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recommendations presented above are based on three meetings
of the team. The material appended to the recommendations
was written by the team members within the short period of
time the team had to complete its work. No doubt, a
comprehensive paper could have been written on the economic
importance of transparency and credibility in economic policy

in general, and particularly regarding the subjects raised herein.
These chapters certainly do not presume to exhaust, or even

begin, the methodological discussion that is required.
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company’s obligation to submit immediate reports on events
that deviate from the company’s normal business dealings.
(This recommendation is based on recommendations by the
committee to re-examine the model used to report company
transactions in a prospectus and its derivatives, which was
appointed by the Securities Authority.)

2. We propose that each year, prior to the appointment of a
CPA, the board of directors, or an auditing committee on its
behalf, should actively investigate the independence of the
CPAs. The CPAs will be asked to positively state that they
have no conflict of interest; and the board, for its part, prior
to the regular meeting to appoint or reappoint the CPA, shall
inform a general meeting of the results of the investigation.

3. In light of the Sarbanes-Oxley Act passed in the USA, we
propose defining in Israel, as well, that on each board of
directors there should be at least one director who is a
“financial expert,” that is, someone who excels at
understanding financial statements.

4. We propose that the status of the institute for accounting
propriety be rooted in law, so as to ensure its ability to
continue establishing accounting rules in a professional and
independent manner, without having to fear repeated attacks
that threaten to jeopardize its independence at any time that
the standard it issues hurts the interests of any entity.

5. The company’s auditing committee will meet on a regular
basis with the CPAs without the administration, and receive
explanations regarding the accounting policy employed. The
auditing committee will also ensure the reliability of the
data reported. When the financial statements are approved,
the board of directors will initiate the said investigation
procedure.

The topic of credibility and transparency in the economy
has far-reaching ramifications throughout the economy. The



number of which are based on an “automatic pilot” policy.
The Finance Ministry’s budget proposal for each ministry
and the government in general must also include detailed
financial statements about the budget and its implementation
for last year, for the current year until the submission of the
statement (July), and forecasts for the rest of the year, as
well as the budget requested for the coming year. In addition,
the financial statements should include explanations of the
assumptions and programs that underlie the proposed budget,
and a comprehensive economic analysis of the economy.
In order to formalize paragraphs 1 & 2 above, and in order
to increase both transparency and credibility, the rules for
publicizing the ministries’ financial statements, submitting
the budget and the budget law, presenting economic plans
and publications by the Accountant General should all be
firmly rooted in legislation. The importance of the law and
its complexity demand extensive work by the head office,
which will be based on adopting rules that are standard in
EU countries and the USA.

Recommendations regarding public companies and the
Securities Authority

The requirements of exposure, according to the securities laws
for public companies, set forth a satisfactory level of
transparency. In contrast with many other areas, the level of
exposure required from public companies ensures that extensive
information is given to the public and therefore, the proposals
made below should be understood as proposals to improve a
situation that is essentially good. The team’s recommendations
based on the discussion in Section 4 are:

1. Forecasting information should be updated each year in an

annual report and the periodic reports will be updated with
the essential details that have changed since the previous
periodic report, and this shall not derogate from the
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The annual budget and economic plan documents do not even
come close to the quality of the financial statements issued by
public corporations in terms of transparency. Because there is
nothing in the government that demands the confidentiality
required by public companies where competition abounds, save
for the issue of individual privacy, we would expect the level of
detail and transparency with regard to budgetary policy and
economic plans to surpass that of financial statements prepared
by public companies. It is important that budgetary policy be
presented to the public in a manner that is open and
unambiguous, which explains the economic policy and the
financial numbers in aggregate terms that give them an idea of
the economic picture, and at a level of detail that enables serious
examination of the government’s activities.

The team members agreed that the way the government, the
Knesset and the public obtain information concerning the
government budget, in the past, the present and in the future, is
not transparent. On the basis of this consensus, and following a
long debate, the team made the following recommendations:
1. Eachyear when discussions on the next year’s budget begin,

all government ministries should submit a detailed financial

statement about the budget and its implementation for last
yeatr, the current year up to the date the statement is submitted

(July), and a forecast for the rest of the year, as well as the

budget requested for the coming year. Furthermore, the

statements should include explanations and details at least
at the level required by public companies. These financial
statements will undergo suitable account auditing and will
be signed by the minister and senior ministry staff.

2. The Finance Ministry’s budget proposal must be adjusted
in keeping with the financial statements issued by the
ministries and with the budget proposals contained therein,
including proposals by the Finance Ministry for changes in
the budget after considering the various components, a large



deposit insurance, similar to the team’s recommendations.

The incident involving the Bank of Commerce and the lack
of financial stability that has been a source of extensive public
debate during the past year highlight the importance of
legislation and greater clarity regarding the supervision and
insurance policy that the government employs vis-a-vis its
banking institutions. Transparency in these matters is an
important source for reducing uncertainty in situations where
significant economic shocks, combined with uncertainty
regarding the state’s commitment, could lead to financial crisis.
Such a crisis could probably be avoided if the rules of the policy
were made clear. It would be best if we could, in any case,
reduce the degree of risk for both the local and foreign public
in the Israeli economy. This holds true even if Israel can always
count on guarantees from the American government.

The degree of transparency needed in managing the lender-
of-last-resort policy is complicated, due to theral hazard
problem. This means that a defined policy of guarantees by the
central bank by granting short-term loans in order to avoid
immediate harm to the depositors, and those who give and
receive credit on the securities market, could be misused by
taking unnecessary risks that do not correspond with efficient
economic management. Nevertheless, the Bank of Israel and
the government should consider means for informing the
financial sector in particular, and the public in general, regarding
the rules of the policy as they are accepted throughout the
Western world and in Israel regarding the Bank of Israel’s role
as lender-of-last-resort.

Recommendations regarding the government’s annual
budget policy

In the discussion that was held, serious arguments were raised
concerning the information brought to the government and the
public when submitting budget proposals or economic plans.
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the interest rate policy when the Bank of Israel publicizes the
reasons behind its decision with regard to interest rates.

The inflation target policy adopted in Israel and the
independent status of the Governor enable the Bank of Israel to
achieve a high level of transparency and a good deal of
credibility as well. Enhancing transparency in accordance with
the above recommendations can go a long way towards
improving transparency and credibility in all of our economic
institutions. Since the Bank of Israel is run independently and
very professionally, is should serve as an example to the entire
private and public sector with regard to transparency. Therefore,
it must take the steps that are possible and necessary even if,
for various reasons, the law recommended by the Levine
Committee does not successfully pass the legislative process.

Recommendations regarding supervision of the banks by

the Bank of Israel and the government

The team recommends that the Bank of Israel, in its capacity as
supervisor of the banks, and the government of Israel, in its
capacity as insurer, should initiate legislation to define by law
and other means, for the public in general and for the business
sector in particular, the government’s lender-of-last-resort
policy, as well as its deposit insurance policy. This transparency
is necessary in order to enable us to reduce the amount of
uncertainty in the economy regarding the economic significance
of financial instability, and enable depositors and borrowers to
know the risks involved in the economic activity of each bank.

It should be emphasized that to date, the bank supervisor policy
is not defined within the law, nor is it completely clear to the
business sector. Furthermore, the degree of public trust regarding
its deposits in the banks is based on the government’s behavior
in the past, and there is no understanding regarding the degree
of credibility this policy will generate in the future. The Bank

of Israel has recently promoted legislation on the subject of



1. Publishing the minutes of discussions at which decisions
concerning monetary policy are made (a Monetary
Committee, according to all the existing proposals for the
law).

2. Decisions regarding monetary policy will be made public
and will include reasons and explanations.

3. Non-publication of decisions and explanations is acceptable
only if such publication is likely to risk policy
implementation.

4. The team recommends that the Governor of the Bank of
Israel be asked to appear before the Knesset Finance
Committee on a regular basis (for example, once every
quarter), to explain to the public, in a concise manner, the
considerations underlying Bank of Israel policies.

In a recently published document that compared the quality
of writing and an overall assessment of the management of
inflationary target policies, Israel came in at pkace, slightly
below average, with an overall score of 6 on a scale of 1 — 10
(10 being the highest scordh the opinion of most of the team,
there is insufficient transparency in the management of the
monetary policy and paragraphs 1-4 ab@en at this point
in time — with adjustments for the present legislative situation
could be adopted. It should be noted that paragraph 2 has already
been adopted by the Bank of Israel and is now in force. The
feeling that there is insufficient transparency stems from the
fact that recent changes and adjustments to this policy are not
understood by the public, since the model or methodological
framework by which interest rates are set is unclear. This is in
spite of the fact that the Bank of Israel publishes an inflation
report every six months and the Bank of Israel report every
year, and each month there is extensive public debate regarding

2 Ashort summary of the document is included in the report, below.
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public to understand the policies of the different institutions
and judge their implementation. All this, without examining
too deeply whether increased transparency would, in every
situation, necessarily lead to greater credibility for policy-
makers. In all of the recommendations made below we believe
that increased transparency will help increase the ability to
implement a policy and thus, to reduce the level of uncertainty
in the economy which, together, will improve the efficacy of
our economic activity and contribute towards economic growth.
In order to focus the discussion on the main issues, we
highlighted a small number of topics in three key institutions:
1. Bank of Israel: monetary policy and supervision of banks.
2. Government budget: the budget law and its ramifications
on government ministries.
3. Public companies and the Israel Securities Authority.

Below is a summary of the recommendations as they were
made by the team members. The material in the following
sections includes positions, background information and
recommendations that were made during the discussions and
constituted the basis on which we made the summary
recommendations found later on in this section, but they are
not necessarily accepted by the entire team.

Recommendations regarding the Bank of Israel’'s monetary
policy:

The team recommends that as part of the new Bank of Israel
Law, which has been under public discussion in recent years,
the issue of transparency be given top priority, and will include
the following components:

1 The Levine Committee Report (1998) included a direct reference to the
guestion of transparency and Sections A — C have been included in the
committee’s recommendations for the law.



Credibility and Transparency in the Economy
Summary of a Report for the 2003
Annual Economic Conference

Team Director: Prof. Zvi Eckstein

Credibility in the sense of economic considerations is a
characteristic that expresses the attitude of the public
(consumers, investors, etc.) towards decision-makers in the
country’s influential institutions, such as the government, Bank
of Israel, judicial system, commercial companies, and the like.
Credibility is important because it is an essential part of the
ability of these various institutions to implement the policies
they have chosen to follow. Since the objective is to achieve
the purpose of the policy, credibility is only one aspect of the
implementation process. When discussing the issue of credibility
we assume that each of the institutions actually has a policy it
would like to implement, without having to discuss the policy
itself. That is the goal of some of the other teams in the different
Caesarea Conferences.

Transparency is a means for achieving credibility regarding
a given policy. This is because transparency reinforces the
information the public possesses about the policy, reduces the
uncertainty concerning the steps to be taken under different
circumstances, and increases the public’s ability to understand
the economic situation and assess the ability of the various
institutions to function. It should be noted that under certain
conditions and in some cases, such as when there is a disparity
between the declared policy and the steps taken, different types
of transparency can jeopardize credibility.

The team’s discussions focused on aspects of transparency
in managing public institutions. In other words, we decided to
limit the discussion and recommendations to aspects of
transparency that would help improve the ability of the Israeli
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and the capital market. Prof. Zvi Eckstein led this team.

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: Prof. 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
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