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Companies Survey - Fourth Quarter of 2008 — Main Reults

Reports from companies and businesses indicatetlleaslowdown in business-activity growth
became more serious, and activity actually dectedsdng the fourth quarter of 2008. This marked
the continuation of a trend apparent since thenpagg of the year and which became significant in
the third quarter of 2008. Activity slowed in thaaarter in all industries reviewed, and the pet
balance of business-sector activity became negétivéhe first time since the second quarter| of
2003. Moreover, the leading index for the quarteitegclearly reflects expectations of a more
serious activity slowdown compared with the presiquarter. Although the decline in activity
reported in most industries in the fourth quarteP@08 matches the expectations of the previous
Companies Survey, the extent of the decline wasitgrethan expected. An analysis of the
constraints in manufacturing and trade shows that ghe previous quarter, demand-side constraints
became more serious as a result of the slowdownth®msupply side, the quarter was notable|for
companies’ increasing financing difficulties (pripally in the case of large and medium-sjze
enterprises) in all industries and especially &ué, construction and transport and communications
industries. The slump in demand and business gctive also reflected by a large drop in inflation
expectations for the coming twelve months, whiderafome considerable time are now within the
targeted range of price stability. The downturn demand and activity during the quarter
encompassed all industries except for transportcamimunications. A standstill in activity was
recorded at hotels. In all the industries revievaatdivity is expected to remain at a reduced leivel.
the construction, services and hotel industriespee serious activity slowdown is expected.
In manufacturing most companies reported an indietline in output after several years|of
growth in activity. The decline in activity in mafagturing during the quarter reflects a fall |in
domestic sales and a considerable decrease intexperwell as a drop in the number of workers.
Orders for the next quarter, especially domestiter®, reveal a continued downturn in activity.|In
trade a large drop in sales was recorded follovairsiowdown in the previous quarter and a further
decline in sales is expected for the next quaBesiness services companies reported a decregse in
turnover following a continual rise in turnover. r@panies expect a more considerable decling in
activity in the next quarter. In an initial devetopnt, hotels reported a standstill in activity
compared with 2007:Q4, due to a decrease in thébauwf bed-nights by Israelis, this despite|an
increase in tourists’ bed-nights. The hotels induskpects activity to fall appreciably due to the
deteriorating economic situation in Israel and dattle, and to the turn for the worse in the segurit
situation in Israel. In transport and communicaitime decline in activity and orders in the quader
indicative of a continued downtrend in activity.i&truction remains slack and expectations for|the
next quarter point to a more severe downturn ivig¢tin the industry. After some considerahle
time, average inflation expectations for the contimglve months are now close to the middle of the
targeted range of price stability, and fell to p&tcent compared with 3.5 percent in the previous
survey, concurrent with a large rise in the ratfocompanies expecting inflation be within the
targeted range—from 41 percent in the previoustgudo 70 percent in the quarter reviewed.
Companies expect the average exchange rate twelnthmahead to be NIS 4.14 to the dollan as
against NIS 3.9 in the previous survey. The aveexgbange rate as of the date when the companies
participating in the survey reported amounted t8 RI806 to the dollar.
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1. Macroeconomic developments

Analysis of the reports of all companies and busses that participated in the survey, weighted by
each industry’s net balance according to its siraleisiness-sector product, shows that the growth
rate of activity fell considerably in the fourthagter following the slowdown in activity that began
at the beginning of the year (Figure 1). The dechtivity was evident in both domestic activity
and activity abroad. The activity decline was app#arin nearly all the industries reviewed. In
services, the decline during the quarter was smiién in the other industries, and hotels repoated
standstill in activity. The severity of the restion imposed by financing difficulties increasedaih
types of industries as classified by size (fromdbkpect of the number of their employees) (Figure
9.b).

The leading index of business-sector activity feessa distinct downturn in business-sector
activity for the next quarter. Analysis of the ixdgy specific industries shows that an expectabion
an activity slowdown for the first quarter of 20@9apparent in all industries, except for transport
and communications, hotels and high-tech servighsye a slowdown had not been expected until
now.

2.Industry developments

Reports from manufacturing firms show large dedlitie activity in the fourth quarter of 2009
compared with the previous quarter (Table 3 andiféi@). The declines in activity are reflected by
weakness in domestic and export sales. The exteheactivity downturn is also apparent from a
growing decline in the number of workers and in titiézation rate of machinery and equipment.
Companies expect the downturn in domestic and &qmbivity to continue in the next quarter as
well.

Percent Figure 2: Manufacturing Industries - Net Balance of
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The classification of manufacturing firms by théavel of technical innovativeness—low,
medium, and high-tech—shows a decline in outputsaies at all types of companies. All types of



manufacturing firms reported reduced domestic axpbre orders for the quarter (Table 1.1 and
Figure 3).

An examination of manufacturing by sub-industrieale 15) shows that the downturn in output,
domestic sales and exports encompassed all inglistrarge declines in output and sales were
recorded in the mining and quarrying, metals, maalyi textiles, leather and clothing sub-
industries. Companies in all sub-industries rembrsebstantial reductions in export orders and
orders for the local market.

The classification of manufacturing firms by sibe&dcount) shows that while all company types
experienced a drop in output and sales, the dexrgas most noticeable among small and medium
enterprises. Although export orders were down latahpany types, the downturn was particularly
notable among medium enterprises.

Figure 3: Net Balances of Manufacturing Companiesyy Human Capital and Innovation®
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According to reports from companies in trade, sdipped in the third quarter after remaining
stable in the third quarter and following a sligleicrease in the second quarter of 2008. The larger
decrease in the fourth quarter is reflected in etgtimns regarding sales volume in the next quarter
and in forecasts regarding changes in the numberodfers in the industry (Table 5 and Figure 4).
Companies reported growing demand-side constraimta result of the deterioration in the global
economic situation and in the economic and secsitit\tion in Israel. Concurrently, on the supply
side an appreciable increase was recorded in fimgmifficulties (Table 17 and Figure 9.a).
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The reports of construction companies revealedngéirased contraction of activity in the quarter
reviewed (Table 7 and Figure 5). The decrease guttire quarter reflected a decline in the
construction of buildings and infrastructure. Compa reported a decrease in building completions,
a large decrease in building starts and a decieabe prices of output in dollar terms. Company
reports point to an initial (major) increase in theverity of the demand-side constraints in the
industry, with the result that these exceeded é&versty of supply-side constraints. With respect to
supply-side constraints, a substantial decreasere@axded in input prices concurrent with an
increase in financing difficulties. Constructiomgoanies are expecting a more serious downturn in
activity in the industry during the next quarter.

The classification of firms by size (headcount)webahat the quarterly decline in activity
encompassed all company types and was especialiplacat smallenterprises. While all the
companies are expecting a continued downturn im#x quarter, a particularly large decrease is
expected among small enterprises (Table 16).

Percent . . ..
Figure 5: Construction - Net Balance of Activity*

Reports from transport and communications compasties an initial downturn in activity in the
qguarter following a continued expansion during necgears (Table 9 and Figure 6). The activity
downturn during the quarter was recorded mainlyales of services to Israelis, and was centered in
land and sea transportation. After expanding iwiptes quarters, stable activity was recorded fer th
guarter in communications, land transportation aalbs of services to nonresidents. Signs of a
recession during the quarter were also apparent fhe utilization rate of equipment in transport
and communications, where an initial downturn weorded following a long period of expansion.
Analysis of the constraints to further activity gtb indicates that constraints on both the supply a
the demand sides have worsened. The increasingtgesesupply-side constraints derived from a
large increase in financing difficulties, while andand-side constraint that worsened considerably
was the economic and security situation in Isrdelble 17 and Figure 9.a). Because of these
constraints, companies expect a further major damunin their overall activity during the next
quarter.



- Figure 6: Transport and Communications -
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Companies in the hotel industry reported stablviaccompared with the third quarter of 2007
(Table 11 and Figure 7) after a year and a halfsek in the companies’ net balances. The stahdstil
in activity resulted from a large drop in Israetdbnights, which was offset by an increase in
inbound-tourist bed-nights. Companies expect thteribeation in the economic and security
situation in Israel on the demand side and the evong of financing difficulties on the supply side
to lead to a considerable decrease in forecastitgcis apparent from the amount of orders received
for the next quarter.
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Business service companies reported a downturativityt as the result of reduced sales at home
and abroad (Table 12 and Figure 8). The downturs aczompanied by a decrease in the industry
headcount following a consistent increase. Accardimthe companies’ reports, export orders for
the next quarter fell heavily, and the downturrouerall activity during the next quarter is expecte
to become more serious. Reports on activity comssrandicate an increase in the severity of
demand-side constraints due to the global econsituation, and as a result of the economic and
security situation in Israel (Table 17 and Figure) 9
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Table 1

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

from companie

200¢ 2007 200¢

| I Il IV | Il I 1V | Il I 1V
Industry (output) 33 3€ 26 22 24 24 38 21| *6 *4 *1 -38
seasonally adjust 38 35 18 27 28 24 32 24 10 %7 -34
Trade (sales 42 31 *24 34| 32 31 46 34| 3 * *0 -61
seasonally adjust 37 32 *21 42 26 41 45 38 31 %5 *5 -59
Construction (total activity) *13 18 *7 18| 19 *7 18 2| =6 *8 -2C -37
seasonally adjust *8 17 *8 23 16 *5 25 20| *7 *5  x18 -35
Transport and communications (total activity)** | 48 7 6 32| 4 31 44 69| 35 37 33 -46
seasonally adjust 41 6 16 28 36 34 58 60 28 41 33 -46
Hotels (total activity)*** 80 66 51 -2 (-13 20 75 73| 61 72 40 0
Service industries 35 34 10 37123 3 37 36 14 17 6 -21
seasonally adjuste 38 32 *9 38 26 34 35 37 16 15 *5 21
Total business sectc 37 30 14 312 30 39 36| 17 13 5 -32
seasonally adjust 37 29 13 33 26 30 39 36 17 13 4 31

table 1.1: The net balance of manufacturing companies, classified by human-capital intensity and innovation2

200¢€ 2007 200¢
| I I Y | Il 11 IV | Il 11 IV
Advanced companie 36 33 17 31| 18 22 33 30| * 16 *2 -43
Mixed companie: *2 39 *8 *B | 24 49 63 *14| *0 *3 *18 -49
Traditional companies 37 37 36 20 | 30 17 35 17 v x5 *§ -32

* Not significant (at the 10% leve

** The significance test is less effective in thslustry due to the small number of fir
**+ Compared with the same quarter in the previgaar




Figure 9a: The severity of constraints on carryingout planned activity (averageﬁ
1-Slight, 2-Moderate, 3-Severe, 4-Very severe
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Figure 9b: Financing difficulties, by share of industry in
business sector product

3
v

Q"' S P FHFE S EFE

5 & O
& & &
&R @

small

—— medium

— large




10

The leading index

The leading index (excluding construction) in thisvey expects a notable slowdown in business-
sector activity in the first quarter of 2009, incess of the downturn already represented by the
actual net balance. The value of the leading ingdeonsiderably higher than the threshold value of
0.51 and that in the previous quarter. This reflextdeterioration in the orders item and the next
quarter expectations item compared with the nedrtzas of activity in the present quarter, which
already showed a downturn, and the fact that firmadditional industries are joining those that
expect an activity slowdown for the next quarter.

Apart from the leading index that is calculatedtfte business sector as a whole (Figure 11), the
index is calculated for each of the six industdegered in the survey, and for the high-tech-sesvic
industry (Figure 10 and Figures A—H in the Appendikhe industry-level indices in this survey
suggest a continued slowdown in all the industiriefuding transport and communications, hotels,
and high-tech services, where a slowdown had rest b&pected in the previous quarter.

Several changes in the method of calculating thdifgy index were introduced
in the second quarter of 2007, which enhanced tdstical significance of the
findings for the various industries and took acdafrthe asymmetry (the positive
bias) in companies’ responses to the survey questice.2 The major improvement
is that two leading indices are provided, basedlgra smoothed probability (as
was given until now), in which there is inter-q@artiependence, with the result that
the index for the current quarter is updated eegrgrter and relates to the forecast
for the next quarter; and 2) an unsmoothed probabilvith no retroactive
adjustment of the leading index. The combined ukse¢he two indices shows
whether there has been a significant change ifio¢.a one-off change) in the rate of
growth (e.g., from a rapid to a moderate rate ofvgh).

Figure 10: Total Business Sector (excluding construction), Expectations of a
slowdown activity
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Survey of inflation expectations

Companies’ expectations regarding the cumulatite od price increases during the next twelve
months (January 2009-December 2009) fell consitigrédo an average of 1.7 percent compared
with a level of 3.5 percent in the previous quaftegure 12), and after two quarters reverted to
within the range of price stability (1-3 percent).

Concurrent with the large decline in inflation egfagions for the coming twelve months, the
inflation-expectations distribution is also indivat of expectations of far more moderate price
indices, with the median distribution in the reviguarter declining to 1.5 percent and the mode to 2
percent. However, the variability of expectatioeslthed to a minor extent compared with its level
in the previous quarter (Figure 13).

The expected rate of price increases in the comjmgrter (January 2009-March 2009) fell
dramatically, to 1.5 percent in annual terms coraganith 4.8 percent in the previous quarter
(Figure 14). The variability of the expectationglideed to a minor extent compared with its level in
the previous quarter. The survey of inflation exptons also shows a considerable decrease in the
proportion of companies expecting inflation to eeatehe upper limit of the range defined as price
stability, and this ratio amounted to 10 percenthia quarter compared with 56 percent in the
previous quarter and 66 percent in the second euaft2008 (the uppermost field in Figure 16).
Concurrently, the proportion of companies that etgat inflation in the next twelve months to fall
within the price stability range rose sharply, frathpercent in the previous quarter to 70 pergent i
the review quarter (the middle field in Figure 1®he proportion of companies expecting inflation
in the next twelve months to fall below the pritaldlity target also increased considerably, to 20
percent compared with only 3 percent in the previquarter (the bottom field in the diagram).

Percent Figure 12: 12-month Inflation Expectations P Figure 13: 12-month Inflation
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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)

above the
target
range

The lower area denotes the share of respondentexgext 12-month
inflation to be below the target range.
The middle area denotes the share of respondetexygect 12-month
inflation to be within the target range.
The upper area denotes the share of respondentsxplect 12-month
inflation to exceed the target range.

Table 2: Statistic Analisys of 12-month Inflation Expectations

5. Skewness

-0.23 -0.35 0.47 0.01

-0.22 0.02 -0.33 -0.23

| 2006 2007 2008

1 1l m vl I m v i I m_ v
1. Mode 3.00 3.00 2.00 2.00 [2.00 2.00 3.00 3.00 [3.00 4.00 3.00 2.00
2. Median 2,70 250 250 2.00 |1.70 2.00 250 2.80 [2.90 3.80 3.50 1.50
3. Average 2.77 2.65 2.47 2.01 |1.78 2.02 2.67 2.77 (269 3.70 3552 1.70
4. Standart Deviation 111 1.10 1.02 0.99 [091 0.93 1.09 0.92 [1.04 1.42 1.44 137

-0.31 -0.30 -0.30 -0.30

Number of responding companies 517 519 469 469

456 487 413 504

483 472

490 470

1s the difference between average and mode *
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Expectations regarding changes in the NIS/dollar ehange rate

The companies and businesses participating inuhe were asked about their expectations of the
level of the NIS/USD exchange rate at the end efrtbxt quarter (March 31, 2009) and one year
from the end of the survey period (December 31,9200he exchange rate expected for twelve
months ahead (end of December 2009) is NIS 4.1thdodollar compared with NIS 3.9 in the
previous survey. The variability of exchange-raipestations for 12 months ahead decreased
slightly (Figure 17). The average NIS/USD exchargje which the companies expect to see at the
end of the next quarter is NIS 3.96 compared witB B.67 in the previous quarter. The average
exchange rate as of the reporting date of the corepaarticipating in the survey amounted to NIS
3.806.

Percent Figure 17: 12-month Exchange rate Expectations
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Manufacturing Industries
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Table 3
Net balance ( percent of all responding industriatompanies)*
2006 2007 2008
| Il 1] v | 1l 1] \Y | Il 1} \Y
1. Output 33 36 26 22 24 24 38 21 *6 *4 *1 -38
2. Sales 31 36 27 25 23 26 33 26 *-1 *7 *1 -44
3. Domestic sales 22 21 23 22 19 26 31 17 *1 *0 *5 -43
4. Export 22 32 11 22 16 25 29 26 *5 *8 *-4 -39
5. Stocks of finished goods 10 16 10 9 12 15 22 1 9 9 *4 -1
6. Stocks of raw materials 9 13 12 *4 7 *6 17 11 10 *6 11 *0
7. Rate of utilization of machinery and equipment 19 22 13 14 14 17 25 8 *-2 *-3 -8 -40
8. Number of employees 18 17 9 11 10 15 15 14 *2 * *5 -36)
9. Domestic orders 17 13 9 *6 12 16 15 10 *5 *-2 -23 -51
10. Export orders 26 23 10 17 21 22 28 15 *4 9 -11 -41
Number of responding compar 28¢ 304 261 25C 251 237 22 252 27C 265 272 23€
The difference between the percentage of compaegesting an increase and those reporting a deereas
* Not significant (at the 10% level).
Table 4
Manufacturing Industries in 2008:1V
(percent of all responding companies in each categd
Net balance
2008 2008 Significant Moderate No Moderate Significant]
1]} v Increase Increase Change Decrease Decrease
A. Activity in the quarter
1. Output 1 -38 2 14 30 35 19
5) ©)
2. Sales -1 -44 3 15 20 39 23
®) ®
3. Domestic sales -5 -43 3 12 27 41 17
5) (©)
4. Export -4 =39 3 11 33 29 24
(6) (6)
5. Stocks of raw materials 4 -11 5 20 39 29 7
4) (5)
6. Stocks of finished goods 11 0 6 22 44 24 4
(O} ©)
7. Rate of utilization of machinery and equipment -4 40 0 9 42 30 19
©) @)
8. Number of employees -5 -36 0 6 52 35 7
(O} )
B. Expected activity in the following quarter**
9. Domestic orders -23 -51 1 7 33 39 20
4) 4)
10. Export orders -11 -41 2 Ll 33 28 26
(5) (6)
Number of responding compar 272 23€

** Orders received in the quarter reviewed.

Figures in brackets are standard deviations. Vamesller (in absolute terms) than 1.64 standaréatiens are not statistically significant at theXd Gevel.
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Trade
Table 5
Net balance (percent of all responding trading cormmies)1
2006 2007 2008
| 1} 1} \Y | 1} 1} IV | 1} 1} [\
A. Activity in the quarter
1. Sales 42 31 *24 34 32 37 46 34 38 *-8 *0 -61
2. End-of-quarter stock *11 26 *18 *17 24 37 30 34 *16 *17 ) -10
3. Percent of credit sales 20 *11 *- *3 21 27 17 22 25 19 *12  *3
4. Supply period *6 *9 *4 0 15 15 14 *3 6 *0 *3 -14
B. Expected activity in the following quartel
5. Forecast change in number of permanent empldyeed4 *0 *3 *0 9 *7 *8 16 *9 *6 *17 -48
6. Sales expectations 42 50 *3 39 47 73 57 6: *22 B3] *3 -39
Number of responding compan 36 3€ 29 29 34 30 24 32 32 3€ 36 31
The difference between the percentage of compaejmsting an increase and those reporting a dezreas
* Not significant (at the 10% level).
Table 6
Trade in 2008:1V
(percent of all responding companies in each categg
Net balance
2008 2008 Significant Moderate No Moderate Significan|
1 v Increase Increase Change Decrease Decrejase
A. Activity in the quarter
1. Sales 0 -61 0 16 7 48 29
(15) (13)
2. End-of-quarter stock 9 -10 13 19 26 39 3
12) (15)
3. Percent of credit sales 12 -3 14 3 63 10 10
8) (11)
4. Supply period 3 -14 0 0 86 11 8
6) @)
B. Expected activity in the following quartel
5. Forecast change in number of permanent empldyeesl7 -48 0 3 46 44 7
(11) (10)
6. Sales expectations for following quarter -3 -3 7 19 13 42 19
(15) (16)
Number of responding companies 36 31

Figures in brackets are standard deviations. Vauesler (in absolute terms) than 1.64 stand.

are not statistically significant at th&/d Gevel.



Table 7

Net balance (percent of all responding constructiosompanies)

Construction

16

2006 2007 2008
| 1l 1]} |\ \Y ]} v
A. Activity in the quarter
1. Total activity *13 19 *7 18 20 -20 -37
of which 2. Buildings *0 21 *10 21 17 = 2
3. Infrastructure *17 *15 *-12 23 30 24 -30 -36
4. Output prices in dollar terms 43 28 24 21 23 3 26 *16
5. Area of building starts (sg. m.) *2 *-3 x| *0 *3 -40 -39
6. Area of building completions (sq. m.) = *-8 *0 *8 *0 *3 il
7. Building time 17 *16 33 16 15 26 *-
B. Expected activity in the following quarter* B8] 22 23 20 25 -22 -39
Number of responding compan 46 42 43 41 44 3€ 31
! The difference between the percentage of compasgesting an increase and those reporting a dezreas
* Not significant (at the 10% level).
** Orders or expectations of construction in thédwing quarter.
Table 8
Construction in 2008:1V
(percent of all responding companies in each categd
Net balance
200¢ 200¢ Significan Moderatt No Significan
11} |\ Increase Increase Change Decrease
A. Activity in the quarter
1. Total activity -20 -37 6 37 23
(12) (13)
of which Buildings -6 -29 7 51 18
(13) (12)
Infrastructure -30 -36 0 48 28
(11) (12)
2. Output prices in dollar terms 26 -16 3 13 52 3
1 | @
3. Area of building starts (sg. m.) -40 -39 7 0 47 21
(13) (12)
4. Area of building completions (sq. m.) -3 -21] 0 13 53 14
a | @
5. Building time 26 -3 3 83 0
(10) ®)
B. Expected activity in the following quartel -22 -39 0 43 19
a2 | a2
Number of responding compan 36 31
Figures in brackets are standard deviations. Vauealler (in absolute terms) than 1.64 standardatiemns are not statistically significant at thed Gevel.
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Transport and Communications

Table 9
Weighted net balance as percentage of all respondjriransport and communications companies
2006 2007 2008
| L} 1]} \" | I} 11} \ | I I v
A. Activity in the quarter
1. Total activity 48 *7 *6 *32 44 *31 44 69 *35 37 *21 -46
2. Sales of services to residents 37 *16 31 4 47 *38 44 6 *32 *38 *30 -47
3. Sales of services to nonresidents *17 *12 27 *1 42 *9 13* *20 *-6 *-10 16 -15
4. Utilization of equipment (capacity utilizatioetc. ) 44 *21 *15 38 *49 58 41 45 *39 36 *17 -49
B. Expected activity in the following quarter** 43 *38 61 *45 *48 *35 46 59 72 34 *7 -45
Number of responding compan 23 21 18 22 24 21 21 24 28 20 25 24
! The difference between the percentage of compaefEsting an increase and those reporting a dezreas
See Appendix for explanation of the weighting.
** Orders or expectations of total activity in tfelowing quarter.
Table 10
Transport and Communications in 2008:1V
(percent of all responding companies in each categg
Net balance
2008 2008 Significant Moderate No Moderate Significan
{1} |\ Increase Increase Change Decreas Decrease|

A. Activity in the quarter
1. Total activity *21 -46 0 9 36 34 21
2. Sales of services to residents *3 -41 0 17 20 37 2p
3. Sales of services to nonresidents 1 -1p 3 0 80 0 17
4. Utilization of equipment (capacity utilizatiostc.)) — *17 -49 0 3 45 36 16
B. Expected activity in the following quarter *7 -45 0 6 42 25 27
Number of responding compan 25 24

Due to the small number of companies in this fielthjgh standart deviation does not necessariigatel non-significance.
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Hotels
Table 11
Net balance (percent of all responding hotel compaes)*
(compared with equivalent period last year)
2006 2007 2008
| L} 1]} [\ | L} 1]} I\ 1} LI} \"
A. Activity in the quarter
1. Total activity 80 66 -51 *2 *13 *20 75 73 61 72 40 *0
2. Number of bed-nights: Tourists 78 64 -78 -44 -31 *-4 65 70 70 85 45 *21
3. Number of bed-nights: Israelis 22 *.. -25 *-12 *-2 11 *0 *-18 *-8 *0 *13 -38
4. Average revenue per room 78 62 S *19 36 23 67 4 24 26 26 33
B. Expected activity in the following quarter** 64 35 -57 -22 23 *21 62 4€ 7€ 63 *2 -38
Number of responding compar 55 47 49 50 48 45 4C 4C 37 3¢ 47 24
The difference between the percentage of compaeesting an increase and those reporting a dezreas
* Not significant (at the 10% level).
** Orders or expectations of total activity in tf@lowing quarter.
Table 12
Hotels in 2008:1V
(percent of all responding companies in each categg
Net balance
200¢ 200¢ Significan Moderatt No Moderatt Significar
1]} [\ Increase Increase Change Decreas Decrease|
A. Activity in the quarter
1. Total activity 40 0 4 38 16 33 9
(11) (19)
2. Number of bed-nights: Tourists 45 21 4 46 21 17 14
(11) (18)
3. Number of bed-nights: Israelis 13 -38 4 16 22 54 4
(11) (16)
4. Average revenue per room 26 33 0 46 41 9 4
(12) (14)
B. Expected activity in the following quarter 2 -38 0 12 38 17 33
(12) (14)
Number of responding compar 47 24

Figures in brackets are standard deviations. Vai

nesler (in absolute terms) than 1.64 stand.

are not statistically significant at th&d Gevel.
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Service industries

Table 13
Net balance (percent of all responding transport afi communications companies)
2006 2007 2008
| I} 1]} |\ | 1} 11} \" 1} 11} [\
A. Activity in the quarter
1. Total revenue from current activity 27 35 34 *1d 37 23 37 36 14 17 *6 -21
2. Sales of services in Israel 33 36 33 *8| 36 20 27 3 10 16 *4 -17
3. Sales of services abroad 26 29 21 *2 46 *0 B3 3 18 21 *1 -20
4. Number of employees 17 24 19 10 13 15 22 2! 21 12 *7 -16
5 of which: trained 21 27 12 *8 17 17 26 29 24 14 *6 11-
6. Number of Israeli workers abroad 22 29 12 *0) 16 15 *7 6 * 9 *3 *0 *4
B. Expected activity in the following quarter*
7. Total orders 31 46 39 26 27 42 41 40 23 25 *2 -38
8. Export orders 30 31 *17 *6 *13 32 52 29 36 22 *8 -37
Number of responding compan 162 17¢ 15C 158 151 202 168 18¢ 197 191 18¢ 17¢
The difference between the percentage of compaefsting an increase and those reporting a deereas
* Not significant (at the 10% level).
** Orders or expectations of total activity in thalowing quarter.
Table 14
Service industries in 2008:IV
(percent of all responding companies in each categg
Net balance
2008 2008 Significant Moderate No Moderate Significant
I} 1\ Increase Increase Change Decrease Decrease
A. Activity in the quarter
1. Total revenue from current activity 6 -21 0 19 41 28 12
(6) 6)
2. Sales of services in Israel 4 -17] 0 19 45 26 1
(©) )
3. Sales of services abroad 1 -2q 4 19 34 31 1
®) (11)
4. Number of employees 7 -16 1 9 64 21 5
(©) ®)
5. of which: trained 6 -11 1 11 65 17 6
@ ©)
6. Number of Israeli workers abroad 0 -4 0 4 88 6 2
@ ®)
B. Expected activity in the following quarter*
7. Total orders -2 -38 4 9 36 35 16
®) ©)
8. Export orders 8 -37 4 8 39 29 20
1) | @0
Number of responding compan 18¢ 17/

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

Figures in brackets are standard deviations. Vauesler (in absolute terms) than 1.64 stand.

are not statistically significant at the/d Gevel.
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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¢ v 22 -52 -59 -65 -36 -55 *9 -41
construction materials, and woot 200¢ mn 24 *8 *4 -43 *-20 *-29 *17 *13
Food and beverage 200¢ v 37 *19 *-14 *-20 -22 -23 *16 *-14
200¢ 1 38 *19 *11 -18 *4 *. *11 *3
Textiles, clothing, 200¢ v 18 -41 -47 -53 -38 -38 E6) -50
and leather 200¢ mn 20 *21 -42 -32 *-33 -38 *0 -40
Chemicals, rubber, 200¢ v 42 -65 -69 -62 -46 -42 *2 -40
and plastic 200¢ 1 53 *11 *-6 -28 20 *0 *13 *6
Metals and machinery 200¢ v 35 -57 -63 -72 -70 -70 *-45 -51
200¢ mn 39 -28 *13 -26 *-24 *21 *13 *5
Electronics, electricity 200¢ \% 54 -28 -26 -44 *-20 -30 *4 -37
and transport equipment 200¢ 1l 67 *12 *6 *. *5 *6 19 *4
Paper, printing, and other 200¢ v 22 *0 *-14 -35 *-25 *0 *21 *-9
200¢ mn 23 *9 *14 -23 *7 *-14 *14 -13
Total manufacturing industries 200¢ v 23C -37 -42 -50 -37 -39 *-1 -35
excluding diamond: 200¢ 1] 264 *4 *2 -22 *-2 *-8 11 *3
Diamonds 200¢ \Y 6 -100 -80 -75 -80 -100 *50 -83
200¢ 1 8 -100 -86 -57 -75 -88 *13 -50
Total manufacturing 200¢ \% 23€ -38 -43 -51 -39 -41 *0 -36
industries 200¢ 1 272 *1 *.5 -23 *-4 -11 11 *-5
T Orders received in quarter reviewed.
* Not significant (at the 10% level).
Table 16
Net balance of the principal industries and constration
by size of company, 2008:1V
Manufacturing companies Construction companies
Total Small Middle Large Total Small Middle Large
Output -38 -55 -48 -29 |Total activity -37 -75 *-29 *-33
Total sales -44 -62 -51 -36 |Area of starts -39 -100 *-25 -33
Domestic sales -43 -57 -53 -34 |Area of completions -21 -75 *-15 *-8
Export -39 *-27 -49 -36__|Output prices in $ *-16 B2 *-21 *-8
Number of compani 23t 21 90 124  |Area of completior 31 4 14 13

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

* Not significant (at the 10% level).
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Table 17
The severity of constraints on carrying out plannd activity (average;
1-Minimal, 2-Moderate, 3-Significant, 4-Very signifcant

Manufacturing Industries Transport and Communications
2007 2008 2007 2008
LI} v Il LI} \% 1 v I Il 1 v
Demand constraints Demand constraints
Volume of export orders 0.9 1.0 1.2 1.1 13 1.6] |Booking by foreign tourists 1.0 0.7 0.5 0.5 0.8 0
Volume of domestic orders 0.8 0.9 1.1 1.0 13 14 Booking by Israelis 0.4 0.6 0.4 0.3 0.5 0.
Economic and political situation in Israel 11 1.0 0.7 0.8 12 1.8
Intensification of competition 2.0 1.9 15 1.4 1.7 1.7
Supply constraints Supply constraints
Machinery and equipment shortage 0.4 0.5 0.4 0.4 0.4 D.p
Financing difficulties 0.5 0.5 0.6 0.7 0.8 0.9 Financing difficulties 0.7 0.8 0.5 0.7 0.9 1.
Labour shortage 0.9 1.0 0.9 0.8 0.8 0.4] |Labour shortage 1.4 1.8 1.5 1.0 1.5 1.0
Construction Hotels
2007 2008 2007 2008
1]} \"2 | 1} 1] \"2 mn v I L} 1 v
Demand constraints Demand constraints
Volume of demand 1.6 1.6 1.8 1.8 1.8 2.6| |Booking by foreign tourists 2.0 1.4 1.3 15 1.1 1.9
Supply constraints Booking by Israelis 1.2 0.9 1.1 1.3 1.0 1.
Input prices 11 1.4 1.4 1.8 1.7 1. Economic and polisiaation in Israel 1.5 1.1 1.0 1.3 1.0 1.
Financing difficulties 11 1.0 16 1.2 1.7 2.9 |Supply constraints
Labour shortage 2.4 23 23 22 22 1.8] [Financing difficulties 1.0 13 13 14 1.0 1.
Machinery and equipment shortage 0.4 0.2 0.4 0.5 0.5 p.p abolr shortage 1.5 1.5 1.4 1.7 1.4 1.0!
Trade Service Industries
2007 2008 2007 2008
LI} v ] LI} v 1 v I Il 1 v
Demand constraints Demand constraints
Volume of orders 08 0.6 0.6 0.9 0.5 0.2 Economic and political situation irakr 0.7 0.7 0.7 0.9 0.9 1.3
Economic and political situation in Israel 0.7 0.7 0.9 11 13 2.0 Global Economic situation 0.5 0.8 0.8 13 1621
Economic situation in the world 0.4 0.6 09 1.2 1.5 2.4 | |Intensification of competition 1.6 1.6 1.6 1.6 15 16
Supply constraints Supply constraints
Financing difficulties 0.7 0.9 0.9 0.7 0.9 1.4 Financing difficulties 0.9 0.7 0.6 0.8 0.8 1.
Labour shortage 0.7 1.0 1.2 1.1 0.8 05 Labour shortage 1.2 1.2 1.3 1.1 1.0 0.7
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APPENDIX
Notes to the Survey

Net balance

This quarterly survey relates to developments énftlurth quarter of 2008 and includes assessments
and expectations regarding the first quarter of922dhe survey findings are based on responses to
guestionnaires received from companies in six itvtiss manufacturing, trade, construction, hotels,
transport and communications, and business servides questions are qualitative, that is, the
companies are asked to report on the directionhaeinges in the different variables (increase,
decrease, or no change) and on the degree of cligregd, slight). The survey is intended to serve
decision-makers as an analytical tool that updatescomplements the quantitative data.

In all industries except hotels, companies aredsiéndicate the actual change compared with
the previous quarter, without seasonal or otheusddjents. In the hotel industry, companies are
asked to report the change relative to the yedieeguarter.

Although the results are not weighted by comparme,sin 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 bglatefined as the difference between the
percentage of companies reporting an increasetengdrcentage of those reporting a decrease. A
net balance of zero in a particular category shthas there was no change in the level of that
category compared with the previous quarter. A tiegidalance indicates a decrease; a positive
balance indicates an increase.

The standard deviation is affected by, among othimigs, the number of observations in the
sample and the distribution of responses in eatbgosy. The fewer observations there are, the
greater the standard deviation.

The data on net balances are based on totalingnwers of all companies that respond to the
survey at large and not only those that particghitaecent surveys. The data in all tables arergiv
in terms of the percent of companies that respanded

The total net balance is calculated from the sedoadjusted net balance of the activity in all
industries weighted by the share of each industryotal business-sector product. This balance
enables the indicators of the business cycle tgreglicted successfully. These indicators are
classified each quarter into one of three categoréeEonomic recession, economic upturn, or

undefined.
Total net balance and indicators of business cycle
a 40
a 1 -+ 30
- 20
l
-+ 10
T /\/
- O
o T\ e / L o e~

-
—+ -10
a4
—=a— Rate of change of composde index H -zo
—m— Rate of change of business-sektor product
= 4 -
—e— probability of boom 0 -30

Total net balance

00 30 50 30 59 55 50 30 48 38 58 48 5F 4O 53 5F 48 58 98 58 58 o8

The field between 0.25% and 9.05% indicates tha erevhich the balance does not indicate significkevelopment ii
either direction. The field above it denotes ameoaic upturn; the field below signals a recession.
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Total net balance of business- sector product
and the probability of boom (1991q1 to 2006qg2)
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The survey findings show a clear connection betwikemet balance of activity in the various
industries and the change in their activity as ishield later by the Central Bureau of Statistice Th
figures below illustrate this with regard to theemadl balance. When the net balance is positive, th
composite State-of-the-Economy Index and the pribhyabf economic recession indicate that an
upturn is taking place and the trend of businestes@roduct is positive.

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

(percent)
Trend of business-sektor
Quarter tending towardd 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 activities in the transport eorimunications industry are calculated as
the weighted average of the net balances of tharaepcomponents of the industry, with each net
balance weighted by the share of that componewntdyst in the product of the industry at large.
Since the standard deviation of the weighted ba&lameinobtainable, neither the standard deviation
nor the significance of the weighted net balanseshown.

The net balances of manufacturing companies, @keddly the share of skilled workers in
each industry and its degree of technological iation (Table 2.10 on page 53 of the Bank of Israel
1999 Annual Report), are shown in Figure 9. The high-tech industiglsemicals, machinery,
electrical and electronic equipment) account forp8écent of the sample. The low-tech industries
(food, beverages and tobacco, clothing, textilas$ laather, wood, paper and printing, non-metallic
minerals, iron, steel and metal products, transpguipment, and diamonds) constitute 55 percent of
the sample. The remaining 15 percent consist ofiumetech industries (mining and quarrying,
rubber and plastics, and miscellaneous).
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Leading index

The leading index obtained from the Companies Suegtimates the probability of a slowdown in
activity in the following quarter as against thareat quarter or the probability of a recession in
terms of growth cycles. The index is based on akbachain statistical model that expresses two
situations—a high growth rate or a recession—ang foansition possibilities between these
situations: from a high rate of growth to a moderate, from a moderate to a moderate rate, from a
moderate to a high growth rate, and from a high tegh growth rate. The leading index describes
the two probabilities of a slowdown in accordanc¢ghviwo possible developments: continued
activity at a moderate pace or a switch from rgpa@vth to slowdown.

To estimate the probability that the pace of growith slow, each company’'s expectations for
the following quarter are crossed with their assesg regarding the current quarter, and four
dependent modes expressing the change in the nexisituation 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 compagxegcting the increase to continue in the next
guarter and the percentage of companies expedtwig dctivity to decrease. From the companies
reporting a decrease in their activity in the cotrguarter, a calculation is made of the percentdge
companies expecting the decrease to continue ingkiequarter and of the percentage of companies
expecting their activity to increase. The compangg®rting an improvement in their current activity
include those that reported an improvement onewnor duarters previously and then reported no
change. Similarly, the companies reporting a deerea their current activity include those that
reported a decrease one or two quarters previaustl then reported no change. This makes it
possible to monitor gradual rather than suddentssiif activity that develop over two or three
guarters and not within a single quarter.

Probabilities of a change in the pace of growth aalkeulated from the normal probability
function based on the parameters in Table 1. Intiaddthe model assumes dependency between
the quarters, so that the forecast for the follgnguarter is dependent on the estimate obtained 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 Accelerasmwdown 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 Transporg
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 Services]
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).



Figure A:Manufacturing: hed and hed
Leading Index and Actual Net Balance ( adjusted to the
probability of a slowdown)
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Figure B: Constr thed and d Leading
Index and Actual Net Balance ( adjusted to the probability
of a slowdown)
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C—unsmoothed smoothed leading index ™= net balance ‘I:Iunsmoothed == smoothed leading index ™= net balance
Figure C:Hotel hed and hed 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 Services-smoothed and unsmoothed
Leading Index and Actual Net Balance (adjusted to the
probability of a slowdown)

Figure F:Services high-tech hed 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 and
unsmoothed Leading Index and Actual Net Balance
(adjusted to the probability of a slowdown)
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‘l:lunsmoothed e smoothed leading index ™™= net balance‘

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






