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Macro Economic Review

I Eyal Raz, Head of Economics Department, Finance and Economics Division

The composite state-of-the-economy index indicates rapid growth in the third quarter

The composite state-of-the-economy index rose 1.2% in September. This is the fourth consecutive
month in which the index has increased, following 11 straight months of declines. According to the
index, it appears the duration of this recent recession was similar to the average duration of recessions
seen over the last three decades. The third quarter of this year is showing signs of being a quarter in
which growth accelerated in the countryss business sector; while the Bank of Israel (Bol) notes in its
announcement of the state-of-the-economy index that its increase "strengthens the assessment that
a positive turnaround in economic activity is occurring.”

The components of the index indicate a recovery in activity in the industrial sectors, alongside a
continuation in the expansion of activity in the trade and services sectors, in which there began a
change in the trend already six months ago. Since the industrial, trade and services sectors account
for a majority of the business sector, it appears the economic recovery reflects today a positive trend
in an increasing variety of sectors.

The results of the most recent companies survey strengthens the feeling of improvement in
economic activity

The third quarter companies’ survey of the Bol indicates a continued recovery in economic activity
in Israebs business sector, while the net balance of responses (the difference between the rate of
companies and businesses that reported an increase in activity and the rate that reported a decline)
indicates a slight increase, primarily influenced by the moderate increase in domestic activity. This
trend can also be seen in an analysis of the retail and construction sectors, as well as in the industrial
sectors. Regarding the final quarter of the year, companies in the industrial (especially the export
sectors), retail, business services and construction sectors all expect an increase in economic activity.
When taking a look at the business constraints noted by companies in the economy, we see that in
the area of supply constraints only one “slight"constraint stands out in most sectors — and that is in
the realm of financial constraints (the exception is in the construction sector where this constraint
ranges between “slight"and "medium”).

Against the backdrop of the aforementioned, there appears to be congruence between the macro-
economic data recently published and which is also reflected in the composite state-of-the-economy
index, and company reports that, in retrospect, it turns out presented in the past a pessimistic outlook
relative to the economic reality: the recovery came faster than expected.

No change in the interest rate of the Bol

On October 26 the Bol announced that its interest rate for November will remain unchanged at 0.75%.
Bol noted in its announcement the turnaround in economic activity that is continuing; and this while
maintaining inflation (excluding seasonality and the impact of the rise in prices that stem from taxes
and levies) at an annualized rate near the middle of the price stability target range (1-3%). Inflation
expectations derived from the capital market are close to the middle of the target range. Regarding
the global economy, it was noted in the Bol interest rate announcement that the estimates are that
inflation around the world will remain low; and therefore, monetary policy in many countries will
continue to be expansionary in the coming months.

It appears the following list of factors will continue to hold significant importance and weighting
in upcoming interest rate decisions: (1) an inflation environment within the target range; (2)
uncertainty regarding future economic growth due to the dependence of Israebs rate of recovery
on the global economy; and, (3) the expectation that global interest rates will remain low in the
near term. These factors combine with the assessment that the Bol is less concerned today about
the impact a negative real interest rate has on inflation in the economy, and thus is overweighting
support for economic activity. Looking forward, this approach, if it will be maintained, means that in
the absence of any extraordinary data, the interest rate is expected to remain at its current level also
in the coming months.
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The New Tax in Brazil

I By: Ofer Hillel, Senior Analyst, International Markets, Leumi International &
Private Banking Division

On 20/10/2009, the Brazilian government launched an IOF tax (Imposto
sobre Operacoes Financeiras - Tax on financial operations) of 2%, applicable
to foreign exchange inflows related to the purchase of any instruments (such
as equities and bonds) in the Brazilian market, in the local currency.

The tax is levied once, on capital flow into the Brazilian securities markets.
Once it is paid, additional transactions are exempted from additional tax
payment. Furthermore, the tax is only applied to foreign capital converted
it into Brazilian Real and invested in Brazilian capital markets (equities and
bonds), where ADRs, Eurobonds, imports and exports and direct investments
in the country are not affected by this new tax.

As an example of the IOF tax methodology, let's consider an investor who
needs a total amount of BRL 100,000 to fund local purchases. The amount
required for the FX would equal BRL 100,000 / (1 - 0.02) = 102,040.81. To
put this another way, the purchase price represents 98% of the total FX
requirement, with the remainder being the IOF payment.

This new law's declared goal (according to Brazilian Minister of Finance,
Mantega) is to prevent a further strengthening of the domestic currency,
after it had appreciated by approx. 35% since the beginning of the year.
We reiterate that a similar tax was imposed in Brazil at the beginning of
2008, but even then, similarly to the present, the decision enjoyed a most
limited success over a short period of time, however the currency continue
appreciating immediately afterwards. That same tax was canceled in October
2008, in view of the credit crisis.

The previous tax of 1.5%, (in contrast to the current 2%), was imposed only
on bonds while no tax was imposed on equities. Surely this time the goal is
different. As may be recalled, the declared reason for the first round of tax
charges on foreign capital was to prevent interest rates arbitrage. A similar
action at present would not be effective, since within the foreign capital
inflow of approx. $26 billion into Brazil since the beginning of 2009, only
$6 billion was directed at the bonds market while approx. 20 billion was
diverted to investments in equities! (Therefore, it is truly surprising that in
dollar terms, the Brazilian capital market crawled at only approx. 180% over
the past year).

If Brazil continues to exhibit solid and continuous signs of recovery, along
with continuing signs of economic improvement, indubitably, this new-old
tax will have no effect on investors, who perceive investment opportunities
in a growth orientated country. There is the risk that the action will not
produce the expected results and, therefore, will result in damage to
exports, an increase in the government deficit and an increase in the current
account deficit, as domestic demand would be limited to the growth rate
of the domestic economy's output only, following a slowdown in capital
movements, which go hand-in-hand with capital investments. On the other
hand, if the procedure is effective, it could stimulate the central bank to raise
the domestic bank rate higher than expected. In any event, it appears that,
currently, an investment in Brazil embodies a fairly high risk.
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Mutual Funds vs. Exchange-Traded Funds

I Galia Ozdogan, Product Services Manager, Leumi International & Private Banking Division

Most investment professionals agree that diversification
among various financial products and industries, is the most
important component of reaching long-term financial goals
while minimizing risk. The simplest and most convenient
tools for such diversification are mutual funds and exchange-
traded funds.

The basics

Mutual funds - which are a collection of stocks, bonds or
otherinvestments —are considered the simplest way to access
wide segments of the stock and bond markets. The money
invested in a mutual fund is pooled with other investors'and
used to buy dozens or hundreds of different securities that
provide instant diversification that is often too expensive to
achieve directly. Exchange-traded funds (ETFs) are similar to
mutual funds and typically represent a basket of securities
that correspond to a specified financial index.

Investment diversification

Thousands of mutual funds offer access to most types of
investments - from the broadest reach to international
markets to niche categories. Historically, ETFs have covered
specific markets as opposed to broad markets (in fact, out of
nearly 2,200 ETFs on Morningstar's database, only five global
equity ETFs have five-year track records). These days, one
may find both mutual funds and ETFs that fit investment
needs.

The mechanics

The pooled money in a mutual fund is used to purchase a
wide variety of securities. Investors do not actually own the
underlying stocks or bonds; instead, they own shares in the
fund itself. As the value of the underlying securities rises and
falls, so does the net asset value (NAV) of the shares. Most
mutual funds are actively managed, whereby a portfolio
manager looks for securities that fit the fund’s overall
objective, with a goal to outperform its benchmark.

ETFs, on the other hand, seek to track an index - either fully,
by purchasing the same securities with the same weightings,
with the aim of providing low tracking error, or synthetically,
via equity-linked or total-return swaps. ETFs using swaps
are very common, so counterparty risk is an important
consideration — where investors think they are buying an
index, they are actually buying futures and, in some cases,
only a portion of the names in the index.

Costs

The average active mutual fund costs 1.4% annually, while
the average ETF charges 0.55%. Actively managed funds are
more expensive as a result of due diligence - fund managers
often meet with management, talk to customers and
analyze financial statements - in an effort to outperform the
benchmark. ETFs “simply” track the performance of various
indices, which do not change their underlying components
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very often, leading to fewer trades and lower costs. Still,
ETFs are getting pricier as a result of narrower focus and
increasingly complex strategies.

Additional fees require attention - ETF transactions trigger
brokerage commissions and some mutual funds charge
"load" fees when buying or selling shares. If making regular
contributions over time, buying a mutual fund may be more
cost-effective. If rolling over a lump sum, however, an ETF
may be a better vehicle.

Pricing and trading

Mutual funds trade once daily, at the end of the business
day, because the price of the shares is based on the NAV of
all underlying holdings. A mutual fund share price, therefore,
accurately reflects the value of the underlying assets, but is
known only after the trade. Share prices of ETFs, which trade
continuously, are determined by supply and demand among
investors throughout the day, with the potential for trades
above or below the true NAV.

Dividend differences

Most mutual fund investors take advantage of their fund's
automatic dividend reinvestment feature. That saves them
the hassle of deciding what to do with the cash that comes
their way periodically. If and when the mutual fund pays out
a cash dividend, it is automatically reinvested in shares, or
partial shares of the fund.

With dividend-paying ETFs, dividends wind up in the
brokerage account instead, just like the dividend on a regular
stock. To reinvest that cash, one must make another purchase
with brokerage fees in toe.

Tax issues

ETFs are quite tax-efficient, as they allow an investor to
pay most of his capital gains tax upon final sale of the
ETF. Delaying it until the very end is valuable because the
amount that would have been paid to taxes can continue to
accumulate wealth. Exactly how much an investor benefits
after-tax depends on their marginal tax rate, the return of the
investment, and how long they hold the investment.
Traditional mutual funds accumulate unrealized capital gains
liabilities for stocks that have risen in value. Upon sale of
these stocks the fund calculates and periodically distributes
the capital gains to its investors in proportion to their
ownership.

In Summary

The lines between the asset classes are getting blurry as
various mutual fund managers offer index-tracking funds
and some ETFs actively manage the investments or use
sophisticated quantitative models to choose securities.
However, both mutual funds and ETFs provide diversified
access to global and niche markets, each with its unique
advantages and disadvantages.



Going Further — Bank Leumi (UK) plc*

Leumi Private Banking

Leumi Private Banking is proud to protect and enhance the
wealth of its international clients and their families through a
comprehensive range of private banking, investment and trust
services.

We welcome new clients.

Banking Services
We offer a full range of banking services in all major currencies,
accept deposits for sums of £50,000 and above (or equivalent in
other currencies), and provide payment services, cheque books
and charge cards.

Investment services

For sums of £250,000 and above (or equivalent in other
currencies) we offer both Advisory and Execution Only Services.
We can offer investment advice on fund choice and also asset
allocation and portfolio valuations in all the major currencies.
Invested cash can be held in the currency of your choice.

Wealth Planning Solutions and Fiduciary Services

We structure, establish and administer trusts, private investment
companies registered in various locations, and foundations,
through our subsidiary in Jersey.

Treasury and Dealing Services

Our Private Banking Relationship Managers, in conjunction with
our Dealing Room, are able to offer a full dealing service and
provide you with the latest market information. In addition they
can offer a range of options, future and derivative strategies for
sophisticated investors.

Foreign Exchange Services

We offer immediate competitive pricing in all major currencies,
covering spot and forward periods and swaps trades. We offer
access to a range of derivative instruments as investments, or
for protection against interest, exchange, and equity risk. Our
treasury team is positioned to facilitate timely execution.

Lending

We provide lending facilities against portfolios of securities, bank
guarantees, UK properties, cash deposit, and on a back-to-back
basis (a loan backed by a deposit held in the same or different
jurisdiction).

Executive Mortgages

We offer a flexible five-year, interest only mortgage with a multi-
currency option intended for UK and expatriate high net worth
individuals for the purchase of their residential property in the
UK.

*Bank Leumi (UK) plcis authorised and regulated by the Financial
Services Authority.

Leumi Private Banking
Bank Leumi (UK) plc
020 7907 8008

PrivateBanking@bankleumi.co.uk ~ www.bankleumi.co.uk

Leumi Jersey

Bank Leumi (Jersey) Limited** provides a full range of private
banking services for clients who are looking for an offshore
location with security, confidentiality and in a stable, reputable
environment. We have an experienced team who are able to
provide a flexible and focused approach to meeting individual
client needs.

Additional services available from our offices in Jersey:

From Bank Leumi (Jersey) Limited

Banking for Non-Domiciliaries

We routinely provide accounts where capital and income are
segregated. This, combined with our attractive interest rate,
should prove to be particularly beneficial to clients who are not
UK domiciled but resident there. It may also be attractive in other
circumstances.

Offshore Custody

We are able to provide offshore global custody arrangements for
trusts, companies and individuals, whose planning include such
requirements.

Offshore Executive Mortgages

This product is most applicable for UK residents who are not
domiciled for tax purposes in the UK and who have foreign
earnings. These clients may purchase residential or investment
property in the UK using a Bank Leumi (Jersey) Limited flexible
five year, interest only mortgage with a multi-currency option.

From Leumi Overseas Trust Corporation Limited***
Fiduciary Services

The formation and administration of Trusts, Foundations and
Companies is at the core of our service. Whether the goal is to
is to provide an orderly transfer of assets to future generations,
to maximise returns by investing within a tax-efficient structure,
or any other aspect of international planning, we can assist in
the establishing and managing the most appropriate holding
vehicle.

Family Office Services

The idea of having one overall focal point for many areas of
planning and investment is appealing to many clients and we are
able to provide this service from one office. Asan enhancement,
we are able to provide Private Trust Company services, where
family members may be closely involved in the trustee decision
making - giving an element of control if required.

Wealth Planning Solutions

Working in conjunction with tax advisors, we can provide a wide
range of solutions for families or companies looking to efficiently
manage and protect assets whilst planning for the future.
Wherever there is a requirement for fiduciary services from an
experienced team, in a reputable and stable jurisdiction, we will
be able to assist.

**Bank Leumi (Jersey) Limited is requlated by the Jersey Financial
Services Commission.
For more information phone: 01534 702 525

*** eumi Overseas Trust Corporation Limited is regulated by the
Jersey Financial Services Commission.
For more information phone: 01534 702 500

info@leumijersey.com www.leumijersey.com

The data contained in and attached to this message has been prepared given the research, knowledge and investment views of Bank Leumi le-Israel BM or on
advice from the research facilities and data sources of third parties. It is intended solely for information purposes and not as an invitation to participate in any
particular trading strategy. It should not be used as the primary basis for trading decisions. No representation or warranty can be given with respect to the accuracy
or completeness of the information herein.

This documentation does not constitute a recommendation or invitation to buy, or the solicitation of an offer to sell any product, security, note or instrument.
There may be significant risks associated with any product, security, note or instrument described herein including, but not limited to interest rate risk, price risk,
liquidity risk and credit risk. The value of investments can fall as well as rise and an investor may not get back the original amount invested. Any exposure to foreign
currencies may also cause the value of an investment to fluctuate. Past performance is not necessarily indicative of future results.

We are not acting as your financial adviser or in a fiduciary capacity in respect of any transaction with you unless otherwise expressly agreed by us in writing.
Before entering into any transaction you should take steps to ensure that you understand the transaction and have made an independent assessment of the
appropriateness of the transaction in the light of your own objectives and circumstances, including the possible risks and benefits of entering into such transaction.
You should also seek advice from your own advisers in making this assessment.

Theinformation contained in or attached to this message is privileged and confidential. The information is intended only for the use of the individual or entity named
above. If the reader of this message is not the intended recipient, you are hereby notified that any dissemination, distribution or copying of this communication is
strictly prohibited. If you have received this communication in error, please notify us immediately by telephone or e-mail and delete this message.



