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3. ECONOMIC AND SOCIAL REFORM 
 
Macroeconomic framework1 
 
In 2013, economic growth reached an average of 3.4 % (same as in 2012), reflecting 
inter alia a one-off effect from the launch of a natural gas field (Tamar). GDP expansion 
was particularly strong in the second quarter (5 %), as a result of higher public and 
private consumption, which preceded June’s pre-announced VAT increase. Against this 
background and amid an accommodating monetary policy stance, consumer price 
inflation increased slightly to an average of 1.8 % in 2013 from 1.6 % in 2012, remaining 
within the official target range of 1%-3 %. The central bank’s main interest rate was 
reduced twice in 2013 (by 0.75 percentage points in total) to reach a record low of 1 % in 
September 2013. House price pressures have been kept constant, despite the authorities' 
macro-prudential policy measures to address them, partly due to the low interest rate 
environment.  
 
In light of the recent natural gas discoveries the shekel appreciated by almost 5.7 % 
against the US dollar and by 0.3 % against the euro, adding to the slowdown of exports, 
already affected by the still weak global environment. Exports recorded a negative 
growth of -2.3% compared to the previous year, while imports of goods and services 
declined by 1%, thereby contributing to a balanced trade account. The current account 
surplus improved slightly to 0.6% of GDP compared to 0.3% of GDP in 2012.  
 
On the fiscal front, Israel’s position improved slightly in 2013, reflecting the continuous 
fiscal tightening effort and the upward revision of GDP data in August. As a result, the 
general government deficit, estimated at 3.5% of GDP (3.9% of GDP in 2012), was 
lower than the ceiling of 4.33% of GDP budgeted for 2013. Despite its steady downward 
trend of the last years, the government debt remains at relatively high levels (67.5% of 
GDP at end-2013). 
 
Employment and social policy 
 
Unemployment in 2013 was estimated at 6.4%, compared to 6.9 % in 2012. Deep socio-
economic and income disparities (with a Gini coefficient of 0.38 for 2012-) remained and 
Israel had the highest poverty rate (20.9 %) among OECD countries. The rapidly growing 
Arab-Israeli and ultra-Orthodox Jewish population continued to register the highest rates 
of unemployment and poverty. The EUR 560 million cut in child allowances, which was 
decided in August, may push more families below the poverty line. House prices in the 
country increased by 72 % from 2007 to 2012. Housing became a social problem for an 
increasing number of Israeli citizens. Some government attempts to enlarge the supply of 
housing and reduce house prices did not bear fruit.  
 
As regards social policy, most of the recommendations of the Trajtenberg Committee 
were not implemented or were only partially implemented. In July, the Knesset approved 

                                                 
1 Figures are from the national statistical office, the central bank, the IMF or Commission Staff estimates, 
as indicated in the Statistical Annex. When other data sources are used these are then indicated. 



 

11 
 

a law substantially improving employment conditions for sub-contracted workers in the 
public administration. 
 
On social inclusion, the National Insurance Institute noted in a research report that the 
period of payment of unemployment benefits was not sufficient for weaker groups in the 
labour market, mainly older workers and women. 
 
 
4. TRADE-RELATED ISSUES, MARKET AND REGULATORY REFORM 
 
The EU remained Israel’s largest trading partner in 2012.2 Bilateral trade flows 
increased slightly in 2012. Significant progress was made in tackling market access 
barriers in Israel by means of a more intensive dialogue with the EU. However, some 
issues remain unsolved, including sanitary and phyto-sanitary matters and technical 
barriers to trade. 
 
In the area of customs, in October Israel signed the regional Convention on pan-Euro-
Mediterranean preferential rules of origin. The number of companies with Authorised 
Economic Operator status increased to 40, while 20 other companies have begun the 
authorisation process. Israel started a pilot Sha’ar Olami (Global Gate) project, aiming to 
introduce a new generation of computerised systems, simplify the administrative burden 
of international movement of goods, and improve customs enforcement. 
 
On the free movement of goods and technical regulations, the EU-Israel Agreement on 
Conformity Assessment and Acceptance of industrial products (ACAA) came into force 
in January. The Agreement contains an annex on good manufacturing practices for 
pharmaceutical products which will enable EU-certified pharmaceuticals to be placed on 
Israel’s market and vice versa, without additional certification. Israel continued its 
adoption of international and EU standards. The Knesset passed the law on medical 
devices and regulations to implement the law were in the process of being approved. 
Israel adopted the principles of the EU directives on pressure equipment and simple 
pressure vessels as an ‘umbrella’ standard for pressure equipment. 
 
The Government’s Cost of Living Cabinet recommended that competition and cost of 
living considerations were to be taken into account when considering the imposition of 
antidumping duties. 
 
Regarding sanitary and phyto-sanitary issues, in May, the World Organisation for 
Animal Health (OIE) recognised Israel as an OIE member with a negligible Bovine 
Spongiform Encephalopathy risk. A twinning project made a key contribution to this 
significant achievement. 
 
The business climate in Israel benefited from a high level of investment protection and 
ease of trade across borders. Compared to the previous year, Israel dropped slightly to 

                                                 
2 Data for 2013 was not available at the time of writing. 


