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NINND MTIPI YN DXIY P2 NI NNNANNT 22PN .DOVINN NYIDY
IV NPTV MDD MOPDIA NPITH NVIY NN MIY DNNPN —
TV N2 NN N1HWI 2001-2W INKD 122NN NON MNIDN NN
DNYPSM TIVO DOVINN NYIIND DPpYin DM 2002 NI NPIYIIN
DHRND .OXPNND MX TY DY JPOYN 1200 NP WY IIDIPRD
NPY90N XY ,N7Y TN 6.15 701 ,2001 120872 PDY LOMNY XPNN
DDA 9IWN G0 DY THY PYNRNY INRD 1IN PI D TYNRN NYIIM
NIDAY I .NTY TN YOV TOI NYIPIN DNNAN DY D TONN ¥y
SYIPNRN DPITAN DY DIMPNN IV P IYIIA DIPNI NYITIN NN
DI POY YINY PINNN PV ,NPNYI NNYRIN TIXNHNN DY MDI5D
NPPTH NN NXIVMNID TPHPD NPPTH — NI D>NNa Hva
DYPNNN MY DY NNWD IXIY P12 DY NN HY 17 PAD IDOVN N
D992 NNNANN Y, TIND NYIN DRIV PIT DY MPNNT DI )T TIND
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YNI P TN PA NN DPOYN PON NNYN Mvn NYNNa 113
1Y DY NINP ONNND D ORI DI DDPY MAMNNT ,NOWNNN
NNNON NPYTNNI NINN YA NDONY KD ,0»IVMNINN DYIN D1Vova
-NYYAN DINNA MITITAN TYHINY TIN INIINI .ANTY N M)
INIIANT NN NMPN INKD NINT — XIN YALNY VIPXAN ) PPN
OPYN DM MY TY .1PONY DX INY) PINN WYY IRY , DI NDPNND
IXIND DPPTHN OYIP DY MPNND JTAIN NN 18- DY 72080 NYwa

PDIAN MDINT DY MR NPONN PIY DY PMIOWN DNIY P11

Sy NDDANNY ,7MII0D PN NMINY MDD NOWNNI NDAPNN MN»2
NI T DPPTH IHPNOWNND IRXINT NIOP OV DNN DV NIROYN
D0 HPOPIY MM ONIY PI2 I DONNN 4.5 DY NII0NN NIV
TPIVMIND NPITHY MOPDIAN NPITHI YOI NPITH D>INND 12YN
IY2IND NN NOWNNN DY 55100 NYIPHIN DY XMV D10 TN D)
DNPNA 59100 PYPIN IDINRY (6 NID IRI) 3N OVINN 4.4-5 370N SPINN
TV P D NOWNNND PY INN ONNN NIYIINI DINON NOWNND
ORIV P32 M AN ONNNX 3.9-5 2003 NP NNV JPINY ,WIND
NNOY ONRIN NI ,DNINX 9.1 DW NI MIYD ND DIRIPY NYHN
MDPN 200D NNNN DIWINNT VD PND DINIPY P9 .99%) 19N
NV YTIN TY ONNX 1.1 Y NIV NN TIN ,ORIY P13 M2
72VNN NNYDAD NYITIV ORI NI NI 1OV (7 MY INI)
TNMONRIY POD PN .NDVINT NIPOT NPRYND NOT DX ININ PDINN
NVPPTHN SYIP 1INOY MPNRD DOV YOPDXN PV PPN 20
TV TV DOWITIN DNPITHN YTYS NVIPI N .NAX PNN WIAN NDIYIN
PYNI NOLIARM PN NN NINN
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170 431 |02 YI'D NINT NNIY7 ANIN TINR 0.6-1 [IV1N NIX PO701 2002 NIWA DY
VYNDRD NI7INDN NIDDNN NTNNY X 727NN X7 2002 MWL 727007 19X N'NY DN7IT
JXIN TINR 0.4-D2 NNID [IVYAN D' 2002 NIWA NT YI'D DA 737NN 17'X .07 DIDD 177D 2002
DONON 1T NIYT [IYI1IN NN 2002 NIWT7 702 TVIY 71T 1'7'D 600 |02 YI'DN 0'01 7Y |37
ANIN TINR 4.2-2

S7ROY 712 1T N7'0DM00DT7 NITOINN NDYWTN AT MY - NPT 2NN 7DD
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177230 nimpn 1IN
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S7RIY 712 TIYE N7'0DI000DY7 NTOINN NDYTN NN

YN 13290 ,DNNN 6.5-2 2002 TONNA NDY 198D DPNNN TN
DAY TTNN DMLY (DOVHNX NIYIDW TY DY) T MWD MIXDIPNRN TYD
YN THPXNNA YN DY INYRIN TIXNND DY TN MNON IN Ipdya
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P PONT WY DY WYY DIDN DN .JPDIN MIXDIPNN NN
DINNND VY WX NN DY MPM PYNN DY NDPON NN NROYN
NANT DINANT DIV 121 .DMNK DPDIONT MYPYNn PN X1
2N NPDIA MYPWM 9932 XIN YaLNI MYPYNn DY DNN NMOINA
9NN YW1 YYD DIN MDA 1NN NNDHN LI

mMnN’a> 2002-21 2001-2 DXTY 1N PINI ND» DY M2 DNV INND
DY9IYY POV DI IININT NN .ONNN 6.3-D 2002-2 Y)Y PONI
VA0 DONTPDNN DAY INY ,(2003-2 NIXMD IPrya) DPHNONN
DN NDNI0N DINNA MI0IWYN IIYNN DDH2 ,DOWIP AT NONNH
INXIND POPNNN NDMN NNXYN DY DYIIND DO OIINND DOWTINI
, 1297 99¥92 1OV APY ,0MIND DDNIY HY NNN MYNN NPOIN N
DYND DX IPININ IWN,NPIAN-MSIN NHWHN DY IMIWn NYapn 1M
0 Yavin NNINKD WD OTY WIY POINN WY ND» DIV 1IwNnD
2V NYXINN BPONNI NYINN ND3531 N°I1ONN 222D N1PIAPNN NN
TTIYNN (3 DWIN INT) NI NOND DI NDVY N NYNN .PPY NPNON
A7 M52 7NN TTH” DY INT) NIXMI YN NI



,NDID3 95557 NPIINT NN MPTN-1)INVIAN DINNI Y IWAN NIY
TYUNND DNRIN DXINY 2004-1 WYPIN NNNAND YORND TYNn DY TN
AN Y3 ON ONIY P2 DV PN YW MITIN NNNSNN 200N
2003 NN 9D DODINN 0.4 NV NN .IIY2 IWND INY PN
N NNNSN NOOD NYDIDIN MIDNN I NN DY TN MPa N9
YN NINPYOIMINDTT MVLIAN MINIXP MVPN PNDINN NN >TAIY IOWA
D) .DMIND 990K NNV MNINDI )2 NI NHVHNT STIVHD MNPa
NPND MAN 2003-2 NOTHN DXPNA 99107 NYPIN ,NON DIXINP INND
2003-2 I30INY DIXINOPI MIYOWN .M NOYNY QNI ININ NN YN
2y DNYAVN 1221,2003 XXPN DY DIPMIOWIN NIV DPMY DXNNNA
ANY N9 MNAN D)W RN TO

L(8 MY INT) NI 19T NNV NN DTPN NI DONTA IOIN
JNIVAY NPIAN NMNNIT OITP Y 1MNTI MIVN NN I’ MNNINN
JINIINT NINT JPNID DX 1IAY NONR MNNAT . PYNI NPMINDN NN
MY WIPIAN IWIRTIYI TAPNI IXPN NNV D) RVIANH MY
VPY NPXI NPNONIVN NPYYNN T2V DPDI OMONN — MIPHRM
.DWYI TOPTA INPM NNV

(NN YV NN DMPY APY) NTTHI NPINNN-1IAT H2DI 1IN APPH PN 1

MM ,NNT DY .0DM DNAN SNWNI NPPTH NPN ATTHN I 190 19 NN

0.8-2 PADNY DMWY DN I DXXIN 1IN DN MY PNIYNI DXNPIYN MY
LDVNN 1.2 9 ADPN NN DINNX
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3 N7;70'90 NIN'TNN

TOPVIZIDAN DT DY NNPN NN XD DN DY 1PHI0ION PNV
170N .2002-2001 DMWY YNINNY Y93 ,MNINT DPMY Twna N2
D»MYI DNNX YWY NNONDNY SPOYN ININI NTPN Thna
DXNOPYTIN .OXNINN 10.8-D NYVIND NYWA NIININ NIV, MININND
NI9N3 ND) N1NY2I MWV NN NPRYN 2D DN 2003 NPYNI DITNN
Y2955 92WNNN NNOXYDY NN DIPNIM DD PITY PN TN (NDLIANA
22 NN HNIWOY NYPN

— IMIN YINY NPNNNN NPINNANID NAN NYITY 12WNin DPDD
INDA NORNN ,P7TONIN PIYA T2WND ,PO-NN 29V MWD TWNN
NVPTAN YA OY AN DN NDIN 1D 1N, NIVN WITN PN
NY DNIY MITOIN IN1A NOWVINNT N NPNOVT NNNONN .11DI50N
DIVIING 2992 D27 DI DY NPTNN NVLY TINA NNYRID NOIINN
NPON NXOD .11955310 MPYHN DY MNNNN MOV DX INID .TPNRND
ANPA TPMYOVN MIAN NI XD 1T ITOND INPN NPX NIVN
NN 99VWD NIRNND PDI0D NPTH DY IMDI W 1029 DY GN .NNdMIND
OTNY NNIXD NN TPNYN PO PYNN SN

2002-2001 DY N'7;70'90 NIN'TNA NI'YAN X

TON NNV ION NN STHN-2T TIdKNI NN NOPDIAN NP THN
MOPDAN NPPTNRN DY D303 PN DY 2ANNIY 1IWND DNPH XD
NIANIN OY TN OX0N DTN MINXIINT NITIN ADWD IDIDI NN NPND
MY MSNINNN PTHN DX DXNXDY DOVIPIAN DX 2XNIND 1T, )IWPIN
ST — DNV INDINN NN NN MY XD TPND .OPwHn
S0) POPDIAN NYIPIN ,ININT NHWNNT MINIIN HPWYN PNDNN 20N
1919Y NI NANINY PP ,OPDIA 12NN MIYAND JON TV DN
DUNIN 9IWNT NN PINY ODIVY 12VNY PUNin IN 1T
aNINN NOVNNT NIV ,DIPNT DINNOPN INKD 0) )N DI
YPIN T DY NPRY N1NN DI 1AW NYIN MNINND DY MYA
INSINND DINNS I IXPD NNV NPINND PNYY 2T DY WP
GPINND NN MDY MW YNV .0YDNN DI IROYN N/ THPNOWNND
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oY )2 5Y I (DOMI1P DININT INY) NP NIV SPYNT NI DN
MDION NOTHINA DHN INYY NMOY DY NPDOPANT PPYNT ANNN YPI
SINSIND DINNND TPNHNND MY TN 51092 W 1951,79032 NHVIN DXONN
NP MOPD MSTNONP DY MNIN MIYY MMM 1) ISD v
WANN (NIN9DI 99350 MW NIPWI 1NIND) OECD-Y MD»win my»THn
P MIXXINN YINOP DY IPO¥2 100DAND NNOINY 12TW NPIdNNY 10 DY
NNOYN DY 1329 NN NYVIY MNON .DX0N NDNOYN DY 1dYpon Nna
7oy 2 (Alesina, Perotti and Tavares,1998y) v ooon
,DDIPNN DPPTNI MPHND JTIAN YPI DY ,700Y NYPID MIANNNIN
-2 DMMIPHN DDA DIPNVA TPV ,PYNI MYP MIANN NNHD
NTONT PIVIY DODIND

NPYYNI 12WNN (X) 2OPD9N TII0NN NN 1N DN MDY OV 1DOY
TN SNIY TPPYNT MY DX TIND NIRY ,MNI0N NOPNNI MDIVN
PIVNNT NPOPDIAN NPITNA DXNNIN DNWN (2) ;13 THN MDIDN

12NN NYPHIN MIANINN .DPOPDAN NP TNN NN NND TPNM
NXI9 92 TIY NDIID YNNI DXPNN 2001 MWD NHTHN IPN ININNY
TN, MNTPIN MPNI NIIWNY NDNIN DYA 02N NIV NAPIN
DIPNN NN DY 2001 DY PYRIN PYAIN POY INTI 1NN DIPNI
ND PYTY 19D) 10w NINNIND YTNNY IWYNI 127 MIXT ON 17
DOWITIV NI 7PN I 3D ,NINT DY TN .ANYaVn NIDn NN In»n
MYIN INND YTIND ININD TIVN DT> DY WSIN NONI IRXINA ONPIN
MYSN MNNAIN DI NN NIYN XD NYTNN N1OWNNN DN . DIPNN
(20 PINY VIVON PINY PVID NN DIPIN DN DII DY NP NI
MINSINN DY NI 12NN NN OMYHWHY

.2002-0 NOWNNT XPN DN TIND N9INN ORI Mdyan
MNN NYIVY DY NI YyaAPIY DY TN 1IN DIPNT MNINN
MDIINM MNXINN NNON Y TIDY NHIIWN MDIIN NIWINI ,ININ
NYAIN DY NN NN DY MIYWI NHYNNI NIYVIRY DIPNN DY DYONN
0) D2 .JPMNOYND NI D27 ¥ DY IN 12D NDAMY 1NN ,DONNN
DOTI9 PN ,NNMANT AXPA DN DINY ,MINND MDIDNN MITOIN
NYINN O .MDIDNN NINNI NMVDNN 123 PON PIADNY NN, TIND
ANSMIN 12902 91T 71PN DIPNI POINHDN

PN NPPTHN MM DN PP P92 PAY N 2



RPN 9 DY I PINY MDIDNN JTHIND NTINNN TN NN YNNI >TI
-1 DYONN DI TO I ININD NN ,2001 12ILPINI NDIIY WNINY NPTHN
D»NYA NN 2373 1IN MR YTNIN .DIPY TN 161-1 1DIND> 2002
XPNA IV (VNI JINY DIDD) DOOPY TN 148 DY nn Ty
3.9-0 YN TY ANNN 1D .DDPY TN 13 DWW 0N 71PN INPHNN
2PN DY N2 INND P ODIN,WTNN TYA NT0Y NOWNND ININ HINN
V0N DXADIN YPIY DY IV PPOYN N300

MNNNN AMIYON ,DIPNN PYND 2ANND NN MYNININ
PYNN DX MITIT DINVIAN MIXTNN AN MINM NIVIINN NPITHI
;172X YIND YALN NI, TIN INSIND DDV 72WN qU0 2002 ToNNa
SV 19D .MPINI DN DPYN YY) 1ANINN DN NN MYPYn
ONIYY P32 NOYN DN YN DN NSNS INVYNN NOWHND 13T
99NN WY DY PND WINI NI YD PIYD DNMIN 7Y 902 MY 1Y NN
VP NIND YILN DY NPDOLNIPADN MYIIIN D) NN MDA DN MDY
MNIN PYNI 723 PNNI TN ,20IN 1IWND MITITND MIANDNN NN
PYNN I2NY NN PN NONY 1IN WY DX IDNN 2IYNND
NN TIND 9NN T2 NI NN DPIN IN MOYND XIN) YINIWON
DVIAND DRI DIDIN MDY NNNN

NPIND MXIN NPON D YYN NIMY 2003-5 >NPNN XPNN N1N3
DONPINN MINT .0IN TY DINN X2 INXINT IIND DDA MITINN NDN
TINN DDA Y WX 132) 2003-D 1XPNN D3 ,NNMINN MITHIND 1YY
IXIND DY NS NN WHNND DX D) Y905 DD 1Y PRY MDION
DYDN JTHIN 72 732 NN 2002-1 .1MDIINA 1273 TON MY ,(TAN TINN)
2W0¥) YMDNN 2NN DX D>THD,NOWNNT MPNN DX IWIVD YMNIND ND
DYya NN DY PNINN IMN DY NN DIV 1IWND PYNRn DN N
ANPIN DY PNNT NMHYDY 1AW MYNINND MDD NN DTN

NDD TNPNIY 2OY0 NININY MOPON PYIAN DY OITID NIN NI
NIV NDITD PYNN NI 2NN DY NNHINA NPHNY PN NN
TOPMYNYN 1213 19250 MDY DY 2110 J9INA D259 72WN G0 DY Nid
JWYY DI IIVWND MITITND MIDOON THNNN 1D .A0Y INONIVIAIN
NPPTH DD MIYON PN 1T DN NNY 1IWNN APY .PYNI MYP yNad
YNIND S TPHRNND NI1N MHHPDIAN NPITHN 722 P13 MINNN->VIN
GO THVIPNN DNPITHN MPHNX — NNANN 7PYIAN PINSA ,0TPIN
ANIND MONY YMNRN 2IND
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TIVN SV NWINN MNINM 2003 WYX NNV IYTNN NOWNNN
PYIIN YTHN DX NN 29T DISNT MPNNT NPWY ININ ININD
YN DNT MAPYA .DOPY TN 30 — yM>IN D32 2003-2 MNANN
GNI NIV TV 1IN XD WTNN MDD .Y DINNSD 1900 MION
ION NDIID NYIN ININD TIVA WL 2003-D NN TN I 30N
TMINY DIYN NDIDN DNINAY ,DOPY TN NYYN TOI DININP
SV P12 NODN NINOP NYNN XXAND PINN ININD TIVN) 7252 TN
10NN DN YNYY NN NPNAND PINND ININD 12 10D (DOPY TINDMN
.DOPY TINDA 3.5 DV 1MV MOYD INMINDT MVIIAN NIPN DX PN
)1 2003-2 NYIID NIOINN L2003 Y910 NXIN DNN MOPN GPINY INNNI
,NDIINM NIRXIND TN NIDINN OTYS 210N DI .DWOPY TN 1.75-5
IYVINN DY NN MY PYIIN DX XD ININD TIVD ST DY INNTY 29D
STV 98I SNINKN

N'7;70'9 NINTNT NIXTHA A

NI TNN PN .DXPOIN NYD MOPDIY NV THY MIONNN DN PON)
P ,DVWTIN 18 TIN IPNN DX 23D ANIVHY ISPN NNVY NION
NPT YN NV PONA .2004 MWD 2003 DY 71IWN IINND N1IPTN
AN NNV NI MOPDON MIVIVORN NN PTHINY NNV NN
MYY TYUDINID NYY 1T JOT PI9) TIIX NNV DY XY AXND MOIINID TY

K(nplV

2004-2003 — X7 NN

)22 INYRIN YRID DIMND DOPDIAN NPT POND DBND .1
INAY NPIND DY MODIANT,NNPIN MINK MDIIN DXON NIND
NPT, INIIND PION DINTI ON ONINT 37 TIY NIV .NPINY
NN DMAN NN 2PN, MINND MDIINM DYONN 99D NINN
DINAN NI DTHN DI ONDN 2N DY IPIIINN 11PYAN NN NG
JPINNN-Y0IN HDIDI NPPTH NOYANA NOVNIND DY YN NNIT
SN PN INY PYNIY X 0PI 9IN NIV OO NI W YA
TIMNNN-VIN NPT IYAND D12 DPN INIY I NOWNNN
72WND PYND DX ITIT OINDNND DINN NIV wwNin D91 oW



160 -

1404

1204

100+

DYVINOYN DX DXNIND 21T HVI 2NN D7) 2N ODID
2N (1) MYPWN ,N73N ,)INVYI) NP TN DIPNI DMDVITVIND
IV NOWNNN DY N9YTY MDD IV 01T MNY 21NN VT
2NN HY 91T N0 TN 21T 2IN ITIPANT NYIN PRI NN
T25 NPN ONDN 2OV NN DIDY (4 DOWIN NI JIT N9 DY
TIND TIPMN NON NPDOY 2IND NWNND TINYD DN XD NOWNHNNY
2D IIYNIY 2IN IAWND PYNN DX ITITD M2V INN XM PY NN

1985 1988 1991 1994 1997 2000

(NI TINKR) 7812 101 NI2'¥N 2NN 14 D'WIN

X9 PYNI MO DY NIYI 1INN NNHINA NN NXD 1N DY

.2004-2 980 SHNNR NWIHYUN NIN? KD 2IEPNI PYPINY

MXINT DPNY INNYND TINGD MY INND DN Y NN 2NN
NNX 80-2) OECD-11 M 703 ¥YINNIN DMIY 29 LYNI — 2V
S0V INT DYDY (5 DXWIN INT) NNPN MPTN DY YHNIN INY
DNND MTIPI PDYA INY MIAN DNPNIY 71D 70T IRV DHN
DN DYPINN NON DIRINN (6 DWIN XTI OECD-N MPTH YmNn
DYDN NNNON A DY YNDNN IND NNNAND MANT PAIYND TNNN
,TNYA .39 1OT TINOD MR 117D 2NN NNNANY NI 7D OX V)
DY IWOANID ININD THON PNOWNND INXIND DTN DINNN DY
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OECD-2 mnNoxmnin MmN TN0NPN NN ,IINI 0NN VI DINNN
DYDN NNOYN VDI 1 D) TN, MINSIT DNN9T DY TPy 100NN
DINDYIN IWIRT D3I WD W PYIIN NINPN WIOY DV 9pna
TINT DPN DIPNI PYIND NOTHIN PNIYN DY DNNNSD TN 0700
DXMYY DIIMP MONRIYT DN NIIWNA I PID PR, NINT DY TNY
JPUNT NPYA DY PIND 2IWN TNPNA NN DXA1NND D3NN
T NN MDIIN DY DNN MY [ TRNYR YSI1IW TONNN INRD D)
oY DHRN NYWN 121 ,NTIAYN MDIDN DY ONN NYWN 127 NTNA
PN DY DDANND PN MDD, 0N .2IYHNN MXINI PN MDIdN
7995 .00 PN HOND P2 MINNNY M NPDIND DINDINN DN INYY
DISNYY NP N2 MONT PRYNY W D1 PYNI 9MVUN 2893
NIDN NN TYMY W 195 0NN VI DIYNY 9 DY 928N NN
L28PNA PYIN DIYNNY NNYIN DINNYN

SV NN NNYY D3 DIPYIN DIONN 2590 IR NNYH 1N 2IUN
MINDN NIV NDIIND DN NNNDNN 15295 . YHMND ONN
5y DONN 9PN SV NDAPN ANDYNA NY> ,2003 20N 19INY
199023 PYNN N NPV 5 ,0D22°9 DIDIIN MDIN

01N MYY AP DY PN IND P2 DNRN NPOON NN HVAY Y
2% 033 YoV NN NN DDA HY NN



(XN '7TINKR) 1999 ,00N 701 :6 D'WIN

11D .NDIIT NIVIRY NN YN MNRXIND 23772 NPY WIT)
YDDANN MNOXID TPXTOIDNP NN D NN OECD-N mdTna
NN, MMM NIAYN IMZYN DY IIWN MINIIN NNNN DY IPrya
NODLANN NDIIA NIVINY 2003 1D .MYPYNA XIXP DY MmN
92231 NIXOPN NND IPOYN NN NP DY 10V NP DY Iprva
0N IRXINT MNNSNN 2391 ,2002 NN NIAYNN MMDWNI
NIXP DY Y9N 20900 OIN PAD NN INIIND N0 29 DY 2003
qP°N2) NPOIYON NPYAN NIINA YNNI .I0NA NP MNSITN
PNVIAN MNSIN NN D) DINID DIPHN 71PN 0PNNVIAN DVVNRD
PNV DY PI XY OININD PNV DY YN VIPIY NOWNNNT DY NN
1IN D) AWNNND ¥ IPNN NIAIY NOD 2T MYNWN ININ
SV MINVYAN NINXINT 1996 INND D 17N HNIANN JOINDY XD
Ny IOV MY D92 (1998 Sy DOyap DYPNNI ,D2I0IT) DN
NIV DY MDAND MDY MPTHI NOXNNVLIAN IRINN DI TON
DYIVAND PPYI NNNDNN MINXIM NON DININA (7 DXWIN IND)
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take place before updating the minimum wage, so that the
update will not significantly harm employment.

Reform in the welfare system

The team recommends that a committee be set up to examine
the possibility of reform in the support and taxation system,
with the aim of increasing the rate of employment among
people with low income (below the median wage), by means
of creating employment incentives. The team views the
implementation of an active market policy within the labor
market as an economic-social mission that will increase the
GDP by increasing the employment of Israelis. The main
motive is not the reduction in public expenditure, but the



Enforcement focus on the employers of illegal workers:
Policing resources should be increased in order to augment
enforcement among the employers of illegal workers (and
heavy fines should be imposed) instead of the detainment
and expulsion of foreign workers. In addition, the strict
enforcement of labor laws should be expanded and
mechanisms should be created for preventing the
employment of illegal workers through tax collection
systems applied to the employers.

The number of licenses for the employment of foreign
workers should be limited to 4 percent of those employed.
The sale of licenses should be via tender. This method will
pass the remaining rent inherent in the employment of
foreign workers from their employers to the general public.
In the short time remaining until the required changes are
made, the tax rate should be raised beyond the 8 percent
established in the economic plan. This tax profit must be
such that the cost for the employer should be equal (at least,
or higher) to the cost of an employee who is a resident of
Israel. The tax rate should be about 30 percent of the
employer’s expenses.

Minimum wage

A government system for enforcing the minimum wage for

all those employed in Israel should be established. The
existing minimum wage law should be amended according
to the majority recommendations of the minimum wage

committee, presented in the summer of 2000. These
recommendations included improving the legal enforcement
mechanisms, and defining the minimum wage as wages for
regular work, so that most of the wage elements are part of
the minimum wage. Moreover, the average wage should be
replaced by the median wage for the purpose of updating
the minimum wage, and an annual inspection process will
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4.

It is recommended to reduce the lack of symmetry in the
general response of the Bank of Israel to external shocks.
The lowering of the interest rate, once the shock has passed,
should be carried out faster than has been the practice to
date.

Consideration should be given to the GDP gap
(unemployment rate) arising from cyclical factors in
determining the Bank of Israel interest rate.

Financial stability and stability of the banking system should
be regularly monitored, including quarterly reports,
according to accepted standards of transparency (for detailed
recommendations, see the report presented by the team on
this issue).

C. Policy Recommended for the Israeli labor market

Foreign workers

Tax laws regarding income, withholding of expenditure,
national insurance payments, health insurance, pension
allocations and the rest of the labor laws and collective work
agreements should be applied to all foreign workers and
workers from the territories, so that the marginal cost
(employer’s payments beyond salary) involved in employing
workers who are not Israeli residents will be identical in all
its elements to that of Israeli workers. The 8 percent tax
imposed on the employment of foreign workers in the
context of the economic plan is a step in the right direction,
but it does not cancel the economic advantage of employing
foreign workers. Therefore, it should be raised in the short
range (see recommendation below).

Institutional changes should be made to facilitate significant
enforcement of the labor laws at the level usual in EU
countries, relating to the employment of workers who are
not state residents.



of operation pertaining to the full government.

6. The direct investment of the government in infrastructure
should be expanded, so that the capital stock in infrastructure
for which the government is responsible (in terms of GDP)
will correspond with the usual trends in Europe within 10
years, with consideration for the product per capita and the
development of specific demands for infrastructure services.

Preferred Government Size:

It is recommended to gradually reduce the rate of public
expenditure within the GDP, while presenting the European
average (in addition to American aid) as a long term marker.

B. Monetary Policy

The negative growth rate, high unemployment rate, very low
level of inflation and the adopted economic plan require and
enable a reduction of the interest rate, in the gradual and careful
manner required by the economy’s characteristics and the fiscal
policy. It is recommended that the interest policy be based on
the following rules:

1. The nominal interest should be reduced gradually, but in
greater increments than those characterizing the Bank of
Israel in the years 1998-2001 and according to the inflation
goals to be achieved.

2. The intensity of the interest change should be tailored to the
gap between the inflation goal and the actual rate of inflation.
The dimensions of the interest adjustments in both directions
(up and down) will be greater the more the deviation from
the inflation goal (up and down).

3. The interest rate should be determined with consideration
for the development of the exchange rate, reflecting the gap
between the interest overseas and the interest in Israel, along
with all the risks of Israeli currency.
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. See the next chapter for the changes required in the welfare

budget and work incentives.

. A necessary condition for improving the reliability of the

Ministry of Finance’s economic policy is the creation of far
greater transparency of the budget data than was in place up
to now. (For detailed recommendations, see the team report
on this issue.)

Principles of the budgetary policy from 2005:

1.

Commencing from 2005, it is recommended to change the
decreasing deficit law with the following rules (rules 2 to 5
constitute an integrated whole):
Expenditure will increase at a rate of half a percent above
the rate of population growth (linkage with population
growth is intended to cope with the great demographic
fluctuations that characterize the State of Israel). This rule
requires a fundamental change in the rules of “automatic
pilot” when planning the budget.
The size of the budgetary expenditure will be subject to the
deficit ceiling, which will not exceed 3 percent of the GDP.
In other words, the deficit ceiling is the decisive limitation
in the event of a contradiction between it and the total
expenditure.
Sharp fluctuations in geopolitical conditions, exacerbation
of the war or a return to the political process may necessitate
updating the policy outlines.
The proposed multi-annual deficit of the full government,
which amounts to 4 percent of the GDP since 1988, will be
reduced to 2 percent of the GDP. A rule will be established
for required regular periodic adjustments, to ensure that the
deficit returns to the proposed target when the accumulated
deviation exceeds the rate established.
- The required rules of operation for the government budget
presented to the Knesset should be derived from the rules



Recommendations for a macro-economic policy

Team Director: Prof. Avi Ben-Bassat

A. Fiscal Policy

T

A.

B.

he short term 2003-2004:

The deficit in the budget will not exceed 3 percent of the
GDP in 2004.

Under the present market conditions, reducing the public
debt should be given higher priority than lowering the tax
burden. The full decrease in expenditure should therefore
be allocated to cutting back the budgetary deficit.

Itis extremely important to change the composition of direct
taxes without changing the average tax burden. Thus, the
reduction in income tax and social security tax commencing
from July 2003 will be accompanied by a parallel raise in
the scope of taxes on income from financial assets, so that
this reform will be neutral.

. Tax discriminations among various types of capital will be
abolished and a uniform tax rate will be established on the
basis of the real profit that each asset yields.

The defense budget should be reduced by NIS 2 billion in
2003, according to the original Ministry of Finance
recommendation, and the remuneration should be allocated
for maintaining the deficit goal.

It is recommended to further reduce the defense budget in
2004. The amount of the reduction will be determined
following a careful examination of the changes in the scope
of the military threats directed at the State of Israel, the
army’s modes of operation, structure of manpower and
pension conditions of the regular army personnel. Policy
makers should take these aspects into consideration, along
with other goals — social and economic — that also influence
the national resilience.
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The fourth team, headed by Prof. Avi Ben-Bassat, grappled
with the “ship” of macro-economic policy, which was buffeted
on all sides by strong crises from the time the team began its
work prior to the 2003 elections until the conference.

| would like to express my deep thanks to the team leaders
and members for the great effort they invested. And hearty
congratulations from all of us to the man who presided over the
entire group, Prof. Reuben Gronau.

Prof. Arik Carmon
President of the Israel Democracy Institute



Summary

THE 11™ ANNUAL ECONOMIC
CONFERENCE - JULY 2003

Conference Head and Editor: Reuben Gronau

Preface

The 11" Annual Economic Conference was held this year during
a pivotal period — between the completion and launch of the
Israeli government’s economic plan and the discussions about
the 2004 budget. Each of the conference’s four subjects touched
on the economic reality of our lives. It appears that the success
of the conference’s deliberations, chaired by Finance Minister
Benjamin Netanyahu, indicates the vital nature of the subjects
that were discussed.

This year, the central topic was the question of investing in
human capital. Investing in human capital has become an asset
of permanent economic value in all developed countries and in
countries seeking to promote their economic standing. Two
teams examined in depth the optimum utilization of human
capital in Israel in the pre-academic and higher education
systems. The first team was led by Prof. Victor Lavi, who
prepared the conceptual infrastructure and developed the model
of reform, and by Ms. Ronit Tirosh, who added practical-
applicable aspects to the proposed model.

The second team was led by Mr. David Brodet.

The third team, which focused on credibility and
transparency in the economy, attempted to clarify the proper
conduct and performance in three economic focal points that
propel the economy: the Ministry of Finance, the Bank of Israel
and the capital market. Prof. Zvi Eckstein led this team.
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