OFFICIAL MEETING MINUTES
OF THE
PALM BEACH COUNTY
INVESTMENT POLICY COMMITTEE

OCTOBER 25, 2021

MONDAY GOVERNMENTAL CENTER
2:08 P.M. WEST PALM BEACH, FL
l. CALL TO ORDER

LA. Roll Call

MEMBERS:

Commissioner Gregg K. Weiss, Chair

Stephen H. Freilich, Citizen-at-Large, Vice Chair

Sherry Brown, Director, Office of Financial Management and Budget (OFMB)
George Forman, Palm Beach County Sheriff’'s Office — Absent

Ned Nashban, Citizen-at-Large

Mark Parks, Citizen-at-Large — Absent

STAFF:
David Behar, Assistant County Attorney |
John Burford, Investment Analyst, Clerk of the Circuit Court & Comptroller's (Clerk) Office

Leslie Cohen, Legal Compliance Officer, Finance Services, Clerk’s Office
Irwin Jacobowitz, Contract Development & Control Director, OFMB

ADMINISTRATIVE STAFF:
Yadzia Roa, Deputy Clerk, Clerk’s Office

I.B. Opening Remarks — Commissioner Weiss
Commissioner Weiss said he looked forward to today discussion about Israeli bonds.
I.C. Approval of Minutes — Meeting of May 24, 2020

MOTION to approve the May 24, 2020 meeting minutes. Motion by Sherry Brown ,
seconded by Ned Nashban, and carried 6-0.
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Il ECONOMIC OVERVIEW: Craig Dismuke, Vining Sparks — See attached
presentation

John Burford briefly introduced the speakers to the item.

Craig Dismuke, Representative from Vining Sparks, presentation covered the following
topics:

o COVID Situation;
o Policy Impact;

. High-frequency data;

. Consumer confidence;

o Inflation expectations;

) Economic environment;

o Nonfarm payrolls;

o Continuing jobless claims;
. Labor market imbalance;
) Stimulus buoys demand;

. Supply impaired;

o Auto sales imbalance;

o Consumer prices jump;

o Consumers recoil;

. Inflation dynamics;

o Consumer recaoils;

o Inflation environment;

o Market inflation expectations;

FOMC SEP projections;
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° Inflation and rates;

. Economic projections;
. Economic outlook;
o Economic projections;

M. ISRAEL BOND RECOMMENDATION - See attached presentation.

Mark Ruben, Executive Director, Development Corporation for lIsrael, provided a
presentation and listed the following:

. Since the 1980’s the State of Florida retirement plan invested in Israel bonds.

. The State of Florida allowed investments to be made by the municipalities in
Florida.

. Palm Beach County was the first in the state to invest in 2008.

. The County had invested up to date $253 million.

. The gave a brief overview of the types of bonds.

o Israel debt to GDP ratio was up 74%.

o In mid-November 2021 Israel approved a new budget.

o The new budget was a new factor in how the bonds would be sold in 2022.

Mr. Burford said staff recommendation was to increase the allowed allocation of Israel
bonds from 5% of the market value of the portfolio at the time of purchase to 10%. In
addition, staff would like the ability to increase the bonds from five to 10-year bond at the
appropriate time.

MOTION to approve the recommendation. Motion by Ned Nashan, seconded by
Sherry Brown, and carried 5-0.

IV. OLD BUSINESS — None
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V. NEW BUSINESS
Ms. Cohen said that:

. On the Monthly Dashboard:

o] Under Balance Sheet, the size of the portfolio was $2.4 billion and this
represented the low point for the year and the number would grow in
November.

o] Under Cash and Fixed Income Summary, the yield was 80 basis points.

Duration was .827 years.

o] Base summary showed that total return from the prior fiscal year ending
9/30/2021 was over 1%.

o] The Compliance Summary report was in compliance with the County’s
Investment Policy.

VI.  ADJOURNMENT

At 3:12 p.m., the chair declared the meeting adjourned.
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VINING SPARKS

4Q 2021 Economic Outlook

FED PIVOTS AS STIMULUS, POLICY, AND IMBALANCES
PUSH ECONOMY TO BRINK OF INFLATION

Craig Dismuke Dudley Carter
Chief Economist Economist
Updated October 2021 cdismuke@viningsparks.com dcarter@viningsparks.com



COVID SITUATION VINING i SPARKS

DELTA WAVE RENEWED CONCERNS ABQUT STABILITY OF ECONOMIC EXPANSION, BUT CASES TURNING LOWER
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COVID SITUATION VINING i SPARKS
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POLICY IMPACT VINING /1 SPARKS

THUS FAR, STATES LESS LIKELY TO IMPLEMENT ECONOMICALLY LIMITING RESTRICTIONS HIT HARDEST
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HIGH-FREQUENCY DATA VINING ) SPARKS

SOME HIGH-FREQUENCY ECONOMIC DATA BEGAN TO SHOW DELTA’S SPREAD IMPACTING ACTIVITY
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CONSUMER CONFIDENCE VINING (i SPARKS
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INFLATION EXPECTATIONS VINING 71 SPARKS

SHORT-TERM CONSUMER INFLATION EXPECTATIONS RISE TO HIGHEST LEVELS SINCE 2008
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ECONOMIC ENVIRONMENT  VINING i SPARKS

IMBALANCES IN ECONOMY HAVE RESULTED IN WEAKER-THAN-EXPECTED GROWTH AND HIGHER INFLATION
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NONFARM PAYROLLS VINING /i SPARKS

LABOR RECOVERY REMAINS INCOMPLETE; LEISURE AND EDUCATION RECOVERIED SLOWING

Change in Nonfarm Payrolls from February 2020 Monthly Recovery of Nonfarm Payrolls by Sector
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CONTINUING JOBLESS CLAIMS VINING 1+ SPARKS

NO EVIDENCE OF RETURN TO LABOR MARKET YET; REGIONAL DISPARITY IN RATES OF RECOVERY
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LABOR MARKET IMBALANCE  VINING - SPARKS

NUMBER OF UNEMPLOYED FALLS TO 7.7 MILLION; JOB OPENINGS REMAIN ELEVATED AT 10.2 MILLION
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STIMULUS BUOYS DEMAND  VINING 4 SPARKS

DESPITE LABOR MARKET IMBALANCE, INCOMES HAVE EXCEEDED TREND BOOSTING DEMAND
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SUPPLY IMPAIRED VINING 71 SPARKS

PORT CARGO DELAYS SHOW LITTLE EVIDENCE OF SUPPLY CHAIN DISRUPTION ABATING
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AUTO IMBALANCE

VINING SPARKS

AUTO SALES PLUNGE AS PRODUCTION HALTED AND INVENTORIES SHRINK TO RECORD-LOW
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CONSUMER PRICES JUMP VINING i+ SPARKS

HEADLINE AND CORE INFLATION REMAIN HIGHER THAN EXPECTED, BUT INCH LOWER IN JULY AND AUGUST
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CONSUMERS RECOIL VINING /= SPARKS

CONSUMERS INCREASINGLY ASSESS NOW AS A BAD TIME TO MAKE BIG PURCHASES AS PRICES RISE RAPIDLY
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INFLATION DYNAMICS VINING (i SPARKS

PHILLIPS CURVE FLATTENED BY GLOBALIZATION, DRAGGED DOWN BY INELASTICITY OF GOODS PRICES
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INFLATION ENVIRONMENT

VINING

SPARKS

FUNDAMENTALLY DIFFERENT ENVIRONMENT TODAY: DOLLAR, CREDIT, DEMOGRAPHICS, AND DEBT
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INFLATION ENVIRONMENT  VINING g SPARKS

FUNDAMENTALLY DIFFERENT ENVIRONMENT TODAY: DOLLAR, CREDIT, DEMOGRAPHICS, AND DEBT
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MARKET INFLATION EXPECTATIONS  VINING

MARKET-BASED INDICATORS POINT TO MODERATED INFLATION EXPECTATIONS AFTER MAY PEAK
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FOMC SEP PROJECTIONS

YEAR-END RATE PROJECTIONS
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FOMC SEP PROJECTIONS

YEAR-END RATE PROJECTIONS
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INFLATION AND RATES
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ECONOMIC PROJECTIONS

MASSIVE STIMULUS AND UNPRECEDENTED VIRUS-MITIGATION EFFORTS DRIVE RAPID ECONOMIC CYCLE
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ECONOMIC OUTLOOK VINING 7/ SPARKS

IMBALANCES EVIDENT THROUGHOUT ECONOMY DRIVING INFLATION HIGHER, AT CRITIC

U.S. OVERVIEW

s $10 trillion of fiscal and monetary policy support have pushed economy to brink of inflation Business investment in equipment has been exceptionally strong

s Virus has slowed economic progress, but the response has been more muted than in 2020 Outlock for investment in structures less pessimistic than earlier in pandemic

= Supply chain disruptions proving longer-lasting and having significant negative effects Travel, leisure, hospitality, restaurants, etc... still recovering, limited by labor shortage

= Consumer continues to drive growth with pent-up savings and an improved health situation Inventory rebuild expected to be significantiy accretive to economic growth in coming quarters

= Resolution of imbalances in labor market and dysfunction in supply chain at critical point

CONSUMER

'Stlmulus paycxw';r;'ts have sufficiently booslednauonalmcometoweatherthepandemlcsiorm Record-low rates and inventories colliding with higher construction costs pushing prices higher
* Spending on services to help boost recovery as areas re-open; ongoing wave poses risk to timing Rising interest rates would further reduce affordability

*  Dysfunction persists in laber market with 5+ million payrolis stit! lost but 20+million job openings Average outstanding mortgage rate today: 3.49%; Average new mortgage rate: 2.88%

= Savings rate remains elevated, expected to drop but unlikely to return to pre-virus levels quickly New construction pipeline remains contained

THER CONCERNS

Growth of U.S Debx

INFLATION OUTLOOK

= |nflation has jumped on base effects, pandemic rebound, and broader gains

Tapering of asset purchases appears imminent; focus to be on taper timing,

pace, and composition Inflated Asset

valuations and Process = Supply chain disruptions are significant and resulting in higher prices, uncertain

With inflation overshoot projected, Fed now eyeing rate hikes in 2022 or 2023 T ——— outlook regarding duration of disruptions

. ) . . e Unprecedented Support 4 Pala i L
Rate cycle expected to be more shallow than previous cycles given: : o =  Labor market dynamics resulting in rising wages, expected to be temporary

+ Significant amount of central bank intervention Fiscal Stimulus Chiff .
= Efficiencies of global trade expected to re-exert downward pressure on goods

Geopalitical Risk Rising prices once supply chain disruptions ease, but risks to overshoot increasing

+  Debt build-up domestically and globaily
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Vining Sparks Projections September 2021 September BBG Survey Survey of Economists  Survey Date: Sep-21
0321 0421 0122 Q222 Q322 Qa22 0321 0421 Q122 Q222 0322 Q422
GDP (QoQ, SAAR) 50 49 S50 33 26 24 59 37 GDP (QoQ, SAAR)’ 50 53 41 33 28 24 59 42
Heodiine CP1 (VoY) 48 46 40 30 26 25 45 28 Headline CPI (Yo)* 52 51 46 30 23 23 43 30
Gore PCE (YoY) 35 35 34 28 23 22 30 25 Gore PCE (Yo" 35 37 35 25 21 21 31 26
Unemployment Rate 52 49 48 45 42 41 54 44 Unemployment Rate* 52 49 46 43 41 40 55 43
Norfarm Payrolis (Monthiy) 600 400 350 300 250 160 530 270 Nonfarm Payrolts (Monthty)® 600 500 393 350 264 232 540 311
Q321 Q421 Q122 Q222 Q322 Q422 Q123 Q223 Q321 0421 Q122 Q222 0322 Q422 Q123 Q223
Fed Funds Target 013 013 013 013 013 038 038 063 Fed Funds Target’ 013 013 013 013 018 023 033 043
2-Yeor Treasury Vield 028 035 042 052 072 080 090 100 2-Year Treasury Vietd” 026 030 038 049 058 068 081 093
10.Year Treasury Vield 150 180 200 195 150 185 180 175 10-Year Treasury Yield” 145 150 160 182 189 199 206 212
30.Year Treasury Vield 207 244 267 258 245 237 227 218
Prime Rate 325 325 325 325 325 350 350 375
30-Year Mortgage Rate 320 355 380 385 385 3.85 380 375
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VINING SPARKS

INTENDED FOR INSTITUTIONAL INVESTORS ONLY. The information included herein has been obtained from sources deemed reliable, but it is not in any way guaranteed, and it, together
with any opinions expressed, is subject to change at any time. Any and all details offered in this publication are preliminary and are therefore subject to change at any time. This has
been prepared for general information purposes only and does not consider the specific investment objectives, financial situation and particular needs of any individual or institution.
This information is, by its very nature, incomplete and specifically lacks information critical to making final investment decisions. Investors should seek financial advice as to the
appropriateness of investing in any securities or investment strategies mentioned or recommended. The accuracy of the financial projections is dependent on the occurrence of future
events which cannot be assured; therefore, the actual results achieved during the projection period may vary from the projections. The firm may have positions, long or short, in any or
all securities mentioned. Member FINRA/SIPC.
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Vining Sparks Projections October 2021 October BBG Survey Survey of Economists Survey Date: Oct-21
Q321 Q421 Qi Q22 Q322 Q422 Q321 Q21 Q122 Q222 Q322 Qa2
GDP (QoQ, SAAR) 4.0 4.9 5.0 3.3 2.6 2.4 5.7 3.7 GDP (Qoq, SAAR}’ 35 4.9 4.0 3.8 3.0 25 58 4.0
Headline CPI {YoY} 54 48 45 4.0 31 29 A4 3.5 Headline CPI {YoY} t 5.2 5.5 5.0 3.5 2.7 2.5 4.4 33
Core PCE {YoY) 35 36 35 32 26 25 31 28 Core PCE {YoY)* 36 40 38 29 25 23 32 28
Unempioyment Rate 48 46 44 41 40 39 54 44 Unemployment Rate' 52 47 45 42 40 38 55 42
Nonfarm Payrolls (Monthly} 550 400 350 300 250 160 530 270 Nonfarm Payroils (Monthily)* 600 463 406 349 274 243 523 337
Q321 Q421 Q122 Q222 Q322 Q422 Q123 Q223 0321 Q421 Q122 Q222 Q322 Q422 Q123 Q223
Fed Funds Target 013 013 013 0613 0313 038 0.38 0.63 Fed Funds 7'!:"‘gel‘z 013 013 013 013 018 028 043 0.58
2-Year Treasury Yield 0.28 045 052 062 072 08¢ 0% 100 2-Year Treasury Yield? 026 036 045 054 065 078 096 1.10
10-Year Treasury Yield 149 180 200 19 1.5 185 180 175 10-Year Treasury vield? 145 167 178 1.88 197 204 218 226
30-Year Treasury Yield 210 245 270 2,60 250 240 230 220
Prime Rate 325 325 325 325 325 350 350 375
30-Year Mortgage Rate 3,24 355 380 38 38 38 38 375

Sources: * Bloomberg Survey of Economists, * Economists' Real-Time Tracking Updates, Vining Sporks
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ABOUT ISRAEL BONDS
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Phone: (561) 939-1364 Photo cradits: iStock, David Radler
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Israel Bonds Are
An Investment In A
Nation that:

ISRAEL BONDS 5

-

Never missed payment
of principal or interest
on Israel bonds since
they were first issued
in 1951

Built a resilient,
advanced economy

Sets a global
standard for science,
technology and
sustainability

Stands at the forefront
of environmental
solutions

Maintains strong
economic
fundamentals in the
face of geopolitical
challenges

Is positioned to
become not only
energy self-sufficient,
but an energy exporter

Is a land of ancient
heritage and forward-
thinking achievement

w -
Development Corporation for Israelisrael Bonds. This és nal an olfering, which £an be made ondy by prospectus.
h Mark Ruben, Executive Director mdf;s rofully hetors e mm svaluate 0 °@®°
Y - Sui assoriated with investing i . kssies PERPETUATING A 70-YEAR
gi::a ;':::: ﬁta:u:?r e 208 subject to availabiity. Merber FNRAPhOt credit: IStock. LEGACY OF ACHIEVEMENT
v Gatty images, 123RF Israelbonds.com

sasmgeews  Phone: (561)939-1364
E-Mail: mark.ruben@israelbonds.com
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Development Corporation Tor lsraelisrael Bonds This ks not an offering, which can be made only by prospectus.
Mark Ruben, Executive Director Fead the prospectus carefully betors investing to fully
951 Yamato Road - Suite 206 avaluate the risks associated with investing in ksrasl bonds.
Boca Ralon, FL 33431 Member FINRA. Photo credits: IStock, James S. Gallund
Phone: (561) 939-1364

E-Mail: mark.ruben@israelbonds.com
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ISRAEL BONDS:

ACHIEVING THE VISION OF ISRAEL'S FOUNDER

in Seplember 1950, Prime Minister David
Ben-Gurion convened a conference of
American Jewish leaders to share his thoughts
on providing lsrael with crucially needed
economic resources. The country was just
18 months removed from its nearly year-long
War of Independenca, which had cost the new
nation one percent of its population and
wreaked havoc on its fledgling economy.

of tha situation. lsrael had to immediately begin
strengthening the foundations of statehood,
and address the seemingly overwhelming
challenge of absorbing hundreds of thousands
of new immigrants.

Ben-Gurion's idea was to engage Diaspora
Jewry in the building of the reborn Jewish
homeland through the sale of lsrael bonds.
What became the Israel Bonds founding
conference was later hailed by Shimon Peres
as “a vital moment in Israel’s history.”

Eight months after the conference, Ben-Gurion
joumayed to New York, where, belore a
capacity crowd jammed into Madison Square
Garden, with thousands mone lining the streats
outside the famed venue, he announced the
official launching of the Independence Issue
of Israsl bonds.

Following that landmark moment, the Bonds
enterprise expanded coast-to-coast, then into
Canada, LatinAmericaand Europe. Now, nearly
70years later, Israsl Bonds is a global endeavor
that to date has achieved over $43 billion in
worldwide sales. Moreover, each of the last
six years has seen annual L1.S. sales surpass
$1 billion, and, for 2019, the organization is on
track to realize its saventh consecutive year of
at least $1 billion in domestic sales.

Renowned as a visionary, even Ben-Gurion
could not have foreseen how lsrael would
put those proceeds to use to help make so
much possible.

“A DESERVED ENDORSEMENT OF A REMARKA

ISRAEL BONDS

NATIDNAL LEADERS [ONFERENCE

|
it

g !
Prime Minister David Ben-Gurion welcomes
Israsl Bonds lsadership lo Jerusalem

{Photo; ismel Bonds)

"

BLE COUNTRY"




A WIDE SPECTRUM OF INVESTORS

The concept of Israel bonds as a means of not only investing
in lsrael, but also establishing a personal connection with
the Jewish state, is deeply appealing to a wide spectrum of
individuals and institutions.

In addition to the Diaspora community, 25 states—together
with municipalities and public employee pension funds—
have invested over $3.5 billion in Israel bonds. Over a dozen
states have passed legislation enabling them to Invest in
Israel bonds, including states with relatively small Jewish
communities, such as Oklahoma and Arkansas, which are
nonetheless inspired by Israel’s success story.

Starting at only $36, Israel bonds are versatile securities that
can be utilized in myriad ways, including diversification of
investment portfolios and retirement plans; gifts for life
events such as births, bar and bat mitzvahs, graduations
and weddings; and donations to favorite causes, including
charities, organizations and universities. Individuals have
also bought Israel bonds in response to BDS activists
demanding divesiment from Israel.

Today, acquiring Israel bonds is easier than ever before.
More than a quarter of a billion dollars has been purchased
via the online sales site, launched in fall 2011, The Israel
Bonds app, launched in January 2019, has also become an
increasingly popular way to invest.

\\‘ Mark Ruben, Executive Director
\ // 951 Yamato Road - Suite 206
L Baca Raton, FL 33431

nsL e Phone: {561) 939-1364

E-Mail: mark. ruban@israelbonds.com

1ea 3 beleer mitk:

ISRAELI INNOVATION FOR A BETTER WORLD

a o

CEQ and

HisleEr s

AN ESSENTIAL CORNERSTONE

In 1970, at an economic
conference sponsored by
Israsl Bonds, then-Prime
Minister Golda Meir said,
"It we want our country
to develop; it we want our
agriculture to develop; if we
want to properly absorb new
immigrants who are coming
in; if we want to maintain our
progress and education and
culture; if we want Israel to go on building at the same time
as it is defending itself—we must have your help. And we
hope that you will be with us.”

Billions of dollars in Israel bond investments later, it is clear
that Golda’s call to action was met with an overwhelmingly
affirmative response. The resultant strong, dynamic Jewish
state is demonstrative proof of the wisdom of Ben-Gurion's
decision to establish the israel Bonds enterprise—an
essential, ongoing cornerstone of Israel’s success.

Phato: Isreel Bonds)

Devslopment Corporation for tsrasel. This Is not an oftering, which can be made only by prospectus
memmmmwmmnmmnmmm
. Mamnbar FINRA.
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S&P Global
Ratings RatingsDirect®

Research Update:

Israel Ratings Affirmed At 'AA-/A-1+'; Outlook
Stable

November 13, 2020
Overview
PRIMARY CREDIT ANALYST
- We forecast lsrael's economy to contract by 5.0% in 2020 because of the pandemic, before Maoxim Rybnikov
racovering by 4.5% next year. London
- The pandemic will drive a notable deterioration in public finances with net general government (44207178 7126
debt stabilizing at 77% of GDP over the medium term, up almost 20 percentage points from ".f:’:;;g’;’_::‘::
[-)
59% at the end of 2019, szcon CONTACT
- Nevertheless, wa view Israel's debt structure as favorable, with the lion's share of debt Karen Vartapetav, PhD
denominated in local currency and held by residents. The country also benefits from a credible Franidfurt
and effective monetary policy and & strong balance of payments. (49) 69-33-068-225
- We are therefore affirming our 'AA-/A-1+' sovereign ratings on Israel. ::;;::’:ﬁ::‘m“

- The outlook is stable.

Rating Action

On Nov. 13, 2020, S&P Global Ratings affirmed its ‘AA-/A-14" long- and short-term foreign and
local currency sovereign credit ratings on Israel. The outlook is stable.

Outlook

The stable outlook on fsrael balances pandemic-related risks over the next 18-24 months against
the country's resilient economy and strong balance of payments position. We project that Israet's
net external asset position will remain about 45% of GDP'through 2023, providing the economy
with substantial buffers in the face of a fraught external environment.

Woe could take a negative rating action if the economic downturn proved deeper and longer than
expected, leading to a more substantial deterioration of public finances than we currently
foracast. Pressure on the ratings could also build if, beyond immediate pandemic-related effects,
Israel lacked a medium-term fiscal consolidation plan and net general government debt kept
rising--as opposed to our current forecast that it will stabilize at under 80% of GDP. This could

www.spglobal.com/ratingsdirect November 13,2020 1



Research Update: Israel Ratings Affirmed At 'AA-/A-1+"; Outlock Stable

happen, for instance, if domestic political uncertainty and a fragmented government rade it
difficult to agree fiscal priorities.

A positive rating action could stam from fiscal outturns being materially stronger than our current
projections or a major improvement in the Middle East's security anvironment,

Rationale

The rating affirmation primarily reflects Israel's credit strengths. These include its wealthy and
resilient economy, its net sxternal creditor position, and the benefits that accrue to the state fram
flexible monetary settings and a relatively deep pool of domestic savings. In our view, these
characteristics should help cushion the deterioration in its fiscal performance amid the pandemic.

We forecast Israel's net general government debt to this year rise by almost 15 percentage points
from under 59% of GDP at the end of 2019 to 73% at end-2020. We expect it will stabilize at close
ta 77% over the medium term, Although this represents a notable deteriaration in the fiscal
outlook compared with our pre-pandemic projections, Israel will still have some fiscal headroom.
In addition to the credible and effective monetary policy that has supported the economy and kept
borrowing costs low, we expect the country to retain a highly favorable general government debt
structure. Close to 85% of government debt is denominated in the local currency, the Israeli new
shekel, and is held domestically by local banks and institutional investors, such as pension funds.

Our ratings on Israel remain constrained by significant security and geopolitical risks.

Institutional and economic profile: Israel's first recession in decades will be
followed by a partial recovery in 2021

- We expect Israel's economy ta contract by 5.0% in 2020 before recovering by 4.5% in 2021.

- Domestic political uncertainty lingers and the country could go to elections for the fourth time
in two years.

- The landmark Abraham Accords signed recently between Israel, Bahrain, and the UAE shoutd
underpin closer cooperation between the thres, but broader regional geopolitical risks remain
elevated.

Throughout 2020, Israel has felt the effects of the pandemic. Earlier this year, the authorities
promptly introduced containment measures, some as early as January-February before a full
lockdown from mid-March until the end of April. However, as the government gradually eased
measures cases started to spike again during the summer before a second lockdown in
Septembper. This has also been gradualty eased.

in paraltel, the authorities have unveiled a number of support programs to shield the economy,
which are broadly similar to those adopted by other countries, particularly in Western Europe. The
overall measures announced to date are worth around 10% of GDP and in¢lude:

- Additional allocations for direct heatth and civilian response;

- Support for businesses via grants, a government loan guarantee program, cancellation of
property taxes, refunds of advance tax payments, and postponement of VAT, utilities, and
government permit payments;

- Support for salaried workers and self-employed small business owners.

www.spglobal.com/ratingsdirect November 13, 2020
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Although the government support measures should soften the impact of the pandemic on the
domastic economy, wa expact Israel will register a large output contraction in 2020.
High-frequency data--credit card spending, the industrial production index, and the index of retail
trade revenue--indicate a quick economic rebound from the first lockdown, However, prospects
dipped once more when restrictions were reintroduced in September. It is difficult to quantify the
impact of the second lockdown, but we assume it will be similar to the first.

Our baseline foracast far 2020 is, for now, largely unchanged: we expect the economy will contract
by 5% this year. Although we did not previously think 1srael would go into a second lockdown, the
effects on economic growth could be counterbalanced by a stronger apparent performance over
the third quarter following the easing of the first round of restrictions. Nevertheless, for full-year
2020, we expect all kay GDP companents will shrink including private domestic consumption,
exports, and investments. National accounts data for first-half 2020 show imports contracting
much quicker than exports, which could reflect the depth of pandemic-related effects on
domastic demand.

Our econornic forecasts for Israel remain subject to high uncertainty and ultimately depend on
how the virus plays out domestically, as well as on the performance of Israel's key trade partners.
Foltowing a contraction in 2020, we forecast that the economy will recover partially by 4.5% in
2021. This is lower than our May projection (6.5%) and does not represent a particularly steep
recovery, especially if population growth (which has historically averaged 2% annually) is taken
into account. Ongoing risks and uncertainties include potential further tockdowns if virus cases
increase again, the economic performance of key trade partners, and the timeframe for a vaccine
becoming widely available.

Itis alse still difficult to estimate any permanent damage to the econorny from the pandemic.
Positively, the technology sector retains a key role for the Israeli economy and has expanded
strongly in recent years. It might be better placed than some sectors to withstand the pandemic
given employees' comparatively higher ability to work from home if needed, and the likely
increased demand for technological services outside Israel even if traditional export channels
contract. Beyond the tech sector, however, the pandemic could drive some Israeli companies out
of business permanently.

Domestic political uncertainty and volatility remains high. The country has gone through three
inconclusive elections over the past 18 months. At the end of April, incumbent prime minister,
Benjamin Netanyahu, and the leader of center-right Blue and White Party, Benny Gantz, signed an
agreement to form a unity coalition government under which they would take turns (18 months
each) in the prime ministerial role, The High Court of Justice cleared the way for Mr. Netanyahu to
form the government despite ongoing criminal proceedings against him.

Despite the coalition formation, Israel has yet to adopt a state budget for 2020 after the previous
August deadline was delayed, at the last minute, until the end of December. Fragmentation within
the government also appears high with leaders reportedly holding talks with opposition parties,
possibly positioning for yet another election in the coming months. Positively--and daspite this
continued brinkmanship and the lack of 2 conventional budget--the Knesset has been able to
approve large fiscal stimulus measures to support the econermy. Also, historically, the inherent
political volatility has not meaningfully affected the economy; we saw this in the strong 3.5%
growth rate in 2018-2019. We view this as a testament to the country's comparatively strong
institutional settings.

One factor that differentiates Israel from other advanced economies is its exposure to persistent
geopolitical and domestic security risks. On top of longstanding histarical factors, more recently
these stem from the continued divergence between the U.S. and other stakeholders (notably the
EU) regarding the peace process with the Palestinian authorities. This is especially after the U.S.
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roved its embassy to Jerusalem and recognized leraeli sovereignty over the Golan Heights. These
developments have led to repeated outbreaks of violence throughout Gaza and the West Bank,
and triggered a backlash from parts of the international community. [n addition, escalating
tensions between the U.S. and Iran could heighten the risk of open military conflict, involving
Israel, bran, and lran-supported Hezbollah, as well as other militant groups operating in Lebanan
and Syria. Past episodes of geopolitical turbulence have had an adverse effect on Israel's
economic and fiscal performance.

Positively, we consider that the recently signed Abraham Accords between Israel, the UAE, and
Bahrain should cantribute to economic, trade, and security cooperation between the three.

Flexibility and performance profile: The fatlout from the pandemic will push
public debt up by almost 20 percentage points of GDP

- Autornatic stabilizers and direct fiscal stimulus will widen the government deficit to 12% of
GDP and push net general government debt to 73% in 2020.

- Strong capital market access and the Bank of Israel’s (BCI) bond purchasing program will
support government financing efforts.

- Monetary policy credibility remains high, despite expected price deflation in 2020.

The recession has exposed the government's weak underlying fiscal position, which has resulted
from procyclical tax and expenditure measures over the past three years. Direct fiscal measures
{which we estimate at about 5% of GDP, excluding state guarantees) and the impact of the
economic downturn on both fiscal revenue and expenditure will widen the general government
deficit to 12% of GDP in 2020 compared with the already elevated average of 4.4% in 2018-2019.

Such a substantial deterioration in the government fiscal balance will lead to an increase in net
general government debt (gross debt net of liquid government assets) to an elevated 73% of GDP
by end-2020. This will reverse the reduction of public debt to GDP, achieved over the past 10 years
thanks to exceptionally favorable macrosconomic conditions, one-off fiscal revenue, and
exchange-rate appreciation.

However, we think fiscal stability should broadly prevail in Israel because:

- Unlike many regional peers, it benefits from highly flexible monetary policy settings, which will
aliow the BOI to backstop a substantial portion of gross government borrowing requirements,
keeping its market borrowing costs under control. The BOI's government bond purchasing
program (introduced earlier this year and expanded in October) could backstop Israel's
additional borrowing requirements without any sizable inflation or exchange rate risks.

- Israel benefits from strong access to capital markets, both domestically and internationally.
This has supported the government's efforts to diversify its funding base and lengthen the
average debt maturity. Although the government traditionally funds itself in the deep domestic
capital markets, we also note recent internationat bond issuances with maturities extending
from 30 to 100 years. It could tap foreign markets again in light of substantial investor demand.
in the unlikely event of funding disruptions, the government could also still use the remaining
portion of a tongstanding U.S. debt guarantee program.

- The existing budget revenue and spending composition offers space to rationalize tax benefits,
increase rates for some taxes, and improve tax compliance and administration. It also provides
scope for spending efficiency gains over the medium term beyond the pandemic's impact.
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Although downside risks remain--especially if the recovery of nominal GDP growth is slower than
we anticipate--our base case is that the government will initiate efforts to consolidate fiscal
accounts starting from the second half of 2021, Under this scenario, headline general government
deficits would go down to 4% in 2022-2023 with public debt stabilizing at close 10 77% of GOP.

We consider Israsl's balance of payments a key ratings strength. The country has been running a
current account surplus for the past 17 years, primarily supported by the fast expansion of
high-value-added ICT services exports (the total external services surplus has averaged 5% of
GOP in the past few years). This has shifted israel into a substantial net external asset position of
about 40% of GDP, one of the highest among non-commadity-exporting sovereigns, and reduced
its gross external financing needs. Despite the sharp drop in exports in 2020, we expect the
axternal balance to remain in surplus as shrinking domestic demand will reduce imports,
Recovering global demand for Israsli services, as well as the development of offshore natural gas
fislds with significant export capacity, should keep the current account surplus at its
pre-pandemic level of around 3% of GDP over the medium term.

We also consider Israel's monetary policy flexibility a key credit strength, The BOt is a highly
credible institution, with a long track record of operational independence and a full suite of
market-based monetary instruments, benefiting from the deep local currency financial and
capitat marksts. This year, the bank has deployed its arsenal of available tools to soften the
effects of the pandemic on the Israeli economy through policy rate cuts, quantitative easing, low
interest rate loans to banks, and others. Meanwhile, the bank has also amassed substantial
foreign exchange reserves of close to US$160 billion as of end-October (around 40% of GDP). We
note that current foreign exchange reserve levels cover Israel's overall external debt 1.7x.

The Israeli banking system is well capitalized, profitable, and liquid. Banks' asset quality has been
historically high--nonperforming loans stood at just 1.3% of total loans in 2019. The system is
domestic-deposit funded and remains in a net exiernal asset position. Although banks will
inevitably suffer from weaker economic activity and the crisis-driven loan repayment moratorium,
substantial capital and liquidity buffers, in tandem with regulatory and liquidity support, should
enable them to mitigate the ongoing macroeconomic shock.

Key Statlstics

Israel Selected Indicators

MiLILs 2014 2015 2016 2017 2018 2019 2020 0 2022 2023

Economic indicators (%)

Nominal GDP {bil. 1,108 1,167 1,224 1,269 1,330 1.407 1347 1,415 1.488 1,563
LG

Nominal GOP {bit. §) 310 300 319 353 370 395 389 416 441 470
GDPpercapita (D00s  37.8 358 37.3 40.8 41.7 436 42,2 443 46.0 48.2
$

Real GDP growth 3.9 22 38 36 35 3.4 (5.0) 4.5 35 a5
Real GDP per capita 2.0 0.2 1.8 1.6 1.5 1.5 (6.8) 26 1.6 1.8
growth

Real investment 1.0 (1.0} V2.7 4.5 5.1 2.5 &0 30 a5 s
growth

nvestment/GDP 206 199 219 215 .7 21.4 215 21.2 21 21.0
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israel Selected Indicators {(cont.)

MILILS 2014 2016 20186 2017 2018 2019 2020 Flirg] 2022 2023
Sawvings/GDP 4.4 253 248 244 24.4 24.8 25.1 4.6 24.2 238
Exports/GDP 323 Ns 30,0 288 6.8 29.3 279 7.8 274 21.0
Real exports grawth 08 {2.4) 0.8 35 6.4 40 6.0 35 a0 3.0
Unemployment rate 59 5.3 4.8 43 4.0 a8 4.7 -] 5.0 4.5
Extormnal Indlcators (%)

Currant account 349 5.4 37 29 2.7 3.4 36 3.4 aa 24
balance/GDP

Current accaunt 9.8 13.7 9.9 8.1 7.2 9.4 10.4 98 8.1 8.2
balance/CARs

CARs/GDP 361 9.2 s 359 3ra 36.1 34.5 347 34.2 337
Trade balance/GDP {2.3) (1.1} (2.5) 3.0 4.7) .0 (3.2) (3.6) 3.7 3.8)
Net FDI/GDP 0.5 0.1 0.8) 28 4.2 2.6 3.5 3.0 3.0 Ry
Net portfolio equity 0.2 1.0 1.4 0.0 (4.2) (1.8) (2.0) (2.5) (2.5) (2.5)
nflow/GDP

Gross external 76.4 70.3 €689 68.8 66.3 64.9 62.0 57.2 57.5 57.6
financing

needs/CARs plus

usable reserves

Narrow netexternal  (24.8) (346} (41.2) (54.1) (46.8) 51.7) (66.4) 62.1) 62.3} (62.3)
debt/CARs

Narrow net external  {27.3)  (40.1) (45.7} {58.9) (50.3} {57.1) (74.1) 168.8) (68.6) {67.9)
debt/CAPs

Net external (55.8) (58.2) (BB.4) [(111.5} (87.4) (113.5) (133.2) (131.7) (133.4) (134.5)
liabilities/CARS

Net externat (B1.8) {67.4) (98.0) (121.4) {105.1) (1253} {14B.7) (1461} {1467} (14B.5)
liabilities/CAPs

Short-term external 377 35,6 3ia 30.4 28.3 6.9 30.4 27.8 275 28.4
debt by remaining

maturity/CARs

Usable 8.0 10.2 101 101 107 0.7 128 14,1 14.0 13.7
reserves/CAPs

(months)

Usable reserves (mil. 86,105 90,623 98.36% 113,010 115279 126,023 153,268 159,509 166,122 173175
§)

Fiscal indicators {general government; %)

Balance/GDP (2.5 {1.4) (1.9) 2.1 4.3) (4.5) {12.00 (7.5} {4.2) (4.0}
Changein net 2.3 07 1.1 0.5 31 3.0 1.9 7.5 4.0 38
debt/GDP

Primary 1.2 20 1.3 1.0 (1.4) (1.7) (8.9) (4.2) 0.7 (0.5)
balance/GDP

Revenue/GDP 36.5 36.8 36.3 375 35.9 35.2 34.0 35.0 36.0 36.0
Expenditures/GDP 30.0 38.2 38.2 39.6 40.2 39.7 48.0 425 40.2 0.0
interast/revenues 10.1 9.3 8.8 8.2 8.2 8.1 8.0 9.5 9.7 9.9
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Tagde 1

Israel Selected Indicators (cont.)

MILILS 2014 2016 201¢ 2017 2018 2019 2020 2021 2022 2023
Cebt/GDP €5.7 63.8 62.1 80.6 60.9 60.0 74.5 78.4 78.6 78.7
Debt/revenues 1803 1738 N0 161.6 169.7 1704 2183 2240 2184 218.5
Net debt/GDP 64.2 618 80.0 58.4 58.8 586 73.0 770 773 774
Liquid assets/GDP 1.5 2.0 21 23 2.1 1.4 15 1.4 1.3 1.3
Monatary Indicators (%)

CPl growth 05 {08 {0.5} 0.2 0.8 0.8 (0.6} 0.5 1.8 1.6
GOP deflator growth 1.0 28 1.0 0.2 1.3 2.2 0.8 0.5 16 1.5
Exchange rate, 3.89 390 3.8% 3.47 3.75 3.46 3.40 3.40 3.35 3.30
year-and (LC/$)

Banks' ctaims on as 5.9 39 &0 6.2 4.8 2.0 3.5 5.0 5.0
resident non-gov't

sector growth

Banks' claims on 703 0.8 701 703 71.3 70.7 75.3 74.2 74.1 74.0
resident non-gov't

sector/GDP

Foreign currency 6.2 5.4 4.9 43 4.2 a7 N/A, N/A N/A, N/A

share of claims by
banks on residents

Fareign currency 196 192 182 18.0 18.5 18.5 NIA N/A N/A N/A
share of residents'
bank deposits

Real effective 0.6 0.6 3.4 79 9] 24 N/A N/A NiA N/A
exchange rate
growth

Sources: Tha Bank of laraet, lerasl Central Bursau of istios, {nternational M vy Fund {Esanomia Indicators), srasl Central Bureau of
Gtatistics, Thae Bank of larasl (Extarnal Indicatore), Bank of terasl and Ministry of Financa of the Gavarnment of laraot (Flscol Indicatora), and
the Bank of larasl, International M y Fund (M Y Indicators)

Adfustmenta: Nuno.

Definiti Savings is dafined as i pluu the socaunt surplug (deficit). Investment is defined as axpanditurs on capital
goody, including pl.nt. quip t,and h g plus the change if1 i jos. Banks ars other depository corporations other than the
contral bank, whose ligbitities are included in the netional definition of broad money. Groas extsrnal financing nesds are defined as current
acoount payments plus short=term external dobt ot the and of the prior year plus nonresident deposits at the end of the prior year plus
long-term external debt maturing within the year. Narrow net axternal debt is defined as the stock of foreign and local currency public- and
private- sector bofrowings from nonresidents minus official reservas minus public-sector liquid claims on nonresidents minus
financial-eetor loans to, depoalte with, or investmants in nonrssident entities. A negative number indlcates nat axternak ianding, N/A—Not
spplicable, LC—Local ourrency. CARe--Current acoount receipta, FOI--Forsign diract investment. CAPl--Cme agcount paymnu The data
and retios above resuit from S&F Global Retings' own caloul drawing on national aa well sa intarnati fl L S&P
Global Ratinge’ independent view on the timaliness, coverage, nwnay. credibility, and usability of available information.

Ratings Score Snapshot

Table 2

Israel Ratings Score Snapshot

Key rating factors Beore Explanstion

Institutional assessmant 4 Generally effective policymaking promoting sustainable public finance and
balanced sconomic growth, but tess cohesive civil society because of ethnic

and religious tensions.
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Table 2

Israel Ratings Score Snapshot (cont.)

Key rating factors Score Explanation

External security risks, including risks of war stemming from domestic
conflicts (Palestine and Gaza) and from strained relations with some

neighboring countries,
Economic assessmeant 1 Based on GDP per capita {$) as per the Selected Indicators tabls above.
External assassmant 1 Based on narrew net external debt and gross external financing needs as per

the Selectad Indicators table above.

Fiscal agsessment: flexibility 3 Based on the change in net ganeral government debt (% of GDP) as per

and performange Salectad Indicators table above, adjusted for the one-off impact of COVID-18
pandemic.

Fiscal assessmant: debt 4 Based on net general government debt (% of GDF} and general governmant

burden interast expenditures (% of general governmant revenues) as per Selected
Indicators table above.

Monetary assessment 2 Managed-float exchange-rate regims, The central bank has a track record of

operational independence and it uses market-based monetary instruments
and has the ability to act as a lender of last resort. CPl as per Selected
Indicators table above; the local currency financial and capital markets are

deep.
Indicative rating ae As per Table 1 of "Sovereign Rating Methodology.*
Notches of supplemental -1 Event risk related to potantial cases of rapidly rising externai political crises,
adjustments and flexibility such as a large-scale ground war with Iran and multiple scenarios of
terrorism,
Final rating
Foraign currancy Al-
Notches of uplift 0 Default risks do not apply ditferantly ta foretgn-and local-currency debt.
Local currency Ab-
88 Global Ratings® analysis of soversign craditworthiness reste on its asseesmant and scoring of five key reting factors: (i) institutional
{iiy i 1t {iii) external t; (i} the ge of fizca! Aexibility and performance, and debt burden; and (v)
monatary aesssamant. Each of the factors is aseessad on a continuum ap g trom 1 { goat] to & (weakest), SAP Global Ratings'
"Soveraign Rating Methodology" published on Dec. 18, 2017, details how we dorm and combine the scores and ther derive the soversign
foreign y tatng. In d with 8&P Global Ratings’ sovereign ratings methodology, a change in score doss not in all cases lead to a
changs in tha rating, nor is a change In the rating ily predicated an changes in one or more of the scores. In detarmining the final rating

the commirtas can maks uss of the flaxibility afforded by §15 and §§1268-128 of the rating mathodology.

Related Criteria

- Criteria | Governments | Sovereigns: Sovereign Rating Methodology. Dec. 18, 2017

- General Criteria: Methodology For Linking Long-Term And Short-Term Ratings, April 7, 2017
- General Criteria: Principles Of Credit Ratings, Feb. 16, 2011

- General Criteria: Methodelogy: Criteria For Determining Transfer And Convertibility
Assessments, May 18, 2009
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Related Research
- Sovereign Ratings List, Oct. 14, 2020
- Sovereign Ratings History, Oct. 14, 2020

- Sovereign Risk Indicators, Oct. 12, 2020. An interactive version is available at
www.spglobal.com/sri

- Default, Transition, And Recovery: 2019 Annual Sovereign Default And Rating Transition Study,
May 18, 2020

In accordance with our relevant policies and procedures, the Rating Committee was composed of
analysts that are quatified to vote in the committes, with sufficient experience to convey the
appropriate level of knowledge and understanding of the methodology applicable (see ‘Related
Criteria And Research'). At the onset of the committee, the chair confirmed that the information
provided to the Rating Committes by the primary analyst had been d stributed in a timely manner
and was sufficient for Committee members to make an informed decision.

After the primary analyst gave opening remarks and explained the recommendation, the
Committee discussed key rating factors and critical issues in accordance with the relevant
criteria. Qualitative and quantitative risk factors were considered and discussed, looking at
track-record and forecasts.

The committee's assessment of the key rating factors is reflected in the Ratings Score Snapshot
above.

The chair ensured every voting member was given the opporturity to articulate his/her opinion.
The chair or designee reviewed the draft report to ensure consistency with the Committee
decision. The views and the decision of the rating committee are summarized in the above
rationale and outlook. The weighting of all rating factors is described in the methodclogy used in
this rating action (see ‘Related Criteria And Research’).

Ratings List

Ratings Affirmed

lsrast

Sovereign Credit Rating AA-/Stable/s-1+

Transfer & Convertibility Assessment  AA+

Senior Unsecured AA-

Certain terms used in thie report, particularly certain adjectives used to express our view on rating relevant factors,
have specific meanings ascribed to them In our criteria, and should therefors ba read in conjunction with such
criteria. Plaass see Ratings Criteria at www.standardandpoors.com for further infarmation. A description of each of
S&P Global Ratings’ rating categories is contained in *S&P Global Ratings Definitions® at
hnps-ﬂwww.standardandpoor&comlan_uSMobIgueatlarticlel-!view/aourceldlSObasz Complete ratings
information is available to subscribers of RatingsDirect at www.capitaliq.com. All ratings affected by this rating
action can be found on S&P Global Ratings' public website at www.standardandpoors.com. Use tha Ratings search
box located in the left column. Alternatively, call one of the following S&P Global Ratings numbers: Client Support
Europe (44) 20-7176-7176; London Press Office (44) 20-7176-3605; Paris (33} 1-4420-6708; Frankfurt (48}
60-33-899-225; Stockholm (46) B-440-5914; or Moscow 7 (485) 783-4008.
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box located in the left column. Alternatively, call one of the following S&P Global Ratings numbers: Client Support
Europe (44) 20-7176-7176; London Press Office (44) 20-7176-3605; Paris (33} 1-4420-6708; Frankfurt (48}
60-33-899-225; Stockholm (46) B-440-5914; or Moscow 7 (485) 783-4008.
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