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Expectations derived
from the capital market Our forecast
Inflation 0.4% in May
in the coming months 0.4% in June
Future cumulative inflation — next
12 CPls 2.7%
(through April 2010)
Inflation through May 2010 CPI 2 8% 9%
(average annual rate)
Bank of Israel interest rate, 0.90% 0.75%
6 months ahead (up 0.40)
Fed interest rate, 0.30% 0.25%
6 months ahead (up 0.05)
Yield on Israeli Government 5.85% 5.759%
10-Year bond, 6 months ahead (up 0.29)
Yield on US Treasury 3.62% 3.75%
10-Year bond, 6 months ahead (up 0.19)
Dollar exchange rate, NIS 3.98 NIS 4.09
6 months ahead (unchanged) (up 2.9%)
Israel

The Bank of Israel left the interest rate unchanged at 0.5 percent, in line with
our expectation and with most economists' predictions. The BOI said, on an
optimistic note: "Data coming from the financial field, and recently from the
real arena as well, indicate possible moderation of the negative trend in
economic activity. However, renewed growth is not expected until the end of
this year. At this stage, the low interest rate along with the other measures
applied by the BOI support the return of positive growth to the economy." We
therefore estimate that the BOI is not planning further moves towards

monetary expansion in the near future.

The shekel strengthened by 3 percent against the currency basket over‘

last week, by 5 percent against the dollar, and by 1 percent against the euro.
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Exchange rates against the shekel, Dec 31, 2007 - May 26 2009
(Index, end-2007 = 100, increase means depreciation of the shekel)
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One of the reasons for the shekel's appreciation may be the estimates that the
Bank of Israel will soon stop buying foreign currency. We believe that this
estimate is mistaken. Given the deep recession and the considerable
slowdown in exports in recent months, we expect the BOI to continue to
purchase foreign currency in the near future, with the aim of weakening the
shekel and supporting competition in exports and economic growth. Even if
the shekel weakens, the BOI is not likely to stop foreign-currency purchases
suddenly, but to gradually reduce the volume of daily purchases while testing

market reactions.

The number of incoming tourists by air grew by 2 percent in April, but was still

18 percent lower than in April 2008.

The industrial production index decreased by 2 percent, and the trade and
service sectors revenue index increased by 4 percent, in March. Both indices

decreased by 8 percent in the twelve months ended in March and by
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Industrial Production Index

& Commerce and Services Sectors Revenue Index

Jan 2005 - Mar 2009
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United States

Government bond yields continued to rise, with an increase in inflation

expectations.
10-YEAR US BONDS
(Yield - percent per anum)
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Construction starts and permits decreased by 13 percent and 3 percent in

April, respectively, in sharper-than-expected declines, to the lowest levels of
the last fifty years.

US housing permits and housing starts

(Seasonally adjusted at annual rate)
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Europe

The euro zone purchasing managers' index reached 43.9 points in May,

according to an initial estimate, higher than expected. This figure indicates
continued recession, but at weaker intensity.

Euro zone PMI composite Index

65
(less than 50 points indicates contraction)
60 -
I~
554 F-——-—-—-= e o B B o T B
Al EEREIEREZIEEEE ol [2
= ,\szBm | 15| 15| [ [5] 5] [ [ W=
ko ol 15| ][] [ i ~| 1| [
oo [o] ] [ 8 3| B[S
| o3| | o = @] || 8] ] =
N[ [ = [of [= Frl
50 =L L B
joo
‘hEp
1<t
(=2
o)
<t
45 4 2] o o] | | 2
[ 183] 18] ew] 3
o
gl
40
35 J
wn [Te} n Te} © © © © © © ~ ~ ~ ~ ~ ~ [eo) [eo) @ @ @ @ (2] (o2} (o2}
2 2 2 2 2 § ¥ 9 Q@ 9 9 8 % 9 9 9 Q B © 9 v 9 I 9
> =5 Q > =4 H > = Q > =4 Hl > = Q > c 1 > = Q > c = >
5 3 (5} 5 3 I} T 3 I} T 3 s )
2 >~ 8 2 8 = 2 5~ & 2 8 = 2 >~ & 2 S = 2 >~ & 2 S = =2

HAREL

Insurance and Finance

For your peace of mind

Tel: 1-800-310-330 = www.harel-finance.co.lil

This review does not constitute a recommendation to buy or sell shares, cptions, contracts, etc; anyone doing so

acts solely upon his/her own judgment. The above is not a substitute for personal advice tailored to the needs of
the investor by a qualified advisor. Authors of this review may own securities mentioned in the review.




Economics and Research Department

GDP in the UK contracted by 1.9 percent in the first quarter of 2009 (negative
7.4 percent in annualized terms), similar to the previous estimate. UK retail

sales grew by a surprising 0.9 percent in April.

Japan

Growth data for the first quarter of 2009 were extremely poor, but slightly
above expectations. GDP contracted at an annualized rate of 15.2 percent,
with sharp declines in exports and investments. This was the worst growth
rate in Japan since World War Il, and the fourth consecutive quarter of
contraction of the economy. Furthermore, the previous quarter's figure was

adjusted downward, from negative 12 percent to negative 14.4 percent.

Important Announcements in the Coming Week

e The Case Shiller index of US housing prices will be published on

Tuesday, May 26.

e The Central Bureau of Statistics will publish its employment report for
the first quarter of 2009 on Wednesday, May 27, including the
unemployment rate and data on sales of new homes. Data on sales of

existing homes will be published in the United States.

e Data on sales of new homes will be published in the US on Thursday,
May 28.

e An estimate of the consumer price index will be published in the euro
zone, and an update of the first-quarter growth rate and the University
of Michigan's consumer confidence index will be published in the US,

on Friday, May 29.

e Data on construction starts and completions in the first quarter of 2009

will be published on Sunday, May 31. A
e Data on private income and consumption and the ISM manufacturing
sector index will be published in the US on Monday, June 1. HAREL
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This review is posted online at www.harel-finance.co.il/macro in Hebrew

and at www.harel-finance.co.il/macro/ENG in English.

Please address comments or questions to Mr. Ofer Klein at

oferk@harel-finance.co.lil

If you would like to be removed from the Harel Group mailing list,
please let us know in a reply fo this e-mail.
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