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/SRAES Companies Survey - First Quarter of 2008 — Main Rests

Reports from companies participating in the suriveljcate that the rate of expansion slowed down in
the first quarter of 2008. The slowdown in growththis quarter encompassed most of the industries,
except for the hotel trade that expanded rapidig, @mmerce in which sales grew. The leading index
of activity in the business sector does not foredasther slowdown, and reflects a certain
improvement in the next quarter. From the surveglsb emerges that contrary to the process [that
characterized activity in past quarters, in thisrtgr demand constraints became more severe while
supply constraints eased in most industries. Desjiie easing in supply constraints, the surjvey
indicates that similar to previous quarters, exg@mts of inflation persistManufacturing output
slowed considerably relative to the previous quaffée slowdown in manufacturing activity reflects
the lack of growth in sales to the domestic maded a significant slowdown in exports. Orders to
both the domestic and the export markets for the: qearter have also only grown at a moderate nate.
In commerce,sales continued their upward trend and companiesat the trend to continuBusiness
servicescompanies reported moderate revenue increasesh wdifiect a growth in sales of servicgs
abroad on the one hand, and a significant slowdovdomestic sales, on the otheiotels reported an
upturn in activity relative to the same quartet lg=ar, thanks to an increase in the volume of umiolo
tourism. The low level of constraints on inboundrtem and the continuing growth in reservations (for
the next quarter support expectations of continsteong activity. Transport and communications
companies reported a growth in activity. Ordersthar next quarter suggest that activity will congr
to move aheadConstruction activity continues to be characterized by fludwad and uncertainty,
which also emerges from the expectations for tha gearter. As in the past, reportage about |the
severity of constraints on construction activitgicates that supply constraints, particularly stges
of skilled workers, are dominant. Averagdlation expectations for the next twelve months fe
slightly in this quarter to 2.69 percent as agalh$t7 percent in the previous survey, but with|an
increase in the proportion of companies that exp#letion to overshoot the target range—30 pergent
in the review quarter as against 25 percent irptiegious quarter. The companies expect, on average,
thatthe NIS/$ exchange ratewill stand at NIS 3.93 twelve months hence asraiaNlS 4.18 in the
previous survey. Companies, on average, expediitBdo depreciate against the dollar in the coming
quarter by 5.7%, and to stand at 3.66. The avezageange rate on the date of reportage in the gurve
was NIS 3.46.

1. Macroeconomic developments

An analysis of the responses of all companies @paiing in the survey, with each industry’s net
balance weighted by its share in business-sectatugt, shows that activity slowed down in the first
quarter of 2008 (Figure 1). This slowdown encompedsmost industries, except for hotels and
commerce, and was reflected in the moderation ofvtlr in both domestic and external activity.

Expectations for the next quarter point to a pharédurn to the growth trend that characterized the
economy in previous quarters.
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2.Industry developments

Reports frommanufacturing companies show that the first quarter of 2008 wlaracterized by a
mixed activity trend, as opposed to the rising dref the recent surveys (Table 3 and Figure 2). The
slowdown is reflected both in the weakness of ddimesles, whose net balance has not grown, and in
exports whose net balance is significantly lowemnttthat of previous quarters, and clearly does not
exceed zero. Companies reported a brake in théncémy increases in headcount and the utilization
rate of machinery and equipment. Reportage abadtints on activity in the review quarter points
to an increase in the severity of constraints endémand side and a decrease in the severity s¢ the
on the supply side (Table 17 and Figure 9). Fominet quarter, the companies expect a slow pace of
growth in activity, albeit characterized by someiovement relative to this quarter.
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The classification of companies into three groupsdustries by their degree ¢déchnological
innovativeness—low-, medium-, and high-tech—shows that a slowdawok place in the rate of
growth of output and sales at all levels of innoxaxiess and especially among medium companies
(Table 1.1 and Figure 3). An examination of indiestiby subcategories (Table 15) shows that among
the low-tech industries, a marked increase tookepla output of food and beverages. As opposed to
this, in the other industrial subcategories, ttetyse is similar to the general state of the martufing
sector, in which it is difficult to point to a cleaend in this quarter.

The classification of manufacturing companiesstae (number of employees) shows that the size
of the company had no clear impact on the interditthe slowdown. The slowdown was particularly
pronounced in medium-sized companies, and lessmiallsand large companies. The size of the
company did, however, greatly affect the intensityhe slowdown in exports: the net balance in this
category was negative among small companies, arpenodin medium companies and positive in large
companies.



Figure 3: Net Balances of Manufacturing Companiesyy Human Capital and Innovation®
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Companies icommercereported continued sales growth in the review guasimilar to the
pace in past quarters, and expect further increimséise following quarter (Table 5 and Figure 4),
albeit at a slower pace. They also reported atsligturn in the severity of demand constraints and
easing in the severity of supply constraints retatdo 2007:4 (Table 17 and Figure 9).

Percent Figure4: Trade - Net Balance of Sales
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Reports fromconstruction companies show that in the review quarter, thel mékcovery trend
that characterized the activity in this industrmca the beginning of 2006 has been checked—the
volume of construction declined slightly in thisagter. The decline reflects mainly the leveling offf
infrastructure building following the continuousiease over several quarters (Table 7 and Figure 5)
Construction starts continued their downward tremvitile completions showed a slight increase.
Expectations of construction works attest to a iooittig slowdown in the next quarter as well. The
severity of supply constraints in the industry dom¢ to be high in relation to the other industries
reviewed (with the exception of transportation @oednmunications). The classification of companies
by size (number of employees) shows that the bmnakbe recovery took place in companies of all
sizes (Table 16).
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Reports frontransport and communicationscompanies indicate that activity continued to grow
in the review quarter, albeit at a slower rate tharprevious quarters (Table 9 and Figure 6). An
analysis of the findings shows that no change fake in the activities of overland- and rail-trpo
companies, and that the growth was concentratedhén air- and marine-transport companies.
Communications companies reported an increasetivitgdhis quarter. The net balance of sales of
services to Israelis increased, but no change dake in the sale of services to nonresidents. An
analysis of the severity of constraints to furtgeswth shows an increase in demand constraintsaand
decrease in supply constraints (Table 17 and Fi@wélhe companies expect an increase in their

overall activity in the next quarter.
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Companies in thaotel industry reported an encouraging growth of agtiuitthe review quarter
relative to the year-earlier quarter (Table 11 and Figure 7), which is also reflecteéhicreased supply
constraints and a low level of demand constraiif@ble 17 and Figure 9). The growth in activity
continues to be powered by a steep increase inuimbdourist person-nights, which grew considerably
in the review quarter, as opposed to a continunegze in Israelis’ person-nights. The companies
reported continued strong growth in reservatiomgtfe next quarter.
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Business-servicegompanies reported continued revenue growth irrékieew quarter, but at a
more moderate rate than in previous quarters. fitreased activity was driven by increases in safles
services abroad (Table 13 and Figure 8), whileutistantial change took place in sales of services t
Israelis in this quarter. The companies expecboavtir in orders next quarter, particularly from admto
Reportage about the severity of activity consteauints to stability on the demand side and &slig
easing on the supply side (Table 17 and Figure 9).

Figure 8: Services - Net Balance of Total Revenue from
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The business-services industry is composed of fmsdrance, real-estate, business, and
legal services; education and healthcare; and ptrsonal services.



Table 1

Economic activity in the principal industries, based on the net balance of returns

from companie

200& 200€ 2007 200¢
Il I 1V ] 1l I} IV | Il I IV |
Industry (output) 2€ 37 24 33 3€ 26 22 24 24 38 21 B
seasonally adjust 23 30 30 36 34 20 27 26 24 34 2 8
Trade (sales 33 31 *16 42 31 *24 34 32 37 4€ 34 37
seasonally adjust 32 27 23 40 29 *22 40 30 35 46 3 35
Construction (total activity) *0 *0 *5 | *13 18 *7 18 19 *7 19 20 *-
seasonally adjust *0 *5 *6 *7 19 *5 25 *14 *8 21 18 *5
Transport and communications (total activity)**| 44 24 16 48 7 6 32 44 31 44 69 30
seasonally adjust 42 33 15 39 8 17 27 33 37 62 57 23
Hotels (total activity)*** 82 80 78 80 66 -51 -2 | -13 20 75 73 59
Service industries 15 22 27 35 34 10 37 23 35 37 36 10
seasonally adjuste 13 22 28 36 31 11 39 23 34 38 34 12
Total business sectc 26 28 22 37 30 14 31 26 30 39 36 15
seasonally adjust 24 26 26 36 28 14 34 24 30 40 34 15
table 1.1: The net balance of manufacturing companies, classified by human-capital intensity and innovation2
200% 200€ 2007 200¢
Il Il IV | 1l I} IV | Il Il IV |
Advanced companie 26 37 42 36 33 17 31 18 22 33 30 *8
Mixed companie *4 25 *9 *12 39 18 *8 24 49 63 *14 *3
Traditional companies 32 41 16 37 37 36 20 30 17 35 17 *6

* Not significant (at the 10% leve

** The significance test is less effective in tinglustry due to the small number of firi
*** Compared with the same quarter in the previgaar

Figure 9: The severity of constraints on carrying at planned activity (average§
1-Slight, 2-Moderate, 3-Severe, 4-Very severe
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The leading index

The leading index (excluding construction) in tkisrvey does not foresee a further slowdown in
business-sector activity in the second quarter0@82 beyond that which is already represented by th
actual net balance. The value of the leading inddxch expresses the probability of a slowdown,
rose, but is still below the threshold of 6.5.

This expresses the improvement in orders in mostose and expectations for the next quarter,
compared with the moderate net balances of aciivitiie current quarter.

The leading index is calculated for the businestoseat large (Figure 11), for each of the six
industries covered in the survey, and for the hegth services industry (Figures A-H in the
Appendix). The leading indices in this survey sigjghat activity will resume its increasing tremd i
2008:Q2 except in services (excluding hi-tech ses) for which a slowdown is expected in the
coming quarter (Figure 10). Even though the thrishalue of the leading index of the industrial
sector is lower than 0.5, it has grown and is apginang this value.

Several changes in the method of calculating theifg index were introduced in the second
quarter of 2007, which enhanced the statisticatiBaance of the findings for the various industrie
and took account of the asymmetry (the positives)bien companies’ responses to the survey
questionnairé. The major improvement is that two leading indicee provided, based on 1) a
smoothed probability (as was given until now), in which there is intgrarter dependence so that the
index for the current quarter is updated every tguaand relates to the forecast for the next quarte
and 2) arunsmoothed probability, with no retroactive adjustment of the leadingeindThe combined
use of the two indices shows whether there has aesgnificant change (i.e., not a one-off charige)
the rate of growth (e.g., from a rapid rate of gitote a moderate one).

Figure 10: Total Business Sector (excluding construction), Expectations of a
slowdown activity
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Figure 11:L.eading Index 2008:1 and 2008: 11
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! As long as the leading index is below the 0.5gheéd, one cannot state with certainty that thewvgno
rate will slow in the next quarter. If the indexsses the threshold, an easing of activity in thd n
quarter may be inferred.
2 Companies' responses regarding the state ofabgiities tend to be optimistic and upwardly bihse
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Survey of inflation expectations

Companies’ expectations about the cumulative rétarioe increases during the next twelve months
(March 2008-March 2009) fell slightly to 2.69 perten average, as against 2.77 percent in the

previous quarter (Figure 12).

As opposed to the slight decrease in inflation etqt@®ns for the next 12 months, the median

distribution of expectations in this quarter roskative to the previous quarter to 2.9 percentgasnat

2.8 percent. The mode was unchanged at 3 percetitefdhird quarter in succession, but the variance

of expectations increased relative to the prevouester (Figure 13).

The expected rate of price increases in the neatteu (April—-June 2008) rose slightly to 3.6
percent as against 3.5 percent in the previoustguéooth rates annualized) (Figure 14), and the

variance of expectations increased relative tgtegious quarter.

The inflation-expectations survey also shows tlieg share of companies that expected the
inflation rate to overshoot the upper limit of hece-stability targ€tgrew in this quarter to 30 percent
as against 25 percent in the previous quarter {tipe section of Figure 16). The proportion of
companies that expected inflation in the next teetwonths to fall within the price-stability target
showed a decrease from 72 percent in the previaaster to 65 percent in this quarter (the middle
section in Figure 16). The share of companies dxmgdnflation in the next twelve months to
undershoot the price-stability target rose sligifithm 3 percent in the previous quarter to 5 peraen

the review quarter (the bottom section of the Fegur

Percent Figure 12: 12-month Inflation Expectations
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% The target range of inflation for the next twetwenths is 1-3 percent.
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figure 16 : the probability of 12-month inflation expections being above,
below or whithin the target range (percent of all respondents)

The lower area denotes the share of respondentexygext 12-month

inflation to be below the target range.

The middle area denotes the share of respondeatexygect 12-month

inflation to be within the target range.

The upper area denotes the share of respondentexpleat 12-month

inflation to exceed the target range.

Table 2: Statistic Analisys of 12-month Inflation Expectations

2005 2006 2007 2008
Il 11} v I Il 11} [\ | Il 1] v I

1. Mode 200 300 200|300 300 200 200 (200 200 3.00 3.00 [3.00
2. Median 220 250 250|270 250 250 200 (170 200 250 2.80 [2.90
3. Average 236 259 259|277 265 247 201 (178 202 267 277 |2.69
4. Standart Deviation 110 1.03 1.05]111 110 1.02 099 (091 0.93 109 0.92 (104
5. Skewness 0.36 -0.41 059 |-0.23 -0.35 047 0.01 [-0.22 0.02 -0.33 -0.23]-0.31
Number of responding companies 535 518 553 [517 519 469 469 |456 487 413 504 |483

18 the difference between average and mode *
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Expectations regarding changes in the NIS/dollar ehange rate

The companies participating in the survey were dighmut their expectations of the level of the IS/
exchange rate at the end of the next quarter (30n2008) and one year from the end of the survey
period (March 31, 2009). The latter expectation \WAS 3.93 as against NIS 4.18 in the previous
survey. The variance in expectations to twelve me@thead showed a slight increase (Figure 17). The
exchange rate that the companies expected (ongmjeta see at the end of the next quarter was
NIS 3.66 as against NIS 4.03 in the previous quaNete that the average exchange rate at the time
the companies completed the survey questionnaiseNi& 3.46.

Figure 17: 12-month Exchange rate Expectations
Percent
of total 25
sample
25 —— 200793
——2007qg4
15 | e 200871
10 |
5 o
0 4 .
25 27 2.9 31 33 35 3.7 39 41 43 45 4.7 49 51 53 55 59




Manufacturing Industries
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Table 3
Net balance ( percent of all responding industriatompanies)*
2005 2006 2007 2008
L} 11} \Y | Il LI} [\ L} 1] [\ |
1. Output 26 37 24 33 36 26 22 24 24 38 21 *5
2. Sales 27 36 21 31 36 27 25 23 26 33 26 *1
3. Domestic sales 17 27 14 22 21 23 22 19 26 31 1y *-1
4. Export 24 23 23 22 32 11 22 16 25] 29 26 *6
5. Stocks of finished goods 12 8 7 10 16 10 9 12 15 22 1B 9
6. Stocks of raw materials 8 *4 11 9 13 12 *4 7 *6 17 114 7
7. Rate of utilization of machinery and equipment 14 26 13 19 22 13 14 14 17 25 8 *5
8. Number of employees 9 13 5 18 17 9 11 10 15 15 1 *2,
9. Domestic orders *3 8 *7 17 13 9 *6 12 16 15 10 *6
10. Export orders 11 26 15 26 23 10 17 21 22 28 1 *3
Number of responding compan 301 287 282 282 304 261 25C 251 237 22C 252 24F
The difference between the percentage of compagpesting an increase and those reporting a dezreas
* Not significant (at the 10% level).
Table 4
Manufacturing Industries in 2008:|
(percent of all responding companies in each categg
Net balance
2007 2008 Significant Moderate No Moderate Significant]
1\ | Increase Increase Change Decreas Decrease
A. Activity in the quarter
1. Output 21 5 5 28 39 20 8
(5) (5)
2. Sales 26 -1 6 28 31 26 9
() )
3. Domestic sales 17 -1 4 27 37 22 10
() ()
4. Export 26 6 5 27 42 17 9
©) )
5. Stocks of raw materials 18 9 6 23 51 17 3
(4 (5)
6. Stocks of finished goods 11 7 3 22 57 16 2
4 (O]
7. Rate of utilization of machinery and equipment 8 5 - 2 20 51 20 7
4) (5)
8. Number of employees 16 2 1 16 68 15 0
4 (O]
B. Expected activity in the following quarter*
9. Domestic orders 10 6 4 27 44 19 6
@ ©)
10. Export orders 15 3 7 22 45 17 9
® | ©
Number of responding compan 252 245

** Orders received in the quarter reviewed.

Figures in brackets are standard deviations. Vaueler (in absolute terms) than 1.64 standaréhtiens are not statistically significant at the/dGevel.
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Trade
Table 5
Net balance (percent of all responding trading comgnies)'
2005 2006 2007 2008
Il 1} \Y | Il 1] \Y | I} 11} [\ |
A. Activity in the quarter
1. Sales 33 31 *16 42 31 *24 34 32 37 46 34 37
2. End-of-quarter stock 24 *9 *0 *11 26 *18 *17 24 37 30 34 *13
3. Percent of credit sales 20 28 17 20 *11 *3 *3 21 27 17 2 23
4. Supply period *-6 *3 21 *6 *9 *4 0 15 15 14 R *10
B. Expected activity in the following quarter
5. Forecast change in number of permanent emplqyees *11 *-9 Pl 14 *0 *3 o 9 *7 *8 L6 k!
6. Sales expectations 51 *-3 32 42 50 *-3 39 47 73 57 6. 21
Number of responding compar 36 32 31 36 36 29 29 34 30 24 32 30
The difference between the percentage of companies reporting an increase anganiisg sedecrease.
* Not significant (at the 10% level).
Table 6
Trade in 2008:I
(percent of all responding companies in each categg
Net balance
2007 2008 Significant Moderate No Moderate Significan
IV | Increase Increase Change Decreas Decreas
A. Activity in the quarter
1. Sales 34 37 10 50 17 23 0
(14) (15)
2. End-of-quarter stock 34 13 10 26 41 23 0
(11) (14)
3. Percent of credit sales 22 23 0 36 51 13 0
(7) (12)
4. Supply period 3 10 3 14 76 7 0
(©) (9)
B. Expected activity in the following quarter
5. Forecast change in number of permanent emplqyees e 7 3 14 73 10
®) 9)
6. Sales expectations for following quarter 63 27 20 30 27 23 0l
(11) (15)
Number of responding compar 32 30
Figures in brackets are standard deviations. Values smaller (in absolutgtieam1.64 standard deviations are not statistically significant at the 10% level.
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Construction
Table 7
Net balance (percent of all responding constructiosompaniesj
2005 2006 2007 2008
Il 11 [\ | Il 11} v Il 1] \Y |
A. Activity in the quarter
1. Total activity *0 *0 *-! *13 19 *7 18 19 *7 19 20 *-
of which 2. Buildings i *3 *-8 *0 21 *10 21 23 *3 *13 17 3
3. Infrastructure *3 *-6 -23 *17 *15 *-12 23 33 30 *8 24 *7
4. Output prices in dollar terms 21 65 26 43 28 24 2 21 23 0 3 38 36
5. Area of building starts (sg. m.) *13 *10 *-20| *2 3- *5 *0 26 *-8 *10 *-3 *-16
6. Area of building completions (sg. m.) -21 -30 *-14 -7 *8 *0 *-8 *6 *10 *10 *0 *9
7. Building time *13 18 28 17 *16 33 16 28 21 27 15 19
B. Expected activity in the following quarter** *7 *9 E5) 33 22 23 20 34 23 *6 25 ES)
Number of responding compar 44 44 44 4€ 42 43 41 37 42 33 44 34
! The difference between the percentage of compaejsting an increase and those reporting a dezreas
* Not significant (at the 10% level).
** Orders or expectations of construction in théidaing quarter.
Table 8
Construction in 2008:1
(percent of all responding companies in each categg
Net balance
2007 2008 Significant Moderate No Moderatt Significan
v 1 Increase Increase Change Decreas Decrease
A. Activity in the quarter
1. Total activity 20 -6 6 18 46 18 12
(10) (13)
of which Buildings 17 3 6 25 41 19 9
(10) (14)
Infrastructure 24 -7 4 14 57 21 4
(11) (12)
2. Output prices in dollar terms 38 36 28 23 34 9 6
(12) (13)
3. Area of building starts (sq. m.) -3 -16 3 22 34 28 13
(12) (14)
4. Area of building completions (sg. m.) 0 9 6 25 47 16 6
(11) (13)
5. Building time 15 19 7 15 75 3 0
(8) ®)
B. Expected activity in the following quarter 25 3 6 21 49 18 6
(11) (12)
Number of responding compar 44 34
Figures in brackets are standard deviations. Vaoesler (in absolute terms) than 1.64 standardatiens are not statistically significant at the/d Gevel.
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Table 9

Transport and Communications

Weighted net balance as percentage of all respondjrransport and communications companies

n

2005 2006 2007 2008
1l 1} \Y | I} 11} [\ | 1l 1} [\ |
A. Activity in the quarter
1. Total activity 44 *24 *16 48 *7 *6 *32 44 *31 44 69 *30
2. Sales of services to residents 49 *3 *1 37 *16 31 4 47 *38 44 68 *27
3. Sales of services to nonresidents 53 *9 * *17 *12 27 *1 42 *9 *13 *20 *5
4. Utilization of equipment (capacity utilizatioetc. ) 31 *13 *24 44 *21 *-15 38 *49 58 41 45 *36
B. Expected activity in the following quarter** *21 *16 *11 43 *38 61 *45 *48 *35 46 59 68
Number of responding compar 21 24 27 23 21 18 22 24 21 21 24 24
1 The difference between the percentage of compaejsting an increase and those reporting a dezreas
See Appendix for explanation of the weighting.
** Orders or expectations of total activity in tf@lowing quarter.
Table 10
Transport and Communications in 2008:I
(percent of all responding companies in each categg
Net balance
2007 2008 Significant Moderate No Moderate Significat
[\ | Increase Increase Change Decreas Decrease
A. Activity in the quarter
1. Total activity 69 30 2 44 38 16 0
2. Sales of services to residents 64 21 0 44 38 18
3. Sales of services to nonresidents *2 -9 3 11 68 19
4. Utilization of equipment (capacity utilizatioetc. ) 45 36 4 49 29 18 0
B. Expected activity in the following quartel 59 68 8 68 16 8 0
Number of responding companies 24 24

Due to the small number of companies in this fieltijgh standart deviation does not necessarilgate non-significance.
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Hotels
Table 11
Net balance (percent of all responding hotel compaﬂx’;)1
(compared with equivalent period last year)
2005 2006 2007 2008
I 11} \Y | [} 11} \Y | ] 11} \Y |
A. Activity in the quarter
1. Total activity 82 80 78 80 66 -51 *-2 *-13 *20 75 73 59
2. Number of bed-nights: Tourists 80 85 80 78 64 -78 -44 31 *4 65 70 67
3. Number of bed-nights: Israelis 20 *0 *8 22 *-2 -25 *-12 -2* *-11 *0 *-18 *-19
4. Average revenue per room 66 62 69 78 62 *-6 *1 36 23 67 D *24
B. Expected activity in the following quarter** 69 63 63 64 35 -57 -22 23 *21 62 46 76
Number of responding companies 51 47 51 55 47 49 §b 48 45 40 fi0 33
The difference between the percentage of compaejEsting an increase and those reporting a decrease
* Not significant (at the 10% level).
** Orders or expectations of total activity in thelowing quarter.
Table 12
Hotels in 2008:1
(percent of all responding companies in each cate)
Net balance
2007 200¢ Significan! Moderat No Moderat( Significar
\Y% | Increase Increase Change Decreas Decrease|
A. Activity in the quarter
1. Total activity 73 59 25 47 15 10 3
(10) (12)
2. Number of bed-nights: Tourists 70 67 36 43 9 9 3
(11) 12)
3. Number of bed-nights: Israelis -18 -19 0 25 31 28 1
(13) (14)
4. Average revenue per room 49 24 6 45 22 24 3
(11) (15)
B. Expected activity in the following quarter 46 76 27 52 18 3 0
(12) )
Number of responding compan 40 33

Figures in brackets are standard deviations. Vai

oeadler (in absolute terms) than 1.64 standard temiare not statistically significant at the 169¢el.
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Table 13

Service industries

Net balance (percent of all responding transport at communications companies)

2005 2006 2007 2008
] 1} v | ] 11} \Y | Il 11} \Y |
A. Activity in the quarter
1. Total revenue from current activity 17 15 22 27 35 34 *1 37 23 37 36 10
2. Sales of services in Israel 15 14 26 33 36 33 * 36 20 27 33 B
3. Sales of services abroad 29 22 41 26 29 21 *2 46 *0 33 36 .
4. Number of employees *5 *5 16 17 24 19 10 13 15 22 2 1!
5 of which: trained *7 11 17 21 27 12 *8 17 17 26 29 21
6. Number of Israeli workers abroad *0 17 *9 22 29 12 *0| 16 15 *7 *q 11
B. Expected activity in the following quarter**
7. Total orders 31 29 28 31 46 B 26 27 42 41 40 17
8. Export orders 35 a7 31 30 31 *17 *6 *13 32 52 29 27
Number of responding compar 187 177 195 162 17€ 15(C 15E 151 20z 162 18¢ 17€
The difference between the percentage of compaepesting an increase and those reporting a dezreas
* Not significant (at the 10% level).
** Orders or expectations of total activity in tfelowing quarter.
Table 14
Service industries in 2008:1
(percent of all responding companies in each categg
Net balance
2007 2008 Significant Moderate No Moderate Significarjt
v | Increase Increase Change Decreas Decrease
A. Activity in the quarter
1. Total revenue from current activity 36 10 4 32 38 22 4
(5) (6)
2. Sales of services in Israel 33 8 2 28 48 18 4
®) ®)
3. Sales of services abroad 36 25| 8 36 37 10 9
9) (10)
4. Number of employees 25 19 2 25 65 7 1
) “4)
5. of which: trained 29 21 0 26 69 4 1
4) (4)
6. Number of Israeli workers abroad 6 11 4 9 85 2 0
®) ©)
B. Expected activity in the following quarter**
7. Total orders 40 17 4 34 41 18 3
®) (6)
8. Export orders 29 27 4 38 43 11 4
(10) (10)
Number of responding compar 18¢ 17€

* Not significant (at the 10% level)
** Orders received in the quarter reviewed.

Figures in brackets are standard deviations. Values srtial@bsolute terms) than 1.64 standard deviations are tististdly significant at the 10% level.
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Number of Number
responding Total Domestic Domestic  Actual Export  Finished of
companies  output sales orders’  exports orders’  goods employees
Mining, quarrying, 200¢ | 22 -32 -33 *5 *.9 *0 *0 *9
construction materials, and woot 2007 v 24 *21 *9 *10 *17 *15 *-14 17
Food and beverage 200¢ | 35 31 32 43 *20 *11 26 Y
2007 v 38 *5 *5 18 *8 20 *5 *5
Textiles, clothing, 200¢ | 17 *0 *.13 *6 *o -38 *0 *-
and leathel 2007 v 17 *25 *6 *-19 *20 *7 *18 *12
Chemicals, rubber, 200¢ | 37 *14 *6 *11 *19 *22 *11 *11
and plastic 2007 v 37 *16 *-5 *6 24 *18 *14 *14
Metals and machinery 200¢ | 40 *15 Y *-16 *-13 *- *10 18
2007 v 40 48 39 24 *10 24 18 20
Electronics, electricity, 200¢ | 56 *7 *- *6 *13 *14 *12 17
and transport equipment 2007 v 63 31 31 *12 44 *9 22 27
Paper, printing, and other 200¢ | 30 *. *- *10 *10 *0 *-14 *.
2007 v 24 *8 *17 *5 59 31 *4 *13
Total manufacturing industries 200¢ | 237 *8 *1 *8 *7 5 8 *4
excluding diamond: 2007 \% 243 24 17 11 28 17 12 17
Diamonds 200¢ | 8 -63 -71 -57 *-13 *-25 *-25 -50
2007 v 9 *-44 *13 *-13 *0 *-11 *-22 *-11
Total manufacturing 200¢ | 24¢F ES *o *6 *6 S 7 *2
industries 2007 v 252 21 17 10 26 15 11 16
1 Orders received in quarter reviewed.
* Not significant (at the 10% level).
Table 16
Net balance of the principal industries and constrution
by size of company, 2008:I
Manufacturing companies Construction companies
Total Small Middle Large Total Small Middle Large
Output *5 *11 *-3 *11 [Total activity *-6 -50 *-6 *9
Total sales *1 *7 *10 *9  |Area of starts *16 *50 *5 *.22
Domestic sales *-1 *0 *-9 *4  |Area of completions *9 *-25 *5 *33
Export *6 -20 *4 *11  |Output prices in $ 36 50 *26 50
Number of companit 24& 2¢ 99 117  |Area of completior 34 4 19 11

* According to number of employees (small compahyl9 employees, medium size company - 20-99 empinyarge company - 100 employees or more.

* Not significant (at the 10% level).
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Table 17

The severity of constraints on carrying out plannéd activity (average’
1-Minimal, 2-Moderate, 3-Significant, 4-Very signiicant

Manufacturing Industries

Transport and Communications

2006 2007 200:¢ 2006 2007 200:¢
v | 1} 1 v | v | 1} 1 v
Demand constraints Demand constraints
Volume of export orders 1.0 0.9 0.9 0.9 1.0 1.2] |Booking by foreign tourists 1.9 1.4 1.0 0.7 0.5 (0] 3
Volume of domestic orders 1.0 0.9 0.9 0.8 09 11 Booking by Israelis 1.2 0.7 0.4 0.6 0.4 oB
Economic and political situation in Israel 1.9 15 1.1 1.0 0.7 0.8
Intensification of competition 2.1 1.7 2.0 1.9 15 1.4
Supply constraints Supply constraints
Machinery and equipment shortage 0.4 0.4 0.5 0.4 0.5 DB
Financing difficulties 0.6 0.5 05 05 0.5 0. Financinfficulties 1.2 0.8 0.7 0.8 0.5 0.7
Labour shortage 0.7 0.9 0.9 0.9 1.0 0.9] |Labour shortage 0.9 1.0 1.4 1.8 1.5 1.0
Construction Hotels
2006 2007 200:¢ 2006 2007 200:¢
v | 1} 1 v | v | 1} 1 v
Demand constraints Demand constraints
Volume of demand 1.9 1.7 1.6 1.6 1.8 1.8] |Booking by foreign tourists 2.6 2.3 2.0 1.4 1.3 15
Supply constraints Booking by Israelis 1.4 1.0 1.2 0.9 11 1.
Input prices 1.3 1.2 1.1 1.4 1.4 1. Economic and polisgaation in Israel 1.9 15 15 1.1 1.0 1.
Financing difficulties 1.4 1.2 11 1.0 1.6 1.2 |Supply constraints
Labour shortage 2.2 22 24 23 2.3 2.2| |Financing difficulties 1.6 11 10 13 1.3 1.4
Machinery and equipment shortage 0.4 0.3 0.4 0.2 0.4 b abour shortage 1.3 1.4 15 15 1.4 1.7
Trade Service Industries
2006 2007 200:¢ 2006 2007 200:¢
v | Il 1 v I v | Il 1 v
Demand constraints Demand constraints
Volume of orders 05 04 0.8 0.6 0.6 0.9 | |Economic and political situation in Israel 1.0 0.9 0.7 0.7 0.7 0.9
Economic and political situation in Israel 0.7 0.9 0.7 0.7 0.9 1.1 Global Economic situation 0.6 0.5 0.5 0.8 0.8 1.
Economic situation in the world 0.5 0.5 0.4 0.6 0.9 12| temsification of competition 1.6 1.7 1.6 1.6 1.6 1.6
Supply constraints Supply constraints
Financing difficulties 0.9 0.8 0.7 0.9 09 07 Financing difficulties 0.8 0.8 0.9 0.7 0.6 0.8
Labour shortage 0.5 0.5 0.7 1.0 1.2 1.1 | |Labour shortage 1.0 10 1.2 1.2 1.3 1.1
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APPENDIX

Explanatory Notes

Net balance

This quarterly survey relates to developments 880 and includes assessments and expectations
regarding 2008:2. The survey's findings are basedesponses to questionnaires received from
companies in the manufacturing, commerce, consbruchotels, transport and communications, and
business services industries. The questions aléajive, that is, the companies are asked to rtepor
on the direction of changes in the different vaeal(increase, decrease, or no change), and on the
degree of change (great, slight). The survey enieiéd to serve decision-makers as an analytical and
updated tool that complements the quantitative.data

In all industries except for the hotel industryngmanies are asked to indicate the actual change
compared with the previous quarter, without sedsonather adjustments. In the hotel industry,
companies are asked to report the change frongingadent quarter in the previous year.

Although the results are not weighted by comparze,siin the analysis of the results in
manufacturing industries and construction the maisults are also shown with the companies
grouped by size.

The results are analyzed by means of the net balatefined as the difference between the
percentage of companies reporting an increase lengdrcentage of those reporting a decrease. A
net balance of zero in a particular category shtwes there was no change in the level of that
category compared with the previous quarter. A tiegdalance indicates a decrease, and a positive
balance, an increase.

The standard deviation is affected inter alia by tlamber of observations in the sample, and by the
distribution of the responses in each category. Shaller the number of observations, the greater
the standard deviation.

The data on net balances are based on a summtmy ahswers of all the companies that responded,
and not only those that participated in the mosemé surveys. The data in all the tables are imdger

of percent of the companies that responded.

The total net balance is calculated from the seslBoadjusted net balance of the activity in all
industries weighted by the share of each indusiryotal business-sector product. This balance
enables the indicators of the business cycle topeglicted successfully. These indicators are
classified each quarter into one of three categorezession, boom, or undefined.

The survey findings show a clear connection betwdsennet balance of activity in the various

industries and the change in their activity as ighield later by the Central Bureau of Statisticsee Th

diagrams shown below illustrate this with regardthe overall balance. When the net balance is
positive, the Composite State-of-the-Economy Inder the probability of a recession indicate a
boom, and the trend of business-sector producisgipe.

Total net balance and indicators of business cycle
a ao

-+ 30
-+ =zo

+ 10

/\‘
N A A T e

o
-+ -10
-1 =
—a— Rate of change of composde index I -zo
—— Rate of change of business-sektor product
=T —®&@— probability of boom T -30

Total net balance
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The area between 0.25 to 9.05 percent indicateardeein which the balance does
not indicate a significant development, abovbeam, below- a recession.
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Total net balance of business- sektor product
and the probability of boom (199191 to 2006qg2)

I I I I
-50 -40 -30 -20 -10 O 10 20 30 40 50

The net balances of activities in the transport aachmunications industry are calculated as the
weighted average of the net balances of the sepa@nponents of the industry, with each net
balance weighted by the share of that compdreproduct in the product of the entire industry.
Since the standard deviation of the weighted ba&asanobtainable, neither the standard deviation
nor the significance of the weighted net balanseshbwn.

Rate of success in using total net balance to predict indicators of the business cycle

(percent)
Trend of business-sektor
Quarter tending towarfyl Composite index | Probability of recession product
Recession 72 76 64
Boom 68 79 63

Sample period:1983 III to 2003 IV

The net balances of manufacturing companies, @leddby the share of skilled workers in each
industry and its degree of innovation (Table 2.10page 53 of the Bank of Israel 1999 Annual
Report), are shown in Figure 9. The high-tech itdes (chemicals, machinery, electrical and
electronic equipment) account for 30 percent ofsdu@ple. The low-tech industries (food, beverages
and tobacco, clothing, textiles and leather, wagmaher and printing, non-metallic minerals, iron,
steel and metal products, transport equipment,diachonds) constitute 55 percent of the sample.
The remaining 15 percent consist of medium-tectustiies (mining and quarrying, rubber and

plastics, and miscellaneous).
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Leading index

The leading index, which is obtained from the Conigs Survey, estimates the probability of a
slowdown in activity in the following quarter conmpd with the current quarter, or the probability of
a recession in terms of growth cycles. The indelaised on a Markov chain statistical model that
expresses two situationsa high growth rate or a recessierand four transition possibilities
between these situations: from a high rate of dgnotet a moderate rate, from a moderate to a
moderate rate, from a moderate to a high growth, m@td from a high to a high growth rate. The
leading index describes the two probabilities oSlawdown in accordance with two possible
developments: continued activity at a moderate pa@eswitch from rapid growth to a slowdown.

In order to estimate the probability that the padegrowth will moderate, each comparsy
expectations for the following quarter are cross@ll their assessment regarding the current quarter
and four dependent modes expressing the chandeeiexisting situation are calculated (Table 1).
Accordingly, from the companies that reported acréase in activity for the current quarter, a
calculation is made of the percentage of compaiggcting the increase to continue in the next
guarter and of the percentage of companies expetttair activity to decrease. From the companies
reporting a decrease in their activity in the cotmguarter, a calculation is made of the percentdge
companies expecting the decrease to continue ingkequarter and of the percentage of companies
expecting their activity to increase. The compangggrting an improvement in their current activity
include those that reported an improvement onemor duarters previously and then reported no
change. Similarly, the companies reporting a dessraa their current activity include those that
reported a decrease one or two quarters previcustl then reported no change. This makes it
possible to monitor gradual rather than suddentsshif activity that develop over two to three
guarters and not within a single quarter.

The probability of a change in the pace of growtlealculated from the normal probability function
based on the parameters in Table 1. In additioa, ttodel assumes dependency between the
quarters, so that the forecast for the followingner is dependent on the estimate that was olataine
for the current quarter.

To conclude, the leading index provides an indicatf the state of activity in the next quarter.

Table 1:Averages and Standard Deviations of Dependent Frequencies by Industries in the survey (sample:

1991-2005)
Continued slowdown slowdown-acceleration Accelerastowdown Continued acceleration Industry
Number of standarc Standarc standarc Standarc
companie£ average devuation average devuation average devuation average devuation
257 0.45 0.07 0.11 0.04 0.14 0.04 0.30 0.06 Manufacturin
33 0.23 0.13 0.25 0.11 0.15 0.08 0.37 0.11 Tradd
46 0.42 0.16 0.10 0.10 0.12* 0.11 0.36 0.14 Hoteld
20 0.26* 0.17 0.19* 0.14 0.12* 0.10 0.43 0.19 Transpor
41 0.42 0.15 0.12* 0.09 0.06* 0.06 0.40 0.13 Constructio
144 0.35 0.10 0.15 0.07 0.09* 0.06 0.41 0.08 Service]
541 0.41 0.08 0.13 0.05 0.13 0.04 0.33 0.07 Total surve'

a In services the sample is from 1998 only.

The number of companies in this table does not necessarily match that published in the Bank of Israel
b Review, as companies that did not report on expectations alongside their report on current activity were
excluded.
* Indicates non- significant result (at 10 percent level).
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Figure A:Manufacturing-smoothed and unsmoothed
Leading Index and Actual Net Balance ( adjusted to the
probability of a slowdown)
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Figure B: Construction-smoothed and unsmoothed Leading
Index and Actual Net Balance ( adjusted to the probability
of a slowdown)
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Leading Index and Actual Net Balance (adjusted to the
probability of a slowdown)
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Figure C:Hotel thed and thed Leading Index Figure D: Transport and communicationss-smoothed and
and Actual Net Balance ( adjusted to the probability of a unsmoothed Leading Index and Actual Net Balance (
slowdown) adjusted to the probability of a slowdown)
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Figure E:High-tech Servi thed and hed Figure F:Services excluding high-tech thed and

unsmoothed Leading Index and Actual Net Balance
(adjusted to the probability of a slowdown)
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Figure G: Trade -smoothed and unsmoothed Leading
Index and Actual Net Balance (adjusted to the probability
of a slowdown)
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Figure H: Total excluding construction -smoothed and
unsmoothed Leading Index and Actual Net Balance
(adjusted to the probability of a slowdown)
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Actual Net Balance, adjusted to the probability scale, is represented by the hatched line graph and the
probability of a slowdown in activity is represented by the line graph and the unsmoothed leading index is
represented by the shaded area



