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ABSTRACT
The Role Of Exchange Rate In Israel's Commercial
| polices, And Its Effect On Balance Of Trade.

Abeer Lzelden Almad Alshatabi

Supervised By:-
DR, Osama Bashier Aldabagh

forcign trade always helped countries to use their comparative

advantages and to increase their citizen's welfare. In a small country
like Isracl with neither diverse natural resources or large markets,
depending on trade is the only solution for the economy to grow.

“This study is a try to analyze this relines on trade, and the trade
polices associated with. It also concerned with the trade polices
instruments used to achieve the never lasting ambitious Isracli goals.

The study was divided into five main chapters, and another last
one for results and conclusions. Here is a summary of the most
important points in each one.

The first chapter followed the growing path of the economy,
trying to observe the cconomic stages it went through, and the
halance of payment's situation.

Chapter two studded Israel foreign trade. This chapter was
divided into four parts. The first one studied the importance of
foreign trade to Israel, the second and the third studied the structure
of the Isracli exports, and Imports respectively. While the last part
devoted for Isracl geographical trade and its most important trade
partners.

Chapter three studicd the commercial polices in Israel in the
{iftics and the sixties. Part two studied the polices instruments, and
the role of exchange rate in implementations of these polices. Part
three studied the most important episodes of devaluation in this
period and the cconomic monetary and fiscal polices accompanied
these devaluations.

Chapter four studied the exchange rate polices in the scventies
and eightics. The sccond part studied the role of cxpectations on
monetary variables and their relation to the capital account in the
halance of payments.

Chapter five was regression analyses to analyze the clasticity of
exports and of imports.
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The empirical study of import elasticity showed that demand is the
most important variable affecting clasticity on the long run. This
was reflected by a high clasticity of demand for the whole period.

The empirical study of the export's elasticity showed no
significant ever for any of the variables in the study. This may be due
to the fact that while Israel was busy tryving to be a developed
industrial country, its exports became remote from their comparative
advantages. The cost of production of highly sophisticated exports
never hothered Israel hecause of this continues inflow of capital and

skilled Iabor. EY-o0Ys§

In the last chapter we reached to some conclusion here we
present the most important ones-:
1- Import surplus was a continuos addition to the Isracli resources,
which helped her in achieving a very high rate of growth through
most of the period under study. |

2- Financing this import surplus never bothered Israel, it was
financed completely from unilateral transfers, which was in whole
ziflts {vom western Euvopean and united states sovernments and the
world Jewry. |

3-Fxports developed in favor of industrial exports, while imports
were devoted to help exports achieving that goal. This can be seen
from the continues increasing share of industrial exports from total
exports , and the increasing share of investment and production
inputs from total imports . This was accompanied with the decreasing
shiare of the consumption goods from total imports.

4- The Isracli commercind polices was designed to help achieving the
Isracli ambitious goals. Gradually imports were freed and quota was
replaced with import duties .. in 1969 the liberalization of imports
were completed,

5~ Isracl avoided devaluation as much as it could. Instead it used non
formal components of the effective exchange rate of exports to affect
exchange rate, while the imports' components were designed to affect
commercial polices.

6- Through the whole period of study the exchange rate passed
through different regime. It was through the crawling peg system
(1974-1977) and the floating rate after (1977-1985) that expectation
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of devaluation rosc and caused inflow and outflow of capital. This
affected the capital account and made balance of payment's problem

more of a monetary phenomena.

7- Empirical studics showed a high clasticity of import demand in the
long run with high price clasticity in the short yun,(in ¢ -awling and
floating peg regimes). This due to the non formal components of
exchange rate which were designed to response to commercial policy.
Inn the other hand the insignificance of the results of export's
clasticity showed that the non formal components in the effective
exchange rate of exports were used to affect the exchange rate and
not the export size.

8- Exchange rate was used sometimes to affect excess demand ,and to
increase supply ,but it was never viewed as the main or most
important instrument of balance of payments . This was because it
was thought that the supply of foreign currency in the short run was
inclastic, it was difficult fo achieve cquilibrium through the price

svstem.

9_ Controlling the supply of foreign currency was not the main
ohjective of Isracli economic policy. main objective was (o change
Israel to an industrial developed country , even if exports were
costly and far away from their comparative advantage. This is
because financine such ambitious project was never a burden for the
economy, while finding markets for these exports was never a

problem too.

10- The high rate of inflation after cach devaluation made the impact
of devaluation on economic variables insignificant, so de aluation
was avoided until it was over due for a very long time.

11-In genceral we can say that balance of payment problem was not
the main objective of the Isracli cconomic authovities and planners
their main objective was to reach to structu -al changes in the
cconoemy that enable for quick orowth of exports and import
suhstitutes and to @ decrease in import.
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