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Data from the composite index show the current growth environment is converging 

toward the potential growth rate of the economy (3%) 

The composite state-of-the-economy index increased 0.26% in December 2019 

(compared to the preceding month), a rate of increase similar to the average monthly rate 

last year.  The components of the composite index that supported the increase in 

December include:  revenues in the trade sectors; the rate of available job positions; and 

the import of consumption goods, which registered a relatively sharp increase against the 

backdrop of, among other things, advanced purchases of automobiles at the expense of 

2020 due to tax considerations (according to the Bank of Israel). 

 

 
 

Analysis of the quarterly data show the growth rate of the composite index accelerated 

slightly in the fourth quarter of 2019 compared to the preceding quarter.  However, the 

annual growth rate of the composite index (the quarter compared to the parallel quarter 

in the preceding year) equaled 3.2% in the fourth quarter of 2019, following growth of 

3.4% and 3.5% in the two preceding quarters.  On this regard, we note that the (annual) 

growth rate of the composite index has been in a continuing downward trend since the 

end of 2016 and it is currently at its lowest point since 2012 and is also low compared to 

the average since the beginning of 2011 (4%).  This is to say, the composite index data 

indicate a continued expansion in activity in the local economy, with a slowdown in the 

pace. 

 

1.0%

1.5%

2.0%

2.5%

3.0%

3.5%

4.0%

4.5%

5.0%

5.5%

6.0%

The composite state-of-the-economy index and the Israeli GDP
Yearly growth rates, y/y, seasonally adjusted data

GDP The composite state-of-the-economy index

High positive correlation 

of 8 % since 2010
Average growth rate 

since 2010:    %

mailto:Gilbu@bll.co.il


_______________________________________________________________ 
BANK  LEUMI  LE-ISRAEL,  THE  CAPITAL MARKETS DIVISION 

 

2 

As noted by the Bank of Israel (BoI) in its announcement, the composite index data reflect 

the convergence of the current growth environment toward the potential growth rate of 

the economy, which is affected by, among other things, the rates of increase of labor 

productivity and the workforce in the economy.  The potential growth rate is estimated 

by the BoI and by other international organizations to equal an annual rate of 3%, or a per 

capita rate of 1%. 

 

As can be seen in the accompanying chart, past data (since the beginning of 2010) indicate 

a relatively high positive correlation (86%) between the (annual) growth rates of the 

composite index and GDP growth rates.  On this regard, it is important to note that since 

the beginning of 2015 the correlation between the two series of data weakened, possibly 

against the backdrop of waves of purchases of automobiles that occurred during this 

period, and are expressed in the composite index data but are not equally reflected in the 

GDP data.  However, it appears the development of the trend in the (annual) GDP growth 

rate, just like that of the composite index, indicates moderation starting from the end of 

2016.  Thus, and in light of the continuation of this trend in the composite index data, it 

is likely the national accounts data for the fourth quarter of 2019, which are expected to 

be released during the coming month, will indicate a similar trend. 

 

In summary, the composite index data present a growth environment similar to that 

presented in the national accounts data, which are more moderate compared to previous 

years.  Looking ahead, we estimate this growth environment is expected to be maintained, 

and may possibly also moderate, as well in the coming years (2020-2021), with the 

exception of the impact of specific large projects in the economy (primarily projects at 

Intel Corporation and the natural gas companies) that are expected to temporarily "pull" 

the growth rate upwards during these years.  

 

The companies survey of the BoI for the fourth quarter of 2019 indicates continued 

expansion in business activity 

The companies survey of the BoI indicates a continued expansion in activity in the 

business sector in the fourth quarter of 2019, at a rate similar to that from the preceding 

quarter.  On this regard, it is important to emphasize that this survey is based on 

qualitative, and not quantitative, reports from companies in select sectors within the 

overall business sector. 

 

The net balances, which represent the percentage of companies reporting an increase in 

activity minus the percentage of companies reporting declines in activity, were positive 

in most sectors and indicated an expansion in activity.  On the other hand, the net balance 

of the industrial sector remained in negative territory for the fourth consecutive quarter. 

 

Overall, the trends in the companies' survey reflect the differences in the current 

composition of growth in the local economy, with rapid and relatively stable growth in 

the services sectors, a positive trend in the construction sector, improvement in trade 

activity, yet on the other hand weakness in industrial activity. 

 

Regarding constraints on activity, it is important to note that an increase occurred in the 

degree of severity of the constraint involving a shortage of professional workers in the 

trade and services sectors; however, in the industrial sectors a decline was registered.  At 

the same time, there was a slight easing in the demand constraint from overseas in the 
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industrial sectors, which is consistent with the moderate increase reported in export 

orders.  On the other hand, in the services sectors there was a slight increase in severity 

in this constraint, which is consistent with the slight moderation in the growth rate of 

services exports over recent months. 

 

 
 

In summary, the data from the companies' survey indicate a continuing expansion in 

business sector activity in the local economy throughout 2019, similar to the data from 

the composite index, yet at a slightly lower rate than that in 2018.  Looking ahead, the 

expectations in most sectors of the economy are for continued expansion in activity also 

in the first quarter of 2020. 

 

The surplus in (net) capital inflows into the economy was apparently maintained also 

in 2019, a development that supports the strength of the shekel 
According to the BoI, in January-November 2019 foreign direct investment (FDI) into 

Israel amounted to US$13bn1.  In light of this, based on the figures presented, we estimate 

FDI into the local economy in all of 2019 will amount to more than US$14bn. 

 

Further to the above, this amount is expected to turn out later to be higher, this after the 

release of the entirety of the data of the broad amount of activity including sales of local 

start-up companies (exits) to non-residents in 2019.  According to data from the Israeli 

IVC Research Center for the entire year, the sum of investments stood out positively 

compared to previous years (primarily in the areas of technology), including the years 

2017-2018 that were peak years (see accompanying chart).  Overall, the component of 

net direct investment inflows (inflows minus outflows) apparently amounted to a 

substantial surplus in 2019, this in continuation of the surpluses registered in previous 

years, albeit by a slightly more moderate degree. 

                                                           
1 The data on direct investments of non-residents and residents in this section refer also to investments made 

outside the banking system in January-September 2019, in annualized terms.  In light of this, the data for 

all of 2019 that are presented in the accompanying chart are only estimates, with the final data expected to 

be published at a later date. 
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Regarding financial investments, we note that 2019, which was characterized by price 

increases in most capital markets in the developed world, apparently amounted to a net 

exit of financial investments from Israel (a larger sum of outflows than inflows), this in 

continuation of the trend over the last two years.  As can be seen in the accompanying 

chart, the sum of financial investments made overseas by Israelis (outflows) registered a 

slight uptick in 2019, according to the annual estimate, and in parallel it appears an 

increase was also registered in the sum of investment inflows made by non-residents in 

2019.  

 

   
 

In summary, the data on capital flows for the months January-November 2019 indicate 

an overall surplus in net capital inflows into the country (direct and financial), although 

slightly lower than the surpluses in 2017-2018.  This development, together with the 

increase in the surplus in the current account of the balance of payments in 2019 to 3.7% 

of GDP, and our estimate that this surplus will actually continue to increase in the years 

2020-2021, due to, among other things, rapid growth in services exports of the economy 

and the initiation of moderate levels of natural gas exports, represent factors supporting 

the strength of the shekel also in the coming months.  This development is expected to 

continue to weigh on the export of goods from Israel (with an emphasis on non-

technology intensive sectors), and also supports the continuation of moderate inflation 

and interest rate environments, this in parallel to the continuing intervention on the part 

of the BoI in the foreign exchange market. 

 

 

 

 

Author: Yaniv Bar 
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The data, information, opinions and forecasts published in this publication (the “Information”) are furnished as a service to the 

readers and do not necessarily reflect the official position of the Bank. The above should not be seen as a recommendation and 

should not replace the independent discretion of the reader, nor should it be considered an offer or invitation to receive offers or 

advice – whether in general or in consideration of the particular data and requirements of the reader – to purchase and /or to 

effect investments and/or operations or transactions of any kind. 

The Information may contain errors and is subject to changes in the market and to other changes. Likewise, significant 

discrepancies may arise between the forecasts contained in this booklet and actual results. The Bank does not undertake to 

provide the readers with notice, in advance or in retrospect, of any of the aforementioned changes by any means whatsoever. 

 

The Bank and/or its subsidiaries and/or its affiliates and/or the parties controlling and/or parties having an interest in any of 

them may, from time to time, have an interest in the information represented in the publication, including in the financial assets 

represented therein. 
 


