B. NONFINANCIAL PRIVATE SECTOR DEBT

The significant increase in the balance of nonfinancial private sector debt continued in 2022, with the balance rising
by about 12 percent. However, beginning in the second half of the year, in view of the interest rate increases, the
rate of growth in the balance slowed, both in the business sector and in the household sector.

The balance of nonfinancial business sector debt increased by about NIS 127 billion (11 percent) in 2022, mainly due
to net debt raised, the depreciation of the shekel against the US dollar, and the increase in the Consumer Price
Index. About two-thirds of the increase in business debt was concentrated in an increase in bank loans to the large
business segment, mainly to companies in the real estate and construction industry.

The balance of household debt increased markedly, by about NIS 81 billion (12 percent), mainly due to a significant
increase in housing debt, the growth rate of which accelerated greatly at the beginning of the year and then slowed
in the second half. The increase in nonhousing debt also continued, increasing this year by about 7 percent. This
increase was concentrated in nonbank lenders, which increased their share of this debt.

1. Nonfinancial private sector debt (business and household)

The significant increase in the balance of nonfinancial
private sector debt continued in 2022, both in the

Figure 2.1: Outstanding Nonfinancial Private
Sector Debt
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i = Business Household ====Total

The accelerated increase in the balance of nonfinancial 2000 _/2.004

H debt that b H i d d 1500 1,231
private sector debt that began in 2021 continued, an 1000 "
even grew, during the first half of 2022, as the balance 500
increased by about NIS 148 billion (8 percent). Laterin the 0

. . . L 2008 2010 2012 2014 2016 2018 2020 2022
year, the increase moderated, with this debt rising in the changes during 2022
second half of the year by about NIS 59 billion (3 percent), .
to about NIS 2 trillion. Q3 ENTEENNIY
26

The increase came from net debt raised and loans taken a 29

out from the two lending segments, the depreciation of
the shekel against the US dollar, and the increase in the
Consumer Price Index.

SOURCE: Based on Tel Aviv Stock Exchange and
reports to the Bank of Israel.

1 This section deals with the debt of the nonfinancial private sector to main lenders (banks, institutional investors, and
nonresidents), and does not include debt to other lenders (such as private credit companies). For further details, see the
explanation in Data Sources and Main Terms at the end of the section. Data on the debt to banks are based on monthly
balance-sheet data and not on data from the annual financial statements, since the statements for 2022 have not yet all been
published. For more information on the analysis of these segments, please see Chapter 4 of the Bank of Israel Annual Report
for 2022.
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The growth rate of the debt of the two sectors
remained higher in 2022 than in previous years,
although it slowed in the second half of the year.

The annual growth rate of business sector and household
debt remained significantly higher than in previous years,
and even accelerated during the first half of the year. It
declined in the second half of the year, although it
remained high at about 12 percent.

Figure 2.2: Annual Rates of Change in
Outstanding Nonfinancial Business
Sector Debt
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SOURCE: Based on Tel Aviv Stock Exchange and
reports to the Bank of Israel.

The business debt to GDP ratio and the household debt
to GDP ratio remained unchanged, and are lower than
the OECD average and median.

The business sector debt to GDP ratio and the household
debt to GDP ratio remained unchanged in 2022, at about
70 percent and about 44 percent respectively.

These ratios remained low by international comparison.
In 2022, the business sector debt to GDP ratio in the OECD
was about 90 percent, and the household debt to GDP
ratio in the OECD was about 72 percent.?

Figure 2.3: Nonfinancial Private Sector Debt
percent of GDP
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* OECD averageand median, excl. Israel, from data reported to BIS.
SOURCE: Based on Tel Aviv Stock Exchange and reports
to the Bank of Israel.

2. Nonfinancial business sector debt?

The balance of business sector debt increased in 2022,
and the increase in credit issued by the banks was
particularly prominent. This was the second
consecutive year in which debt to the banks exceeded
debt to nonbank lenders.

The balance of business sector debt increased by about
NIS 127 billion in 2022, to about NIS 1.2 trillion. About 54
percent of business sector debt is owed to the banks, and
during the year this amount increased by about NIS 89
billion to about NIS 664 billion. Debt to nonbank lenders—
institutional investors, households and others, credit card
companies, and the government—also increased during
the year, by about NIS 38 billion to about NIS 566 billion.

Figure 2.4: Outstanding Nonfinancial Business
Sector Debt by Lender
NIS billion

= Banks Nonbank lenders*
700 664

600 /
500

__/

P R —
300

200
100 *Institutional investors, credit card companies,
nonresidents, government, households, and others.

,LQQQ,ELQQCZ',LQ\-Q NS

S Al a® Ak a9 b Al A%
SAPAS ARSI S

s
"J’Q\"L \-,L SLagl

N

SOURCE: Based on Tel Aviv Stock Exchange and reports
to the Bank of Israel.

2 Figures for Israel are as of December 2022. Figures for the OECD are as of September 2022.
3 Any mention of “business sector” refers to the nonfinancial business sector (which excludes banks, credit card companies, and

institutional investors).
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The annual growth rates of business sector debt in
Israel in the past two years have been high by
international comparison.?

The growth rate of bank credit to the business sector
accelerated in the first half of the year, to a high rate of
about 22 percent. While this rate declined to about 15
percent in the second half of the year, it remained high.
The growth rate of debt to nonbank lenders was about 7
percent this year, slightly lower than it was in 2021.

Figure 2.5: Annual Rates of Change in
Outstanding Nonfinancial Business Sector Debt
percent
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SOURCE: Based on Tel Aviv Stock Exchange,
Central Bureau of Statistics, BIS, reports to the
Bank of Israel.

The increase in business sector debt was mostly due to
net debt raised (estimated net quantitative change).
The shekel’s depreciation against the US dollar and the
increase in the Consumer Price Index also contributed
to the increase in this debt.

The increase in business sector debt this year was mostly
due to a significant volume of net debt raised (estimated
net quantitative change)—NIS 91 billion. In addition, the
effects of the shekel’s depreciation against the US dollar
and of the increase in the Consumer Price Index also
contributed to the increase in this debt. About 25 percent
of total debt is indexed to the CPI, and about 20 percent is
denominated in or indexed to foreign currency.

Figure 2.6: Nonfinancial Business Sector
Debt
NIS billion
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SOURCE: Based on Tel Aviv Stock Exchange
and reports to the Bank of Israel.

The net debt raised by the business sector was
concentrated this year in bank loans and tradable
bonds in Israel.

Similar to recent years, most of the debt raised in 2022 was
concentrated in bank loans (about NIS 80 billion, about 88
percent of the debt raised). In the tradable bonds in Israel
channel, the net debt raised totaled about NIS 19 billion.
In contrast, there were net repayments of debt to abroad
totaling about NIS 12 billion, which were due to
repayments of loans from nonresidents.

Figure 2.7: Estimated Net Debt Raised
(transactions) by the Nonfinancial Business
Sector
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SOURCE: Based on Tel Aviv Stock Exchange and reports
to the Bank of Israel.
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The increase in the balance of tradable bonds in Israel
in recent years is reflected in high repayments that are
expected to be generated in the coming years.

The annual average volume of repayments on tradable
bonds in Israel over the coming four years is expected to
be about NIS 39 billion, about 57 percent of which are
expected to be in the real estate and construction
industry.

Broken down by spreads, bond repayments in the coming
four years with a spread of more than 5 percentage points
account for just 4 percent, and are concentrated in the
construction and real estate industry.

Figure 2.8: Expected Repayments of Tradable
Business Sector Bonds in Israel by Spread*, as

of to 12/2022
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SOURCE: Based on Tel Aviv Stock Exchange and reports
to the Bank of Israel.

A breakdown by industry shows that companies from
the real estate and construction industry led the
growth in business sector debt over the past two years,
mainly through bank loans and tradable bonds in
Israel.

The increase in debt of companies from the real estate
and construction industry was prominent, in both
.channels.® Balances in both channels increased sharply,
by about 50 percent, in the past two years.

The debt balance of these companies totaled about NIS
375 billion in September 2022, constituting about 31
percent of total business sector debt, an increase of about
4 percentage points in the past two years.®’

Figure 2.9: Business Sector Debt by Industry and
Real Estate and Construction Debt by Main
Instrument
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SOURCE: Based on Tel Aviv Stock Exchange and reports
to the Bank of Israel.

4 a Spreads are calculated for unindexed or CPl-indexed fixed rate bonds. Bonds with other characteristics are classified "no spread". For details on
the methodology for calculating the spreads, see the paper in the second part of the Statistical Bulletin for 2019.
5 In view of the continued trend of growth in bank credit risk to the construction and real estate industry, the Banking Supervision Department took

supervisory steps in 2022 in order to strengthen risk management, transparency, supervisory consistency, and the ability to monitor risk in the portfolio.

6 For a breakdown of nonfinancial business sector debt by economic industry, see the paper in the second section of the Statistical Bulletin for 2019.
7 Data in the breakdown by industry are as of the end of September 2022. The main unclassified component is “direct loans from institutional
investors to the business sector”, which accounts for about 8 percent of total debt. As a result, the debt of some industries is underestimated.
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A breakdown by business size shows that the increase
in the balance of bank loans to the business sector was
concentrated in the large business segment.

The balance of loans that the business sector borrowed
from the banks totaled about NIS 661 billion at the end of
the year, but the development of the balance was not
uniform over the course of the year. There was a
significant increase in the first half of the year in loans to
all business segments, with the increase in loans to the
large business segment particularly prominent,
accounting for about 50 percent of total bank loans. In the
second half of the year, the increase in loans to large
businesses continued, while bank loans to small, micro,
and medium businesses were stable.

Figure 2.10: Bank Loans by Business Size
Distribution (percent), Development (index)
Development Distribution (12/2022)
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SOURCE: Based on banking system reports to the
Banking Supervision Department.

3. Household debt

The balance of household debt, both housing and
nonhousing, continued to increase significantly in
2022, with the increase in housing debt being
particularly prominent.

During the first half of the year, the accelerated increase in
the balance of household debt continued. Household
debt grew by about NIS 55 billion (8 percent), mainly
housing debt. In the second half of the year, the increase
in household debt balances moderated.

About 70 percent of total household debt is for housing, an
increase of about 2 percentage points relative to the end
of 2020.

Figure 2.11: Outstanding Household Debt,
Housing and Nonhousing
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SOURCE: Based on reports to the Bank of Israel.
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The growth of housing and nonhousing debt
accelerated in the first half of the year, reaching record
highs compared to previous years. However, in the
second half of the year, the growth rates slowed.

The growth of housing debt remained high, and even
accelerated in the first half of the year. In the second half,
it declined, although the growth rate remained high at
about 14 percent.

Nonhousing debt developed similarly. In the first half of
the year it accelerated in view of an increase in private
consumption, furtherto 2021. However, in the second half
of the year it declined by about 7 percent.

Figure 2.12: Annual Rates of Change in
Outstanding Household Debt
Percent
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The volume of new mortgages taken from the banks
remained high in 2022, but from May onward, as the
Bank of Israel interest rate increased, there was a
slowdown.

The volume of new mortgages taken out from the banks
in 2022 was similar to the total in 2021—about NIS 118
billion—and higher than in previous years.

The development of this volume was not uniform over the
course of the year. At the beginning of the year, the
acceleration in new mortgage borrowing continued,
reaching record highs. In the second half of the year, in
view of the increases in the Bank of Israel interest rate, it
slowed.

Figure 2.13: New Home Purchase Loans
Provided by Banks to Households
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SOURCE: Based on banking system reports to the
Banking Supervision Department.

The increase in the rate of new mortgages on the
unindexed variable rate track continued until August,
and then declined in view of the increase in the Bank of
Israel interest rate.

The rate of new mortgages taken out on the unindexed
variable rate track, mostly indexed to the prime rate,
continued to increase until August 2022, to about 46
percent (an increase of 5 percentage points). The rate

then declined by about 6 percentage points, to about 40
percent, in view of the increase in interest rates.

In parallel, there was an increase in the rate of new
mortgages taken out on CPI-indexed tracks, mainly on the
fixed rate track.

Figure 2.14: New Home Purchase Loans
Provided by Banks to Households, by
Indexation and Interest Type
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SOURCE: Based on banking system reports to the
Banking Supervision Department.
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Half of the housing debt to banks was issued to
households in the past three years.

The balance of housing loans taken out from the banks
totaled about NIS 521 billion in 2022. Despite the fact that
housing loans have a relatively long term to repayment
(about 25 years), about half of the balance of housing debt
to banks was issued in the past three years (2020-2022), in
view of the high volume of new mortgages taken out in
those years, while about 32 percent was created in the
years prior to 2017 (inclusive).

Figure 2.15: Bank Loans for Housing by Year of
Provision®
percent
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SOURCE: Based on banking system reports to the
Banking Supervision Department.

The trend of growth in nonhousing loans taken out
from institutional investors and credit card companies
also continued this year, although the trend
moderated in the second half of the year.

The balance of nonhousing household debt increased by
about NIS 16 billion (7 percent) this year, to about NIS 231
billion. Loans from institutional investors increased by
about 12 percent to about NIS 33 billion, despite the
decline in the fourth quarter of the year. Loans from credit
card companies increased by about 19 percent, to about
NIS 32 billion. Outstanding debt to the banks increased by
about 5 percent this year, to about NIS 161 billion at the
end of the year.

Figure 2.16: Outstanding Household
Nonhousing Debt by Lender
NIS billion
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SOURCE: Based on reports to the Bank of Israel.

The decline in the banks’ share of nonhousing debt
continued.

At the end of 2022, debt to the banks accounted for about
70 percent of nonhousing debt—a decline of about 2
percentage points during the year, further to a decline of
4 percentage points during 2021.

Figure 2.17: Distribution of Household
Nonhousing Debt by Main Lender
Percent
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SOURCE: Based on reports to the Bank of Israel.

8 This distribution is based on data from the banks' financial statements to September 2022. The time of loan provision is the
time at which the banking corporation became legally committed to provide the loan. Reorganization of a loan does not

change the date of provision.
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. ZOOM-IN: CREDIT FACILITIES IN CURRENT ACCOUNTS IN
THE RETAIL SEGMENT (households and authorized

businesses)°®

Half of the current accounts in the retail segment
have a credit facility of up to NIS 10,000.

Figure 2.18: Distribution of Current Accounts by Credit
Facility, 12/2022;percentage)
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SOURCE: Based on reports to the Bank of Israel.

The rate of current accounts with low credit
facilities that are in overdraft is lower than the rate
of current accounts with high credit facilities that
are in overdraft.

Figure 2.20: Rate of Current Accounts in Overdraft as a
Share of All Current Accounts, by Credit Facility
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SOURCE: Based on reports to the Bank of Israel.

About half of current accounts in the retail segments
were in overdraft in 2022, and about one-quarter of
them were in chronic overdraft.'?

Figure 2.19: Rate of Current Accounts in Overdraft,
percent
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SOURCE: Based on reports to the Bank of Israel.

The increase in the average overdraft, chronic and
not chronic, continued in 2022, and returned to its
level from before the COVID-19 crisis.

Figure 2.21: Average Overdraft
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SOURCE: Based on reports to the Bank of Israel.

°The retail segment relates to private individuals and authorized businesses

The data in this section include current accounts with approved credit facilities, which constitute about 60 percent of all
current accounts reported to the Statistical Credit Database. The other current accounts that are not included in this section
are current accounts with no credit facility but with checking activity and/or debit authorizations, and current accounts with
no approved facility but with a settlement amount. Data on the credit facilities of current accounts and data on overdrafts
relate to the maximum facility or overdraft during the month. For more information on the Statistical Credit Database, see
the paper in the second part of the Statistical Bulletin for 2020.

Chronic overdraft: Current accounts that were in overdraft in each of the 12 months prior to the displayed month.
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- Main indicators of nonfinancial private sector debt _

2016 2017 2018 2019 2020 2021 2022
Nonfinancial business sector debt
Total business sector debt (NIS billion, end of period) 850 867 924 956 979 1104 1231
Estlmatgd net quantitative change (NIS billion, yearly 50 3 37 51 44 131 o1
cumulative)
Percentage of nonbank debt (end of period) 53 52 52 52 50 48 46
Percentage of tradable debt (end of period) 24 25 25 24 25 25 25
Percentage of unindexed debt (end of period) 46 49 49 50 52 53 55
Percentage of CPI-indexed debt (end of period) 28 28 27 26 26 25 25
Percentage of debt d-enomlnated in or indexed to foreign % 24 25 24 92 99 20
exchange (end of period)
Business sector debt to GDP ratio (percent, end of period) 69 68 68 67 69 70 70
household debt

Total household debt (NIS billion, end of period) 503 529 557 588 611 692 773
Estlm?t?zd net quantitative .cha nge - net credit taken out 30 %6 25 31 25 76 68
(NIS billion, yearly cumulative)
Total new mortgages taken out (NIS billion, yearly 59 53 60 68 78 116 118
cumulative)
Percentage of housing debt (end of period) 63 64 65 66 68 69 70
Percentage of unindexed debt (end of period) 65 66 66 66 66 67 67
Percentage of CPl-indexed debt (end of period) 34 33 33 34 33 33 32
Percentage of debt denominated in or indexed to foreign 1 1 1 1 0.5 0.3 0.4

exchange (end of period)

I SOURCE: Bank of Israel data
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B DATA SOURCES AND MAIN TERMS Q T

The Bank of Israel Information and Statistics Department manages a database of activity in the credit market.!* The
Department gathers data and information from reports and other sources, processes them into an overall consistent
dataset, and calculates the economy’s credit aggregates by various segmentations. The data sources are banking
system reports to the Banking Supervision Department; quarterly financial statements by the credit card
companies; institutional investors’ reports to the Ministry of Finance and the Bank of Israel; the Tel Aviv Stock
Exchange; direct reports from large Israeli corporations to the Bank of Israel regarding their activity vis-a-vis
nonresidents; reports by the banks and other financial intermediaries to the Bank of Israel regarding nonresidents’
holdings of Israeli financial assets; and the Ministry of Finance.

I The nonfinancial private sector

Is comprised of the business sector (Israeli commercial firms that are not banks, credit card
companies, or institutional investors) and households. This section focuses on the nonfinancial
private sector's debt to the main lenders (banks, institutional investors, and nonresidents), and does
notinclude debt to other lenders (such as private credit companies). The assessment is that the
volume of other lenders’ activity is small relative to that of the main lenders, and they are not
currently included in the aggregates as a lending sector due to a lack of data. Loans taken out by
these companies, and the bonds they issue, which serve to provide credit and for other needs, are
included in total nonfinancial business sector debt. Gathering such data is expected to increase after
data collection by the Capital Market, Insurance and Savings Authority, which is responsible for
granting licenses to credit providers under the Supervision of Financial Services (Regulated Financial
Services) Law, 5776-2016.

I Outstanding debt

Shows the stock of credit (positions, stocks) from the point of view of the borrower segments at a
given pointin time. The value of the debt does not depend on the market value of the bond or the
value of the loans in the lenders’ books. Therefore, outstanding bonds are presented at adjusted par
value and outstanding loans are presented before deduction of loan loss provisions in the lenders’
books (such as doubtful or problematic debt provisions in the banks’ balance sheets).

I Estimated net quantitative change, quantitative increase/decrease of debt
Net debt raised / net debt repaid

Is the change in outstanding debt, which shows economic activity in the credit market. The change
in outstanding debt is influenced by economic flows that are comprised of various financing
transactions (new credit raised, such as taking a loan or issuing bonds, minus repaid credit, such as
repaid loans or repayment of bonds). The transactions include payment and accumulation of
interest, price changes (such as a change in the Consumer Price Index for CPI-indexed debt), and
other factors .

Due to a lack of direct data on each of these components, an “estimated net quantitative change”
(net debt raised / net debt repaid) is calculated from data on outstanding debt. The estimated

1 For more details on the definitions, terms and explanations, see “The Credit Data System in Israel” in the
second part of the Statistical Bulletin for 2015.
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quantitative change during a given period is calculated as the difference between outstanding debt
at the end of the period and the outstanding debt at its beginning, minus relevant price changes.

I Housing loans from the banks

as reported to the banks by customers, are defined as loans that fulfill one of the following
conditions (provided that they were not issued for business purposes): the loan is intended for the
purchase, leasing, construction, expansion, or renovation of a residential dwelling; for the purchase
of a plot for the construction of a residential dwelling or for the purchase of rights to a residential
dwelling in return for key money; or to finance the early repayment of a loan described in the first
two conditions, in whole or in part

I Nonhousing loans from the banks

As reported to the banks by customers, are defined as loans from the banks to private individuals
(including overdrafts) and to private Israeli nonprofit organizations, the purpose of which is not
housing. These also include loans with a dwelling as collateral that are not for residential purposes
(all-purpose loans).

I Households' negative current account balance (overdraft)

Isincluded in outstanding nonhousing debt to the banks. The negative balance is defined as the
actual utilization of a credit facility allocated in current accounts of private customers. If an
exception is approved beyond the credit facility in the current account, this exception will also be
included in the negative account balance section.
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