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TYN D) NON PYDNY DT TNN PRI INT.OWY ITON NP0 DMYNHYN
NNIND NI ODIDI-VIPN NNNI .PWNI NYPYNN DN TNV ,11WN v030)
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20

N'72'75 NN'HY7 1172 DIYON DINNYI N702XN NIOTN :N'7270-NFNn NIFTNA 52 NTNY 1N



3 ODN NDIYNI DMIY'YN

2l

[I'T7 NINID

N'NIN'TI ANV N

TONNNI ,41%-D 39% P2 MNINKRD DY ¥ INIWA 55101 DN DV
D»PN MY T HINIYIA DNN DVI .PPY MDA THPINNIY PY> NDNI
(79 9702 INNTI MXIRND) OECD-1 SY 7wn NYnNnn myINa
.32.5% N1 OECD-1 M TH 952 010 D03 D70 29D 550 wnin ysmnn
MINN 30-29 Y01 12972 TV D120 MNINDY THIVPNI 192 DN HV)
50-2 293P NN AN N2I0 M) N PN NAY MININD DN DI WX, INN
MINSIN DPYNY PITN 19IND 1210 DNYP NIOX DI9DN .IN MINN
YTN 1T NPNY DI PN PYIIN IV, MNYN MIXIND ININ 71OWNNN
.0 TINY

25902 NN XX ,021I7 DR DVIT M2 MNIND DT HRIY Tiya
PPYN NDNIN MY IDINI MNP TY TIN IRIYI PYOT NDNN NYOY
NY2NY NAMN HNINDYA IRNYN DI, NNT OY (1 M NI TIND 112D
MPTH 2173 .MXIN P2 DI DPIMINT DM TOM DDTIN PIYNAI
DOIWN NIV TUN 19D IPDID PNIDIN D) DHN MMDWN DIDIN NN PN
DY MY HNIY DN DVLI NN PLPH NF 12T .PDIT MNPY MDY
MIXIN HWN M) INIY DY PNV MINIIT IY TSN £ ONNN 4-D
LININ ONINK 2-2 DY N)PIINN MINVLIA YPD DY ,INN MNINK 7-I2 NN
THNINDI NN I DY WAWNT GO DM .ARNYI DI DY Yawni 1N
2y MINXINN DIN POLPHNY NN ,ONIY DY MONY NPYST NINDIVIIN NI
PYNN Sy MNNaNNN NN 0) .TIN DY MNXINN DN DT Dwvp
D21 MNY DNMAN DPWN WD 12990 DY DN DV DY Y9IV
NNV T .DNN DI DY HMINDDI IRNYD PN 1 ND.INY DN DXON
20 ONIWY SN M) WA ININN 1AV, MININ DY IX»N ND DITHD
DINIYD TPNONT TPOPDIAN NIIWND NN VIAYD TV KD INNWNN
DYOTINN ONNY TNYI MNTND IRIY NANIY MIXIN IDIND INYD NON
DNV NN NONY

.315 0y ,(2004) NYTHN MDA SN 3
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9 18 27 |9
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13 22 35 T90
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20-19 21-20 41-40 TR
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17 28 45 noy
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13 39 52 (1]

DI7UNT AXIRD TIYND ,NITNN NIDIDN 7010 ,2003-2002 'MIY NIT 7NN

NI7TXYI NN - DN ANIIDIN A

DI NN TIND NIV (Y2137 DTYY MT DIY) NDIINN DN NN
.D21¥2 DIPIND DN MIIWND NMN NAPPI IR DY NN NIIWN
PIVN DYINN DNNI DY MYNH DN NONN NNYNID NADOYW NN
DY) DMNIAN MNP DY NTIAY DY DNN DV DN TPMNN NN PN
DN NYWI N1HNIN 29D YN YR ,IMDIVIINT MODIANN MNP
195 . @ 12,000-2 S¥ NPYTIN NDIN MNIA 60%-55% DY IDVPIN NIV
SONIYIN PYN DIXINNN NIV NWA 2IWN TYN NI NN DIW»
D) NON ,MINY2N JIY DMDWN MNNI P XD DNNIY MNNSI DN
DIY» DINNA MONY NINYH DIDHNI NN WINIY 29IV 19INI

WNNa NPT 1N XA

XN DDA NINXINNI NIDDNN NTNY 2

09D, 19902 NPN DI NDYMN DNIY NOWNNY DN NYDIDN NN
0NN 22PN TO NN NPLPN D) NON NDMIN DI NN P MYN NIPNX NI
NN D212 17 DD AN ONNN 3-2 DAY, @ TN 14-5 1PN 902
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DINNA ONN MIPN MNNDN MINNT 9913) >N NTY MT DIV»
NDNN NNNSI DX ,MIIND DN NTND DN ,(MIAN YNNI NPDIN
DTV MO INY NN T 122 (2 M VIV NI TV, PPYD
IV MYSNNA 1NN DY KON VYN PN DY NDIPNIY ,LDI-)A
DTV .PNNONNI DY INY 112X DN NYYY DXYTN DXON DOV DNV
77981 NS NN NI DN 1D ¥ NI IRT DNIYD 121939
DMNNANT YNV 199 MION NN DNOXN .NDWNHNT NMINIIN MIVPIN
NYMNN NNNONA NI DN NN NYDIVI NNMINI ,TPYNRI :DPTINY

8INA NOWNNT MNSIN DPYn O

2 nl7
2007-2003 D'ON NINNDN

101 NID1dN NMVTN n9IN
o TIN'7'N]

5 2006-2003 (Y'212127) NDdN DN NPIIDIN

NINITX 10" NITAdN 721019 oD 771D

NINAI'DID NIYWIDN DI

2.7 2004 (17%-7 18%-N) N"YN

0.8 2004 D712 ONI (071021 NINNON) DN N7 'ON

2.8 2004 770 127V DTN 7Y DN NINNON

(UTIN7 @ 10,000 TY) ON NIANTN 7Y

2.4 2007-2004 (30%-7 36%-n DN NTIN) NINAN 0N

13.7 7120 10

DYTHN DNRXYOWI DN HINYY DTN I NP DYHLIN MNP OINYD

DYWIPYAN NOTHN DY T PYNA DIXXIINT NPY HW1A §1,001 72)1I2PN NN
R ANPNY I N DX DO PN DIPNNY .11 NDIINI DTN APY
DN DTN 1 NN MIT MIIN DY DIPNNND .DONNI PO PN
™MHI551 MPYAN NANIN APY NPTHN MDIDN NN DITHIND 191D NNNYOWI
DXTIV DN IIAPNV ININ .DPNPND DN NTNIND WwHYI DY Nywa
D) PN NN 7Y 7997 PNPRN OO NTNN DIWHY NYWI HY Ny wa

NN MDY NN ONNNA ITNHN TONN 5



T IPNN A CoPDIYNIILD HYINI NXIY APY DY DIPNNIA DRIV
YDIPNN PYIIN DN NZYN ININT TAN DINK DY MIDMNI HYVINIY NNNN
NIV NNWUNIN MV ININ MINX 0.7-2

IXIN VNN 3-2 0NN DY DN TNNY ONIY NHWNN DY NNLHNN
170 .1INSY IXIN OHNN 2-2 THIIND NNV DN HVI NN POLPND DN
DY PYIHIM MR, MDIINN ORNN DY MONY NOYN DN DVI SY 1R
12PN NYHYN WA ANy MLVP NN DXDNI NTPN ON D) .DININ
PN AP DNYY XY NI NYPIN ,NIHN 12 PYND DNOXS DY DN
TINMA ONIYI 137 MDYN PYIIN MLPND .NIPN NNPNA PX9DN
DN IND NOTHIND N OODITY NMNYPI JNAY , MNINNT D)W INND
NN 0 107.4% Sv 11072 2003 Mva ynHnw

INXD NN ,PNDINN 2INDY PYIPID ONYA NPHMYIN NN YNNI T
3 NNIN TPYRI .HNIND NN DY NODIANNN 2005-) 2004 DMWY 1INDN
T2 .2005 Mwa NPIWN PINNM 2004 MY DWPN 1NN DISNN
IWN YA ININ 1%-2) INYNIN MV INN 1%-3 MDIIND MTIN
92195 ,1.3 HY MYnia MDIdNN NIN 19N ININN DO D NN
3 1IMIN 12 WD ISP NNV MYINI XN NDIIND DNYI DN MY
MY YA 2005 MW IITI (MNONI) 2004-2 NNYI XD NPNDINN MNXINN
TIINNT VY TN — NN I I .IOWNNN NVONN NN ONINND,1% DY
IIRY NOWNNT MDIDN 231, NNY XD PMDIIN DNIY D)1 1033 ) —
NININ DNNISN NYOY 12)D ININT NNIY NYYO DXNNA MOTY DX0NN
Y200 .0V DIPHNT TPINNN NYY NINY 4% 717 2004 TV ININN OD
3 19 3 MON .4%-) 3.5% ,3% DY NINPOS SNV NPT 2005 MY
12,9012 VNN NIPNI VYN 0T YINDXXN IND DMIPNT 9231 LYND
2202 W PN 1Y ,2005 TIVA 4% YW NMIN ININN

3 N1y
(AXIN 'TINN) 2005-2004 2INI [IYYA N'TAN

2005 1IN 2004 1IN 2005 [Iy12 2004 [Iy7"2 2005 nN'NX Y'Y
108.9 107.8 4.2 4.6 3
108.1 107.8 3.9 4.6 3.5
107.3 107.8 3.6 4.6 4

(2001) >pOI”NIILOI NI 6
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V0NN IMNX DY PTS NIY I IONY DN T 0 NINNINA

277%% ND1DN OH - NIMDNNON NN'PT.T

PN 2129 NTYY MIONNY ORNNA DN NNNIN DY NONN DIW»N
NI DN NIIWN DY NPDOININL DMYIYN NP ROIAND NN
NOWNNN DY DININND DXTYSI .DPNN MDINA PPNV OX NOTHNDI
N2IWVN NN NN 2IY T DM 1D DDA NPIN DR NNITH NPYH
oY Y NMTY NMSNT DDA INPA MO ORIV NDIINN ON
DN PN MDIdN YYD 64%- 2003-1 OOV POYN PPWYYD DTNV
INY D) 16.5%-2 DDV WWUNN NPYYN ININDT NIV NDIDNN
TTA TP W NPDOIMINNN INSIND .T292 19.5%-I TN MDY DINPYYN
TIND DAY NOOW) NYDIDIN NDIND 0.536 DY NNID JPNY OND 1)
MY NDIINN DN NONN INKRD 0.453 DY NI (MNDIY INNWII
TIMINDD
19INT DPDNI NNMN NPT NTYY NIT Y9 DY HNPHD 1NN
N2y NN DY PPYYN OW I0) NDIDNN PN 29 DY .pNam
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oY DNPYYN INY DY 4.6%-2 YYD NPYYN Y 1 ,10.5%-2
INND D92 MINWN NN ND DXININ DINPYYN DYDY DY LI NDIINM
1NN NOIND DY NPDONIN TP, MVN 1DV MDD DINPINN
2YTIN TN ,4%-3%-2 NOTH 2PNWN TY SWINND DINPYYN DY 10 NDIDNN
(4 M XYY NP MAN POTY NN JOOYD PPYYND DY 103 NDIONA
PONY TN PIN ONNI MDY TIN INYD P NID) NPDONIN
NINXIND NNIVHNI NMNYH N ,NYNAN NPN HNNIN DY NPDONIMN
102NN MNPYY ThPNI DAY DNV, YSINNT MWD DR IR DNND
YT DY VI NPDNIN DY DIDN NIHY NN DY WIHTY .DNVHYN

PDDINNY INDINNY ,PPYN MDY H7YN MININND MNNANIN

4 N1y
DN'YWY 9% ,002 ANIIDIN N7INN

NIINNND ONN NITINEANIIDIN 771D - [TNIX

npIIm 101 NODDIN nIodN N011N NNYWY
yranaa D'7INN2 NIYxInn
M7 N'wya
0 0 770 1
0 0 1,550 2
0 0 2,500 3
1 2.2 3,400 4
1.3 2.5 4,400 5
1.5 3.8 5,600 6
2 5.1 7,100 7
2.4 3.4 9,400 8
4.6 4.6 13,350 9
10.5 10.5 32,900 10

VY MDIIN PNV IR DN D>THND )2 DX ,NTNY DN INNIIN

DXNNAN DX PN O INOX N IO ,NPIIDIN MYV T80 .pwna
DN 190N DY PPN DY NNIYI PYAN 0D PIXY 2N .0»NIAND
ST HNIW MYDIYIN NDIINA PPNV ON TAN TSN .NINT 12 DONSN
N297N MIAPYA ,NPVIANM MDITIN NONNN MAPYI MNINKN DMWY
MOYI NAX VI MDITNA PNYN ON DY .DYNN DITIWN D92 PO-1N
NION ¥ ININPI DPMYNDYNI NTPM DN NIIYNI DNPYN DY1 D)
NPNYN XD DY IRXINDY N1NTA M NI )0 MNNNANT DY NNY
NN DYIOIN IMDYNY ,NT NYND NAVNND WIPND W .0V
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DN ,MNPNA IND DN 2D HVIN PN INNT NDI DD DI
199 .NYTI PIALY DN W13 DN NI, TIDN YPNY DION PHNN NI
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DIRIIN OYINID PING PITY TIO PRI MINWN YTOYN
5793 D203 oY DINNN .1
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.DMOYYNT MY N2INHK MOV D¥29 , 1050 MPT NN N
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DY DIVLITIVD ,MDIY NOY DIYWIVP 1D MINKX MXIAPY MININ
N2IYN . TIVY, D223 ,1TIAYN NI NDIIN DY MNIYI , MDY MDIDN
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MNPN 19001 PN NN Yyl .3

YNIANND TN INN DI O X DN DN, PAVN DI ,725n0
MIVP MINIATOYSNN DI PR MY ADWA TN D9PN9DN HIVPN DN 2PN
11998 DN NN .INAYN NNINI IDON DY MNIYN PI DN
D3I DIV DIN DN ONIDP IWINDY MOV NDOY TIT NISHD
INY MWYD

N TNYY W DND N DPWA NTID NONY N9 Y0 NAND 0
NPT OINN P71 TN 1 INDY MONRY 59D NINT NN NMININA NNHNIIN
NP2 MWD NIONY PN 1IN PYN DY IN VID DY Y DX N
PIDYN NN MNTY WP DN I NI TN, D237 MYT PPN JHY MIIND
NONWD DNYP MPTN NONY .0TPNA DYTH DN 11Oy Dnd v 303
DM MDVPHD MININID NVITH D1 12V ,DO¥0W NPDOINION
0N DT YT DDA NIINN

Do .l

DN DTN NOY TII PYNI INSPNN DX NIOWN DN NN
TIXY NN TITY NN, NNT DY .NDIVN NYIIID NTIAYD DX INNN
POPNZ MNY NPYYN MYSTINIYN NPYI NT DT PYDI DY 190N
37D ,N2VIPN NAPNI DXON NTNNI PYWNND KD NN, MIUNI DN NdYya
2NN DN IYOND DRI POLPIY INNYY YNIN PYIIN NN PLPND
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2992 NDIN MPT
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NOIYND HNOWNNN IRINDND PON NN PYNI N1IIYNN MMOWN NN
NIWN ,MNIAN ,TIOND MIIWN DX NHHIdN ,0»NIANND DIMPYN
MMIWN NIIWN .MNAWNII DOVIDY NN IMPYI MDY NVIOP P NN
N, MO0 MDY ,DXINY ,7IPT N NPMLIT MNIANP NYDID N2V
ISP NN OV DMWY D NPNIVIT XD MNINP ;71YVINY Y
NPMLY MNIXPY ;APTHN NN T DY DINIIND ,NDIDN NNVLIAND
PODIDNND DTN MINAXP NIIYN 1D NINNND

NN 31 DV 1172 2003-2 NN OMONIAN DXMPYD NOIIIN NN
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IND TIND DT NON MNXIN INN ONNN 13-3 5W 711N W)H0 (INNIN
MINK 24 5y NH9IN MHNIANN INIINND NTHY INY ,DINIYN DY YN
JSINONNN 7.5-2 5y O NIaN0 MY NN

POINYN HON DINAN (NPT MIVN XNV NIV IMDYN DY INXINY
IDNDIPN DY PRIYIY NYNIIN PNV DY NPXN PN MDIINN NPIoNa
N2PDN T ML NIAX NIY MNIXPN NIIWN .NPINHNI NPDIVIIND
T2X0N Y09 PIV INNINN 7D ML .TPNINOP D25 NINOXN 1DIN DY
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JT2) DIXINN MLPNA N0V MY ¥ MNIAXPDY DX DIV JNIN O NIIN
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1252 77%-2 10y TIONN MINSIN DN ,122%-2 772Y00 M0IDYn



5 NI7
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(WNIM TINRE 2002 MDY TIR'T'D)

2NN 'TINX NNXIN
6.09 10.7 1980
7.14 13 1985
8.36 18 1990
7.69 27.1 1995
8.31 38.56 2000
9.41 43.3 2001
9.42 42.1 2002
8.88 40.5 2003

JDIN7N NI0AN  NMIY N70 nn

TY D92YNN OMOUN DY NINNINA PIND TN DN WNHNN 5 N

MD>ON NN 1919 DIV . MDPYI MPY> AT MO R PN N9 .2001
DVIPOYN

WNTND DIPNN NI LTINID TDIIDI TINND TOI0N NIV NXIN
DXININY NPTDAIDY NHWNNT NRXINA NONY MDONN NTPN NN
INND MNVYNIN DIV IPOYA) N9°2APNN NNIPNA DNV DIMPY
AXIN OVNN 10-D INPN 1TV PN DNPTDAID .1985-1 PwNin 2I8»
%N VNN DAND 2P0

YIPT MYININ IDIN JNIN .PINT NIYIIP ININDN NMIVIAN MDY
YITY PPN DI IPN MPY DY DINNI MNINPI NN INIYD
AA8Y PINA NPINY NYYND

21710 37 YANY DTIAYN NIID MWD NPRITN NPDIVIIND 1T
.DYYUNN MY HY 1OYN DI 1) NDVIND >THNI

.D»NN NYMN MOV (65+ 3)2) NYOIWPRN NMODIIIND YTNNA 21N
MIVYN 40-2 59210 NMDIIVIIND D932 1 IMDIVIIN DY NNV
.10%-2 5%-1 MNINND

N

A

2002-1N NNAYAN 'NITYUNI NN 'Y .2

D22 N2 N17aYN MMOYND INXINN NDTY ,2002-5 INTPY N9IPNI
SV 9N 1IN0 NPITHN NN TN MPY DN 2002 NN DN DINIYD
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MMYYNI TNINI VI MNIXPA NP .NMINASP MDY NI WIn
,120ANONTI DIXINP DI ,NTIAVN D)2 NMODIVIIND DITYPNN NIIYN
PODIDNND DTN MNANP NIIYHNAY NDIIN DNVLIAND NYNMHA
NPYN .6 NIV DONITY 29I, TIND D)) MINASPA DIINPN 9PN
NOTIND DINY D) TYN NON YDXPN NIDN DWO P NI XD NP»TNa
1NN WINPT MIMIIY YA ININ TN .NTIAYD PIYD INONID XX INDNN
D210 ,NTIAYN 952 NMDIVIIND MNINY \IPP P INY NI JAINI
MY IPNY NPDITOIND MININD) XINP NNIYD ,NTaYN NI12Y 90800
MINAXPD NINP OV IPTSIN JNIANP DY 10NN 1TIayn MHD yava
PDIVIIND YNYA TINN PN TYHN AN MILP VN NPDIVIIND

721 NYOI7DINT NINANA NP DY T
nTIAYN

D'T7' NINAN{T
TV L1975 IND NNYPY 29I TPODIVNND DXTIN MINISP NIWN
POYIN 92X D25 NPYON DN NIIYHNI DT> MAYA NN DN PONND
MNYYA NNMN 1975-1 NYAPIY MINASPN DN ANDIDN DN WP M2
172N DNYNIN DTN MWD TN DI NAYI YXINN 1DVN 5% D
9720 TOONY YWOVN IMDI ,INAVNI DY INWND TN DI Maya Y
M2 .0°27 DXTHY AN MOLYN NI MTIPI DY DITAIY MND TYyN M
NOTIN DY IPOYA 20) DYTIN MINASP 122D MNINND DNV Y NN
INYY VIFON PINT INOWD NYINY ,DXTD> MAIN MNOWNID NIASPIN
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192 995

SV NasP YaR> ,2003 12 ONN ITONY DT ,WTNN PN 29 DY
12xPN 91NN 2009-2 5NN .NINAWNA YNTON DIVDND WP NOO , [ 144
DYMPYNN >0 .2003 1)1 19 YTONY DT OMNX DY D) NTNND
4.5-5 N7 "9x ,2002-1 @ TN 7.5 DY THYY DT MININDD
.2004-2 @ TINODMN



6 ni7
2003 "'NNA ,NNDWDN 7712 197 DIT7' NINAN{T

D'17'5 D'17' 4 D7 2 mv
2,109 1,482 368 2000
1,992 1,229 307 2002
1,711 1,071 290 2003

JDIN7 NID1AT TOINN ,'OD!OVD [V 7NN

n01DN NNLAN
MNINND DNWA NOY NDIIN DNVIAND NONY MOAPNRN MNAVHNN IODN
9901 W)HN 2003-1 90N 31 DY 1% 79010 Ty 1990-1 HVLOIT MY WA
P2 O TYNI T NTH .9ON 160-D NDIdN DNVLIAN MXAPNN MNIYNN
DMV IMIND PYNI NYVIARND NYWA NTNN NTDPN MDD ,1996-5 1993
PoN2 MDD NYVIARND NYYI MOV D) P NT 2ITHD INIANY MO
TP NN DIIN NNVIAN MDAPHNA DYTHY NI N .NNPNN N DIT
DMNNIVA NMOYN P YV NP, MDNIN IOWN NN MIVHN YXIa
D>N DT DY NDNN NDNIN N 39 M TISTOIN 1D YN
NXY NONIN DIMINND D) DOYNND PN ,NNT OY TN DR DNV pwnd
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(4 DwIN
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NYVPM ,OYY VY KINMT NOTHIND MTIN,MNTPNNN NPYYNN
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2WNN DX P OX T ,NDIINN WO NOTHN DY N2 NYIVD NN
ONTI HPOOPLN YYa
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MDY 29900 MSIN 217 TN DPNDNN INIIND AN Y .3
DYIYN 12 72YN DY DIMYNDYN DIIONN MNINND DNWN MIVYI
DXIVAND 12D ,NDIINN NI INY DPTNN DI2997 .D2I12790
SIPNA AN 129 TPSNONIINT NPX MIPIAN THYNRN DY MOTANN
MO921 INY PMIPHR VY TN NN NINNIND TIND NINIIND
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DAY 1DV NTPY DN T 0T O NV T DM NTIAV
DN DXTAIWN D) 129 .0ND DYAIP D9V DXPOYIN DN DAY
DINAYID YNV ON NOTHIN DY W own

DMPYI M2 MEIND JPNY ONI 1T MDON NN DIXYNN DIINDN TN 13
Card and Lemieux (2001) xn nvowna
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DY YD3223-1IPNN TIPANN DY NYAYN ¥ PYNN TN 1PNV XD D
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Inequality

The inequality of economic income in Israel is very high
(certainly relative to developed countries). The progressive tax
system and the transfer system lead to a much lower level of
inequality in disposable income (in 2002, inequality in economic
income was 0.53, while inequality in disposable income was
only 0.36, measured by the Gini co-efficient). Recent changes
in taxes and transfers may increase inequality in disposable
income. Inequality has a negative effect on the economy’s
growth in the long term because of the difficulty faced by those
in the low-income bracket in providing their children with a
proper education. Thus, it is worthwhile trying to figure out
ways to minimize the large economic gaps in Israel. The best
approach to reducing inequality is investing in human capital,
i.e., education. But there are also other measures that may be of
help: first, consideration should be given to introducing negative
income taxation for people whose income falls below the tax
threshold. Second, clearer distinctions should be drawn between
populations that can be placed within the employment market
and populations that cannot. Third, the possibility should be
examined of raising unemployment insurance; cutting it back
has not decreased unemployment by much, but rather has
reduced the ability of people to find appropriate work, i.e.,
impaired the efficiency of the search.



Fiscal Policy

Fiscal policy has recently been characterized by drastic cuts in
transfer payments and reductions in taxes in the context of tax
reforms. These measures are expected to reduce receipts by
about 2% of the GNP, even after the broad effect of reduced
taxes on activity is taken into consideration. The reduction in
tax receipts will make it difficult to proceed with the fiscal
consolidation process of reducing the deficit and the debt, which
continued throughout the 1990s and only slowed during the
recession. In 2003, the public debt reached the level of 107.4%
of GNP. The following calculation describes the expectations
for development in public deficit and debt (of the public sector)
over the next two years, as a consequence of the changes in
taxation (calculation assumptions: growth of 4% in 2004; growth
of 0% in expenditures in 2004 and 1% in 2005; tax elasticity of
1.3 relative to the GNP; and implementation of half of the
reforms in 2004 and the other half in 2005):

Growth Rate 2005  Deficit 2004  Deficit 2005  Debt 2004  Debt 2005

3% 4.6 4.2 107.8 108.9
3.5% 4.6 39 107.8 108.1
4% 4.6 3.6 107.8 107.3

In view of this forecast, the team recommends that further
tax reductions not be initiated in the near future. This
recommendation becomes even more relevant in view of the
constraints presented by the fiscal policy. An additional cut in
transfer payments or in health and education services is liable
to increase inequality even more. The other main budgetary
considerations are security, which it is difficult to reduce at the
moment, and interest, which can only be reduced if debt is
reduced.
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Macro-Economic Team
Report Highlights:

Reducing Unemployment and Closing Income Gaps
on the Road to Economic Growth

Team Director: Prof. Joseph Zeira
Researcher: Michal Abramowitz

State of the Economy and Employment

A turn for the better has taken place in economic activity since
2003, and Israel has begun to emerge from the slump into which
it fell at the end of 2000. This shift began in mid-2003 and is
even more evident in the data for 2004. The recession was caused
by a number of factors, chiefly the global recession which
affected exports; monetary restraint; and the collapse of the
peace process, and waves of terrorism which have hurt both
exports (tourism) and investments. The economy’s emergence
from the recession was accelerated by the end of the global
recession, monetary expansion, and a reduction in the number
of terror attacks.

At the same time, the unemployment rate has remained high
for a number of reasons. First, employment lags in its response
to the emergence from the slump. Second, there are still many
foreign workers in Israel. Third, the emergence from the slump
is biased by exports, and there has not yet been sufficient growth
in local demand and especially investments. Increasing
employment in the short run is therefore only possible by
continuing to decrease the number of foreign workers and by
resuming the peace process. It is important to note that in order
to minimize foreign employment, steps must be taken to equalize
their conditions with those of Israeli workers, otherwise Israelis
are subject to unfair competition.



that with the aid of the preparatory committee’s report, we have
succeeded in focusing the discussion on several of the more
important issues. The second team was guided by Mr. Ya’akov
Efrati, assisted by Prof. Eran Razin of the Hebrew University of
Jerusalem and Dr. Adi Brender of the Bank of Israel.

The third team, led by Dr. Guy Mundlak, prepared
recommendations on the topic of “Industrial Relations in Times
of Transition.” It would appear that in recent times, during the
implementation processes of the economic plan, problematic
modes of operation that had become entrenched over the years
were accentuated. The team’s recommendations were supposed
to guide a discussion aimed at unfreezing the entrenchment and
bringing about change.

The fourth team, managed by Prof. Joseph Zeira, dealt with
the challenges of “Macroeconomic Policy,” and the discussions
focused on the tension between growth and poverty. The title
of the fourth session was “Reducing Unemployment and Closing
Income Gaps on the Road to Economic Growth.”

I would like to express my heartfelt thanks to the leaders and
members of the team for the great effort they invested. Special
thanks are extended on behalf of us all to the academic director
of the conference for the fourth year, Prof. Reuben Gronau.

Prof. Arik Carmon
President of the Israel Democracy Institute
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Summary

THE 12™ ANNUAL ECONOMIC
CONFERENCE - JULY 2004

Conference Head and Editor: Prof. Reuben Gronau

Preface

The 12™ annual economic conference, the Caesarea Conference,
was held about one year after the economic plan was launched
and on the eve of the 2005 budget discussions. It sought to
evaluate its performance criteria from different aspects. Three
of the conference’s four topics this year addressed this directly.

The first topic, “Financial Markets and Intermediaries,” was
determined together with the Chairman of the Knesset Finance
Committee, MK Avraham Hirschson, in order to assist him and
the committee to assemble a strategic legislation plan. The
preparatory team was headed by Mr. David Brodet, and the
team’s report addresses the structure of financial markets and
the capital market. As part of the assistance to the Knesset
Finance Committee, Prof. Avi Ben-Bassat, a Senior Fellow at
the Israel Democracy Institute, is working on the development
of recommendations for reforms in the supervisory structure of
these markets. The discussion at the Caesarea Conference
focused on the structure of the capital market, and in a few
months we plan to dedicate a separate discussion to
recommendations on supervision.

The second topic, “Local Government Reform,” was discussed
at a time when the local authorities had not yet extricated
themselves from the deep crisis in which they were immersed.
This broad topic encompasses clusters of subtopics, and we hope
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