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Companies Survey for the Second Quarter of 2010—Maj Findings

Reports from companies indicate that businessigctontinued to expand in the

second quarter of 2010 but at a more moderatethratein the previous quarter,

S

reflected by the net balance of total businessosexdtivity (Figure 1). The pace of

growth of activity and domestic and export saless vt uniform among th

industries reviewed. The leading index reflectsestations of an expansion in the
total activity of the business sector. However, phabability increased of a slower

pace of activity expansion during the third quadkthe year in the manufacturin
construction and high-tech services industries. @itoevth in activity was centere
more in the domestic market, and less in expoeissal

In manufacturing, after growing in the previous quarter output cwnd to
expand. This expansion was notable from increasedl Isales, while the rise

exports was more moderate. The growth in activilycoempassed larg
manufacturing companies in particular, while a letdével of activity was recorde
among SMEs. Orders for the coming quarter are athie of a slower pace of sal
growth to the local market and stability in expsdles. Sales otommerce
companies increased, in a continuation of the gadrowth in their net balang
during 2009. Companies in the industry expect tresd to continue in the ne
guarter.Business servicegompanies reported a growth in productivity simiiar
the increase in the previous quarter. Companiesgpecting a more substant
growth in domestic activity and a more moderatedgase in activity abroad durin
the next quarterotels recorded a year-on-year growth in activity for gezond
consecutive quarter, reflecting the expansion a@bmming tourism. A moderat
increase was recorded in internal tourism, andttbisd is expected to continue

the basis of orders for the next quarfeansport and communicationsrecorded &

rise in activity, mainly due to a growth in salelsservices to the Israeli market.

Orders for the next quarter indicate that activétyexpected to expand during th
quarter as well. Activity in theonstruction industry did not increase, and mc
indices still attest to the weakness of the inqus&t moderate expansion in tk
industry's activity is expected during the next rjpra Average inflation

expectationsrose slightly but are still within the range of q&i stability, and
amount to 2.6 percent compared with 2.5 percetitarprevious survey. Compani
expect, on average, that tNé&S/US$ exchange raten 12 months time will be NI
4 to the dollar, more than companies' expectatiotise previous quarter. Fifty fou
percent of all the export companies in the manufaw industries that wer|
reviewed, reported that they use hedging instrusmémtprotect against the ris
connected with changes in the exchange rates e@igforcountries against th
shekel. Among transport and communications comparib percent replied th
they use these instruments. Among service exparpeoies, only 26 perce
replied that they use the instruments. During thst [year, the volume of hedgir
instruments remained unchanged among manufacteongpanies, while servic
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companies reported a decrease.
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Fiaure 1: Weiahted Net Balance of Business-SectaActivity*
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* The net balance is the difference between thi® maft companies reporting an increase and the miftithose reporting a
decrease. The thick line represents seasonallysi@djulata. The thin line represents the source data

1. The overall net balance is calculated in acamdawith the seasonally-adjusted net balance df @dustry, taking into
account the industry's proportion in businessesgmoduct.

1. Macro developments

An analysis of the responses of all the compangsdipating in the survey, with
each industry’s net balance weighted by its shafgusiness-sector product, shows
that in the first quarter of 2010 the expansionthe business sector in Israel
continued, but at a slightly lower rate than in frvious quarter (Figure 1).
Activity increased in all industries except constion—as reflected by their
positive net balances and the low level of demamiraints. The upturn in activity
was apparent mainly in the domestic market anditeastivity abroad.

The leading index of activity in the business sedt indicative of a further
expansion in the total activity of the businesg@eduring the next quarter as well.
However, an analysis of the industry-specific legdiindex shows that the
probability of a slower pace of activity expansidmas increased in the
manufacturing, construction and high-tech serviodastries.

2. Industry developments

Reports frommanufacturing companies show that the expansion of activity
continued in the second quarter of 2010, at agiatdar to the increase recorded in
the net balance since the first quarter of 200®ig & and Figure 2). The expansion
was reflected by a substantial increase in thebaktnce of domestic sales, while
the net balance of exports rose to an only modezatent. During the quarter
reviewed the severity of demand constraints inelsaad abroad remain unchanged
compared with the previous quarter. The growthativdy was also apparent to
some extent from the development of the factorgproduction in the industry:
Companies reported an increase in the number oflogegs, even though the
increase was relatively moderate, and an increlastha rate of exploitation of
machinery and equipment. Companies expected thetagrowth in the domestic
market to continue into the next quarter, but tesser extent than in the quarter
reviewed, concurrent with a moderate decrease poréx as apparent from export
order data.
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Figure 2: Manufacturing Industries - Net Balance of
Percent Output*
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The classification of manufacturing companies ih@e groups of industries by their
degree of technologicahtensiveness—Ilow, medium, and high-tech—shows ttheat
increase in the net balance encompassed all tyfjpadustry groups. Export sales by
high-tech and medium-tech industries rose apprbgiathile the increase among
low-tech companies was only moderate. All compames reported that a substantial
decrease in export orders is expected in the nexttey. Low-tech and medium-tech
companies expect a decrease in sales to the demmstiket, while high-tech
companies expect an increase in their sales (Takland Figure 3). An analysis of
the activity of secondary industries (Table 15)eads large increases in output,
domestic sales and exports by the chemicals, rubhdr plastics, and food and
beverage industries. A decrease in actual expodsaamoderate increase in export
orders for the next quarter were reported by tleetednics and electricity industry,
and the transportation equipment industry. It stidag noted that a more moderate
increase in export orders for the next quarter weasrded in all industries (except
diamonds), while decreases were recorded by therpapd printing, and the metal
and machinery industries.

The classification of manufacturing companiessiae (hnumber of employees) shows
that the expansion in the domestic and export niss@compassed large companies,
while a stable level of activity was recorded am@&@IigdEs (Table 16). The export
downturn expected in the next quarter is centeradhlynamong SMEs, while large
companies expect an only moderate increase in empbers.
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Commerce companies reported a more moderate increase in shé&es volume
during the second quarter than in the previoustguarhese companies' sales growth
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during the quarter reviewed and the previous quagfiect an increase in the number
of employees in the industry. Companies expectelasgles growth during the next
quarter (Table 5 and Figure 4). The activity grovglalso reflected by the relatively
minor severity of demand constraints (Table 17 ligdre 9)

Figure4: Trade - Net Balance of Sales
Percent

60 T T T T T T T T
40— | | | | | | | |
20 | NS\
(0]

-20 1/ _____ ] L ___ TN AR
-40 - ‘ |

RO ORPRPRPS

Construction companies reported a stable volume of constructimnks in the
guarter reviewed (Table 7 and Figure 5). A decreease recorded in infrastructure
construction, and a moderate increase was recandedilding construction. Overall
data on activity in the industry are indicativeitsf weakness: no change in building
starts, a moderate increase in building completiand a decrease in the net balance
of the number of employees. Companies expect a ratalgrowth in construction
works during the next quarter. The land price aamst was cited as the most
effective supply-side constraint, and the sevauitythis constraint increased during
the quarter reviewed compared with the previoustquaThe rapid increase in the
prices of the industry's output during the quarntgsiewed may also have reflected the
increased supply severity.

Percent Figure 5: Construction - Net Balance of Activity*
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Transport and communicationscompanies report that activity expanded during the
quarter reviewed. The growth in activity and inesalof services to Israelis
encompassed all the secondary industries in tdissimy, and was particularly notable
in maritime and air transportation (Table 9 anduFég6). An analysis of the severity
of constraints to a further growth in activity indies a continued easing in the
demand constraints inherent in the volume of incgmand internal tourism.
However, an increase was recorded in the sevefitgeosupply-side constraint as a
result of the shortage of professional employeesti® demand side, the severity of
the restraint deriving from the growing competitionthe industry increased (Table
17 and Figure 9). Companies expected an increasalars, but at a more moderate
rate than their expectations in the previous quarte
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Figure 6: Transport and Communications -
Net Balance of Total Activity™*
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Hotels reported a continued growth in activity year-omy€Table 11 and Figure 7),
following a contraction in the industry during 20@gainst the background of the
economic recession in Israel and worldwide. A patérly notable development was
the considerable increase in the number of foréaymists' bed nights during the
guarter reviewed, following a large and continuatr@ase in these bed nights in the
previous quarter. The severity of demand conssawith respect to the number of
foreign tourists remained at a low level for them® consecutive quarter. It should
be emphasized that the growth in activity is reatio the low level of hotel activity
in the second quarter of last year. However, Igsakéd nights increased to an only
moderate extent. Based on the orders recordedebhdtels included in the survey,
this situation in which foreign tourists' bed nighdre increasing considerably and
Israelis’ bed nights are increasing to a lesseangxs expected to continue during the
next quarter. It should be noted that companiesrteg an increase in the severity of
financing difficulties in the industry.
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Business servicegompanies reported a growth in activity as theltesf increased
sales in Israel. Sales of services abroad remaitaddde (Table 13 and Figure 8). The
growth in activity was accompanied by an increasthé number of employees in the
industry. Moreover according to companies' repodsjers from abroad and
especially orders for the next quarter increaskejtaat a more moderate rate than the
expectations recorded in the previous quarter.

Figure 8:Service industries - Net Balance of Actiw*
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Table 1
Economic activity in the principal industries, based on the netbalance of returns
from companie
201C 200¢ 200¢ 200/
| 1V [l 1l | [\ 111 Il | 1V Il 11
22 21 1z -13 -36 | 37 *1__ *4 %6 21 38 24 |[industry (output)
34 24 3 -14 -30 -4 8 7] 13 23 31 21 |seasonally adjustt
88 *15 5 *0 -53 -50 *0 *-8 38 34 46 37 [Trade (sales
3C 2 ® 0 54 | 26 *5  *8 3z ac 44 36 [seasonally adjustt
*9 *14 *0 *0 -39 | -35 -2C *8 *6 2C 19 *7 |Construction (total activity)
22 *15 2 *11 32 | -3 20 *3 *1 21 23 *2 [seasonally adjust
*30 *22 ¥ *22 -49 | -40 33 37 35 69 44 31 [Transportand communications (total activity)**
3€ *18 5 *15  -48 | -4 33 37 34 62 52 31 [seasonally adjusts
68 *-8 -61 -65 -83 5 40 72 61 73 74 20 [Hotels (total activity)***
10 14 1 -9 -36 -17 6 17 14 36 37 35 |Serviceindustrie:
22 15 2 11 -32 - 20 -3 1 21 23 2 |seasonally adjuste
19 16 3 -10 41 | -30 5 13 17 36 39 31 [Total business sectc
25 17 -1 11 -38 29 1 11 21 36 36 29 seasonally adjust
table 1.1: The net balance of manufacturing companies, classified by human- capital intensity and innovation
201(] 200¢ 200¢ 2007
| 1V [ 1l | vV 1] 1l | 1V Il 1l
23 31 *9 *10 -34 -41 *2 16 *9 30 3z 22 [Advanced companie
58 *10 34 25 -37 | -48 *18 *3 *0 *14 GE 49 [Mixed companie:
15 17 *6 -2€  -36 31 %6 *-5 *5 17 3t 17 [|Traditional companies
*Not significant (at the 10% leve
** The significance test is less effective in tirslustry due to the small number of fint
*** Compared with the same quarter in the previgesr

Exchange-rate risk hedges

During the quarter companies were asked whethgrubed hedging instruments (see
Table 1.a), such as futures contracts and option®rder to protect themselves
against the risks connected with changes in thbange rates of foreign currencies
against the shekel, and whether the extent of tiegige of these instruments against
such risks changed during the past year. The reggasbtained show that 54 percent
of manufacturing companies out of all the exportmpanies that answered the
guestion use these instruments. Among transporcananunications companies, 45
percent replied that they use hedging instrumeAtsiong service companies
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however, only 26 percent of export companies rdpiieat they use the instruments.
As expected, usage of hedging instruments amongui@eturing and services
companies increases commensurate with the sizeesétcompanies. In response to
the question of whether their usage of hedgingunsénts had changed during the
past year, it was found that the percentage of faatwring companies answering
that they had reduced this usage was the same g®tbentage of companies stating
that they had increased their usage during the gmned. In the services industry
however, the percentage of companies answeringhbgthad reduced their usage of
hedging instruments during the past year reachegue?@&nt of all respondents, while
only 8 percent replied that they had increased tiszsge.

Table 1a: Percentage of responding companies that use hedging instruments

Does your company use hedging instruments (futures contracts, options, etc.)?

(percent)
Yes No N/A
53 40 7
of which
Manufacturing Exporters 54 7 39
14 57 28
of which
Services Exporters 26 59 16
If yes, has the extent of your use of hedging changed in the last year?
(percent)
Increased  No change Reduced
15 67 18
of which
Manufacturing Exporters 15 67 18
5 11 84
of which
Services Exporters 8 14 78

Companies Survey 2010:Q2
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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
business sector product
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The Leading Index

The leading index (excluding construction) in tisigrvey is indicative of further

expansion in business-sector activity for the thgrdirter of 2010. The value of the
leading index is significantly lower than the OtBeshold valué,and is based on the
assessment of a positive direction of activity ime teconomy. However, an
examination of the values of the leading index fyustry distribution reveals a less
clear-cut picture.

In addition to the leading index, which is calcathft the level of the business sector
(Figure 11), the index is also calculated for eatthe six industries covered in the

! As long as the leading index is below the 0.5¢hotd, one cannot state with certainty that thevgno
rate will slow in the next quarter. If the indexosses the threshold, an easing of activity in thd n
quarter may be inferred.
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survey and for the high-tech services industry {f@gl0 and Diagrams A-H in the

Appendix). Industries’ leading indices forecast tomnng expansion in all of them.

However, in the construction, manufacturing andhftegch services industries, the
probability of a downturn in activity increased gty and approached the threshold
value of 0.5.

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

In the second quarter, companies’ expectationgdegathe cumulative rate of price
increase during the next twelve months (July 2010reJ2011) amounted to 2.6
percent, slightly more than the rate of 2.5 perceatrded in the previous quarter but
within the range of price stability (1 to 3 percerit should be noted that this was the
second consecutive quarter when inflation expextatior a year ahead were within
the range of price stability. This was after thay lexceeded this targeted range in the
last two quarters of 2009 (Figure 12).

Concurrent with the rise in average inflation expgons for the next 12 months, the
distribution of inflation expectations is also iodiive of increased expectations of
price increases—the median of the distributionhie fuarter reviewed rose to 3
percent compared with 2.5 percent in the previousrtgr. The mode rose sharply
from 2 percent in the previous survey to 3 peraetiis survey.

The expected rate of price increase in the nexttguéluly 2010-September 2010)
rose slightly to 3.3 percent annualized, comparéti 8.1 percent in the previous
guarter and an environment of 4.5 percent for mb2009 (Figure 14).
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The review of inflation expectations also showst tthee proportion of companies
expecting inflation to exceed the upper limit of tbrice-stability targétincreased to

19 percent during the quarter reviewed, comparett &ipercent in the previous
quarter (the upper section of Figure 16). Conctulyethe proportion of companies
expecting inflation in the next 12 months to falltin the price-stability target

decreased from 92 percent in the previous quaderS percent in the quarter
reviewed (the middle section in Figure 16). Theportion of companies expecting
inflation in the next 12 months to fall below thece-stability target is 6 percent (the

lower section of Figure 16).

Figure 12: 12-month Inflation Expectations
End-of-quarter data
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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)

The lower area denotes the share of respondentexyert 12-month

inflation to be below the target range.

The middle area denotes the share of respondewtexyect 12-month

inflation to be within the target range.

The upper area denotes the share of respondentexplect 12-month

inflation to exceed the target range.

2 The targeted range of inflation for the next tveetaonths is 1-3 percent.
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Table 2: Statistic Analisys of 12-month Inflation Expectations

2007 2008 2009 2010

1] I\ | I 1 [\ | 1l Il I\ | Il
1. Mod¢ 3.00 3.00|3.00 4.00 3.00 2.00[1.00 3.00 3.00 3.00] 200 3.00
2. Mediar 250 2.80|2.90 3.80 3.50 1.50] 125 3.00 3.00 3.00)] 250 3.00
3. Average 2.67 277|269 3.70 3.52 1.70| 147 2.81 3.22 3.03| 245 2.64
4. Standart Deviation 1.09 092|104 142 144 137|131 1.19 1.21 1.05| 1.05 1.16
5. Skewness -0.33 -0.23]-0.31 -0.30 -0.30 -0.30] 0.47 -0.19 0.22 0.03] 0.45 -0.36
Number of responding companies 413 504 | 483 472 490 470 | 466 472 552 509 | 584 553

*Skew is calculated as the difference between average and mode

Expectations regarding changes in the NIS/dollar ehange rate

The companies patrticipating in the survey were @simut their expectations of the
level of the NIS/$ exchange rate at the end ofriévet quarter (September 30, 2010)
and one year from the end of the survey periodg(BM 2011). The latter expectation
(end of June, 2011) was NIS 4 to the dollar, whigs more than the rate of NIS 3.9
to the dollar expected in the previous quarter.e €kchange rate which companies
expected (on average) at the end of the next quaete NIS 3.9 compared with NIS

3.8 in the previous quarter. The average exchaatgeaf the dollar as of the date
reported by the companies participating in the syiamounted to NIS 3.85.

Figure 18: 3-month Exchange rate Expectationsx 3 .
<! & P Figure 17: 12-month Exchange rate Expectations
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Manufacturing Industries

Table 3
Net balance ( percent of all responding industriat:ompanies)1
2007 2008 2009 2010
1 il v 1 1l il 1V 1 1l il v 1
1. Output 38 21 *6 *4 *1 -37 -36 -13 12 20 22 24
2. Sales 33 26 *-1 *7 *1 -46 -41 -17 9 19 22 19
3. Domestic sales 31 17 *- *0 *. -42 -42 -17 *6 11 16 13
4. Export 29 26 15 *8 *-4 -42 -42 -18 *1 11 17 15
5. Stocks of finished goods 22 18 9 9 *4 -8 -2 -20 *2 *3 10| 20
6. Stocks of raw materials 17 11 10 *6 11 *3 -16| -20 *6 11 *1 17
7. Rate of utilization of machinery and equipment 25 8 *-2 *-3 -8 -39 -43 -20 *5 9 15 18
8. Number of employees 15 16 *2 *3 *5 -36 -43 -25 -10 *5 *4 7
9. Domestic orders 15 10 *5 *-2 -23 -50 -45 -15 *-4 10 15 *7
10. Export orders 28 15 *4 9 -11 -45 -47 -18 *7 11 23 5
Number of responding companies 220 252 27p 265 272 272 250 244 263 232 227 216
The difference between the percentage of compaepesting an increase and those reporting a dezreas
* Not significant (at the 10% level).
Table 4
Manufacturing Industries in 2009:1V
(percent of all responding companies in each categg
Net balance
2010 2010 Significant Moderate No Moderate Significant]
| I Increase Increase Change Decrease Decrease
A. Activity in the quarter
1. Output 22 24 6 38 36 14 6
©) ©)
2. Sales 22 19 7 37 il 19 6
() (6)
3. Domestic sales 16 13 4 33 39 18 6
(©) ()
4. Export 17 15 7 30 41 15 7
(6) (6)
5. Stocks of raw materials 10 20 8 26 52 11 3
©] ()
6. Stocks of finished goods 1 17 1 29 57 11 2
®) 4)
7. Rate of utilization of machinery and equipment 1! 18 5 31 46 15 3
(5) (5)
8. Number of employees 4 7 0 19 69 10 2
4) 4)
B. Expected activity in the following quarter**
9. Domestic orders 15 7 1 24 57 16 2
©) ©)
10. Export orders 23 5 6 21 51 16 6
(6) (5)
Number of responding companies 22 21

** Orders received in the quarter reviewed.

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

Companies Survey 2010:Q2
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Table 5
Net balance (percent of all responding trading comanies)

2007 2008 2009 2010
1] \Y | Il 1]} \Y | Il 1]} [\ | Il

1. Sales 46 34 38 * *0 -50 -53 *0 *5 *16 32 *11
2. End-of-quarter stock 30 34 *16 *17 *9 *17 *-16 *12 *1 *1 *1 *3
3. Percent of credit sales 17 22 25) 19 *12 *11 *3] 18 17 20 1 0 2
4. Supply period 14 *3 *6 *0 *3 9 -10 *0 *2 *2 *3 *2
5. Forecast change in number of permanent employeps *8 16 *9 *6 *17 -53 -55 -24 *1 *0 *5 *7
6. Sales expectations 57 63 *22 53 *3 -35 -38 24 28 35 51 40
7. Number of employees 10 *4
Number of responding companies 24 32 32 36 36 36 i 33 117 86 94 90

The difference between the percentage of compaefEsting 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 categg

Net balance
2010 2010 Significant Moderate No Moderate Significan
1 Il Increase Increase Change Decrease Decrg
A. Activity in the quarter
1. Sales 32 11 1 37 35 22 5
8) ®)
2. End-of-quarter stock -1 -3 2 22 49 26 1
@ ®)
3. Percent of credit sales 17 20 5 22 66 7 0
(6) (6)
4. Supply period -3 2 0 4 94 2 0
(©)] ()
5. Number of employees 10 4 0 13 78 8 1
©] ®)
B. Expected activity in the following quarter
6. Forecast change in number of permanent employeps 5 7 1 11 83 5 0
(5) )
7. Sales expectations for following quarter 51 44 3 50 4 3 13 0
@) ®)
Number of responding companies 94 90|

Figures in brackets are standard deviations. Vamedler (in absolute terms) than 1.64 standardatiens are not statistically significant at the¥d Gevel.
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Construction

Table 7
Net balance (percent of all responding constructiocompanies)
2007 2008 2009 2010
] \Y | Il 1} [\ | 1l 1] \Y | Il
1. Total activity *7 19 20 x| *8 -20 -39 *0 *0 *15 *6 *7
of which 2. Buildings *3 *13 17 e *0 *-6 -48 *3 *3 el i *7
3. Infrastructure 30 *8 24 *7 *9 -30 -48 *-4  *17 *-18 *12 *19
4. Output prices in dollar terms 23 30 38 40 49 26 -3 *14 2 2 *12 *15 *18
5. Area of building starts (sq. m.) *-8 *-10 *-3 *12 5- -40 -43 *-6 *3 *19 *6 *0
6. Area of building completions (sg. m.) *10 *10 *0 *9 15 *3 -34 *0 * ) *- *4
7. Building time 21 27 15 18 *8 26 *0 *3 *9 *6 22 25
8. Expected activity in the following quarter** 23 *6 25 e *5 -22 -30 *6 *10 *18 24 *13
9. Number of employees *-14
Number of responding companies 42 33 44 36 41 36 ﬂ? 35 39 36 6 3 30
! The difference between the percentage of compaepesting 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 2009:1V
(percent of all responding companies in each categg
Net balance
2010 2010 Significant Moderate No Moderate Significant
| 1l Increase Increase Change Decrease Decrease
A. Activity in the quarter
1. Total activity 6 -7 0 26 41 23 10
(12) (14)
of which Buildings & 7 0 25 57 11 7
1@ [ a2
Infrastructure -12 -19 0 19 43 24 14
) | «ae
2. Output prices in dollar terms 15 18 0 36 46 18 0
(1n (13)
3. Area of building starts (sq. m.) 6 0 0 28 44 17 11
(12) (14)
4. Area of building completions (sq. m.) -3 4 0 14 76 6 4
(10) ©
5. Building time 22 25 0 29 67 4 0
©) (10)
6. Number of employees -14 0 11 64 14 11
an
B. Expected activity in the following quarter 24 13 0 40 33 14 13
(12) (15)
Number of responding companies 36 30|

Figures in brackets are standard deviations. Vamealer (in absolute terms) than 1.64 standardatiens are not statistically significant at the¥d Gevel.
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Table 9

Transport and Communications

Weighted net balance as percentage of all respondjrransport and communications companies

2007 2008 2009 2010
11} [\ | I 11} [\ | 1l 11} [\ 1l
1. Total activity 44 69 *35 37 *21 -40 -49 *-15 *5 *22 *34 51
2. Sales of services to residents 44 68 *3p *38 *30 -44 1-4 *9 *0 *21 42 50
3. Sales of services to nonresidents *13 *20 *-g *-10 16 -11 -40 *11 *12 *4 *-4 *12
4. Utilization of equipment (capacity utilizatioetc. 41 45 *39 36 *17 -44 -56 *-6 *2 *11 46 *29
5. Expected activity in the following quarter** 46 59 72 34 *7 *41 *10 *15 *5 *21 57 48
6. Number of employees *8 23 42
Number of responding companies 21 24 24 20 25 30 2] 32 46 42 3 4 36
1 The difference between the percentage of compa@pesting an increase and those reporting a dexreas
See Appendix for explanation of the weighting.
** Orders or expectations of total activity in tfa@lowing quarter.
Table 10
Transport and Communications in 2009:1V
(percent of all responding companies in each categg
Net balance
2010 2010 Significant Moderate No Moderate Significal
| I Increase Increase Change Decrease Decrease]
A. Activity in the quarter
1. Total activity *34 51 9 45 44 0 2
2. Sales of services to residents 42 5 8 50 34 5
3. Sales of services to nonresidents *-4 14 8 15 65 11
4. Utilization of equipment (capacity utilizatioetc. 46 29 5 Sl 56 5 2
5. Number of employees 23 42 1 41 58 0 0
B. Expected activity in the following quarter 57 48 8 48 34 7 2
Number of responding companies 43 36|

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

Table 11

Net balance (percent of all responding hotel compaes)*
(compared with equivalent period last year)

2007 2008 2009 2010
1T} [\ | |1} 1T} [\ | I 1T} \Y | I

A. Activity in the quarter
1. Total activity 75 73 61 72 40 *5 -83 -65 -61 *-8 68 60
2. Number of bed-nights: Tourists 65 70 70 85 45 *10 -8 8 -7 -81 -35 66 60
3. Number of bed-nights: Israelis *0 *-18 *- *0 *13 -45 73 -27 *-2 27 58 *12
4. Average revenue per room 67 49 24 26 26 43 * *5 24 15 4 -9 *
5. Number of employees 45
B. Expected activity in the following quarter**
Bookings for next quarter 62 46 76 63 *2 -70 -84 -68 -38 255. -5 19
Bookings for next quarter of foreign tourists -33 *6 59 29
Bookings for next quarter of Israe -4E *-19 37 *4
Number of responding compan 45 40 40 37 39 47 40 41 42 37 38 35

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 L
2010 2010 Significant Moderate No Moderate Significan
| 1] Increase Increase Change Decrease Decrease|
A. Activity in the quarter
1. Total activity 68 60 34 35 22 6 3
(11) (11)
2. Number of bed-nights: Tourists 66 60 43 31 12 8 6|
(11) (12)
3. Number of bed-nights: Israelis 58 12 9 26 42 11 1
(11) (13)
4. Average revenue per room 45 -9 S 34 17 40 6|
12) (15)
5. Number of employees 50 45 15 33 49 3 0
(9) (10)
B. Expected activity in the following quarter
Bookings for next quarter of foreign tourists 59 29 18 32 29 18 &
(12) (13)
Bookings for next quarter of Israelis 37 4 8 12 64 12 4
(12) (12)
Number of responding compan 38 35

Figures in brackets are standard deviations. Vamesler (in absolute terms) than 1.64 standardatiens are not statistically significant at theYd Gevel.
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Table 13
Net balance (percent of all responding transport att communications companiesl)
2007 2008 2009 2010
1T} \Y | I 1] \Y | 1l 1} v 1}
A. Activity in the quarter
1. Total revenue from current activity 37 36 14 17 *6 -17  -36 *9 *1 14 9 13
2. Sales of services in Israel 27 33 10 16 *4 -16 -3 17 2 ¢ 14 13 13
3. Sales of services abroad B8 36 18 21 *1 *13 -3B *4 -6 7 = *2
4. Number of employees 22 25 21 12 *7 -16 -29 -15 *-2 1 1.
&, of which: trained 26 29 24 14 *6 -10 -25| -13 *0 9 31 15
6. Number of Israeli workers abroad *7 *6 9 *3 *0 *1 61 -12 *-4 *8 *1 *2
B. Expected activity in the following quarter**
7. Total orders 41 40 23 25 *2 -38 -25 *6 25 37 28 23
8. Export orders 52 29 36 22 *8 -36 -23 23 *11 31 26 14
Number of responding companies 163 188 197 191 188 204 185 183 272 241 261 231
' The between the p ge of an increase and those reporting a deereas
* Not significant (at the 10% level).
** Orders or expectations of total activity in tfelowing quarter.
Table 14
Service industries in 2009:1V
(percent of all responding companies in each categg
Net balance
2010 2010 Significant Moderate No Moderate Significant
1 1l Increase Increase Change Decrease Decrease
A. Activity in the quarter
1. Total revenue from current activity 9 13 3 31 45 16 5
(5) (5)
2. Sales of services in Israel S 13| 3 28 51 3]
4) ()
3. Sales of services abroad -3 -2 1 21 54 6|
@) @)
4. Number of employees 11 13 g 20 67 10 0
4) )
5. of which: trained 13 15 2 19 73 5 1
4) 4)
6. Number of Israeli workers abroad 1 -2 0 1 96 1
@) @
B. Expected activity in the following quarter**
7. Total orders 28 23 3 38 41 16 2
(4) (5)
8. Export orders 26 14 4 27 52 12 5
@) (8)
Number of responding companies 261 23

* 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
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21 Table 15: Manufacturing Industries in 2009:11l and 2009:IV ¢
Number of Number
responding Total Domestic  Domestic  Actual Export  Finished of
companies  output sales orders’  exports orders’  goods employees
Mining, quarrying, 2010 1l 18 *28 *12 *20 *9 *0 *0 *-11
construction materials, and wood 2010 | 19 *0 *- *12 56 50 *-16 *11
Food and beverages 2010 1} 32 34 35 *14 *18 *9 *16 16
2010 | 28 43 48 22 38 *19 *4 *11
Textiles, clothing, 2010 1l 19 *18 *6 *-6 *18 *7 53 *0
and leather 2010 | 16 *20 *13 *0 *27 *20 .l *-13
Chemicals, rubber, 2010 1l 37 72 41 *8 46 *17 *16 24
and plastic 2010 | 35 26 31 49 *6 46 *11 *11
Metals and machinery 2010 1] Es *3 * *7 S *-8 21 *-
2010 | 39 *3 *11 *9 *-12 *3 *. -21
Electronics, electricity, 2010 1l 51 *12 *8 19 15 *8 17 *4
and transport equipment 2010 | 64 26 *-3 *5 25 *18 *13 *13
Paper, printing, and other 2010 1l 20 *-16 *-26 *11 -46 -B *0 0
2010 | 20 *28 33 *6 *0 *8 *-11 26
Total manufacturing industries 2010 I 210 24 13 *7 13 *3 8 *6
excluding diamonds 2010 | 221 21 16 16 15 22 *2 *4
Diamonds 2010 1} 6 28} *-20 0 67 50 *-17 50
2010 | 6 *50 *20 *-25 67 67 *-17 *17
Total manufacturing 2010 1l 216 24 13 *7 15 S 17 7
industries 2010 | 227 22 16 15 17 23 *1 *4
*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 24 *-13 *9 43 Total activity *7 *11 *0 *-10
Total sales 19 *-9 *7 34 Area of starts *0 *0 *18 *-22
Domestic sales 13 *-10 *-2 26 Area of completions *4 *-19 72 *11
Export 15 *0 *16 16 Output prices in $ *18 *0 *9 44
Number of companit 21€ 32 67 117 |Area of completior 30 9 11 10

B According to number of employees (small compabyl9 employees, medium size company - 20-99 empinyarge 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 signifcant

Transport and Communications

22

2008 2009 2010 2008 2009 201
| Il L] 1\ 1} | Il n 1\ | 1}
Demand constraints Demand constraints
Volume of export orders 1.8 1.6 1.6 1.4 1.2 1.1| |Booking by foreign tourists 1.0 0.9 1.0 0.8 0.7 0b
Volume of domestic orders 1.6 15 1.3 1.2 11 1Y Bookingsraelis 0.4 0.6 11 0.7 0.7 0.4
Economic and political situation in Israel 1.4 1.4 1.2 1.2 1.2 1.0
Intensification of competition 18 1.9 17 2.1 1.7 1.9
Supply constraints Supply constraints
Machinery and equipment shortage 0.2 0.2 0.3 0.3 0.4 DB
Financing difficulties 0.8 0.8 0.7 0.6 05 05 Financing difficulties 1.0 1.2 1.0 1.1 0.7 0.7
Labour shortage 0.4 0.5 0.6 0.6 0.6 0.6 Labour shortage 0.6 0.7 1.0 1.0 1.1 1.3
Construction Hotels
2008 2009 201 2008 2009 201
| Il L] 1\ | | Il 1 1\ 1}
Demand constraints Demand constraints
Volume of demand 2.4 17 15 15 15 1.7] |Booking by foreign tourists 29 2.6 23 21 13 12
Supply constraints Booking by Israelis 22 1.8 15 1.4 1.2 0.
Input prices 0.8 1.2 11 11 11 1. Economic and polisaation in Israel 2.9 2.1 1.7 17 11 1.4
Financing difficulties 1.9 17 1.6 16 1.0 1.1 | |Supply constraints
Labour shortage 1.7 19 19 2.4 19 20
Machinery and equipment shortage 0.2 0.3 0.3 0.3 0.4 D.p inanEing difficulties 1.9 1.4 09 1.0 0.7 12
Land lot Prices 2.5 Labour shortage 0.7 1.0 10 1.0 1.2 1.3
Trade Service Industries
2008 2009 201 2008 2009 201
| 1} 11} v | I | 1} 1 v | I
Demand constraints Demand constraints
Volume of orders 0.6 0.3 0.5 09 06 0.7 Economic and political situation in Israel 13 1110 0.9 0.8 1.0
Economic and political situation in Israel 22 15 1.4 0.9 07 07 Global Economic situation 21 1.7 14 13 1.2 1.3
Economic situation in the world 2.2 1.4 1.4 0.9 0.9 0.8 | |intensification of competition 18 1.6 16 1.6 1.6 1.6
Supply constraints Supply constraints
Financing difficulties 1.6 1.4 11 0.9 0.6 0.6] |Financing difficulties 1.0 0.9 0.9 0.8 08 0.7
Labour shortage 0.4 0.6 0.5 0.7 0.7 0p Labour shortage 0.9.6 0.6 0.8 0.8 0.8
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APPENDIX
Notes to the Survey
Net balance

This quarterly survey relates to developments ih02Q2 and includes assessments
and expectations regarding 2010:Q3. The survegwirigs are based on responses
to questionnaires completed by companies and basesein the manufacturing,
commerce, construction, hotels, transport and comrations, and business
services industries. The questions are qualitafilee companies were asked to
report on the direction of changes in the differemtiables (increase, decrease, or
no change) and the degree of change (great, sliti) survey is intended to serve
decision-makers as an updated analytical tool toatplements the gquantitative
data.

In all industries except for the hotel industrypgmanies 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 caietibn the main results are also
shown with the companies grouped by size.

The results are analyzed by means of the net baladefined as the difference
between the percentage of companies reporting @ease and the percentage of
those reporting a decrease. A net balance of reaoparticular category shows that
there was no change in the level of that categampared with the previous
guarter. A negative balance indicates a decreasea positive balance, an increase.

The standard deviation is affected among otherofactby the number of
observations in the sample and the distributionhef responses in each category.
The fewer the number observations, the greatdreasstandard deviation. The data
on net balances are based on a summation of theeensf all the companies that
responded, and not only those that participatatiermost recent surveys. The data
in all the tables are in terms of the percentagh®itompanies that responded.

Total net balance and indicators of business cycle

: ance
—a— Rate of change of composde index
(¢ —a— Rate of change of business-sektor product jUCt
3+ —e— probability of boom L _40
Total net balance
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The total net balance is calculated by weightiregdbasonally-adjusted net balance
of activity in all industries by each industry’sash in total business-sector product.
The balance enables the indicators of the busimsgde to be predicted
successfully. These indicators are classified eqolarter into one of three
categories: recession, boom, or undefined. Onehefitdicators of the business
cycle is the trend in business-sector product. Aeotndicator used to identify the
business cycle is the Composite State-of-the-Ecgnioilex and the probability of
a recession: A period will be defined as a recessithe Composite Index indicates
a greater-than-0.5 probability of recession in esdst two of the three quarters
examined. If this situation does not exist, nor tpposite situation in which the
probability of a recession is less than 0.5 ireast two the three quarters examined,
the period will be considered as undefined regardie trend in activity. Research
indicates that the net balance of the businesorsecatches the business cycle
according to the above definitions: When the nédri is positive and greater than
9, the Composite State-of-the-Economy Index andpttodability of a recession
indicate a boom and the trend in business-sectmdygt is positive. When the net
balance is negative the trend is toward a recessiod when the net balance is
between 0 and 9, the period is undefined.

Total net balance of business- sector product
and the probability of boom (1991q1 to 2009q1)

0.6

0.2 - - -

-0.2

04 ¢

-0.6

-50 -40 -30 -20 -10 0 10 20 30 40 50

An examination of the survey'’s findings revealedtth clear relationship exceeds
between the net balance of industries' activityd #re change in their activity as

published by the Central Bureau of Statistics later date. The diagrams presented
here exemplify this with respect to the total natance. When the net balance is
positive, the Composite Index and the probabilityezession indicate a boom and
a positive trend in business-sector product.

The net balances of activities in the transport aathmunications industry are
calculated as the weighted average of the net badaof the separate components of
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the industry, with each net balance weighted by ghare of that component’s
product in the product of the entire industry. 8inbe standard deviation of the
weighted balance is not available to us, it ispresented.

The net balances of manufacturing companies, @ikeddby the share of skilled
workers in each industry and its degree of techgioWd innovativeness (the
classification is described on pages 51-52 of tlekBof Israel 1999Annual
Report), are shown in Figure 9. The high-tech indust{&semicals, machinery,
electrical and electronic equipment) account fop8€cent of the sample. The low-
tech industries (food, beverages and tobacco; iolpthiextiles, and leather; wood,
paper, and printing; non-metallic minerals; iroree$, and metal products; transport
equipment: and diamonds) constitute 55 percenhefsample. The remaining 15
percent consists of medium-tech industries (minamgl quarrying; 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 cpared with the current quarter,
or the probability of a recession in terms of glowycles. The index is based on a
Markov chain statistical model that expresses tin@asons—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 modenatie 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 irtaedance with two possible
developments: continued activity at a moderate paceswitch from rapid growth
to a slowdown.

To estimate the probability that the pace of growtlh moderate, each company’s
expectations for the following quarter are crosati its assessment regarding the
current quarter, and four dependent modes expgesbin change in the existing
situation are calculated (Table 1). Accordinglpnfrthe companies that reported an
increase in activity for the current quarter, aakdtion is made of the percentage of
companies expecting the increase to continue iméx¢ quarter and the percentage
of companies expecting their activity to decre&sem the companies reporting a
decrease in their activity in the current quartercalculation 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 activitglude those that reported an
improvement one or two quarters previously, andntheported no change.
Similarly, the companies reporting a decrease éir tturrent activity include those
that reported a decrease one or two quarters prglyiand then reported no change.
This makes it possible to monitor gradual rath@ntsudden 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 inlddb below. In addition, the
model assumes dependency between the quartersthaittesult that the forecast
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for the following quarter is dependent on the eatenobtained for the current

quarter.

To conclude, the leading index provides an indwabf 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 Trade
46 0.42 0.16 0.10 0.10 0.12* 0.11 0.36 0.14 Hoteld
20 0.26* 0.17 0.19* 0.14 0.12* 0.10 0.43 0.19 Transpor
41 0.42 0.15 0.12* 0.09 0.06* 0.06 0.40 0.13 Constructio
144 0.35 0.10 0.15 0.07 0.09* 0.06 0.41 0.08 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

*
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Figure A:Manufacturing-smoothed and unsmoothed
Leading Index and Actual Net Balance ( adjusted to the
probability of a slowdown)
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Figure B:Construction-smoothed and unsmoothed
Leading Index and Actual Net Balance ( adjusted to the
probability of a slowdown)
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Figure C:Hotel thed and hed 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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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
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