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' »In our view, if implemented in full, the proposed changes could materially weaken the strength of the
judiciary and as such be credit negative. The planned changes could also pose - longer-term risks for Israel's
economic prospects, particularly capital inflows into the important high-tech sector.”
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* "While the exact content of the reform is still subject to negotiations in parliament, Fitch believes the
reform could have a negative impact on Israel’s credit profile by weakening governance indicator or if the
weakening of institutional checks leads to worse policy outcomes or sustained negative investor sentiment.
Some countries that have passed major institutional reforms reducing institutional checks and balances
have seen a significant weakening of World Bank governance indicators (WBGI), the most influential
indicators in our Sovereign Rating Model (SRM), and that in some cases have reduced the model score by
about 1 notch, with the impact building over several years. It is unclear at this stage whether the proposed
reforms in Israel would have a similarly large-scale impact.”
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* »The judicial reform has raised concerns regarding institutional strength and the investment climate in
the country. Any material deteriorating in the institutional strength can have impact on investment flows,
however the scale and timing of such are difficult to judge. There may also be a downside risk to Israel’'s
sovereign credit rating but we would expect the market impact of that to be limited.”

¢ Siyakiya, P. (2017). The impact of institutional quality on economic performance: An empirical study of
European Union 28 and prospective member countries. World Journal of Applied Economics, 3(2), 3-24.
https: //pdfs.semanticscholar.orgs49sasbod2c1as943as86377316cocd79e63a95e9€9.pdf.

World Bank (2002). Building Institutions for Markets. World Development Report 2002.
https: 77documentsi.worldbank.org/curated/ens/850161468336075630/pdf7228250WDR 00PUBoonsoforomar

kets02002.pdf.

® International Monetary Fund (2003). Growth and Institutions. World Economic Outlook, April 2003.
https: /7 www.imf.orgsen/Publications/WEQ/Issues/2016/12/31/Growth-and-Institutions.

? European Bank for Reconstruction and Development (EBRD). Chief Economist’s Office. (2019). Eight
Things You Should Know about Middle-income Transitions. https: //7www.ebrd.com/publications/ebrd-

middle—incnme—’rransitious.gdf.
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" Meyer, D. F., & Mothibi, L. (2021). The Effect of Risk Rating Agencies Decisions on Economic Growth
and Investment in a Developing Country: The Case of South Africa. Journal of Risk and Financial

Management, 14(7), 288. https: //www.mdpi.com/1911-8074/14/7/288.
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! Miricescu, E. C. (2015). The Correlation of Sovereign Rating and Bonds’ Interest Rate in EU Member
States. Transylvanian Review of Administrative Sciences, 11(45), 136-148.
https: #/rtsa.rostras/index.php rtrassarticlerdownload/442/431.
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2 Meyer, D. F., & Mothibi, L. (2021). The Effect of Risk Rating Agencies Decisions on Economic Growth
and Investment in a Developing Country: The Case of South Africa. Journal of Risk and Financial

Management, 14(7), 288. https: //7www.mdpi.com/1911-8074/14/7/288.
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