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Main Challenges Towards 2012

A Global economy
A Erosion in competitiveness of Israeli exports???
A social protest Implications

ASigns of a slowdown in domestic demand
AWage pressure

A Credit crunch in iIndustry ??

A Government bureaucracy

AOff-shoring

AResponsibIe fiscal policy

yGeopolitical instability |
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Slowdown in World Trade

Annual change, trade in goods
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| Unbalanced Growth Around the
World

Annual GDP growth
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Diversion of Trade to Asian Countries

Distribution of Israel's export of goods by trading blocks,

excluding diamonds 23%
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Main Challenges Towards 2012

A Global economy
A Erosion in competitiveness of Israeli exports???
A social protest Implications

ASigns of a slowdown in domestic demand
AWage pressure

A Credit crunch in industry ??
A Government bureaucracy
AOff-shoring

AResponsibIe fiscal policy

Geopolitical instability
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Exchange Rates

8% - Cumulative rates of change
0

—=N|S-Dollar
o 0
4% 1 —=NIS-Euro 3%
0%
_20 ),
2% -1%
-4% - -
-5%
-8% A -79
-12% -
- 0, .
16% -15% 16%
-20% -~ ~~ ~~ ~~ ~~ ~ ~ ~~ ~~ ~~ ~ ~~ ~~ ~~ ~~ ~ ~~ ~~
o\ N ™ To) © [o'e) o — o\ N ™ To) © [o'e) o — N —
- o o o o o — — — o o o o o o — — o
~~ ~ ~~ ~~ ~~ ~~ ~ ~~ ~~ ~~ ~~ ~~ ~ ~~ ~~ S~ ~~ ~~
- N — N~ o N — o\ <t <t lee) © N ™ To) <t © —
(40) — ™ — ™M — o — N o — o N o — o -
F @
g 5
% £
7 . . %%ASQO’QO
The Manufacturers' Association of Israel



ﬁ
Share of Foreign Investors in Total
Treasury Bills

Percents
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The Continuous Erosion inbExport
Profitability has changed

Unit Labor Cost in Export, Cumulative éhanges Since Q1/06
Index increase = Profitability of exports decrease

Index components:

* Exchange Rates

* Terms of global trade
* Cost per hour worked
*Productivity = product per hour worked
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Terms of Trade Index

- Since Q2/09 imported raw materials prices rose by 34%, while export
D™ prices rose only by 9%

-33%

Terms of Trade Index = Industrial export
pricesindex divided by the imported raw
material prices index.In $ Terms. -40%
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Since June: Depreciation of the Shekel

Main Importers to USA

Changein Local Currency Against US Dollar
7/6/11 - 1/2/12 ($ = 3.737 NIS)
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504 During 2012: 3% depreciation is expected in the NIS against US dollar.
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Main Challenges Towards 2012

A Global economy
A Erosion in competitiveness of Israeli exports???
A social protest Implications

ASigns of a slowdown in domestic demand
AWage pressure

A Credit crunch in iIndustry ??

A Government bureaucracy

AOff-shoring

AResponsibIe fiscal policy

eopolitical instability
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Continuous Price Increase

Cumulative change rates, compared to 2006 average
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Customs Revenue as Share
of Total Goods Import 2010
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Import Penetration

Goods and services import volume as a percentage of total final expenditure, constant pris
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The number of Protec%lolms; :
Measures around the World
00 Cumulative number of protectionist measures taken
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Trade and International Relations Division, MAI (Based on Global Tra@ Aler
The Manufacturers' Association of Israel

Protectionism

Number of Protectionist measures taken by different
countries, 2008-2011
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Protectionism by type

Number of protectionism measures taken by different

140 - countries - By type
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Source: Foreign Trade and International Relations Division, MAL.
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The Effect* of Import Tariff Reguction

on the Israell Economy

The Act - Reduction of all industrial import tariffs

The Outcome

A Import of goods: + 9.5% , + 17 NIS billion.

A Industrial local Sales: - 17 NIS billion (-7.7%).
A GDP: -1.2%

A Labor Market: -24,000 Employees.

*An estimation based on IMF Working Paper fi | mp-Baduacing effec*

trade barriers: A cross countryi nvest i dag WWOf @3
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" During 2012 - Increased CGosts |

Controlled by the Government

Property Tax: +3%

Water for Industry: +25%

Electricity price: +6.6% (after about 15% increase during 2011)

environmental protection laws initiatives-> increased costs

%
s
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*
‘ et

World Energy Prices: upside risks (sanctions on Iran) !
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Main Challenges Towards 2012

A Global economy
A Erosion in competitiveness of Israeli exports???
A social protest Implications

ASigns of a slowdown in domestic demand
AWage pressure

A Credit crunch in iIndustry ??
A Government bureaucracy
AOff-shoring

AResponsibIe fiscal policy

Geopolitical instability
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Revenue of All Industries

Real change rates, S.A., each period against previous period
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Revenue of Commerce and Services

Real change rates, S.A., each period against previous period

3.2% 3.4%
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Expected Rate of Inflation

Average inflation forecasts 12 months forward
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Main Challenges Towards 2012

A Global economy
A Erosion in competitiveness of Israeli exports???
A social protest Implications

ASigns of a slowdown in domestic demand
AWage pressure

A Credit crunch in iIndustry ??

A Government bureaucracy

AOff-shoring

AResponsibIe fiscal policy

yGeopolitical instability |
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An Additional Wage Updates are
Expected

due to the Minimum Wage Update

AJanuary 2011 « 3,850 NIS
AApril 2 0 1edaw « 3,890 NIS
Aduly 2011 v 4,100 NIS @y law in 412)
Aoctober 2012 4,300 NIS @y aw in 413)

(Differential minimum wage/ Equal conditions??) :

%
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Contractor workers agreement é
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Difficulty in Recruiting Professional
Employees for the Industry

‘According to preliminary findings of a survey of expectations in industry
(Percent of Industrialists Reporting of Difficulties, Survey of Expectations in Industry)

83% 0 o, 84%
81% - % 82% 82% 2704
. 73% 75% 7304
20% 69% ggos,

0,
11%  18% -, 61% 23%
31%

75% 7 &%

25% o540, 26% 27% 8% 5000

52% 26% o504

e 33% 42%
0 0
o iz 18% e 3309
27%

23% e 20 e

34% 17%
29% 30% 0 %
| =% o = I lovs 18% 21% 23% 23% 504 2% S0 25% 230

0 0

9% 8%

Q4/07 Q1/08 Q2/08 Q3/08 Q4/08 Q1/09 Q2/09 Q3/09 Q4/09 Q1/10 Q2/10 Q3/10 Q4/10 Q1/11 Q2/11 Q3/11 éki1

=
%
A

Little Difficulty ®Medium Difficulty © Hard Difficum' %

= W ass00
28 The Manufacturers' Association of Israel 5

%
OF maaeh




ﬁ
Stimul ating U. SO0Ss

Presi dent Obamads St at eJano24, 2012:h

nel al so hear from many busi n
the United States but canote f|
Join me in a national commitment to train 2 million
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Main Challenges Towards 2012

A Global economy
A Erosion in competitiveness of Israeli exports???
A social protest Implications

ASigns of a slowdown in domestic demand
AWage pressure

A Credit crunch in industry ??

A Government bureaucracy

AOff-shoring

AResponsibIe fiscal policy

eopolitical instability
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Credit Crunch in Industry ??

According to survey of expectations in industry

Difficulty maintaining existing credit lines Difficulty in raising new credit
71%
67%
1 0)
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Source: Survey of expectations in Industry, January 2012, 179 respondents.
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SMEOs FiInanci ng

Survey of expectations - credit difficulties among SMEs

Difficulty maintaining existing credit lines Difficulty in raising new credit
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Main Challenges Towards 2012

A Global economy
A Erosion in competitiveness of Israeli exports???
A social protest Implications

ASigns of a slowdown in domestic demand
AWage pressure

A Credit crunch in iIndustry ??

A Government bureaucracy

AOff-shoring

AResponsibIe fiscal policy

eopolitical instability
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Israeli Government Bureaucracy:
A Major Obstacle for Businesses

The most problematic factors for doing business

uneﬁicient government bureaucracy...............195 #

Tax rates.. SO, ¥
Inadequate sum]h.r nf mfrastructure S— | 1.
lax regulations ... SO | | '
Inadequately educated wnrh;fnrce SRR - I
Policy |n5tah|l|nr‘ﬂl:l
Accesstofimancing. oo BB
Foreign currency regulafions ... B0
Restrictive labor regulations.......cciiee 83
Inflation... TR ¥
Envernment mstahlll’r',ffl:nups SRRSO Y |
Corruption..... EE
Crime and theﬁ SO UROORN | .
Poor work ethic in natlnnal Iahnr fnr-::e | ¥ |
Poor public heahhﬂﬂ

=
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10 15 20 5
Percent of responses

Source: The Global Competitiveness Report of World Economic Forum (WEF)a

the 2011/12 report covers 142 economies.
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Ease of Doing Business 2012

Singapore f§ 1
Hong Kong 2
New Zealand 3
USA 4
Denmark )
UK 7
Korea 8
Ireland 10
Finland 11
Canada 13
Japan 20
France 29
Austria 32
Israel 34
South Africa 35
Italy

Source: The World Bank. 2012 report covers 183 economies.
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Global Competitiveness Report
2011/12

Switzerland
Singapore
Sweden
U.S.A S
Netherlands 7
Japan 9
U.K. 10
Canada 12

Qatar 14
Belgium [HECRAUIIEREE15

27

200 200 200 200 200 200 200 200 200 201 201

Norway 16
Israel 22
Luxembourg 23
India 26
Ireland 29
Iceland 30
Poland 41
Jordan

* Source: World Economic Forum (WEF). 2011/12 report covers 142 economie‘
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Main Challenges Towards 2012

A Global economy
A Erosion in competitiveness of Israeli exports???
A social protest Implications

ASigns of a slowdown in domestic demand
AWage pressure

A Credit crunch in iIndustry ??

A Government bureaucracy

AOff-shoring

AResponsibIe fiscal policy

yGeopolitical instability |
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Shifting Production Lines Abroad

Rate of companies with manufacturing activity abroad
} 45%
In about a year, 45% of companies will have a manufacturing activity abroad. -

Today, about 25% of companies have manufacturing activity abroad.

28%Y

_ 24%
2006 220 =~ I 2
0
1 i i I I

Q4/09 Q1/10 Q2/10 Q310 0Q4/10 Q11 Q211 Q3/11 Q4/11

Source: Survey of expectations in Industry, Economics division, MAL.

26% 504
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Stimulating Local Economy in the U.S.

Presi dent Obamads State of t h

nNn.. We have a huge opportunity
manufacturing backe.

\/ An American manufacturer== should get a bigger tax cut

V' A high-tech manufacturer making products in the US =
should get double tax deduction

V Relocating to areas that were hitting hard= should get
help financing a new plant, equipment, or training for new

wor ker so
5 %
Jan. 24, 2012 ‘ Be ol

o A5 M(p
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Main Challenges Towards 2012

A Global economy
A Erosion in competitiveness of Israeli exports???
A social protest Implications

ASigns of a slowdown in domestic demand
AWage pressure

A Credit crunch in iIndustry ??

A Government bureaucracy

AOff-shoring

A Responsible fiscal policy

eopolitical instability
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Restrained Government Budgetary Deficit

As Percent of GDP

W Target Deficit m®Actual Deficit
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External shocks
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External shocks
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Relatively Low Government Deficit in Israel

As Percent of GDP. 2010
32.4%

10.6%10.5%10.4%

9.5% 9.20% 9.1%

7.0%
>4% 4.6% 4.1% 3,70
[ " 0
0 3.7% 3.3% 5 704 2.5%

Source: Eurostat, IMF, MOF, Oct. 2011.
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Continuous Reduction of Public Debt Ratio

Public Debt as Percentage of GDP
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Relatively Low Public Debt Ratio

| Source: Ministry of Finance, Eurostat, IMF
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