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Maxim Rybnikov, Director and Lead Analyst, EMEA Sovereign & Public Finance Ratings, S&P
Global Ratings:

Thank you so much. Today I'll cover very briefly a few things on the economic outlook and how we
currently see the sovereign credit ratings of Israel. First of all, | want to say a few words about the global
context — | need to emphasize that we really are today in uncharted territory. It's very difficult to be a
professional forecaster these days, when the policy sometimes changes from day to day. Our current
baseline assumes 10% USA tariffs across the board, and 25% for cars, aluminum and steel. We're not
expecting that the slowdown in US and China is going to lead to a US recession at this juncture, and
lower commodity prices and weaker US dollar may be disinflationary for many economists. | need to
emphasize again that the numbers are very uncertain.

Moving to Israel — Israel was rated AA - for a long time, before two downgrades that took place last
year, one in April 2024 and the other one in October, each was by one notch. Therefore, the rating today
is A with a negative outlook.

We, of course, closely followed the geopolitical events last year, which we thought significantly
increased risks for Israel, and this is why the two rating actions took place. And | think it's quite
noteworthy also that if you look at the chart in front of you, sort of the flat line shows the reaching
trajectory, but the other line, the orange line shows the market derived signal, essentially derived from
data on credit default swaps, which suggests that from the market point of view, the credit risks are
even higher today than what we say they are given our current rating level.

Israel’s recent sovereign rating history and market derived signal score
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S&P Global 3
Ratings
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A few words on the sovereign rating methodology and how it applies to Israel. | need to remind
everyone that rating is of course an assessment of creditworthiness, so it's an assessment of default risk.
As such, we don't really take any political views. It's not a recommendation for investment. It's not an
assessment of the business environment. So this is really all about creditworthiness. And there are a few
building components which form this rating.

There are five factors, specifically listed here, which are key: Institutional Assessment, Economic
Assessment, External Assessment, which is balance of payments, fiscal & Debt and Monetary
Assessment.

Our sovereign rating methodology and its application to Israel

+ Each of the key rating faclors is assessed on a continuum spanning from 1 {strongest) to & (weakest)

Institutional Economic External Fiscal & Debt Monetary
Assessment Assessment Assessment Assessment Assessment
4 1 1 4.5 2
| | I l |

Institutional and Flexibility and

Economic Profile Performance Profile
@ Sovereign Indicative %
Rating Level
fffffffffffffffffff Supplemental adjustments

Israel foreign currency [
sovereign rating:
A/Negative

S&P Global 4

Ratings

So each of those were assessed on a spectrum of one to six, with one being the strongest and sixth, the
weakest. And as you can see here, the strong parts of Israel's assessment are economic and balance of
payments, as well as our assessment of monetary policy, while the weak ones are institutions and the
fiscal and debt characteristics. So all of these things combined lead to the current rating level of A with
a negative outlook.

| think by far the largest strength, of course, is the innovative and resilient Israel economy. I've spoken
to many analysts in Israel and other investors internationally. What's people always highlight is that if
you remove the name of the country from some of the data, for example, the economic performance
or the balance of payments performance, it's very difficult to imagine that these numbers are really
coming from a country with sort of a current security situation that we're observing, and | think that's
quite remarkable.

We know that the Israeli economy has bounced back from past shocks. And | think from the point of
view of the rating, this is also one of the key strengths. Closely deriving from that is, of course, the

11
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balance of payment position. We've got very sizable reserves at the Bank of Israel, which cover multiple
times the gross external debt of the economy, which from our point of view is also a very important
factor. Finally, we've got flexible and effective monetary policy in Israel, and we've seen in the past that
Bank of Israel has been able to act decisively during past shocks, economic or other shocks, to essentially
arrest the deterioration in government funding conditions when it was required.

So now let's move to look at the few factors which are sort of less supportive or which are key constraints
for our current view of Israel creditworthiness. And | need to emphasize that by far the biggest constraint
for the ratings today is really the institutional risk and event risks.

The institutional assessment is a factor which has a high weight in our current sovereign methodology.
We derive our institutional assessment from several factors: policy choices, public finances and, of
course, at the existence of comprehensive checks and balances between various institutions. We also
look at cohesiveness of civil society, and data availability and things like respect for the rule of law.

Here for Israel, | think there's a bit of a dichotomy which exists because when we talk about the
economic aspects of the institutional assessment, | think they're very strong. We've seen very prudent
economic management in the past, including during the crisis. But at the same time, we see, of course,
less cohesive civil society. We see very significant external security risks, and we see elevated political
volatility in recent years.

Of course, we know about the atrocities of October 7, which was really shocking for the rest of the world
and for Israel, And since then we've seen a war going on which has lasted probably much longer than
anyone originally anticipated, leading of course also to dire situation, very significant casualties in Gaza.
We don't know at the moment what the way forward is and how the war is going to end. And for us, it
certainly presents risks, especially in a scenario where there's a more significant escalation, especially if
Iran, for example, gets directly involved, which is not our baseline for now. But if that were to happen,
we could see the influence on multiple credit factors across the board. These risks are partly captured
in the institutional assessment.

12
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The other weakness at the moment in our view is Israel's fiscal position. The forecasts for Israel's net
general government debt trajectory have been effectively revised consistently upward, and the today
looks quite a bit worse than what it was pre-war and worse than the original initial assessment from the
shock of October 2023.

Israel’s fiscal position has weakened over the last 2 years

Net general government debt (% of GDP), S&P Global Ratings forecast
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S&P Global
Ratings 7
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So to conclude, I'm just going to speak briefly about where we are in terms of the outlook. The key
question is — why it's negative?

To summarize — for now it's all about the security risks, and how will they unfold. Military conflict
degrading lIsrael fiscal position, growth and balance payment might trigger downgrade of rating.
Especially if Israel and Iran will be in direct conflict again. The mirror image is reducing the risks to Israeli
fiscal position and growth from military conflict.

Israel Rating Outlook

A/Negative/A-1

The negative outlook reflects the risk that the conflict between Israel, Hamas, and other proxies of Iran could substantially
weaken Israel's economy, public finances, and balance-of-payments position, particularly if the conflict escalates.

. ) L 4

Upside Triggers Downside Triggers

o Reduced likelihood of military escalation and a reduction Military conflicts hampering the country's economic growth,
in broader security risks. o fiscal position, and balance of payments more than we
currently anticipate.

o Persistence of ongoing conflicts; prospects of a direct war

S—— between Israel and Iran increasing.
S&P Global

Ratings 5
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