
 

SURVEY OF THE BANKING SYSTEM—FIRST HALF OF 2022 

 

The global economy, including the financial systems, is dealing with a number of 

challenges that emerged following the COVID-19 crisis and that have intensified as a result 

of the Russia-Ukraine war. The disruptions in the supply chain, and in particular in the 

export of oil and wheat, have led to an increase in global commodity prices, and inflation 

has risen to levels not seen during the past decade. In response to the inflationary pressure, 

central banks worldwide, including the Bank of Israel, have initiated a process of raising 

the monetary interest rate and gradually tightening monetary policy. Thus, after a long 

period of near-zero interest rates, the global economy must now adjust to a rising interest-

rate environment.  

From the perspective of the banking systems, the increase in interest rates and inflation 

is beneficial in the short term, given the resulting increase in interest income, but it is liable 

to have a negative impact at a later stage. This is due to the possible decline in the quality 

of credit if borrowers’ ability to service their debt is impaired. What is unique about Israel 

compared to many other countries is the existence of an indexation mechanism for some 

of the credit segments, which leads to a surplus of indexed assets, thus further contributing 

to the profitability of the Israeli banking system. The contribution of the interest rate and 

inflation can be seen in the high return on equity (15.8 percent) recorded by the banking 

system at the end of the first half of 2022, the highest level in more than a decade. The high 

rate of return was also due to one-off revenues, some of which are part of the efficiency 

processes that Israeli banks are undergoing (for further details, see the chapter on business 

results and efficiency).  

The marked growth in the banking system’s capital, which is the result of, among other 

things, high profitability and capital raising in the market (see the chapter on capital 

adequacy), has allowed the banks to continue providing credit at an accelerated pace in 

response to the high levels of demand following the exit from the pandemic (primarily 

housing credit and credit to the construction and real estate industry; see the chapter on 

credit). Nonetheless, as a result of the rapid growth in credit (alongside the distribution of 

dividends in respect of 2021 profits and the losses reported in the portfolio of available-

for-sale assets), the banks’ capital ratios eroded during this period. Note that in this period 

it is important, from a forward-looking perspective, to build up capital, since a period of 

high uncertainty is being experienced as a result of inflation and the interest rate increases 

worldwide, which are manifested in lower equity prices, a rise in yields, and even a decline 

in real estate prices in some countries. Furthermore, since the rise in interest rates and 

inflation increases the debt burden on households and the business sector—which may be 

 

 

  



a threat to GDP and consumption1—we may see an increase in credit defaults, which calls 

for an addition to capital buffers. Note in this context that during the period being surveyed 

the total credit loss allowance rose relative to December 2021. Although the increase is 

primarily due to the transition to the CECL rules (which went into effect at the beginning 

of the year2), there was also a deterioration in the macroeconomic environment during the 

second quarter of the year, which also partly explained the increase in credit losses.3 

Nonetheless, there is no visible increase in defaults in the credit portfolio at this stage.  

Against this background, we note that all of the banks in the system have capital ratios 

that exceed the minimum levels set by the Banking Supervision Department; nonetheless, 

there are a number of banks that are working in other ways to further strengthen their 

capital, in view of recent developments, and first and foremost the accelerated pace of 

growth in credit to the public. Thus, two banks in the system have issued shares while 

others reduced or suspended the distribution of dividends in the first quarter of this year 

(for further details, see the chapter on capital adequacy).  

The fears of the effect of an increase in households’ debt burden is clear since the lion’s 

share of household debt bears a variable interest rate and/or is indexed. During the period 

of a negligible interest rate and prior to the interest rate increases, taking a loan with a 

variable interest rate (in which the price is lower than that of a fixed-rate loan, but the 

borrower is taking on interest rate risk) provided borrowers with particularly inexpensive 

debt. However, the interest rate risk is currently being realized, which is raising monthly 

payments. In particular, there has been an accelerated increase in housing credit during the 

past two years, which was also characterized by an increase in loan to value ratios due to 

rising home prices. Furthermore, with the recent sharp rise in housing credit, we are seeing 

an increase in consumer credit, both inside and outside the banking system. This increase 

is in parallel to the provision of housing loans, an indicator that households are taking on 

additional leverage.  

We note that based on the understanding that many borrowers are focused on minimizing 

their initial monthly mortgage payments, rather than taking into account the risk implicit 

in the possibility of interest rate increases and higher inflation, the Bank of Israel instituted 

a consumer-related reform at the end of August 2022 that will increase transparency of 

information for bank customers and improve the competitive environment in the mortgage 

market. As part of the reform, a number of measures related to mortgages went into effect 

that will help customers to, among other things, more easily understand the terms of the 

mortgages being offered and their implicit risk, given the expected developments in market 

conditions, including the rates of interest and inflation.  

                                                           
1 Both directly, due the variable interest rate mechanisms and CPI indexation, and indirectly, due to the 

decline in disposable income of borrowers as a result of the increase in other expenses which may not be 

fully compensated for in their income. 
2 The initial implementation of the CECL rules (in January 2022) required the adjustment of the total credit 

loss allowance (thus increasing it) which was not by way of the provision for credit losses. Following the 

initial implementation, changes in the macroeconomic environment are manifested in the credit loss 

allowance rates. 
3 As mentioned, under the CECL rules for credit loss allowance, changes in the macroeconomic environment 

are manifested in an increase in the total allowance already in the present.  



On the saving side, the increase in the Bank of Israel interest rate led to some increase 

in the interest rate on the public’s deposits (for further details, see Box 1) and therefore 

households are choosing to transfer a growing portion of their funds from demand deposits 

(which do not earn interest) to interest-earning deposits (for further details, see the chapter 

on the balance sheet). In this context, the Supervisor of Banks sent a letter to the banks’ 

CEOs in September of this year in which he expressed the expectation of the Banking 

Supervision Department that the banks would adjust their investment products in order to 

keep pace with the changing interest rate environment with the goal of satisfying the needs 

of their customers.4 We note that correct financial behavior on the part of households can 

increase their bargaining power and therefore improve the interest earned on their deposits. 

As such, and following the various reforms recently promoted by the Bank of Israel in 

order to increase transparency and strengthen the customer’s power, the Bank of Israel has 

begun to publish the interest rate on NIS deposits actually paid by each of the banks. The 

goal is to provide customers with a simple tool that will help them evaluate the terms 

offered by the various banks. This comparison tool is available to the public on the Bank 

of Israel website.5 

In sum, the banks’ results for the first half of 2022 may be misleading. Their financial 

statements present a positive picture – high returns on equity, an improvement in efficiency 

ratios, capital ratios, and liquidity ratios, growth in activity and good credit quality. 

However, from a forward-looking perspective, there is uncertainty regarding future 

economic developments and their implications for the banking system. Initial indications 

that may point to changes in the trends are already visible. Thus, during this half of the year 

there was, as mentioned, an erosion in capital as the result of a drop in bond values in the 

available-for-sale portfolio. This was the result of a sharp increase in yields, which also led 

to a number of banks transferring part of their available-for-sale bonds to the bonds-held-

to-maturity portfolio,6 with the goal of moderating the effect of the increase in bonds yields 

on the volatility in capital. Furthermore, households have started to further exploit their 

credit lines (although as of today, the rate of usage is still similar to pre-pandemic levels). 

Meanwhile, we are starting to see a slowdown in housing credit, which is occurring after a 

slowdown also in the level of home purchases and a more moderate rate of growth in credit 

to the construction and real estate industry. The Banking Supervision Department is 

continuing to monitor the developments in the markets and the growing risks, from both a 

macroprudential viewpoint and a consumer viewpoint. 

 

 

 

                                                           
4 For further details, see the letter dated September 7, 2022 from the Supervisor of Banks to the banks’ CEOs 

on “Fairness to consumers in a changing financial world“. 

https://www.Bank of Israel.org.il/he/NewsAndPublications/PressReleases/Pages/07-09-22.aspx [Hebrew] 
5 https://www.Bank of Israel.org.il/he/BankingSupervision/Data/Pages/compareint.aspx [Hebrew] 
6 A bank can change its intention to hold certain bonds until maturity because of isolated, one-time and 

outlying events that could not have reasonably been foreseen (for further details, see the directives for 

reporting to the public) and, in this case, the exceptionally large effects of the interest rate and inflation.  



BUSINESS RESULTS 

The net profit7 of the banking system as a whole during the first half of 2022 totaled about 

NIS 11.2 billion, an increase of 14.9 percent relative to the corresponding period in 2021 

when net profit totaled NIS 9.7 billion (Table 3). The increase is primarily the result of the 

growth in net interest income (Figure 1), which was affected both by the increase in the 

CPI and the Bank of Israel interest rate in the second quarter of 2022, and by the continuing 

rapid growth in the banking system’s credit activity (see the section on credit). 

Furthermore, the banks’ profit during the period being surveyed included a number of one-

time events, which contributed about NIS 1.5 billion (pretax, including due to tax offsets8) 

to the banks’ profitability relative to the parallel period in 2021:  

 

Bank One-time event Impact on income/profit during the first 

half of 2022 

Hapoalim Sale of real estate assets NIS 112 million (other income) 

Leumi Merger of Leumi US 

with Valley National 

NIS 645 million (tax offset8) 

Mizrahi Sale of assets (primarily 

buildings) 

NIS 371 (other income) 

Discount Sale of buildings NIS 413 million (other income) 

 

As a result, the return on equity during the first half of 2022 stood at about 15.8 percent 

as compared to 15.2 percent during the corresponding period in 2021 and 13.9 percent for 

2021 as a whole (Table 3). This is the highest level since 2006 (Figure 2). Net of the effect 

of inflation, then the return on equity in the first half of 2022 is estimated to be about 11.4 

percent. Net of one-time events, the return on equity is estimated to be about 14.1 percent. 

If both effects are neutralized, then the return on equity is estimated to be 10.2 percent, 

which is only somewhat higher than the long-term rate.  

 

 

                                                           
7 The net profit attributed to the banks’ shareholders.  
8 The amount is offset from the provision for taxes on pre-tax profit.  
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Figure 1.1
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Figure 1.2

Return on Equity (ROE) after Tax, Total Banking System 1995–June 2022



The main factors affecting the banking system’s business results during the first 

half of 2022 as compared to the corresponding period in 2021:  

Net income rose during the first half of the year by about 21.2 percent relative to the 

corresponding period in 2021, and totaled about NIS 22.2 billion (Table 3). The increase 

in net interest income was affected both by the increase in the CPI (an increase of 3.1 

percent during the first half of the year, according to the known index, the one that had 

been most recently published) and the increase in the Bank of Israel interest rate, which 

began in the second quarter of the year (in April 2022, the Bank of Israel raised the central 

bank interest rate by 0.25 percentage points and toward the end of May by another 0.4 

percentage points), which was in addition to the continuing growth in total credit to the 

public. The high inflation had two effects on interest income: first, the total increase in 

assets as a result of inflation is attributed to interest income and second, total credit indexed 

to the CPI grew (due to inflation) and therefore the interest income it produces also 

increased. The increase in the Bank of Israel interest rate primarily affects the interest 

income from assets linked to the prime interest rate. Note in this context that it is too early 

to see the effect of changes in the pricing of credit and deposits as a result of the increase 

in the Bank of Israel interest rate, since their share in the changes in the balance sheet is 

still relatively small (for further details on the interest rate pricing of the public’s deposits 

as a result of the increase in the Bank of Israel interest rate, see Box 1 on “Transmission of 

a central bank interest rate hike to the interest rate on the public’s deposits”).  

The banking system is characterized by a surplus of CPI-indexed assets over CPI-

indexed liabilities (which also grew during the period being surveyed; for further details, 

see the section on the balance sheet). Accordingly, the growth in interest income is 

significantly higher than the increase in interest expenses and therefore higher inflation 

increases the banks’ net interest income to a significant extent.  

The banks enjoy a surplus of interest-bearing assets over interest-bearing liabilities 

(Figure 3). Most of the credit provided by the banking system bears a variable interest rate 

(according to estimates, about 85 percent of the credit portfolio9). Furthermore, a 

significant portion of the banks’ sources are current account balances (which do not bear 

interest), such that the banks have more assets than liabilities whose interest rate changes 

with the Bank of Israel interest rate (even in situations where short-terms deposits roll over 

at a higher interest rate). Therefore, a larger increase occurs in interest rate income since 

there are more assets whose interest rate has increased (credit with a variable interest rate) 

and therefore net interest income increases. To the extent that the public chooses to transfer 

funds from its current account (which do not bear interest) to interest-bearing deposits, the 

bank’s interest expenses will grow and as a result the positive effect of the increase in the 

interest rate on the banks’ net interest income will be offset to some extent. 

  

 

 
                                                           
9 Most of the fixed-rate loans are provided as mortgages (about 37 percent of total mortgages bear a fixed 

interest rate), such that their proportion of the credit portfolio is estimated to be only about 14 percent. In 

addition, we would mention that the fixed interest rate is used to price the interest rate risk.  



 

With respect to the price and quantity effects on interest income and interest expenses, 

it was found that both quantity and price had a positive effect on net interest income (Table 

4) where the effect of quantity is greater than the effect of price (explaining about 73 

percent of the total contribution to net interest income). This is primarily because the 

quantity effect also includes the increase, due to the effect of inflation on the total CPI-

indexed portfolio, as well as providing of credit. Most of the effect on net income during 

the first half of 2022, due to both the quantity effect and the price effect, originated from 

the portfolio of credit to the public.  

With respect to the interest rate margin, which reflects the profitability of the banks from 

their core activity—based on the difference between the average interest rate on total credit 

and that on total deposits—it appears that during the first half of 2022 there was a 

continuation of the upward trend in the interest rate spread, which was about 3.47 percent, 

compared to 3.2 percent at the end of 2021 (Table 5; Figure 4). This increase was the result 

of both inflation and the increase in the interest rate. Net of the effect of inflation, then the 

interest rate spread was 3.1 percent during the period being surveyed, compared to 2.9 

percent at the end of 2021. This was the result of the increase in the Bank of Israel interest 

rate, which followed a narrowing of the interest rate gap to about 2.7 percent (if the effect 

of inflation is neutralized; Figure 4) at the end of the first quarter (prior to the raising of the 

Bank of Israel interest rate). 

 

89 
124 

155 175 

236 
288 

316 
344 357 

415 

527 
581 

SOURCE: Based on published financial statements.

Figure 1.3
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A similar trend is observed in an analysis of the financial margin, which is total net 

financing income (both interest income and non-interest income) relative to total interest-

bearing assets, which reflects the banking system’s ability to generate profits on assets that 

produce financing income. Thus, net of the effect of inflation, this spread declined during 

the first quarter of 2022 and only following the increase in the Bank of Israel interest rate 

in the second quarter did it begin to climb to a higher rate at the end of the first half of 2022 

(2.06 percent at the end of the first half of 2022 as compared to 1.93 percent at the end of 

2021). Without neutralizing the effect of inflation, there was a continual rise in the spread 

during the first half of the year (which stood at 2.18 percent at the end of the first half of 

the year as compared to 2.01 percent at the end of 2021; Figure 5).  
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Credit loss provisions during the first half of 2022 totaled about NIS 0.1 billion in 

negative provisions (income) (Table 3), which reflects actual income (negative provisions) 

during the first quarter and an increase in the expense (provisions) during the second 

quarter, which did not fully offset the income recorded in the first quarter. Moreover, it 

appears that in the case of the banking system as a whole the share of credit loss provisions 

at the end of the first half of 2022 was manifested in a credit loss provision—i.e. an increase 

in the total provision, except in the case of Bank Hapoalim which continued to record 

negative provisions for credit losses, due to the significant allowance posted in the first 

quarter of 2022 which has not yet been fully offset.10 Among the reasons for the increase 

in the credit loss allowances during the second quarter of the year was a deterioration in 

the macroeconomic environment, which under the CECL rules for credit loss allowances 

leads to an increase in the allowance already in the present (for further details, see the 

section on credit).  

Noninterest income declined during the first half of 2022 by about 1.2 percent relative 

to the same period in 2021, to approximately NIS 9.3 billion (Table 3). The decline was a 

result of the drop in noninterest financing income by about 53 percent, primarily in the 

equities component (due to the price declines in the capital markets during the period being 

surveyed relative to the price rises during the parallel period in 2021) and the bonds 

component (which also recorded declines as a result of the rise in interest rates in the 

                                                           
10 In its financial statements, the bank reported that the increase in income was the result of a net reduction 

in the individual allowance during the period, which was primarily due to a small number of borrowers.  
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market). There was an increase in one-off income (as described above) and in income from 

fees. In addition, the significant depreciation of the shekel against the dollar during the 

period being surveyed led to particularly large losses from exchange-rate differentials. 

However, these were fully offset by activity in derivative instruments, the vast majority of 

which is intended to hedge exposure to foreign currency.  

Income from fees during the first half of 2022 rose by about 7.6 percent relative to the 

parallel period in 2021, to about NIS 7.1 billion (Table 3). Most of the increase originated 

in credit card activity, current account fees, financing transactions and conversion 

differences (Figure 6), which reflect an increase in customers’ consumption and economic 

activity. This increase was partly offset by a decline in fees from activity in securities, due 

to the fall in asset prices in the capital market and despite the increase in volume relative 

to the same period in 2021.  

Other income totaled somewhat more than NIS 1 billion during the first half of 2022 

(Table 3), an unusually large amount (which is normally at much lower levels), about 86 

percent of which was due to one-off income from the sale of buildings by some of the 

banks, as described in the table at the beginning of the section on business results.  

 

OPERATINIG EFFICIENCY 

During the first half of 2022, the upward trend continued in the banking system’s 

efficiency ratios. The efficiency (cost-to-income) ratio11 declined significantly to about 

48 percent as compared to about 55 percent at the end of 2021 (Figure 7). However, 

this was primarily due to the increase in net interest income, which was mainly the result 

of the increase in the CPI, and in noninterest income, due to, among other things, unusually 

                                                           
11 The ratio of total operating and other expenses to total net interest income and non-interest income.  
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large income with a one-time nature during the first half of the year (for further details, see 

the section on business results). Thus, if these factors (the increase in the CPI and one-time 

income) are neutralized, then the cost-to-income ratio at the end of the first half of 2022 

was about 52 percent. The unit output cost (average cost) ratio12 also declined and 

was about 1.33 percent as compared to 1.48 percent at the end of 2021 (Figure 8). The 

improvement in the average cost ratio characterized the entire banking system and was 

primarily the result of the accelerated growth in total assets (which in turn was affected by 

the increase in the CPI and changes in exchange rates; for further details see the section on 

the balance sheet), while other operating costs grew at a slower pace (Figure 9). 

  

Total operating and other expenses grew by a moderate rate of about 1.2 percent as 

compared to the parallel period in 2021, although they shrank by about 1 percent relative 

to the total expenses for the whole year of 2021 (Figure 9). Note that the year 2021 was 

characterized by good business results for the banking system. This encouraged the banks 

to increase their salary expenses during the course of the year, in the form of grants and 

bonuses paid to workers (an increase of about 14.5 percent relative to 2020). In addition, 

the banks increased their marketing and advertising expenditure during the second half of 

2021, such that 2021 showed an increase of about 8 percent in operating expenses, in 

contrast to a reduction in this expense line during the previous two years. Following this 

increase in operating expenses in 2021, the first half of 2022 was characterized by 

somewhat more moderate expenses in most of the expense lines as compared to 2021. 

However, as mentioned, they remained at a level similar to that recorded during the first 

half of 2021.  

                                                           
12 The ratio of operational and other expenses to the average quantity of assets. 
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Salaries and related expenses did not show any significant change during the first half 

of 2022 (an increase of 0.2 percent relative to the same period in 2021 and a decline of 0.5 

percent relative to 2021 in annual terms). Although there was an increase in this item in 

some of the banks due to, among other things, an increase in the bonuses of workers based 

on good business results during this period (similar to the trend in 2021), this increase was 

almost entirely offset by the reduction in expenses of this type in the Leumi group, due to 

the effect of the interest rate increase on actuarial liabilities during the first half of 2022.  

The expenses for maintenance and deprecation of buildings and equipment declined 

somewhat during the first half of 2022 (by 1.2 percent relative to the same period in 2021 

and by 2.1 percent relative to 2021 as a whole in annual terms). Nonetheless, this trend 

varied among the banks, with declines in this item in some of the banks (due to, among 

other things, processes to improve efficiency which led to a reduction in the banks’ total 

real estate) while in others there was somewhat of an increase, due to, among other things, 

an increase in depreciation of software.  

Other expenses grew by 5.3 percent relative to the same period in 2021, but declined by 

1.4 percent relative to 2021 as a whole. The reason is the increase in marketing and 

advertising expenses during the first half of the year relative to the same period in 2021; 

nonetheless, the expenses were less than during the second half of 2021, as mentioned. 
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Unit Output Cost*, Total Banking System, 2019–June 2022



 

The efficiency indices for the Israeli banking system have improved relative to 

other countries. Thus, while the operating efficiency ratio has consistently improved in 

Israel in recent years, there has been some deterioration in the reference countries, and 

since 2020 the Israeli banking system has been characterized by an efficiency ratio that is 

lower than those in the US and EU (Figure 10). The rapid improvement in the efficiency 

ratio of the Israeli banks is the result of efficiency measures they adopted over the years, 

but it is also worth mentioning that the increase in the CPI during the period being surveyed 

had a significant effect on this trend, in view of the fact that the CPI-indexed structure of 

assets and liabilities is not characteristic of the reference countries and as a result an 

increase in the CPI contributes to net interest income, a phenomenon that is on a much 

larger scale in the case of Israeli banks.  
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During the period being surveyed, the public continued to consume a growing proportion 

of the banks’ services by way of direct channels, as reflected in the continuing upward 

trend in the share of activity carried out by way of direct channels13 during the first 

half of 2022 (Figure 11). This proportion rose by a percentage point during the period to 

about 88 percent of total actions carried out by the public, in parallel with an increase of 

14.5 percent in number of transactions relative to the same period in 2021. This trend is 

continuing to contribute to the system’s efficiency, in view of the growth in the scope of 

banking activities without an accompanying increase in manpower.  

 

 

CAPITAL ADEQUACY AND LEVERAGE 

The banking system’s Common Equity Tier 1 Capital Ratio declined somewhat 

during the first half of 2022, to 10.7 percent as compared to 10.9 percent at the end of 

2021 (Table 7). This was the result of an increase in risk weighted assets (due to the 

continuing upward trend in credit; for further details see the section on credit), the 

distribution of dividends from 2021 profits, and the decline in the value of the portfolio of 

available-for-sale bonds (due to the sharp increase in yields since the beginning of the year; 

Figure 12). On the other hand, the banks’ high level of profitability during the first half of 

2022 (for further details, see the section on business results) and the issue of shares to the 

public by the banks worked to increase capital in the system and to moderate the drop in 

the capital ratio.  

                                                           
13 Direct channels include online sites, mobile apps, ATMs and telephone help desks (not including the 

voicemail of someone in the branch).  
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The banking system’s Common Equity Tier 1 Capital increased by about 10.3 

percent in annual terms during the first quarter of 2022 (as compared to a rate of 9.6 

percent during 2021) to about NIS 148.9 billion (Table 7). The high profitability of the 

banking system (net profit of NIS 11.2 billion), the issue of shares to the public by Discount 

Bank and Bank Leumi (NIS 1.4 billion and NIS 2.7 billion, respectively), alongside a 

reduction or suspension of the distribution of profits during the first quarter of 2022 by a 

number of banks (as compared to a significant distribution of profits in the amount of NIS 

5.4 billion during 2021)14 contributed to the increase in capital. On the other hand, the 

distribution of 2021 profits, which was carried out during the first half of 2022, and the 

decline in the value of the portfolio of available-for-sale bonds as a result of the increase 

in bond yields,15 moderated the growth in capital.16 In this context, a number of banks 

reclassified bonds from the portfolio of available-for-sale bonds to the held-to-maturity 

portfolio in order to reduce the exposure of their capital and capital adequacy ratios to 

volatility in bond prices.  

In parallel, risk weighted assets (RWA) grew by about 12.7 percent during the first 

two quarters of 2022 (Table 7), which is higher than the growth recorded during 2021 

(11.4 percent), and the annual average of 4 percent during 2019–20. The majority of 

the increase in RWA was due to credit risk assets, as a result of the accelerated increase in 

the credit portfolio and in particular credit to the large business segment and housing credit 

(for further details, see the section on credit). This led to an increase in the share of credit 

exposure to corporations and exposures secured by residential housing (Table 8) and to an 

increase in the average weight of credit risk (to a level of 52.4 percent in June 2022 as 

compared to 50.6 percent in December 2021). In addition, the amendment of Proper 

Conduct of Banking Business Directive no. 203 regarding the risk weight for credit to 

finance highly leveraged land purchases17 and the allocation of capital against financial 

derivative instruments (SA-CCR)18 is expected to result in further growth in credit risk 

assets during the year. In order to moderate the increase in risk assets, a number of banks 

have increased their acquisition of credit insurance and guarantees during the year, since 

the debts of the insured party receive the risk weight that applies to the insurer, which is 

smaller than the credit risk.  

The total capital ratio eroded slightly during the first half of 2022 to about 13.7 

percent, compared to 14 percent in December 2021 (Table 7). This decline is the result 

of slower growth in the capital base relative to Common Equity Tier 1 Capital (9.6 

percent vs 10.3 percent during the first half of 2022). This gap is the result of, among 

                                                           
14 The banks have renewed their distribution of dividends from second-quarter profits. 
15 In contrast, the increase in bond yields worked to reduce liabilities due to workers’ rights, although the 

effect of the decline in the value of the banking system’s portfolio of available-for-sale bonds was larger.  
16 The first-time implementation of accounting rules for expected credit losses (CECL) also worked to reduce 

Tier 1 Capital; however, the banks were given the option of spreading the effect out over three years from 

the starting date.  
17 A bank can spread out the effect of the change in the risk weight on the capital adequacy ratio due to its 

existing inventory of loans as of the starting date, according to a fixed quarterly rate until June 30, 2023. 
18 The implementation of the directive started from July 1, 2022. 



other things, the end of the recognition of Additional Tier 1 capital instruments that are 

eligible to be included in regulatory capital and the slower rate of growth in Tier 2 Capital 

relative to Common Equity Tier 1 Capital, even though it still grew at a significant rate of 

9.3 percent during the first half of 2022 as compared to the average annual rate of 3.6 

percent during the period 2019–21. The increase in Tier 2 Capital is mainly the result of 

bond issues (CoCo’s), in the amount of NIS 1.9 billon by the banks since the beginning of 

the year.  

The leverage ratios of all the banks exceed the Banking Supervision Department’s 

minimal requirement.19 Furthermore, and for the first time since the beginning of the 

pandemic, there was an improvement in the leverage ratio–to a level of 5.91 percent, 

compared to 5.83 percent in December 2021 (Table 9). The improvement in the banking 

system’s leverage ratio during the first half of 2022 is the result of the faster growth in Tier 

1 Equity Capital (10.3 percent) relative to the increase in total exposures (6.9 percent) and 

it is significantly lower than the average rate of increase during the past two years (16.7 

percent).  

 

BALANCE-SHEET AND OFF-BALANCE-SHEET ACTIVITY 

The aggregate balance sheet of the banking system totaled about NIS 2,311 billion at the 

end of the first half of 2022, an increase of about 8.2 percent (in annual terms; Table 10). 

This is a moderate increase relative to that during the pandemic (the average rate of increase 

during 2020–21 was 15.5 percent), although it is higher than the long-term average for the 

pre-pandemic period (annual rate of increase of about 4.2 percent during the period 2009–

19). This growth in the balance sheet was primarily the result of the growth in credit to the 

public, which increased as a result of both the continuing trend of high transaction levels 

in credit to the public and high inflation, which increased the total inventory of CPI-indexed 

assets. Thus, net of the effect of inflation, the growth in the balance sheet was about 7.6 

percent. The banks, which normally have a surplus of CPI-indexed assets over CPI-indexed 

liabilities, increased this position even further, as a result of both inflation itself, which had 

a larger effect on the asset side due to the original differences in size, and the management 

decision to increase the position20 (a trend that is expected to continue, contributing to 

profitability as long as the increase in the CPI continues; Figure 13). The weakening of the 

NIS against the dollar during the period being surveyed also affected the growth in the 

banks’ balance sheets to a large extent, such that net of the effect of the depreciation of the 

NIS, the banks’ balance sheets would have grown by 6.4 percent. Neutralizing both effects 

                                                           
19 During the pandemic, exemptions were given for the leverage ratio targets (Proper Conduct of Banking 

Business 2050), whereby a bank could not go below a leverage ratio of 4.5% on a consolidated basis (in 

contrast to 5 percent previously; Proper Conduct of Banking Business Directive 218) and a bank whose total 

balance-sheet assets on a consolidated basis constitute 24 percent or more of the banking system’s balance-

sheet assets could not go below a ratio of 5.5 percent (in contrast to 6 percent previously).  

This exemption is in effect until June 30, 2024, such that the leverage ratio will not be less than its rate on 

December 31, 2023 or the required leverage ratio prior to the temporary directive, whichever is lower.  
20 The management decisions are reflected in both the pricing of gaps between indexed and unindexed assets 

and the decision not to attempt to reduce the position, which is derived from the demand by borrowers in the 

market.  



(that of the exchange rate and that of inflation) yields an increase of only 5.8 percent in the 

banks’ balance sheet. 

 

 

On the assets side, net credit to the public grew during the period being surveyed by 

about 15.5 percent (in annual terms and by about 13.3 percent net of the effects of the 

exchange rate and inflation) and it constitutes the main factor in the growth of total assets. 

In addition, there was an increase of about 16 percent (in annual terms; Table 11) in the 

banking system’s securities portfolio during the first half of 2022, which is explained 

primarily by the acquisition of Israeli government bonds. At the same time, in contrast, 

there was a decline in total cash and deposits at the Bank of Israel (and primarily in the 

reserves at the Bank of Israel) of about 21.1 percent (in annual terms). The decline in cash 

and deposits at the central bank was the result of a decrease in the money base (for further 

details, see the section on liquidity) and it moderated the growth of the balance sheet during 

this period to a significant extent. 

The net growth in credit to the public is primarily the result of the increase in housing 

credit and credit to the large business segment (for further details, see the section on credit). 

During this period, the total credit loss allowance also increased (by about 12.3 percent). 

At the beginning of 2022, Israeli banks began adopting the CECL system for the credit loss 

allowance. According to this system, one of the factors that affects the determination of the 

allowance is the macroeconomic environment. Therefore, the Israeli banks increased the 
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total allowance during the period being surveyed, due both to the transition to CECL per 

se and the deterioration in the macroeconomic environment (for further details, see the 

section on credit).  

The banking system’s total capital also grew during the period being surveyed, by a rate 

of 14.2 percent. The accumulation of capital is the result of high profitability among all of 

the banks in the system, which was offset to some extent by the distribution of dividends 

in respect of 2021 profits (primarily during the second quarter of the year; see the section 

on capital adequacy).  

On the liabilities side, the public’s deposits during the period being surveyed grew by 

about 6 percent. An analysis of the trends in the various type of deposits (Figure 14) shows 

that the main growth in the public’s deposits is a result of the increase in interest-bearing 

deposits (which constitute about 63 percent of the public’s total deposits), in the case of 

both on-demand deposits and fixed-time deposits. This can be attributed to the increase in 

the interest rates on these deposits (for further details, see Box 1 in this survey). In addition, 

the analysis of the trends according to the type of depositor (Figure 15) shows that the 

growth occurred in the deposits of both individuals and businesses (each of which account 

for about 40 percent of the public’s total deposits). Also on the liabilities side, there was 

an increase of about 13.4 percent in the banking system’s total holdings of bonds, despite 

the redemptions that occurred during the period being surveyed. This is due to the fact that 

during this period Israeli banks issued bonds worth a total of NIS 15,417 million. 
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The assets and liabilities due to activity in derivative instruments also grew significantly 

during the period being surveyed as a result of the increase in activity in, among other 

things, interest rate derivatives. This is attributed to the interest rate environment in the 

various markets with the initiation of interest rate hikes by central banks worldwide. The 

increase in liabilities due to derivative instruments explains about 24 percent of the total 

increase in the banks’ liabilities. Nonetheless, the increase in the assets line due to activity 

in derivative instruments during this period was larger than that in the liabilities line, such 

that the net balance-sheet exposure due to derivative instruments grew during this period, 

which is attributable to the high volatility in the markets.  

Off-balance-sheet items: Total off-balance-sheet exposure at the end of the first half of 

2022 was NIS 665 billion (a rate of increase of about 6 percent in annual terms) which 

constitutes 32 percent of total credit risk in the system. The total guarantees to homebuyers 

grew during the first half of 2022 by a rate of about 39 percent (in annual terms) and was 

about NIS 116 billion. This is explained by the expansion in activity in housing and in the 

construction and real estate industry in recent years. This rate of increase is somewhat more 

moderate than that in 2021 (42 percent) but it is significantly higher than the pre-pandemic 

average (an average annual increase of 0.5 percent during the period 2018–20). On this 

side, guarantees and other liabilities also grew (by about 22 percent in annual terms) due 

to, among other things, the high level of activity in the construction and real estate industry. 

In contrast, the irrevocable commitments to provide credit that was approved but not yet 
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disbursed declined, where the main part of the decline originated in the total binding 

frameworks, primarily in the Hapoalim group21 (a decline of 13 percent; Table 12).  

 

 

Box 1: Transmission of a central bank interest rate increase to the interest rate on the 

public’s deposits 

 

As part of the exit process from the COVID-19 crisis and in response to the acceleration in 

the inflation rate, central banks worldwide, including the Bank of Israel, began a process 

of raising interest rates and adopting a contractionary monetary policy. Thus, after a decade 

of near-zero interest rates, the economies worldwide had to adjust to a rising interest rate 

environment. According to the economic literature of the 1980s and 1990s, both in Israel 

and worldwide, in periods of rising interest rates the transmission of the central bank 

interest rate to the interest rate on fixed-term deposits (interest-bearing) occurs faster and 

with more intensity relative to the interest rate on credit, which is in contrast to what occurs 

in periods of falling interest rates (Goldberg, 1982; Arak et al., 1983; Geva and Ruthenberg, 

1989; Elias, 1992). This phenomenon is the result of the high level of competition for 

deposits. Thus, the capital market was not as developed during that period as it is today 

and in particular the public saved by way of deposits, which the banks relied on for their 

sources. Note that Israel’s banking system during that period operated with low liquidity 

surpluses and banks borrowed funds from the Bank of Israel by means of monetary loans, 

such that they were in need of the public’s sources (fixed-term deposits) and therefore were 

affected by changes in their prices and quantities. With the rise in interest rates in recent 

months, we are observing a slower and less intense transmission relative to past periods of 

rising interest rates. Thus, a gap has emerged between the central bank interest rate and the 

interest rates on deposits. This phenomenon is not unique to Israel and is also characteristic 

of other advanced economies in which the central bank interest rate is rising. This is the 

result of the near-zero interest rate environment that prevailed globally during the past 

decade and its effect on the banks’ balance sheets. The monetary and fiscal expansion 

during the COVID-19 crisis, which created large liquidity surpluses among the banks (for 

further details, see Box 1.4 of Israel’s Banking System, Annual Survey 2020), only 

amplified this phenomenon.  

The near-zero interest rate environment led to a decline in the worthwhileness of interest-

bearing fixed-term deposits, since the interest paid on deposits did not compensate 

depositors for the loss of liquidity as a result of depositing their money in a fixed-term 

deposit. Accordingly, during the period of low interest rates, the share of demand deposits 

(current accounts and current loan accounts) within the public’s total deposits increased 

significantly (Figure 1). Therefore, the banks increased the sophistication of the manner in 

which they manage their assets and liabilities and thus improved their ability to provide 

long-term credit based on short-term sources. This led to a decline in the banks’ demand 
                                                           
21 For example, in the Hapoalim Group it was decided for the first time to use “a non-binding credit ceiling” 

that in theory makes it possible not to have to allocate capital against it (according to Section 83 of Proper 

Conduct of Banking Business Directive no. 203).  



for fixed-term deposits for the purpose of financing their activity. In addition, the monetary 

and fiscal expansion during the coronavirus crisis increased the liquidity of the banks to a 

large extent. This can be attributed to the increased supply of deposits from the public, 

which also led to a decline in the credit-to-deposit ratio, which is low even from a historical 

perspective (Figure 2).  

  

The pricing of the public’s deposits is dependent on the demand of the banks for deposits 

and reflects their liquidity needs, as well as being dependent on the supply of the public’s 

deposits, which is affected by macroeconomic developments. All these led to the current 

situation in which there is only weak transmission from the central bank interest rate to the 

interest rate on the public’s deposits. This trend is now even more the case in view of the 

uncertainty in the capital markets, which is reducing a range of investment alternatives—

alternatives with which the public is not very familiar in any case.  

In Israel, the transmission to the average interest rate paid on the deposits of households 

is about 60 percent, such that as of August 2022 it stood at about 0.96 percent (at a time 

when the average Bank of Israel interest rate during that month was about 1.42 percent). 

With respect to the deposits of businesses and financial institutions, it appears that there is 

stronger transmission to the interest rate paid on their deposits. This is apparently because 

this customer segment is more sophisticated and has greater bargaining power since their 

deposits are on a larger scale (particularly relative to a household’s deposit).  
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This phenomenon is not unique to Israel and has been a topic of discussion in other 

economies as well. In some of the advanced economies22 where the central bank interest 

rate is rising, the transmission is weaker than in Israel. For example, in the US the 

transmission of the central bank interest rate to deposits ranges from 5–18 percent only, 

depending on the type and size of the deposit.23 In Australia, it is about 40 percent.24 At the 

same time, it can be seen that in the UK there is stronger transmission to the interest rates 

on deposits of households than in Israel (Figure 3).25 

                                                           
22 It is not yet possible to identify a trend in the EU data on the interest rates on the public’s deposits following 

the rise in the interest rate in the EU. 
23 There are three main types of deposits in the US: the balance in a checking account, a savings account 

(which allows limited withdrawal during the period of the deposit) and a certificate of deposit (CD) which is 

a non-liquid deposit. The rate of transmission differs in each type of deposit: for balances in a checking 

account the transmission is negligible; for a savings account, it is about 5 percent; and for 5-year CDs it is 

about 18 percent. The data are for all segments of activity combined.  
24 Fixed-term retail deposits up to $10,000 at the five largest banks in Australia. 
25 Fixed-term deposits of households, without the possibility of early withdrawal, are also offered by financial 

bodies and mortgage providers who do not rely on checking deposit products. 
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We emphasize that informed financial conduct by households can increase their bargaining 

power and thus improve the interest rate on their deposits. To this end, it is important that 

households evaluate the various types of deposits and the degree to which they suit their 

needs, as well as how to shop around among the various banks (as of today, most of the 

banks in Israel accept deposits from any bank customer, not just their own). In September 

of this year, the Supervisor of Banks distributed a letter to the bank CEOs which expressed 

his expectation that the banks would modify their investment products according  

to the changing interest rate environment, so as to meet the needs of their customers.26 

Among other things, the Supervisor of Banks wrote that: “As part of the various reforms 

initiated recently by the Bank of Israel with the goal of increasing transparency and 

increasing the power of the customer…it is the intention of the Banking Supervision 

Department to publish the interest rates paid by each of the banks for NIS deposits…This 

is in order to provide customers with a simple tool that will help them to easily compare 

the terms offered by the various banks and to choose the product that is most suitable for 

them.“ This comparison tool is available to the public on the Bank of Israel website and 

can help the public increase its bargaining power in their negotiations over deposit terms 

with the bank.27 
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THE CREDIT PORTFOLIO AND CREDIT RISK 

The accelerated growth in credit that began in 2021 continued during the first half of 

2022 and even strengthened. Thus, the credit portfolio grew by about 15.5 percent 

during the first half of the year 28 compared to about 13.6 percent in 2021 and an average 

of 3.75 percent during the pre-pandemic period of 2016–19 (Figure 16). Business credit 

and housing credit continued to lead growth in the credit portfolio and constituted about 95 

percent of the increase in total credit (which is higher than their share of total credit). 

Furthermore, consumer credit also grew at the rapid rate of 7.4 percent compared to about 

3.5 percent in 2021, following a contraction in credit during the period 2019–20. In most 

cases, accelerated growth in credit tends to be accompanied by an increase in risk 

indices. However, even though there was an increase in the risk indices for housing 

credit, so far there is no indication of a material change in the quality of the overall 

credit portfolio. During the second half of 2022 (and in particular during the second 

quarter, starting from April 2022), the Bank of Israel began raising the interest rate at an 

accelerating rate. Thus, following years of near-zero interest rates, the Bank of Israel raised 

the rate to 2.75 percent in October 2022, and the Research Department’s forecast includes 

additional interest rate hikes. As a result, during the period being surveyed and particularly 

in the second quarter, the interest rate in all of the supervised activity segments began to 

rise (Figure 17). The largest interest rate increases were observed in consumer credit and 

credit to large businesses, which increased by 0.56 percentage points and 0.55 percentage 

                                                           
28 In annual terms. 
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points, respectively.29 This followed many years during which these interest rates declined. 

As long as the CPI remains at its high level and causes interest rates to continue to rise, this 

is expected to have an impact on the rate of growth in credit, its quality and the ability of 

borrowers to service their debt. 

 

 

Households 

Consumer credit 

During the first half of 2022, the growth in consumer credit accelerated (7.4 percent 

in annual terms); however, its share in total credit declined somewhat (from 10.8 percent 

to 10.3 percent) as a result of the faster growth in business credit and housing credit. 

Approximately 90 percent of the increase in consumer credit was the result of the increase 

in consumer loans not secured by a pledged vehicle. A small proportion of the increase 

reflects an increase in the usage of checking account credit lines of households to pre-

pandemic levels. This growth in consumer credit is occurring after a number of years of 

contraction (during which the large banks preferred to focus on providing housing credit 

and business credit rather than consumer credit). Consumer credit reached a low during 

2020, due to the impact of the pandemic and its effect on the demand for this type of credit 

(for further details, see Israel’s Banking System, Annual Survey 2020).  

                                                           
29 It is important to mention that some of the reported numbers do not include the effect of the latest interest 

rate hikes. 

3.05

5.77

3.96

2.60

2.12

2.83

5.64

3.90

2.79

2.19

2.58

5.14

3.57

2.76

2.07
2.27

4.84

3.39

2.64

1.87

2.73

5.41

3.87

3.09

2.42

0

1

2

3

4

5

6

7

Housing Other consumer Small & micro
businesses

Medium
businsesses

Large businesses

%

2018 2019 2020 2021 August, 2022

*Households include private banking.
SOURCE: Based on published financial statements.

Figure 1.17

Average Interest Rate on Unindexed Credit Granted to the Public in the 

Various Activity Segments, Total Banking System, 2018–August 2022



The banks are not the only source of consumer credit and currently the public also 

obtains consumer loans from institutional investors and credit card companies30 (Figure 

18). The competition over this type of credit has been intensifying in recent years. Total 

consumer credit (both bank and nonbank) rose by 14 percent between June 2018 and June 

2022. This is reflected in the high rate of increase in credit from the institutional investors 

and the decline in the share of the banks in consumer credit, despite the large increase in 

consumer credit provided by the banks this year. In this context, the share of consumer 

credit provided by the financial institutions more than doubled—from 8 percent at the end 

of 2018 to 16.5 percent in June 2022. 

 

 

Housing credit 

During the first nine months of 2022, housing credit was provided in the amount of 

NIS 96.4 billion and there were about 90,000 transactions up to the month of August, 

an increase of 17.3 percent and 6.5 percent, respectively, as compared to the same 

period in 2021 (Figure 19). Nonetheless, the rate of increase in monthly mortgage 

transactions slowed during the second quarter of 2022 and has been on a consistent 

downward trend since May (when the value of mortgage transactions was about NIS 12 

billion), reaching NIS 7.7 billion in September. The decline in the value of monthly 

mortgage transactions was accompanied by an even larger drop in the number of new loans, 

primarily starting from the second quarter of 2022. These trends were led by, among others, 

                                                           
30 There are additional consumer loans provided by other nonbank credit companies, but only on a small 

scale. 
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investors, whose mortgage transactions fell by 41.8 percent between December 2021 and 

August 2022 and whose number of loans received fell by 50.5 percent.  

It may be that the halt in the growth of credit at the start of the second quarter is the 

result of a slowdown in the residential housing market, as indicated in a survey published 

by the Chief Economist at the Ministry of Finance. According to the survey, there was a  

total of 9,400 transactions during July 2022, a drop of 28 percent relative to July 2021. 

Investors purchased 1,800 homes, a sharp decline of 37 percent relative to July 2021.31 We 

believe that this slowdown in the real estate market will continue and will be manifested in 

a downward trend in housing credit in coming months.  

 

The value of transactions during the period being surveyed consisted of more expensive 

homes (Figure 20) and part of this change is a result of the continuing upward trend in 

home prices. Thus, the index of owner-occupied housing prices for July 2022, which is 

published by the Central Bureau of Statistics, shows a sharp rise in home prices (9.4 percent 

since the beginning of the year and 17.9 percent relative to the corresponding period in 

2021). It is worth mentioning that housing prices are at a high level, even from a historical 

perspective (Figure 21). Furthermore, these increases are also reflected in the estimated 

average mortgage size, which rose by about 7 percent to nearly a million shekels.  

 

                                                           
31 Review of the Residential Real Estate Market, Chief Economist Branch in the Ministry of Finance, July 

2022. [Hebrew] 
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Monthly Volume of Residential Credit, 2012–September 2022



  

The weighted interest rate on new housing loans has risen significantly since the 

beginning of the year, and in particular starting from the second quarter of 2022, when the 

Bank of Israel began to raise the interest rate. The weighted interest rate as of September 

2022 was 3.73 percent, an increase of about 1.6 percentage points from the beginning of 
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the year (and an increase of 1.4 percentage points32 since April). Furthermore, the increase 

was recorded in all of the interest rate and indexation tracks (Figure 22). The largest 

increase in rates since the beginning of the year was for the unindexed interest rate: the 

variable unindexed interest rate rose by 2.1 percentage points to 3.6 percent, and the fixed 

unindexed interest rate rose by 1.4 percentage points to 4.5 percent, as of September 2022, 

following the increase in inflation. 

 

 

The significant increase in the unindexed, fixed rate interest rate track led to a decline in 

its share within new housing loans. The weight of the prime interest rate track within total 

transactions continued to rise, reaching 39 percent in September (Figure 23), despite the 

forecasts of a continuing upward trend in the Bank of Israel interest rate during the coming 

year. Furthermore, there was an increase in the weight of indexed fixed interest mortgages 

from 9.1 percent at the end of 2021 to 12.2 percent in September. This shift in the loan mix 

toward tracks with low initial interest payments (namely, the prime and fixed-rate indexed 

tracks, relative to the unindexed fixed-rate interest track) is partly the result of borrowers 

trying to reduce their initial monthly repayments. This is due to the fact that it is one of the 

main risk measures taken into account both by the customer and by the bank (when 

calculating the debt-to-income ratio).33 Nonetheless, the shift to these interest rate tracks 

                                                           
32 It was in April 2022 that the Bank of Israel began to raise the interest rate, from 0.1 percent at that time to 

2.75 percent currently.  
33 There can of course be many other reasons for choosing a particular track, such as the desire to avoid an 

early redemption fee, a better synchronization with the household’s income stream, etc. 
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(variable and/or indexed rates) may mean that borrowers are not internalizing the full 

significance of the risk implicit in the interest rate and inflation increases, in view of the 

fact that changes in these components will likely affect the size of their monthly repayment. 

It should be noted that despite the increased weight of the prime interest rate track within 

total mortgage transactions, it is still significantly lower than the maximal permitted 

proportion (according to which at least one-third of a mortgage will be on the fixed interest 

rate track, such that de facto the prime interest rate track can at most be two-thirds of a 

mortgage).34 

 

 

 

According to the forecast of the Bank of Israel Research Department, the Bank of Israel 

interest rate is expected to be 3.5 percent on average during the second quarter of 202335 

while the rate of inflation is expected to be 4.5 percent in 2022 and 2.4 percent in 2023. 

This is expected to have an effect on most mortgage holders, since about 74 percent of the 

borrowers’ mortgage portfolio is exposed to an increase in the prime interest rate and in 

the CPI (Figure 24). 

 

 

 

                                                           
34 For further details, see Proper Conduct of Banking Business Directive no. 329.  
35 The macroeconomic forecast of the Research Department at the Bank of Israel, October 2022. 

https://www.boi.org.il/en/NewsAndPublications/PressReleases/Pages/03-10-22.aspx  
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At the same time, there has been an increase in the risk of new loans according to a 

number of measures. Even though the average loan-to-value (LTV) rate on new housing 

loans has remained almost unchanged since the beginning of the year (54.6 percent as of 

September 2022), the proportion of snew loans with a high LTV ratio (60–75 percent) 

has grown since the beginning of the year and stood at 46 percent as of September 

2022, an increase of about 3 percentage points relative to the same period in 2021 

(Figure 25). Nonetheless, we note that in recent months there has been evidence of the 

beginning of a slight downward trend in the proportion of high-LTV mortgages, on the 

scale of one-half of a percentage point since May 2022.  
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The average debt-to-income ratio has risen by one percentage point since the beginning 

of the year, reaching a level of 27.9 percent as of September 2022. The proportion of 

loans with a debt-to-income ratio of between 30 percent and 40 percent has risen 

sharply since the beginning of the year. It reached a level of 47.9 percent of mortgage 

transactions as of September 2022 (Figure 26), representing an increase of about 9 

percentage points. The main part of the increase (about 7 percentage points) started in the 

second quarter.  

 

 

In addition, there has been an increase in the average period to maturity of mortgages, 

which reached 24.4 years in September 2022, as compared to an average of 22.9 years in 

2021. This represents the continuation of an upward trend in this risk measure, which began 

in 2015 (Figure 27). This increase is apparently the result of a desire on the part of 

borrowers to reduce their monthly payment by spreading out their mortgage over a longer 

period.  
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As a result of these developments, the share of new mortgages with a high LTV 

ratio (60–70 percent) combined with a high debt-to-income ratio (30–40 percent) rose 

to 22.3 percent of total transactions by September 2022, in contrast to an average 

proportion of 17 percent in 2021 (Figure 28). 
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Note that alongside the increase in a number of risk measures, in recent months there 

has been a downward trend in housing loan transactions.  

Together with other considerations and based on an understanding that many borrowers 

are focusing on minimizing their initial monthly mortgage payment and not necessarily 

taking into consideration the full implications of the risk inherent in interest rate and 

inflation rate increases, the Bank of Israel launched a consumer-oriented reform at the end 

of August 2022 to increase the transparency of information for bank customers and 

improve competition in the mortgage market. As part of the reform, a series of measures 

related to mortgages were adopted which will help customers understand the terms of the 

mortgage offered to them and their implications for future payments. In addition, these 

measures make it possible for customers to more easily and in a more informed manner 

compare the offers they receive from the various banks, thus increasing competition in the 

market.36  

 

Commercial credit 

Commercial credit increased by 20.4 percent in annual terms during the first half of 

2022, to 46 percent of the total bank credit portfolio. The construction and real estate 

industry led the increase in business credit although its rate of increase moderated 

somewhat in comparison to 2021 (22 percent in 2022 in annual terms as compared to 

25.5 percent in 2021). This more moderate rate of increase was apparently the result of 

some of the banks approaching the limit of per-industry liability in the case of construction 

and real estate. In response, the two largest banks took steps to lower their exposure (by, 

for example, increasing their insurance for this type of credit), thus reducing their total 

liability with respect to the per-industry liability limit and allowing them to continue 

providing credit to this industry.  

Despite the more moderate growth in credit to the construction and real estate industry, 

the share of this type of credit, together with housing credit, continues to be the largest and 

constitutes more than half of total bank credit to the public (about 58 percent). The 

accelerated growth of credit to the construction and real estate industry in recent years was 

accompanied by an increase in the banking system’s credit risk due to this industry (for 

further details, see Box 1.8 in Israel’s Banking System, Annual Survey 2021). In response 

to the increase in risk, and pursuant to the steps taken in October 2021, the Banking 

Supervision Department adopted a number of measures in March 2022 whose main goal is 

to reinforce credit risk management in the banking system.37 They include:  

 

1. A requirement to allocate additional capital against highly leveraged land financing.  

2. Provision by the Banking Supervision Department of representative examples of 

underwriting and credit classification processes to the banking system.  

3. Expanding the reporting requirements for the construction and real estate industry, 

which will facilitate better monitoring of developments in the industry.  

                                                           
36 For further details, see Proper Conduct of Banking Business Directive 451. 
37 https://www.boi.org.il/he/NewsAndPublications/PressReleases/Pages/20-3-22.aspx [Hebrew]  

https://www.boi.org.il/he/NewsAndPublications/PressReleases/Pages/20-3-22.aspx


 

Credit to other business industries,38 which also grew at a high rate (19 percent in annual 

terms), accounted for about 46 percent of total growth in business credit. The financial 

services industry grew at a similar rate (about 21 percent). This includes, among other 

things, an increase in the demand for credit by young fintech companies who use short-

term business credit until they become better established. It appears that this trend began 

in the second quarter of 2021 and continued until the first half of 2022. The Open Banking 

reform and the opening of competition in this area, which went into effect during the second 

half of 2021, can explain part of the acceleration in the activity of new fintech companies 

in Israel. However, we would mention that they account for only a small part of the overall 

growth in business credit (financial services constitute only about 16.1 percent of total 

business credit).  

 

Supervisory activity segments 

The growth in business credit during the first half of 2022 was 24 percent (in annual terms) 

and it encompassed all of the activity segments. Growth was led by the large business 

sector, which grew by about 33.4 percent, followed by midsized businesses (18.3 percent) 

The small and micro business sector also grew at a high rate in 2022 relative to the past 

(14.5 percent; Figure 29). This upward trend is an indication of the banking system’s 

support for this sector in recent years. 

  

                                                           
38 Credit provided to the business sector not including credit to the construction and real estate industry or 

the financial services industry.  
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Figure 1.29

Rate of Change in the Balance of Credit at the End of the Reporting Period in the 

Various Activity Segments, Total Banking System, December 2020–June 2022



Credit quality 

Starting from January 2022 and in accordance with accepted standards worldwide, the 

banks were required to adopt the rules for Current Expected Credit Losses (CECL).39 

According to the banks’ financial statements, there was a one-time increase in credit loss 

allowances of NIS 1.6 billion as a result of the adoption of the rules, which constitutes an 

increase of about 0.12 percent in the rate of the credit loss allowance relative to total credit. 

This was primarily the result of the increase in the allowance for the business credit 

portfolio and the consumer credit portfolio, alongside a reduction in the allowances 

attributed to the housing loan portfolio. As a result of the adoption of the new rules, the 

method of calculating the credit loss allowance is expected to better reflect the level of risk 

in the credit portfolio and to facilitate a more rapid reaction to a worsening in economic 

conditions and in the macroeconomic situation (for further details, see Box 1.3 in Israel’s 

Banking System, Annual Survey 2021).  

 

                                                           
39 The credit loss allowances are intended to provide a buffer to absorb expected losses from credit provided 

to the public and thus to maintain the stability of the banks and their ability to continue providing credit, even 

in crises when credit losses are realized, and also to better reflect their financial situation. As part of the 

lessons learned from the global financial crisis in 2008–09 when it became clear that banks worldwide had 

not maintained sufficient buffers against credit losses that were realized, it was decided on the global level 

to change accepted accounting rules so as to ensure that allowances would sufficiently take into account—

based on a future-looking perspective—the losses that can be expected to materialize in the credit portfolio. 

This change was implemented starting from January 2020 among banks that are traded in the US while in 

Israel implementation began in January 2022, as mentioned above.  

0.21

-0.10

0.06

1.17

-0.67

0.07

1.18

-0.28

0.16

0.91

-0.27

-0.08

0.79

-0.39-0.35

0.67

-0.27

-0.02

-1.0

-0.5

0.0

0.5

1.0

1.5

Housing Consumer-other Small & micro
buisinesses

Medium-sized
businesses

Large
businesses

Total activity in
Israel

%

SOURCE: Based on published financial statements and reports to the Banking Supervision Department.

Figure 1.30

Loan-Loss Provisions in the Period-End Credit Balance in the Various Activity 

Segments, Total Banking System, December 2020–June 2022



During the first half of 2022, there was an increase in the credit loss provisions, which 

encompassed all of the activity segments, although this was still recorded as income (a 

negative provision) for the system as a whole. This is because in the midsize and large 

business sectors, income (a negative provision) was recorded in this item despite the 

increase in provision rates, as a result of the reduction in the net specific allowance. This 

reduction was partly due to the recovery of debt from a small number of borrowers by one 

of the large banks during the first quarter of the year. The small and micro business 

segment, the consumer credit segment, and the housing credit segment, returned to a credit 

loss provision after recording negative provisions (income) in 2021 (Figure 30). The rate 

of provision in the first half of 2022 was affected primarily by the forecasted 

macroeconomic developments, given the increase in inflation and in the interest rate during 

the second quarter of 2022 (which as a result of the aforementioned transition to the CECL 

rules is reflected in the size of the credit loss allowance), and in contrast by the continuing 

growth in the banks’ credit portfolio.40 

 

 

The measures of credit quality present a mixed picture: On the one hand, there has been 

an improvement in the proportion of troubled credit within total credit, which fell 

somewhat to a level of 1.72 percent as of June 2022 (as compared to 1.99 percent as of 

December 2021). On the other hand, there was a small increase of 0.12 percentage points 

in the proportion of non-investment grade rated credit41 within total balance-sheet credit, 

which stood at 3.54 percent in June 2022 as compared to 3.42 percent in December 2021. 

The increase in this risk measure is the result of the higher rate of increase in non-

investment grade credit risk than in total balance-sheet credit. In addition, there was a slight 

increase in the share of nonperforming credit or performing debt in arrears of 90 days or 

more within total balance-sheet credit to the public, which rose from 0.73 in December 

2021 to 0.75 in June 2022 (Table 16).42  

 

 

 

 

 

 

 

                                                           
40 The results reported in the financial reports of US banks for the third quarter of 2022 reflect an increase in 

the credit loss provision, and in particular a transition from negative provisions (income) in 2021, due to the 

economic improvement following the pandemic, to a provisions (expense) as a result of the macroeconomic 

situation in the US and worldwide. Since the banks had switched to the CECL rules already in January 2020, 

the aforementioned change can be attributed to developments in the macroeconomic environment.  
41 The risk of credit, the rating of which at the time of the report is not currently in line with the credit rating 

required for the provision of new credit according to the bank’s policy. In other words, credit that was 

provided in the past but would not be provided according to currently existing conditions. 
42 As a result of the adoption of the new CECL rules in January 2022, the “impaired credit” classification 

was changed to non-accruing credit.  



Liquidity risk 

As part of liquidity risk management, Basel III established two standard liquidity ratios 

that banks are required to meet. The first is the Liquidity Coverage Ratio (LCR),43 which 

is used to assess whether the banks have a sufficient liquidity buffer to meet a major stress 

scenario of 30 days duration. The second is the Net Stable Funding Ratio (NSFR)44 which 

requires that the banks maintain a stable financing profile according to the composition of 

their balance-sheet assets and their non-balance-sheet activity. Meeting this criterion 

implies that there are sufficient stable and available financing sources to provide the needed 

financing (with a forward-looking perspective of one year). Satisfying these two ratios 

simultaneously will mitigate the liquidity risk that may result from unexpected changes in 

cash flow.  

In the second quarter of 2022, the banking system’s LCR returned to its level at the end 

of 2021 and essentially to its prepandemic level, i.e. about 125 percent.45 During the first 

half of the year, there was some erosion in the ratio followed by a recovery (Figure 31). 

Nonetheless, overall the banks’ ratio remained significantly above the minimal 

requirement set by the Banking Supervision Department (100 percent; Figure 32). 

However, there have been changes in the structure of the banking system’s assets and 

liabilities (as described below in this chapter). The NSFR eroded during the first half of 

2022 to about 126 percent as compared to 130 percent in December 2021 (Figure 33). The 

decline is due to the continuing increase in the required stable financing items, primarily 

due to the increase in total loans, by about 15 percent (in annual terms) as opposed to only 

                                                           
43 The LCR, developed by the Basel Committee to enhance the short-term resilience of banking corporations’ 

liquidity profiles, is a measure of the quantity of High-Quality Liquid Assets (HQLA) that corporations 

should hold in order to withstand a significant stress scenario that lasts thirty calendar days. The LCR is 

composed of two elements. The first, on the numerator side, is the inventory of HQLA, comprised of two 

levels of assets: Level 1, formed of high-quality assets that may be held in unlimited amounts, and Level 2, 

composed of assets that are limited to a maximum aggregate holding of 40 percent of the HQLA inventory. 

(This level is divided into two sublevels: 2A and 2B. At the latter level, the share of assets that may be held 

is limited to 15 percent.) The second element, on the denominator side, is the total net cash outflow, i.e., the 

expected total cash outflow less the expected total cash inflow in the stress scenario. The expected total cash 

outflow is calculated by multiplying the balances of different categories or types of balance-sheet and off-

balance-sheet liabilities by their expected runoff or drawdown rates. The total expected cash inflow is 

calculated by multiplying outstanding contractual receivables by the rates at which they are expected to be 

received in the scenario, up to a cumulative 75 percent of the predicted total cash outflow. 
44 The goal of the NSFR is to improve the stability of the banking system’s financing profile in the long term, 

based on a requirement that the financing of the bank’s activity be based primarily on relatively resilient and 

long-term (one year or longer) sources of financing. The NSFR has two components: the numerator is the 

total available amount of stable funding (ASF), which is the portion of capital and liabilities that can be relied 

on as a source of financing over a time horizon of one year or more. In the denominator is the required amount 

of stable funding (RSF), which is total assets (including off-balance-sheet exposures) that a bank expects to 

have to finance over a time horizon of one year or more and therefore it should hold stable and available 

funding against them.  
45 According to the banks’ reports on monthly liquidity to the Banking Supervision Department. The 

aggregate figure according to the banks’ financial statements eroded somewhat relative to December 2021 

and stood at about 124 percent. The gap is the result of differences in the methodology of calculation (in the 

monthly report, the ratio is calculated according to end-of-month balances while in the financial statements 

it is calculated according to the average daily ratio over the quarter). 



about a 9-percent increase (in annual terms) in the available stable financing items, due to 

the moderate increase in the public’s deposits during this quarter. 
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As mentioned, the level of the LCR is similar to that at the end of 2021; however during 

the first half of 2022 there were changes in the banks’ structure of assets and liabilities, 

which have affected the system’s liquidity risk: (1) The stock of high-quality liquid 

assets (HQLA) shrank, primarily as a result of the significant erosion of reserves with 

the Bank of Israel (about 31 percent in annual terms; about NIS 62 billion), compared to 

the end of 2021. The reason for this decline is the decrease in the money base46 which 

resulted from the high level of government tax revenues (a trend that has reversed in 

recent months). Essentially, there was erosion of the money base during the first half of 

2022, following two years in which it grew significantly as a result of expansionary 

monetary and fiscal policy (which led to, among other things, a significant increase in 

the public’s deposits). Yet, the level of HQLA remained higher than prepandemic levels. 

The decline in the stock of liquid assets is manifested in the continuing downward trend 

in the ratio of liquid assets to short-term liabilities (although the ratio remained high 

relative to its prepandemic level; Figure 34). (2) A more rapid increase in total stable 

deposits relative to the rest of the public’s deposits. In order to characterize the 

                                                           
46 The money base, which consists of total cash held by the public and the banks, reflects the total amount of 

shekels in the economy that are not the result of credit provision. The money base is affected by both 

monetary and fiscal policy on the one hand and the public’s demand for cash on the other. From the 

perspective of the banking system, the money base—less the cash held by the public—reflects the “cash and 

bank deposits” item, most of which is composed of, as mentioned, reserves deposited by the banks with the 

Bank of Israel.  
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aforementioned increase, we can look at the Core Funding Ratio (CFR47), which can be 

used to assess the quality of the sources on which the bank relies, or in other words the 

proportion of stable liabilities within total liabilities. During the first half of 2022, there 

was some recovery in this ratio (Figure 35), as a result of the more rapid increase in 

stable deposits, and primarily retail deposits, relative to the total increase in bank 

liabilities (Figure 36). This recovery followed a prolonged erosion in this ratio starting 

from the pandemic, due to the increased proportion of short-term retail deposits within 

total liabilities. 

 

 

 

                                                           
47 According to the definition of the EBA, the Core Funding Ratio is composed of the following components: 

In the numerator—total stable liabilities, which is composed of total retail deposits, total wholesale deposits 

of more than one year and bonds and deferred promissory notes. In the denominator—total liabilities. 
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Figure 1.34

Ratio of Liquid Assets to Short-Term Liabilities, Total Banking System

March 2018–June 2022



 

The erosion in the stock of liquid assets was not manifested to a significant degree in the 

LCR, which as mentioned did not change significantly. The reason for this is the decline 

in net cash outflow, which accompanied the decline in the stock of liquid assets (Figure 
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Figure 1.36

Growth Rate in the Public’s Deposits and Total Liabilities, Total Banking System 

June 2022 compared to December 2021 (percent)
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Figure 1.35

Core Funding Ratio, Total Banking System

December 2017–June 2022



37). The drop in net cash outflow is the result of the more moderate rate of increase in 

outgoing cash flow, alongside a significant increase in incoming cash flow (Figure 38). 
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Figure 1.38

Development of Cash Outflows vs. Inflows, Total Banking System

December 2017–June 2022 (December 2017=100)
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Figure 1.37

Development of High Quality Liquid Assets (HQLA)* and Net Outflows, Total 

Banking System, March 2017–June 2022 (March 2017=100)



The more moderate rate of increase in cash outflow is the result of the shift to more 

stable deposits, as described above: an increase in the proportion of retail deposits, which 

are characterized by low withdrawal coefficients, alongside a decrease in the proportion of 

financial retail deposits for withdrawal of up to a month (which are characterized by 

withdrawal coefficients of 100 percent). In other words, during the first half of the year, 

there was a moderate increase in the public’s deposits (despite the decline in the money 

base and as a result of the significant increase in credit to the public); however, that increase 

in the public’s deposits was primarily the result of additional stable deposits. Alongside the 

cash inflow, the increase is due to the developments in the macroeconomic environment: 

(1) cash inflow due to the extending of credit—Alongside the continued rapid increase in 

credit during the period being surveyed, there was an increase in the interest rate and the 

inflation rate, which also contributed to the increase in incoming cash flow due to the total 

credit portfolio; (2) cash inflow due to derivatives—Against the background of the 

recovery in the global capital markets and the strengthening of the shekel during the first 

half of 2022, there was an increase in the cash inflow due to the banking system’s 

derivatives activity.  

The rapid increase in credit, alongside the more moderate rate of increase in the public’s 

deposits, led to an increase in the ratio of credit to deposits, following a significant erosion 

during the two years since the beginning of the pandemic (Figure 39). 
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Figure 1.39

Ratio of Credit to the Public to Deposits of the Public, Total Banking System

December 2015–June 2022
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