptional circumstances—i.e.,
a return to the situation prior to preprogrammed reserve accumulation. With increasing
integration into global capital markets, the need for such actions to prevent disorderly
conditions cannot be ruled out, but the Bol does not and will not target any specific rate.
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ANNEX I. ISRAEL: FUND RELATIONS
(AS OF NOVEMBER 30, 2009)

L. Membership Status: Isracl became a member of the Fund on July 12, 1954, and
accepted the obligations of Article VIII, Sections 2, 3, and 4 on September 21, 1993,
and, other than solely for national and international security reasons, maintains an
exchange system free of restrictions on the making of payments and transfers for
current international transactions. Israel subscribes to the SDDS and is in full
observance of the SDDS’s prescriptions for data coverage, periodicity and timeliness,
and for the dissemination of advance release calendars.’

II. General Resources Account: SDR Million % Quota
Quota 928.20 100.00
Fund holdings of currency 743.91 80.15
Reserve position in Fund 184.30 19.86
I1I. SDR Department: SDR Million % Allocation
Net cumulative allocation 883.39 100.00
Holdings 785.51 88.92

IV. Outstanding Purchases and Loans: None
V. Financial Arrangements: None

VI.  Projected Payments to Fund (SDR Million):

Forthcoming
2009 2010 2011 2012 | 2013
Principal
Charges/Interest 0.30 0.30 0.30 0.30
Total 0.30 0.30 0.30 0.30

VII. Implementation of HIPC Initiative: Not applicable

VIII. Safeguards Assessments: Not applicable

! For purposes of Fund relations, the West Bank and Gaza (WBG) fall under Israeli jurisdiction in accordance
with Article XXXI, Section 2(g) of the Articles of Agreement.



IX. Exchange Rate Arrangement:

Effective August 10, 2009, the Fund has reclassified Israel’s de facto exchange rate
regime from “free floating” to “floating,” as the authorities have made discretionary
interventions on more than three occasions since July 2009. The discretionary
interventions serve as a transitional step facilitating the exit from the preprogrammed
USD purchases that began in March 2008. The authorities clarify that they do not
target any specific exchange rate. The authorities’ de jure classification remains as
“floating.”

X. Article IV consultation:

The last Article IV consultation was concluded on February 13, 2009. Israel is on the
standard 12-month consultation cycle.

XI. ROSC:s:

¢ Financial System Stability Assessment was conducted in 2000, issued in
August 2001.

e Fiscal Transparency ROSC was conducted in 2003, issued in March 2004.

e AML/CFT ROSC was conducted in 2003, issued in June 2005.

e Data Module ROSC was conducted in 2005, and issued as IMF Country Report
No. 06/125 in March 2006.

XII. Technical Assistance:

The Fund has been providing policy advice and technical assistance to the Palestinian
Authority (PA) since the 1993 Oslo Accords, and presently has a senior resident
representative based in Jerusalem. The Fund’s work in the West Bank and Gaza (WBG) has
intensified since 2007, with a focus on the macroeconomic, fiscal, and financial areas. Staff
missions to the WBG have been assisting the PA in the design and implementation of its
macroeconomic and fiscal framework in line with the objectives set out in the Palestinian
Reform and Development Plan (PRDP) presented at the Paris international donors'
conference in December 2007. The most recent progress report on that framework was
presented at the Ad-Hoc Liaison Committee (AHLC) meeting of donors held in New York
on September 22, 2009. Technical assistance has also been stepped up since 2007, in
particular in the areas of public expenditure management, banking supervision and
regulation, and macroeconomic statistics.

XIII. Resident Representative:

A resident representative has been in the WBG since early 1996.



ANNEX II. ISRAEL: STATISTICAL ISSUES

Israel is generally in observance of the Special Data Dissemination Standard, meeting
specifications for coverage, periodicity, timeliness, and dissemination of advance release
calendars. Macroeconomic statistics are of generally high quality and broadly adequate for
surveillance, although there are few shortcomings particularly in monetary and government
finance statistics. A Report on the Observance of Standards and Codes—Data Module, a
Detailed Assessments Using the Data Quality Assessment Framework (DQAF), and a
Response by the Authorities were published on the IMF website on March 24, 2006 (IMF
Country Report No. 06/125).

Banking statistics are not based on balance sheet reporting, but instead on a selection of data
reported by banks to the regulatory authorities. Current information does not permit full
sectorization of the economy in the monetary statistics, and more detailed information on
instruments also would be useful.

The methodology underlying the reported overall annual fiscal balance is not in conformity
with internationally accepted best practice, as interest expenditure excludes the inflation
component. The authorities are gradually moving toward implementation of the methodology
that is standard in other countries, so that the discrepancy will decline over time. Data
submitted by the Central Bureau for Statistics for the Fund’s Government Finance Statistics
broadly follows the GFSM 2001 format. However, for financial assets and liabilities, only
transaction data are submitted, but not stock data. Within-year monthly reports on central
government operations—compiled by the MoF—cover only the main aggregates of
budgetary accounts, not broken down by components.

Balance of payments and international investment position data are compiled on a quarterly
basis and follow the fifth edition of the Balance of Payments Manual. External sector data
were not examined in the Report on the Observance of Standards and Codes.



Exchange rates

Official international reserve assets and liabilities 4/
Reserve/Base money

Broad money

Central bank balance sheet

Consolidated balance sheet of the banking system
Interest rates 5/

Consumer price index

Revenue, expenditure, balance and composition of financing
6/—General govt 7/

Revenue, expenditure, balance and composition of financing
6/—Central govt

Stocks of central and central government-guaranteed debt 8/
External current account balance

Exports and imports of goods and services

GDP/GNP

Gross external debt

Israel: Table of Common Indicators Required for Surveillance

Date of latest

observation
Dec-09
Nov-09
Nov-09
Nov-09
Nov-09
Q32009
Dec-09
Nov-09

2008

Nov-09
Q32009
Q32009
Nov-09
Q32009
Q32009

As of December 30, 2009

Date received

30-Dec-09
8-Dec-09
20-Dec-09
20-Dec-09
20-Dec-09
Dec-09
30-Dec-09
15-Dec-09

Aug-09

7-Dec-09
30-Dec-09
15-Dec-09
13-Dec-09
16-Nov-09
15-Dec-09

1/ Daily (D), Weekly (W), Monthly (M), Quarterly (Q), Annually (A); Irregular (I); Not Avaliable (NA).

2/ Reflects the assessment provided in the data ROSC published in March, 2006. The assessment indicates whether international standards concering (respective) concepts and definitions,

Frequency

of data 1/
Dand M
M
M
M
M
Q
Dand M
M

A

o o0 g o0 o0 K

Frequency of

reporting 1/
Dand M
M
M
M
M
Q
Dand M
M

o Lo 0 L0 K

Memo items:

Frequency of  Data quality: methodological
publication 1/ soundness 2/
Dand M
M
M
M LNO, LO, NO, LO
M
Q
Dand M
M 0,0,0,0
A 0,LO,0,LO
M
Q
Q NA
M
Q 0,0,0,LO
Q

scopem classification/sectorization, and basis for recording are fully observed (O), largely observed (LO), largely not observed (LNO), not observed (NO), or not available (NA).

3/ Same as footnote 2/, except referring to international standards concerning (respectively) source data, statistical techniques, assessment and validation of source data, assessment and

validation of intermediate data and statistical outputs, and revision studies.
4/ Includes reserve assets pledged or otherwise encumbered as well as net derivative positions.
5/ Both market-based and officially determined, including discount rates, money market rates, rates on treasury bills, notes and bonds.

6/ Foreign, domestic banks, and domestic nonbanking financing.

7/ The general government consists of the central government (budgetary funds, extra-budgetary funds, and social security funds) and state and local governments.

8/ Including currency and maturity composition.

Data quality: accuracy and
reliability 3/

0,0, 0, NA, NA

0,0,L0,0,0

LO,0,0,0,0

NA

LO,0,L0,0,LO








