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Signs are increasing that the Israeli
economy has passed its low point...

In June 2009 the composite state-of-
the-economy index (also known as
the S-Index), published monthly by the
Bank of Israel (BoI), increased 0.2%
compared to the preceding month.
This comes after ten straight months
of declines.  June's increase stems
primarily from an improvement in the
economy's foreign trade data.
Furthermore, the industrial data
indicate a continuation of decline,
albeit at a slower rate compared to
that of the beginning of the year.  The
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retail trade data also indicate an
expanding trend in recent months, as
the data on sales at retail chains for
the second quarter of the year
strengthen this trend.

The composite state-of-the-economy
index is an index of developments of
economic activity in Israel that
positively correlates with the country's
GDP.  When analyzing the recent
quarterly development of this index it
can be seen that the second quarter
data indicate a more moderate
downward rate compared to the
downward rate registered in the first
quarter of 2009 (see accompanying
chart).

...yet a negative growth rate is still
expected for all of 2009

In its press release announcing the
composite state-of-the-economy
index, the BoI noted "It is too soon,
however, to assess whether it indicates
a turnaround in the business cycle."
Indeed, one bird alone still does not
indicate that spring has begun;
however, an analysis of most of the
indicators of economic activity shows
recently an improvement and/or a
slower rate of decline.  In particular
is the data from the area of private
consumption, and less so from the
industrial sectors, the rate of recovery
of which is expected to be slower
when taking into consideration the
dependence of the Israeli economy on
the state of the global economy.

Economic activity
in the first half of 2009

The S-index and GDP
Q-to-Q rates of change, annualized terms

Based on the positive correlation between the S- index and the GDP,
it appears that after negative growth at an annualized rate of 3.7%
in the first quarter, it is likely the second quarter will show a growth
rate ranging between 0% and -2%, in annualized terms.  In the event
the trend of recovery in the composite state-of-the-economy index
will continue along its current path also in the second half of 2009,
then it is expected that the country's GDP will already return to a
positive growth trend, albeit moderate.
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In the past we analyzed periods of
reduced economic activity in Israel,
based on monthly changes in the
composite state-of-the-economy
index.  The findings showed that in
the last three decades there were only
five periods in which this index fell in
four consecutive months or more, as
the periods of decline ranged between
8-28 months, with the average
number of months of consecutive
decline equaling 16 (sometimes during
the periods there were months when
the index did not fall).  What this
means is that these periods of
consecutive monthly declines in the
index are not short; however, if it
turns out that June indeed indicates
a turning point, then the period of ten
months of decline in the index is
relatively short compared to the
previous periods of consecutive
decline in the country's economic
activity.  Taking into consideration the
severity of the current global crisis -
such a development would be a
positive point for the Israeli economy.

The relatively short duration of the
current recession is attributed to the
characteristics of the Israeli economy
as it entered the crisis, as its economic
fundamentals were quite strong, in
particular regarding the country's fiscal
position, balance of payments, price
stability and conservative banking
system.  This is all in complete contrast
to the condition of many Western
countries.  Thus, the severity of the
crisis in Israel has been until now
relatively moderate compared to what
has occurred around the world, and
the policy steps implemented as the
country entered the crisis and

throughout were in accordance with
this situation.

Against this backdrop, it is likely the
exit  strategy from the non-
conventional policy tools implemented
in Israel (for example, the substantial
monetary expansion) will be initiated
earlier than in the large Western
countries.  Looking forward, it appears
the signs of recovery in local demand
in the Israeli economy are expected
to partially offset the damage being
caused to exports, which is an
important growth driver for the
economy (in the US economy, for
example, the situation is very different,
with stronger damage to private
consumption and recovery in the realm
of foreign trade).  Taking all this into
consideration, we are revising
upwards our forecasts and now
expect 2009 growth to be negative
by a rate of only 0.7%, and in 2010 a
positive growth rate of 2% is expected.

The increase in the CPI since the
beginning of the year is felt in almost
all components

In June 2009 the consumer price index
(CPI) increased 0.9% m/m, while year-
to-date the index has increased 2.1%.
Meanwhile, over the trailing 12-month
period inflation increased 3.6%, a rate
that is above the upper border of the
price stability target range of 1-3%.
The housing component rose during
the same period 16.8%, and in light
of its heavy weighting in the CPI (20%)
it accounts for most of the rise in the
overall index.

An analysis of the contribution of the
various components of the CPI to the
rise in the overall index during the



Leumi Review  |  Issue No. 155  |  August 2009

January - June 2009 period paints a
slightly different picture from what
was seen in the past 12 months:  only
one-third of the increase stems from
the housing component and one-third
from the rise in energy prices since
the beginning of the year.  In other
words, the increase in the housing
component, and its contribution to
the overall index, occurred primarily
at the end of 2008 and not in 2009.
In addition, it is important to emphasize
that most other components of the
CPI increased in the first half of 2009
and had a not-so-insignificant
contribution to the increase in inflation.

The decline in the heavy influence of
the housing component on the overall
index relative to last year can be seen
also in an analysis of the quarterly
rate of price increases in the economy
(see the accompanying chart in which
each point of time represents inflation
over the trailing three-month period).

Since the beginning of the year, the
difference between the quarterly
inflation rate of the index excluding
housing and the overall quarterly
inflation narrowed.

The CPI figures in the next two months
are expected to be influenced by
government decisions:  the hike in the
VAT rate (July) and the excessive water
use levy (July and August).  It appears
that after these one-time price
increases, the rise in prices will
moderate and in all of 2009 inflation
is expected to be within the price
stabi l i ty target range of the
government, albeit along the upper
border of the range (1-3%).

The interest rate of the BoI - no
change; central bank intervention in
the local bond market will cease, but
will continue in the foreign exchange
market

On July 28 the BoI announced its
interest rate for August will remain
unchanged at 0.5%.  In explaining the
background conditions that led to its
decision, the BoI noted several points.
First, the central bank highlighted its
estimate that the CPI figures for the
next two months will be high due to
the expected increase in prices caused
by tax changes and a rise in prices of
certain government controlled prices
(for example, water).  Therefore,
inflation on a trailing 12-month basis
is expected to remain along the upper
border of the price stability target
range (1-3%) in the near term.

In addition, the central bank noted
that indicators on real activity show
a slowdown in the decline in activity,
and perhaps even an end to the

Israel's CPI: Total and Excluding Housing
3-month rate of change

In May and June 2009, the rate of quarterly inflation of the index
excluding housing rose more than the rate of overall inflation, as a
result of the declining impact of the housing component on the overall
index.  Thus, the increase in the index since the beginning of 2009
is not only the result of the impact of the rise in housing prices.
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in the US and Europe.  This is due to
the following reasons:  inflation in
Israel did not fall by the same
substantial degree that occurred in
these other countries, where the
annualized rate of price changes
turned negative recently; the depth of
the recession in Israel is not as severe
as it is in other countries; and also
because of the sharp and exceptional
crisis experienced in the financial
sectors of other countries, but not as
severe in Israel.

The significance of the actions taken
by the BoI:  the beginning of the "exit
strategy" from the non-conventional
policy steps implemented during the
crisis

In addition to the publication of its
interest rate decision, the central bank
also announced it would cease
purchasing government bonds in the

economic slowdown in the second
quarter of the year.

The unusual degree of monetary
expansion by the BoI is reflected since
the beginning of the year in the slide
in the level of real short-term interest
rates.  The attached chart presents
one of the gauges of this: the expected
(ex-ante) real interest rate of the BoI,
which is calculated as the nominal BoI
interest rate minus expected inflation
according to the capital market for
the coming year.  As can be seen in
the chart, the level of this interest rate
floated in the past within a relatively
narrow range of around 3%.  A real
rate at this level is acceptable around
the world during "normal" periods.
However, due to the rapid monetary
expansion on one hand, and the raised
concern in the Israeli capital market
regarding inflation on the other hand,
the real interest rate deviated
significantly from the long-term
average and became negative at a
level of minus 2% on average during
the second quarter of the year

A correction in the real interest rate
returning towards the direction of
positive 2-3%, which reflects a
nominal rate of 5-6% (assuming an
expected inflation rate of 2-3%) is
only a question of time. However,
based on the current data, the process
of raising interest rates is not expected
to begin already in the coming months.
When the process of raising rates will
begin, it is expected to continue over
a substantial period, until the return
to the level of "normalization".

We also note that the process of
raising interest rates in Israel is
expected to precede the same process

Real ex-ante Bank of Israel Interest Rate
Period average

The deviation of the real interest rate level from the long-term average
is more or less the case in other countries as well. This is the result
of the monetary expansion of many central banks.
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Hang Seng Index declined 48%.
Stock prices continued to fall in the
first two months of 2009; yet, in
March through May there began a
turn for the better and prices have
stabilized.

The crisis ultimately trickled into the
real economy as well.  Throughout
the fourth quarter of 2008 and the
first quarter of 2009, which until
now have been the most hard-hit
quarters of the current crisis, the
GDP of the leading countries of the
world fell sharply.  In the US GDP
dropped during these two quarters,
compared to the two preceding
quarters, by a rate of 4.9% (in
annualized terms).  In the euro block
of countries the GDP fell 6% during
these two quarters (in annualized
terms); and in Japan the GDP
dropped by a rate of 7.8%.
According to current estimates, US
GDP is expected to shrink 3-4% in
2009, while in Europe the decline
is expected to reach 4-5%.

The global crisis did not skip over
the Israeli economy; however, it
appears the damage was relatively
low compared to what was felt in
other countries.  Thus, Israel
achieved a positive GDP growth rate
of 4% in 2008.  This appears to be
a comfortable rate of growth;
however, this annualized rate of
growth incorporates opposing

The global events of the past year,
and to a lesser degree also in Israel,
will without a doubt be recorded in
history books as one of the deepest
economic crises in the last 100
years.

Since the beginning of the crisis and
through mid-2009 financial
institutions around the world
suffered credit losses and other
write-offs in the sum of US$1.5
trillion.  Two-thirds of these losses
were recorded in the US, and an
additional one-third was in Europe.
At the same time, banks and financial
institutions around the world were
either partially or fully nationalized
as governments provided an
emergency flow of funds in the
amount of US$637bn, with
US$420bn coming from the US.
According to the current estimates
on the situation by the International
Monetary Fund (IMF), which were
published in the second half of April,
the process of understanding and
registering losses is still taking place.

Stock markets around the world
experienced sharp drops of almost
unprecedented levels in the past
year.  In the US the Dow Jones Index
declined 34% throughout 2008, and
the S&P500 fell 38%.  In Europe, the
DAX Index fell 40%, while the Euro
STOXX index dropped 44%.  In Asia
the Nikkei Index fell 42% and the

The Israeli Economy in the Global Crisis:
Find the Differences
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therefore, the Israeli economy is
much less susceptible to the chain
of events occurring around the
world today, which originated with
the weakness in the demand of US
households.  As is known, Israeli
exports are based for the most part
on industrial products and high-
tech services.

Continuing this example, and as it
appears in a deeper look, there is a
list of macro-economic differences
that create a basis for hope that
the damage felt in the Israeli
economy caused by the global crisis
during the coming year will be less
severe than the damage caused to
other countries around the world.
Thus, we will attempt to support the
claim that given the positive initial
conditions of the Israeli economy
prior to the breakout of the global
crisis, the economic slowdown in
Israel will apparently not be so
dramatic as is expected in most of
the OECD countries, even though it
will still be severe with implications
for the unemployment rate and for
Israeli companies.

The first significant difference relates
to the over-expansion that
characterized the residential
construction sector in most
countries around the world.  This
trend characterized most countries
in the West; and ultimately things
crashed as prices dropped sharply
and as the number of mortgage
borrowers who could not meet their
monthly payments increased
significantly.  In contrast, in Israel
the number of construction starts

trends for both half-year periods in
2008: growth during the first half
of the year; with a slide into
recession, still not deep, during the
second half of the year.  The
recession felt in the local economy
was reflected in various economic
indicators in the beginning of 2009.

The differences in the severity of
the recession felt in Israel and in
other countries, which can be
viewed as "peer countries" for the
purpose of comparison with the
Israeli economy, are significant.

This difference is not coincidental,
since Israeli exports, in contrast to
exports from the East to the West,
do not include automobiles,
electronic consumer goods, and
many other consumption goods;

The rate of change of the average level of GDP
in the last quarter of 2008 and the first quarter of 2009,

compared to the preceding half-year period, in annualized terms

Whereas the Israeli GDP fell in the final quarter of 2008 and the first
quarter of 2009 by only 1.6% (in annualized terms), in the developed
countries of southeast Asia, such as South Korea and Taiwan, both
of which are heavily export-oriented just like Israel, the GDP fell 14%
in annualized terms.
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has been very low for years, and
this is according to all criteria.

In other words, whereas in the
Western world a bubble was quickly
created in residential real estate,
Israel experienced a different
scenario that involved an actual
shortage of housing supply.  What
this means is that while many
countries - such as the US, England,
Ireland, and Spain - are currently
experiencing a very rapid decrease
in residential construction, which is
significantly dragging down GDP,
activity in this sector in Israel is at
a level that does not need to be held
back at all, and actually there is even
the potential for an expansion in
this sector, which would have a
positive contribution to growth.

At the same time the granting of
mortgage credit in previous years
was carried out in the US and in
other Western countries in a manner,
which included granting credit to
borrowers who lacked the ability to
pay back their loans, and at high
levels of leverage. In contrast, in
Israel there was, and continues to
be, a very strict system of credit
checks of potential borrowers, and
the practice of granting credit
without guarantors is not as
common as it is in the US. These
conditions meant there was no
"hangover" in Israel's construction
sector and thus there exists the
potential for economic growth, in
particular in the area of residential
construction, which can serve as a
driver for growth, even if the effect
is low.

As for private consumption, Israel
has several advantages over other
countries that will prevent this area
of activity from dragging the
economy downwards.  These
a d v a n t a g e s  i n c l u d e  t h e
demographic growth within Israel,
which is rapid compared to other
developed countries; plus the fact
that the historical savings rate has
been high in Israel.  Population
growth in Israel  stands at
approximately 1.7% per year, with
an emphasis on active consumers
of working age.  This is in contrast
to a lack of any population growth
at all in Europe, and a 0.4% increase
per year in England, and 1% growth
in the US.  The benefit for Israel is
that this steady population growth
creates a relatively rigid "floor" for
the  expans ion  o f  p r i va te
consumption, which represents the
largest component of GDP.

Another advantage enjoyed by the
Israeli economy is its household
savings rate.  During these days in
which the world is entering a
recession with a rapid decline in
consumer confidence in the US and
Europe and a decline in private
consumption there, a relatively high
level of savings in Israel from
preceding years, which is actually
exposed to declines in the financial
markets, serves as a source for
consumption.  These savings are
likely to decrease the damage
caused to peoples' standard of living
and the country's GDP during
periods of economic difficulties.
The relatively high savings rates of
Israeli households is similar to that
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in Israel.

As for Israel's foreign accounts, the
series of positive data relating to
Israel place the country in a
"different league" from other
emerging markets.  Whereas eastern
European countries are struggling
under the burden of foreign debt
and large deficits in their balance
of payments, Israel has a surplus in
its various external accounts.

The country maintains a surplus of
foreign currency assets over
liabilities; therefore, Israel is a net
lender to the world and not a net
borrower.  This is a completely
different situation from many other
emerging market countries that fully
depend on various capital inflows
from other countries in order to
finance their deficits.

During a period such as the present
one, in which these capital flows are
rapidly shrinking, we are being
witness to too many incidences of
economies that are being "choked"
for funds, such as eastern European
countries.  If it were not for the
expansive assistance from the
International Monetary Fund and
from the European Union, some
countries would experience a
financial, economic, and perhaps
even a political crash.  In other
words, the continuous state of
surplus in Israel's foreign accounts
is one among many indicators that
differentiate the Israeli economy
from the economies of other
emerging market countries; and this
contributes to stability in the local
economy and greatly reduces the

of leading developed countries in
this area such as Switzerland,
Germany, and France; and is very
different from countries that faltered
in this area, such as the US and
eastern European countries.

The relatively high savings rate in
Israel, which serves as a "safety net"
during economically difficult periods,
relates as well to the existence of
a relatively expansive system of
savings options in Israel, such as:
pension funds, provident funds,
advanced training funds, and other
savings instruments that are
automatically deducted at source
from employees' salaries. Here as
well great importance is granted to
forward-looking policies that at the
same time enhance the degree of
job security and also the security in
the existence of reasonable pension
coverage for the overall population

The deficit(-)/surplus(+) in the current account
of the balance of payments as a percentage of GDP,

 IMF estimates for 2008

The current account of Israel's balance of payments has been in surplus
for five straight years, and a surplus is expected again in 2009.
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level of concern regarding economic
"strangling" factors.

Overall, Israel's GDP is expected to
decline by a relatively small rate of
0.5-1.0% in 2009.  This figure
compares to expectations for a
sharp decline of 4%, or perhaps
even more, in the GDP of OECD
countries.  There is room for
conjecture that the situation that
has existed already for a number of
years will continue, according to
which, the Israeli economy grows
consistently at a faster rate than
that seen in OECD countries and
during periods of global crisis, the
Israeli economy shrinks by a lesser
degree than what occurs in these
countries.  The continuation of this
trend over the long-term will help
the Israeli economy to continue to
improve relative to other countries
its standard of living, technological
advancement, and its output per
employee.

The data mentioned above express
the current situation, which is built
on the infrastructure from the past.
In other words, it is important to
remember that Israel is still based
on the qualitative advantages
formed in the past of its human
cap i ta l  and  t echno log i ca l
development - which were built up
under conditions of massive
investment, mostly public, in human
capital in research universities and
in the defense realm.  Over recent
years these institutions suffered in
terms of their budgets and their
ability to maintain the same positive
conditions to serve over time an

advancing economy that is export
oriented towards high tech
products.

What occurred in the past is not
guaranteed for the future.  Various
processes such as a decline in the
quality of education, neglect of the
country's R&D facilities, and a "brain
drain" are all likely to cause over
time a situation in which when there
will be a turnaround in the global
markets and when there will be a
renewal of demand for technological
innovation and know-how, Israel
will not be properly prepared and
thus will not be able to realize the
full potential inherent in the country.

In conclusion, whereas in 2009 and
2010 Israel appears to be less
damaged by the global economic
and financial crisis compared to
other countries, in order to maintain
this strength and stability there will
be a need to significantly change
policy.  The policy adopted must
create the conditions for establishing
high quality human resources and
technological development, which
will lay the foundations for furthering
innovation and will form the
infrastructure that will place Israel
at the forefront of the map of global
markets when the crisis will
eventually end and towards the next
crisis whenever that will be.  This
can be carried out only by applying
public resources to the very same
areas that have little access to the
market.
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Alternatively, the BoI lowered the
short-term interest rate to 0.5% and
purchased foreign currency and
government bonds; and by these
means the money supply and the
monetary aggregates in the local
economy expanded.

When the crisis ends, the concept of
inflation targeting as a sole policy
target that over-rides all other policy
targets will have to be rethought. It is
reasonable to assume that reality will
dictate that after this crisis there will
be a multiplication of new targets that
will demand the usage of a number
of policy tools.  One of the important
targets, if not the central of all of them,
will be that of maintaining financial
stability and the concentration of
supervision over al l  f inancial
institutions under the authority of one
single body.

From a monetary viewpoint, it appears
the cessation of monetary expansion
will not be simple.  During normal
periods, banks borrow money from
the BoI for short periods and the BoI
regulates banking system activity by
means of price-setting (the interest
rate of the BoI) or through volume
adjustments (via monetary tenders
and the purchase/issue of T-bills).
Nonetheless, in the current period as
the "conventional" instruments of the
BoI have been exhausted, policy
implementation has been assisted also
with the use of "non-conventional"
policy instruments, among them being:
the purchase of medium- and long-
term government bonds by the BoI

The manner in which monetary policy
is managed around the world has
changed beyond recognition over the
past year.  For example, in the period
preceding the current crisis, the Bank
of Israel (BoI) strived to achieve the
target of price stability through the
use of one monetary tool - the short-
term interest rate.  The idea of
maintaining minimalist intervention in
the markets was based on the
assumption that the financial markets
price credit risk correctly and therefore
allocate credit efficiently.  The widely
accepted opinion was that price
stability would serve to achieve other
goals such as financial stability and
full employment, all this without
government intervention (laissez-
faire).

Yet, does price stability encompass all
aspects of the economy?  The crisis
began when an environment of low
inflation prevailed around the world.
During the crisis market failures were
discovered that demanded central
bank intervention that in retrospect,
it can be said, stabilized the financial
system and saved it from crashing.
Due to the severity of the damage
caused by the crisis to the sources of
credit, in the US and England the
central banks transformed in certain
cases from the lender of last resort
to banks into the primary source of
borrowing for firms.

Regarding Israel, the BoI was not
required to support the banking
system due to the high financial
stabi l i ty  of the local  banks.

Looking Towards the Day After
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and the purchase of foreign currency,
and against these actions the flow of
money to the markets.

The purchase of foreign currency,
which began in March 2008 and has
amounted to a total of US$21bn until
mid 2009, supported the depreciation
in the exchange rate of the shekel.
In addition, the intervention of the BoI
in foreign exchange trading decreased
the degree of expected volatility in
the exchange rate, as reflected in the
implied standard deviation in foreign
currency options.

The purchase of foreign currency
increases the foreign currency
reserves of the BoI and thus this
creates a stabilizing effect, but not
without risks.  The existence of such
high reserves testifies to the financial
strength of Israel.  However, the
composition of the reserves, which
includes primarily short term US
government bonds and central bank
deposits, exposes Israel to different
market risks, such as, for example, the
potential for a decline in the value of
the dollar around the world, or the
interest rate differential between Israel
and abroad, and thus there exists the
potential for a high fiscal cost as a
result of this activity which is
expressed as a large deficit in the
BoI's capital.

Intervention by the BoI in foreign
currency trading at the end of the
1990s created a large deficit in the
BoI's equity.  The total loss amounted
to NIS 21.4bn, as of the end of 2008.
The fiscal implication for the capital
loss created at the BoI as a result of
the accumulation of reserves is that
the profits from the investment of the

reserves will be used to cover the
accumulated loss and thus will not be
transferred over to the government.

Since intervention activity in the
markets is temporary, as an interim
assistance tool to help monetary policy
during this unique period, the question
asked is what will be the exit strategy
from the use of the new policy
instruments.

In terms of the impact on the exchange
rate, it appears the degree of
effectiveness of intervention in foreign
currency trading increased with the
decline in international trade volumes,
and this is because the amount of
purchases by the BoI did not decrease.
That being the case, what will happen
to the exchange rate on the day the
BoI ceases its intervention, in particular
if the basic pressures strengthening
the shekel continue, or even increase?
In this situation, it will be difficult to
determine if the exchange rate

BoI Intervention in the Foreign Currency Market
Purchases (+) / Sales (-) by the BoI

USD Millions per Month
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Following a prolonged period of no intervention in the foreign exchange
trade, the Bank of Israel started accumulating foreign currency reserves.
These reserves are held mainly in US dollars, exposing the Bank of
Israel balance to equity losses in the case of currency fluctuations.
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of selling bonds back into the market
has the potential of causing a rise in
yields-to-maturity on bonds and
restraining the level of recovery in
economic  act iv i ty ;  however ,
alternatively, excessive monetary
expansion and a capital deficit at the
BoI have their own costs as well.

There is the large potential for inflation
from this monetary expansion.  The
fact that until now inflation in Israel
fell by a lesser degree compared to
other countries such as the US and
European countries, testifies to the
fact that the GDP gap in Israel is lower.
In other words, despite the rise in the
unemployment rate in Israel, there is
a more substantial potential for the
creation of inflation against the
backdrop conditions of accelerated
monetary expansion.

In addition, the current monetary policy
expands the money base quickly, and
it creates large liquidity surpluses in
the banking system.  Due to the low
appetite for risk and the absence of
alternative investments, these funds
are accumulating in current accounts,
and this is an "unnatural" situation
that creates more than a few risks in
terms of asset management and the
liabilities of the different segments of
the private sector.

In summary, clarification from the BoI
on the manner in which it intends to
further change its policies is important
in order to neutralize concerns over
future inflation and over instability in
the financial markets.  Therefore, it is
preferable that the rules of future
monetary policy management will be
clarified as soon as possible.

represents equilibrium that does not
require intervention, or market failure
that will require intervention.

There is a concern that the BoI will
find it difficult to moderate its
intervention in the foreign exchange
market with the same ease with which
it began, without causing high volatility
in the market. Similarly, the Bol’s
intentions regarding the holding of
the bonds it purchased via its market
intervention through to their maturity,
or alternatively to sell these bonds
back into the market was very unclear.
The possibilty of a substantial process

The Rate of Inflation in the Consumer Price Index
over the Last 12 Months In Israel and OECD Countries

 (June 2009 data, percentages)

Israel has entered the crisis with unemployment rate at a record low
and with GDP growing close to its potential. Compares to other OECD
countries, unemployment in Israel rose moderately and Israeli inflation
has stayed above target. The output gap in Israel has opened much
less than in other OECD economies while the monetary policy response
has been similar.

0  1  2  3  4  5  6  7  8  9-6 -5 -4 -3 -2 -1 10 11 12

Iceland
Mexico
Turkey
Poland

Indonesia
Israel

Norway
Slovak
Korea
United

  Netherlands
Czech

Denmark
Italy

Greece
Germany

Austria
Finland

Cananda
Luxemburg

France
Sweden

Spain
Belgium

United States
Portugal

Ireland



19

The Israeli Hotel Sector Overview
The global economic crisis that
began in the US in the summer of
2007 expanded, and deepened,
throughout 2008.  The main impact
of the crisis is centered in the US
and European markets, which
account for the bulk of Israel's
i n c o m i n g  t o u r i s t  m a r k e t .
Consequently, this crisis is likely to
influence the financial results of
Israeli hotel companies.  This view
is based on the assumption that
hotel stays will be among the first
expenditures to be cut back as a
result of the economic situation.
Therefore, looking forward, a decline
in hotel revenues is expected in
2009.  Accordingly, international
organizations associated with the
global tourism industry expect total
revenues in the global tourism sector
to shrink 2 - 3.5% in 2009.

Recent economic developments in
Israel's hotel sector

The year 2008 was a peak year for
tourist visitors in Israel.  During the
year more than three million visitors
visited the country, reflecting an
upward spike of 32% compared to
2007 and even an increase of 13%
compared to the previous peak year
(2000).  In 2008 the country
recorded 2.1m tourist arrivals by
air, reflecting an average of 527,000
per quarter (data excluding
seasonality).  This figure represents
a 21.7% increase compared to
2007.  It can be noted that data on
incoming tourists to Israel have been

characterized by an upward trend
for a number of years (except for a
decline in 2006 as a result of the
Second Lebanon War).

In a breakdown of incoming tourists'
nationalities, Americans are notable,
accounting for 20.6% of all tourist
entries into Israel by air in 2008.
After the US came Russia accounting
for 11.9% of tourist entries by air,
France with 8.8%, and then Britain
with 6.3%.  The high proportion of
incoming tourists from the US, which
is the source of the global crisis,
represents a high source of risk for
the local hotel sector, especially
during the current period.  It is
important to realize that in the
January - June 2009 period there
was a sharp decline of 20% in the
number of incoming visitors to Israel,
compared to the same period in
2008.

According to estimates by the
Central Bureau of Statistics (CBS),
the drop in the number of entries
to Israel apparently stems from the
consequences of the crisis in the
global financial system, and also
from the hostilities that occurred
between Israel and the Gaza Strip
at the end of 2008 and the
beginning of 2009 (Operation "Cast
Lead").  It is important to note that
the bulk of the decline was
registered in the first two months
of the year, when there was a 26%
drop in the number of visitors to
Israel compared to the same period
in the preceding year.
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Data on the average duration of
hotel stays show a slight decline in
the first quarter of 2009 compared
to the forth quarter of 2008
(primarily due to seasonality).
Compared to the same period of
2008 there was an increase in the
duration of overnight stays by
foreign tourists and Israelis.  In the
first quarter of 2009 the average
duration of hotel stays by foreign
tourists stood at 2.9 nights, while
for Israelis the average stay was 2.1
nights.

The nat ional  average room
occupancy rate in tourist hotels
stood at 65.8% in 2008, compared
to 59.6% in 2007 and 57.0% in
2006.  The national hotel occupancy
rate in 2008 was the highest
registered over the last decade, but
below the peak occupancy rate of
67.9% registered in 1995.

Revenues at tourist hotels amounted
to NIS 7.8bn in 2008, representing
a 5% increase compared to 2007.
This increase stems primarily from
a 13% increase in proceeds from
foreign tourists (NIS 3.4bn in 2008
compared to NIS 3.0bn in 2007). In
the first quarter of 2009 there was
a decline of 12.7% in the revenues
comparing to the same period in
2008. The average daily expenditure
of foreign tourists registered a 1.3%
decline in 2008 in shekel terms
compared to 2007.  In US dollar
terms there was a 13.2% increase.
In the first quarter of 2009 the
average daily expenditure of foreign
tourists registered a 14.1% decline
in shekel terms compared to same

The increase in the number of
entries to Israel in 2008 contributed
to the general rise in the number of
overnight stays at tourist hotels
during the year.  The total number
of overnight hotel stays amounted
to 21.6m in 2008 - an increase of
4% compared to 2007.  This
increase is primarily due to a 20%
increase in the number of overnight
hotel stays by foreign tourists. In
the first quarter of 2009 the total
number of overnight hotel stays
amounted to 4.8m- a decrease of
11.4% compared to the same period
in 2008. This decrease is primarily
due to a 21.1% decrease in the
number of overnight hotel stays by
foreign tourists.

Overnight hotel stays by Israelis and foreign tourists,
data excluding seasonality

The total number of overnight hotel stays in the first quarter of 2009
by foreign tourists amounted to 1.9m, while Israelis accounted for
2.8m. This figure reflects a 3.4% decline in the number of overnight
hotel stays by Israelis compared to same period in 2008 and a decline
of 21.1% in the number of overnight hotel stays by foreign tourists.
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period in 2008.  In US dollar terms
there was a 6.0% increase. These
figures illustrate the strong impact
the exchange rate has on revenues
in the sector, and in addition it
highlights the importance of the
increase in the number of incoming
tourists during a period of currency
appreciation.  According to balance
of payments data, the total export
o f  tour i s t  se rv i ces  ( to ta l
expenditures by foreign tourists in
Israel) increased 23.4% in 2008,
with a rise in the number of visiting
tourists in Israel, and amounted to
US$2.7bn.

As mentioned above, foreign tourists
had a strong impact on revenues at
tourist hotels in 2008.  In an analysis
of the contribution of foreign
tourists to the total proceeds
registered at tourist hotels in US
dollar terms, it can be seen that from
2000 through 2002, when the crisis
in the hotel sector was at its peak,
there was a downward trend in the
ratio of proceeds from foreign
tourists to total proceeds, as at that
time the ratio stood at 17%.  Since
then, there was a trend of recovery
that ended in the summer of 2006
with the breakout of the war in the
north; at that time the ratio reached
26.6%.  With the conclusion of the
war a renewal of the recovery
occurred and in the first half of
2008 foreign tourists accounted
for 46.1% of total proceeds at Israeli
hotels.  In the third quarter this ratio
fell to 37.3%, stemming from
seasonal factors that repeat each
year ( the th ird quarter  is
characterized by high proceeds from

Israelis as a result of the summer
vacation period).  In the fourth
quarter of 2008 once again the
ratio increased, reaching 45.4%. In
the first quarter of 2009 the ratio
accounted to 42.7%.

The number of employed in the
sector shows a degree of optimism
among employers in the past, as
indeed the upward trend that began
in 2003 continued in 2008 when
the average number of employed
increased 2.5% compared to 2007.
In the first quarter of 2009 the
number of employed in the sector
declined in 5.3% compared to the
same period in 2008. This is the
sharpest decline recorded since
2003. An analysis of salaries in the
sector show that in 2008 wages
increased 3.3% (current prices)
compared to 2007. In the first
quarter of 2009 the salaries
continued this trend.

Analysis of fourth quarter 2008
financial results of publicly traded
companies in the sector

The analysis presented below is
based on the financial reports of
publicly traded companies active in
the sector.  It is worthwhile to note
that this analysis does not include
international hotel chains such as
"Hilton", "Sheraton", and others.
Hence, it is important to realize that
the entire sector includes only a few
companies, while two of them ("Dan
Hotels" and "Isrotel") together
account for 82% of the aggregate
balance sheet of the sector.  This
fact is likely to distort the results
presented in the financial analysis.
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percentage points compared to the
same quarter of 2007.  There are
two main factors that helped
companies in the sector in the fourth
quarter:  the depreciation of the
shekel vis-à-vis the dollar and the
decline in input prices.

(1) Changes in the exchange rate
vis-à-vis the dollar - The exchange
rate of the dollar was very volatile
in 2008 and this influenced the
profitability of companies in the
sector.  The year opened with an
exchange rate of NIS 3.85:US$1.
During the first half of 2008 the
exchange rate of the dollar
weakened as it fell to a level of NIS
3.23:US$1 at the beginning of July.
This represents an appreciation of
16%.  This sharp drop had a strong
impact on companies in the sector
since a portion of their revenues
are in dollars, while their expenses
are in shekels.  By year end the dollar
exchange rate equaled NIS 3.8:US$1
- an 11.1% depreciation in the
fourth quarter of the year.  Looking
forward, the exchange rate of the
shekel is expected to continue to
show high volatility, in particular vis-
à-vis the dollar.  This will impose an
additional burden on companies in
the sector, relative to the past, to
manage the foreign exchange risk
as efficiently as possible.

(2) Input prices - In 2008 there was
a sharp rise in food and energy
prices.  This made the functioning
of companies in the sector much
more difficult.  Data from the Israel
Hotel Association show that in all
of 2008 food prices increased 13%

Profitability

The level of profitability in the sector
continued to be high in the fourth
quarter of 2008.  Two of the ratios
that measure the profitability of the
sector registered improvement.  The
companies noted in their financial
reports that the rise in the number
of incoming foreign tourists to Israel
helped boost revenues.

Gross profit margins in the hotel
sector stood at 40.7% in the fourth
quarter of 2008, representing an
improvement of 3.6 percentage
points compared to the fourth
quarter of 2007.  The companies in
the sector note the increase in the
number of incoming tourists to Israel
in 2008 as one of the factors that
helped increase revenues.

In the fourth quarter of 2008 the
hotel sector recorded an operating
margin of 13.8%.  This figure
represents an improvement of 2.2

Operating profit margins in the hotel sector
in 2007-2008

There is a clear seasonality trend within the operations of companies
in the sector.  This seasonality is characterized by the fact that revenues
in the first and fourth quarters of the year are lower than those in
the second and third quarters of the year.
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(average of 2008 compared to the
average of 2007).  Energy prices
increased 15%.  In the final quarter
of 2008 prices began to decline;
while in 2009 prices are expected
to return to their levels from before
the sharp rises and to remain at this
level.

ROE in the sector stood at 1.1% in
the fourth quarter of 2008, but
compared to the same period in
2007 there was a decline of 1.4
percentage points.  The main reason
for this decline is the sharp drop in
net profits at "Dan Hotels"
(accounting for 40% of the
aggregate balance sheet) due to
high financial expenses of the
company in the fourth quarter of
2008.

Liquidity

The hotel sector is characterized as
having a low level of liquidity.
Compared to other sectors of the
economy, this sector is characterized
as having the lowest level of liquidity.
In the fourth quarter of 2008 the
level of liquidity of the sector fell
compared to the same quarter in
2007.

The current ratio of the sector stood
at 0.38 in the fourth quarter of
2008, representing a decline of 0.06
compared to the same quarter of
2007.

The quick ratio of the sector stood
at 0.35 in the fourth quarter of
2008 compared to 0.41 in the same
quarter of 2007.  The development
of this ratio and its similar level to
the current ratio of the sector is due

to the relatively low level of inventory
in the sector (only 7.5% of total
current assets).  The quick ratio of
the sector, which stands at 0.35,
means that in the event of a crisis
the current assets minus the
inventory (cash and securities and
account receivables) will cover only
35% of the total liabilities of the
sector redeemable in the coming
year.  This characteristic, as
mentioned, reflects a high level of
risk.

The liquidity ratios for Israel's hotel
sector were lower in 2008 than they
were in 2007.  Part of the
explanation for this l ies in
developments at "Dan Hotels", which
in 2008 significantly increased its
current liabilities to banks.

 Liquidity ratios in the hotel sector in 2007 - 2008

The seasonality is reflected even in this particular subject - the especially
low level of liquidity in the first quarter of the year and the high level
seen in the third quarter.
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preceding year.  As noted above,
"Dan Hotels" explains the change in
its composition of liabilities by the
increase in short-term credit
provided by the banks, against the
redemption of long-term loans.
Overall, it can be said that these
data reflect a deterioration in the
financial stability of the sector, since
short-term liabilities are generally
more risky than long-term liabilities
because they must be paid back
within one year.  In addition, the
increase in long-term debt in the
sector may hint of an increase in
investment in the sector.  One
possible explanation for this
increase in current liabilities is likely
to be difficulties in raising long-term
debt by the sector as a result of the
deterioration in the state of the
economy.  Alternatively, the increase
may be a result of financial needs
to fund operations (even though the
fourth quarter is not the most active
quarter of the sector).

Net financial expenditures of the
sector as a percentage of total sales
stood at 16.6% in the fourth quarter
of 2008, representing a sharp
increase of 11.3 percentage points
compared to the same quarter of
2007.  This sharp increase stems
primarily from high financial
expenditures registered at "Dan
Hotels" and "Isrotel Hotels" (42.8%
of the aggregate balance sheet), of
more than NIS 30m; this compared
to financial income registered at
"Dan Hotels" in the same quarter of
last year.  These expenditures were
caused by, among other things, the
fact that these companies have

Financial stability

The hotel sector is characterized as
having a relatively low level of
financial stability, which can also be
seen in the sector's financial ratios.
Thus, shareholder equity as a
percentage of the sector's aggregate
balance sheet registered a decline,
and the debt component and
financial expenses as a percentage
of sales in the sector also
deteriorated.

Shareholder equity in the sector
accounted for 35.3% of total assets
in the fourth quarter of 2008, which
is below the rate of the other sectors
of the economy.  In the fourth
quarter of 2007 the ratio stood at
38.2%.  What this means is that the
high financial leverage used by the
sector rose slightly, which weakens
the financial stability of the sector.
On this matter it is important to note
that the sector does not depend so
much on the capital market, since
most of its credit comes from the
banks and not from bond issues
(companies in the sector do not
have any bonds).

Also the sector's composition of
debt indicates a decline in the
financial stability of the sector.

The proportion of long-term debt
out of the total balance sheet
decreased during the surveyed
period to 43.2% from 43.3% in the
fourth quarter of 2007.  In contrast,
the proportion of current liabilities
out of the total balance sheet
increased during the surveyed
period to 21.5% from a rate of
18.4% in the same quarter of the
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dollar-linked loans.  The depreciation
in the exchange rate of the dollar in
the last quarter of 2008 led to an
increase in the financial expenditures
of companies.

Forecasts for the sector for the
coming years

Looking forward, a decline in
turnover is expected at Israeli hotels.
Indeed, the global economic
slowdown is expected to continue
to impact the number of incoming
tourists to Israel and/or to shorten
their stays in the country and to cut
their average daily expenditure.  Even
if the Pope's visit to Israel in May
2009 boosts to some degree the
number incoming tourists to the Holy
land, it is important to remember
that most pilgrims who enter the
country do not stay at hotels;
therefore, they do not represent a
large source of revenue for the
sector.

The United Nations World Tourism
Organization (UNWTO) expects
world tourism will not grow in 2009,
and perhaps may even shrink 2%.
In the opinion of the organization,
the regions that are expected to
suffer the most are Europe and the
US.  From this there is a concern
that tourism to Israel will also suffer.
In Asia and the Pacific countries
economic growth is expected to be
positive, but below growth levels
seen in recent years. A similar case
is expected in Africa and the Middle
East.  The World Travel and Tourism
Council predicts a gloomier scenario.
According to the opinion of this
organization, the total product of

the global tourism sector is
expected to shrink 3.5% in 2009,
and only negligible growth of 0.25%
is expected in 2010.  The
organization notes global demand
for tourism fell 1% from July through
December, while growth in all of
2008 was the lowest since the
recession years of 2001-2003.

Relying on the correlation between
the change in turnover in the global
tourism sector and data on the
change in the real turnover within
Israel's hotel sector, we built a model
that includes an addit ional
parameter of the security situation
in Israel.  This model indicates that,
in the absence of any deterioration
in the security situation in 2009, a
3-5% decline in turnover can be
expected at Israel's hotels this year,
compared to the 9.5% growth seen
in 2008.   In 2010 the sector is

Financing expenses as a % of sales
 in the hotel sector in 2007-2008

The high degree of volatility in the exchange rate in 2008 hurt the
operations of the  companies in the sector - this can be seen in the
high volati l i ty in the ratio of f inancial expenses to sales.
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Summary

The data paint a mixed picture.
Indeed the macro-economic data
indicate a significant improvement
in the state of the sector in 2008;
however, in the beginning of 2009
there appears to be a weakening of
the trend.  In addition, data from the
financial results of the publicly
traded companies (which, as
mentioned, are few in number)
indicate the Israeli hotel sector is
characterized by low levels of
liquidity and financial stability.

Overall, it can be said that the
increase in the number of incoming
tourists to Israel in 2008 helped the
sector to improve its profitability;
but on the other hand the basic
problems of the sector are notable
- regarding liquidity and financial
expenditures.   Nonetheless,
according to our forecasts, a decline
in turnover at Israeli hotels is
expected in 2009.  This is a result
of the fact that the global slowdown
is expected to continue to affect
the number of incoming tourists
and/or to shorten their stays in the
country.

expected to return to growth of a
low rate of 0-1%.

Based on the high correlation
between the data on entries to Israel
and the US in recent years (0.69)
and forecasts of the World Travel &
Tourism Council regarding expected
entries to the US in the next two
years, we prepared our own
forecast. A sharp decline is expected
in 2009, which is based on the
damage absorbed by the sector as
a result of the hostilities in the
southern part of the country in
January of this year, and also as a
result of the economic crisis.  The
expected decline in the number of
tourist entries to Israel, excluding
any deterioration in the security
situation, is expected to range
between 15% and 25%, while
several factors will have an impact
on these expectations, including the
timing of the start of a recovery in
international economies and the
number of tourists that arrive as a
result of the Pope's visit.

Since the correlation between tourist
entries to Israel and revenues from
tourists is very high (0.93), the
forecast is that a 20% decline in the
number of tourist entries to Israel
will result in a similar drop in
revenues from tourists.
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Bank Leumi le-Israel B.M. and subsidiaries
Condensed Consolidated Balance Sheet as at 31 March 2009 (NIS millions)

Reported amounts

244,783
3,742

831

549
20,636
21,334

291,875
245

18,672
310,792

31.12.2008
(Audited)

254,565
3,181

852

193
20,567
19,603

298,961
255

18,836
318,052

(Unaudited)
31.3.2009

228,187
6,575
1,128

385
21,985
20,121

278,381
109

19,733
298,223

(Unaudited)
31.3.2008

Deposits of the public
Deposits from banks
Deposits from governments
Securities loaned or sold under agreement
   to repurchase
Debentures, bonds and subordinated notes
Other liabilities
Total liabilities
Minority interest
Shareholders' equity
Total liabilities and equity capital

LIABILITIES AND
EQUITY CAPITAL

36,580
44,641

864
200,174

576

1,899
3,331

10,158
298,223

(Unaudited)
31.3.2008

33,130
44,910

201
213,215

520

1,842
3,445

13,529
310,792

(Audited)
31.12.2008

38,712
47,677

229
212,878

500

2,048
3,513

12,495
318,052

(Unaudited)
31.3.2009

Cash and deposits with banks
Securities
Securities borrowed or purchased under
  agreement to resell
Credit to the public
Credit to governments
Investments in companies
  included on the equity basis
Buildings and equipment
Other assets
Total assets

ASSETS

Condensed Consolidated Statement of Profit and Loss
for the Period Ended 31 March 2009 (NIS millions)

The complete quarterly report for the period ended 31 March 2009 including condensed financial statements, directors'
report and management review is available for public inspection at all branches of the Bank.
A copy of the said report will be provided on request. The representative exchange rate against the dollar on 31 March
2009, according to which the financial statements have been prepared, was NIS 4.188.

Reported amounts

Net interest income before
  provision for doubtful debts
Provision for doubtful debts
Net interest income after
  provision for doubtful debts
Operating and other income
Operating commissions
Profits (losses) from investments in shares, net
Other income
Total operating and other income
Operating and other expenses
Salaries and related expenses
Building and equipment maintenance and depreciation
Other expenses
Total operating and other expenses
Operating profit before taxes
Provision for taxes on operating profit
Operating profit (loss) after taxes
Equity in after-tax operating profit
  of companies included on equity basis
Minority interest in after-tax operating profits
  of subsidiaries
Net operating profit (loss)
After-tax profit (loss) from extraordinary items
Net profit for the period

For the
Year Ended

31 December

(Audited)
2008

For the Three
Months Ended

31 March

(Unaudited)
2008

1,960
244

1,716

902

20
851

1,131
323
340

1,794
773
383
390

87

472

470

(Unaudited)
2009

6,380
2,145

4,235

3,538

174
2,800

4,118
1,397
1,488
7,003

32
421

249

250
92

1,362
354

1,008

831
 95
77

1,003

883
364
317

1,564
447

42
405

34

428
1

429

(5) (18)

Basic earnings per share
Net operating profit (loss)
After-tax profit from extraordinary items
Total

(NIS)
0.33

0.33

0.29

0.29
0.17
0.06

0.32

0.32

0.29

0.29
0.17
0.06

Diluted earnings per share
Net operating profit (loss)
After-tax profit from extraordinary items
Total

(NIS)

(912)

(389)

(158)

(A)(A)

(A)(A)

(11)

(2)

(0.11)

(0.11)

(A) Reclassified.

(71)

31 May 2009

Eitan Raff
Chairman of the Board of Directors

Galia Maor
President and Chief Executive Officer Zeev Nahari

Senior Deputy Chief Executive Officer
Chief Financial Officer, Head of Finance,

Accounting and Capital Markets



(a) Including NIS10 million of other capital reserves.
(b) Adjustments arising from translation of the financial statements of foreign subsidiaries, which operating currency is different from reporting currency.

Reported amount
Condensed Consolidated Statement of Changes in Shareholders' Equity, For the Period Ended 31 March 2009 (NIS millions)

For the Three Months Ended 31 March 2009 (Unaudited)
Other comprehensive income

Balance at the beginning
of the period

Net profit for the period
Expiry of options
Other comprehensive income in
companies included on the equity
basis which was directly recorded
to retained earnings

Adjustments in respect of
presentation of securities available
for sale at fair value

Profits in respect of securities
available for sale that were realized
and charged to profit and loss

Related tax effect
Adjustments from translation in
respect of companies
included on the equity basis

Loans to employees for purchase
of the bank's shares

Balance at the end of the period

Premium

Capital reseves
in respect of
share-based

payment
transaction

and others (a)

Adjustments in
respect of

presentation of
securities

available for
sale at fair value

Translation
adjustments

(b)
Share
capital

Total share
capital and

capital
reserves

7,059

7,059

(117)

Retained
earnings

Dividend
declared

after balance
sheet date

Loans to
employees

for purchase
of the bank's

shares

Total
shareholders'

equity

855

117

972

284

167

256

(481)

(205)

165

(502) 11,998
429

12,422

(5)

5

(374) 18,672
429

256

165

5

18,836

(5)

(481)

(205)

8,198

8,198 (1,078) (337) (369)

(648)

For the Three Months Ended 31 March 2008 (Unaudited)
Other comprehensive income

32

502

39
251

7

(785)

7,610

494

8,089

Balance at the beginning
of the period

Net profit for the period
Issue of shares
Dividend paid
Benefit in respect of shares based
payment transaction

Adjustments in respect of
presentation of securities available
for sale at fair value

Losses in respect of securities
available for sale that were realized
and charged to profit and loss

Related tax effect
Adjustments from translation in
respect of companies
included on the equity basis

Loans to employees for purchase
of the bank's shares

Balance at the end of the period

Premium

Capital reseves
in respect of
share-based

payment
transaction

and others (a)

Adjustments in
respect of

presentation of
securities

available for
sale at fair value

Translation
adjustments

(b)
Share
capital

Total share
capital and

capital
reserves

7,000

48

7,048

(15)

Retained
earnings

Dividend
declared

after balance
sheet date

Loans to
employees

for purchase
of the bank's

shares

Total
shareholders'

equity

446

446

610

595

(445)

(477)

12,016
470

12,486

19,549
470
494

39
251

32

19,733

(270)

(15)

(785)

(32) (32)

(15)

(404)

(372)

270

(270)

For the Year Ended 31 December 2008 (Audited)
Other comprehensive income

270Balance as at 1 January 2008
Net profit for the period
Issue of shares
Dividend paid
Benefit in respect of shares based
payment transaction

Other comprehensive income in
companies included on the
equity basis which was directly
recorded to retained earnings

Adjustments in respect of
presentation of securities
available for sale at fair value

Losses in respect of securities
available for sale that were realized
and charged to profit and loss

Related tax effect
Adjustments from translation in
respect of companies included on
the equity basis

Loans to employees for purchase
of the bank's shares

Balance as at 31 December 2008

Premium

Capital reseves
in respect of
share-based

payment
transaction

and others (a)

Adjustments in
respect of

presentation of
securities

available for
sale at fair value

Translation
adjustments

(b)
Share
capital

Total share
capital and

capital
reserves

7,000

59

7,059

(26)

Retained
earnings

Dividend
declared

after balance
sheet date

Loans to
employees

for purchase
of the bank's

shares

Total
shareholders'

equity

855

855

610

284

(445)

(502)

12,016
92

11,998

19,549
92

614

1,852
634

30

18,672

(270)

(110)

(3,636)

(57)

(270)
(300)

(110)

(26)

(57)

7,610

614

8,198

(26)

502

1,852
634

(3,636)

(648)

30

(404)

(374)




