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 for the Second Half of 2018

in the economy.

is also greatly appreciated.
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1. Introduction and highlights

map. This type of map presents the intensity of the risks during the reviewed period and relative to previous periods. 

Following are the main developments during reviewed period: 

the decline in credit risk. 

reviewed period. It appears not to be higher than the rate of increase dictated by demographic growth. 

alongside the continuing upward trend in the growth rate of household credit. Credit risk is liable to grow in 

coming years since the supply of credit is likely to expand as a result of the numerous reforms introduced to 

encourage competition in the credit market and due to the change in the legal environment of credit suppliers in 

Israel. 

exchange. 
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environment in which credit providers operate and the fact that nonbank credit providers continue to increase their 

share of total household credit are liable to increase the credit risk of households in the event of deterioration in 

In this report we focus on four issues and describe them in four separate boxes: 

rating has the potential to contribute to economic growth. 

experience indicates that this market is more sensitive to the business cycle than the residential housing market. The 

the depth of the market. 

market. 
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Table 2

The change during 
the reviewed period 
in the probability  

 

Main reasons for the change

sc
en

a
ri

o
s 

The housing market 
– a sharp and rapid 
decline in home 
prices.

Probability 
decreased decline somewhat; the trend in housing prices does 

markets – a sharp 
decline in bond 
prices

Probability increased The pricing of corporate bonds remained at a high level 
and the public is holding its large share of bonds by 

has increased; following a long period of particularly 

being scaled back. 

Household debt – 
severe deterioration 

conditions

There has been a slight slowdown in the expansion 

credit activity.

The global 
environment – the 
main risks will 
trickle down to the 
Israeli economy.

Probability increased The combination of a huge amount of global debt and 
the scaling back of accommodative monetary policy. 

rated risk rated risk
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2.1 Macroeconomic activity

1

companies submitted to the Bank of Israel and shows growth at a rate similar to the potential rate. 

it weakened somewhat. 

1 

risk

The global environment

2018:1                             2018:2
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describes them in detail. 
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Figure 1

The Government Debt to GDP Ratio, Selected Countries, 2000–2017 (percent)

The government debt to GDP ratio in Israel is lower than in leading OECD countries.



BANK OF ISRAEL

10

weak companies and economies that hold foreign currency denominated debt. This could lead to a rapid change in 

warnings are being voiced by other governors and they focus primarily on the expected adverse impact to emerging 

sending out a clear message: the tension between the countries should be lowered”. 

3 fears 

of negative impact on global growth have increased. 
4 

currencies5

3 

4 

period. 

5 
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2.2 The asset markets in Israel

providing further evidence that the upward trend had been halted. However, corporate bond spreads were 

developments and their risk indices increased to a lesser 

in yields to maturity on government bonds rose and yields 

notes rose to more than 3.2 percent and the yields on two-

markets in Israel were impacted more moderately and asset 

6 

6 

Housing

     2018:1                    2018:2
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Figure 2

Financial Stress Index, 

January 2014–December 2018

SOURCE: Bank of Israel calculations.

Even though there were volatile periods in the markets 
in the second half of 2018, the financial stress index 

remained low.
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7 As can 

worldwide while in Israel they rose only somewhat. 

The P/E ratio8 of companies included in the Tel Aviv 125 index exhibited high volatility at the beginning of the 

7 

8 
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Figure 3

International Comparison of Equity Indices, January 2014–December 2018
(dollars, January 2014=100)

SOURCE: Based on Bloomberg.

The Tel Aviv 125 index continued to underperform, but from August, when Israel's 
credit rating was raised, it  reacted by outperforming.
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business sector remains low and share prices in Israel underperformed. These factors reduce the attractiveness of 

fundamental values. 

respect to companies with low-rated bonds. An examination of spreads by credit rating indicates that there was a 

and the spread between them and the banks continues to narrow. 
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a The standard deviation shown relates to indices in domestic 
currency terms.

SOURCE: Bank of Israel calculations.

Figure 4

The Implied Volatility Derived from Options on the 

Equity Indices of Various Countriesa (VIX), 

January 2016–December 2018 (monthly average)

The implied volatility of the Tel Aviv 125 remained low 
compared with the implied volatility of the leading

equity indices.

The P/E ratio of the companies in the Tel Aviv 125 
Index were volatile during 2018, while the ratio of

companies in the Tel Aviv 90 Index remained  stable 
at relatively low levels.
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Figure 5

The P/E Ratio of Companies in the Main Indices on 

the Tel Aviv Stock Exchange,  December 2010–

September 2018

SOURCE: Based on Tel Aviv Stock Exchange.
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reviewed period; although the extent of the issues contracted 

rates of loss due to bankruptcy of the companies that 

awareness of the legal problems that creditors experience 

collateral and goes bankrupt. There are two additional 

of large losses from bonds issued by foreign companies. 

rate of only 85 percent.
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Figure 6

Annual Rate of Change of Corporate Bond 

Indices, January 2016 November 2018 (percent)

SOURCE: Based on Tel Aviv Stock Exchange.

Corporate bond prices continued to increase in the 
second half of 2018, but they increased at lower rates.
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Figure 7

Weighted Average of Spreads Between Yields on 

CPI-Indexed Corporate Bondsa and Yields on 

Parallel Government Bonds, by Industry,

January 2014 November 2018 (percentage points)

a Excluding structured and convertable.
SOURCE: Bank of Israel.

The average spreads of indexed bonds in the 
construction and real estate industry and in the 

entire business sector (excluding financial 
companies) have been in an upward trend since the 

beginning of 2018.
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Figure 8

Weighted Average of Spreads Between Yields on 

CPI-Indexed Corporate Bondsa and Yields on 

Parallel Government Bonds, by Rating,

January 2014 November 2018 (monthly averages, 

percentage points)

a Excluding structured and convertable.
SOURCE: Bank of Israel.

The average spread of CPI-indexed bonds rated BBB 
has increased since the beginning of 2018.
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Investment in residential construction continued to 
decline, and building starts remained lower than in

recent years.
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Figure 10

Residential Building Starts and Completions,

March 2007–June 2018

Number of homes 
(thousand)

Index (March 
2007=100)
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Figure 9

Bonds (excluding convertibles) Issued by Foreign Companies, by Collateral 

Group, January 2014 November 2018 (NIS billion)

SOURCE: Bank of Israel calculations.

In the second half of 2018, foreign companies reduced their bond issuances and 
significantly increased the rate of issuances that include collateral.
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months.9 

have even fallen somewhat. This combination of developments is indicative of a decrease in the pricing of a home 

10 Another indication of this turnaround is obtained from the ratio between the average price of a home 
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Figure 11

Survey of Home Prices, Housing Index (rents),  and 

the Ratio of Home Prices to Rents, 

January 1994–August 2018
Index: Jan/94=100 %

SOURCE: Bank of Israel calculations.

The increase in home prices has been halted, and the

increase in rents continues.
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Figure 12

Number of Wage Years Necessary to Purchase a 

Homea, January 1973–June 2018

a According to the average wage per employee post and the 
average home price.

SOURCE: Bank of Israel calculations.

During 2018, the average number of wage years 

necessary to purchase an apartment declined.
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by 13 percent after at the end of 2017 it had reached its 
11

sales in recent years indicate that the supply of new homes 

is not keeping up with the increase in demand in the long 

12 shows 

that toward the end of 2016 it began to fall and this trend 

probability of a sharp decline in housing prices in the short and intermediate terms. 

2.3 Credit13

The rate of expansion of credit in the economy rose during the reviewed period, led primarily by the business 

11 

tax rates and the increase in the labor force participation rate in Israel. 

12 

measuring according to housing units can be expected to provide an even lower result than that pictured in the graph. 

13 

Debt

Credit

after the deduction of credit loss allowances in the books of lenders. 
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Figure 13

Ratio of Building Starts (sum of past 4 quarters) to

Population ('000), and the Index of Owner-Occupied 

Home Prices, March 2007–June 2018

SOURCE: Based on Central Bureau of Statistics.

The ratio of building starts to population has been in a 
downward trend since the beginning of 2017.

%

The business sector

The households sector

   2018:1                         2018:2
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Credit risk could rise in the long term, with changes in the legal environment in which credit providers 

operate and following the numerous reforms to encourage competition in the credit market. 

increase in the activity of nonbank credit providers can be 

it is not possible to know how much credit they provide nor 

is it possible to track all of the credit risk that is developing 

in the economy as a result of their activity. 

Insurance and Saving Authority. Currently there are 110 

have an extended license which allows them to increase 

at that time. 

currently lacking information on the activity of nonbank credit providers that have begun to operate in the economy. 
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Figure 14

Ratio of Total Debt and its Segments to GDP, 

January 2010–September 2018 (percent)

SOURCE: Bank of Israel calculations.

The ratio of debt (and its various breakdowns) to GDP
increased in the reviewed period, mainly due to 

business credit.
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lower than its peak at the end of 2016 and the beginning of 

grew during the reviewed period at a somewhat lower but 

10 percent. 

14

to increase their share in total credit and together accounted 

it is found that unindexed credit continued to increase its 

share and during the reviewed period reached one-half of 

total credit; the other half is divided more or less evenly 

by the average spread between the yield to maturity on corporate bonds and the yield on government bonds with the 

credit grew by 6.5 percent. An examination of the providers of nonhousing credit shows that the slowdown is due 

14 
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Figure 15

Annual Rates of Change in Credit to the Business 

Sector, January 2009–September 2018 (percent)

Nonbank credit to the business sector continued to 
expand rapidly in 2018.

SOURCE: Bank of Israel calculations.



20

BANK OF ISRAEL

percent and the credit card companies about 10 percent. 

by 45 percent on average. Although since the beginning 

to be very rapid growth. The rate of growth in credit 

provided by the credit card companies also moderated 

it grew by an average of 17 percent. 

that the downward trend that began in February 2017 

the yield on CPI-indexed government bonds. 

The commonly used measures of the risk inherent in 

housing credit are obtained from two main ratios: the 

continued to increase their share at the expense of less 

Price” program and the need to make payments added 

households who were able to borrow with higher 

buyers upgrading their home can only borrow up to 70 
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Figure 17

Total Nonhousing Credit to Households and the 

Share of it that is Bank Credit, January 2013–

September 2018 

SOURCE: Bank of Israel calculations.

The downward trend in bank credit as a share of total
nonhousing credit to households continues.
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Total Problematic Business Sector Debta as a Share 

of the Total Balance Sheet, December 2012–

September 2018 (percent)

a Including borrowing abroad.

SOURCE: Based on Banking Supervision Department.
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15 

16

of expanding and anchoring the rights of debtors who are in default. Following are the changes related to individual 

the same to give the debtor the chance to recover. It accomplishes this primarily by setting a limited period for the 
17
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Figure 18

The Weighted Real Interest Rate on Mortgages 

and the Real Yield on 10-year Government Bonds 

from the Zero Curve, January 2015–November

2018 (percent)

SOURCE: Bank of Israel calculations.

The weighted real interest rate on new mortgages 
remained relatively stable.
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Figure 19

Residential Loans by LTV Ratio, Total Banking 

System, January 2015–October 2018 (percent)

The share of high LTV mortgages increased, but the 
average LTV increased only slightly.
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18

19 

20

21 

c. Civil Court Procedure regulations

in September 2019.

: 

The directive is intended to enhance the fairness and transparency in proceedings by the banks to collect debts from 

22 and in 

increasing the likelihood of bankruptcy or of avoiding the payment of a debt. Such a change in the behavior of 

from consumer credit that is not secured by collateral. 

focused on credit provided by the credit card companies. We assume that this credit is generally given to borrowers 

23 

18 

19 

20 

21 

22 

23 
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Figure 20 shows the annual rate of loan losses absorbed 

bank guarantee. The graph shows that since 2015 there has 

to more than 2 percent in September 2018.24 It may be that 

this increase and the fact that the rate of losses reached an 

changes in the legal environment and in particular the 

25

and the extensive scale of algorithmic trading on the secondary markets. 
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Figure 20

Loan Loss Provisions at the Credit Card 

Companies, December 2005–September 2018 
(percent)

SOURCE: Bank of Israel calculations.

There is an upward trend in the credit card companies' 
loan loss provisions, with values higher than at the end 

of 2008.

2018:1                    2018:2
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risk26

growing scale of algorithmic trading27

26 

27 
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Figure 21

Equity Market Value Relative to GDP, Selected 

Countries, 2017 (percent)

SOURCE: World Bank data.

The ratio of equity market value to GDP in Israel is not 
excessive by international comparison.
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Equity Market Turnover Relative to 

Capitalization, 2017 (percent)

SOURCE: World Bank data.

The average equity market turnover ratio in Israel is 
lower than in other advanced economies.
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deviation of the betas should decrease even though the average may remain unchanged.28 As can be seen from 

The trading volumes in the foreign exchange market during the reviewed period were similar to those observed in 

28 
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Figure 23

Average Daily Trading Volume in Equities and 

Corporate Bonds in Israel, 2010 2018 (NIS million)

Corporate 
bonds

SOURCE: Based on Tel Aviv Stock Exchange.

Trading volume in equities and corporate bonds on 
the Tel Aviv Stock Exchange remained virtually 

unchanged in 2018.
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Figure 24

Standard Deviations of the Beta Estimator for 

Securities Included in the Tel-Bond 60 and the Tel 

Aviv 125, Daily Average, 2011 2018

SOURCE: Bank of Israel calculations.

Tel-Bond 60

Tel Aviv 125

The standard deviations of the beta estimator for the
securities included in the Tel-Bond 60 and the Tel Aviv 

125 are in a downward trend.
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housing market and have caused home prices to deviate above the prices dictated by long-term fundamentals. To the 

deviation contracted to some degree.

channel and this credit now accounts for 5.8 percent of the loans they have provided.29

the households owning three or more homes have increased their share of total households that own two or more 

economic activity.30

29 

30 
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signs of overvaluation or over-leveraging either and since 

probability of a sharp drop in home prices has moderated 

general

1. An overreaction of the markets to a sharper than expected scaling back of accommodative monetary policy in 

Israel and worldwide. 

2. A reevaluation of credit risk worldwide in reaction to a deterioration in macroeconomic conditions. 

whole. 
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Credit to Real Estate as a Share of Total Credit 

Provided by the Banks and Institutional Investors, 

December 2015–June 2018
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SOURCE: Bank of Israel calculations.

The banks and institutional investors continued to 

increase their exposure to real estate through the 

credit channel.



28

BANK OF ISRAEL

by relatively high volatility when uncertainty increases. The corporate bond market value continued to grow during 
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Figure 26

Distribution of Tradable Corporate Bond Holdings, 2008–2018

Mid-2011 - European 
Debt Crisis

October 2008 - Outbreak 
of the Global Financial

Crisis

SOURCE: Bank of Israel calculations.

The mutual funds increased their holdings of tradable corporate bonds, which are now 

historically high as a share of total bonds registered for trading.
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by the government to increase competition in the household credit market. These factors have increased the pace 

The measures of risk inherent in housing debt have risen 

moderate trend continued during the reviewed period.

increase in nonhousing credit. It is important to mention 

that this exposure could increase if nonbank credit continues 

the risks taken by households and increase the potential for 

credit losses among lenders. 
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Figure 27

Development of Nonhousing Credit by Various 

Sources, January 2010 to September 2018 
(NIS billion)

SOURCE: Bank of Israel calculations.

The credit card companies and the institutional 

investors are continuing to expand the volume of 

nonhousing credit to households, while the banks are

moderating their increase in volume.
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31

tighter supervision of the banks since the global crisis that led to an improvement in their capital ratios and reduced 

an interview that regulators should inform Congress and the public that there are worrying developments in the 

the rapid pace of growth in leveraged loans.32 

33

which could trigger a crisis. 

bonds with a speculative rating and the prices of bonds in general due to a deterioration in sentiment. 

denominated in foreign currency. Israel has relatively low exposure to the debt of the emerging economies and 

31 

32 

33 
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currently centers around China and the emerging economies which are dependent on China. Israel is exposed to 

34

34 

1. Background

companies that issue tradable debt to meet their obligations fully and on time.1

2 which makes them so important.

with which new and surprising information was published. It can also be claimed that the announcement is 

essentially unimportant since all of the economic information on which it is based is in the public domain and 
3

1 

on the ability of a government to redeem its debt. 

2  This is in spite of the severe criticism directed at the credit rating agencies a decade ago after they lowered ratings only after the fact.

3 
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Figure 1

Change in the Public Debt to GDP Ratio between 2007 and 2017 Compared to 

Other Advanced Economies (percentage points)
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Public Debt to GDP Ratio Compared to Other Advanced Economies, 2017 
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SOURCE: Based on International Monetary Fund.
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sector.4

5 According to the literature that has examined the 

6

agencies.7 

8

9 

10 

4  

5 

6 

7  Ibid.
8 

9  

10 

Conditions”.
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assets.11

1. 

over to the yields on the bonds of corporations operating in that country. 

2. 

country. 

3. 

announcements. 

4. 

12

13

11 

12 

13 
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we would expect to see the main impact of an 

announcement regarding an increased rating in the 

prices in Israel and also in the exchange rate of the 

hedged. 

beginning of 2017 to about 22 percent in September of 

this year.14

as a result of the positive momentum in the global 

15 
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Figure 3

Share of Foreign Investments in Israeli Equities, 

1996–2017 (percent)

August 2017

August 2018
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3.2 

the time of the rating announcement was larger than in other countries. 

comparison. 

percent more than the Tel Aviv 125. We note that on the trading day after the announcement of the improved 

shares.16 

16 
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Performance of the Major Currencies Against the US Dollar, Aug. 3 to Oct. 3, 
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SOURCE: Bank of Israel calculations.
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Figure 5

Selected Equity Indices in Israel and Abroad, July 12 to Nov. 1, 2018

SOURCE: Bank of Israel calculations.
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unchanged at 100 percent.18

that an improvement in the credit rating is likely to make a positive contribution to the economy. 

18 
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to the annual average during the period 2010–17. 

time. 

1. Introduction

the economy. 
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1

business entities. 

in the economy: 

about 10 percent of the credit in the economy and about 16 percent of credit to the business sector. About 

percent of the banking activity in Israel 

The literature2

1 

2 
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it was responsible for greater losses to the banks and 

in a variety of countries fell more than residential real 

There is therefore a real possibility that a crisis in the 

balance sheets of the banks and credit providers. As the 

Israel. 

2. The data and methodology

between 2009 and 2017 focuses only on companies that reported to the TASE in both those years. 

Appendix B describes in detail the collection of the data and our calculations.
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3.1 The increase in the value of commercial assets
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Figure 2

Commercial Real Estate Area and Its Fair Value, 2009 and 2017
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3

led by consumers in e-commerce. 

that the former was more moderate. Central Bureau of 

of owner-occupied dwelling prices rose by 84 percent. 

3.2 The yields on commercial properties

The mirror image of the increase in fair value of commercial properties is obtained when we look at their 

yields.4 5 

3 

4 

5 

properties in 35 cities throughout the country. 
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Table 1

2009 2017

 40.4 

 46.1 

 27.4 

 23.4 

 85.3 

Parking and service areas  16.6 
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many indicate that rents in Israel are relatively high. 

The analysis so far has mainly focused on corporations 

search for higher yield since the period being examined 

founded in 2016 for the purpose of activity in commercial 
6 

the ratio for Israel is lower than the average for Europe but similar to the ratio for many countries and therefore 

6 

therefore we did not take its data into account. 

85%

2%

13%

78%

5%

17%

Public company REIT fund
Institutional investor

Figure 6

Investors in Commercial Real Estate as a Share 

of Fair Value, 2009 and 2017

SOURCE: Based on published financial statements.



46

BANK OF ISRAEL

0

10

20

30

40

50

60

70

80

90

100

Office Retail Residential Industrial

Figure 7

Distribution of Investments in Commercial Real Estate, Israel and European 

Countries, 2014a (share of fair value)

a Data on Israel are for 2017.

SOURCE: Report on Commercial Real Estate and Financial Stability in the EU (ESRB), December 2015.
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and the credit from related companies and non-balance-

The amount of credit from the banks in Israel is not 

than bank loans and because the supply of credit from the 

7

using bank credit and therefore the lending bank monitors the company more closely. 

7 

74
53%

11
8%

14
10%

36
25%

Tradable corporate bonds

Private bonds and nonbank credit

Credit from Israeli banks

Credit from foreign banks and bonds

Off-balance-sheet credit

Credit from affiliated companies

Figure 9

Liabilities of Commercial Real Estate Companies,

by Lending Facility, 2017 (NIS billion)

SOURCE: Based on published financial statements.
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Israeli companies implemented the International 

8

8 

Table 2

Commercial 

in Israel

Commercial 

abroad

Commercial 

in Israel and 

abroad

Commercial 

and 

development

Commercial 

in Israel and 

and 

development Total

respect of consolidated 

companiesc Total

 24  7  13  7  6  57 

 47.9  1.9  23.6  12.9  9.7  96.0 

Share of market valuea  7.9  0.3  3.9  2.1  1.6  15.9 

Total tradable bonds on the Tel Aviv  27.0  2.2  22.7  9.1  13.2  74.2 

Share of tradable corporate bonds in 

Israelb
 12.8  1.1  10.7  4.3  6.2  35.1 

 37.5  9.3  61.0  12.8  29.3  

149.9 

 -14.8  135.1 

 75.8  16.9  74.4  24.1  38.2  

229.4 

 -26.5  202.9 

Average leverage  0.56  0.56  0.63  0.55  0.72  0.61 
a

b

c
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Distribution of Aggregate Pre-Tax Profit of 

Commercial Real Estate Companies, 2010–17
(percent)

SOURCE: Based on published financial statements.
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properties increases the exposure to price declines in 

riskier leveraged activity. In order to examine if this is 

properties in the books into two components: 

revaluations increased over time. We therefore conclude 

that the recording of revaluations did not worsen the 

show positive trends and the coverage ratio in 2017 is three times what it was in 2009.9 The improvement 

10 

9  We omitted an outlying observation from the coverage ratio net of reevaluation for 2009 which involved one company that recorded large 

would have been 3.81.

10 

Israel only. 
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Figure 11

Aggregate Investment Real Estate, Equity, and 

Financial Debt of Commercial Real Estate 

Companies, 2009–17 (NIS billion)

SOURCE: Based on published financial statements.
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Figure 12

Leverage of Commercial Real Estate Companies, 

2009–17 (Weighted average by assets)

SOURCE: Based on published financial statements.
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Interest Rate Coverage Ratio, Commercial Real 

Estate Companies, 2009–17 (Weighted average by 

assets)

SOURCE: Based on published financial statements.
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Immediate Liquidity Ratio, Commercial Real 

Estate Companies, 2009–17 (Weighted average by 

assets)

SOURCE: Based on published financial statements.
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A comparison between 2009 and 2017 shows that 

markedly during this period. This was the result of the 

while in less developed regions there was in fact an 

11

holdings of foreign commercial properties was 

11 

Table 3

coverage 

ratio ratio

Companies traded in 2009 and in 2017  0.72  2.06  0.56 

All companies traded in 2009  0.75  1.85  0.50 

Companies traded in 2009 but not in 2017  0.85  1.06  0.24 
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Figure 16

Area of Commercial Real Estate Held Abroad by 

Public Companies, 2009 and 2017 (Thousands of 

sq.m.)

SOURCE: Based on published financial statements.
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Foreign exposure among companies that were traded in both 2009 and 201712

12 
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Figure 17

Geographic Distribution of Assetsa Held by 

Commercial Real Estate Companies, 2009 and 

2017

a As a share of the fair value of all assets.

SOURCE: Based on published financial statements.
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Distribution of Assets between Israel and Abroad,

Commercial Real Estate Companies,  2009 and 
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will not expand to any great extent in coming years. This fact is likely to create a gap between demand and 

Israel. 

13 and recently also in Israel 

and following the collapse of several fashion chains.14

that originates in Israel. 

13 

14 



54

BANK OF ISRAEL

method for the revaluation of property prices and the creation of a database that will make it possible to 
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was gathered. 

15

16 

for residential rentals. 

agricultural property and empty lots. 

15 

16 
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Methodology

about 3 percent. All of the public companies together therefore account for 74 percent of the market. The value 

17 although in 

consolidated level. 

17 
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2.
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and manipulations. 

It is important to maintain close supervision of algorithmic trading activity that will monitor it in real time 

using innovative methods. 

1. Background

lower than other global markets. 
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conventional traders.1 This increases the negative selection among conventional traders and they are liable to 

continue to pay the price of the introduction of the new technology. 

was the result of algorithmic trading.2

3 

trading.4 

their activity is unknown.5

Events of this type are liable to generate panic and chaos and to give traders a feeling of uncertainty with 

1  The information can come from new reviews in the mass media and also from the monitoring of orders and transactions in the markets at 

any given moment.

2 

3 

4 

5 

ht
An
ww
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6

about 74 percent of the order book and 43.7 percent of total transactions.7

8 The 

only 36 percent of transactions.9 The activity of algorithmic traders on the TASE accounts for an even higher 

of transactions. 

this period: 

Total orders by algorithmic traders grew by more than threefold while the number of transactions they 

carried out grew only moderately. 

The number of orders grew both as a result of the increase in the number of accounts and in the average 

number of orders per account.

The number of transactions carried out by algorithmic traders grew for all types of assets and primarily 

the sample period. 

parallel reduction in the number of accounts of conventional traders creates less market heterogeneity and a 

10

trading and are liable to adversely impact it. 

6 

7 

8 

ht

9  

10 

algorithmic traders do not vary their daily position on any day or for any asset. 
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1. 

they reduce their activity on high volatility days11 and therefore it may be that they provide only phantom 

2. 

3. 

 

to limit its extent. 
12 It contains all of the orders submitted in 

with the goal of identifying algorithms whose activity is liable to exacerbate volatility and risk in the markets.13

11  Trading days on which the intraday move in the price of an asset is relatively large for it. 

12 

13 

Table 1

 

and for every period

accounts

transactions per transactions to 

orders

66 161 393 41%

Algorithmic traders 34 551 2.40%

9 619 1.40%

Arbitragers 5 414 423 98%

20 555 2.80%

Balanced 15 809 2.00%

19 347 3.80%
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14

it published a report15

this detrimental type of activity. 

16

ratio of the number of orders to the daily number of transactions of each trader in each asset. It was decided that 

by switching from a monthly average to a daily one and in addition a limit was placed on both the volume 

but transactions are being carried out in only small numbers.17

18

14  

15 

16 

17 

http://deutsche-boerse.com/dbg-en/regulation/regulatorytopics/reg-topic-hft

18 

and volume.
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The research on algorithmic trading in Israel has found that it occurs on a large scale relative to other countries 

in the market. 

might harm the integrity of trading. 

It is important to remember that each of the aforementioned regulatory measures has advantages and 
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Background
1

2

therefore it is worthwhile discussing its disadvantages. 

focus on index-tracking mutual funds. 

ETNs

to those already traded on the TASE. Calculation of 

the new indices that track groups of assets and their 

   1
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SOURCE: Based on Tel Aviv Stock Exchange.

Figure 1

Value of ETNs Traded on the Tel Aviv Stock 

Exchange, 2007–18 (NIS billion)

Equity indices

Bond indices
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adoption by the public in theory make it possible 

the number of assets remains unchanged increases 

Figures 2–4 present an international comparison for 

to the ratio of their trading volume to the trading 
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Figure 2

Number of Index Products per 100,000 people, 

International Comparison, 2017
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Number of Index Products as a Share of Number 

of Traded Firms, International Comparison, 
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SOURCE: World Federation of Exchanges and Tel Aviv Stock 
Exchange.
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Figure 4

Trading Volume in Index Products as a Share of 

Trading Volume in Equities, 2017 (percent)
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Mutual Funds

3 

4

5

2. Passive trading increases the comovement of asset prices and therefore the price changes become similar to 

3 

4 

An

5 

Number Value (NIS billion) Number Value (NIS billion)

January 2008 1117 113.9 15 0.8

January 2010 1135 132.4 57 2.4

January 2012 1177 142.2 75 3.5

January 2014 1124 221 129 15.5

January 2016 1156 193.1 239 28.5

January 2018 1120 217.5 316 31.2

September 2018 1118 208.1 360 35

Nontracking mutual funds Tracking mutual funds

Nontracking and tracking mutual funds, 2008–18

Table 1
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comovement by comparing passive and active mutual 

funds is more homogenous and the level of monthly 

in asset prices and reduces the depth of the market 

Conclusion 

accounting for an increasing share of trading on the 

is creating fertile ground for this phenomenon. 

the increasing concern that they undermine the global capital market. It believes that following four years 
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Figure 5

Standard Deviation of Monthly Redemptions 

from Mutual Funds by Specialization, Tracking 

and Nontracking Funds, Jan. to Sept. 2018 

SOURCE: Based on Tel Aviv Stock Exchange.


