Consultation on the
Regional Classification of
the MSCI Israel Index

This consultation may or may not lead to the implementation of any or all of the proposed changes in the highlighted or

any other MSCI indexes. Consultation feedback will remain confidential. MSCI may publicly disclose feedback if

specifically requested by specific market participants. In that case, the relevant feedback would be published together with

the final results of the consultation. INGVANVANTANTAN

Please refer to the disclaimer at the end of this document.




Summary

« The MSCI Israel Index was reclassified from Emerging Markets to Developed Markets coinciding with the
May 2010 Semi-Annual Index Review after a public consultation that began in July 2008.

— The index was included in the MSCI World Index, the MSCI EAFE Index, and the MSCI Europe & Middle East Index.

» On June 2012, a survey was launched as part of the MSCI 2012 Annual Market Classification Review
requesting feedback on the regional classification of the MSCI Israel Index and whether it should be part
of the European investment opportunity set.

—Based on feedback received from international institutional investors, most of them did not consider Israel to be part
of their European investment opportunity set.

—As a result, MSCI announced as part of the MSCI 2013 Annual Market Classification Review that Israel’s regional
classification was to remain unchanged.

» MSCl is now seeking feedback from market participants on whether they still consider the MSCI Israel
Index as part of the Middle East investment opportunity set in terms of index inclusion or if it should be
regionally classified elsewhere.

» MSCl invites feedback from market participants on or before January 31, 2022 and will announce the
results of the consultation on or before February 28, 2022. To participate in the consultation, please
provide your feedback through an online survey available on: https://www.msci.com/consultation-Israel
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https://www.msci.com/eqb/pressreleases/archive/MSCI_May10_QIRPR.pdf
https://www.msci.com/documents/1296102/1333012/MSCI_Market_Reclassification_Proposals_July08.pdf/e2dc7fb0-008a-4294-b97a-06e8fe6cc46e
https://www.msci.com/eqb/pressreleases/archive/Mkt_Class_2012.pdf
https://www.msci.com/eqb/pressreleases/archive/2013_Mkt_Class_PR.pdf
https://www.msci.com/consultation-Israel

Current MSCI Regional Classification

@ MSCI classifies Israel as Middle East as per the Index Country Membership.
— Israel is the only market classified as Middle East in the MSCI World Index.
— The MSCI Israel Index is not included in the MSCI Europe nor MSCI Pacific Indexes, as it is not classified in these regions.

— However, the MSCI Israel Index is included in the MSCI EAFE and the MSCI Europe & Middle East Indexes, with the latter
being launched as part of the discussions with the global investment community in 2010.

Related MSCI Regional Indexes Regional Classification*
Italy, Netherlands, Norway, Portugal, Spain, Sweden, Switzerland,
Europe DM Europe United Kingdom _ _
EM: Czech Republic, Greece, Hungary, Poland, Russia, Turkey
Europe & Middle East DM Europe + Israel
Pacific DM APAC DM: Australia, Hong Kong, Japan, New Zealand, Singapore
EM: China, India, Indonesia, Korea, Malaysia, Philippines, Taiwan,
EAFE DM Europe + DM APAC + Israel Thailand
GCC Countries EM Middle East + Bahrain + Oman
Arabian Markets Combined EM Middle East + Bahrain + Jordan DM: Israel ) ) ) )
+ Oman + Egypt + Morocco + EM: Kuwait, Qatar, Saudi Arabia, United Arab Emirates
e FM: Bahrain, Jordan, Oman

A
M S ( I % *MSCI's market classifications as of December 2021.
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https://www.msci.com/index-country-membership-tool
https://www.msci.com/our-solutions/indexes/market-classification

Key Findings

« The MSCI Israel Index has more economic exposure to Europe than to the Pacific and
Middle East regions, however, the market's largest economic exposure comes from North
America.

* The information technology sector index weight has relatively increased in the MSCI Israel
Index in recent years, making it more aligned to the Europe and Pacific Indexes in terms of
active sector exposure.

* When looking at the regional and country level correlations, both in USD and local currency
levels, Israel is relatively uncorrelated to the Pacific, Europe and EM GCC clusters.

 The 3-year pairwise rolling correlations between weekly index returns show a higher
absolute correlation and similar co-movements through time between the MSCI Israel Index
and the World, Europe and Pacific Indexes, in contrast to the EM GCC Index, both in USD
and local currency levels.

MSCI &)
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Sector Analysis & Economic Exposure

* Health Care’s index weight predominance has declined since 2016.

* IT's share has been steadily rising since the same period, while financials preserve the second position by
weight in the index.

Source of Revenue of the MSCI Israel Index (November 2021) Evolution of Sector Weights in the MSCl Israel Index
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M S ( : I Source of revenue comes from MSCI Economic Exposure data.
g Please see the disclosure at the end of this document regarding simulated and back tested data.
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Sector Comparison Analysis

* The below exhibit shows the active sector exposure
of the MSCI Israel Index against select regional
indexes as of November 30, 2021.

Sector Weight Active Sector Exposure

MSCI Israel Index | MSCI Europe Index  MSCI Pacific Index Chgﬁr?tlr:zeh: |?1 g:x
Energy 0.0% 4.6% 1.1% 6.2%
Materials 5.8% 2.1% 0.8% 9.6%
Industrials 3.7% 11.1% 14.1% -1.4%
Cons. disc. 0.0% 11.7% 15.0% 1.3%
Cons. stap. 0.0% 12.8% 6.0% 1.6%
Health care 8.6% 6.0% 0.7% -7.5%
Financials 35.3% -16.9%
Comm. serv. 0.0% 3.7% 6.6% 10.1%
Utilities 0.0% 4.3% 1.9% 1.7%
Real estate 3.7% -2.4% 2.3% -0.1%

Snapshot as of November 30, 2021

A
M S C I g Please see the disclosure at the end of this document regarding simulated and back tested data.
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* The exhibit on the right shows the yearly standard deviation

Standard deviation of active sector exposures

of all active sector exposures between Israel and each
regional index, plotted during the relevant history.

Active Sector Exposure Deviations of Select Indexes Against MSCI Israel Index
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Market Accessibility

Median* Market Accessibility Ratings (June 2021)

Israel EM Middle East DM Europe EM Europe DM A.P_AC EM APAC
(Pacific)

Investor qualification requirement

Foreign ownership limit (FOL) level ++ -/? ++ ++ ++ +
Foreign room level ++ ++ ++ ++ ++ ++
Equal rights to foreign investors ++ + ++ + ++ +
Capital flow restriction level ++ ++ ++ ++ ++ ++
Fareign e>_<change LG ++ : ++ : ++ : ++ : ++ : +
liberalization level : : : : :

Investor registration & account set - : + : o, : i : nn : oo,
up g g g g g

Market regulations ++ ; ++ : ++ : + : ++ : ++
Information flow + : ++ : ++ : + : ++ : ++
Clearing and settlement + : + : ++ : + : ++ : +
Custody ++ : + : ++ : ++ : ++ : ++
Registry / Depository ++ ++ ++ ++ ++ ++
Trading ++ ; ++ ; ++ ; ++ : ++ : ++
Transferability ++ ] -/? : ++ ] ++ ] ++ : +
Stock lending ++ : -/? : ++ : + : ++ : +
Short selling ++ : -/? : ++ : + : ++ ] +
Availability of i : : : : :

/ ailability of investment o : oo, : o : o : o, : o,
instrument : : : : g

Stability of institutional framework ++ + ++ ++ ++ +

A
M S ‘ I * The median for each criteria was calculated by ordering each market’s ratings from highest to lowest.
% Based on the MSCI 2021 Global Market Accessibility Review Report.
Information Classification: GENERAL

Market Accessibility Assessments

- Israel has a ++ rating for all criteria
except for:

— Information Flow: Corporate actions

information is occasionally

incomplete or not always disclosed
in a timely manner.

— Clearing and Settlement: The
settlement cycle is set at T+1 and
the DVP mechanism is different

from international standards.

*Trading at the Tel Aviv Stock
Exchange occurs from Sunday to
Thursday.


https://www.msci.com/documents/1296102/1330218/MSCI_2021_Global_Market_Accessibility_Review_Report.pdf/d88d8bc0-a882-58c7-35f0-bef191e0ebe2

Index Levels (USD Levels)

 Gross USD index levels for the MSCI Israel Index and other select regional indexes are shown below.

USD Index Levels
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I Local index levels are available in the appendix.
M S ( I The MSCI Europe & Middle East Index was launched on May 27, 2010.
é Please see the disclosure at the end of this document regarding simulated and back tested data.
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Key Metrics

Key metrics

MSCI Israel Index

MSCI Europe & Middle East Index

MSCI Europe Index

MSCI Pacific Index

Total return* (%) 2.1 7.9 8.0 7.2

Total risk (%) 18.9 16.9 16.9 13.6
Return / risk 0.11 0.47 0.47 0.53
Sharpe ratio 0.08 0.44 0.44 0.49
Active return (%) 0.0 5.8 5.9 5.1

Tracking error (%) 0.0 16.4 16.6 15.6
Information Ratio 0.35 0.36 0.33
Historical beta 1.00 0.52 0.52 0.42
Number of constituents*** 11 455 444 462
Turnover** (%) 6.5 2.3 2.2 2.3

Price to book*** 1.6 1.7 1.7 14
Price to earnings*** 15.5 16.3 16.3 16.3
Dividend yield*** (%) 2.2 3.4 3.4 2.7

Period: May 31, 2010 to November 30, 2021. * Gross returns annualized in USD ** Annualized one-way index turnover over index reviews *** Monthly averages

MSCI &

%

The MSCI Europe & Middle East Index was launched on May 27, 2010.
Please see the disclosure at the end of this document regarding simulated and back tested data.

MSCI IndexMetrics®.
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Rolling Correlations (Local Returns)

* The exhibit below shows the 3-year pairwise rolling correlations between weekly gross local index
returns of the MSCI Israel Index against select standard regional indexes.

3-Year Pairwise Rolling Correlations of Israel Against Select Regional Indexes
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A The GCC Countries International Indexes were launched on June 4, 2015, with index levels history since June 2014.
M S ' I Rolling correlations in USD index returns are available in the appendix.
g Please see the disclosure at the end of this document regarding simulated and back tested data. 10

Information Classification: GENERAL



Regional and Country Level Correlations (Local Returns)

* The correlation matrices below depict the correlations in local gross monthly returns for each period
between every country and regional standard index.
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The Saudi Arabia and GCC Countries International Indexes were launched in June 2015. Indexes are ordered from highest to lowest within their region depending on their correlation level with the MSCI Israel Index.
A For simplicity, market classifications as of December 2021 were historically applied for the analysis.
M S C I Regional and country correlations in USD index returns are available in the appendix.
? Please see the disclosure at the end of this document regarding simulated and back tested data.
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Discussion Points

* From an investment opportunity set perspective, how do you view Israel’s regional
classification in terms of index inclusion? As part of the Middle East, European, Asian
or other investment opportunity sets?

*In general, how do you consider regional classifications? In terms of geographical
proximity, shared macroeconomic characteristics, or other?

» Should MSCI change the index regional classification for the MSCI Israel Index?

MSCI invites feedback from market participants on or before January 31, 2022 and will
announce the results of the consultation on or before February 28, 2022. To participate in the
consultation, please provide your feedback through an online survey available on:
https.//www.msci.com/consultation-Israel

MSCI &

Information Classification: GENERAL
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Index Levels (Local Levels)

» Gross local index levels for the MSCI Israel Index and other select regional indexes are shown below.
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A
M S C I The MSCI Europe & Middle East Index was launched on May 27, 2010.
é Please see the disclosure at the end of this document regarding simulated and back tested data.
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Regional and Country Level Correlations (USD Returns)

* The correlation matrices below depict the correlations in USD gross monthly returns for each period
between every country and regional standard index.
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The Saudi Arabia and GCC Countries International Indexes were launched in June 2015. Indexes are ordered from highest to lowest within their region depending on their correlation level with the MSCI Israel Index.

For simplicity, market classifications as of December 2021 were historically applied for the analysis.
Please see the disclosure at the end of this document regarding simulated and back tested data.
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Rolling Correlations (USD Returns)

* The exhibit below shows the 3-year pairwise rolling correlations between weekly gross USD
index returns of the MSCI Israel Index against select standard regional indexes.

3-Year Pairwise Rolling Correlations of Israel Against Select Regional Indexes
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Evolution of the MSCI Israel Index

* In 2021, the predominant sector is IT, with a weight of 37.3%, followed by Financials with 31.4%.

* The index now has 7 US foreign listings, as the market met the foreign listing materiality requirement in
the May 2015 Semi-Annual Index Review.

Security Name

TEVA PHARMACEUTICAL IND Large

ISRAEL CHEMICALS
BANK HAPOALIM

BANK LEUMI LE-ISRAEL
BEZEQ ISRAEL TELECOM.
NICE SYSTEMS

ISRAEL CORP

ISRAEL DISCOUNT BANK
ELBIT SYSTEMS
MIZRAHI TEFAHOT BANK
CELLCOM ISRAEL (IL)
DELEK GROUP

Large
Large
Large
Large
Mid
Large
Mid
Mid
Mid
Mid
Mid

PARTNER COMMUNICATIONS Mid

Data as of December 1, 2071

MSCI &)

* In USD Millions.

37,838
4,715
3,591
3,480
3,321
2,026
1,536
1,176
1,001
996
937
861
825

60.73%
7.57%
5.76%
5.59%
5.33%
3.25%
2.47%
1.89%
1.61%
1.60%
1.50%
1.38%
1.32%

Health care
Materials
Financials
Financials

Comm. serv.

IT
Materials
Financials
Industrials
Financials

Comm. serv.

Industrials

Comm. serv.

NICE

BANK LEUMI LE-ISRAEL
CHECK POINT SOFTW (USD)
BANK HAPOALIM

TEVA PHARMA IND ADR
WIX.COM

KORNIT DIGITAL

ISRAEL DISCOUNT BANK
CYBERARK SOFTWARE (USD)
ICL GROUP

MIZRAHI TEFAHOT BANK
AZRIELI GROUP

ELBIT SYSTEMS

FIVERR INTERNATIONAL

INMODE
Data as of December 1, 2021

Information Classification: GENERAL

Mid
Large
Mid
Mid
Large
Mid
Mid
Mid
Mid
Mid
Mid
Mid
Mid
Mid

18,713
14,239
11,702
11,270
9,018
8,206
7,390
7,258
6,681
6,308
5261
3,951
8i988
3,856
3,505

15.43%
11.74%
9.65%
9.29%
7.43%
6.77%
6.09%
5.98%
5.51%
5.20%
4.34%
3.26%
3.24%
3.18%
2.89%

FlnanC|aIs
IT
Financials
Health care
IT
Industrials
Financials
IT
Materials
Financials
Real estate
Industrials
Cons. disc.
Health care

17



Risk and Return Metrics Definitions

Risk and return metrics

Definition
Total return (%) Annualized index return
Total risk (%) Annualized index risk (based on monthly returns)
Return / risk Ratio of annualized return and annualized risk

The Sharpe ratio is computed as the ratio of index excess returns and annualized total risk where excess return is defined as the difference between the

Sharpe ratio K R . . .
P annualized total index return and the risk free rate corresponding to the currency of analysis

Active return (%) Difference of the annualized index return and the annualized benchmark return
Tracking error (%) Annualized standard deviation of active returns (based on monthly data)
Information Ratio Ratio of index active return and tracking error (based on monthly data)

Beta is a measure of the level of co-movement between an index and its benchmark. It is calculated as the correlation between index and benchmark returns

Historical beta multiplied by the ratio of total risk of the index and its benchmark (based on monthly data)

Average number of constituents Average number of constituents (based on monthly data)
Turnover (%) Annualized Average one-way index turnover over rebalancing dates
Price to book Price to book harmonic average (based on monthly data)

Price to earnings Price to earnings harmonic average (based on monthly data)
Dividend yield (%) Dividend yield (%) average (based on monthly data)

A
M S C I g MSCI IndexMetrics®.
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Contact us

AMERICAS EUROPE, MIDDLE EAST & AFRICA ASIA PACIFIC

Americas +1 888 588 4567 * Cape Town +27216730100
Atlanta +1 404 551 3212 Frankfurt  +4969 133 859 00
Boston +1 617 5320920 Geneva +41 228179777
Chicago +13126750545 London +44 2076182222
Monterrey +52 811253 4020 Milan +39 02 5849 0415
New York +1 212 804 3901 Paris 0800915917 *

San Francisco + 1415836 8800
Sao Paulo + 55113706 1360
Toronto + 1416 628 1007

* = toll free

msci.com
clientservice@msci.com
esgclientservice@msci.com

A
M S ‘ I The process for submitting a formal index complaint can be found on the index regulation page of MSCI's website at:
% https://www.msci.com/index-regulation.
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China North 10800 852 1032 *

China South 10800 152 1032 *

Hong Kong + 85228449333

Mumbai
Seoul
Singapore
Sydney
Taipei
Thailand

Tokyo

+912267849160
00798 8521 3392 *
800 852 3749 *

+ 61290339333
00801127513 *

001800156207 7181 *
LEIREISZ290MIS 55

19


https://www.msci.com/index-regulation
mailto:clientservice@msci.com
mailto:esgclientservice@msci.com

About MSCI

MSCI is a leading provider of critical decision support tools and services for the
global investment community. With over 50 years of expertise in research, data
and technology, we power better investment decisions by enabling clients to
understand and analyze key drivers of risk and return and confidently build more
effective portfolios. We create industry-leading research-enhanced solutions that
clients use to gain insight into and improve transparency across the investment
process. To learn more, please visit www.msci.com.

The process for submitting a formal index complaint can be found on the index
regulation page of MSCI's website at: https://www.msci.com/index-regulation.

MSCI &
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Notice and disclaimer

This document and all of the information contained in it, including without limitation all text, data, graphs, charts (collectively, the “Information”) is the property of MSCI Inc. or its subsidiaries (collectively, “MSCI"), or MSCI’s licensors, direct or indirect suppliers or any third
party involved in making or compiling any Information (collectively, with MSCI, the “Information Providers”) and is provided for informational purposes only. The Information may not be modified, reverse-engineered, reproduced or redisseminated in whole or in part without
prior written permission from MSCI. All rights in the Information are reserved by MSCI and/or its Information Providers.

The Information may not be used to create derivative works or to verify or correct other data or information. For example (but without limitation), the Information may not be used to create indexes, databases, risk models, analytics, software, or in connection with the
issuing, offering, sponsoring, managing or marketing of any securities, portfolios, financial products or other investment vehicles utilizing or based on, linked to, tracking or otherwise derived from the Information or any other MSCI data, information, products or services.

The user of the Information assumes the entire risk of any use it may make or permit to be made of the Information. NONE OF THE INFORMATION PROVIDERS MAKES ANY EXPRESS OR IMPLIED WARRANTIES OR REPRESENTATIONS WITH RESPECT TO THE
INFORMATION (OR THE RESULTS TO BE OBTAINED BY THE USE THEREOF), AND TO THE MAXIMUM EXTENT PERMITTED BY APPLICABLE LAW, EACH INFORMATION PROVIDER EXPRESSLY DISCLAIMS ALL IMPLIED WARRANTIES (INCLUDING, WITHOUT LIMITATION,
ANY IMPLIED WARRANTIES OF ORIGINALITY, ACCURACY, TIMELINESS, NON-INFRINGEMENT, COMPLETENESS, MERCHANTABILITY AND FITNESS FOR A PARTICULAR PURPOSE) WITH RESPECT TO ANY OF THE INFORMATION.

Without limiting any of the foregoing and to the maximum extent permitted by applicable law, in no event shall any Information Provider have any liability regarding any of the Information for any direct, indirect, special, punitive, consequential (including lost profits) or any
other damages even if notified of the possibility of such damages. The foregoing shall not exclude or limit any liability that may not by applicable law be excluded or limited, including without limitation (as applicable), any liability for death or personal injury to the extent
that such injury results from the negligence or willful default of itself, its servants, agents or sub-contractors.

Information containing any historical information, data or analysis should not be taken as an indication or guarantee of any future performance, analysis, forecast or prediction. Past performance does not guarantee future results.

The Information should not be relied on and is not a substitute for the skill, judgment and experience of the user, its management, employees, advisors and/or clients when making investment and other business decisions. All Information is impersonal and not tailored to
the needs of any person, entity or group of persons.

None of the Information constitutes an offer to sell (or a solicitation of an offer to buy), any security, financial product or other investment vehicle or any trading strategy.

Itis not possible to invest directly in an index. Exposure to an asset class or trading strategy or other category represented by an index is only available through third party investable instruments (if any) based on that index. MSCI does not issue, sponsor, endorse, market,
offer, review or otherwise express any opinion regarding any fund, ETF, derivative or other security, investment, financial product or trading strategy that is based on, linked to or seeks to provide an investment return related to the performance of any MSCI index
(collectively, “Index Linked Investments”). MSCI makes no assurance that any Index Linked Investments will accurately track index performance or provide positive investment returns. MSCI Inc. is not an investment adviser or fiduciary and MSCI makes no representation
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