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Chapter 1

The Economy in the Shadow of COVID-19
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GDP declined 

by 2.5 percent in 

2020, and private 

consumption declined 

by 9.5 percent. Broad 

unemployment jumped 

to 15.7 percent.
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Fiscal and monetary 

policies responded 

vigorously, and 

focused on helping 

households and 

businesses get 

through the crisis.
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a. Real economic activity

Prior to the crisis, the 

economy was at a 
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3

4

World Economic Outlook

The decline in private 

consumption was 

compared with other 

countries.
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Exports played 

a central role in 

moderating the impact 

to the economy.  The 

continued rapid growth 

of advanced services 

exports was key.
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The government-

on economic activity 

focused the impact of 

whose activity involves 

physical proximity.
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b. The labor market

the increase in 

unemployment in 2020 

was due to employees 

being furloughed. The 

government eased the 

conditions for receiving 

unemployment 

the period of eligibility 

for them until June 

2021.

The impact to 

employment was 

particularly sharp 

among workers 

earning low wages 

and those with little 

education.
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c. The current account and national savings

There was anomalous 

growth in the national 

savings rate this year.

lower this year than in 

previous years.

The current account 

surplus increased 

greatly.  Imports 

dropped sharply, 

decline in Israelis 

traveling abroad.
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The exchange rate

Following a short and 

sharp depreciation 

in March, the shekel 

continued to appreciate 

year.



BANK OF ISRAEL, ANNUAL REPORT, 2020

14

e. Financing of the business sector

The volume of total 

business sector debt 

to that of the previous 

also remained virtually 

unchanged.

Small businesses had 

credit at the outset of 

the crisis, with credit 

largely being provided 

guaranteed funds.  

The Bank of Israel 

implemented programs 

for such businesses.
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a. Fiscal policy

11

11

The government 

adopted an intensive 

program. The public 

debt to GDP ratio 

increased to 72.6 

percent.

Despite the marked 

increase in public debt, 

yields on that debt 

did not increase, and 

Israel’s credit rating 

remained in place.
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The leading 

considerations in the 

design of government 

expenditure during the 

and compensation, and 

not increasing demand 

in the economy.
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In view of the 

serious impact to the 

retail and services 

characterized by many 

small businesses 

and self-employed, a 

variety of measures 

were adopted to help 

them.
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The Bank of 

Israel lowered the 

percentage points and 

amounts of foreign 

exchange.

At the outset of the 

crisis, monetary policy 

Later on it focused on 

easing the terms of 
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The Bank of Israel 

announced a 

program to purchase 

government bonds in 

the secondary market, 

as part of which it 

purchases.

The Bank of Israel 

operated a program 

small businesses by 

providing loans to 

the banks at very low 

The Bank of Israel 

launched a program 

to purchase corporate 

bonds in the secondary 

market.
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a. The development and nature of the pandemic
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b. Government measures to reduce infection

1
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3
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Measures for truncating the infection chains
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c. The population’s behavior

4

4
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e. The pandemic and epidemiological policy from an international perspective

11

11
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References
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economy prior to the 

crisis was better than 

it was prior to the two 

previous crises.
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The intensity of the crisis



CHAPTER 1: THE ECONOMY IN THE SHADOW OF COVID-19

33

The nature of the shock and its impact on the economy

Table 1.3

Cumulative output gap in the first year 

of the crisis

Cumulative output gap in the first two 

years of the crisis

Cumulative output gap during the 

entire crisis

2001–2003 crisis -2.4 -6.2 -12.1

2008–2009 crisis -0.9  -1.3
a -1.3

COVID-19 crisis -5.3 n/a n/a

a
 The cumulative gap at the end of 7 quarters.  In the eighth quarter, the gap was positive.

SOURCE: Bank of Israel.

The cumulative damage during crises (percent of GDP)

Damage is defined as the differences between potential GDP each quarter and actual GDP.  The cumulative damage is the total quarterly 

damage.  The damage is attributed to the crisis only when the difference is negative, and is therefore accumulated with some lag—not from the 

time growth slows due to the crisis, but only from the time actual GDP is lower than potential GDP.  In the same way, the crisis's damage 

accumulates when the growth rate increases during the exit from the crisis, as long as actual GDP is lower than potential.

The two previous 

crises were mainly 

crises of demand, while 

the COVID-19 crisis 

was a combination of 

impacts to demand and 

to supply, which was 

imposed by the 

government.
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The policy response

Comparing the crises 

emphasizes how 

the economy and the 

policy adopted in the 

years prior to the crisis 

were to the ability to 

adopt policy to deal 

with it.
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The volume of working 

from home in many 

countries jumped 

during the crisis.
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Findings from Israel

Selected Research 

and Policy Analysis Notes.

Employers’ attitudes 

toward working from 

home vary widely 
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Working from home—a forward look to after the crisis

31
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34

33

34

Selected Research and Policy Analysis Notes.

The volume of working 

from home once 

the crisis is over is 

expected to be greater 

than it was before the 

crisis, but smaller than 

during the crisis.
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and Selected Research Analyses

The expansion of 

working from home 

emphasizes the 

importance of skills 

in working in a digital 

environment.
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As Israel emerges 

policy will need to be 

ensure that the public 

debt to GDP crisis is 

on a downward path. 
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Once the crisis is over, 

it will again become 

necessary to focus 

on the fundamental 

problems of the 

productivity, disparities 

in productivity between 

segments of the 

population and sectors 

of the economy, and 

inequality.


