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The removal of the pandemic-related restrictions and the opening of the economy to
broad activity led to an increase in the composite state-of-the-economy index in March
The composite state-of-the-economy index increased 0.50% in March this year, following
an increase of 0.45% in February. The Bank of Israel (Bol) emphasized in its
announcement that the increase in the composite index reflects the removal of most of the
pandemic-related restrictions, against the backdrop of the progress achieved in the
inoculation process in Israel (approximately 5.0m persons have received two doses of the
vaccination, or 54% of the population — the highest rate in the world). This progress has
enabled a substantial broadening of economic activity.

Chart 1: The revenue indices of the economy - by sector
Seasonally adjusted data; Feb-21 compared to Feb-20
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This opening of the economy is being expressed by, among other things, an increase in
the number of available employment positions in March (representing the demand for
workers by employers) to a peak number, which contributed to the rise in the composite
index. On this regard, it is important to note the increase was most notable primarily
among job openings related to the hotel and restaurant sectors (waiters, bar staff, chefs,
etc.), which were not staffed for the most part due to, among other things, the fact that
there is still a high rate of furloughed workers in these sectors (according to data from the
workforce survey of the Central Bureau of Statistics). This situation is likely to change
later on, with the reduction in the unemployment payments to furloughed workers, and
the outright cancellation of such payments, which is expected at the beginning of the
second half of the year.
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The components of the composite index that also supported the increase in March include
mainly: imports of consumption goods and manufacturing inputs (March), services
exports (January), and revenues in the trade and services sectors (Februay).

Analysis of economic activity according to sector continues to indicate substantial
differences among the various sectors. Accompanying Chart 1 shows an analysis of the
revenue data in the different sectors of the economy (monthly data, adjusted for
seasonality), comparing February 2021 to February 2020 (pre-pandemic). Activity in the
sectors that were the most strongly impacted in a negative manner over the course of the
coronavirus crisis remained substantially below the pre-crisis levels. This aspect is the
most pronounced in the food and hospitality services; education; and art, entertainment,
and leisure. On the other hand, the following sectors stood out positively: real estate
activity (brokerage services and the like), information and communication (high-tech),
and wholesale trade.

Chart 2: The composite state-of-the-economy index and the
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—The composite state-of-the-economy index ==-lIsraeli GDP

In summary, the composite index data indicate 3.4% growth (in annualized terms) in the
first quarter of the year, compared to the preceding quarter, and thus likely reflect
expectations for positive growth at a moderate single-digit rate also in the GDP in the first
quarter of this year. This data is expected to be published next month (see Chart 2). We
note that until the end of 2019 there was a relatively high correlation (approximately 75%)
between the composite index data and the GDP data. This correlation weakened during
the time of the crisis, mainly because the quarterly rates of change in the national accounts
data were more volatile.

Thus, it appears the composite index likely gives an indication regarding the direction of
change in the GDP, but provides less information regarding the intensity of any such
change. We estimate, in the baseline scenario, that 2021 is expected to conclude with
5.2% growth, and in a scenario involving a continued rapid opening of the economy,
without any renewed breakout of morbidity, the growth rate is likely to be even greater.
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Credit card purchasing activity increased sharply in March

The Central Bureau of Statistics (CBS) released data on credit card purchases by private
consumers. These data are adjusted for seasonality and are in constant prices; therefore,
comparisons can be made between the months of the year using these data.

The data show that purchases increased 9.3% in March (compared to the preceding
month), following a 5.2% increase in February, this against the backdrop of the
acceleration in the process of opening the economy and the removal of the pandemic-
related restrictions, as mentioned in the section above. It is important to note the increase
was broad across all the categories of goods. As can be seen in accompanying Chart 3,
the sum of purchases in each of the categories, with the exception of services, is
substantially higher than the level prior to the breakout of the crisis. With respect to
services, the current level is similar to that from before the crisis; however, the sum of
purchases in the flight services, tourism, and accommodation component, even though it

increased in March, remains substantially below (by 43%) the pre-crisis level (February
2020).

Chart 3: Total sales value of credit card purchases - by activity
Monthly data, seasonally adjusted, base 2002=100, constant prices
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* Leumi's economics department seasonally adjusted estimation for April , based on BOI data.

Data on credit card expenditures, published by the Bol, indicate a broad decline in the
sum of purchases in April. This is due to, among other things, reasons of seasonality, as
a "correction" to the sum of expenditures compared to March, during which time the
weeklong Passover holiday occurred, and thus was characterized by a sharp increase in
purchases, especially as international travel was mostly closed off. In light of the above,
according to our estimates on the sum of seasonally adjusted purchases in April, which is

based on the Bol data, it appears that only a moderate uptick is expected in total credit
card purchases.

In summary, the removal of the pandemic-related restrictions and the return to broad

economic activity supports private consumption activity. This development is reflected

also in the consumer confidence index data, which increased in the first half of April to

its highest level since just before the crisis, a development that supports a continued
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expansion in private consumption also in the coming months, as long as the coronavirus
pandemic will remain under control. In our estimation, in the baseline scenario, private
consumption is expected to increase 9% in 2021, while the sectors that were the most
substantially hurt during the crisis (mainly the current consumption of services) are
expected to lead the growth.

The "'core" trade deficit reached a peak level in the first quarter of 2021

Goods exports from Israel (excluding ships, aircraft, and diamonds) amounted to
US$11.1bn in the first quarter of the year (seasonally adjusted data). This represents a
decline of 4.8% (in nominal US dollar terms) compared to the preceding quarter, but a
moderate increase of 0.7% compared to the first quarter of 2020, during which time the
coronavirus crisis started.

Chart 4: The core trade balance (total excluding ships, diamonds,
aircraftsand fuel) Billions of USD, quarterly data, seasonally adjusted

20

18

16

14

12

10

8

6

4

2

0*---77-- l

; ARLERT RN AR RN ITA

-4

-6

-8
o AN MM AN T NN T AN S AN T NS A NS
oo oo No oo Mo oMo Moo e Node oMo Nodo Moo NolNodo oo dlo Mo o]
< T S S 0D 0N W0 WO O O© O N~MNDMNIDNSOWOWOWOWOoWmOoO OO o o O OO0 O o
E o T e I e B e B e e I e B e B e e O e B e B e e e S e SO e N e O e N e B e e e O e B S M S I I SN B G N B o\ )
O O O O O O O O O O O O 0O O 0O OO0 OO0 O O O oo oo o o oo o o
AN AN AN AN AN AN AN AN AN AN AN AN AN AN AN AN AN AN AN AN AN AN AN AN AN NN NN

= Trade deficit ——Imports of goods -==-Exports of goods

Industrial exports fell mainly due to a sharp 29% drop (compared to the preceding quarter)
in chemicals exports and a 10.4% decline in exports from the electronic components
sector. Excluding these sectors, which account for 35% of total exports, exports
registered an increase of 7.5%. The most notable increases occurred in the following
export sectors: pharmaceuticals, metal products, and rubber and plastics.

Goods imports (excluding ships, aircraft, diamonds, and energy materials) reached in the
first quarter of 2021 a peak sum of US$17.5bn, representing a 5.6% increase compared
to the preceding quarter and a sharp 21.4% increase compared to the parallel quarter last
year. It is important to note the increase was broad across all the categories of goods
(consumption, investment, and raw materials), and occurred in parallel to the removal of
the pandemic-related restrictions and the expansion in economic activity. Although the
increase was broad, the imports of investment goods and raw materials stood out the most
positively.  Furthermore, we note the import of consumption goods for current
consumption increased, whereas the import of durable goods fell in the first quarter of
2021, due to a decline in the import of transport vehicles following the heightened import
that was registered in the fourth quarter of 2020, prior to the revision in the green tax
calculation.
4

BANK LEUMI LE-ISRAEL, THE CAPITAL MARKETS DIVISION



In summary, the trends described above led to an expansion in the "core" trade deficit
(excluding ships, aircraft, diamonds, and energy materials) in the first quarter of the year
to a peak sum of US$6.3bn, this in continuation of the trend from recent quarters (see
Chart 4). This development acted to slow the GDP growth rate in the first quarter of the
year, and is also expected to moderate the surplus in the current account of the balance of
payments. However, it is important to note that the surplus in the services account is
expected to stay at a high level in light of a continued rapid growth of high-tech services
exports also in the beginning of the first quarter of the year.

Author: Yaniv Bar

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.
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