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Bank of Israel Research Department

Companies Survey for the First Quarter of 2010—Majo Findings

Reports from companies indicate that businessiactentinued to expand in the
first quarter of 2010, maintaining the trend of frevious quarter. In this quarter
the increase in the net balance of overall activitythe business sector even
intensified (Figure 1), and the leading index espes expectations of further
expansion of activity in the next quarter. Thisuatton resulted from an easing|in
the severity of demand constraints, and despitevibekness of exports. As in the
past, employment responded with a delay to thisaesion of activity, and the
number of employees in the various industries gmrevderately. Average inflation
expectations for the next 12 months fall within thege defined as price stability.

In manufacturing the expansion of output continued, maintainingnicsease in the
previous quarter. The expansion was reflected engitowth of domestic sales and
exports. The increase in activity encompassed the-téch and the hi-tech
industries. Orders for the next quarter indicatd the expansion of activity in the
industry is expected to continue. Sales rossommercecompanies, a continuation
of the gradual growth in their net balance duri®@®2 Companies in this industry
expect this trend to continue in the next quarBusiness servicesompanies
reported a slight rise in revenue, similar to timathe previous quarter. In the next
guarter, companies expect a more substantial expans domestic activity and @
activity abroad.Hotels recorded a sharp increase in activity relativeh® $ame
guarter last year, thanks to the rise in domestit @verseas tourism. These are [the
first positive signs of activity to appear since thutbreak of the global crisis that
dealt a severe blow to the industry toward the ehd2008. Transport and
communicationsrecorded a rise in activity, thanks to the groimtkales of services
to the Israeli market. Orders for the next qudngare risen significantly. Activity in
the construction industry expanded slightly, but some of the indiséll attest tg
the weakness of the industry. Some expansion isaeg in the industry for the
next quarter. Averagmflation expectationsfor the next 12 months have alrea‘

dropped to within the range of price stability, 2 gercent, as against more than 3
percent in the previous survey. Companies expeciwerage, that thNIS/US$
exchange ratein 12 months time will be NIS 3.9 to the dollamngar to the
companies' expectations in the previous quarter.
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1. Macro developments

An analysis of the responses of all the compangtgpating in the survey, with
each industry’s net balance weighted by its sharéhé business-sector product,
shows that in the first quarter of 2010 the expamsn the business sector in Israel
consolidated itself (Figure 1), thanks to furthexsiag in demand constraints.
Activity in all industries grew—as reflected in thg@ositive net balances; this is
particularly evident in the domestic market and legéth regard to activity abroad.
The expansion in activity was supported by the ioairig easing in financing
constraints since the first quarter of 2009.

The leading index of activity in the business seetxpects a further expansion in
the next quarter. An analysis of the leading indbgxindustry shows that these
expectations of continuing growth characterizerallstries.

2. Industry developments

Reports frommanufacturing companies show that the expansion of activity
continued in the first quarter of 2010, a contimuabf the rise in the net balance in
the last quarter of 2009, and of the recovery iatgid by the survey during that year
(Table 3 and Figure 2). The expansion was reflerted substantial increase in the
net balance of domestic sales, and in the net balaf exports. An easing in
demand constraints in Israel and abroad was therrfeggtor underlying the growth
in activity in the industry. The growth in activityas expressed to a certain extent
also by the development of the factors of productiothe industry: the companies
report an increase in the number of employees, d@kengh this increase is
moderate and late relative to the development divige—similar to the slow
reaction of employment to activity growth in thespalrhe companies report a sharp
increase in the rate of exploitation of machineng a&quipment. The companies
expect the rise in activity in the domestic marketontinue into the next quarter—
at a similar intensity to that recorded in the eswiquarter, and that exports will also
grow in the next quarter.

Percent Figure 2: Manufacturing Industries - Net Balance of
Output*
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The classification of manufacturing companies thi@e groups of industries by their
degree of technologicahtensiveness, i.e., low-, medium-, and high-testigws that



the rise in the net balance encompassed the Idwated the high-tech industries. The
net balance of the medium-tech industries decreastith does not match the
behavior of the remainder of the manufacturing areat both this quarter and in
previous quarters. In particular, activity in thedium-tech industries (Table 15) of
mining, quarrying, and chemicals seemed to be mgrkime, as against the
significant growth of activity in the low-tech inglies of food, beverages, paper, and
printing, and in the high-tech software and eleutrs industries. At the same time,
reports by medium-tech companies of orders fomtad quarter indicate an increase
in expectations of activity, similar to the expéictas of the other companies in the
industry (Table 1.1 and Figure 3).

The classification of manufacturing companiessize (number of employees) shows
that the expansion encompassed all sizes. Amorgy titimgs, this finding possibly
expresses an easing in the severity of financiffgdlties, which in previous quarters
constrained the activity of the small companies.

Figure 3: Net Balances of Manufacturing Companieshyy Human Capital and Innovation®
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Commerce companies report an increased volume of salebearrdéview quarter, a{
continuation of the growth in the previous quargard in accord with the companies'
forecast for this quarter. Despite the increasgaies in the review quarter and in the
previous quarter, the companies do not report arease in the number of employees
in the industry. At the same time, the companiesdast a rapid increase in sales for
the next quarter (Table 5 and Figure 4). The msgoirce of the increase in activity is
an easing in demand constraints relative to tlesielllast year (Table 17 and Figure
9).

Percent Figure4: Trade - Net Balance of Sales
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Construction companies reported a slight increase in the volaineonstruction
works in the review quarter (Table 7 and Figure )t other data on activity
highlights the weakness of the industry: no changée volume of building starts, a
decrease in the volume of building completions, aacchange in the net balance of
the number of employees. At the same time, a dser&a financing difficulties
combined with companies' expectations for the esrter suggest that construction
activity might grow during the year. In this quartke companies were asked for the
first time about the severity of land constraifitise survey shows that this is the most
severe of the supply constraints. Against the bamkgd of all the above, output
prices in the industry rose.

P t : i ivi
SAgeasin Figure 5: Construction - Net Balance of Activity*
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Transport and communications companies report that activity expanded in the
review quarter. The source of the expansion liesnipain the volume of
transportation services, particularly airline tgamgation, apparently due to the
growth of overseas tourism (Table 9 and FigureA®).analysis of the severity of
constraints to further growth of activity indicatassubstantial easing in demand
constraints bound up with the volume of foreignriem (Table 17 and Figure 9).
Thanks to this easing and in conjunction with répaf a growth in the number of
reservations, a sharp increase in activity is etquein the next quarter.

Figure 6: Transport and Communications -
Percent Net Balance of Total Activity™*

Hotels reported a sharp rise in activity (compared wihbk equivalent quarter last
year; Table 11 and Figure 7) following a year afttaction in the industry against the
background of the economic crisis in Israel andl@waide. In particular, following

the sharp and continuous decline in overseas tsubied nights, the number of bed
nights grew significantly in this quarter, and teeverity of demand constraints



regarding the volume of foreign tourists decreasedbstantially. It should be
emphasized that the growth in activity is relativehe low level of hotel activity in
the first quarter of last year, when the globasisrseeped into this industry as well.
Companies report a further expansion in the nexrtgy, as reflected in a sharp
increase in the number of reservations.
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Figure 7: Hotels - Net Balance of Activity™*
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Business servicexompanies report a slight rise in activity, thariksgrowth in
domestic sales. The volume of sales of servicesagbremained unchanged, and
greatly moderated the rise in the volume of oveaatlvity (Table 13 and Figure 8).
Despite the moderate growth in activity, the numbkemployees in the industry
increased, as did orders from abroad for the neattgr. For this reason, expectations
for overall activity in the next quarter are of algrated expansion.

Figure8:Service industries
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Table 1
Economic activity in the principal industries, based on the net balance of returns
from companie
201C 200¢ 200¢ 2007
| 1V 111 11 | 1V 111 11 | 1V 111 11
22 21 12 -13 -36 -37 *1 *4 *6 21 3€ 24 |Industry (output)
34 24 *3 -14 -30 -34 -8 *2 13 23 31 21 [seasonally adjust
BE *15 *5 *0 -53 -50 *0 *-8 3€ 34 4€ 37 |Trade (sales
30 22 *2 *0 -54 -46 *5 *-8 33 40 44 36 [seasonally adjust
*9 *14 *0 *0 -39 -35 -2C *8 *-6 2C 1¢ *7 |Construction (total activity)
22 *15 *2 *11 -32 -33 -20 *3 *1 21 23 =2 [seasonally adjust
*30 *22 *5 *.22 -49 -40 33 37 35 69 44 31 [Transport and communications (total activity)**
36 *18 *5 *-15 -48 -46 33 37 34 62 52 31 |seasonally adjust
68 *-8 -61 -65 -83 5 40 72 61 73 75 20 |Hotels (total activity)***
1C 14 1 -9 -36 -17 6 17 14 36 37 35 |Service industries
22 15 2 -11 -32 -33 -20 -3 1 21 23 -2 |seasonally adjuste
20 16 S -10 -41 -29 5 13 17 36 39 30 |[Total business sectc
29 16 -1 -13 -36 -29 1 10 23 36 36 28 seasonally adjust
table 1.1: The net balance of manufacturing companies, classified by human-capital intensity and innovation
201( 200¢ 200¢ 2007
| 1V 111 11 | 1V 111 11 | 1V 111 11
23 31 *9 *-10 -34 -41 *2 16 *9 3C 33 22 |Advanced companie
*3 *10 34 25 -37 -48 *18 2 *0 *14 63 49 |Mixed companies
27 17 *6 -26 -3€ -31 *-6 *-5 *5 17 35 17 |Traditional companies
* Not significant (at the 10% leve
** The significance test is less effective in tiislus
*** Compared with the same quarter in the previ




The companies report improved access to credanatrint that had affected them to
some extent since the end of 2008—against the baigkd of the global crisis. The
easing of credit was felt particularly in the conmmogeand service industries, and was
expressed in the companies' responses to the gudasked only in this survey) of
whether they had experienced a change in theirsadmecredit during the past six
months (Table 1a), but was even evident prior ie th the easing of financing
constraints (Figure 9b) against the backgrounth@fdw interest rate in the economy.
Furthermore, based on responses in the presergysuthe companies' credit needs
grew in the previous six months, with the exceptbtransport and communications
companies, apparently due to activity growth duthngperiod.

Table 1a:
Changes in the Need For and Accessibility To Credit in the Last Half Year
B (Net balance as percent of reporting companies)
Need for credit Accessibility to cred|t

Manufacturing 12.1 3.6

Trade 12.8 13.3
Construction 22.6 3.2
Transport and communications 0.0 0.0

Hotels 16.1 0.0

Business services 14.7 8.9
Business sector, tot: 13.€ 6.8

Figure 9a: The severity of constraints on carryingout planned activity (average}
1-Slight, 2-Moderate, 3-Severe, 4-Very severe
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Figure 9b: Financing difficulties, by share of industry in
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The Leading Index

The leading index (excluding construction) in thigvey foresees further expansion
in business-sector activity for the second quaste2010. The value of the leading

index is significantly lower than the 0.5 thresholdlue! and is based on the

assessment of a positive direction of activityha economy, as against the situation
during most of 2009 in which the index forecast eemgkning of the recession in

business activity.

In addition to the leading index, which is calcathiat the level of the business sector
(Figure 11), the index is also calculated for eatkhe six industries covered in the
survey and for the high-tech-services industry ({Fégl0 and Diagrams A-H in the
Appendix). The leading indices of the industriesst@ast continuing expansion in all
of them. In particular, the leading index in thensport and communications industry,
which in the previous survey indicated a slowdowth\a probability greater than 0.5,
indicates in this quarter an expected expansidghamext quarter, similar to the other
industry indices.

Figure 10: Total Business Sector (excluding construction), Expectations of a
slowdown activity
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Figure 11: Leading Index 2009:IV and 2010:1
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Survey of inflation expectations

In the first quarter, companies’ expectations abih@& cumulative rate of price
increases during the next twelve months (April 26M@arch 2011) came into the
range of price stability (1 to 3 percent). The ager rate, which was slightly higher
than 3 percent in the previous quarter, fell togeEcent in the present quarter (Figure
12).

Parallel to the average decline in inflation expgons for the next 12 months, the
distribution of inflation expectations also attests moderation of expectations of
price rises—the median of the distribution in tlgsarter fell to 2.5 percent, as
opposed to 3 percent in the previous quarter, drelrmode fell from 3 percent to 2.
The expected rate of price increases in the neattgu(April 2010-June 2010) also
decreased to an annualized level of 2.9 percengpassed to 3.3 percent in the
previous quarter, and as opposed to an environofehb percent throughout most of
2009 (Figure 14).

The proportion of companies that expected the tioflarate to overshoot the upper
limit of the price-stability targétfell this quarter to 12 percent, as opposed 3¢quer
in the previous quarter (the upper section of Fegli8). The proportion of companies
that expected inflation in the next twelve montbsfall within the price-stability
target increased from 60 percent in the previouwstgquto 83 percent in this quarter
(the middle section in Figure 16). The proportidgrcompanies expecting inflation in
the next twelve months to undershoot the priceH#tabarget is 5 percent (the lower
section of the Figure).

Percent Figure 12: 12-month Inflation Expectations PfemeTT 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)
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The lower area denotes the share of respondentexgert 12-month
inflation to be below the target range.

The middle area denotes the share of respondent&xygect 12-month
inflation to be within the target range.

The upper area denotes the share of respondentexgleat 12-month
inflation to exceed the target range.

Table 2: Statistic Analisys of 12-month Inflation Expectations

2007 2008 2009 201
Il 1} [\ | 1l 1} [\ | 1l 1} [\ |

1. Mode 2.00 3.00 3.00]3.00 4.00 3.00 2.00| 1.00 3.00 3.00 3.00| 2.00
2. Mediar 2.00 250 2.80]12.90 3.80 3.50 150|125 3.00 3.00 3.00| 2.50
3. Average 202 267 2771269 3.70 352 170|147 281 3.22 3.03| 2.45
4. Standart Deviatic 0.93 1.09 0.92]|1.04 142 144 137(1.31 119 1.21 1.05| 1.05
5. Skewnes 0.02 -0.33 -0.23|-0.31 -0.30 -0.30 -0.30f 0.47 -0.19 0.22 0.03] 0.45
Number of responding companies 487 413 504 | 483 472 490 470 | 466 472 552 509 | 584

*Skew is calculated as the difference between average and mode

Expectations regarding changes in the NIS/dollar ehange rate

The companies participating in the survey were ésid®mut their expectations of the
level of the NIS/$ exchange rate at the end ohtiad quarter (June 30, 2010) and one
year from the end of the survey period (March 311,1). The latter expectation (end
of March, 2011) was NIS 3.9 to the dollar, simitarthe average in the previous
quarter. The exchange rate that the companiextgéon average) to see at the end
of the next quarter was NIS 3.8, similar to thevmres quarter.

Figure 18: 3 th E rate E
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Manufacturing Industries

Table 3
Net balance ( percent of all responding industriatompanies)*
2007 2008 2009 2010
1l Il Y 1 I Il IV 1 I Il |
1. Output 24 38 21 *6 *4 *1 -37 -36 -13 12 21 22
2. Sales 26 33 26 *1 *7 *1 -46 -41 -17 9 20 21
3. Domestic sales 26 31 17 *-1 *0 *5 -42 -42 -17 *6 11 17
4. Export 25 29 26 *5 *8 *-4 -42 -42 -17 *0 11 16
5. Stocks of finished goods 15 22 18 9 9 *4 *-8| -26 -20 *2 *3| 9
6. Stocks of raw materials *6 17 11 10 *6 11 *3 -16 -20 * 10 *0
7. Rate of utilization of machinery and equipment 17 25 8 *-2 *3 -8 -39 -43 -20 *5 9 14
8. Number of employees 15 15 16 *2 *3 *5 -36 -43 -25 -10 *-q *3
9. Domestic orders 16 15 10 *5 *-2 -23 -50 -45 -15 *4 10 14
10. Export orders 22 28 15 *4 9 -11 -45 -47 -18 *7 11 22
Number of responding companies 237 220 25p 270 265 272 271 249 243 262 230 220
The difference between the percentage of compaspesting an increase and those reporting a deereas
* Not significant (at the 10% level).
Table 4
Manufacturing Industries in 2009:1V
(percent of all responding companies in each categg
Net balance
2009 2010 Significant Moderate No Moderate Significant|
\Y | Increase Increase Change Decrease Decrease
A. Activity in the quarter
1. Output 21 22 8 36 34 18 4
(©) ®)
2. Sales 20 21 9 37 29 19 6
(6) ©®)
3. Domestic sales 11 17 7 31 41 17 4
() ®)
4. Export 11 16 6 33 38 14 9
(6) (6)
5. Stocks of raw materials 3 9 2 26 53 16 3
(©) ®)
6. Stocks of finished goods 10 0 2 20 56 19 3
®) ®)
7. Rate of utilization of machinery and equipment 9 41 6 27 48 16 3
®) )
8. Number of employees -5 3 0 19 65 15 1
4) 4)
B. Expected activity in the following quarter**
9. Domestic orders 10 14 3 30 48 14 5
(©) ®)
10. Export orders 11 22 8 34 38 12 8
(6) (6)
Number of responding companies 230 22i

** Orders received in the quarter reviewed.

Figures in brackets are standard deviations. Vaegler (in absolute terms) than 1.64 standariatiens are not statistically significant at th&/d Gevel.



Trade

Table 5
Net balance (percent of all responding trading comgnies)

2007 2008 2009 2010
1l Il \Y | I I v | Il I |\ |

1. Sales 37 46 34 38 *- *0 -50 -53 *0 *5 *15 33
2. End-of-quarter stock 37 30 34 *16 *17 *9 *17 *-16 *12 *1 *- *1
3. Percent of credit sales 27 17 22 25 19 *12 *11 *3 18 17 21 8 1
4. Supply period 15 14 *3 *6 *0 *3 -9 -10 *0 *2 *2 *-3
5. Forecast change in number of permanent employegs *7 *8 16 *9 *6 *17 -53 -55 -24 *1 *0 *6
6. Sales expectations 73 57 63 *22 53 *3 -35 -38 24 28 85 52
7. Number of employees *2 11
Number of responding compar 30 24 32 32 36 36 36 32 & 117 86 93

The difference between the percentage of compagpesting an increase and those reporting a dezreas
* Not significant (at the 10% level).

Table 6
Trade in 2009:1V
(percent of all responding companies in each catego

Net balance
2009 2010 Significant Moderate No Moderate Significan
\Y | Increase Increase Change Decrease Decreas
A. Activity in the quarter
1. Sales 15 33 7 46 27 14 6
(10 ®)
2. End-of-quarter stock -2 -1 4 20 51 21 4
8) 0]
3. Percent of credit sales 21 18 7 19 66 7 1
(6) (6)
4. Supply period 2 -3 0 1 95 4 0
@ (©)]
5. Number of employees 2 11 0 18 75 7 0
®) ©®)
B. Expected activity in the following quarter
6. Forecast change in number of permanent employegs 0 6 0 12 82 6 0
(®) ©®)
7. Sales expectations for following quarter 35 57 6 59 2 2 13 0
9) )
Number of responding compar 86 93

Figures in brackets are standard deviations. Vauoegler (in absolute terms) than 1.64 standardatiens are not statistically significant at th&d Gevel.




Table 7

Net balance (percent of all responding constructiosompanies)

Construction

2007 2008 2009 2010
Il Il [\ | Il 1l |\ | Il Il vV |
1. Total activity 19 *7 19 20 *-6 *8 -20 -39 *0 *0 *14 *9
of which 2. Buildings 23 *3 *13 17 B *0 * -48 * * S *
3. Infrastructure 33 30 *8 24 * *9 -30 -48 -4* *17 *17 *-12
4. Output prices in dollar terms 21 23 30 38 40 49 24 34 41 22 *11 *16
5. Area of building starts (sg. m.) 26 *8 *-10) *- *12 *5 -40 -43 *- *3 *18 *0
6. Area of building completions (sg. m.) *6 *10 *-10] *0 *9 kS *- -34 *0 * *3 *
7. Building time 28 21 27 15 18 *8 26 *0 *3 *9 *6 23
8. Expected activity in the following quarter** 34 23 *6 25 *3 *5 -22 -30 *6 *10 *17 21
9. Number of employe -
Number of responding compar 37 42 33 44 36 41 36 37 85 39 36 35
The difference between the percentage of compaesting an increase and those reporting a dezreas
* Not significant (at the 10% level).
** Orders or expectations of construction in thédaing quarter.
Table 8
Construction in 2009:1V
(percent of all responding companies in each categ
Net balance
2009 2010 Significant Moderate No Moderate Significant
[\ | Increase Increase Change Decrease Decrease
A. Activity in the quarter
1. Total activity 14 9 3 26 51 8 12
(13) (12)
of which  Buildings 3 -3 3 18 55 12 12
(13) (12)
Infrastructure -17 -12 0 15 58 19 8
(12) (13)
2. Output prices in dollar terms 11 16 0 28 60 6 6
(1) (11)
3. Area of building starts (sg. m.) 18 0 3 22 50 16 9
(15) (13)
4. Area of building completions (sg. m.) 3 -9 0 13 65 16 6
©) (10)
5. Building time 6 23 0 26 71 0 3
(10) ©
6. Number of employees -6 0 6 82 2 10
®)
B. Expected activity in the following quarter 17 21 3 36 43 6 12
(14) (13)
Number of responding compar 36 35

Figures in brackets are standard deviations. Vaoeler (in absolute terms) than 1.64 standardbtiens are not statistically significant at the&d Gevel.




Transport and Communications

Table 9
Weighted net balance as percentage of all respondjiransport and communications companies

2007 2008 2009 2010

1l 1] IV | I 1] IV | Il 11 \Y |

1. Total activity *31 44 69 *35 37 *21 -40 -49 *-15 *5 *22 *30
2. Sales of services to residents *38 44 64 *32 *38 *30 44 -41 *-9 *0 *21 42
3. Sales of services to nonresidents *9 *13 *2 *-6 *10 16 -11 -40 *11 *-12 *4 *4
4. Utilization of equipment (capacity utilizatiosic. 58 41 45 *39 36 *17 -44 -56 *6 *2 *11 46
5. Expected activity in the following quarter** *35 64 59 72 34 *7 *41 *10 *15 *5 *21 57
6. Number of employees *- *8 23
Number of responding compar 21 21 24 28 2C 25 30 27 32 46 42 43

'The difference between the percentage of compagjisting an increase and those reporting a deereas
See Appendix for explanation of the weighting.
** Orders or expectations of total activity in tf@lowing quarter.

Table 10
Transport and Communications in 2009:1V
(percent of all responding companies in each categg

Net balance L
2009 | 2010 Significant Moderate No Moderate Significal
\Y | Increase Increase Change Decrease Decrease]
A. Activity in the quarter
1. Total activity *22 30 7 36 45 13 0
2. Sales of services to residents *21 42 3 50 35 11
3. Sales of services to nonresidents *4 -4 3 10 70 16
4. Utilization of equipment (capacity utilizatiostc. *11 46 7 45 43 5 0
5. Number of employees *8 23 0 23 76 1 0
B. Expected activity in the following quarter *21 57 9 48 43 0 0
Number of responding compar 42 43

Due to the small number of companies in this fieltiigh standart deviation does not necessarilgatel non-significance.



Table 11

Net balance (percent of all responding hotel compaes)"

(compared with equivalent period last year)

Hotels

h

2007 2008 2009 2010
Il I \Y% | 1l 11} \Y% Il 1} \Y%
A. Activity in the quarter
1. Total activity *20 75 73 61 72 40 *5 -83 -65 -61 *-8 68
2. Number of bed-nights: Tourists *. 65 70 70 85 45 *1 5-8 -78 -81 -35 65
3. Number of bed-nights: Israelis *11 *0 *-18 *- *0 *13 -45 -73 -27 *- 27 59
4. Average revenue per room 23 67 49 24 26 26 4 *0 *5 24 9 4
5. Number of employees 49
B. Expected activity in the following quarter**
Bookings for next quarter *21 62 46 76 63 *2 -70) -88 -68 -38 5 52
Bookings for next quarter of foreign tourists -73 -33 *6 58
Bookings for next quarter of Israelis -63 -45 *-19 38
Number of responding compar 48 4E 40 40 37 3¢ 47 4C 41 42 37 37
! The difference between the percentage of compaejesting 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 2009:1V
(percent of all responding companies in each categg
Net balance
2009 2010 Significant Moderate No Moderate Significal
\Y | Increase Increase Change Decrease Decrease)
A. Activity in the quarter
1. Total activity -8 68 46 32 12 5 5
(15 (11)
2. Number of bed-nights: Tourists -35 65 43 35 9 10 3]
(15) (12
3. Number of bed-nights: Israelis 27 59 32 38 19 3 8|
(14 (11)
4. Average revenue per room 5 49 13 49 25 13 [0
(15) (12)
5. Number of employees 0 49 27 24 47 2 0
(12) ©)
B. Expected activity in the following quarter
Bookings for next quarter of foreign tourists 6 58 33 6 3 20 8 &
(15) 11
Bookings for next quarter of Israelis -19 38 11 31 54 4 0]
any (11
Number of responding compan 37 37

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

are not statistically significant at thed Gevel.



Service industries

Table 13
Net balance (percent of all responding transport ad communications companies)
2007 2008 2009 2010
] 1l |\ | 1l Il |\ | ] Il IV |
A. Activity in the quarter
1. Total revenue from current activity 23 37 36 14 17 *6 17 - -36 *9 *1 14 10
2. Sales of services in Israel 20 27 33 10 16 *4 -16 -38 7-1 *2 13 13
3. Sales of services abroad *0 33 36 18 21 *1 *1B -38 *4 6 -1 *6 *1
4. Number of employees 15 22 25 21 12 *7 -14 -29 -15 *- 11
5. of which: trained 17 26 29 24 14 *6 -10| -25 -13 *0 9 14
6. Number of Israeli workers abroad 15 *7 *6 9 *3 *0 *1 -16 -12 *4 *8 *1
B. Expected activity in the following quarter**
7. Total orders 42 41 40 23 25 *2 -38 -25 *6 25 37 27
8. Export orders 32 52 29 36 22 *8 -36 -23 23 *11 31 24
Number of responding companies 202 163 184 197 191 188 204 185 183 272 241 248
' The difference between the percentage of compaejesting an increase and those reporting a dezreas
* Not significant (at the 10% level).
** Orders or expectations of total activity in tf@lowing quarter.
Table 14
Service industries in 2009:1V
(percent of all responding companies in each categ)
Net balance
2009 2010 Significant Moderate No Moderate Significa
\ | Increase Increase Change Decrease Decrease
A. Activity in the quarter
1. Total revenue from current activity 14 10 4 27 48 15 6
(5) (5)
2. Sales of services in Israel 13 13 3 25 57 13 2]
(©) @)
3. Sales of services abroad 6 -1 5 17 55 16 7
9) @)
4. Number of employees 7 11 2 21 65 11 1
@) @)
5. of which: trained 9 14 2 22 66 8 2
4) @)
6. Number of Israeli workers abroad 8 1 0 6 89 3 2
(©) @)
B. Expected activity in the following quarter**
7. Total orders 37 27 3 36 49 10 2
(5) @)
8. Export orders 31 24 3 32 54 8 3
[©) @)
Number of responding companies 241 24

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

Figures in brackets are standard deviations. Vaoesler (in absolute terms) than 1.64 standariatiens are not statistically significant at the&/d Gevel.



Table 15: Manufacturing Industries in 2009:11l and 2009:1V ¢

Number of Number
responding Total Domestic Domestic  Actual Export  Finished of
companies _output sales orders* exports orders ! goods employees
Mining, quarrying, 2010 | 19 *0 *-5 *123 56 50 *-16 *-11
construction materials, and wood 2009 \% 21 *0 *-5 -24 *-20 *-10 *5 *0
Food and beverages 2010 | 27 41 46 *18 33 *13 *4 *7
2009 [\ 33 *0 *9 21 *-19 *0 *-6 *-6
Textiles, clothing, 2010 | 15 *21 *21 *7 *21 *14 *13 *13
and leather 2009 \Y 20 37 *21 *26 *17 *11 *0 *0
Chemicals, rubber, 2010 | 33 27 36 45 *3 48 *6 *9
and plastic 2009 v 41 37 39 *17 *15 *13 37 *10
Metals and machinery 2010 | 38 *3 *11 *6 *-16 *0 *. -21
2009 1\ 35 * *-16 *0 *- *-15 *3 -23
Electronics, electricity, 2010 | 63 26 *-4 g5 26 *18 113 *13
and transport equipment 2009 \% 58 34 *0 *4 31 28 *9 *5
Paper, printing, and other 2010 | 19 *28 33 *6 *8 *8 *11 26
2009 [\ 17 50 44 *27 *10 50 38 *6
Total manufacturing industries 2010 | 214 21 17 15 14 21 *1 *3
excluding diamonds 2009 [\ 225 21 11 10 *10 12 12 *-4
Diamonds 2010 | 6 *50 *20 *-25 67 67 *17 *17
2009 \% 5 *20 *25 *25 *40 *0 -60 -40
Total manufacturing 2010 | 220 22 17 14 16 22 *0 *3
industries 2009 \% 230 21 11 10 11 11 10 *-5

L 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, 2009:1V

Manufacturing companies Construction companies
Total Small Middle Large Total Small Middle Large
Output 22 *10 21 25 |Total activity *9 *17 *8 *40
Total sales 21 *10 21 24 |Area of starts *0 -45 *18 *30
Domestic sales 17 *0 *12 23 |Area of completions *-9 -36 *18 *-10
Export 16 *13 21 14 |[Output prices in $ *16 *-18 *18 50
Number of companies 220 31 62 127  Area of completions 3p 2 1 12 11

B According to number of employees (small compabyl9 employees, medium size company - 20-99 empiytarge company - 100 employees or more.
* Not significant (at the 10% level).




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

2008 2009 2010 2008 2009 2011
\Y | 1l 1] \Y2 | 1\ | 1] 1] \% |
Demand constraints Demand constraints
Volume of export orders 1.6 1.8 1.6 1.6 14 1.2] |Booking by foreign tourists 0.6 1.0 0.9 1.0 0.8 0
Volume of domestic orders 14 16 15 1.3 1.2 1 Bookingsraelis 0.5 0.4 0.6 11 0.7 0.7
Economic and political situation in Israel 1.8 14 14 1.2 1.2 12
Intensification of competition 1.7 18 1.9 1.7 2.1 17
Supply constraints Supply constraints
Machinery and equipment shortage 0.2 0.2 0.2 0.3 0.3 o
Financing difficulties 0.9 0.8 0.8 0.7 06 05 Financing difficulties 15 1.0 1.2 1.0 1.1 07
Labour shortage 0.4 0.4 0.5 0.6 0.6 0.6 | |Labour shortage 1.0 0.6 0.7 1.0 1.0 1.1
Construction Hotels
2008 2009 201 2008 2009 2011
\Y | 1l 1] \Y2 | \Y2 | 1l 1] \%2 |
Demand constraints Demand constraints
Volume of demand 2.6 24 1.7 1.5 15 1.5] |Booking by foreign tourists 1.9 2.9 2.6 2.3 2.1 13
Supply constraints Booking by Israelis 1.7 22 1.8 15 14 1.
Input prices 1.0 0.8 1.2 11 11 1. Economic and polisdaation in Israel 1.9 25 2.1 17 1.7 11
Financing difficulties 2.0 19 1.7 1.6 1.6 1.0 | [Supply constraints
Labour shortage 18 1.7 19 1.9 24 19
Machinery and equipment shortage 0.5 0.2 0.3 0.3 0.3 D} inanEing difficulties 1.2 19 14 09 1.0 0.7
Land lot Prices 2.1 Labour shortage 1.0 0.7 1.0 1.0 1.0 12
Trade Service Industries
2008 2009 201 2008 2009 2011
\Y | 1l 1]] 1\ | \% | 1l 1] \% |
Demand constraints Demand constraints
Volume of orders 0.2 0.6 0.3 0.5 0.9 0.6 Economic and political situation in Israel 1.3 1311 1.0 0.9 0.8
Economic and political situation in Israel 20 22 15 14 09 07 Global Economic situation 2.1 21 17 14 13 1.2
Economic situation in the world 2.4 2.2 1.4 14 0.9 0.9 | [|Intensification of competition 1.6 18 16 1.6 1.6 16
Supply constraints Supply constraints
Financing difficulties 1.4 1.6 1.4 11 09 0.6 Financing difficulties 1.0 1.0 0.9 0.9 0.8 0.8
Labour shortage 0.5 0.4 0.6 0.5 0.7 0.7 Labour shortage 0.7 0.5 0.6 0.6 0.8 0.8




APPENDIX
Notes to the Survey
Net balance

This quarterly survey relates to developments ib02Q1 and includes assessments
and expectations regarding 2010:Q2. Its findinge based on responses to
questionnaires completed by companies and busmessdhe manufacturing,
commerce, construction, hotels, transport and commcations, and business
services industries. The questions are qualitathat, is, the companies were asked
to report on the direction of changes in the défdrvariables (increase, decrease, or
no change) and the degree of change (great, slighé) survey is intended to serve
decision-makers as an updated analytical tool tomtplements the quantitative
data.

In all industries except for the hotel industrypguanies were asked to indicate the
actual change compared with the previous quartethowt seasonal or other

adjustments. In the hotel industry, companies vesieed to report the change from
the year-earlier quarter. Although the resultsrexeweighted by company size, in the
analysis of the results in manufacturing and cowssn the main results 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 @ease and the percentage of
those reporting a decrease. A net balance of reagpiarticular category shows that
there was no change in the level of that categamyppared with the previous

guarter. A negative balance indicates a decreasea @ositive balance, an increase.

The standard deviation is affected, among othengti by the number of
observations in the sample and the distributionhef responses in each category.
The fewer the observations, the greater the stdndaviation. The data on net
balances are based on tallying the answers ofi@ltbmpanies that responded, and
not only those that participated in the most resemveys. The data in all tables are
in terms of percent of the companies that respanded

Total net balance and indicators of business cycle
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categories: recession, boom, or undefined. Onehefitdicators of the business
cycle is the trend of the business-sector prodiebther indicator used to identify

the business cycle is the Composite State-of-tle&ny Index and the probability

of a recession: a period will be defined as a oasf the Composite State-of-the-
Economy Index indicates a greater-than-0.5 proltglof recession in at least two

of the three quarters examined. If this situati@mesl not exist, nor the opposite
situation in which the probability of a recessisnlass than 0.5 in at least two the
three quarters examined, the period will be comsilles undefined regarding the
trend of activity. Research indicates that the ln@ance of the business sector
matches the business cycle according to the abefugitctbns: when the net balance
Is positive and greater than 9, the Composite @thtke-Economy Index and the

probability of a recession indicate a boom andtteed of business-sector product
Is positive. When the net balance is negative thedt is toward a recession, and
when the net balance is between 0 and 9, the pirimadefined.

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 anthmunications industry are

calculated as the weighted average of the net bataof the separate components of
the industry, with each net balance weighted by gshare of that component’s

product in the product of the entire industry. ®inbe standard deviation of the

weighted balance is unobtainable, the significapicthe weighted net balances is
not shown either.

The net balances of manufacturing companies, @lkedsby the share of skilled
workers in each industry and its degree of techyiodd innovativeness (the
classification is described on pages 51-52 of tlekBof Israel 1999Annual
Report), are shown in Figure 9. The high-tech indust{gsemicals, machinery,
electrical and electronic equipment) account fanal80 percent of the sample. The
low-tech industries (food, beverages and tobactahiog, textiles, and leather;



wood, paper, and printing; non-metallic mineratenj steel, and metal products;
transport equipment, and diamonds) constitute abbytercent of the sample. The
remaining 15 percent consist of medium-tech indest{mining and quarrying,
rubber and plastics, and miscellaneous).

Leading index

The leading index obtained from the Companies Suegtimates the probability of
a slowdown in activity in the following quarter cpared with the current quarter,
or the probability of a recession in terms of griowycles. The index is based on a
Markov chain statistical model that expresses tivmsons—a high growth rate or
a recession—and four transition possibilities leetwthese situations: from a high
rate of growth to a moderate rate, from a modenaie to a moderate rate, from a
moderate rate to a high rate, and from a high tateigh rate. The leading index
describes the two probabilities of a slowdown ircaadance with two possible
developments: continued activity at a moderate pace switch from rapid growth
to a slowdown.

To estimate the probability that the pace of growilth moderate, each company’s
expectations for the following quarter are crosadti its assessment regarding the
current quarter, and four dependent modes expedb change in the existing
situation are calculated (Table 1). Accordinglynfrthe companies that reported an
increase in activity for the current quarter, acakldtion is made of the percentage of
companies expecting the increase to continue iméx¢ quarter and the percentage
of companies expecting their activity to decre&em the companies reporting a
decrease in their activity in the current quart@rgcalculation is made of the
percentage of companies expecting the decreasentmge in the next quarter and
the percentage of companies expecting their agtiatincrease. The companies
reporting an improvement in their current activitielude those that reported an
improvement one or two quarters previously and tie@orted no change. Similarly,
the companies reporting a decrease in their curaetvity include those that
reported a decrease one or two quarters previamlythen reported no change.
This makes it possible to monitor gradual rathantsudden shifts in activity that
develop over two to three quarters and not withéingle quarter.

The probabilities of a change in the pace of groarth calculated from the normal
probability function based on the parameters inl@db below. In addition, the
model assumes dependency between the quarterdjasahe forecast for the
following quarter is dependent on the estimateinbtafor the current quarter.

To conclude, the leading index provides an indicabf 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 Acceleratmwdown 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 Trade
46 0.42 0.16 0.10 0.10 0.12* 0.11 0.36 0.14 Hotels
20 0.26* 0.17 0.19* 0.14 0.12* 0.10 0.43 0.19 Transpo
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 Serviced]
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

* Indicates non- significant result (at 10 percent level).

b Review, as companies that did not report on expectations alongside their report on current activity were
excluded.
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Figure A:Manufacturing thed and

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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Figure C:Hotels-smoothed and unsmoothed Leading
Index and Actual Net Balance ( adjusted to the
probability of a slowdown)

Figure D: Transport and communicationss-smoothed and
unsmoothed Leading Index and Actual Net Balance (
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 excluding high-tech -smoothed 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 unsmoothed Leading Index and Actual Net Balance
probability of a slowdown) (adjusted to the probability of a slowdown)
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‘I:Iunsmoothed 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




