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Companies Survey - Third Quarter of 2009Main Results

Reports from companies indicate that in the thardhrter of 2009 business activity started to recqve
faster than companies had expected, following estitin since the fourth quarter of 2008 in the
wake of the global crisis. This recovery, which weaflected in a sharp drop in the probability of &

slowdown, and a small increase in the weightedaktnce of the business sector, was based mainly

on the moderate growth of domestic activity. Altgbuhe increase in the weighted net balance ig
small (see Footnote 2, Figure 1), it added toi8tef encouraging indicators observed in the
previous quarter, when its decline moderated. pbgstive trend in business-sector activity reflelcte
in particular the increase in activity in the maamifiring sector, but signs of recovery were evident
also in the trading sector and to a lesser extetita services sector. As in the past, when tharlab
market reacted with a lag, there is as yet no jptilde increase in the number of employees, despite
the recovery in activity.

The net balance iimdustry rose slightly thanks to the small rise in domestéites. At the same
time, companies' responses regarding orders fdotireh quarter show that growth will continue tp
be moderate. lirade, the volume of activity increased, but the inceeisthe net balance in this
sector was not significant. Companies are morevogtiic in their expectations of a rise in sales in|
the following quarter, and already the net balandéis sector is significant. Inusiness services
companies reported no change in the level of agtifollowing significant declines since the last
quarter of 2008. Whereas domestic sales remairedstthe export of services continued to fall In
this quarter. The recovery in the level of activibuld take place in the following quarter in vietv
the rise in orders. Theotel industry reported a sharp fall in activity compared witk tiecord level
a year ago, a reflection of a fall in the numbebed nights for both Israelis and foreign tourists.
transport and communicationsthe contraction in activity continued, even thotigh negative net
balance is approaching zero, following the stapilitthe last quarter which came after sharp fallg
the previous quarters. A steep drop in sales ofces to foreigners stood out, but sales to Issaeli
also declined. In theonstruction industry the level of activity continues to be moderate, bu
expectations for the next quarter are somewhat mgtienistic. Inflation expectations for the next
12 months increased slightly beyond the price-Btaltarget to 3.2 percent from 2.8 percent in the
previous survey. The companies expect thalNd®US$ exchange ratén 12 months time will be
NIS 4 to the dollar, compared with an expected AlESin the previous survey.
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1. Macroeconomic developments

An analysis of the responses of all companiesqpating in the survey, with each industry’s net
balance weighted by its share in business-sectatyst, shows that in the third quarter of 2009
economic activity started to recover faster thaythad expected, and faster than in the crisis that
began in 2000. The weighted net balance of thenbasisector is admittedly in the area in which no
clear conclusion can be arrived at regarding thectlon of activity, but by virtue of it being ptisie
(a continuation of the moderation in the decliret thas already evident in the second quarter), it
apparently points to a turnabout in activity in #wnomy (Figure 1). The positive trend in activity
of the business sector reflects particularly theagh of activity in the industrial sector in therth
quarter, and according to the Companies Surveygxpansion of this sector was based mainly on
the growth in domestic activity. Signs of recovemre evident also in the trading sector and to a
lesser extent in the services sector, and the bimjrof expansion in these sectors also reflects
mainly the recovery in domestic activity. The legéhctivity in the construction sector remained
unchanged in the third quarter, activity in thengortation sector declined slightly relative te th
previous quarter, and activity in the hotel seckeclined sharply relative to the parallel quargest |
year.

The development of the leading index of activitghe business sector reflects well the rapid
transition from fears of a deep crisis to expeotegiof growth in activity. In the first quarter thie

year the leading index expected moderated aciivitiie following quarter with a probability close
to 1, while in the review quarter the probabilifynsoderation in the coming quarter stands at only
0.15. The leading index in the transportation amshmunications sector is anomalous in light of the
optimism in the other sectors, and is the onlyaeiat which the companies expect moderation of
activity in the following quarter.

2.Industry developments

Manufacturing companies report that activity rogghdly in the third quarter of 2009, despite their
expectations in the previous quarter (2009:Q2kdticed orders for the third quarter. The recovery
in activity derived from a small rise in domestades due to a slight easing in constraints for
domestic orders. On the other hand, the net eXxyadaince is negative (albeit not significantly).
Companies' responses regarding factors of produatsp hint at a recovery in activity: the decline
in the rate of utilization of machinery and equipmnkalted, and the net balance of the number of
employees no longer indicates a sharp fall, inrestto very negative reports on these two
indicators from the beginning of the second hal2@®8 to the second quarter of 2009. The picture
that emerges with regard to expected activity enrthxt quarter is equivocal, but suggests that
activity will increase only slowly. It should be teal, however, that the pessimistic responses of
companies in the previous survey, expressed idrbye in orders, were not realized in this quarter.

Percent Figure 2: Manufacturing Industries - Net Balance of
Output*

304 LA ‘

10 A l L g

w0 PO

=80 |

50 A S S S S S S S S S S S

S ELEIEELTETELESE S LS




The classification of manufacturing companies tht@e groups of industries by their degree of
technological innovativeness—Ilow-, medium-, anchiigch—shows that the expansion in output
encompassed companies at all levels of technolbigicavativeness, and particularly the medium-
tech companies (Table 1.1 and Figure 3). Partilyuraaticeable in their increase in activity were th
companies in the chemicals and the rubber andigdaetiustries, while those noticeable for
decreases were the textile, clothing and leathirsimies (Table 15). Regarding activity in the next
quarter: most of the low-tech and medium-tech cargsado not report a substantial growth in
orders for the next quarter, with the exceptiofioofd and beverage industries, which expect a
growth in exports. The high-tech industries repostight increase in orders for exports and for the
domestic market.

The classification of manufacturing companiesstzg (number of employees) shows that the
expansion of activity was based on the performafitke large companies, possibly aided by the
easing of financing difficulties. The large compmare optimistic about orders for the next quarter
particularly export orders. On the other hand réraaining companies did not experience
significant growth, and expectations for the naxarer are moderated in these companies, both for
the domestic market and for exports.

Figure 3: Net Balances of Manufacturing Companies)y Human Capital and Innovation®
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According to the reports of companies in trade vitleme of activity increased, but despite the
resulting optimism, the rise in the net balancthia sector was not significant. Companies'
expectations of a rise in sales in the next quarerven more optimistic, and the net balanchig t
sector is already significant. As in the other pipial industries, despite the recovery in activity,
companies in the trading sector do not report arease in the number of employees, but rather
stability, which represents an improvement by cotigpa with the steep declines in the net balance
in the previous quarters (Table 5 and Figure 4mg@anies reported an easing in financing
difficulties for conducting their activities (Table’ and Figure 9) .
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Construction: For the second successive quarter companies egpootchange in the level of
activity, following falling activity since the begning of 2008 (Table 7 and Figure 5). The absence
of change in activity reflects a sharp decreaghérnvolume of infrastructure building, and a very
slight increase in the construction of buildingsodération of activity is also evident in the other
indices of activity in the industry, but there ®®m for some optimism as a result of the slight
increase in building starts and positive expectetifor the next quarter. According to the companies
reports, demand constraints are responsible foorigeing freeze in activity. Furthermore, the
supply constraint inherent in the financing diffttes continued to be relevant in the review quarte
as well, and the situation has still not returrethe pre-crisis level (Table 17 and Figure 9).

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

Reports frontransport and communicationscompanies indicate that activity continued to
contract in the review quarter, even though thebaéince is approaching zero, following the
stability in the last quarter, which came afterrphalls in the previous quarters. The steep drop i
sales of services to foreigners stood out, busdalésraelis also declined (Table 9 and Figure 6).
The companies also report that the severity ottwestraint resulting from the low level of domestic
tourism increased, but they indicate that increasadpetition constitutes the severest demand-side
constraint. Financing difficulties were slightly necssevere than in the previous quarter (Table 17
and Figure 9). The net balance of activity for tiext quarter is only moderately positive.



Figure 6: Transport and Communications
Net Balance of Total Activity*
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Companies in th&iotel industry reported a sharp decline in activity (relativetie year-earlier
quarter; Table 11 and Figure 7), similar to therghiieclines since the beginning of the year. It is
important to bear in mind that the net balancédis industry is a year-on-year comparison, i.e., a
comparison with 2008:Q3, which was prior to thaistiwhen activity was at record level. The drop
in activity resulted mainly from a reduction in égn tourists' bed nights, but the number of Issael
bed nights also declined. Hotels mentioned the delncanstraint related to foreign tourists as the
most severe constraint on the expansion of actidityivity is expected to remain low also in the
next quarter.

Percent Figure 7: Hotels - Net Balance of Activity*
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Business-servicesompanies reported no change in the level of dgtifallowing significant
declines since the last quarter of 2008 (TabledLBigure 8). Whereas domestic sales remained
steady, services exports continued to fall in ¢iarter. Further improvement is expected for the

next quarter; domestic orders have risen, and sifdiem abroad are also higher than current sales.
No significant change occurred in either demanslupply constraints this quarter, and the severity

of demand constraints, such as the world econoitoiateon and the competition in the industry

continues to stand out.

Percent

Figure8:Service industries - Net Balance of Actity*
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Table 1

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

from companie

200¢€ 2007 200¢ 200¢

[\ | I 1 vV | I 11l vV | I 1
Industry (output) 22 24 24 3 21| *6 *4 *1 -37| -3 -12 12
seasonally adjust: 27 31 22 29 25 12 *3 -10 -33 -31 -14 *2
Trade (sales 34 32 37 4€ 34 3 *8 *0 -5C | -58 *0 *12
seasonally adjust 43 29 35 46 40 34 %10 *3 -4 -54 *2 *10
Construction (total activity) 18 1¢ *7 1¢ 2C | *- *8 -2C -35| -3¢ *0 *-3
seasonally adjust 24 21 *0 23 21 *2 *1 -20 33 35 *g *1
Transport and communications (total activity)**| 32 44 31 44 69 35 37 33 -4C | -4¢ *-22 *8
seasonally adjust 29 42 31 49 64 37 36 33 -46 46 *15 *0
Hotels (total activity)*** -2 =15 20 75 73 61 72 40 5) -83 -65 -63
Service industries 37 23 35 37 36 14 17 6 -17 | -36  *9 *3
seasonally adjuste 38 29 33 33 36 21 14 *3 -17 -32 -12 *1
Total business sectc 31 26 30 39 36 17 13 5 29 | 41 -10 5
seasonally adjust 34 30 28 36 37 22 11 0 -28 -38 -12 0

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

200€ 2007 200¢ 200¢

IV | I 11 vV | I 11 vV | I 11
Advanced companie 31 18 22 33 30 *9 16 *2 -41 | -34  *10 *13
Mixed companies *8 24 49 63 *14 *0 *3 *18 48 | -37 25 33
Traditional companies 20 30 17 35 17 *5 *5  *6 -31 | -36  -26 *4

* Not significant (at the 10% leve

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




Figure 9a: The severity of constraints on carryingout planned activity (averagei
1-Slight, 2-Moderate, 3-Severe, 4-Very severe
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Source: Table 1

Figure 9b: Financing difficulties, by share of industry in
business sector product
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The leading index

The leading index (excluding construction) in thigvey foresees further improvement in business-
sector activity in the fourth quarter of 2009, begtdhat which is already represented by the actual
net balance. The probability of recession is sigaiftly lower than the 0.5 threshold value,1 fa th
first time since the fourth quarter of 2008. Thidue reflects an improvement in orders and the
expectations of activity for the next quarter refato the net balances of activity in the current
quarter.

In addition to the leading index, which is calcathtt the level of the business sector (Figure 11),
the index is also calculated for each of the sidusiries covered in the survey and for the high-tec
services industry (Figure 10 and Diagrams A-H & Appendix). The leading indices in this survey
are far from the 0.5 threshold in most industreessept for construction, which is closer to the
threshold, and the transportation and communicatiogustry for which the balance in activity is
expected to moderate further.

Two leading indices are presented, both for théness sector as a whole and for each of the
industries: 1) A smoothed probability index, in aiithere is dependence between the quarters, so
that the index for the current quarter is updagscheguarter relative to the prediction for the
following quarter; 2) An unsmoothed probability éd without retroactive update of the leading
index. A comparison of the two indices shows thatdcompanies' expectations in the previous
guarter were overly pessimistic and that the recowas faster than expected: smoothing of the
index, which was calculated in the previous quartdight of the index calculated for this quarter,
significantly reduced the probability of a recessilmwering it below the 0.5 threshold.

Figure 10: Total Business Sector (excluding construction), Expectations of a
slowdown activity
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! As long as the leading index is below the 0.5¢hotd, one cannot state with certainty that the
growth rate will slow in the next quarter. If thedex crosses the threshold, an easing of activity i
the next quarter may be inferred.
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Survey of inflation expectations

Companies’ expectations about the cumulative rafeioe increases during the next twelve months
(October 2009-September 2010) rose to 3.2 perceaverage, as opposed to 2.8 percent in the
previous quarter (Figure 12), overshooting the ufip@t of price stability (1 to 3 percent).

The inflation-expectations distribution also atsetst high expectations of inflation, similar to the
previous quarter—the median of the distributiomhiis quarter remained at 3 percent, as did the
mode. The variance of the expectations also rerdanéhe level of the previous quarter (Figure
13). The expected rate of price increases in tikequearter (September 2009-December 2009) rose
to an annualized level of 4.3 percent, as oppasdd2 percent in the previous survey (Figure 14).

The proportion of companies that expected thetinfierate to overshoot the upper limit of the
price-stability target2 rose this quarter to 47cpet, as opposed 30 percent in the previous quarter
and a negligible proportion in the first quartdre(upper section of Figure 16). The proportion of
companies that expected inflation in the next teahonths to fall within the price-stability target
decreased from 65 percent in the previous quartet percent in this quarter (the middle section in
Figure 16). The proportion of companies expectirf@ation in the next twelve months to undershoot
the price-stability target is 2 percent (the lowection of the Figure).

Percent Figure 12: 12-month Inflation Expectations Percent Figure 13: 12-month Inflation
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Figure14: 3-month Inflation Expectations Figure 15: 3-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)

above the
target |
range

The lower area denotes the share of respondentexygert 12-month

inflation to be below the target range.
The middle area denotes the share of respondetexgect 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

2004 2007 2008 2009

I\ | Il 1} [\ | I 1] I\ | 1] 1]
1. Mode 2.0012.00 2.00 3.00 3.00|3.00 4.00 3.00 2.00| 1.00 3.00 3.00
2. Median 2.00(1.70 2.00 2.50 2.80|2.90 3.80 3.50 150| 1.25 3.00 3.00
3. Average 201|178 2.02 2.67 277|269 3.70 352 1.70| 1.47 281 3.22
4. Standart Deviation 0.99(091 0.93 1.09 0.92|1.04 142 144 137|131 119 121
5. Skewness 0.01[-0.22 0.02 -0.33 -0.23|-0.31 -0.30 -0.30 -0.30| 0.47 -0.19 0.22
Number of responding companies 469 | 456 487 413 504 | 483 472 490 470 | 466 472 552

1s the difference between average and mode *

Expectations regarding changes in the NIS/dollar ehange rate

The companies participating in the survey were @simut their expectations of the level of the

NIS/$ exchange rate at the end of the next quétecember 31, 2009) and one year from the end of
the survey period (September 30, 2010). The lattpectation (end of September, 2010) was NIS 4

to the dollar as against NIS 4.2 in the previousey The variance in expectations to twelve

months ahead showed a slight decrease (Figur& h&)exchange rate that the companies expected

(on average) to see at the end of the next quaeteNIS 3.8 as against NIS 4 in the previous
guarter. Note that the average exchange rate éintke¢he companies completed the survey
guestionnaire was about NIS 3.78.
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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 2009

v 1 Il il v 1 1l il v 1 I il

1. Output 22 24 24 38 21 *6 *4 *1 -37 -36 -13 12

2. Sales 25 23 26 33 26 *1 *7 *1 -46 -41 -17 *9

3. Domestic sales 22 19 26 31 17 *1 *0 *5 -42 -42 -17 *5

4. Export 22 16 25 29 26 *5 *8 *- -42 -42 =17 *-4

5. Stocks of finished goods 9 12 15 22 18| 9 9 *4 *-g -26 -20 *3

6. Stocks of raw materials *4 7 *6 17 ilil 10 *6 11 *3 -16 -20 /=

7. Rate of utilization of machinery and equipment 14 14 17 25 8 *2 *-3 -8 -39 -43 -20 *4

8. Number of employees 11 10 15 15 16 *2 *3 *5 -36| -43 -25 0-1

9. Domestic orders *6 12 16 15 10 *5 *-2 -23 -50 -45 -15 *-6

10. Export orders 17 21 22 28 15 *4 9 -11 -45 -47 -18 *4

Number of responding compar 25C 251 237 22C 252 27C 26E 272 271 248 242 23€

! The difference between the percentage of compaefesting an increase and those reporting a dezreas

* Not significant (at the 10% level).

Table 4

Manufacturing Industries in 2009:111

(percent of all responding companies in each categg
Net balance

2009 2009 Significant Moderate No Moderate Significant|

1l 1l Increase Increase Change Decrease Decrease

A. Activity in the quarter

1. Output -13 12 7 33 32 19 9
®) ®)

2. Sales -17 9 6 37 23 23 11
(6) ©)

3. Domestic sales -17 5 4 31 35 22 8
®) ®)

4. Export -17 -4 5 26 34 22 13
® ®)

5. Stocks of raw materials -20 3 4 22 51 20 3
©] (©)

6. Stocks of finished goods -20 -7 3 16 55 23 8
4) )

7. Rate of utilization of machinery and equipment 0-2 4 5 24 46 20 5
©] (©)

8. Number of employees -25 -10 1 12 64 21 2
@) )

B. Expected activity in the following quarter**

9. Domestic orders -15 -6 3 21 46 22 8
®) ®)

10. Export orders -18 4 4 30 36 17 13
(6) (6)

Number of responding compar 243 23€

** Orders received in the quarter reviewed.

Figures in brackets are standard deviations. Vauesler (in absolute terms) than 1.64 standardatiens are not statistically significant at thé/d Gevel.
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Trade
Table 5
Net balance (percent of all responding trading comgnies)
2006 2007 2008 2009
\Y | Il 1 |\ | I LI} v | Il {1}
1. Sales 34 32 37 46 34 38 *- *0 -50 -53 *0 *12
2. End-of-quarter stock *17 24 37 30 34 *16 *17 *9 *17 *-16 = *2
3. Percent of credit sales *3 21 27 17 22 25 19 *12 *1 *3 18 71
4. Supply period 0 15 15 14 *3 *6 *0 *3 -9 -10 *0 *1
5. Forecast change in number of permanent employegs  *0 9 *7 *8 16 *9 *6 *17 -53 -55 -24 *2
6. Sales expectations 39 47 73 57 63 *22 53 *3 -35 -38 24 27
7. Number of employees *2
Number of responding compar 29 34 30 24 32 32 36 36 36 32 g 93
1 The difference between the percentage of compaggesting an increase and those reporting a dezreas
* Not significant (at the 10% level).
Table 6
Trade in 2009:111
(percent of all responding companies in each categg
Net balance
2009 2009 Significant Moderate No Moderate Significanf
I n Increase Increase Change Decrease Decrg
A. Activity in the quarter
1. Sales 0 12 4 39 26 27 4
(15) (9)
2. End-of-quarter stock -12 2 1 27 46 23 S
(13) ®)
3. Percent of credit sales 18 17 7 18 67 7 1
(10 (6)
4. Supply period 0 1 0 3 95 2 0
®) (©)
5. Number of employees 2 0 10 82 8 0
(5)
B. Expected activity in the following quarter
6. Forecast change in number of permanent employegs -24 2 0 10 82 7 1
©) )
7. Sales expectations for following quarter 24 27 7 39 5 3 17 2
a4 @) |
Number of responding compar 33 93 |

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

are not statistically significant at the’a.tevel.
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Construction

Table 7
Net balance (percent of all responding conslructionompanies}

2006 2007 2008 2009

\" | Il 1} |\ | 1} 11} [\ | Il 1}
1. Total activity *7 18 19 *7 19 20 *-6 *8 -20 -39 *0 *3
of which 2. Buildings *10 21 23 *3 *13 17 = *0 * -48 *3 *3

3. Infrastructure *-12 23 33 30 *8 24 *- *9 30 -48 *-4 *-17

4. Output prices in dollar terms 24 21 21 23 30| 38 40 49 2 34 - *14 33
5. Area of building starts (sg. m.) x| *0 26 *-8 *-10 3- *12 *-5 -40 -43 *-6 *3
6. Area of building completions (sg. m.) *0 *8 *6 *10 -10 *0 *9 15 *-3 -34 *0 *0
7. Building time 33 16 28 21 27 15 18 *8 26 *0 *3 *6
8. Expected activity in the following quarter** 23 20 34 23 *6 25 ) *-5 -22 -30 *6 *11
9. Number of employees *-6
Number of responding compan 43 41 37 42 33 44 3€ 41 3€ 37 35 5

The difference between the percentage of compaegesting 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 2009:111
(percent of all responding companies in each categg

Net balance
200¢ 200¢ Significan Moderatt No Moderatt Significan
] 1] Increase Increase Change Decrease Decrease
A. Activity in the quarter
1. Total activity 0 -3 0 23 51 12 14
(12) (12)
of which Buildings -3 -3 0 27 43 15 15
(14) (13)
Infrastructure -4 -17 4 21 33 21 21
(10) (16)
2. Output prices in dollar terms 14 33 6 36 49 6 3
12) (11)
3. Area of building starts (sg. m.) -6 3 3 31 35 9 22
(14) (14)
4. Area of building completions (sg. m.) 0 0 3 19 56 13 9
) (12)
5. Building time 3 6 6 9 76 6 3
(9) (9)
6. Number of employees -6 0 23 48 23 6
(12
B. Expected activity in the following quarter 6 11 0 40 31 9 20
(14) (14)
Number of responding compan 35 35
Figures in brackets are standard deviations. Vauesler (in absolute terms) than 1.64 standardi are not statistically significant at the?d.Gevel.
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Transport and Communications

n

Table 9
Weighted net balance as percentage of all respondjriransport and communications companies
2006 2007 2008 2009

[\ | 1l 1] \Y | Il 1]} \Y | 1} 1]}
1. Total activity *32 44 *31 44 69 *35 37 *21 -40 -49 *-15 *-
2. Sales of services to residents 48 47 *38 44 [} *32 *38 30 * -44 -41 *9 10
3. Sales of services to nonresidents *1 42 *9 *13 *2 *6  *10 16 -11 -40 *11 6
4. Utilization of equipment (capacity utilizatioetc. ) 38 *49 58 41 45 *39 36 *17 -44 -56 *-6 8
5. Expected activity in the following quarter™ *45 48 *35 46 59 72 34 *7 *-41 *-10 *15 0
6. Number of employees -5
Number of responding compan 22 24 21 21 24 28 2C 25 30 27 32 36
! The difference between the percentage of compaeesting 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 2009:I11
(percent of all responding companies in each categg

Net balance

2009 2009 Significant Moderate No Moderate Significay

] 1] Increase Increase Change Decreas Decrease|
A. Activity in the quarter
1. Total activity *15 -8 0 22 47 21 9
2. Sales of services to residents *9 10 0 29 52 17 7
3. Sales of services to nonresidents *10 6 2 21 59 16
4. Utilization of equipment (capacity utilizatioetc. ) *6 8 2 21 63 12 2
5. Number of employees -5
B. Expected activity in the following quarter *15 0 2 31 34 31 2
Number of responding compan 32 3€

Due to the small number of companies in this fieltljgh standart deviation does not necessariigatel non-significance.
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Hotels
Table 11
Net balance (percent of all responding hotel compe’mas.)1
(compared with equivalent period last year)
2006 2007 2008 2009
v | I I \" | Il I \" | Il 11}
A. Activity in the quarter
1. Total activity *-2 *13 *20 75 73 61 72 40 *5 -83 -65 -63
2. Number of bed-nights: Tourists -44 -31 *-4 65 70 70 85 5 4 *10 -85 -78 -81
3. Number of bed-nights: Israelis *-12] *-2 *11 *0 *-18 -8 *0 *13 -45 -73 -27 -31
4. Average revenue per room *18 36 23 67 49 24 26 26 4B *0 *5 *7
5. Number of employees -46
B. Expected activity in the following quarter™
Bookings for next quarter -68 -42
Bookings for next quarter of foreign tourists -73 -44
Bookings for next quarter of Israe -63 -40
Number of responding compan 49 50 48 45 40 40 37 39 47 4C 41 27
The difference between the percentage of compaepesting an increase and those reporting a deereas
* Not significant (at the 10% level).
** Orders or expectations of total activity in tf@lowing quarter.
Table 12
Hotels in 2009:11I
(percent of all responding companies in each categg
Net balance
200¢ 200¢ Significan Moderatt No Moderatt Significar
I ] Increase Increase Change Decrease Decrease|
A. Activity in the quarter
1. Total activity -65 -63 4 7 15 48 26
(11) (13)
2. Number of bed-nights: Tourists -78 -81 0 4 11 37 44
© ©
3. Number of bed-nights: Israelis -27 -31 8 15 23 39 1!
(13) (16)
4. Average revenue per room -5 7 11 23 19 B3] 4
) | an
5. Number of employees -46 0 0 54 38 8
10)
B. Expected activity in the following quartel
Bookings for next quarter of foreign tourists -73] -44] 0 12 32 44 12
w | @
Bookings for next quarter of Israelis -63 -40 0 12 36 32 02
(14) (14)
Number of responding companies 41 27

Figures in brackets are standard deviations. Vaoeler (in absolute terms) than 1.64 standard are not statistically significant at the&dGevel.
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Service industries

Table 13
Net balance (percent of all responding transport at communications companies)
2006 2007 2008 2009
[\ | 1} 1} \" | 1} 1} |\ | Il 1
A. Activity in the quarter
1. Total revenue from current activity *10 37 23 37 36| 14 17 *6 -17 -36 *9 *3
2. Sales of services in Israel *8 36 20 27 33 10 16 *4 -1 38 - -17 *2
3. Sales of services abroad *26| 46 *0 33 36 18 21 *1 *13 8 -3 *4 -17
4. Number of employees 10 13 15 22 25| 21 12 *7 -1 -29 -15 *
o of which: trained *8 17 17 26 29 24 14 *6 -10 -25 13- *3
6. Number of Israeli workers abroad *0 16 15 *7 *6 9 *-3 o* *1 -16 -12 *-4
B. Expected activity in the following quarter
7. Total orders 26 27 42 41 40 23 25 *2 -38 -25 *6 27
8. Export orders *6 *13 32 52 29 36 22 *8 -36 -23 23 *10
Number of responding compan 58 151 202 162 18€ 197 191 18€ 204 18E 182 20€
" The difference between the percentage of compaefesting an increase and those reporting a deereas
* Not significant (at the 10% level).
** Orders or expectations of total activity in tflowing quarter.
Table 14
Service industries in 2009:111
(percent of all responding companies in each categg
Net balance
2009 2009 Significant Moderate No Moderate Significar
1l 1l Increase Increase Change Decrease Decrease
A. Activity in the quarter
1. Total revenue from current activity -9 3 3 26 45 18 8
() (5)
2. Sales of services in Israel -17 2 3 24 48 17 8
®) (©)]
3. Sales of services abroad 4 -17 2 11 57 22 g
(12) 9)
4. Number of employees -15 -5 0 17 61 20 2
®) @)
5. of which: trained -13 -3 0 15 67 16 2
() )
6. Number of Israeli workers abroad -12 -4 0 6 84 6 4
®) (©)]
B. Expected activity in the following quarter
7. Total orders 6 27 4 39 41 14 2
(6) (5)
8. Export orders 23 10 8 19 56 13 4
(12) )
Number of responding companies 189 20

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

Figures in brackets are standard deviations. Valmesler (in absolute terms) than 1.64 standariatiens are not statistically significant at theXd Gevel.



Table 15: Manufacturing Industries in 2009:11 and 2009:111
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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¢ ] 25 36 29 *-24 *-15 *14 *0 *0
construction materials, and woot 200¢ 1l 22 *27 *18 *5 *10 *0 *5 *-9
Food and beverage 200¢ 11} 30 *0 *-. > -30 *-16 -30 *7
200¢ 1 40 -28 -26 *-18 *-19 *o -28 -13
Textiles, clothing, 200¢ 1 17 *0 *-13 *-25 *-25 7/ -41 -35
and leather 200¢ 1l 18 -38 *-29 *13 *-27 -47 -50 -35
Chemicals, rubber, 200¢ 1] 41 29 *2 *10 22 *14 *17 *2
and plastic 200¢ 1 44 32 *5 *-12 *5 *-5 * *o
Metals and machinery 200¢ ] 39 -26 *0 *-14 -44 -39 *-3 -18
200¢ 1l 39 -38 -37 -37 -53 -56 -31 -51
Electronics, electricity, 200¢ 11} 59 *14 - *2 *9 *15 *-10 -16
and transport equipment 200¢ 1 54 -21 -22 *-10 *- *. -21 -35
Paper, printing, and other 200¢ ] 19 37 33 29 *18 *27 *11 *5
200¢ 1l 22 -35 *-24 *-15 *-27 *- *0 -24
Total manufacturing industries 200¢ 1] 23C 11 *4 *-7 *7 *2 *-6 -10
excluding diamond: 200¢ 1l 23¢ -13 -17 -16 -17 -18 -20 -25
Diamonds 2009 1} 2 *50 *40 *40 67 67 *-50
200¢ 1 4 *0 *0 *0 *-25 *-25 *0 -50
Total manufacturing 200¢ 11} 232 12 S *- *- *4 * -10
industries 200¢ 1l 243 -13 -17 -15 -17 -18 -20 -25
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, 2009:1lI
Manufacturing companies Construction companies
Total Small Middle Large Total Small Middle Large
Output 24 *6 *4 20 |Total activity *0 -38 *0 *22
Total sales 17 *3 *4 16 |Area of starts *11 -50 *19 *25
Domestic sales 15 *-8 *-1 13 |Area of completions *11 *-13 *0 *13
Export 5 S *-18 *6__ |Output prices in $ 30 *14 47 *22
Number of compani¢ 23€ 37 81 11€  |Area of completior 35 8 18 9

E 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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Manufacturing Industries

Table 17
The severity of constraints on carrying out plannd activity (average’
1-Minimal, 2-Moderate, 3-Significant, 4-Very significant

Transport and Communications

1

2008 2009 2008 2009
I m v I L} mn I m v I I mn
Demand constraints Demand constraints
Volume of export orders 11 13 1.6 1.8 1.6 1.6| |Booking by foreign tourists 0.5 0.8 0.6 1.0 0.9 1
Volume of domestic orders 10 13 1.4 16 15 13 Booking by Israelis 0.3 0.5 0.5 0.4 0.6
Economic and political situation in Israel 0.8 1.2 1.8 1.4 1.4 1.2
Intensification of competition 1.4 1.7 1.7 1.8 1.9 1.7
Supply constraints Supply constraints
Machinery and equipment shortage 0.4 0.4 0.2 0.2 0.2 DB
Financing difficulties 0.7 08 0.9 0.8 0.8 0.7] |Financing difficulties 0.7 09 15 1.0 1.2 1.0
Labour shortage 0.8 0.8 0.4 0.4 0.5 0.6 Labour shortage 1.0 1.5 1.0 0.6 0.7 1.0
Construction Hotels
2008 2009 2008 2009
1} 1 v I ] 1 1} 1 v I 1} 1
Demand constraints Demand constraints
Volume of demand 1.8 1.8 2.6 2.4 1.7 1.5] |Booking by foreign tourists 15 1.1 1.9 2.9 2.6 2.3
Supply constraints Booking by Israelis 1.3 1.0 1.7 22 1.8 1.
Input prices 1.8 17 1.0 0.8 12 1. Economic and poliiitaation in Israel 13 10 19 25 2.1 17
Financing difficulties 1.2 1.7 20 19 1.7 1.6 Supply constraints
Labour shortage 22 22 1.8 1.7 1.9 1.9 | |Financing difficulties 1.4 1.0 12 1.9 1.4 09
Machinery and equipment shortage 0.5 0.5 0.5 0.2 0.3 p.B abour shortage 1.7 1.4 1.0 0.7 1.0 1.0
Trade Service Industries
2008 2009 2008 2009
1} 1 v I ] 1 1} 1 v I 1} 1
Demand constraints Demand constraints
Volume of orders 0.9 0.5 0.2 0.6 0.3 0. Economic andipalisituation in Israel 0.9 0.9 13 13 1.1 1,
Economic and political situation in Israel 11 13 2022 15 1.4 | |Global Economic situation 13 1.6 21 21 1.7 14
Economic situation in the world 1.2 15 2.4 22 14 1.4 Intensification of competition 1.6 15 1.6 1.8 16 16
Supply constraints Supply constraints
Financing difficulties 07 09 1.4 1.6 1.4 1.1] |Financing difficulties 0.8 08 1.0 1.0 0.9 0.9
Labour shortage 11 0.8 0.5 0.4 0.6 0.5 Labour shortage 11 1.0 0.7 0.5 0.6 0.6
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APPENDI X
Notes to the Survey

Net balance

This quarterly survey relates to developments i@92Q3 and includes assessments and
expectations regarding 2009:Q4. Its findings asedaon responses to questionnaires completed
by companies and businesses in the manufacturadjnty, construction, hotels, transport and
communications, and business services industrtes gliestions are qualitative, that is, the
companies were asked to report on the directiarhahges in the different variables (increase,
decrease, or no change) and the degree of chareg, (glight). The survey is intended to serve
decision-makers as an updated analytical toolabatplements the quantitative data.

In all industries except for the hotel industrypgaanies were asked to indicate the actual change
compared with the previous quarter, without seasomather adjustments. In the hotel industry,
companies were asked to report the change frompeheearlier quarter. Although the results are not
weighted by company size, in the analysis of tisalte in manufacturing and construction the main
results are also shown with the companies groupesize.

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

The standard deviation is affected, among othegthiby the number of observations in the
sample and the distribution of the responses ih eategory. The fewer the observations, the
greater the standard deviation. The data on nahbat are based on tallying the answers of all the
companies that responded, and not only those #rtitipated in the most recent surveys. The
data in all tables are in terms of percent of i@ ganies that responded.

Total net balance and indicators of business cycle

—a— Rate of change of composde index

—a— Rate of change of business-sektor product
34 —e@— probability of boom L _40
Total net balance
-4 -50
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The total net balance is calculated by weightireggbasonally adjusted net balance of activity in
all industries by each industrg share in total business-sector product. The balanables the
indicators of the business cycle to be predictedessfully. These indicators are classified each
guarter into one of three categories: recessioonhar undefined. One of the indicators of the
business cycle is the trend of the business-sectaluct. Another indicator used to identify the
business cycle is the Composite State-of-the-Ecgrioniex and the probability of a recession: a
period will be defined as a recession if the Contpdstate-of-the-Economy Index indicates a
greater-than-0.5 probability of recession in astéao of the three quarters examined. If this
situation does not exist, nor the opposite sitmaitiowhich the probability of a recession is less
than 0.5 in at least two the three quarters exashithe period will be considered as undefined
regarding the trend of activity. Research indicéit@s$ the net balance of the business sector
matches the business cycle according to the abefitibns: when the net balance is positive and
greater than 9, the Composite State-of-the-Econlowhgx and the probability of a recession
indicate a boom and the trend of business-sectmtyat is positive. When the net balance is
negative the trend is toward a recession, and eenet balance is between 0 and 9, the period is
undefined.

Total net balance of business- sector product
and the probability of boom (199191 to 2009q1)
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The net balances of activities in the transport@mmunications industry are calculated as the
weighted average of the net balances of the sepepatponents of the industry, with each net
balance weighted by the share of that compdreptoduct in the product of the entire industry.
Since the standard deviation of the weighted baldmanobtainable, the significance of the
weighted net balances is not shown either.

The net balances of manufacturing companies, &keddy the share of skilled workers in each
industry and its degree of technological innovatags (the classification is described on pages
51-52 of the Bank of Israel 1999 Annual Report sinown in Figure 9. The high-tech industries
(chemicals, machinery, electrical and electronigigepent) account for about 30 percent of the
sample. The low-tech industries (food, beveragestalpacco; clothing, textiles, and leather;
wood, paper, and printing; non-metallic mineraisnj steel, and metal products; transport
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equipment, and diamonds) constitute about 55 peofehe sample. The remaining 15 percent
consist of medium-tech industries (mining and qyiag, rubber and plastics, and miscellaneous).

Leading index

The leading index obtained from the Companies Suestimates the probability of a slowdown

in activity in the following quarter compared wite current quarter, or the probability of a
recession in terms of growth cycles. The indexaisenl 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 gndeta moderate rate, from a moderate rate to a
moderate rate, from a moderate rate to a high aatkfrom a high rate to high rate. The leading
index describes the two probabilities of a slowdamaccordance with two possible
developments: continued activity at a moderate pa@eswitch from rapid growth to a slowdown.

To estimate the probability that the pace of growihmoderate, each company expectations

for the following quarter are crossed with its asseent regarding the current quarter, and four
dependent modes expressing the change in thergxstuation are calculated (Table 1).
Accordingly, from the companies that reported amease in activity for the current quarter, a
calculation is made of the percentage of compaaipscting the increase to continue in the next
guarter and the percentage of companies expedtaigactivity to decrease. From the companies
reporting a decrease in their activity in the cotmguarter, a calculation is made of the percentage
of companies expecting the decrease to contintleeinext quarter and the percentage of
companies expecting their activity to increase. Gtmpanies reporting an improvement in their
current activity include those that reported anriomgment one or two quarters previously and
then reported no change. Similarly, the compargpsiting a decrease in their current activity
include those that reported a decrease one or tarars previously and then reported no change.
This makes it possible to monitor gradual rathantbudden shifts in activity that develop over
two to three quarters and not within a single crart

The probabilities of a change in the pace of graavthcalculated from the normal probability
function based on the parameters in Table 1 bdlpaddition, the model assumes dependency
between the quarters, so that the forecast fofolleving quarter is dependent on the estimate
obtained for the current quarter.

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

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

Industry Continued acceleration Acceleration-slowdown slowdown-acceleration Continued slowdown Number_m
standarc standarc standarc standarc companies
devuation average devuation average devuation average devuation average b
Manufacturin 0.06 0.30 0.04 0.14 0.04 0.11 0.07 0.45 257
Tradd 0.11 0.37 0.08 0.15 0.11 0.25 0.13 0.23 33
Hotelq 0.14 0.36 0.11 0.12* 0.10 0.10 0.16 0.42 46
Transpo 0.19 0.43 0.10 0.12* 0.14 0.19* 0.17 0.26* 20
Constructiol 0.13 0.40 0.06 0.06* 0.09 0.12* 0.15 0.42 41
Services 0.08 0.41 0.06 0.09* 0.07 0.15 0.10 0.35 144
Total survey 0.07 0.33 0.04 0.13 0.05 0.13 0.08 0.41 541
In services the sample is from 1998 only. a

(=

The number of companies in this table does not necessarily match that published in the Bank of Israel
Indicates non- significant result (at 10 percent level). *
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Figure A:M. ing and
Leading Index and Actual Net Balance ( adjusted to the
probability of a slowdown)

Figure B: Constr and d Leading
Index and Actual Net Balance ( adjusted to the probability
of a slowdown)
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C—Junsmoothed smoothed leading index ™= net balance ‘l:lunsmoothed e=====smoothed leading index === net balance
Figure C:Hotel hed and d 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
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 Figure H: Total excluding construction -smoothed and
Index and Actual Net Balance (adjusted to the probability unsmoothed Leading Index and Actual Net Balance
of a slowdown) (adjusted to the probability of a slowdown)
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‘I:I unsmoothed ®=====gsmoothed 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




