
 
 
 

1 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 

 

 

 

 

 

 

 

 

 

Israel's Banking System 
First Half of 2024 

Jerusalem 

November 2024 
 

Bank of Israel 
The Banking Supervision Department 

The Economic Unit 
 

© Bank of Israel. Material from this publication may be 

quoted provided that the source is attributed.  

 



 
 
 

2 

TABLE OF CONTENTS 

BUSINESS RESULTS OF THE BANKING SYSTEM .................................................................................... 5 

MV/BV ANALYSIS OF THE BANKS’ RESULTS ......................................................................................... 12 

MAIN DEVELOPMENTS IN BALANCE-SHEET AND OFF-BALANCE-SHEET ACTIVITY........................... 18 

CREDIT PORTFOLIO AND CREDIT RISK ................................................................................................. 28 

LIQUIDITY RISK ....................................................................................................................................... 48 

MARKET RISK .......................................................................................................................................... 57 

Appendix—Tables .................................................................................................................................. 63 

 

 
 

 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

 

 
 

 



 
 
 

3 

INTRODUCTION 

This survey details main developments in Israel’s banking system in the first half of 2024. 

The economic effects of the war slackened during this time but uncertainty about economic 

developments remained, for reasons including the ongoing warfare, its spread onto 

additional fronts, and the budget deficit. At the beginning of January 2024, the Monetary 

Committee announced a rate cut of 0.25 percent; from then on, it left the rate unchanged at 

4.5 percent. After the GDP growth rate recovered in the first quarter of the year, growth 

slowed considerably in the second quarter. The inflation rate leveled off during the first half 

and the NIS depreciated against the USD and the EUR. 

 

The banking system maintained its strength in the first half of 2024. Capital and liquidity 

ratios remained high for reasons including strong system profitability relative to previous 

years, occasioned largely by growth of the credit portfolio, a decrease in credit-loss 

provisions, and an upturn in the inflation environment. The growth rate of the credit 

portfolio resembled that observed in 2023, reflecting a slower pace than in previous years. 

Portfolio quality remained strong. 

 

The Tier 1 capital ratio of the banking system remained high in the first half of 2024 and is 

estimated at 11.5 percent, attesting to the banking system’s ample ability to withstand shocks and 

continue supporting the economy even at times of ongoing uncertainty. High profitability in the 

course of the year continued to help bolster capital ratios. Contrastingly, the distribution of 

earnings and the continued increase in risk assets had erosive effects on the capital ratio. 

 

Bank credit to the public grew by 6.1 percent (annualized) in the first half of 2024, slightly slower 

than in 2023 (6.6 percent). Business credit and housing credit led the growth of the credit portfolio; 

fixed consumer credit to households was stable. Despite the high interest environment (reflecting 

an increase in borrowers’ debt burden) and the macroeconomic conditions at hand, the credit-

risk indicators have remained largely unchanged thus far. Just the same, the banks preemptively 

increased their credit-loss provisions in view of the eruption of the Swords of Iron War in the third 
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quarter of 2023. However, as the risk indicators did not worsen, some banks recorded income on 

the credit-loss provisions line in the second quarter of 2024. 

 

The public’s deposits grew by 4.6 percent (annualized) in the first half of 2024. The share of the 

public’s money held in interest-bearing deposits, which began to increase in the second half of 

2022 (when the Bank of Israel interest rate was rising) continue to grow in 2024 but at a gentler 

pace and came to 57 percent in view of the high interest level. Transmission from the Bank of Israel 

rate to lending rates in the various activity segments was complete (with the exception of housing 

loans, in which it was weaker). In contrast, the transmission rate from Bank of Israel interest to 

deposit interest was lower (68 percent) with variance among the activity segments, and 

transmission was even lower to households than to the business sector.1 The transmission rate of 

central-bank interest to fixed-interest household deposits in Israel remained high by international 

standards. 

 

Israel is still in an ongoing state of war, which expanded into the northern sector at the 

beginning of the fourth quarter of the year amid rising geopolitical tension. In addition, in 

the last weeks before publication, the Moody’s and S&P rating agencies announced 

sovereign debt downgrades by two notches and one notch, respectively, together with 

negative rating outlooks.2 Accordingly, the banking system needs to maintain its resilience 

with even greater resolve in order to withstand the challenges—those mentioned and others 

that may come about. With this construct, the outline put together by the Banking 

Supervision Department and adopted by the banking system, relating mainly to the 

possibility of deferring loan repayment and leniencies in paying fees and interest on current-

account overdrafts—was extended in the first half of the year. The Banking Supervision 

Department will continue to monitor developments regularly and closely against the 

background of the ongoing war and the environment of uncertainty, inter alia. 

                                                 
1 Notably, the Bank of Israel took action to improve the rate of transmission to households’ deposits in the course of the year. 
2 Pursuant to downgrades by these agencies during the review period. (For elaboration, see the Capital Adequacy and Leveraging 
section of this survey.) 
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BUSINESS RESULTS OF THE BANKING SYSTEM 

Profitability of the Banking System 

The net profit3 of the banking system as a whole in the first half of 2024 was NIS 15.3 billion, up 

10.4 percent from the year-earlier period (NIS 13.9 billion) (Table 2). The banking system owed its 

strong profitability mainly to the high interest environment and the lowering of credit-loss 

provisions relative to the year-earlier period due to the improvement in credit-portfolio quality (a 

decrease of NIS 2 billion; Figure 1). The inflation environment also continued to abet strong system 

profitability but was slightly lower in the current half-year than in the year-earlier period. Tax 

provisioning grew in the course of the half-year, largely due to the increase in current profitability 

and the passage of a statute mandating a special payment on account of the banks’ profits in order 

to attain budget targets (Temporary Provision—Swords of Iron War). The banking system’s return 

on equity was 16.9 percent in the first half of 2024 (15.6 percent when neutralized for CPI effects) 

as against 17.2 percent in the year-earlier period (15.6 percent net of CPI effects; Table 1).  

 

Figure 1: Net profits of the banking system climbed in the first half of 2024, mainly due to 

the high interest environment and less credit-loss expenditure 

 

                                                 
3 The net profit attributed to the banks’ shareholders.  
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Figure 2: The return on equity during the second half of 2024 continues to be high

 

Development of Income and Expenditure Lines in the Profit-and-Loss Statement] 

Net interest income decreased during the period reviewed by 5 percent relative to the year-earlier 

period and came to NIS 30.3 billion (Table 2). During this time, interest income increased by 9.6 

percent to NIS 65.6 billion as of June 2024 (as against NIS 59.8 billion in June 2023). Interest 

expenses also increased but did so more rapidly (by 24.4 percent) to NIS 35.3 billion in view of the 

continued redirection of current-account funds to interest-bearing deposits. (For elaboration, see 

the balance-sheet chapter in this survey). The coupling of less interest income and more interest 

expenses also traces to the effect of the Consumer Price Index, which was lower in the first half of 

2024 than in the year-earlier period.4  

 

The banking system is characterized by a surplus of interest-bearing assets over interest-bearing 

liabilities (Figure 3). In the first half of 2024, the spread between interest-bearing assets and 

interest-bearing liabilities continued to narrow due to faster growth of the latter. The acceleration 

traces to continued redirection of current-account funds to interest-bearing deposits while on the 

                                                 
4 The banking system typically has a surplus of indexed assets over indexed liabilities; therefore the main impact of the change in 
the CPI is on interest income. The high inflation environment is affecting interest income in two ways: the total increase in assets 
originating in inflation—attributed to interest income—and the increase in the balance of indexed credit (in view of inflation), which 
also boosts interest income on account of this balance. 
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asset side, the rate of credit growth slowed. In particular, the banking system is typified by a 

surplus of interest-accruing assets in the track of indexation to the prime rate over interest-paying 

liabilities in both fixed interest and prime-rate-indexed interest. Accordingly, as long as the 

interest environment remains high, it will have a major effect on the increase in net interest 

income. 

Figure 3: First half of 2024: the spread between interest-bearing assets and interest-bearing 

liabilities continued to narrow due to faster growth on the interest-bearing-liabilities side 

 

 

During the period reviewed, both the rate of interest income from credit to the public and the rate 

of interest expenses on public deposits increased slightly. Net of the effects of inflation, however, 

the interest income from credit to the public decreased slightly (as the main effect of inflation was 

felt in the second quarter of this year; Figure 4). As a result, the interest-rate spread,5 which reflects 

the banks’ profitability from their core activity (issuing credit and accepting deposits), decreased 

slightly in the first half of 2024 and came to 2.28 percent as against 2.4 percent at the end of 2023 

(Figure 5). Notably, while the increase in the interest rate had a considerable effect on these rates 

in 2022–2023, the main effect in the quarter reviewed in this survey belongs to the high inflation 

rate, which found expression largely in the second quarter of this year. An analysis of the interest 

                                                 
5 In accordance with the spread between the interest income from credit and the interest expense rate on interest-bearing deposits. 
On the side of the public’s deposits, it is conventional to calculate the interest spread including interest-bearing deposits only. 
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spread-rate including current-account balances (most of which are non-interest bearing but 

partially serve as a source of credit) reveals a similar trend, the spread narrowing to 3.31 percent 

as against 3.48 percent at the end of 2023 (Figure 5). 

Figure 4: First half of 2024: both the share of interest income from credit to the public and 

the share of interest expenses on the public’s deposits increased 

 

 

Figure 5: First half of 2024: interest spread continued to narrow 
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The financial margin,6 an indicator of the banking system’s ability to generate profits from total 

assets that bring in financing income, narrowed slightly to 2.63 percent at the end of the first half 

of 2024 as against 2.78 percent at the end of 2023 (Figure 6), mainly due an increase in financing 

income and milder growth of assets that yield such income. Net of the effect of the Consumer Price 

Index, the growth rate of the financial margin slowed similarly. 

 

Figure 6: In the first half of 2S024, the financial margin fell slightly due to an increase in 

financing income and a milder upturn in assets that yield financing income 

 

Credit-loss provisions declined in the first half of 2024 relative to the year-earlier period and came 

to NIS 728 million (Table 1) and several banking corporations actually recorded income on this 

line. The decline in credit-loss provisions traces to an improvement in certain borrowers’ condition 

that found expression in individual credit-loss provisions and a slight improvement in the 

forecasts of several macroeconomic variables, reflected in group credit-loss provisions. (For 

elaboration, see the Capital chapter in this survey). 

 

                                                 
6 Total net financial (interest and non-interest) income divided by total interest-bearing assets. 
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Noninterest income increased by 10.8 percent in the first half of 2024 relative to the year-earlier 

period and came to NIS 11.4 billion (Table 1), due to fair-value adjustments of derivative 

instruments in view of exchange-rate differentials and an increase in several banking 

corporations’ income from equity investments. 

 

Income from fees grew by 0.7 percent in the first half of 2024 relative to the year-earlier period 

and added up to NIS 7.4 billion (Table 1). Most of the upturn originates in an increase in fees on 

securities activities and on financing transactions, along with a decline in account-management 

fees (occasioned in part by the Banking Supervision Department’s relief programs) and in 

conversion differentials (Figure 7). 

 

Figure 7: Most of the increase traces to an upturn in fees on activity in securities and fees on 

financing transactions alongside less income from account-management fees and 

conversion differentials 
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Other income was NIS 1.1 billion in the first half of 2024 as against NIS 642 million in the year-

earlier period, due to the effect of nonrecurring income from the sale of assets of a small number 

of banking corporations. 

OPERATING EFFICIENCY  

The operating-efficiency ratio remained low due to continued high income and stability on the 

expenditure side (Figure 8). Accordingly, unit output efficiency remained low as well (Figure 9). 

Figure 8: Operating efficiency ratio remains low 

Figure 9: Unit output cost remains low

 
 

47
37

31 33 29

54
44

39 38 38

54
45

38 38 35

65
56

47 50 52
58

51
43 43 45

73
60 62 61 62

55
46

39 40 38

De
c 

- 2
02

1
De

c 
- 2

02
2

Ju
n 

- 2
02

3
De

c 
- 2

02
3

Ju
n 

- 2
02

4

De
c 

- 2
02

1
De

c 
- 2

02
2

Ju
n 

- 2
02

3
De

c 
- 2

02
3

Ju
n 

- 2
02

4

De
c 

- 2
02

1
De

c 
- 2

02
2

Ju
n 

- 2
02

3
De

c 
- 2

02
3

Ju
n 

- 2
02

4

De
c 

- 2
02

1
De

c 
- 2

02
2

Ju
n 

- 2
02

3
De

c 
- 2

02
3

Ju
n 

- 2
02

4

De
c 

- 2
02

1
De

c 
- 2

02
2

Ju
n 

- 2
02

3
De

c 
- 2

02
3

Ju
n 

- 2
02

4

De
c 

- 2
02

1
De

c 
- 2

02
2

Ju
n 

- 2
02

3
De

c 
- 2

02
3

Ju
n 

- 2
02

4

De
c 

- 2
02

1
De

c 
- 2

02
2

Ju
n-

23
De

c 
- 2

02
3

Ju
n-

24

Operating efficiency ratio,1 total banking system
2021 to June 2024 | pct.

1)The ratio of total operating and other expenditure and average balance of assets (average cost)
Source: published financial statements, reports to the Banking Supervision Department, and processing by the Banking 

1.2
1.0 1.0 1.0 0.9

1.3 1.2 1.3 1.2 1.2
1.5 1.5 1.4 1.3 1.1

2.2 2.0 2.0 2.1 2.0

1.5 1.5 1.4 1.4 1.3

2.8 2.7 2.8 2.7 2.6

1.5 1.4 1.4 1.3 1.3

De
c 

- 2
02

1
De

c 
- 2

02
2

Ju
n 

- 2
02

3
De

c 
- 2

02
3

Ju
n 

- 2
02

4

De
c 

- 2
02

1
De

c 
- 2

02
2

Ju
n 

- 2
02

3
De

c 
- 2

02
3

Ju
n 

- 2
02

4

De
c 

- 2
02

1
De

c 
- 2

02
2

Ju
n 

- 2
02

3
De

c 
- 2

02
3

Ju
n 

- 2
02

4

De
c 

- 2
02

1
De

c 
- 2

02
2

Ju
n 

- 2
02

3
De

c 
- 2

02
3

Ju
n 

- 2
02

4

De
c 

- 2
02

1
De

c 
- 2

02
2

Ju
n 

- 2
02

3
De

c 
- 2

02
3

Ju
n 

- 2
02

4

De
c 

- 2
02

1
De

c 
- 2

02
2

Ju
n 

- 2
02

3
De

c 
- 2

02
3

Ju
n 

- 2
02

4

De
c 

- 2
02

1
De

c 
- 2

02
2

Ju
n 

- 2
02

3
De

c 
- 2

02
3

Ju
n 

- 2
02

4

Leumi Hapoalim Mizrahi-Tefahot Discount 1st Intl. Jerusalem Total system

Unit output cost,1 total banking system
2021 to June 2024

1)The ratio of total operating and other expenditure and average balance of assets (average cost)
Source: published financial statements, reports to the Banking Supervision Department, and processing by the Banking Supervision 
Department



 
 
 

12 

MV/BV ANALYSIS OF THE BANKS’ RESULTS 
A bank’s MV/BV (market value to book value) ratio is a financial ratio that compares the bank’s 

market value with its value on the books and gives an indication of the market’s valuation of the 

bank relative to its accounting value. A ratio higher than 1 indicates that the market values the 

bank over its recorded worth, attesting to investors’ trust in its growth potential, whereas a ratio 

below 1 may reflect concerns in the market that cause the bank to be overpriced. 

 
When the banks’ financial statements for the second quarter of 2024 were released, the MV/BV 

ratio of the entire banking system was 0.93 (as of August 2024; Figure 10). From the beginning of 

2024 on, the index was somewhat volatile, following a decline and stronger fluctuations in the last 

few months of 2023 due to the effects of the war. This may indicate that investors consider the 

Israeli financial system stable and resilient in the long term despite the security situation and the 

uncertainty that comes with it. 

Figure 10: Mild volatility in the first half of 2024 may be indicative of investors’ trust in the 

strength of Israel’s banking system 

 
The spread between MV/BV ratio of the banks in Israel and that of European and British banks, 

once quite wide, has narrowed due to a gentle upturn in the European and British banks’ ratio and 

a mild decrease in the Israeli banks’ MV. At the present writing, the ratio of the Israeli index remains 

higher than that of the UK and Europe. Relative to the index of the American banks, the spread is 
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continuing to evolve as the American ratio rebounds (after slipping due to the liquidity crisis at 

several banks from March 2023 onward) while that of the Israeli banks continues to slump due to 

the war (Figure 11). 

Figure 11: Israel’s spread vis-a-vis U.S., Europe, and UK declines in view of war 

 

Since the beginning of 2024, the banks’ equities have been trending much as has the rest of the 

sectors in the economy but, the banks’ index delivered better yields and their value rose more 

swiftly than did the TA-125 Index—possibly due to the high interest environment, which has been 

enhancing the banks’ profitability. 

Figure 11: The trends of the banking index are similar to the trends of other economic sectors 
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CAPITAL ADEQUACY AND LEVERAGE 
The Tier 1 capital ratio of the banking system remained high in the first half of 2024 at 

approximately 11.5 percent (Figure 13). All the banks reported capital ratios in excess of the 

minimum requirements, indicating that banking system has the strength to withstand 

shocks and continue supporting the economy at times of crisis. Strong profitability in the 

course of the year continued to abet upward movement in capital ratios. In contrast, the 

distribution of profits and continued upturns in risk weighted assets had erosive effects on 

the capital ratio. Concurrently, the leverage ratio continued to improve, at 6.7 percent in 

June 2024 as against 6.5 percent at the end of 2023. 

Figure 13: Equity ratio remains high 

 

The banking system’s Tier 1 capital rose in the first half of 2024 by 12.9 percent (annualized) to 

NIS 189 billion (middle graph). The growth rate was slightly faster than the 12.2 percent annual 

average pace in the past two years. Strong profitability (NIS 15.3 billion in net profit in the first half 

of 2024 as against NIS 13.9 billion in the year-earlier period) continued to abet the increase in 

capital. Contrastingly, distribution of profit7 (NIS 4.3 billion in the first half of 2024) had a 

downward effect on capital for reasons including banks’ because, inter alia, the banks reverted to 

                                                 
7 Distribution of dividends and buy-back of shares. 
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high rates of distribution of earnings (Figure 14). This development owes its background to a 

perceptible increase in capital in the second half of 2023, occasioned, among other determinants, 

by a relatively low rate of earnings distribution (15 percent–20 percent)8 in view of the war. 

Figure 14: First half of 2024 sees reversion to high dividend-distribution rates 

 

Risk assets grew in the first half of 2024 by 10.9 percent (middle graph), outpacing the rate 

of increase in 2023 (7.5 percent). The growth of total risk assets was powered by credit-risk 

assets, which accounted for 91 percent of all risk assets in the first half of 2024. Credit-risk assets 

grew by 10 percent in the review period as against 6.7 percent in 2023. The acceleration traces to 

continued growth of the credit portfolio (for elaboration, see the Credit Portfolio and Credit Risk 

section of this survey) and the downgrading of Israel’s sovereign rating9 by Moody’s, S&P, and 

Fitch,10 which pushed up capital requirements on account of the banks’ exposures to the 

                                                 
8 Inter alia in view of a Supervisory Letter, in which the Supervisor of Banks instructed the banking system to reexamine its earnings 
distribution policies. See Letter 202339, November 12, 2023, and Letter 202405, March 5, 2024, concerning capital planning and 
earnings distribution policies. 
9 As a result of the sovereign rating downgrade, the credit ratings of most Israeli banks fell as well.  
10 On February 9, 2024, Moody’s announced a downgrade of Israel’s sovereign debt rating from A1 to A2 and issued a negative rating 
outlook. 
On April 18, 2024, S&P announced a downgrade of Israel’s sovereign debt rating from AA- to A and issued a negative rating outlook. 
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Government of Israel,11 public sector entities, institutional players, and banks. Thus, on 

Tuesday, October 10, 2024, S&P announced a downgrade of Israel’s credit rating to A and issued a 

negative rating outlook after Moody’s, on Friday, September 27, 2024, announced another 

downgrade, to Baa1, and posted a negative rating outlook. These downgrades had no direct effect 

on the Israeli banks’ credit-risk assets but they triggered a further decline in the credit ratings of 

most Israeli banks. Notably in this context, most banks in the system12 use S&P as the country’s 

sole rating agency for capital-adequacy measurement purposes. Accordingly, a downgrade by the 

other companies is unlikely to have a direct effect on capital. Only S&P’s BBB+ rating, positioned 

two notches under Israel’s current rating, would directly affect the banks’ capital allocation. 

 

The system’s strong profitability in recent years is also reflected in rapid growth of operating 

risk assets,13 which account for 7.3 percent of total risk assets. Operating risk assets continued to 

grow at a brisk 15.8 percent pace in the first half of 2024, as against 17 percent on annual average 

in 2022–2023. 

 

Like the Tier 1 equity ratio, the total capital ratio remained high during the first half of 2024, 

estimated at 14.4 percent (unchanged from the end of 2023; see the capital ratios table). The 

improvement originates, among other determinants, in an NIS 850 million increase in the group 

credit-loss provision, which is recognized as Tier 2 capital.14 

The leverage ratio continued to improve: that of the total system was 6.7 percent in the 

middle of 2024 as against 6.5 percent at the end of 2023 (see the leverage ratio table). The 

                                                 
On August 12, 2024, Fitch announced a downgrade of Israel’s sovereign debt rating from A+ to A and issued a negative rating 
outlook. 
11 The banking corporations’ exposures to the Government of Israel and the Bank of Israel, denominated or paid in foreign currency. 
12 Apart from Bank Leumi, which uses the strictest credit rating among the three rating companies (Fitch, S&P, and Moody’s), all 
the banks use S&P only. Accordingly, Bank Leumi is also exposed to two downgrades of Moody’s (Baa1) and Fitch (BBB+), insofar 
as such occurred, that would bring on an increase in the bank’s credit-risk assets. (When three ratings are given, the two best ratings 
are examined, and from both of them the share of the risk is weighted in accordance with the inferior rating of the two.) 
13 Israeli banks apply the profitability-based standard approach to calculate operating risk assets. For elaboration, see Proper 
Conduct of Banking Business Directive 206, “Operating Risk.” 
14 Group provisions before the effect of tax that qualify for inclusion in Tier 2 capital may not exceed 1.25 percent of total credit-
risk-weighted risk assets calculated using the standard approach. For elaboration, see Proper Conduct of Banking Business 
Directive 202, “Supervisory Capital.” 
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improvement in the banking system’s leverage ratio in the course of 2024 originates in a higher 

growth rate of Tier 1 capital (12.9 percent) than of total exposures (4.9 percent). The growth rate 

of total exposures slowed mainly due to the continued decline in the rate of increase in balance-

sheet exposures (3.6 percent in the first half of 2024 as against 5.3 percent in 2023), which 

account for 87 percent of the system’s total exposures—due, inter alia, to slower growth rates of 

the credit portfolio than in recent years. (For elaboration, see the Credit Portfolio and Credit Risk 

chapter.)  
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MAIN DEVELOPMENTS IN BALANCE-SHEET AND OFF-BALANCE-SHEET ACTIVITY 
The aggregate balance sheet of the banking system was NIS 2,537 billion at the end of the first half 

of 2024, up 2.5 percent (annualized). The growth rate slowed relative to recent years due to the 

ongoing effects of the Swords of Iron War on the economy. (The annual average growth rate in the 

past five years was 10 percent; Figure 16.) 

 

Figure 16: Rate of increase in the banking 

system’s total balance sheet slows 

Figure 15: Mild upturn in the banking 

system’s total balance shee

 

MAIN DEVELOPMENTS ON THE ASSETS SIDE  

Net credit to the public, the main component of the assets side of the banks’ balance sheet (65 

percent of total assets; Figure 17) grew by 6 percent (annualized) in the first half of the year and 

came to NIS 1,615 billion in June 2024 (for elaboration, see the Credit Portfolio and Credit Risk 

chapter)—down from the 8 percent rate of increase observed in the year-earlier period. The first 

half of 2024 ended with a 12.6 percent increase in the banks’ cash and deposits (NIS 452 million) 

and a 15.5 percent contraction of their securities portfolio, to NIS 367 million as of June 2024 in 

view of an increase in monetary deposits in lieu of Makam issues by the Bank of Israel. (For 

elaboration, see the Liquidity Risk chapter and Figure 18.) 
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Figure 17: First half of 2024 sees an increase in the growth rate of net credit to the public 

and in cash and bank deposits in total banking-system assets, along with a decrease in the 

share of the banking system’s securities portfolio 

 
Figure 18: First half of 2024: increase in cash and bank deposits, decrease in the securities 

portfolio 
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After a 61 percent increase in 2023, holdings of government bonds15 declined sharply in the first 

quarter of 2024, by 11 percent in cumulative terms, and stood at NIS 289 billion in June. This 

downturn accounted for much of the total contraction of the securities portfolio and traces largely 

to smaller holdings of Makams. Accordingly, the share of the securities portfolio in the total 

balance sheet fell slightly and came to 14 percent in June (Figure 19). 

Figure 19: First half of 2024: share of government bonds down, their share in the balance 

sheet stable 

  

The banks sort their securities investments into three main portfolios: held-to-maturity, in which 

assets are retained until maturity and are unaffected by ongoing changes in market prices; the 

trading portfolio, in which assets are traded regularly and changes in their value are recorded 

immediately in the profit-and-loss statements; and available-for-sale, in which changes in asset 

values are recorded under equity until the assets are actually sold. The last-mentioned portfolio 

accounts for most of the total portfolio but its share declined slightly relative to December 2023 

and came to NIS 256 billion as of June 2024 (70 percent; Figure 20). After tripling in the course of 

                                                 
15 Including Makams. 
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2023 (from NIS 16 billion in 2022 to NIS 48 billion in 2023), the trading portfolio reversed direction 

in the first half of 2024 and contracted by 14 percent, leaving its value estimated at NIS 41 billion.  

Figure 20: Share of portfolio for trading and portfolio available for sale in the banks’ 

securities portfolio declines in the past year 

MAIN DEVELOPMENTS ON THE LIABLITIES AND CAPITAL SIDE  

The public’s deposits, which account for most of the liabilities side of the balance sheet, 

increased by 4.6 percent (annualized) in the first half of 2024 (Figure 21) and came to NIS 2,032 

billion in June. Thus, the slowing trend observed after the aberrant surge in recent years continued 

(10 percent annual average growth in the past five years). A slightly faster growth of credit to the 

public (6 percent) caused the ratio of credit to deposits to climb slightly, from 0.77 in December 

2023 to 0.78 in June 2024 (Figure 22). 

 

Equity increased by 13 percent (annualized) in the first half of 2024 and came to NIS 191 billion 

in June against the background of strong system profitability in recent years and conservative 

distribution of dividends in view of the ongoing Swords of Iron War. (For elaboration, see the 

Capital Adequacy and Leverage chapter). 

 

Bonds and deferred promissory notes slipped by 0.9 percent to NIS 114 billion as of June 2024. 
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Figure 21: In the course of the year: a mild increase in the share of public’s deposits and 

equity in the total balance sheet 

 
Figure 22: First half of 2024: credit–deposits ratio grows as credit increases more rapidly 

than the public’s deposits 

 

The share of the public’s money kept in interest-bearing deposits, which began to rise in the 

second half of 2022 (in tandem with the Bank of Israel rate) continued to climb in the course of 

2024 but less vigorously and came to 57 percent, reflecting the high interest level and measures 

taken by the Bank of Israel to encourage the public to divert funds to interest-bearing balances 

(Figure 23). 
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Figure 23: First half of 2024: the share of interest-bearing deposits in total deposits of the 

public continued to grow 

 

The growth rate of interest-bearing termdeposits slowed in the first half of 2024 (to 10.4 percent in 

annual terms; Figure 24) as against a decrease in demand deposits (non-interest-bearing and 

interest-bearing: down 2 percent and 5.4 percent annualized, respectively). 

Figure 24: First half of 2024: deposits of the public increased due to upturn in interest-

bearing time deposits. 
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Private DEPOSITS  

The share of interest-bearing private deposits (term deposits and short-term-demand deposits) 

edged downward in 2024 from 63.7 percent to 63.3 percent (Figure 25), apparently due to weaker 

expectations of a rate cut, the security situation, and consumers’ preference of liquid assets under 

conditions of uncertainty. 

 

NIS-denominated money market funds16 serve households as a savings alternative to interest-

bearing bank deposits. Such funds are exposed to solid assets, are liquid, charge relatively low 

fees, and are taxed on real earnings. In the past year and a half, accrual in NIS-denominated money 

market funds trended same as did the increase in interest-bearing bank deposits. In the second 

quarter of 2024, households’ accrual in NIS-denominated money market funds grew while growth 

of interest-bearing private deposits increased less vigorously (NIS 9 billion accrual as against an 

NIS 3 billion increase in the balance of interest-bearing deposits; Figure 26). This may have been 

the outcome of a higher potential yield on a money market fund than the interest offered on bank 

deposits to households, along with liquidity for the customer. 

 

Figure 25: The share of individual interest-bearing deposits fell, apparently due the upturn 

in uncertainty 

 

                                                 
16 A money market fund is a mutual fund that serves as an investment instrument to various terms. It is allowed to invest the money 
that it manages in assets that are considered solid (Makam, large bank deposits, highly rated bonds). 
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Figure 26: Second quarter of 2024: increase in households’ accrual in NIS money funds 

along with slowing growth of interest-bearing deposits 

 

As for deposit performance, transmission of the Bank of Israel rate to households’ deposits17 

increased slightly in the second quarter of 2024 but remained low relative to other activity 

segments—68 percent in August 2024 as against 65 percent in December 2023, most of the 

increase tracing to fixed-interest deposits (Figure 27). 

Figure 27: Transmission of Bank of Israel rate to households’ deposits remained low 

relative to deposits of other activity sectors  

                                                 
17 This transmission is calculated as the numerator of the ratio of change in deposit interest in a given month to the deposit rate 
before the Bank of Israel began its round of rate increases in April 2022, as against the change in the Bank of Israel rate at that time. 

-18
-13

6 3 3

22
15

10 7 5
9 10 8

4
9

06/2023 09/2023 12/2023 03/2024 06/2024

Change in individual deposits (households and private banking), current 
accounts, and interest-bearing deposits, nonindexed domestic currency,

March 2023–June 2024 | NIS billion

Balance, current accts. Interest-bearing deposits Households’ accrual in money funds

Source: published financial statements and processing by the Banking Supervision Department and the Bank of Israel 

68%

94%

60%

70%

80%

90%

100%

Cumulative transmission of Bank of Israel rate by activity sectors, total 
banking system,

January 2023–August 2024 | pct.
Households Private banking Micro businesses

Small businesses Medium businesses Large businesses

Source: reports to the Banking Supervision Department and processing by the Banking Supervision Department



 
 
 

26 

The transmission from Israel’s central-bank rate to fixed-interest household deposits remains high 

by international comparison.18 In the second quarter of 2024, the rate of transmission in Israel 

again climbed relative to the countries compared. In most countries, the rate declined slightly 

during this time, apart from Europe, where transmission is very low. Central-bank rates remained 

unchanged with the exception of the ECB rate, which was lowered by 0.25 percent (Figure 28).19  

 

Figure 28: Second quarter of 2024: rate transmission rises slightly and remains high by 

international standards 

 

 

                                                 
18 Households’ deposits in different countries may have different characteristics. For the comparison shown here, we relate to 
deposits that have the following characteristics: (1) Israel—average rate on nonindexed fixed-interest household deposits 
(including private banking); (2) United States—average rate on twelve-month fixed-rate deposits of the public; (3) European 
Union—average rate on household deposits; (4) Great Britain—average rate household deposits that do not allow early 
withdrawal, including financial institutions that issue mortgage loans and do not rely on demand-account products; (5) Australia—
fixed-time retail loans up to AUD 10,000 at Australia’s five largest banks. 
19 The comparison relates to the period up to June 2024 in view of the availability of data on household’s deposits and does not 
include the Federal Reserve’s rate cut in September 2024. 
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 MAIN DEVELOPMENTS IN OFF-BALANCE-SHEET ACTIVITY  

In the first half of 2024, the total off-balance-sheet exposure increased by 5.9 percent due to 

transactions in off-balance-sheet financial instruments, in which the par value represents a credit 

risk. The increase in off-balance-sheet liabilities traces to three main lines: a 12 percent upturn in 

irrevocable undertakings to issue credit that was approved and not get given (including in-

principle approvals of housing credit); a 9 percent upturn in undertakings issue guarantees; and a 

3.8 percent increase in unused credit-card facilities. In addition, overdraft facilities and other 

credit facilities in demand accounts fell by 3.2 percent after growing vigorously in the last quarter 

of 2023 due to the Swords of Iron War. 
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CREDIT PORTFOLIO AND CREDIT RISK 
In the first half of 2024, the banking system’s credit portfolio grew by 6.1 percent 

(annualized), a slightly lower growth rate than the 6.6 percent in 2023 (both rates are lower than 

in previous years). Credit growth rates began to slow in 2022 in view of the interest rate increases 

that began in April 2022 and continued in 2023; the trend persisted until the interest rate cut in 

January 2024 (Figure 29). Business credit and housing credit led the growth of the credit portfolio. 

However, within business credit overall, construction and real-estate credit saw a marked 

downturn during this half-year relative to previous years. Unlike 2023, which ended with a 

decrease of outstanding consumer credit, in the first half of 2024 consumer credit grew by 3.8 

percent (annualized). Most of this growth, however, is attributed to the use of bank-issued credit 

cards, which explains 91 percent of this upturn in outstanding consumer credit; excluding this, the 

growth rate was only 0.5 percent. The steep increase in the use of bank issued credit cards may be 

related to growth in households’ consumption due to the inflation rates and the economic 

uncertainty (macroeconomic shocks, including the war that erupted in the last quarter of 2023).20 

In the first half of 2024, the growth rate of business credit continued to slow (to 5.6 percent in 

annual terms) and the decline was observed in all activity segments—particularly medium-sized 

businesses, in which most of the decrease is attributed to a reclassification of borrowers’ business 

segment (Figure 30). Despite the high interest rate environment (reflecting an increase in 

borrowers’ debt service) and the current macroeconomic conditions, the credit-risk 

indicators have been basically unchanged thus far. The banks increased their credit-loss 

allowances preemptively in view of the eruption of the war in the third quarter of 2023. Since 

the risk indicators did not worsen perceptibly, however, several banks reported income on 

the credit-loss provisions line for 2024 (Figure 31; for elaboration, see below). Most of the non-

performing credit, which is considered higher risk, is commercial credit (60 percent) and the rest 

is housing and consumer credit (20 percent each); this accounts for 3 percent of total credit to the 

public.21 About two thirds of non-accruing credit is more than ninety days in arrears.22 Notably, for 

                                                 
20 Indeed, private consumption showed an 8 percent increase in the first half of 2024 (16 percent annualized). 
21 Credit to the public—activity in Israel. 
22 Notably, some accruing credit is also in arrears; thus, credit in arrears and nonaccruing credit do not necessarily match. 
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88 percent of non-accruing credit there is an allowance for credit losses, and most of the credit for 

which there are no allowances is issued for construction and real estate. 

 

The half-year reviewed saw no major change in interest rates in any supervisory activity segment 

other than that of households (Figure 32). The decrease recorded in the first quarter of 2024 is 

attributed to the Bank of Israel interest rate cut in January 2024. (Most credit in these activity 

segments is given at unindexed variable-rate interest.) Despite the absence of major change in 

interest rates, the credit spread showed a mixed trend in the first half of 202423: widening in the 

large-business segment, remaining essentially unchanged in housing and medium-business 

credit, and narrowing in the micro and small-business segment and in household consumer credit. 

The widening of the large-business credit spread alongside the slowdown in credit growth in this 

segment led to an increase in the rate of the credit spread in this segment, which was not observed 

in the other segments (Figure 33). 

Figure 29: Bank credit continued to slow in 2024, although household credit (housing and 

consumer) increased at growth rate of bank credit 

 

                                                 
23 The spread between the cost to the bank of raising capital for lending purposes and the rate that the bank charges the borrower. 
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Figure 30: Mixed trends in rates of change in outstanding credit to different activity sectors 

Figure 31: Second quarter of 2024: some banks recorded income on their credit-loss 

expenditure line 
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Figure 32: Interest rates basically unchanged except in business lending 

 

Figure 33: Credit margin narrows in most activity sectors except large businesses
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CREDIT PERFORMANCE 

Credit performance in January–September 2024 showed a mild increase in total performance of 

both households (excluding housing credit) and the business sector (except the micro-business 

segment) relative to the corresponding period of the previous year. Concurrently, the pace of 

repayment of household credit (not including repayment on housing credit) slowed slightly, 

probably due to the deferral program delayed some credit repayments, and overall, no rate of 

increase occurred in total outstanding household consumer credit. Notably, most credit in all 

segments is given in the local currency (shekel), not indexed to the CPI, with a variable interest 

rate (most of it is indexed to the prime rate; Figure 34). 

Figure 34: Most nonhousing credit is issued to the nonindexed domestic-currency activity 
sector at variable interest 
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HOUSEHOLD CREDIT 

Consumer credit increased by 3.8 percent in annual terms in the first half of 2024. Most of the 

growth was attributed to the use of bank-issued credit cards, which account for 20 percent of 

outstanding consumer credit. Excluding this, the growth rate was only 0.5 percent (annualized). 

The banks’ consumer credit consists of checking account overdraft facilities, use of banks’ credit 

cards, security-backed loans (where a vehicle serves as collateral) and unsecured loans. The latter 

two types are sometimes known as "fixed-term credit", which account for 67 percent of 

nonhousing credit. The various components of credit trended in different ways: while the use of 

bank-issued credit cards increased by 15 percent during the half-year reviewed, unsecured lending 

grew by 2.3 percent, while credit given as current account overdraft contracted by 3 percent, and 

lending secured by a motor vehicle declined by 16 percent (Figure 35).24 The downturn apparently 

stems from macroeconomic shocks that led to interest rate hikes, among other things, and the 

effects of the Swords of Iron War. For this purpose, the Bank of Israel in October 2023 launched a 

deferral program that helped households immensely.25 Interest rates on all-purpose loans secured 

by a residential properties are much lower than on consumer credit (due to the existence of 

collateral; Figure 36). Since interest rates on credit secured by a residential property are much 

lower than unsecured credit, and following the Banking Supervision Department’s easing of the 

loan-to-value ratio restrictions on such loans by raising the maximum financing ratio from 50 

percent to 70 percent of property value in its update of Proper Conduct of Banking Business 

Directive no. 251 (Temporary Provision) in December 2023,26 performance of this kind of credit 

increased by 14 percent. (This credit is not included in consumer credit because it is secured by 

residential properties; therefore, it is classified as housing credit.)27 From the beginning of the 

regulatory relief through September 2024, approximately 8,200 loans were issued at a total sum 

                                                 
24 This decrease corresponds to the decline observed in imports of private motor vehicles. https://www.gov.il/he/pages/sa090624-
2  
25 For elaboration, see Box 6.2 in Israel’s Banking System for 2023. 
26 Press release concerning extension of Proper Conduct of Banking Business Directive no. 251 – Temporary Provision and addition 
of leniencies in the Directive in relation to credit.) 
27 In its December 2023 update of Proper Conduct of Banking Business Directive no. 251, the Banking Supervision Department eased 
the limit on financing of all-purpose loans secured by residential properties by increasing the maximum loan to value ratio on such 
loans from 50 percent of property value to 70 percent, as long as the additional amount of the loan that exceeds 50 percent does 
not exceed NIS 200,000. In addition, an exemption was given on regulatory limits (e.g., LTV, PTI ratio) for credit up to NIS 200,000 
for construction of a secure room (in accordance with terms promulgated in the directive). These reliefs were given for three 
months and were extended to December 31, 2024. 

https://www.gov.il/he/pages/sa090624-2
https://www.gov.il/he/pages/sa090624-2
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of NIS 1.7 billion. These loans account for 29 percent of total system performance of loans secured 

by residential properties. 

Figure 35: Consumer household credit slows perceptibly except in all-purpose lending 

secured by a dwelling 

 

 

Figure 36 also shows that interest on overdrawn demand accounts (use of credit facility)28 is 

higher, on average, than the rate on a consumer loan, but some of the difference is explained by 

the existing difference between an overdrawn demand account and a consumer loan. In credit for 

the use of a facility, flexibility of timing and total use of facility are chosen by the customer and the 

bank must make this credit available at once (insofar as a facility exists) on the basis of 

underwriting data carried out when the facility was offered and in the absence of up-to-date 

underwriting processes and additional measures that the bank should take when extending 

credit. For this reason, credit for the use of demand-account facilities is riskier for the bank than 

are ordinary consumer loans. Therefore, the rates charged for use of a demand-account facility 

are higher on average than those on consumer credit. Notably, however, for certain customers, 

the rate for facility use (without overrunning the facility) is lower than that on consumer credit 

                                                 
28 Notably, not every current account comes with a credit (overdraft) facility; an approved credit facility for a customer is created 
per agreement with the customer and is reflected in a credit-application document. When customers use their approved facility 
(without overrunning it), they pay interest at the rate agreed between them and the bank commensurate with the extent of facility 
use, and insofar as the facility is not used, the customer pays a credit-allocation fee.  
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(customers over the 75th percentile). As a rule, customers who foresee the possibility of using a 

credit facility in their demand account, particularly for an extended time, are advised to approach 

the bank at their initiative to seek advice and find alternative credit solutions, one of which is 

taking a consumer loan. Notably, as the high interest environment made it harder and harder for 

borrowers to service their debts—a difficulty that escalated when the Swords of Iron War broke 

out—the banks introduced several plans designed to alleviate the burden of current-account 

facility debt: lowering the overdraft rate (where the facility is not overrun) and allowing a positive 

balance in one demand account to offset a negative balance in another. These measures join many 

other moves by the Bank of Israel to improve the public’s welfare and stimulate competition in the 

banking system, particularly in the field of credit.29 

Figure 36: Interest rates on various types of nonindexed domestic-currency household 

credit (variable rates) fell but the decline was most strongly felt in consumer credit 

 

                                                 
29 The main measures are establishing a database of borrowers’ credit characteristics, such that all credit providers can get to know 
them and thus give them attractive offers and compete with their bank; introducing a “switch banks with a click” system that 
simplifies the process of switching banks; lowering barriers in order to allow new players to enter the market; allowing nonbank 
entities to participate in payment systems; introducing a reform that simplifies comparison of terms in housing loans that different 
banks offer by defining specific loan compositions in advance and requiring banks to provide a price bid for each basket; and 
providing access on the Bank of Israel’s site to data on each bank’s average rate on every mortgage track the previous month, along 
with a range of information about interest rates that the bank charges for various types of credit, and the rates it pays on various 
accounts with positive balances. In addition, the open-banking reform is expected to act in the spirit of this proposal and help 
customers compare different credit products, not necessarily of the bank where they maintain their current account, and choose 
the product most appropriate for them. 
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Total private (nonhousing) household credit in the first half of 2024 came to NIS 4 billion. Credit 

given by banks and credit-card companies continued to grow while that issued by institutional 

investors contracted slightly (Figure 37). 

Figure 37: Share of bank funding in nonhousing household credit has grown after years of 

decline

 

HOUSING CREDIT 

The slowdown in housing loan performance, which began in 2022 and continued at the end 

of 2023 due to the Swords of Iron War, reversed direction in the first half of 2024, particularly 

in the second quarter. Between January and September 2024, NIS 65 billion in credit was 

extended for dwelling purposes (Figure 38) and 66,000 loans were created, an increase relative to 

the corresponding period of the previous year both in volume and in number (up 16 percent and 

13 percent, respectively). This, however, represents a low level of performance relative to previous 

years in view of the interest environment. The upturn in housing credit performance corresponds 

to the trend in housing transactions, with an increase in the rate of residential properties acquired, 

both from contractors and second-hand. The majority of residential credit activity continues to be 
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directed toward the purchase of a sole dwelling and a replacement dwelling. (Investors accounted 

for around 10 percent of performance in 2024). 

Figure 38: Monthly performance returned to levels observed in the pre-Covid era 

  

The estimated average loan increased slightly to more than NIS 1 million as of September 2024, a 

relatively high sum, compared to the peak observed in October 2022 (Figure 39). This development 

aligns with the renewed rise in the Home Price Index from October 2023 onward (Figure 40). 

Figure 39: Monthly performance rebounds to pre-COVID levels 
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Figure 40: Housing price index reverts to increase after small decline

 

The share of loan refinancing has been declining in the past nine months, as the Bank of Israel’s 

assistance program of deferrals, set in response to the Swords of Iron War, ended. Recall that the 

share of refinancing increased starting in November 2022 and particularly from May 2023 as banks 

approached customers who were struggling to meet their monthly mortgage payments due to the 

upturn in interest rates. Refinancing peaked in October 2023 with the onset of the deferrals 

program (Figure 41). 

Figure 41: Residential credit recycling declines since beginning of year 
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indexation to the prime rate continue to decline (Figures 42–43). The spread between the prime 

rate and the fixed unindexed rate evidently signals the market’s expectations of future rate-cutting 

by the Bank of Israel. 

Figures 42–43: First half of 2024: rates stable in all indexation sectors; mix stable, too 
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of indexation to the Construction Inputs Price Index, free additions and specification upgrades, 

and deferral of most payments to the date of tenanting (“20–80” Deferral of repayment existed 

previously but to a small extent). In another incentive, contractors offered subsidized 

bullet/balloon loans (payment of the interest is prepaid by the contractor), leading in practice to 

an increase in the extent of bullet/balloon issued for residential property purchases (this credit is 

transferred to the contractor on the date of signing but is repaid to the bank within one to three 

years, usually around the date construction is completed) as early as December 2023 (Figures 44–

45).  

Figures 44–45: Bullet and balloon housing loans surge ahead
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QUALITY OF THE HOUSING-CREDIT PORTFOLIO 

The indicators of housing-credit portfolio risk showed no substantial change. The average 

LTV (loan to value) ratio (53 percent), average term to final repayment (27 years), and PTI 

(payment-to-income) ratio (29 percent) were stable, whereas the share of high-LTV and high-

PTI housing loans rose slightly (24 percent). These rates of high-LTV and high-PTI loans, 

however, are relatively high in historical terms (Figures 46–48). 

 

Figures 46–48: Quality of housing credit stable 
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The share of credit classified as nonperforming loans (NPL) was stable (Figure 49).30 In the course 

of 2023 and with greater intensity after the Swords of Iron War erupted, the banks offered their 

customers relief measures (some within the framework of the Bank of Israel program and some at 

their own initiative) by suspending, recycling, or deferring housing-loan repayments. These 

actions may have helped borrowers to avoid default, but there is concern that the share of credit 

considered NPL will rise once the relief programs end. 

Figure 49: NPL credit rate stable, apparently due to relief programs 

 

                                                 
30 An estimate that includes nonaccruing credit and interest-accruing credit with more than ninety days in arrears. 
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DISTRIBUTION OF CREDIT BY INDUSTRY 

Some 40 percent of business credit is issued to the construction and real-estate industry, 15 

percent to the financial services industry, and the remaining 45 percent to the other 

industries (see table of industries). The construction and real-estate industry continues to 

lead the growth of the portfolio, even though the growth rate in credit to this industry has 

declined considerably (to 6.8 percent annualized, about half of the pace in 2023). The credit 

growth rate in the financial-services industry declined (by 3 percent annualized), and the 

growth rate of the other industries grew by only 2 percent. Several factors account for the 

slowdown in the construction and real-estate industry: the deceleration in the housing market 

(with the onset of rate increases in 2022) that spread to the construction and real-estate industry, 

slowing the pace of sales and construction; the increase in the interest rate, which also raised land 

funding costs; a slowdown in high-tech, which caused the business real-estate market to slow, and 

finally, the Swords of Iron War, which led to a shortage of construction workers, impeding or 

delaying many projects. In view of this deceleration, contractors faced increased financing needs 

and had to raise additional sources of finance. (For elaboration, see the Credit chapter in Israel’s 

Banking System for 2023.)31  

 

The rapid increase in outstanding credit to the construction and real-estate industry in the past 

two years points to an upturn in the banking system’s credit risk on account of this industry. 

Nevertheless, the coverage ratio (representing the total credit-loss allowance as against total 

credit) did not increase (Figure 50). Furthermore, while loan-loss provisions for the construction 

and real-estate industry grew considerably in the second half of 2023, due to the Swords of Iron 

War, among other determinants, they decreased markedly in the first half of 2024 (and some 

collection even took place; Figure 51). 

 

                                                 
31 Israel’s Banking System survey for 2023, Credit chapter, pp. 98-99. 
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Figure 50: High credit-loss expenses for the construction and real-estate industry 

 
Figure 51: First half of 2024: steep decline in credit-loss provisions for the construction and 

real-estate industry 

 

The share of NPL32 in the construction and Other Commercial industries remains high relative to 

total credit to the public in Israel (Figure 52). Some of the downturn observed in the first half of 

2024 in this ratio in the construction industry may trace to an increase in net write-offs. The share 

increased notably in the second half of 2023, driven by the effect of the Swords of Iron War on the 

                                                 
32 An estimate that includes nonaccruing credit or accruing credit more than ninety days in arrears. 
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construction industry (triggering a major reduction of labor, leading to delays in construction). 

However, since credit-loss allowances for the construction industry are relatively large, most likely 

due to the industry’s downturn, the NPL coverage ratio (credit-loss allowance relative to 

estimated credit defined as NPL; Figure 53) for the construction industry is low relative to that in 

other industries (and in total activity within Israel). 

Figure 52: Estimated construction NPL exceeds NPL of total credit to the public in Israel; the 

change occurred during 2023 and accelerated when the war began 

 

Figure 53: Banks’ credit-loss cushion grows in tandem with increase in estimated NPL 
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SUPERVISORY ACTIVITY SEGMENTS 

Approximately 55 percent of business credit is extended to large businesses, 29 percent to 

small and micro businesses, and 16 percent to medium-sized businesses. The nature of the 

credit given to each activity segment differs in several aspects: loan amount, term to 

repayment, and sometimes also interest indexation. In the first half of 2024, different trends 

among the activity segments were observed (Figure 30): a slowdown in the growth rate of 

credit to large businesses, a decrease in outstanding credit of medium sized businesses—

mostly attributed to resegmentation of businesses borrower type by one of the banks—and 

a mild increase in outstanding credit to micro and small businesses (after a decline in 2023). 

The share of credit defined as NPL decreased in the large-business segment and remained stable 

in the other activity segments (Figure 54). Changes in the growth rate of credit were also observed 

in the allowances banks allocate for credit losses, so overall, the coverage ratio remained stable 

and continued to be higher for the micro- and small-business segment (Figure 55). The increase in 

the NPL coverage ratio in the large-business segment is the outcome of the decline in estimated 

NPL in this segment (Figure 56). Improvement in loan-loss provisions among the various industries 

was also observed in all activity segments, although less so in lending to large and small-and-

micro businesses (Figure 57). 

Figure 54: Estimated NPL in large-business segment declines and remains the lowest 

among the segments 
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Figure 55: Banks are maintaining a large credit cushion for micro and small businesses 

 

Figure 56: Banks’ credit-loss cushion grows in tandem with increase in NPL ratio 

Figure 57: Credit-loss expenditure falls significantly, but less on account of micro and 

small businesses 
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LIQUIDITY RISK 
In the first eight months of 2024, the various liquidity indicators pointed slightly downward 

but continued to surpass the Banking Supervision Department’s regulatory threshold 

requirement. In the first half of the year, the increase in government spending occasioned by the 

continuation of the Swords of Iron War prompted an upturn in government bond issues while the 

public’s deposits grew less vigorously than at the end of 2023 due to unexpectedly strong 

government tax revenues. These developments brought on a mild increase in monetary deposits 

with the Bank of Israel at the expense of Makam issuance. Notwithstanding the interest level, 

retailers and small businesses preferred to keep money in shorter-term deposits, apparently due 

to uncertainty. 

 

To manage liquidity risk, two standard liquidity ratios that are mandatory for banks were 

established within the Basel III framework. The first is the Liquidity Coverage Ratio (LCR),33 meant 

to determine whether the banks have enough of a liquidity cushion to withstand a major extreme 

scenario that lasts thirty calendar days. The second is the Net Stable Funding Ratio (NSFR),34 which 

examines whether the banks are maintaining a stable funding profile in accordance with the 

composition of their balance-sheet assets and off-balance sheet activity. A bank that maintains 

this ratio shows that it has enough available stable funding sources to perform its requisite 

                                                 
33 The Liquidity Coverage Ratio indicator, developed by the Basel Committee to enhance the short-term resilience of banking 
corporations’ liquidity profiles, shows the quantity of quality liquid assets that corporations should hold in order to weather a 
major extreme scenario lasting thirty calendar days. The LCR is made up of two components. The inventory of High Quality Liquid 
Assets (HQLA) appears in the numerator. It is comprised of two levels of assets: Level I high-quality assets of which the quantity 
held is unlimited; and Level II—assets of which holding is limited to 40 percent of total HQLA. (This level is divided into two 
secondary levels: 2a and 2b; holdings of assets of the latter level are limited to 15 percent.) Appearing in the denominator is the 
total net cash outflow, i.e., the total expected cash outflow in the extreme scenario less the total expected cash inflow in the same 
scenario. The total expected cash outflow is computed by multiplying the balances of different categories or types of balance-sheet 
and all-balance-sheet liabilities by the expected share of their withdrawal (runoff or drawdown). Total expected cash inflow is 
calculated by multiplying outstanding contractual receivables by the expected rate of receipt in the scenario, up to a cumulative 
bound of 75 percent of total expected cash outflow. 
34 The Net Stable Funding Ratio is meant to improve the stability of the banking system’s funding profile in the long run by 
mandating that bank activity be funded mainly from relatively stable funding sources to a long term (one year or more). The NSFR 
is made up of two components. Appearing in the numerator is total available stable funding (ASF)—the share of capital and 
liabilities that can be relied upon as a funding source to a time horizon of one year or more. In the denominator is the required 
stable funding (RSF)—total assets (including off-balance-sheet exposures) that the bank expects to need for funding to a time 
horizon of one year or more, against which, accordingly, Available Stable Funding must be kept. 
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funding (looking ahead to a one-year range). A bank that concurrently maintains both ratios 

attenuates the liquidity risk that may come about due to unforeseen changes in cash flow. 

 

In the course of 2024, the LCR edged down from its December 2023 level. Trends that began in 

the last quarter of 2023 due to the war continued in various intensities from the beginning of 2024 

onward. The Bank of Israel increased its monetary lending at the expense of Makam issuance. In 

view of the war, increase in government spending, government bond issuance ballooned as did 

the holdings of these instruments by banking corporations and institutional investors. The LCR 

increased in the first quarter of the year and eroded somewhat afterwards. The LCR was estimated 

at 136 percent in August as against 137 percent at the end of 2023, far exceeding the minimum 

established by the Banking Supervision Department (100 percent) (Figure 58). The stock of High 

Quality Liquid Assets (HQLA) and net outflow for the next thirty days remained similar in August 

2024 to their level in December 2023 (Figure 59). At the beginning of the year, the ratio headed 

upward and HQLA grew more rapidly than did net outflow. The increase originated mainly in an 

upturn in cash and deposits with the Bank of Israel, somewhat offset by a decrease in qualified 

tradable securities due to an increase in monetary deposits with the Bank of Israel at the expense 

of Makam issuance. The decline in qualified tradable securities was also abetted by the sale of 

forex-denominated government bonds by the banks. The increase in the net outflow traces mainly 

to a downturn in other inflow by counterparties (chiefly financial and other wholesalers). From the 

second quarter of 2024 on, HQLA eroded more swiftly than did the net outflow mainly due to the 

increase in cash and deposits with the Bank of Israel (slowing of the growth rate of monetary 

deposits) and in the downward movement of qualified tradable securities in domestic currency. 

This erosion occurred in view of the falloff in Makam issuance and large-scale purchases of 

government bonds by institutional investors and despite purchase of government bonds by the 

banks. Furthermore, the net outflow decreased at a milder rate, largely due to an increase in other 

inflow by counterparties (largely financial wholesalers). 
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Figure 58: Liquidity coverage ratio slips slightly after Q1/24 

 

Figure 59: Stock of liquid assets vs. net outflow largely unchanged since late 2023 

 

As noted above, high-quality liquid assets (HQLA) decreased slightly35 in the course of 2024 

(Figure 60) and by NIS 3 billion in the first eight months of the year, mostly due to an NIS 49 billion 

downturn in qualified tradable securities, offset by an NIS 46 billion increase in cash and deposits 

                                                 
35 The decrease relates to HQLA in domestic and foreign currency. 
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with the Bank of Israel. In the first quarter of the year, the Bank of Israel continued to amass 

monetary deposits at the expense of Makam issuance (recomposing banking corporations’ 

Makam holdings and monetary deposits; Figure 61), inducing an increase in cash and deposits 

with the Bank of Israel (up NIS 38 billion in the first quarter). Countering this increase, qualified 

tradable securities in foreign currency fell by NIS 15 billion in the first quarter of the year as foreign-

currency government bonds were sold off in accordance with developments in the markets. After 

the first quarter and up to August, the increase in HQLA eroded and a mild decline in this 

component was recorded. At this time, the Bank of Israel continued to build up its monetary 

deposits, although at a slower pace, as against continued decreases in Makam issuance. The size 

of the upturn in cash and deposits with the Bank of Israel fell (NIS 5.5 billion) and that of qualified 

tradable securities dropped by NIS 33 billion. The slowing of growth in cash and deposits 

originated in a decrease in the rate of decline in the banking corporations’ Makam holdings as 

against repayment of monetary loans and unexpectedly strong tax revenues. The decrease in 

qualified tradable securities, as stated, was abetted by the decline in the banks’ Makam holdings, 

offset by purchases of domestic-currency government bonds by institutional investors, an upturn 

in Makam holdings (in lieu of monetary deposits) and a sizable increase in holdings of government 

bonds (by NIS 66 billion since the beginning of the year). These changes since the beginning of the 

year brought on a mild NIS 3 billion downturn in HQLA, with very minor changes in net outflow for 

the coming thirty days, so that the Liquidity Coverage Ratio edged downward to 136 percent as of 

August 2024. 
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Figure 60: Since late 2023, minor changes in high-quality liquid assets as increase in 

central-bank reserves replaces downturn in qualified tradable securities 

 

Figure 61: Bank of Israel continued to increase its use of monetary deposits at the expense 

of Makam issues 

 

 

The Net Stable Funding Ratio remained basically unchanged in the first half of 2024, slipping 
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December 2023 owes its origin to an upturn in compulsory stable financing sources (5.9 percent in 

annual terms), largely in view of the increase in outstanding credit, particularly in the second 

quarter. This upward movement was slightly stronger than the 5.7 percent annualized increase in 

stable and available financing sources due to the upturn in the public’s deposits and capital. The 

net stable funding ratio must exceed the 100 percent minimum set by the Banking Supervision 

Department.  

 

Figures 62–63: First half of 2024: Net Stable Funding Ratio largely unchanged 

 

The ratio of liquid assets to short-term liabilities (measured both to terms of up to one month 

and to terms of up to three months) eroded slightly. In the first two months of the year, an 

increase was observed mainly in the ratio of liquid assets to liabilities to a term of up to one month 

as an increase in liquid assets (16 percent annualized, largely in view of the aforementioned 

growth of monetary deposits at the expense of Makam issuance) in contrast to a negligible upturn 

in liabilities up to three months and contraction of liabilities up to one month (mainly by financial 

wholesalers) triggering an upward spurt in their ratio. From the second quarter onward, liquid 
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assets decreased while short-term liabilities grew moderately, causing the ratio between them to 

edge downward relative to its December 2023 level (Figure 64). 

 

Figure 64: Mild decrease in liquid asset stock and gentle increase in short-term liabilities 

induce slight erosion of ratio relative to end-2023 level 

 

 

From the last quarter of 2023 onward, funds deposited to terms longer than one month by 

retail and small-business customers (Figures 65–66) trended down. The tendency continued in 

the first half of 2024 (a 13 percent increase in retail and small-business deposits to up to one month 

as against a 5 percent increase in deposits to terms exceeding one month, annualized). From June 

onward, the trend slackened. Among non-financial and financial wholesalers, a different trend 

appeared: a stronger increase in deposits to terms exceeding one month (up by 15 percent and 34 

percent in deposits to more than a one-month term as against a 3 percent decline and a 3 percent 

increase, respectively, annualized). This trend apparently traces to the effects of the war and the 

desire among individuals, particularly in the smaller activity segments, to keep liquid funds on 

hand due to the state of uncertainty. 
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Figures 65–66: In 2024, retailers and small businesses made most deposits to short terms 
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The Core Funding Ratio (CFR),36 which tests the quality of the sources on which the bank relies—

the share of stable liabilities in total liabilities—increased slightly during the first half of 2024 to 

49.2 percent, due to faster growth of stable liabilities (foremost retail and small-business deposits) 

than of total liabilities. From June onward, the balance of retail and small-business deposits 

decreased while outstanding liabilities continued to grow consistently, damping the ratio to 48.4 

percent, still higher than in December 2023 (48.1 percent) (Figure 67). 

 

Figure 67: 2024: core funding ratio remains high amid minor changes 

  

                                                 
36 According to the EBA definition, the Core Funding Ratio is made up of the following components: in the numerator—total stable 
liabilities, composed of total retail deposits, total wholesale deposits to a term of more than one year, and bonds and deferred 
promissory notes; and in the denominator—total liabilities. 
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MARKET RISK 
In recent years, developments in the financial markets have been challenging the world’s 

banking system, and Israel’s, in many ways. Volatility in the markets (Figure 68—the VIX 

index) and central banks’ monetary tightening against the upturn in inflation (Figure 69—the 

annual inflation rate), which had a strong upward effect on bond yields, forced banking 

systems around the world to adjust their activities repeatedly in order to contend with these 

effects on market and liquidity risks.37 Adjustments were particularly needed in the structure 

of assets and liabilities and the securities portfolio. Israel’s banks are also exposed to the 

implications of the Swords of Iron War and the geopolitical tension, reflected in an increase 

in the country’s risk premium (Figure 70—CDS) and rating downgrades at the sovereign 

level38 and, in turn, of many Israeli firms including banks. In view of these developments, the 

indicators of market and interest risks attest to a mild upturn in risk in the course of 2024 

relative to 2023. 

Figure 68: Uncertainty during the year creates market volatility 

  

                                                 
37 For elaboration, see Box E-2, concerning lessons from the American bank failures in March–May 2023, in the Israel’s Banking 
System Survey for 2023. 
38 On February 9, 2024, Moody’s announced a sovereign downgrade to A2 with a negative rating outlook, and on September 27, 
2024, it announced two additional downward notches, to Baa1, with a negative rating outlook. On April 18, 2024, S&P announced 
a downgrade of the long-term sovereign rating to (A+) with a negative outlook, and on October 1, 2024, it made another downgrade 
to A with a negative outlook. On August 12, 2024, Fitch announced a sovereign downgrade to (A) with a negative outlook. 
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Figure 69: The inflation rate rose in the course of 2024 

 

Figure 70: Israel’s risk premium rises 

EXPOSURE TO INTEREST-RATE RISKS39 

According to the profits approach, which examines the effect of change in interest rates on 

expected profits to a twelve-month term, the scenario of concurrent rate-cutting had a 

                                                 
39 Interest-rate risk (without the credit-risk spread) is the risk to the banks’ profits as a result of fluctuations in interest rates, which 
affect the existing positions of each of the banks. When interest rates change, the present value and timing of future cash flows 
change with them. These, in turn, lead to changes in the fundamental value of the bank’s assets, liabilities, and off-balance-sheet 
items and thus affect the bank’s economic value. Changes in interest rates also affect the bank’s profits through their effect on 
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milder impact in the middle of 2024 than at the end of 2023. The potential rate of loss in total 

income 40 under this scenario was 1 percentage point smaller than in 2023 (Figure 71). Two 

determinants explain the decline in the rate of loss: the decrease in the total potential loss in a 

scenario of falling interest relative to the end of 2023 (the total potential loss stood at NIS 3.8 

billion as of June 2024 as against NIS 4.7 billion in 2023) and an increase in profitability. (Estimated 

interest and non-interest income in mid-2024 year stood at NIS 137 billion as against NIS 127 

billion in all of 2023; for elaboration, see the Business Results of the Banking System chapter). The 

decrease in the total loss originates, inter alia, in an adjustment of the assumptions in the banks’ 

internal models41 for the calculation of sensitivity to rate changes due to the changes in the 

interest environment and the diversion of funds from non-interest-bearing demand deposits to 

interest-bearing deposits.42 

Figure 71: Decline in sensitivity to income changes as a result of rate changes 

 

                                                 
income and expenses that are sensitive to the interest rate, thus affecting net interest income (NII). Excessive interest-rate risk may 
pose a threat to the bank’s capital base and/or its future profits unless it is managed appropriately.  
40 Interest income plus noninterest financial income. 
41 The interest-risk indicators in the banking portfolio that are based on economic value, as well as those based on profits, are both 
heavily affected by several assumptions that the bank makes for the purpose of quantifying the risk: expectations of the exercise 
of interest-rate options by the bank and its customers under specific interest0rate shock and extreme-test scenarios; treatment of 
balances and interest flows stemming from deposits that have no date of maturity; treatment of equity in economic-value 
indicators; and the implications of accounting methods for interest-rate risk in the banking portfolio. When a bank estimates its 
exposures to interest-rate risk in its portfolio, it must exercise judgment and make assumptions as to the way actual repayment or 
repricing behavior of an instrument may diverge from the contractual terms of the instrument due to characteristics of behavioral 
options. For elaboration, see Proper Conduct of Banking Business Directive 333. (An update of the Directive will go into effect on 
July 1, 2025.) 
42 Relative to total deposits of the public, the share of interest-bearing individual deposits declined slightly. 
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The fair-value approach, used to estimate interest risk to time horizons to more than one year, 

tests the effect of various scenarios of rate changes on the fair value of a banking corporation’s 

assets, liabilities, and off-balance-sheet positions. As of the middle of 2024, the banking 

system’s sensitivity to scenarios of concurrent change in yield curves was growing (Figure 

72). Within this generality, the potential blow occasioned by a scenario of concurrent increase 

grew in the course of the first half of 2024, as evidenced in the ratio of change in the adjusted net 

fair value,43 as a result of the scenario, of Tier 1 equity, which increased as of the middle of 2024 to 

-4.1 percent as against -2.9 percent at the end of 2023. The upturn in sensitivity to the scenarios 

traces to developments in the banks’ balance sheets, foremost the continued growth of the credit 

portfolio (mostly in housing credit, which is typified by lengthy terms to maturity; for elaboration, 

see the Credit Portfolio and Credit Risk chapter), a contraction of the securities portfolio, and 

diversion of funds from demand deposits to interest-bearing deposits. (For elaboration, see Main 

Developments in Balance-Sheet and Off-Balance-Sheet Activity.) Furthermore, in view of 

developments in the banks’ balance sheets and the financial markets, the banks are also adjusting 

their internal models44 to estimate their sensitivity to the scenarios. 

Figure72: Increase in system sensitivity to scenarios of parallel changes 

 

                                                 
43 The net fair value of financial instruments, excepting nonfinancial items and after the effect of liabilities on account of employee-
related liabilities and attribution to the period of the public’s demand deposits.  
44 These models include the effects of attribution to the period of the public’s demand deposits, early repayment of housing loans, 
and early withdrawal of the public’s deposits. 
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INDEXATION-BASE RISK  

The banking system’s exposure to the price index continued to escalate in the first half of 

2024, against the background of the rising inflation rate during the year and despite a mild 

downturn in the performance of price-indexed credit. Thus, the rate of exposure to the index 

relative to Tier 1 equity45 was 67 percent in the middle of 2024 as against 65 percent at the end of 

2023 (Figure 73). Furthermore, the net rate of exposure to the index (neutralized for the effect of 

derivatives) increased (although less aggressively), from 60 percent at the end of 2022 to 62 

percent at the end of 2024. 

Figure 73: Exposure to the Consumer Price Index continues to rise 

 

FOREIGN CURRENCY 

The banking system has a sizable liability surplus (NIS 172 billion) in its foreign-currency activity, 

most of its exposure accruing to the USD. Accordingly, the banks may sustain sizable losses in a 

scenario of depreciation of the NIS against foreign currencies (because in this state of affairs, the 

depreciation would increase their liabilities and reduce their capital). In practice, the banks hedge 

their exposure to foreign currency via activity in derivatives, leaving their net exposure (after the 

effect of derivatives) very small (NIS 6 billion). This may be seen in the rate of net exchange-rate 

exposure to Tier 1 equity (assets minus liabilities in foreign currency, after derivatives), which rose 

mildly from -2.7 percent at the end of 2023 to -3.3 percent as of June 2024 (Figure 74). 

                                                 
45 The rate of exposure is calculated as the difference between indexed assets and indexed liabilities. 
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Figure 74: First half of 2024: mild increase in rate of exposure to foreign currencies 
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