
BANK OF ISRAEL

Financial S�tability Report

Firs�t half of 2020

Jerusalem, Augus�t 2020



 © Bank of Israel

Passages may be cited provided source is speci�ed

http://www.bankisrael.org.il



Table of Contents

1. Introduction and Highlights .........................................................................................................5

1.1 The framework and s�tructure of the report ......................................................................................5

1.2 Risk Channels ..................................................................................................................................5

1.3 Main points ......................................................................................................................................8

2. Risk channels (focal points of vulnerability) � The Financial S�tability Monitor ........................11

2.1 The macroeconomic environment � domes�tic and global ...........................................................15

2.2 Asset prices in Israel ....................................................................................................................25

2.3 Credit ............................................................................................................................................36

2.4 Liquidity .......................................................................................................................................42

2.5 Interconnectedness  ......................................................................................................................44

3. The resilience of the components of the �nancial sys�tem  ..........................................................47

4. Risk scenarios for the �nancial sys�tem ........................................................................................54

Box 1:  The Bank of Israel�s s�teps to deal with the COVID-19 crisis ...................................................56

Box 2:  The e�ect of the COVID-19 Crisis on the household sector ....................................................59

Box 3:  Developments in the corporate bond market during the crisis ..................................................70

Box 4:   Analysis of the resilience of public companies in view of the Covid Crisis  ...........................90

Box 5:  Sensitivity tes�ts for the Banks in Israel .....................................................................................97

Box 6:  The use of payment cards during the Covid crisis ....................................................................107





FINANCIAL STABILITY REPORT, JULY 2020

5

1. INTRODUCTION AND HIGHLIGHTS

1.1 The framework and s tructure of the report

The Bank of Israel�s Financial S!tability Report is published twice a year. In the report, the Bank�s economis�ts analyze 

the risk channels (or risk groups) in the "nancial sys�tem and their level of vulnerability, provide their assessment 

regarding the main risks, and examine the sys�tem�s resilience to those risks, in accordance with the potential s�tress 

scenarios. 

The "nal assessment regarding the economy�s level of "nancial s�tability is based on the aggregated conclusion 

regarding the three pillars (Figure 1). The assessments and analyses in the report are based on a review of economic 

and "nancial developments, an examination of the s�tructural characteris�tics of the "nancial sys�tem, use of analytical 

models (including simulations and s�tress tes�ts) and the "ndings of the Financial S�tability Monitor. The report presents 

the risks that could signi"cantly a#ect the economy in the short and medium terms should they materialize, with 

the goal of enhancing awareness of them among policy makers and the public, and enabling suitable preparations.

1.1.1 Risk Channels

The vulnerability of the "nancial sys�tem overall, as noted, is derived from the level of vulnerability of the main risk 

channels. The following are the major channels that are analyzed in this report1:

Macroeconomic environment: The domes�tic and global macroeconomic environments� impact on economic 

activity and on the resilience of the various "nancial sys�tem participants. To the extent that this environment is more 

s�table and forecas�ts for the future are positive, the vulnerability of the "nancial sys�tem is lower.

Asset prices: The vulnerability of the "nancial sys�tem will increase if, in the environment in which it operates, 

asset prices diverge from fundamental conditions or from their long-term trend, or if prices change as a result of 

underpricing of risks. In such an environment, there is heightened risk of a sharp correction in prices of "nancial and/

or real assets, which is liable to adversely a#ect the "nancial sys�tem.

Credit: A high level of credit taken on by households and the business sector exposes them to risks that derive from 

declines in economic activity or asset prices, among other things. High debt levels and credit usage also a#ect the 

"nancial sys�tem�s level of vulnerability.

Liquidity: Liquidity is a channel through which external and internal shocks are liable to develop into a "nancial 

crisis. The higher the level of liquidity in the markets, the more assets can be traded, with smaller loss of value. The 

level of liquidity at banks and in the business sector determines their ability to deal in the short term with shocks in 

cash $ows and in economic activity.

Interconnectedness: The interconnectedness among and within "nancial and real entities. The level of 

interconnectedness inside and outside the "nancial sys�tem determines the extent of contagion of shocks to the 

overall sys�tem. High interconnectedness increases the vulnerability of the "nancial sys�tem.

1  There are additional channels with di#erent levels and probabilities of impact on the level of vulnerability. The Financial S�tability Report highlights 

the mos�t important ones.
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1.1.2 The shocks that threaten the �nancial sys�tem, risk scenarios

Financial s�tability is determined according to the relevant risk scenarios, given the environment in which the 

�nancial sys�tem operates, the risk channels, and the vulnerability of those channels. The choice of risk scenarios and 

es�timation of the risk of their realization are based partly on subjective judgement and are in"uenced by numerous 

background factors. The Bank of Israel cons�tantly monitors both global and domes�tic developments, and keeps 

abreas�t of surveys written by both international and domes�tic economic ins�titutions, with the goal of obtaining 

a broad spectrum of perspectives and opinions. Furthermore, the Bank of Israel analyzes the public discourse 

(by monitoring both conventional and social media) and monitors the various sentiment indices (both global and 

domes�tic). The main risk scenario in this report is an increased negative impact on the �nancial sys�tem during the 

COVID-19 crisis, and the realization of a second wave of in the second half of 2020.2

1.1.3 Resilience of the �nancial sys�tem�s components

According to the model presented in Figure 1, the s�tability of the �nancial sys�tem is ultimately dependent on the 

resilience of its components to external shocks that arrive via the risk channels. The two main components of the 

�nancial sys�tem are the banks and the insurance companies. In this section, we analyze the capital ratios, leverage, 

operations, pro�tability, repayment ability, and s�trengths and weaknesses of the banks and insurance companies. We 

also examine the impact of regulatory and environmental changes on their resilience. 

1.2 Challenges in the face of the COVID-19 pandemic

The COVID-19 pandemic and its results have presented�and continue to present�unprecedented challenges with 

respect to caring for patients and protecting public health, supporting (real) economic activity, and maintaining the 

s�tability of the �nancial sys�tem. Within the array of parameters that decision makers need to consider during the 

crisis, the issue of saving life has been the leading consideration and has determined the policy measures adopted. 

However, the means required to limit the spread of the virus have caused a dramatic decline in economic activity 

and have had a major impact on volatility in the �nancial markets and the s�tability of the components of the �nancial 

sys�tem. As a result, the growth forecas�ts for 2020 both for Israel and globally changed rapidly from an upward 

trend to one of sharp contraction, with a loss in output that is expected to be on a larger scale than during the Global 

Financial Crisis of 2008�09. Nonetheless, even today, as of the end of the reviewed period, the forecas�ts incorporate 

a great deal of uncertainty as to the overall impact of the crisis, as well as the timing of the recovery. 

The COVID-19 crisis represents the realization of risk and cons�titutes a threat to the s�tability of both the global 

and domes�tic �nancial sys�tems. The �nancial conditions, which tightened with unprecedented speed following the 

outbreak of the COVID-19, have revealed a number of cracks in the dynamics of the �nancial markets and the extent 

of vulnerability of the risk channels. The volatility in the global markets and the cos�t of credit have risen considerably 

due to the upward revision of the probability of bankruptcy among businesses and households. An increase in risk 

2  This report does not present an objective evaluation of the likelihood of realization of geopolitical risks in the region (an escalation in the security 

situation) and/or cyber threats. Nonetheless, we believe that such shocks have a particularly high potential for causing a negative impact on the real 

economy and the functioning of the �nancial sys�tem. The (prolonged) realization of a geopolitical/security/cyber scenario is expected to have a major 

impact on economic s�tability, which will be added to the impact of the realization of the main risk scenario (COVID-19). 
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and liquidity premiums in the primary and secondary markets has contributed to a rise in the cos�ts of raising capital. 

His�torically large capital out!ows have accelerated and ampli"ed the shocks in the emerging markets. The major 

economies have not been immune. They have been forced to signi"cantly cut back their economic activity, and 

have also slid into recession during the periods of quarantine and lockdown. These events have raised the risk of 

borrowers� inability to service their debt in the short and intermediate terms, they have increased pressure on the 

"nancial ins�titutions, and they have raised fears that nonbank sources of credit will dry up and that bank credit will 

be rationed. Continued disruption of market activity is liable to create dis�tress among the "nancial ins�titutions; 

increase the possibility of a credit crisis and thereby exacerbate the declines in the markets and in real economic 

activity; and delay the recovery signi"cantly. 

In order to maintain the s�tability of the economy and the "nancial sys�tem, and to prevent negative feedback 

e#ects, many countries�including Israel3�have taken preventative measures (see Box 1). Regulatory authorities 

and governments have supported households and companies by means of available "scal measures and have focused 

them on limiting the number of business and household failures by deferring debt repayments and providing guarantees 

and guaranteed credit. Central banks have eased monetary policy even further and have acted to lower interes�t rates 

and increase liquidity in the "nancial sys�tem by various means (providing credit to the banking sys�tem, providing 

foreign currency by way of swaps, acquisition of government bonds, regulatory exemptions, etc.). Due to these 

e#orts, the capital and "nancial markets have continued to function, and sentiment among the major participants is 

showing signs of improvement. Supervisors and "nancial regulators have encouraged the banks to carefully examine 

the credit conditions of their cus�tomers who are having di$culty in servicing their short-term and intermediate-term 

debt (Box 1). This is in order to help them get through the period of uncertainty in economic activity and enable 

them to use exis�ting capital and liquidity reserves. In addition, there has been !exibility in the areas of regulation and 

accounting treatment in order to absorb the expected losses. These measures were essential in order to ensure that the 

transitory negative shocks to the production function and economic activity do not result in long-term damage, and 

they are intended to prevent harm to the "nancial sys�tem and the social fabric. 

Asset prices rose as the res�trictions were lifted in mos�t countries, thus o#setting the price declines at the beginning 

of the year to a large extent. Simultaneously, with the lifting of res�trictions, accommodative monetary measures were 

adopted that led to a major easing of "nancial conditions. The rapid, determined, and multifaceted response by the 

central banks produced positive sentiment and a feeling of certainty in the markets, including in the developing 

economies, which for the "rs�t time implemented asset purchase programs. Nonetheless, under the s�till-prevailing 

conditions of uncertainty, a gap has become apparent between observed "nancial-market conduct and trends in the 

real economy, a phenomenon that is liable to signi"cantly increase the impact of the overall crisis. This cons�titutes 

a threat to the scope and rapidity of the recovery, with the expected dampening of risk appetite among inves�tors 

(GFSR, June 2020). The high debt levels are liable to be unmanageable for some of the borrowers, and the resulting 

losses may cons�titute a major tes�t of the resilience of the banking sys�tem in some countries. Once the pandemic 

comes under control, decision makers will need to focus on the recovery and repairing the damage to the balance 

sheets of households, companies (the business sector), "nancial ins�titutions, and the government. The goal will be 

3  It is worth mentioning the main s teps taken by the Bank of Israel with respect to monetary policy and "nancial s�tability. The Bank injected 

liquidity totaling %15 billion in order to moderate depreciation pressures in the foreign exchange market; carried out a a NIS 50 billion program for 

the purchase of government bonds in order to lower the interes�t rates in the economy; and provided liquidity to "nancial ins�titutions to maintain the 

normal functioning of the "nancial markets. The Bank�s Monetary Committee reduced the interes�t rate by 0.15 percentage points, to 0.1 percent. The 

Bank has provided NIS 5 billion in low-interes�t monetary loans to the banks, conditional on the provision of credit to small and micro businesses. 

With respect to the banking sys�tem and the credit market, about NIS 6 billion in payments on mortgages and other loans have been deferred. Capital 

requirements have been lowered and dividends have been halted to allow the banks to increase the amount of credit available to the public. Regulatory 

and accounting exemptions have also been utilized to expand credit facilities. Finally, there has been a suspension of res�trictions due to checks with 

insu$cient cover. 
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to reinforce the resilience of the �nancial sys�tem, provide support for its s�tability, and encourage economic activity. 

1.3 Main points

The COVID-19 pandemic, which broke out during the reviewed period, presented an extreme challenge to the 

�nancial sys�tem, and it appears to have even gone beyond the s�tress scenarios4 selected for the banking sys�tem over 

the years.5

Due to the solid s�tate of the economy prior to the crisis�characterized by his�torically low unemployment rates, 

continued growth above its potential rate, the high level of resilience in the �nancial sys�tem, and close supervision of 

the �nancial sys�tem6�the �nancial sys�tem, at this point in time, is coping with the event and continues to function. 

However, the con�guration and pace of the recovery from the crisis are critical. A lack of employment security, 

high rates of unemployment, and uncertainty in the labor market will lower the public�s expectations of their future 

income, and this can be expected to lower demand in the economy. The erosion of the public's wealth as a result 

of the declines in �nancial asset prices, is also expected to negatively impact private consumption in the economy. 

Inves�tment by the business sector, which was low even prior to the crisis, is not expected to improve, and the impact 

of global trends on foreign trade will continue to res�train the Israeli economy even if it recovers relatively quickly. 

One of the more interes�ting phenomena during the reviewed period is the gap between the macroeconomic 

data�which point to a real economic downturn that has not been seen for many years in Israel or abroad�and the 

rapid recovery in the �nancial markets. Agains�t this background, there is a vigorous discussion of the shape that 

the recovery will take (W, V, U or L). The shape and duration of the recovery, the pace of the lifting of res�trictions 

both in Israel and abroad, and whether there is a second round of res�trictions�all of which are primarily dependent 

on the course of the pandemic�will have numerous and clear e"ects on the real economy. However, the relatively 

rapid recovery in the !nancial markets seems to point to a divergence between the !nancial markets and real events. 

This recovery can be explained, in the bes�t case, by inves�tors' optimism with regard to the future or, in a more 

pessimis�tic case, by the particularly high levels of liquidity that are being injected into the markets by the central 

banks worldwide, which is supporting the functioning of the markets but is also incentivizing the underpricing of 

risk. If the scenario of a continuing spread of the pandemic and a further round of lockdowns both in Israel and 

abroad is realized, it is not out of the ques�tion that further asset-price declines will be observed, and in such a case it 

is reasonable to assume that there will be additional policy responses by the central banks and governments. 

In the early s�tage of the COVID-19 crisis, the uncertainty as to the severity of the pandemic generated a major 

shock to the dynamic of the !nancial markets, thus creating a liquidity shortage in the major markets and raising 

concerns about the continued provision of credit by the !nancial ins�titutions. In response, the Bank of Israel took 

a number of s�teps intended to res�tore full functioning of the markets, to ensure that the !nancial ins�titutions have 

su#cient liquidity, and to provide households and businesses with access to credit. From a short-term perspective, it 

can be said that the s�teps taken by the Bank of Israel, agains�t the background of the s�teps taken worldwide, managed 

to eliminate much of the panic in the markets and res�tore their proper functioning (for further details on the Bank of 

Israel�s s�teps, see Box 1). 

4 A pandemic scenario was examined in the pas�t for the banking sys�tem.

5  If there is no second round of res�trictions like those of the previous lockdown, then the COVID-19 pandemic, despite its severity, will be short-lived 

relative to the s�tress scenarios that were examined for the banks, which were, as mentioned, less extreme but of longer duration. The severity of the 

crisis will be measured by the period of time until the economy's return to full functioning. 

6  See the Financial S$tability Reports for the two previous periods (12/2019 and 6/2019). 
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Main points (according to the components of the Financial S!tability Monitor)

� There has been a major economic slowdown as a result of the spread of the COVID-19, which has encompassed 

mos�t sectors of the economy and households. The government has adopted "scal policy measures to minimize the 

damage to the business sector and households. At the same time, there has been a s�teep decline in tax revenues 

due to the drop in economic activity. As a result, and in view of the additional expenditure on assis�tance needed 

by the victims of the crisis, the government de"cit is expected to reach about 13 percent of GDP by the end of the 

year and the debt-to-GDP ratio is expected to reach 77 percent. The Bank of Israel has adopted several exceptional 

measures, including large purchases of government bonds, the provision of liquidity in foreign currency, and the 

initiation of a program to provide loans to the banks on condition that the funds are used as sources of "nancing 

for small businesses. 

� The level of macroeconomic uncertainty is particularly high, primarily due to the rate of spread of the virus in the 

second wave, the scope of the res�trictions imposed on the economy, and the pace of return to routine. The forecas�ts 

of growth and unemployment are being revised frequently, as a function of the decisions regarding the exit from 

the lockdown, both in Israel and abroad. According to the Bank of Israel Research Department�s forecas�t7, GDP 

in 2020 will contract by 6 percent and the GDP growth rate in 2021 will be 7.5 percent. According to this forecas�t, 

the unemployment rate will be 9 percent at the end of 2020 and 6 percent at the end of 2021. 

� The COVID-19 pandemic led to sharp declines in the prices of securities on the Tel Aviv S!tock Exchange, and 

since the end of March, prices have not returned to precrisis levels despite the recovery. Alongside the sharp 

price declines, there were large withdrawals from mutual funds, and in response they sold large quantities of low-

liquidity assets. This was later halted, partly in view of the measures taken by the Bank of Israel in the markets. 

The withdrawals were minimal from long-term savings, the majority of which belong to the public. Home prices, 

which continued to rise prior to the crisis, will be a#ected by the situation of households and the impact of the 

COVID-19 pandemic on the level of activity in the housing market, among other things. 

� Due to the sharp drop in business activity and employment as a result of the COVID-19 crisis, there was an 

increase in the risk of non"nancial business credit (which is equal to 68 percent of GDP) and of household credit 

(which is equal to 42 percent of GDP). The increase in the risk of business credit is primarily centered on indus�tries 

that are more exposed to the crisis, including real es�tate companies, which account for a high share of business 

credit. In the "nancial s�tatements for the "rs�t quarter, the banks increased their allowance for credit losses to rates 

of up to 1.42 percent of their credit portfolios. 

� Due to the crisis, and with the encouragement of the Bank of Israel, the banks approved reques�ts by households 

and businesses to defer loan repayments. Overall, payments on about 14.6 percent of the banks� credit portfolio 

were deferred.8 

� The banks� allowances for credit losses (based on "rs�t quarter s�tatements, which were published in May), at rates 

of up to 1.42 percent, indicate that in their assessment this is the �adverse impact of the crisis��a rate that can 

be included without adversely impacting the "nancial sys�tem. However, it should be taken into account that debt 

holders of about 15 percent of the bank credit portfolio reques�ted to defer payments due to the crisis, and thus, at 

leas�t some of them are only pos�tponing dealing with the problem. It is clear that the credit deferred is subject to 

enhanced risk, and therefore, the s�tarting point of the second wave of res�trictions, if it occurs, already incorporates 

risks.

� The Israeli banking sys�tem was in a good position at the s�tart of the COVID-19 crisis. The banks� credit portfolio 

7  Released on July 6, 2020. This forecas�t is based on the assumption that there will not be an additional lockdown.

8  As of the end of June 2020. 



10

BANK OF ISRAEL

has grown in recent years and has undergone a change in composition that reduced the banks� credit risk. However, 

the crisis is expected to bring about a realization of both market risk and credit risk, which would lead to a drop in 

the banks� pro�tability and an increase in loan loss provisions. On the other hand, the liquidity of the Israeli banks 

is high and is based on s"table and diversi!ed retail deposits. 

� According to assessments made by the !ve insurance companies, there are no major insurance exposures to the 

COVID-19 pandemic with respect to general insurance and long-term savings. Nonetheless, according to their 

reports they expect a loss of about 2 percent in their nos�tro portfolios, which was almos�t completely o#set by the 

price increases in the capital market since the end of March. 

� Liquidity risk in the !nancial markets was manifes�ted during the crisis in the sale of large quantities of !nancial 

assets by mutual funds that manage assets with a short-term horizon�primarily government and corporate 

bonds�where the supply of buyers was limited. The acquisition of government bonds by the Bank of Israel helped 

to provide liquidity and to calm the market. 

� The risk of contagion in the domes�tic !nancial sys�tem has increased. The market-based indices pointed to a sharp 

increase in interconnectedness during the crisis, although at lower probabilities than those observed during the 

Global Financial Crisis of 2008. The indices based on !nancial s�tatements and accounting information, which 

re$ect the direct and indirect exposures of the !nancial sys�tem, have increased slightly to around their long-term 

average. 

� The main and mos"t imminent risk scenario is a second wave of lockdown res"trictions, and with it a further increase 

in the severity of the adverse impact on economic activity. The implications of such a wave include an adverse 

impact on borrowers� repayment capacity, particularly borrowers who deferred their repayments; the need for 

another wave of government incentives, the implementation of which will lead to a deterioration of the !scal 

situation; a further increase in uncertainty; and further asset price declines. 

The second part of this report consis"ts of boxes that present selected issues related to the pandemic. They analyze 

the situation of borrowers (households and the business sector), the banks' sensitivity to various scenarios regarding 

the situation of borrowers, and the e#ect of the crisis on the corporate bond market. 

Summary of the main points in these boxes: 

� Prior to the COVID-19 crisis, households were in a relatively s"trong position, re$ected in the prolonged and 

signi!cant upward trend in the labor market. Despite the growth in credit in recent years, the quality of the lenders� 

credit portfolio was also high, particularly in the case of bank credit. The crisis severely a#ected employment and 

wages, with the weakes"t populations in the labor market being the mos"t a#ected. The reduced earning power of 

many households is liable to threaten their resilience and to present a challenge to the !nancial sys"tem. 

� At the peak of the crisis, bond prices re$ected a pessimis"tic outlook, according to which about one-quarter of 

the companies would not be able to repay their debts according to the terms of their bonds and would default. 

Mutual funds, which prior to the crisis accounted for about one-third of the corporate bond market, experienced 

high net withdrawals during the crisis, which forced them to sell bonds. As a result, a large supply came on to the 

market, which was among the factors behind the decline in bond prices. In contras"t, long-term savings ins"titutions 

increased their holdings, although not su%ciently to o#set the supply from the mutual funds. Apart from this, many 

companies announced large-scale plans for the buyback of bonds, thus sending a positive signal to the market. 

However, the level of their actual purchases by the end of May 2020 was relatively low. Between March and 

May 2020, the two domes"tic rating agencies lowered their ratings on 23 companies (about 12 percent of the rated 

companies prior to the crisis), although mos"t of them retained their inves"tment grade s"tatus according to the local 
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rating scale. In other countries, the reduction in rating was on a relatively larger scale during the same period. As 

of July 5th, 2020, the yield on bonds of about 23 percent of companies, which account for about 13 percent of the 

par value of bonds on the Tel Aviv S!tock Exchange, were s!till at double-digit levels. On July 6th, 2020 (after the 

period reviewed by this report), the Bank of Israel announced that it would purchase NIS 15 billion of corporate 

bonds in the secondary market. On that same day and on the subsequent day, the Tel Bond 60 Index rose by 2.6 

percent and the General Corporate Bond Index rose by 2.5 percent. In the days following the announcement, the 

issuing of corporate bonds in the primary market also increased, primarily by non"nancial companies (see Box 3: 

#Developments in the corporate bond market during the crisis�). 

� Various simulations of the crisis applied to the "nancial s!tatements of public companies, as well as an analysis 

of those "nancial s!tatements, lead to a number of conclusions. Firs!t, the probability that a company experiences 

cash $ow and capital di%culties in 2020 increases for companies that are smaller, more leveraged, or have lower 

relative market value. Thus, about 70 percent of the 286 public companies that were analyzed are not expected to 

experience any cash $ow problems and/or a serious threat to their capital in 2020, even in a scenario of a return 

to the s!tringent res!trictions that prevailed in the economy at the beginning of the crisis. Second, the companies 

that are expected to face liquidity problems or a signi"cant reduction in their capital in the extreme scenario 

have "nancial debt of about NIS 50 billion. Third, the corporate bond market is pricing the risks re$ected in the 

companies� fundamentals according to the forecas!ts presented in the box (see the box �Analysis of the resilience 

of public companies during the COVID-19 crisis�). 

� Sensitivity tes!ts carried out for the banks on the basis of the various scenarios for credit losses show that in the 

scenarios of medium severity (relative to the situation today) the banking sys!tem in Israel will remain s!table, but 

will approach its minimum capital targets. They also point to the centrality of households and small and mid-sized 

businesses (see the box �Sensitivity tes!ts for the banks in Israel�). 

� As a result of both the government decisions to impose res!trictions on gatherings and the closing of businesses, 

the rate of credit card transactions in which a physical card was not presented at the point of sale (telephone 

transactions, Internet transactions, etc.) rose between March 10th and April 28th. The average size of a purchase 

paid for in ins!tallments and using credit from the card issuer declined during the period of the crisis to below the 

average observed prior to the crisis (see the box �Use of payment cards during the COVID-19 crisis�). 

2. Risk channels (focal points of vulnerability) � The Financial S�tability Monitor

To es!timate the scope of the exposure to risk in the economy (total vulnerability) and to unders!tand the changes in 

that exposure, we use the Financial S!tability Monitor. The Monitor (the heat map) is a s!tatis!tical tool that es!timates9 

the levels of vulnerability of the risk channels on an ascending scale that is indicated by colors. This tool is based 

primarily on the location of the current value relative to the long-term behavior of the indicators in each channel. 

An analysis according to its main components is accompanied by quantitative es!timates and robus!tness tes!ts, such 

as s!tress tes!ts and macroprudential monitoring. We are continuing to develop and revise the Monitor according to 

the evaluation of its performance (its predictive ability) and an analysis of new indicators, data, and s!tatis!tical tools. 

The Finance Division of the Bank of Israel Research Department makes revisions to the Monitor every quarter and 

presents the changes in risk and in the vulnerability of the "nancial sys!tem.  In this way, it directs the attention of 

policy makers and of participants in the sys!tem to risks and the need to adopt policy measures to regulate them. We 

9  For further details, see: Noam Michelson and Kons!tantin Kosenko, �The Financial S!tability Monitor in Israel�, Discussion Paper 2020.02, Bank of 

Israel.
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emphasize that the Monitor does not generate conclusions regarding the s!tability of the sys!tem.10 Such conclusions 

require the use of judgement and should take into account a wider array of quantitative and qualitative information 

than can be included in the Monitor.

The Monitor analyzes the environment in which the "nancial sys!tem operates, according to the main risk channels 

through which the sys!tem is a#ected in the event of a realization of the risk scenarios: the macroeconomic channel 

and the global environment in which the Israeli economy operates; the asset market channel ("nancial assets and 

homes); credit in the economy (both business and consumer credit); connectedness between the "nancial ins!titutions 

and the business sector (the contagion channel); and the liquidity channel. Each risk channel is assigned an es!timate 

of the level of vulnerability according to the color scale. The color is determined on the basis of the performance of 

a group of indicators.11

The general risk12 to the s!tability of the "nancial sys!tem in Israel during the "rs!t half of 2020 increased due to 

the weakness in the components of the economic sys!tem and the weakening of bu#ers as a result of the COVID-19 

crisis. The es!timated level of exposure to risk in the economy is based on combining the exposure intensities for 

the "ve main risk channels: macroeconomic, the markets, credit, liquidity, and interconnectedness (the potential 

for contagion). In the following sections of the report, we will describe the "ndings that underlie the summary 

evaluation.13 Figure 1 summarizes the Finance Division's assessment of the level of "nancial s!tability during the 

"rs!t half of the year. The level of risk to "nancial s!tability during this period was es!timated to be intermediate to 

high. 

Figure 1: The process for evaluating and analyzing �nancial s�tability14 

10  The Monitor is not intended to provide an early es!timate of the probability of a s!tress event such as the Global Financial Crisis of 2008�09 or the 

COVID-19 crisis (a sys!temic crisis). 

11  In this report, the colors of the risk channels are based primarily on the Monitor. In other words, the colors are based on s!tatis!tical tools and 

quantitative es!timates. Nonetheless, in certain cases (such as sys!temic crises), manual intervention is required to obtain an up-to-date and overall 

picture of the development of risk in the sys!tem. In these cases, the mos!t recent observations can be fed into the indicators even if the reporting 

frequency is not aligned with that chosen for the overall presentation (i.e., quarterly frequency). 

12  General risk is de"ned as the total level of vulnerability. 

13  The vulnerability of the risk channels is presented according to its severity, from the lowes!t (dark green) to highes!t (burgundy).  

14  The Monitor is a heat map that includes 51 indicators of possible vulnerabilities in the Israeli "nancial sys!tem. The indicators are organized and 

categorized according to six main risk categories (risk channels: macroeconomic, the assets market, credit, redemption and leverage, "nancing and 

liquidity, and contagion (Table 2)). The colors of the heat map indicate the level of vulnerability re$ected in each risk channel relative to its long-

term his!tory (according to an aggregate of indicators and the extent of the vulnerability of the components of each channel). The closer the color 

is to burgundy the greater the potential vulnerability, while the closer the color is to dark green the lower the potential vulnerability. The score, and 

accordingly also the color (the vulnerability), are calculated and revised on a quarterly basis. (For further details, see: Noam Michelson and Kons!tantin 

Kosenko, �The Financial S!tability Monitor in Israel�, Discussion Paper 2020.02, Bank of Israel.) The color grey indicates that there is no quantitative 

data, that the series is not su%ciently long, or that it is s!till being developed. 
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Table 1: Vulnerability level of the various channels according to the Financial S�tability Monitor
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2.1 The macroeconomic environment � domes�tic and global

Economic activity has been severely a!ected by the spread of the COVID-19 virus. The impact has encompassed 

mos�t sectors of the economy and households. The government has adopted a �scal policy designed to reduce 

the damage to the business sector and to households. At the same time, there was a sharp decline in tax revenue 

due to the decline in activity. Therefore, the government de�cit is expected to reach 12 percent of GDP at the 

end of the year, and the debt-to-GDP ratio is expected to increase to 75  percent. The Bank of Israel has taken 

several exceptional measures, including large purchases of government bonds and the provision of liquidity in 

foreign currency. The level of uncertainty regarding the macroeconomic environment is very high, mainly due 

to the rate of spread of the virus in the second wave, the extent of res�trictions imposed on the economy, and 

the pace of return to routine. Under these circums�tances, growth and unemployment forecas�ts are updated 

frequently, and according to the Bank of Israel Research Department�s s�ta! forecas�t (published on July 6), 

GDP will shrink by 6  percent in 2020, and the growth rate in 2021 will be 7.5  percent. This is assuming that 

there will not be another lockdown.

2.1.1 The domes�tic environment

Real activity

The COVID-19 pandemic began to be felt in Israeli markets and economic activity in the second half of February. 

Within a short time, there were sharp declines in !nancial asset prices, and later, due to the res"trictions imposed and 

real fears of the epidemic, economic activity was also severely a#ected. As a result, economic forecas"ts were revised 

sharply downward, and the level of uncertainty rose sharply.

According to the second es"timate of National Accounts data for the !rs"t quarter, GDP shrank by 6.8 percent 

percent, and business output declined by 8.5 percent percent (in annual terms; Figure 2). GDP growth was mainly 

a#ected by the lockdown of the economy in the las"t two weeks of the quarter, and to a much lesser extent by the 

increase in car purchases in December 2019 in response to the tax increase expected at the beginning of 2020. The 

components of growth indicate a 20.2 percent percent decline in mos"t components of private consumption (with 

the exception of a small increase in housing services and an increase of 6.9 percent percent in food consumption). 

Goods and services imports (excluding diamonds, defense, and ships and aircraft) declined sharply by 32.1 percent 

percent, while goods and services exports increased by 2.9  percent (excluding diamonds and s"tartups), in$uenced 

by the s"tart of gas exports from the �Leviathan� reservoir.

Due to the crisis, there was a sharp jump in the number of employees put on unpaid leave. According to the Labor 

Force Survey, the number of employees temporarily absent from work jumped from about 167,000 in February to 

about 894,000 in March, and to about 1.5 million in April (Figure 3), accounting for 39  percent of all employees. It 

then dropped to about 800,000 in May. The highes"t rates of temporary absence were found in the entertainment and 

leisure, education, and hospitality and food services indus"tries.

Real activity, labor market, and in#ation 

Country risk (risk premium, credit rating)

Fiscal policy

The global environment

2019:2                        2020:1
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In the second half of April, the government began easing res!trictions on mobility, business activity, and the 

education sys!tem, which led to signi"cant reductions in the shutdown rate of economic activity and employment. 

Rapid indicators sampled in the peak months of the crisis, such as credit card purchases, mobility indices15, electricity 

consumption, and rapid CBS surveys, indicate a decline in economic activity, followed by a continued recovery in 

parts of the economy since the res!trictions began to be eased, and dependent thereon. According to the Research 

Department�s assessment, the scope of the economy�s shutdown, which was aboutabout 36  percent of activity at the 

height of the crisis, declined to about 12  percent in June.

The tremendous uncertainty regarding public behavior in the new reality combined with even higher 

epidemiological uncertainty make it very di#cult to prepare economic forecas!ts. As a result, economic forecas!ts 

have been signi"cantly revised, with high frequency, in Israel and around the world. According to the Research 

Department�s s!ta$ forecas!t of July 6, 2020, GDP is expected to shrink by 6 percent percent in 2020, and to grow by 

7.5 percent in 2021 percent, assuming a gradual process of economic recovery under social dis!tancing res!trictions 

but without further lockdown. Despite the high growth rate forecas!t for 2021 relative to the pre-crisis forecas!t, 

aboutit s!till represents a  percentlevel of activity that is about 4 percent lower. According to this forecas!t, the 

unemployment rate will be 9 percent percent at the end of 2020, and 6  percent at the end of 2021.

The �scal picture

Mos!t of the components in the macroeconomic environment were, as mentioned, in relatively good condition 

when the "nancial crisis began, but the components related to "scal policy and the political environment were 

less favorable. Although in recent years the growth rate has been above its potential rate, the de"cit in 2019 was 

about percentabout 4 percent, among the highes!t in the advanced economies, partly due to a s!tructural de"cit that 

contributed to a deviation from the de"cit ceiling, which is 2.9 percent percent. In addition, the crisis erupted after 

a long period of political uncertainty�three elections, a long period of a transitional government16, and a lack of 

an approved budget from the beginning of 2020. Only in mid-May was a government formed, de"ned as a national 

emergency government, facing budgetary challenges and a severe crisis.

As the extent of the COVID-19 crisis became known, the government began formulating and implementing 

a plan to deal with it, which was subsequently expanded twice. The "rs!t two phases abouttotaled about NIS 100 

billion, including about NIS 43.6 billion in direct expenses, NIS 14.6 billion in unemployment bene"t payments by 

the National Insurance Ins!titute, and NIS 41.5 billion in credit and government guarantees. There was also a budget 

allocation in the s!tate budget for government guaranteed credit to businesses through the banks.

In July, the government approved a safety net for the unemployed, the self-employed, and small businesses. This 

is based on the extension of unemployment bene"ts until June 2021, or until the unemployment rate drops to 7.5 

percent percent; bimonthly grants for the self-employed whose income has been a$ected, and grants for small and 

medium-sized businesses that have been severely a$ected by the crisis due to their "xed expenses and loss of pro"ts. 

The government also announced a grant totaling about NIS 7 billion to all Israeli citizens (except for a small group) 

and its intention to present a plan to accelerate economic growth and encourage demand. By the end of July 2020, 

discussions had not yet s!tarted in the government for the approval of the s!tate budget, and agains!t this background, 

political uncertainty increased.

The negative impact of the crisis on economic activity is also re%ected in a sharp decline in government tax 

revenues, and compared to the path predicted by the Minis!try of Finance, revenues were about NIS 24 billion 

15  See the Bank of Israel publication dated May 10, 2020 (on the Press Releases page): �Special Analysis by the Bank of Israel Research Department: 

Initial Economic Insights from Indices of Changes in Mobility Patterns in Israel�.

16  For example, the absence of Knesset committees made it di#cult to implement government decisions quickly.
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lower from the beginning of the year to July. The government�s total revenues from taxes between January and July 

2020 amounted to NIS 176 billion, a real decrease of 6 percent percent compared to revenues in the corresponding 

period las!t year. The government�s cumulative de"cit in the 12 months ending in May amounted to 7.2 percent of 

GDP, and the current de"cit is expected to reach about 13 percent of GDP at the end of 2020. The high de"cit at the 

beginning of the crisis and its sharp rise due to the crisis resulted in a sharp rise in the debt-to-GDP ratio, which is 

expected to skyrocket to 77 percent percent at the end of 2020 compared to the end of 2019 (Figure 4). In order to 

fund the exceptional increase in expenses between March and July, the government raised about NIS 42 billion in 

Israel and about NIS 46 billion abroad. The coverage ratio in the Israeli bond issues was 5.44, and it appears that 

the local market is absorbing the increase in government bond issues well. As part of the fundraising abroad, the 

government issued 100-year bonds totaling about $1 billion with a yield of about 4.5  percent (the yield on 30-year 

Israeli government bonds traded in Israel was about 2.1   percent during the period of the issue abroad).

In�ation and monetary policy

The downward trend in the in#ation environment continues, and has intensi"ed due to the crisis, mainly due to the 

decline in the price of oil. In the 12 months ending in May, prices fell by 1.6 percent. In#ation expectations for the 

year from all sources are lower than the in#ation target. According to the Research Department�s forecas!t, in#ation 

during 2020 is expected to total -1.1 percent, and over the next four quarters (from the third quarter of 2020 to the 

second quarter of 2021) it is expected to be -0.1 percent. Because of the crisis, in#ation is expected to be low due to 
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the impact on demand, and mainly the sharp drop in the price of oil and other commodities, unemployment and its 

e%ect on wages, and some res"traint in the rate of increase in rental fees. The Research Department also es"timates 

that the Bank of Israel�s interes"t rate in the second quarter of 2021 will be in the range of 0-0.1 percent. According to 

capital market expectations, the interes"t rate in a year will be 0.1 percent, and according to the forecas"ters� average 

projections, it will be 0.05 percent.

In addition to the interes"t rates, the Bank of Israel made use of other policy ins"truments in order to address the 

liquidity needs of the economy and to moderate the increase in yields in the credit market, in both in local currency 

and foreign exchange. The Bank of Israel is not anomalous in its implementation of unconventional monetary 

ins"truments. The low in#ation rates that prevailed for a relatively long time before and during the crisis enabled 

central banks to use the tools at their disposal with relatively high intensity. Following the 2008 Global Financial 

Crisis, it took some time for central banks to s"tart implementing unconventional monetary tools. In the current crisis, 

however, the monetary toolbox was ready, and all tools were used very quickly and with greater intensity. As part of 

the tools, the already low interes"t rates were further reduced, government bonds17 were purchased on a huge scale, 

and in the United S"tates, for example, low-rated corporate bonds were also purchased. The assis"tance given by 

central banks to their governments has been re#ected, as mentioned, in massive purchases of government bonds in 

larger amounts than during the 2008 crisis.

The economy�s credit risks

Although it left Israel�s rating unchanged, the Moody�s ratings agency downgraded the rating outlook from �positive� 

to �neutral�. What particularly bothered the rating company was, apparently, the government�s budget performance, 

including the de$cit, which reached 4 percent. In its announcement, the company s"tated that Israel�s budget policy 

is not characterized by the resilience required of countries with a similar rating. In contras"t, the S&P ratings agency 

left Israel�s rating at AA- with a s"table outlook, unchanged from the previous decision. In its announcement of the 

rating level rati$cation, S&P notes the good opening conditions of the economy at the beginning of the crisis, the 

$scal and monetary policy measures that will help the economy recover from the crisis, the high-tech sector in 

Israel, the s"trong banking sys"tem and the formation of the government, which ends a long period of uncertainty and 

res"tores the ability to take signi$cant long-term s"teps. On the other hand, the government�s debt-to-GDP ratio and 

the geopolitical risks continued to be main limitations to the rating remained.

Since this is a global crisis, the sharp rise in government debt relative to GDP is not unique to Israel, and therefore 

it appears that this increase is being received with relative forbearance by the ratings agencies and markets. Yields 

on 10-year Israeli government bonds increased slightly due to the crisis, but later declined�apparently due to the 

Bank of Israel�s announcement of a NIS 50 billion bond purchasing program and the Fed�s announcement of massive 

bond purchases in the US. For the $rs"t time in a long time, the yield spread between the Israeli government�s 10-year 

bond and its US counterpart is positive (Figure 5). Israel�s risk premium, as re#ected in the 5-year CDS, has risen due 

to the Corona crisis. An increase in premium was recorded in all countries in Israel�s credit rating reference group.

17  Regarding the Bank of Israel�s activity in this area, see a document published in the Bank of Israel�s notice dated March 6, 2020: �Research 

Department Analysis: The Impact of the Bank of Israel�s Intervention in the Government Bond Market at the Peak of the Crisis�. In addition, see Bank 

of Israel Governor Prof. Amir Yaron�s speech at the Israeli Economic Association conference on June 15, 2020 (on the Bank of Israel website under 

�Press Releases�) and Box 1 in this report.
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2.1.2 The global economy

The beginning of the year was characterized by relative optimism, and positive momentum in the economy, which 

was supported by positive developments in the political arena.18 Although the International Monetary Fund (IMF)19 

lowered its growth forecas!t, it expected initial signs of s!tabilization in activity. However, the COVID-19 epidemic 

that erupted in China and became a global pandemic at the end of the "rs!t quarter of the year led to a sharp downturn 

in economic activity and an unprecedented recession. At this time, the pandemic continues to spread. The number 

of identi"ed carriers of the disease is about 11 million (as of the beginning of July 2020), and the number of victims 

exceeds half a million.

The spread of the pandemic has motivated many countries to take �social dis!tancing� measures. These measures, 

including res!trictions on movement and gatherings, closure (partial or full) of the education sys!tem, and res!trictions 

on public transportation and economic activity, have resulted in a deep recession in the global economy20 and have 

greatly increased "nancial risk.

The IMF�s spring forecas!t was published in April, and projected a 3 percent contraction in economic activity 

(compared to a 0.1 percent contraction in 2009) led by Europe, the US, and Japan. However, toward the end of June 

a revised forecas!t was published, according to which the global economy will shrink by 4.9 percent this year. World 

trade continues to shrink, and preliminary indices point to a continuation of the negative trend.

18  Signing of the phase one agreement in the US-China trade war and Britain�s o#cial exit from the EU.

19  WEO January 2020.

20  According to OECD es!timates, a closure (partial or full) may reduce economic activity by about 30 percent percent at the time of application.
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At present, it is di!cult to assess the extent of the pandemic�s overall adverse impact to economic activity, 

because it will be greatly a"ected by the way the pandemic spreads, by government response measures, and by 

medical developments, primarily #nding a vaccine for the disease.

The huge economic impact has prompted governments and central banks to take unprecedented s$teps to support 

the economy and prevent a massive collapse of businesses. Many governments have taken unprecedented #scal 

measures (Figure 6), the main ones being: support for the unemployed and employment grants, loans and grants to 

businesses, #nancial transfers to the health sys$tem, and in a number of countries�including the US and Japan�direct 

#nancial transfers to the people (helicopter money). These measures are expected to result in a subs$tantial increase in 

the government de#cits and a sharp rise in countries� debt-to-GDP ratio, which could have long-term implications for 

#scal policy and global growth. In this context it is important to note that the low in%ation environment is expected 

to make it harder (especially for developed countries) to erode the debt.21 The global rise in debt levels is expected 

to be high, and it is s$till too early to assess the implications of the new situation.

The decisive s$teps taken by the authorities are helping businesses and households deal with the crisis, but there is 

fear of a wave of bankruptcies once the impact of these measures has dissipated. On the other hand, pas$t experience 

shows that this concern can motivate the authorities to continue with supportive measures for a long time in a way 

that could disrupt the pricing of risks and lead to dis$tortions in the allocation of capital.

Unprecedented measures have also been taken on the monetary front. The central banks have lowered interes$t 

rates (Figure 7) in many cases in meetings outside the normal schedule, and are adopting a variety of additional 

tools in order to support the economy. These include unlimited quantitative easing in some countries, programs to 

21  In%ation, population growth, and productivity were the main factors that led to the decline in the debt-to-GDP ratio in Britain and in the United 

S$tates after World War II.
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control the interes!t rate curve, temporary "nancing of the government bond issues, easing of the capital requirements 

for commercial banks, credit and guarantee programs, provision of cheaper "nancing to banks conditional on the 

provision of credit to non"nancial entities22, provision of liquidity in local currency and in US dollars, and subs!tantial 

expansion of the amount and variety of eligible collateral. 

These activities have led to a signi"cant increase in the central banks� balance sheets (Figure 8), and their 

aggregate balance sheet is expected to continue to grow sharply to an unprecedented level, and at a much fas!ter pace 

than during the Global Financial Crisis.

These measures have led to some improvement and relief in the "nancial conditions. This is especially so in the 

United S!tates, where the monetary interes!t rate was relatively high compared to other advanced economies, which 

has allowed it to lower the shortes!t-term interes!t rate from 150 basis points. However, in mos!t countries "nancial 

conditions have remained tighter than in recent years.

The decline in demand agains!t the background of the deep recession and the decline in commodity prices resulted 

in a signi"cant drop in in#ation, which moved farther away from the central banks� targets. Long-term in#ation 

expectations have also declined, which may re#ect fears of a slow recovery in demand due to the damage to the 

economy.

22  TLTROs.
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The balance of risks to global growth continues to decline. Heading the risks is a second wave of the pandemic, 

the collapse of companies due to the economic situation, and geopolitical risk, mainly between the United S!tates and 

China and within Europe.

2.1.3 Global markets

The outbreak of the epidemic in China earlier this year had little e"ect on #nancial markets, but from mid-February�

with the spread of the pandemic outside of China, and especially in Wes!tern countries�s!tock prices collapsed, 

corporate bond spreads widened, the US dollar s!trengthened, and market volatility increased sharply, as re$ected in 

the VIX index.

Concerns regarding the economic slowdown, which led to a $ight to safe assets, and the massive quantitative 

expansions carried out by central banks, resulted in a decline in bond yields. Moreover, the rapid movement of 

inves!tors from risky long-term assets to safe assets with a short duration and high liquidity has led to very anomalous 

pressures in many markets, including foreign exchange markets, government bond markets, and interbank markets 

worldwide. In response, many central banks have launched plans to increase liquidity in domes!tic and foreign 

exchange markets.

The decisive s!teps by the authorities as well as the apparent beginning of a trend of easing social isolation have 

resulted in a change in the trend in the #nancial markets. S"tock prices have increased, led by the big technology 

companies, the corporate spread has narrowed, and the US dollar has weakened. It is important to note that s"tock 

prices rose even though corporate revenues fell (Figure 9), earnings per share fell, and expectations for future 

earnings also declined. This led to a wave of rating downgrades, re$ecting an increase in the companies� #nancial 

risk and the growing fear that there is a gap between asset prices and their �value�.



24

BANK OF ISRAEL

According to IMF es!timates, the main risk in the short 

term is a further worsening in "nancial conditions, which will 

impact the "nancing ability of companies, especially in the 

weak centers. In the medium term, the main risk is damage to 

the resilience of the global banking sys!tem in the low interes!t 

rate environment. However, we emphasize that banking 

sys!tem entered the current crisis in a better position than it 

did upon entering the Global Financial Crisis of 2008�2009 

(GFC).

As fear of the COVID-19 disease increased, an out#ow of 

capital was recorded from risky assets, which led to increased 

spreads23 and liquidity di$culties.24 A resurgence of concerns 

in the face of a worsening in the pandemic or another factor25 

will lead to further declines in the value of assets, making 

their recycling di$cult, and may lead to a wave of corporate 

bankruptcies. This risk may materialize even if commercial 

23  With regard to corporate bonds, there was a very sharp rise in yields in the energy sector (in view of the sharp drop in the price of oil) and in the 

aviation sector (given the drop in international passenger #ights).

24  The IMF es!timates that the rate of assets with liquidity di$culties reached about 50 percent of the s!tocks on certain days and more than 55 percent 

of the bonds, out of the total assets reviewed by the IMF.

25  For example: a reassessed and lower es!timate of the economic slowdown or due to concerns arising from a renewed escalation of China-US 

tensions.
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banks reduce their loan volume due to a weakness in capital26 or from a fear of credit losses.27

It is important to note that after the economic crisis erupted in 2008 due to the weakness of the banking sector, 

the resilience of the banking sector has improved signi�cantly, but the leverage level of companies has risen in mos"t 

economies and turned them into a signi�cant risk factor28, especially in China (Figure 10).

The risk level is higher in companies and entities that took on debt at high interes"t rates.29 This credit is de�ned 

by the IMF as high-yield bonds, leveraged credit, and private debt. According to the IMF, credit of this type currently 

totals about US$ 9 trillion, almos"t 10  percent of global GDP, and companies that have relied on it to !nance their 

activities are even more exposed to recycling risk and bankruptcy.

If the condition of a signi!cant number of companies deteriorates to the point of bankruptcy, inves"tors� fears are 

likely to intensify greatly, further lowering the value of risky assets. This will increase the risk of a widespread wave 

of bankruptcies and a crisis in the real economy. 

It should be noted that in the event of subs"tantial withdrawals from ins"titutional entities, ins"titutional inves"tors 

may have di#culty realizing risky assets due to their low liquidity. This may lead to the spread of withdrawals from 

solid assets as well, and an increase in sys"temic risk. This risk is expected to materialize in the event of a renewed 

spread or exacerbation of the pandemic to the extent that it again increases inves"tors� risk aversion. In the medium 

term, the IMF notes the risk of erosion of the commercial banks� pro!ts in view of the low interes"t rates prevailing 

in the advanced economies.

Banking sys"tem regulators have learned lessons from the GFC, and the measures taken have resulted in a sys"tem 

that is more secure, which has helped it in the current crisis despite considerable market pressures. Nevertheless, the 

projected credit losses, which will hurt the banking sys"tem�s capital, and the interes"t rate environment�which is 

expected to remain very low in the coming years as well, thereby eroding the pro!t margins of commercial banks�

are expected to result in low bank pro!tability and di#culties in raising capital. All of this could damage the banks� 

capital bu%ers and put the banking sys"tem at risk in the medium term.

2.2 Asset prices in Israel

The outbreak of the COVID-19 virus has led to sharp declines in the prices of securities traded on the s�tock 

exchange and, despite the trend of recovery since the end of March, their prices have not returned to precrisis 

levels. Along with the sharp declines, there were large withdrawals from mutual funds in March. Home prices, 

which have continued to rise, will be a"ected, among other things, by the condition of households and the 

26  This can result from the repricing of assets.

27  To deal with this danger, supervisory entities around the world have taken various s"teps, including: easing of the required capital and liquidity ratios 

or the manner in which they are calculated, res"trictions on the dis"tribution of dividends and cheaper designated loans for banks.

28  Household leverage is relatively low compared to the GFC, but a long employment crisis could impact it as well.

29  Risky credit.

Asset pricing (equities, bonds, housing)

Mutual fund deposits and withdrawals 

The foreign exchange market and its participants

2019:2                        2020:1
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indus�try�s volume of activity in the shadow of the pandemic. The monitor indicates high risk in this channel, 

resulting from a high level of pricing indices in the housing market and volatility in �nancial asset prices.

The �nancial s"tress index30 (Figure 11), which measures the probability that the economy is going through 

a �nancial crisis, and is based on various indicators taken from the Israeli �nancial markets (foreign exchange, 

government bonds, corporate bonds, and equities) reached 100 percent during the crisis after it was very close to zero 

for a long time. In the current crisis, what s"tood out is the fact that from a long-term perspective, all the series that 

feed the index reached his"torical highs in a very short time. Analysis of the development of the index components 

shows that the COVID-19 crisis has had an extreme impact on the markets, and that it is even more severe than the 

LTCM crisis of 1998. The index remained at its high level for about two months from the beginning of the crisis 

despite improvements in mos"t of its components. The reason for the high level is the herd behavior that characterized 

the markets during those two months�rapid deterioration in a relatively short time and a rapid improvement in the 

index components in a coordinated manner.31

30  See Y. Saadon and M. Graham (2013), �Composite Index for Tracking Financial Markets in Israel�, Discussion Papers Series 2013.01, Bank of 

Israel Research Department, and Chapter 6 of the Financial S�tability Report for the Second Half of 2016.

31  Coordinated and herd movement in the asset markets is perceived by the index as a negative phenomenon, indicating !nancial s"tress even when it 

involves price increases.
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2.2.1 The government bond market

The increases observed in the government bond index 

since the beginning of the year turned into decreases 

in March 2020 due to the COVID-19 crisis. The 

yield to maturity of 10-year government bonds rose 

sharply from 0.4 percent at the beginning of March 

to 1.4 percent at the end of the month. This is an 

anomalous increase compared to previous periods, 

but it is not unusual by international comparison, as 

can be seen in Figure 12.

On March 15, 2020, the Bank of Israel began 

intervening in the government bond market in order 

to moderate the excessive volatility and increase 

liquidity. These measures are also intended to 

s!trengthen the transmission from the interes!t rate 

set by the Bank of Israel Monetary Committee to 

longer-term interes!t rates. On March 23, 2020, the 

Bank launched a NIS 50 billion program to purchase 

government bonds in order to facilitate credit 

conditions in the economy. As of May 31, 2020, the 

Bank of Israel had purchased NIS 19.2 billion in 

bonds.

The larges!t players in the government bond market 

are the provident funds and advanced s!tudy funds 

(which hold 22 percent of all bonds), and the pension 

funds (which hold 18.5 percent). Both of these groups 

are characterized by long-term inves!tment compared 

to other market players. While these entities did 

not experience large redemptions, a change in the 

composition of their portfolios was observed. They 

sold government bonds in very subs!tantial amounts 

(about NIS 17 billion in March 2020), which could 

have caused price pressures and an increase in yields 

in the government bond market. The movement in 

the ins!titutional inves!tors� portfolios can be seen in 

Figure 13. It appears that the ins!titutional inves!tors 

sold safe assets (government bonds, treasury bills, 

cash and deposits), and diverted mos!t of the proceeds 

abroad, probably to cover collateral requirements, 

which have increased due to the decline in the value 

of inves!tments there.
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2.2.2 The corporate bond market

In the period prior to the COVID-19 crisis, the corporate bond market was characterized by slightly narrower spreads 

(compared to the long-term average) in all indus!tries and all ratings. The di"erence between A-rated bonds and 

BBB-rated bonds was also slightly smaller (compared to the long-term), and it is therefore possible that the market 

only partially re#ects the gap between the risk levels at the various ratings. During March, the spreads widened 

sharply, due to the COVID-19 crisis. At their peak they reached levels similar to those recorded during the 2011 

European debt crisis, but s!till remained at a lower level than during the Global Financial Crisis of 2008. The upward 

trend in the spreads reversed at the beginning of April, at the end of which the average margin of the non$nancial 

business sector was 3.5 percent�lower than in the previous month (4 percent in March 2020) but s!till higher than 

in the corresponding month las!t year (2.7 percent in April 2019). For further analysis of the corporate bond market, 

see the �Developments in the Corporate Bond Market during the Crisis� in this publication.

2.2.3 The equities market

On the eve of the crisis, there was a positive trend in the leading s!tock indices on the Tel Aviv S!tock Exchange. 

The implied s!tandard deviations were relatively low, and various pricing indices were in the range of their long-

term average. As throughout the world, however, with the growing unders!tanding of the virus�s implications for the 

economy, s!tock indices plummeted and implied volatility jumped. While the performance of the Israeli s!tock indices 

in 2019 were slightly weaker than in other indices around the world, the s!trength of the reaction in Israel was similar 

to that of other indices, as was the correction, which began in the las!t third of March (Figure 14). But since mid-

June, apparently amid growing concerns of a second wave of morbidity and its economic consequences, there was a 
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break in trends, and local indices began to decline. At present, the Tel Aviv 125 index is 19 percent lower than at the 

beginning of the year, and implied volatility remains relatively high. Compared with events surrounding the 200809 

�nancial crisis, the indices declined more moderately and began rising again fas"ter, and implied volatility behaved 

in tandem: a more moderate increase and a more rapid decline .

The nature of the crisis is re#ected in the di$erence in adjus"tment between various sectors and subsectors, as 

presented in Figures 15 and 16. While the value of s"tocks of companies in the technology indus"tries (including 

biomed indus"tries) is currently higher than prior to the crisis, s"tocks in tourism, hotels, fashion and apparel, and 

income-generating real es"tate sectors (in Israel and abroad) have not yet recovered. The s"tocks of �nancial companies 

(banks, insurance companies, and �nancial services), which are directly a$ected by macroeconomic developments, 

remain far from their level jus"t prior to the crisis.

Due to the decline in market value, market multipliers have fallen to his"torically low levels, especially those of 

the indices that include large companies. An analysis of the equity multiplier (Figure 17) shows that 16.7 percent of 

the companies moved from a multiplier of over 1 (a situation in which the company�s market value is higher than its 

book value) at the end of 2019 to a multiplier of less than 1 at the end of June 2020. This is compared with less than 

4 percent of the companies that experienced a similar move in the same period las"t year (June 2019 compared to 

December 2018). A multiplier of less than 1 may indicate that market expectations are of a negative return on equity 

due to expected losses, or at leas"t of a return that is not consis"tent with the risk.

The sharp decline in the market value of s"tocks is also re#ected in the ratio of net income to market value, the 

inverse of the P/E ratio. Although pro�tability in the pas"t year has been on an upward trend, market value�which 
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looks ahead�has fallen sharply, and as a result, the inverse of the P/E ratio is soaring. When the return on a risk-free 

asset32 is deducted, the result is the excess return demanded on the s!tock holdings, and this has reached a record 

level�almos!t 2 percentage points above the average level. However, with the publication of "rs!t quarter s!tatements, 

it became clear that, as expected, pro"ts also fell, as did the excess return, which s!tabilized at its average value 

(Figure 18).

In contras!t to what occurred in the corporate and government bond markets, large redemptions from mutual funds 

made a more limited contribution to price declines. This is because prior to the crisis (February 2020) the mutual 

funds held only 7.1 percent of the market value of s!tocks.

32  The yield on 10-year indexindexed government bonds.
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2.2.4 Housing prices

After s!tabilizing in 2017�18, home prices s!tarted to increase again in 2019. The housing price index in March 2020 

was 3.2 percent higher than in the corresponding period las!t year. According to provisional data, the April index 

indicates a decrease of 0.7 percent in housing prices compared to March. The index of new home prices declined 

by 1.2 percent in April compared with the previous month, after a signi"cant increase since October 2019. This 

decline was concurrent with a decline in the rate of dwellings sold under the �Buyer�s Price� program as a share of 

all new dwellings sold. Although this rate averaged 41 percent during 2019, and their prices incorporate a signi"cant 

discount from the market price, the decline in the prices of new dwellings was tiny (about 1.6 percent). This probably 

indicates that the prices of new dwellings in the free market increased signi"cantly. The increase in housing prices 

was greater than the increase in rental prices (Figure 19): The Owner-Occupied Housing Services Price (Rent) Index 

increased at an annual rate of only 2.3 percent in March 2020. As for the ratio of housing prices to the average wage 

per employee pos!t of Israeli workers, wages increased at a lower rate than housing prices in the reviewed period.

The accelerated increase in housing prices jus!t prior to the crisis was apparently not due to a decrease in supply33, 

but to an awakening of demand. In 2019, about 110,000 housing transactions were recorded (an increase of 7.2 

percent compared with 2018). The number of transactions continued to increase in January and February 2020 

compared to the corresponding months las!t year, but in March the number of dwellings sold fell to only about 

6,600 (32 percent less compared to March 2019), and in April only 2,100 transactions were recorded. The decrease 

in the number of transactions in the mids!t of the crisis was due to potential buyers� uncertainty regarding their 

employment s!tatus, but also due to the fact that during the lockdown it was not possible to visit the properties or the 

sales agencies, and the selection of apartments by the 

�Buyer�s Price� winners was pos!tponed. In addition, 

the execution of transactions was problematic due to the 

shutdown of services related to the purchasing process, 

such as legal, realty, and land regis!tration services. In 

May, about 6,500 transactions were carried out (28 

percent less than in May 2019).

Looking to the future, apartment prices will be 

a#ected by changes in supply and demand following the 

COVID-19 crisis. Regarding the impact of the crisis on 

the cons!truction indus!try, see the box in Section 2.2.5. 

In the short term there may be some decline in housing 

prices, especially in peripheral areas where the supply 

rose considerably in previous years. Cash $ow problems 

and increasing "nancing cos!ts may force developers 

to lower prices at a time when demand is falling due 

to buyers� uncertainty and concerns regarding their 

employment s!tability and expectations of s!tagnation or 

even a decline in their wages. The decline in the demand 

for housing will be a#ected "rs!t and foremos!t by the 

situation in the labor market and by the pace of return 

to normal. A rise in unemployment, a slowdown in the 

33  In 2019, building permits were received for the cons!truction of about 54,500 housing units; cons!truction began on about 51,300 units (a decrease 

of 2.5 percent compared with 2018); and cons!truction was completed on about 51,700 units (a slight decrease of 1.2 percent compared to 2018).
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rate of increase in wages, and an erosion of the public�s savings due to declines in the s!tock market (mainly of those 

who has!tened to withdraw "nancial inves!tments at the beginning of the crisis) will all a#ect demand. Conversely, 

the rise in interes!t rates on mortgages at the beginning of the crisis was halted, and the basic interes!t rate level in 

the economy declined. There may be some increase in the demand for inves!tment apartments as a relatively safe 

channel following the withdrawal of "nancial inves!tments by the public at the beginning of the crisis. An analysis of 

the characteris!tics of the unemployed shows that the crisis mainly a#ected weak employees who earn low wages, as 

well as young and older employees. (For more information, see Box 2 in this report.) Apparently, the percentage of 

potential home buyers in these population groups is relatively low.

In the long run, and assuming that the labor market recovers in the coming months, the more likely scenario is 

an increase in housing prices, as a result of the declining supply following the shutdown in planning and the delay 

in the s!tart of new projects due to uncertainty and the lack of "nancing. In the "rs!t quarter of 2020, there was 

already a decrease of about 11 percent in the building s!tarts compared to the previous quarter34 (seasonally-adjus!ted 

data). In addition, the number of building permits issued during the "rs!t quarter of 2020 was 26 percent lower 

than in the previous quarter. The shutdown in the Planning Authority has created delays in approval of plans and 

in the advancing of vital infras!tructure projects. The work on tenders at the Israel Lands Authority was also halted 

during the lockdown period. These delays may reduce the housing supply in the coming years due to supply rigidity 

resulting from the long duration of the planning proceedings.35

In recent years, the government has emphasized "nding quick solutions to the housing crisis, and has accordingly 

sought easier-to-implement solutions that allow for massive cons!truction, especially the rapid planning of large 

residential complexes on the outskirts of cities and in open spaces. Following much criticism, the Minis!try of 

Housing plans to emphasize making the bes!t use of built-up space. This type of planning is more complex, and 

therefore takes longer. Due to the budget de"cit created by the crisis, the Minis!try of Housing plans to discontinue 

the �Buyer�s Price� program, which was the only tool for lowering the price of housing in recent years. Therefore, 

the likely scenario is a rise in housing prices in the coming years, especially in areas of demand.

2.2.5 Impact of the COVID-19 crisis on the cons�truction indus�try

Due to the uncertainty regarding the behavior of the COVID-19 virus, it is di$cult to assess the point in the health 

crisis at which the economy currently is and how long the economic crisis will las!t, but it is clear that it will impact 

the residential cons!truction indus!try.

Prior to the crisis, the residential cons!truction indus!try employed about 80,000 Pales!tinian workers (of which 

about 15,000 have permits for lodging within Israel), about 100,000 Israeli workers and about 16,300 foreign 

workers. The cons!truction indus!try was excluded from the lockdown because of its importance to the economy, but 

this was subject to the requirement that the Pales!tinian workers remain in Israel throughout the lockdown period. 

Following this decision, lodging permits were issued to an additional 40,000 Pales!tinian workers. Supporting 

indus!tries (concrete plants, quarries, aluminum plants, etc.) also received approval to continue full operations.

Despite the indus!try�s exclusion from the res!trictions on economic activity, work did not continue as usual. In 

practice the number of Pales!tinian workers was much lower than the quota. In mid-April, there were only about 

15,000-16,000 such workers. On May 2, only about 13,000 Pales!tinian workers remained in Israel, and on May 6, 

there were about 21,000. It should be noted, however, that the period of the lockdown due to the COVID-19 pandemic 

was a period in which activity at cons!truction sites slows down each year due to a closure of the territories imposed 

34  The "gure is not "nal, and as a result of retroactive updates this gap may narrow.

35  On this subject, see for example the 2020 S!tate Comptroller�s Report.
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during the holidays (the week of Passover and on Memorial Day and Independence Day) and also due to only partial 

work during Ramadan. From May 31, entrance was allowed for all Pales!tinian workers who were employed in the 

cons!truction indus!try, but a new outbreak of the virus during June, both in Israel and in the Pales!tinian Authority, 

threatens the indus!try�s return to full activity.

According to Central Bureau of S!tatis!tics data from the Labor Force Surveys, the rate of absenteeism from work 

for the full week or part of the week for reasons related to the COVID-19 virus among Israeli employees in the 

cons!truction indus!try (employees and self-employed) was 30 percent in March, 44.85 percent in April, and 23.7 

percent in May.

The Central Bureau of S!tatis!tics� "ash Surveys of Business in Israel during the COVID-19 Crisis show that 

less than half of the workers came to work at cons!truction sites at the end of March. The relief that followed 

gradually improved the situation. Following the Passover holiday, the percentage of workers rose to 55 percent, at 

the beginning of May it rose to 65 percent, at the beginning of June it rose to 78 percent, and in mid-June it was 85.6 

percent. Table 3 shows that the condition of the indus!try has improved along with the expansion of activity.

The Central Bureau of S!tatis!tics� Business Tendency Survey for May indicated optimism for the cons!truction 

indus!try�s expected activity in June, following a sharp decline in activity in the previous months. However, companies 

in the indus!try, especially small and medium-sized companies, reported a worsening of the demand cons!traint and 

the nonbank credit limit. According to data from the #fth wave of the Central Bureau of S!tatis!tics� Survey of 

Businesses during the COVID-19 Crisis, which describes the s!tate of the indus!try at the beginning of June, only 

10.4 percent of the companies that participated in the survey reported an increase in the bank credit facility, while 

12.4 percent reported a decrease (compared to only 6.6 percent of all companies surveyed). Financing of projects in 

the cons!truction indus!try depends, among other things, on the progress of sales and the progress of work, and a halt 

or slowdown in these two indices can be considered a violation of the banks� conditions for the project�s #nancing, 

which may result in the termination of #nancing.

It should be noted that the cons!truction indus!try has been less a$ected than many other indus!tries, and in mos!t 

projects the impact on activity will mainly amount to a two- to three-month delay in housing delivery. Cons!truction 

contractors receive compensation according to the volume of work, and if they did not work during the lockdown, 

their cash "ow will be delayed. If they do not have the credit resources to bridge the gap, they may run into di%culties. 

Developers will su$er from a decrease in cash "ow in the absence of sales. They may also be impacted by a delay 

in the delivery of housing to purchasers, since so far the s!tate has not recognized the COVID-19 pandemic as a 

�force majeure�. Each case of delay will be considered individually, and the cons!truction company will have to 

Table 3: The state of businesses in the construction industry according to CBS surveys

No impact

Up to 25 

percent

26–50 

percent

51–75 

percent

76–100 

percent

Up to one 

month 1–3 months 3–6 months

More than 6 

months

March 30–31 9.6 9.4 32.1 31.3 17.5 56.6 31.4 4.8 6.9

April.21–22 6.6 19.3 24.9 30.2 15.2 36.7 39.5 8.6 10.9

May 5–7 7.3 25.5 28.3 26.7 10.5 23.9 44.8 8.7 17.8

June 1–3 24 28.1 28.5 9.8 3.7

June 15–17 18.8 29.4 30.3 11.8 7.1

Expected impact to revenue during the survey's month, as a share of all 

surveyed companies

Duration the company can continue to operate if the

existing situation continues, percentage of all surveyed 

companiesSurvey period
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prove that its activities were directly a%ected by the crisis. It can be assumed that in projects that were in the "nal 

s#tages it will be easier for contractors to prove such a causal link. The Minis#try of Jus#tice recommends allowing 

cons#truction companies a two-month delay in the delivery of dwellings that according to the contract were to be 

delivered between March 15 and April 1, 2020, without compensation to buyers. If the delay las#ts four months, the 

company will pay a reduced compensation of half of the rent of a similar apartment for the additional two months.36 

In terms of cons#truction cos#ts, a real increase in the price of raw materials, mos#t of which are imported from 

China, is probably not expected, because the factories in China have already returned to full operation.37 In the 

Central Bureau of S#tatis#tics Business Tendency Survey, mos#t of the companies in all size groups reported that they 

are not cons#trained in terms of raw materials and equipment. Nevertheless, there may be a temporary increase in 

transport cos#ts due to disruptions created by the global crisis. The accommodation of workers from the territories in 

Israel during the lockdown was conditional on the contractors� provision of lodging for these workers for one to two 

months, which could have increased the cos#t of labor. For an increase in direct cons#truction cos#ts, developers will 

receive compensation through the linkage of apartment prices to the Cons#truction Inputs Price Index. Other cos#ts, 

including additional "nancing cos#ts resulting from the halt in cash $ow during the period when apartments were not 

sold38 and due to compensation for late delivery of apartments, are unforeseen cos#ts, which could erode the pro"ts 

of cons#truction companies, especially in �Buyer�s Price� projects, in which pro"t margins are already lower than 

what is commonly accepted in the indus#try.

As of the beginning of May, cons#truction companies submitted 5,000 applications to the banks for s#tate-guaranteed 

loans, but only 1,100 of them were approved (about 22 percent, while in that period about a third of all applications 

submitted to the s#tate-guaranteed fund were approved) totaling only NIS 600 million.39 According to the Central 

Bureau of S#tatis#tics Survey of Businesses during the COVID-19 Crisis, as of the beginning of June, about 67 percent 

of companies in the cons#truction indus#try (compared to 63 percent of all companies that participated in the survey) 

reported that they had received no assis#tance, 20 percent had received a s#tate-guaranteed loan (similar to the survey 

average), and only about 12 percent had received grants (compared to an average of about 20 percent in the survey). 

From the banks� perspective, the s#tate-guaranteed fund is less suited to the real es#tate indus#try, for the following 

reasons: the interes#t rate is relatively low compared to what is commonly accepted in the indus#try given the risk 

level; no minimum equity inves#tment is required; it does not provide a solution to the Sales Law guarantees, which 

the bank mus#t provide to apartment purchasers; and the small and medium-sized business fund provides loans of 

up to NIS 20 million, a small amount in relation to the cos#t of projects in the cons#truction indus#try. In the Central 

Bureau of S#tatis#tics Business Tendency Survey, small and medium-sized companies (up to 100 employees) reported 

an exacerbation of the cons#traint in obtaining bank credit. These companies also reported a worsening of the low 

demand cons#traint. The Minis#tries of Cons#truction and Finance are promoting the es#tablishment of a dedicated loan 

fund for cons#truction companies that have run into di%culties due to the crisis. Without a solution to the indus#try�s 

"nancing problem, and if the demand for apartments does not return to pre-crisis levels, it is likely that the s#tart of 

new projects will be pos#tponed. Due to the long timeframe for the preparation for and duration of cons#truction, the 

housing supply in the coming years may be a!ected as a result.

36  Under the Sales Law, a cons#truction company mus#t compensate buyers with an increased compensation of 150 percent of the rent of a similar 

apartment from the "rs#t day of the delay in the event of a delay in delivery of over two months.

37  For the time being, imposition of the antidumping levy on cement imports has also not been approved.

38  According to the Minis#try of Finance es#timate, the developers� revenues from the sale of new apartments in March and April 2020 amounted to 

only about NIS 3.6 billion and about NIS 1 billion, respectively � a real decrease of 35 percent in March and 80 percent in April compared to the 

corresponding months las#t year.

39  At the beginning of June, approved applications  accounted for  about 52 percent percent of total applications, so it is possible that the number of 

approved applications also increased in the cons#truction indus#try.
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2.3 Credit

Because of the sharp decline in business activity and employment due to the COVID-19 crisis, there is 

increased risk in non!nancial business credit (which is the equivalent of 68 percent of GDP) and in household 

credit (which is the equivalent of 42 percent of GDP). The increase in business credit risk is mainly in sectors 

with exposure to the crisis. In addition, real es"tate companies� share of business credit remains high. The 

banking sys"tem is a major credit channel for the non!nancial private sector (households and businesses) (64.2 

percent of the debt). During the !rs"t quarter, the increase in bank credit continued in view of the s"teps taken 

by the Bank of Israel to encourage the provision of credit, compared with a freeze and decline in the balance 

of nonbank debt.

Due to the crisis, banks approved reques"ts for the deferral of loan repayments by households and businesses. 

As of the end of June40, the balance of credit for which payments were deferred cons"titutes 14.6 percent of 

the credit portfolio. In the !rs"t quarter !nancial s"tatements, the banks increased their loan loss provisions to 

1.42 percent of the credit balance.

The banks� loan loss provisions total up to 1.42 percent, implying that in their es"timation that is the 

�damage from the crisis�, and that this rate can be contained without harming the !nancial sys"tem. On the 

other hand, debtors accounting for 14.6 percent of the bank credit portfolio reques"ted payment deferrals 

because of the crisis, with at leas"t some of them thereby jus"t pos"tponing dealing with the problem. It is clear 

that the deferred credit is subject to increased risk, and therefore the s"tarting point for the realization of the 

main risk scenario already includes risks that did not exis"t before the !rs"t wave.

2.3.1 General remarks

Outs!tanding non"nancial private sector debt amounted to NIS 1,560 billion as of March 31, 2020, the equivalent of 

110.2 percent of GDP (a low level by international comparison), an increase of about half a percent compared to the 

level that was typical of the previous half-year.

The banking sys!tem is a major credit channel for the non"nancial private sector (households and businesses) 

(64.2 percent of the debt is bank debt). At the s!tart of the crisis, as of the end of February, businesses� bank debt was 

in a downward trend relative to the beginning of the year. However, in March, partly in view of s!teps taken by the 

Bank of Israel to encourage banks to provide credit41, the balance of private debt increased by about 0.8 percent�

the result of an increase in bank credit to large and medium-sized businesses and for housing, a low increase in 

nonhousing consumer credit provided by ins!titutional entities, and an o#set of the increases by a decline in the other 

credit channels.

40  Supervisor of Banks Fair Value Forum Presentation, July 2020, on the Bank of Israel website.

41  For a description of the s!teps and a global comparison, see the Survey of Israel�s Banking Sys�tem for 2019.

Business sector

Household sector

Exposure to real es"tate

2019:2                        2020:1
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Credit risk increased due to the crisis. S!tarting in March, the rate of reques!ts for the deferral of loan payments 

increased, based on the outline formulated by the Central Bank and adopted by the banking sys!tem.42 As of the end 

of June, the balance of credit for which payments were deferred amounted to 14.6 percent of the total bank credit 

portfolio. Looking to the future, the banks increased the loan loss provisions in the 2019 "nancial s!tatements and in 

the "rs!t quarter of 2020 to a rate of 1.42 percent of the credit portfolio (Table 4). Mos!t of the increase is in respect 

of group provisions for credit losses. The group provision is calculated in Israel by applying a coe#cient calculated 

by the Bank to the projected loss rate in each segment according to the Bank�s pas!t experience and the Supervisor 

of Banks directives. Of the group provisions made by the banks, a signi"cant rate is in respect of commercial credit.

2.3.2 Credit to the non�nancial business sector

At the end of the "rs!t quarter, outs!tanding non"nancial business sector debt totaled NIS 969 billion. The cons!truction 

and real es!tate indus!try accounts for the larges!t share of the debt (24.76 percent). The debt increased by 1.2 percent 

in the "rs!t quarter of 2020 (compared with 3.8 percent in 2019 and 6.7 percent in 2018).The increase in business 

sector debt was mainly due to the increase in bank credit to the non"nancial business sector, which totaled NIS 478 

billion after a decline of 0.4 percent in February and an large increase of 4.2 percent in March (the monthly rate of 

increase, which was also its quarterly rate). This is partly a continuation of the s!teps taken at the beginning of the 

crisis to encourage the provision of credit, mainly by utilizing precrisis bank credit facilities for large and medium-

sized businesses (Figure 20). As a result, bank credit as a share of total credit to the business sector rose to 49.3 

percent at the end of the "rs!t quarter (compared with 47.7 percent in 2019 and 47.3 percent in 2018). In contras!t to 

the increase in bank debt, the nonbank channel froze and the debt balance actually decreased by about 2 percent.

In the banking sys!tem, the balance of credit to small businesses declined during March and April by a rate of 10.6 

percent in annual terms, compared with a decline of 6 percent in the two preceding months. This decline preceded 

the activation of the Small Business Support Fund, and expectations of the fund�s activation may provide a partial 

explanation. From April, the trend changed following the activation of the fund. The Bank of Israel is monitoring 

this movement in the balance of credit to small businesses throughout the crisis, because bank credit is s!till the 

main source of credit for this sector despite the shifting trend to the nonbank channel prior to the crisis. Although 

in April and May the interes!t rate on credit for micro, small and medium-sized businesses in the unindexed shekel 

42  https://www.boi.org.il/en/NewsAndPublications/PressReleases/Pages/7-5-2020b.aspx

March 31, 2020 December 31, 2019 March 31, 2019 December 31, 2018 2015–2019 average

Hapoalim 1.07 0.44 0.17 0.21 0.194

Leumi 1.2 0.22 -0.03 0.18 0.135

Discount 1.42 0.4 0.33 0.32 0.316

First Int'l. 0.71 0.16 0.17 0.19 0.124

Mizrahi-Tefahot 0.66 0.18 0.15 0.16 0.14

Table 4: The crisis's effect on loan loss provisions*, the five banking groups

* The provision as a share of average outstanding credit, and the 2015–2018 average relative to outstanding balance-sheet credit.

SOURCE: Financial statements.
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segment declined, the interes!t rate for the small business sector remained higher than the interes!t rate for large and 

medium-sized businesses, due to the risk attributed to this sector. As of the end of June, the balance of credit to small 

businesses for which payments were deferred amounted to 20.7 percent of the total credit portfolio�a signi"cant 

rate, which indicates the risk in the portfolio.

Due to the crisis, the risk of business sector debt (large and medium-sized businesses) has increased. Around the 

world, and also in Israel, the indus!tries mos!t exposed to the crisis are gas and oil exploration, hotels, inves!tment 

and holdings, trade and services, and transportation and aviation. In Israel, there is the added sensitivity of the 

cons!truction and real es!tate indus!try due to its large share of private debt and due to other possible e#ects of the crisis 

on the indus!try (see the Box �Impact of the COVID-19 Virus on the Cons!truction Indus!try� later in this publication). 

In the banking sys!tem, the large and medium-sized business sector was characterized in the previous year by good 

credit quality, with a slight increase in the risk pro"le in the second half of 2019.43 The crisis began to manifes!t 

itself in the companies� "nancial s!tatements for 2019, with an increase in the number of public companies that 

added remarks and Going Concern warnings, especially in indus!tries exposed to the crisis.44 Bank credit is a major 

source of "nancing, ranging between 40 percent and 90 percent of total sources for manufacturing, transportation 

and s!torage, commerce, hotels, cons!truction and real es!tate, and business and other services. As of the end of June, 

43  The loan loss provisions from the 2019 end-of-period balance increased to 0.17 percent among medium-sized businesses percent (compared with a 

negative rate in 2018). Interes!t rates rose to of 2.8 percent for large businesses and 2.2 percent for medium-sized businesses (compared with 2.6 percent 

percent and 2.1 percent percent in 2018). Other indices in respect of write-o#s and impaired credit remained s!table.

44  As of the 2019 s!tatements, 43 going concern warnings were added in the following indus!tries: technology (+5), cons!truction and real es!tate (+2), 

biomed (+2), inves!tment and holdings (+5), trade and services (+1).
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the balance of commercial credit45 for which payments were deferred was 5.8 percent of the total credit portfolio.

Therefore, along with the increase in commercial credit, the banks increased the rate of loan loss provisions from 

a forward-looking perspective (Table 4)46, especially in indus!tries that are at risk due to the crisis, as well as in 

respect of the cons!truction and real es!tate indus!try (Figure 21).

After the easing of the lockdown res!trictions, the initial immediate indications that emerged from the Central 

Bureau of S!tatis!tics Business Tendency Survey showed a possible s!tart of the recovery of activity in parts of the 

economy. However, the cons!truction and real es!tate indus!try reports a bank and nonbank credit cons!traint, a trend that 

may also re"ect increased risk in the indus!try. The small and micro business sector is also characterized by #nancing 

di$culties, a slowdown in activity, and delays in the return to normal activity. Banking Supervision Department data 

indicate that the number of bounced checks, mainly due to insu$cient funds, also indicates a certain increase in risk 

(Figure 22). Their absolute number increased during the crisis to a peak in late March and early April, and s!tabilized 

during May at a more moderate level that is s!till higher than in normal times. 

45  The sector calculation is according to the management�s approach.

46  See also the Supervisor of Banks Fair Value Forum Presentation, July 2020, on the Bank of Israel website.
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Figure 21

Loan Loss Provisions as a Share of Total Balance-Sheet Credit in 

Israel, Selected Industries, the Five Banking Groups, December 

2017–March 2020 (percent)

SOURCE: Banking Supervision Department Based on published financial statements.

The effects of the COVID-19 crisis on bank debt, divided by industry - an 
increase in the loan loss provision in industries exposed to the crisis.
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In contras!t with the trend of increasing bank credit (for large and medium-sized businesses), nonbank credit, 

which accounts for 32.5 percent of private debt, showed a downward trend, which accelerated during the "rs!t 

quarter (from 0.1 percent in February to 4.1 percent in March).47 This decline, which as of the "rs!t quarter is part of 

the e#ects of the crisis, contributes to the slowing trend from previous years in the rate of increase of nonbank debt 

relative to GDP (this debt-to-GDP ratio is 22.86 percent). As of the "rs!t quarter of 2020, the balance of nontradable 

bonds and nonbank loans amounts to NIS 112 billion, following a 4.9 percent decrease compared to the previous 

quarter. This is compared with a growth trend of 8.4 percent in 2019 (from a rate of 2.5 percent in 2018). At the same 

time, the balance of tradable bonds, which amounted to NIS 204 billion in the "rs!t quarter, also showed a downward 

trend (0.4 percent) compared with the previous quarter. The risk involved in this debt increased in the "rs!t quarter 

due to the crisis. (For details of trends in corporate bonds, see the box �Developments in the Corporate Bond Market 

during the Crisis�.) Speci"cally, as of May, yields in the cons!truction and real es!tate indus!try rose to a peak during 

March and fell back, but have not yet completed the decline to the low level that preceded the crisis (mainly the 

development and cons!truction companies).

In general, in the "rs!t quarter there was an increase in credit risk to the bank and nonbank (non"nancial) business 

sector. If the crisis continues, and there is not a return to rapid GDP growth, the losses may increase, and the nature 

of the crisis will necessitate a transition to new models for analyzing the debt risk.48 In addition to the above, 

47  A decrease of 2 percent in the quarter.

48  Ques!tions that may arise regard the nature and liquidity of encumbered assets and the dis!tinction between $exible and rigid liabilities. Moreover, 

the crisis creates uncertainty regarding revenues from current operations, the ability to realize inves!tments, and the possibility of raising "nancing. In 

addition, there may be an impairment of the value of the assets measured at fair value (especially inves!tment property), due to a decrease in expected 

receipts and an increase in the capitaliza�on rate (in respect of the risk premium).
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risks arising from operational facilitations allowed by regulators during the closure mus!t be added, as well as legal 

challenges that are typical during a time of crisis. The IMF addressed the possibility that a proliferation of debt 

res!tructuring arrangements would lead to a re-examination of these arrangements (debt resolution framework). The 

increase in the loan loss provisions presented by Israeli banks in the "rs!t quarter is consis!tent with a forward-looking 

approach to provisions and short-term sensitivity tes!ts.49

2.3.3 Credit to households

At the end of the "rs!t quarter,  outs!tanding household credit totaled NIS 592 billion. The main component of 

this credit (88.5 percent) is bank credit. The household debt-to-GDP ratio is 42 percent, lower than the debt level 

measured in other advanced economies. Nevertheless, household credit has characteris!tic risk due to the possible 

connection between the rapid expansion of this debt and the risk of "nancial crises and prolonged low periods.50

Outs!tanding housing credit at the end of the "rs!t quarter totaled NIS 394 billion. In Israel, the housing credit 

to GDP ratio is 27 percent, low by international comparison. Also, considering the s!teps taken in recent years, the 

housing credit portfolio is assessed by the Banking Supervision Department as meeting acceptable quality indices.51 

However, the exposure to this credit is increasing given its high share of total credit to households, its signi"cant 

share of non"nancial private debt together with the cons!truction and real es!tate indus!try, and the fact that the main 

channel for housing credit remains the banking sys!tem. The number of mortgage transactions, which peaked in 

December 2019, declined slightly in the "rs!t two months of 2020, but was s!till higher than the monthly average 

in 2019. Speci"cally: in March, in#uenced by transactions being brought forward during the lockdown, the total 

number of mortgages was one of the highes!t in recent decades � about NIS 9 billion.

The crisis has raised housing credit risk. A signi"cant increase in unemployment could be a major cause of 

borrowers� default, as also shown by the macroeconomic s!tress scenario regarding the housing credit portfolio 

conducted by the Banking Supervision Department in 2018.52 As of the "rs!t quarter, loan loss provisions as a share 

of total housing credit in the banking sys!tem increased (a rate of 0.8 percent compared to 0.03 percent in 2019 and 

0.04 percent in 201853), and the rate of reques!ts for payment deferrals on this credit is high (as of the end of June, 

the balance of credit for which payments were deferred amounted to 24.3 percent of the housing credit portfolio). 

The increase in  LTV continued � to rates between 60 percent and 75 percent for new mortgages�partly due to the 

increase in the share of �Buyer�s Price� mortgages54 (Figure 23). The average size of mortgages increased to NIS 

789,330, compared to NIS 702,550 in 2019.

Nonhousing credit to households totaled NIS 198 billion at the end of the "rs!t quarter. This credit declined by 

1.9 percent in the "rs!t quarter.  Following a slight increase in January, there was a decline of 0.5 percent in February 

followed by an even s!tronger decline of 1.7 percent in March. The balance of bank credit, which is the main source 

of nonhousing credit (77 percent), declined in the "rs!t quarter (mainly in March), and loan loss provisions as a share 

49  Consis!tent with the international publications of the Basel Committee on Supervision of Banks and the Financial S!tability Board, which encouraged 

easing of regulatory requirements and an easing of the accounting principles beyond what is required for s!tability needs, subject to faithful representation 

of the companies� "nancial position.

50  See footnote 23 of the 2019 Financial S�tability Report.

51  See the Bank of Israel�s Annual Report for 2019, Chapter 4.

52  The Bank of Israel website, Supervisor of Banks, press release dated May 19, 2019.

53  See also, Supervisor of Banks Fair Value Forum Presentation, July 2020, on the Bank of Israel website.

54  The upward trend in the percentage of mortgages for a single apartment with an LTV greater than 50 percent as a share of total mortgages continues 

from previous years and amounts to 46.55 percent as of February (the annual average is 46.73 percent, compared to 44.97 percent las!t year, 42.4 

percent in 2017 and 39.88 percent in 2016). This is in view of the easing in the calculation of risk assets for housing loans with an LTV of 60 percent-75 

percent, (a trend that began in 2018). 
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of total nonhousing credit increased compared to the previous year (a rate of 1.34 percent compared to increases of 

0.63 percent in 2019 and 0.87 percent in 201855). As of June, the balance of nonhousing credit for which payments 

were deferred amounted to 8.5 percent of the total portfolio in which the payments were deferred. The credit card 

companies, whose credit granted in the previous year was assessed at a high risk level56, put a freeze on the granting 

of credit in the !rs"t quarter, and the debt balance declined by 5.7 percent. At the same time, the !nancial s"tatements 

published for the !rs"t quarter show an increase in the recognition of losses. At this s"tage the ins"titutional inves"tors 

have increased nonhousing credit by a low rate of 3.9 percent (compared with a 25 percent increase over the previous 

12 months). It should be noted that the sharp increase in the number of unemployed persons due to the crisis 

increased the credit risk of households, and especially of low-income earners, who account for a higher share of 

those put on unpaid leave than others, and whose share of consumer debt has increased in recent years57 (See Box 

2 in this report).

2.4 Liquidity

Liquidity risks in the !nancial markets were re"ected during the crisis: Ins�titutional inves�tors with a short 

inves�tment horizon sold large volumes of !nancial assets�mainly government and corporate bonds�in the 

face of a limited supply of buyers. Government bond purchases by the Bank of Israel helped provide liquidity 

and calmed the market.

2.4.1 Market liquidity

The turnover rate (trading turnover divided by market value) in the markets jus"t prior to the crisis was relatively low 

from an his"torical perspective and also by international comparison.58 The level remained very low until March, 

but in the middle of the month trading turnover increased sharply, resulting in a sharp rise in the turnover rate. Mos"t 

of the increase is re#ected in the government bond market, and high levels were also observed in the s"tock and 

corporate bond markets (Figure 24).

The context for the increase in trading turnover in government bonds was the large redemptions in mutual funds, 

and to a lesser extent the redemptions of advanced s"tudy funds and provident funds�especially those classi!ed as 

specializing in (indexed and unindexed) government bonds. To illus"trate how signi!cant the redemption component 

in the government bond market was, Figure 25 shows the turnover of the indexed government bond market and the 

redemptions and fundraising (in absolute value). It is obvious that the redemptions were indeed a signi!cant part of 

the trading volume in the government bond market32 percent of total daily trade in indexed bonds. A similar picture 

was also observed in the unindexed bond market. For comparison, the average and s"tandard deviation from mid-

55  See also, Supervisor of Banks Fair Value Forum Presentation, July 2020, on the Bank of Israel website.

56  Bank of Israel Annual Report for 2019, Chapter 4.

57  Financial S�tability Report of June 2019, Bank of Israel, pp. 48�50; Financial S�tability Report, December 2019, Bank of Israel, p. 27; Labib Shami, 

Policy Paper 01.19 �Household Debt in Israel�, Taub Center for Social Policy S"tudies in Israel, January 2019.

58  See the chapter on Liquidity in the Financial S�tability Report for the second half of 2019.
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2008 until the end of 2017 were 3.5 percent and 3.6 percent, respectively, in unindexed bonds and 6.2 percent and 6.3 

percent, respectively, in indexed bonds�a di%erence of more than two s"tandard deviations. As such, the redemptions 

caused a signi#cant shock to liquidity in the government bond markets.

Mos"t of the massive redemptions took place between March 8 and March 18, 2020, and towards the end of March 

the massive redemptions s"topped. Due to the liquidity crisis, the redemptions were accompanied by a signi#cant 

increase in yields in the government bond market, which motivated the Bank of Israel to intervene in this market 

by purchasing high volumes of bonds in the secondary market, s"tarting on the 15th of the month. On March 23, 

the Bank even announced this o$cially, and committed to the purchase of government bonds totaling up to NIS 50 

billion.59

Liquidity problems also led to a rapid rise in yields in the corporate bond market. Jus"t prior to the crisis, mutual 

funds held about a third of the total market value of corporate bonds, and the bonds cons"tituted about a third of total 

mutual fund assets. Similar to developments in the government bond market, the large redemptions in the mutual 

funds were re%ected in large trading volumes and were accompanied by increasing yields.

According to reports by public companies, during the #rs"t quarter of 2020, the liquidity of the companies 

improved, as measured as the ratio of cash and cash equivalents to current liabilities. The median value increased 

by about 7 percentage points, a result of accumulating cash through #nancing operations (such as issues of s"tocks 

or bonds, or increased bank credit). This behavior may indicate that the companies reacted to the uncertainty, which 

increased during the #rs"t quarter, by replenishing cash through the utilization of exis"ting lines of credit, the creation 

of new lines, etc. This behavior is consis"tent with the analysis presented in Box 4, which reviews the resilience of 

the public companies in the context of the COVID-19  crisis, and mainly characterizes companies that expect low 

capital vulnerability, but may face a liquidity problem due to the crisis.

2.5 Interconnectedness 

Interconnectedness in the domes�tic �nancial sys�tem has risen slightly. Market-based indices have indicated 

a sharp rise in interconnectedness during the crisis, but with lower probabilities than those observed in the 

2008 �nancial crisis. The indices based on �nancial s�tatements and accounting information, which re#ect 

direct and indirect exposure within the "nancial sys!tem, have risen slightly in recent years and are close to 

the long-term average.

Interconnectedness in the #nancial sys"tem is a s"tructural channel of exposure to risk, which exis"ts to a moderate 

degree in the Israeli economy. The level of interconnectedness in the #nancial sys"tem�and the resulting potential 

for contagion within it�is important for assessing its exposure to risks and its level of economy-wide vulnerability 

(sys"temic risk). The sys"tem�s interconnectedness is created through two main channels: (1) directly, through the 

exposure of one #nancial ins"titution to another; and (2) indirectly, through exposure of #nancial ins"titutions to a 

common third party.

59  For more information, see: �The E!ect of the Bank of Israel�s Intervention in the Government Bond Market�, a memorandum published on June 3, 

2020 on the Bank of Israel website.  https://www.boi.org.il/en/NewsAndPublications/PressReleases/Pages/3-6-2020A.aspx

Direct exposure among ins!titutions 

Indirect exposure � overlapping portfolios

Market indices of interconnectedness
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2.5.1 Direct exposure and indirect exposure

The downward trend in the banks� direct exposure to the ins!titutional inves!tors continued. The lates!t data (September 

2019) show that the rate of the banks� holdings in the securities of the "nancial entities declined to jus!t 0.28 percent 

of the total securities held by the banks. However, the ins!titutional inves!tors� exposure to the banking sys!tem 

increased in recent years, with the lates!t data (September 2019) showing that 13.2 percent of their total holdings are 

in banks� securities.

The indirect exposure channel is partly re#ected in the common exposure in respect of overlapping credit 

portfolios.60 The downward trend in the correlation between the banks� loan portfolios, which has been observed 

over a long period, was halted at the end of 2016, and the correlation has since risen (Figure 26), due to the renewed 

growth in credit to large borrowers during 2018. The increasing proximity of the correlation coe$cient that includes 

the banks as borrowers to the one that does not include them (the broken line versus the solid line) indicates that over 

a long period the banks reduced the similarity between each bank�s exposure composition to other banks, even if not 

the total exposure itself. 

60  For more information, see Chapter 1 of �The Banking Sys!tem in Israel, 2018 Annual Review�. 

The index is calculated in the following s!teps: 

1. Calculation of the correlation coe$cient between the credit portfolios of each bank with each of the other six banks in each quarter;

2. Calculation of the average correlation coe$cient for each bank, weighted according to the other bank�s assets.

3. Calculation of the correlation coe$cient for the entire sys!tem, by calculating a weighted average of each bank�s average correlation coe$cient, 

weighted by the assets of the banks. 

In mid-2011, an obligation was added to report the extent of the exposure among the banks, which created a break. We therefore present the series that 

includes the banks as borrowers alongside a series that does not include them (a series without a break).

The data for the third quarter of 2018 are not available, and ins!tead we used the average values of the second and fourth quarters.
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2.5.2 Market indices for assessing sys�temic risks and interconnectedness61

The CoVaR index (�Conditional Value at Risk� or more 

precisely �delta-CoVaR�) for sys!temic risk is based on 

s!tock trading data, and measures the negative impact 

expected to the "nancial sys!tem in a s!tress scenario, 

as dependent on an adverse s!tress scenario that occurs 

at one of the main "nancial ins!titutions in the sys!tem, 

beyond what is expected in a regular situation.62 Our 

conclusion is that the greater the impact, the greater the 

ins!titution�s contribution to the sys!temic risk.63

An examination of this index over time and in the 

second half of the pas!t year shows that each ins!titution�s 

contribution is consis!tent with its size, even if not 

absolutely.64 During March, the index showed that the 

level of interconnectedness in the sys!tem soared to very 

high values, although lower than those observed during 

the 2008 "nancial crisis. With calm in the markets, the 

index began to decline, but even at present its values 

are relatively high, and consequently, the risk associated 

with sys!temic events, such as the COVID-19  crisis, has 

not disappeared.

Indices of banking sys�tem s�tability: In the CIMDO 

approach, we es!timate the mutual e#ects that one "nancial ins!titution has on another.65 The analysis indicates that 

during the crisis, there was an increase in the common probability of a severe adverse impact to the entire "nancial 

sys!tem simultaneously, which at its peak reached a level of two percent probability of a severe adverse impact to all 

banks simultaneously, one percent probability of a severe adverse impact to all insurance companies simultaneously, 

and half a percent probability of the occurrence of both events. The supplementary index of the number of additional 

"nancial ins!titutions that may be a#ected in the event of an adverse impact on one ins!titution reached a peak of 3 

(Figure 27).

61  This index was built with the assis!tance of the S!tatis!tical Methods and Data Science Unit of the Information and S!tatis!tics Department.

62  This index does not provide a leading signal for crisis situations, but it is important for their monitoring, enables real-time examination of the 

relative contribution of each "nancial ins!titution to the sys!temic risk, and helps set priorities in supporting them in times of crisis.

63  For more information on the index and how it is calculated, see Box 2 in the Financial S�tability Report for the "rs!t half of 2019.

64  See the Box in the Financial S�tability Report for the "rs!t half of 2019. In that box we present the relationship between the characteris!tics of the 

"nancial ins!titutions and their contribution to sys!temic risk, as measured by the CoVaR.

65  According to this approach, we look at the entire "nancial sys!tem as an asset portfolio consis!ting of the ins!titutions� s!tocks, and there is a 

correlation between the assets in the portfolio. Therefore, the performance of this portfolio (that is, of the entire sys!tem) is dependent not only on the 

performance of each ins!titution separately, but also on the correlations between the ins!titutions� performances. As the goal of this tool is to assess 

sys!temic risks, we are particularly interes!ted in the negative s!tress scenarios possible in the �portfolio�, the mutual dependence among the ins!titutions, 

and an unders!tanding of how this dependence creates a channel in which a shock to one "nancial ins!titution is liable to develop into an adverse impact 

on another "nancial ins!titution�and even on the entire sys!tem.
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3. The resilience of the components of the �nancial sys�tem 

The opening position of the banking sys�tem and insurance companies leading up to the crisis was good, due 

to the continuous improvement of capital in the banks and insurance companies. However, the crisis has hurt 

the banks� pro�tability, and is expected to be re!ected in an increase in loan loss provisions in the future. The 

consequences of the crisis are re!ected in the deterioration in the credit portfolio quality indices of the �ve 

banking groups. Loan loss provisions as a share of total credit to the public increased to a level of 1.03 percent, 

compared with an average of about 0.17 percent between 2015 and 2019, a deterioration that is evident in 

all the activity segments. Insurance companies have also been impacted, especially in their nos�tro portfolios, 

because of the declines in �nancial asset prices.

3.1 The banks

The Israeli banking sys!tem entered the COVID-19  crisis with a good s!tarting position. The crisis is expected to lead 

to the realization of market and credit risk, which will mos!t likely be re"ected in a signi#cant adverse impact to the 

banks� pro#tability and an increase in loan loss provisions.

The bank credit portfolio has grown in recent years and its composition has changed. This development, along 

with the good macroeconomic situation jus!t prior to the crisis, led to a decrease in credit risks. The liquidity level of 

Israeli banks is high and is supported by s!table and decentralized retail deposits.

In 2019, the Israeli banking sys!tem maintained its resilience and s!tability, while continuing to adapt to the 

changing business and competitive environment and technological changes. Owing to these developments, the 

COVID-19  crisis hit Israeli banks at a good s!tarting point. This has enabled the Bank of Israel and the Banking 

Supervision Department to take a long series of measures aimed at assis!ting the economy by expanding the supply 

of credit to households and businesses. In this context, there have been changes in the characteris!tics of the Israeli 

banking sys!tem. Notable examples are the improvements in the quality and volume of bank capital and in the quality 

and decentralization of the credit portfolio; s!treamlining of the banking sys!tem through a reduction in the workforce 

and the number of branches, while increasing the range of banking services available through digital means; and 

improvements in risk management sys!tems.

The favorable macroeconomic environment in the years leading up to the crisis also had a positive e$ect on 

the banking sys!tem�s performance. It contributed to the improvement of bank credit quality, and led to a decline 

in loan loss provisions. The credit provided by the banks to all activity segments increased, and generated income 

from interes!t and commissions for the banking sys!tem, so that the pro#tability of the banking sys!tem in those years 

s!tabilized at an adequate level even by international comparison.

Since the outbreak of the COVID-19 pandemic in Israel, economic performance has been signi#cantly impacted, 

but the s!trong condition of the banking sys!tem jus!t prior to the s!tart of the crisis has made it possible for the Bank 

of Israel and the Banking Supervision Department to act, through a long series of measures, with the aim of reducing 

the damage to the economy and expanding the supply of bank credit to households and businesses. In this context, 

the banks provided very signi#cant amounts of credit within a few weeks, equivalent to the amount of credit granted 

The banks

The insurance companies
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in two quarters during normal times. This coincides with a signi�cant increase in the public�s deposits in the banks 

originating from assets withdrawn from the capital market.

Looking to the future, the COVID-19  crisis is expected to lead to the realization of market risk and credit risk, 

which will mos"t likely be re#ected in a signi�cant impact on the banks� pro�tability and an increase in loan loss 

provisions.

3.1.1 Business results

The banking sys"tem�s pro!tability has been good in recent years, and was greatly a$ected by the increase in credit 

provided by the banks to the public, low loan loss provisions, and the banks� s"treamlining. The net pro!t of the !ve 

banking groups increased in 2019 compared with the previous year (4.1 percent), to about NIS 9.5 billion. The banks 

continued to show adequate pro!tability, and the return on equity was about 8.2 percent, slightly below the average 

of the las"t decade (about 8.7 percent). The banks� pro!tability was positively a$ected in 2019 by an increase in net 

interes"t income (5.2 percent), mainly due to the increase in the volume of credit provided to the public in Israel and 

a slight decrease in operating expenses (1.1 percent). The COVID-19  crisis began to be felt during the !rs"t quarter 

of 2020 and had a negative impact on the banking sys"tem�s pro!tability. This was mainly re#ected in the signi!cant 

increase in loan loss provisions (about 700 percent) compared to the corresponding period las"t year, in all the banking 

groups, both for various business sector indus"tries and for the household sector. The increase in loan loss provisions 

was the main cause for the fall in the net pro!t of the !ve banking groups in the !rs"t quarter of 2020, to about NIS 

770 million, and for the return on equity of about 2.6 percent (in annual terms)�the lowes"t !gure since 2008.

3.1.2 Capital adequacy and leverage

The accumulation of capital in the banking sys"tem, together with the tightening of the minimum requirements 

and the demand for additional capital con!nement agains"t the unique characteris"tics of the banking sector and the 

domes"tic economy, enabled the Banking Supervision Department in the !rs"t days of the COVID-19  crisis (similar 

to other supervisory authorities around the world) to reduce the regulatory capital requirements for an expansion of 

bank credit to the public. This was an anticyclical move aimed at enabling banks to provide additional credit, and to 

allow them to incur signi!cant losses. At the same time, the Banking Supervision Department ins"tructed the heads of 

the banks to re-examine the policy of dividend dis"tribution and share buybacks. (For more information, see the press 

release dated March 29, 2020.) This directive prompted the banks to announce that they do not intend to dis"tribute 

dividends in 2020 in view of the COVID-19  crisis.

The trend of improvement in the quality and volume of bank capital continued throughout 2019, along with their 

continued support for economic growth and an increase in the dis"tribution of pro!ts to the inves"ting public. The 

equity of the !ve banking groups increased in 2019 by about 3.2 percent (about NIS 3.7 billion). The increased 

equity resulted in an additional increase in the Tier 1 equity ratio in all the groups, and its aggregate value at the end 

of 2019 was about 11.2 percent, compared to about 10.8 percent at the end of 2018.

At the end of the !rs"t quarter of 2020, the total equity of the !ve groups amounted to about NIS 120 billion, an 

increased of about 3 percent (in annual terms), compared with an average growth rate of about 6.4 percent in the 

las"t three years (Table 6). The moderate increase in equity is due to a low accumulation of pro!ts in view of the 

increase in loan loss provisions and the sharp decline in net pro!t. Despite the increase in equity, the Tier 1 equity 

ratio declined during the !rs"t quarter of 2020 to about 10.6 percent, compared with 11.2 percent in December. This is 

partly due to very signi!cant growth in the amount of risk assets in the reviewed period (about 13 percent in annual 

terms). The equity ratio of all the banking groups remains above the original regulatory capital requirements.
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3.1.3 Credit risk

The bank credit portfolio has grown in recent years and its composition has changed, which has led, along with the 

good macroeconomic situation jus!t prior to the crisis, to a decrease in credit risks.

The balance sheet credit of the "ve banking groups increased in 2019 by about 4.4 percent, similar to the growth 

rate in recent years (an average annual growth rate of about 4.3 percent in the years 2014�2018), and amounted to 

about NIS 1,061 billion. The increase in credit in 2019 was partly due to a record amount of new mortgages taken 

out, which was re#ected in growth of about 7.6 percent in the housing credit portfolio. At the same time, credit to the 

business sector grew by about 4.2 percent during the year, led by the cons!truction and real es!tate  indus!try, whose 

credit increased by about 8.4 percent, agains!t near-zero growth rates that were recorded in the consumer credit 

portfolio during the year.

Even during the "rs!t quarter of 2020, the banks continued to serve as the economy�s main "nancial intermediary, 

despite the impact of the COVID-19  crisis on the economy, as balance sheet credit increased by about 12.6 percent66 

(in annual terms), to about NIS 1,095 million at the end of the "rs!t quarter of 2020. The main growth was due to 

increases in business credit (16.4 percent), housing credit (9.2 percent), and credit to abroad (36.8 percent).67. On 

the other hand, consumer credit decreased by about 12.7 percent. The signi"cant growth of business credit, totaling  

about NIS 19 billion was also based on the utilization of credit facilities provided to companies before the crisis.68

Credit to the business sector

Credit to the business sector grew during the "rs!t quarter of 2020 by about 19 percent. The growth rate of business 

credit was signi"cantly di$erent between the various indus!tries. Mos!t of the growth was due to the increase in credit 

to the large business sector, which increased during the "rs!t quarter by about 45 percent. This was led by the two 

larges!t banking groups, whose increase in credit provided to the large business sector reached about 80 percent of 

the total increase in the balance of credit to this sector. In addition, credit to the medium-sized business sector grew 

by about 3 percent, while the balance of credit to the small and micro business sector declined by about 2.4 percent 

in view of the anticipated s!tart of activity of the s!tate-guaranteed fund for small and medium-sized businesses (as 

detailed in the section on �Credit Granted by the Banking Sys�tem during the COVID-19  Crisis�). 

Credit quality indices jus!t prior to the crisis indicate a good quality credit portfolio from a his�torical perspective, 

which was re#ected in the s!tability of mos!t of the indices. However, the development of the COVID-19 virus had 

a rapid and powerful impact on the global and Israeli economies. The consequences of the COVID-19 crisis are 

re#ected in the worsening of the credit portfolio quality indices of the "ve banking groups. Loan loss provisions as a 

share of total credit to the public rose to a level of 1.03 percent, compared with an average rate of about 0.17 percent 

between 2015 and 2019, an adverse impact seen in all activity segments. The source of the increase in this ratio is 

an increase of about NIS 82 billion in total loan loss provisions of the "ve banking groups, which was mainly due 

to loan loss provisions on a group basis (about 80 percent). The ratio of net write-o$s in the entire credit portfolio 

also increased to 0.24 percent, compared with an average rate of about 0.15 percent in the years 2015�2019. The 

remaining loan loss provisions as a share of total balance sheet credit to the public increased to 1.4 percent, compared 

with an average of 1.25 percent in the las!t "ve years. 

66  When neutralizing the e$ect of the exchange rate, credit to the public grew by about 9.9 percent.

67  In annual terms and neutralizing the e$ect of the exchange rate.

68  For more information, see Box 1.5 on the subject �Development of Credit and Interes!t Rates during the Crisis�, Israel�s Banking Sys�tem¸2019.
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3.1.3.1 Centralization of the credit portfolio 

Changes in the Banking Supervision directives and in legislation and reforms carried out over the pas!t decade have 

led to a signi"cant decline in the credit provided by the banks to the large business groups and large borrowers, and 

to the dis!tribution of credit among many and more diverse borrowers.

As a result, the banks have signi"cantly reduced their exposure to large borrowers in the pas!t decade, particularly 

to large and leveraged groups of borrowers. The 100 larges!t borrowers� share of  the total credit portfolio was, as of 

the end of 2019, about 9 percent, compared with a rate of about 15.4 percent in 2009.

3.1.3.2 Credit granted by the banking sys�tem during the Corona crisis69

During the "rs!t months of the crisis (March to June), credit grew at an unprecedented rate of about NIS 19.7 billion 

(5.7 percent in annual terms), but the change in credit was not uniform among the various segments. Mos!t of the 

increase in credit (NIS 22.7 billion) was for housing (an increase of about 9.2 percent in annual terms) and to 

commercial and business borrowers (about 8.3 percent). Some of the commercial credit was provided based on the 

utilization of credit facilities provided to those companies before the crisis. Conversely, consumer credit declined by 

NIS 5.3 billion (a decline of about 10.5 percent in annual terms). Mos!t of the decline in the amount of credit to retail 

cus!tomers is explained by the decline in private consumption during the res!trictions on economic activity, which is 

re#ected in a signi"cant decline in the demand for consumer credit, mainly in credit cards (during April, credit card 

purchases declined by about 40 percent). In addition, there was also some impact on the supply of credit, due to the 

reduction in activity in the banking sys!tem (due to lockdown res!trictions) and a reduction in initiated activity for 

the provision of credit and at sales centers. There was also a decline in credit to small businesses, mos!tly in March, 

due to the very high increase in risk, while the banks waited for the launch of the s!tate-guaranteed small business 

fund, which was launched on April 1, 2020. Indeed, there was some increase during the month of April, following 

the launch of the fund. By the end of June70, the amount of credit granted through the fund reached about NIS 12.8 

billion, which provided a response to about 39,050 applications approved by the banks (about 56 percent of all 

applications processed by the banks to date).

In addition, a uniform outline has been formulated for deferring loan payments, which has been adopted by all 

the banks, in order to help the banks� cus!tomers deal with the challenges and consequences of the crisis. From the 

beginning of the crisis until mid-July, the banks deferred loan repayments for about 571,100 cus�tomers in all activity 

segments, totaling NIS 7.3 billion.

3.1.4 Liquidity risk

The liquidity level of Israeli banks is high and is supported by s�table and decentralized retail deposits. The high 

liquidity level enables the banks to continue to provide credit despite the COVID-19  crisis.

The banking corporations� liquidity coverage ratio (LCR) continues to be higher than the minimum ratio 

requirement set by the Banking Supervision Department (100 percent), and the aggregate LCR this year was about 

125 percent, slightly lower than its value las�t year, which was about 128 percent.

In the "rs�t quarter of 2020, with the s�tart of the COVID-19  crisis the banking sys�tem�s LCR rose sharply and its 

aggregate value reached about 136 percent. The source of this increase is the shift of assets from the capital market to 

the banks, in view of the sharp #uctuations in the capital markets resulting from the crisis. The shift led to an increase 

69  The data in this section are reported according to the management approach. The division into activity segments according to the management 

approach is based on the types of products and services or on the types of cus!tomers. The assignment of cus!tomers to the activity segments is based on 

their actual a$liation with the handling organizational unit, and the classi"cation is made at the Bank�s discretion and not according to uniform rules 

for all banks.

70  The "gure reported is for June 28, 2020.
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of about 8 percent in the public�s deposits in the �rs�t quarter of the year, mainly in the daily deposits of non�nancial 

retail and wholesale cus�tomers. These deposits were used by the banks to increase the amount of credit to the public, 

and especially to increase the amount of high-quality liquid assets through the purchase of government bonds, the 

accumulation of cash, and the increase of deposits with the Bank of Israel.

3.2 Insurance companies

The total pro�t of the insurance companies71 increased 

moderately in 2019�from about NIS 792 million in 2018 

to about NIS 841 million. This is despite the fact that in 

2019, the insurance companies� pro�ts from inves�tments 

soared due to subs�tantial increases in the markets. 

They recorded pro�ts of NIS 45.2 billion from their 

inves�tments72, compared with pro�ts of only about NIS 

4.4 billion in the corresponding period in the previous 

year. This is also despite the fact that the insurance 

companies have again charged variable management fees 

for pro�t-sharing policies marketed until 2003 (after all 

the companies covered the accumulated losses in these 

plans at the end of the previous year). The main reason 

for this is a subs�tantial decline in the interes�t rate curve 

and an increase in life expectancy73, which led to an 

increase in life insurance and health insurance reserves 

in parallel with a decline in total pro�t. Figure 28 shows 

the close relationship between pro�ts from inves�tments 

and the insurance companies� total income in the years 

2008�2018 and the loosening of the relationship in 2019.

S�tarting on December 31, 2032, the companies will 

be required to meet a recognized capital to required 

capital ratio of at leas�t 100 percent.74 As of the �rs�t half 

of 2019, all insurance companies are in compliance with 

the transitional provisions of the �Solvency� circular, i.e. they hold recognized capital at a rate of 65 percent of the 

total required capital, and mos�t of them also meet the circular�s �nal targets. The aggregate solvency ratio of the 

insurance companies, calculated as the ratio between total capital and their required capital, without taking into 

account the transitional provisions, was 101 percent in the �rs�t half of 2019�below the rate recorded at the end of 

2018 (113 percent).75

71  The �ve larges�t insurance companies: Migdal, Clal, Harel, Menorah and Phoenix.

72  This pro�t is the highes�t recorded from inves�tments by insurance companies in the las�t decade.

73  In June 2019, the Capital Market Authority issued an update of the mortality tables, which a"ected the companies� executive insurance portfolios.

74  A draft circular was recently published, according to which insurance companies will be given the option to extend the period for full implementation 

of the capital reinforcement requirements from 2024 to 2032, according to the European deployment method. If approved, the solvency of insurance 

companies will increase signi!cantly.

75  The calculated ratio level could not be reported taking into account the transition provisions for 2018 because one of the companies did not report 

this ratio.
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The impact of the COVID-19  crisis on the insurance companies

The IMF es�timates76 that the COVID-19 crisis will 

have both a direct impact on insurance companies�a 

signi�cant increase in morbidity and mortality rates 

that will lead to a particularly high claims rate�and an 

indirect e"ect, through declining bond and s�tock prices, 

downgrading of the bonds they hold, which may result 

in an increase in capital requirements, and a decline 

in the interes�t rate environment. The IMF also notes 

that the more the insurance companies are a"ected 

by the current crisis, the lower their risk appetite will 

be77, which will a"ect their supply of credit to risky 

borrowers.

The trend of yields of the insurance companies� 

bonds since the beginning of the year has been similar 

to the trend in bond yields in other sectors78. S�tarting 

from March 5, the insurance companies� bond yield 

spreads have jumped by more than 3.5 percentage 

points. After about two weeks they again declined, but 

to a rate that is s�till higher than it was before the crisis. 

The jump in the insurance companies� bond spreads 

was much greater than in the banks� bond spreads. The 

insurance companies mos�t a"ected by the crisis are the 

companies that deal mainly with general insurance79, 

and among them, those whose ability to operate remotely is limited.80

Due to the spread of the COVID-19, there were sharp declines in the markets between February 22 and March 

22. In view of the s�trong e"ect of pro!ts from inves�tments on the insurance companies� pro!tability, pro!ts declined 

sharply in the !rs�t quarter of the year. Figure 29 shows the insurance companies index compared to the Tel Aviv 

125 index from the beginning of January 2020 to July 2. It should be noted that as early as November, the insurance 

companies� s�tocks began to fall relative to the Tel Aviv 125 index, which began to fall only at the end of February. 

This decline can also be attributed to the low interes�t rate and the decline in the risk-free interes�t rate curve, which 

is used to examine the adequacy of the reserves set aside by the companies. Due to the low interes�t rate, there has 

been a signi!cant increase in insurance liabilities, which forces companies to increase their reserves, resulting in 

an impairment of the equity. Share prices on the insurance companies index declined by about 38 percent between 

February 19 and March 23 (while the Tel Aviv 125 index declined during this period by about 34 percent). Since 

March 24, the insurance companies� s�tock prices have recovered, in line with the trend in the Tel Aviv 125 index.

76  From a series of articles on the COVID-19 crisis (�Impact of COVID-19 on Insurers�, Special Series on COVID-19).

77  Insurers severely impacted by the Global Financial Crisis in 2008 avoided taking risks (Kirti 2019).

78  See Figure 1 in the box on Developments in the Bond Market During the Crisis, which shows the bond yield spreads by indus�try.

79  Even in the 2008 crisis, the general insurance companies experienced a larger increase in spreads, and their recovery was slower.

80  Ayalon and Hachshara are the companies that have su"ered the mos�t severe impact. Figure 9 in the box on Developments in the Bond Market 

During the Crisis describes the sharp rise in the bond spreads of these companies.
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To unders�tand the e!ect of the declines in the markets resulting from the COVID-19 crisis on the insurance 

companies� nos�tro, we will "rs�t describe the composition of inves�tments in the nos�tro portfolio of these companies 

in the month before the declines (February 2020, Figure 30). About 54 percent of the insurance companies� nos�tro 

portfolio is inves�ted in assets with relatively low risk: government bonds, deposits, and current accounts.81 In 

addition, insurance companies try to disperse the risks involved in their exposure to the capital market through 

exposure to alternative inves�tments, such as real es�tate and direct loans (about 17 percent of the inves�tments), which 

reduce their direct (and immediate) dependence on the capital market�s results.82 In addition, their exposure to the 

hotel and tourism indus�try and to the trade indus�try�the indus�tries mos�t a!ected by the current crisis�is negligible 

(about one percent of total credit).

The "ve larges�t insurance companies reported a loss 

of about 2 percent in their tradable nos�tro portfolio in 

the "rs�t quarter of the year, and the loss has been almos�t 

completely o!set by increases in capital markets since 

the end of March. In addition to the risk of impairment 

of the value of the nos�tro portfolio due to declines in the 

markets, insurance companies are also exposed to the 

risk of impairment of assets in �pro"t sharing� plans, 

which were sold between 1991 and 2003. Although in 

those policies, the inves�tment risks are incurred by the 

policyholders, the realization of those risks prevents 

the insurance companies from collecting variable 

management fees on them83, a signi"cant source of 

pro"t for them. The es�timated management fees that 

will not be charged due to the negative real return until a 

cumulative positive return is achieved is�according to 

the "ve larges�t insurance companies, as of the beginning 

of June�about 17 percent of the management fees they 

charged in all of 2019.

According to the es�timates by the "ve companies 

and to the bes�t of their knowledge to date, both in the 

area of general insurance and in the areas of long-term 

savings and health, they do not have signi"cant direct 

insurance exposures to the e!ect of the COVID-19, 

including with respect to morbidity and mortality 

81  At the end of March, the Capital Market, Insurance and Savings Authority issued leniencies regarding the insurance companies� inves�tments in the 

capital market, with the aim of removing inves�tment barriers in the capital market and supporting it.

82  It is important to note that these inves�tments also carry risks. They are generally less liquid than an inves�tment in bonds and s�tocks, and unlike 

negotiable equity and debt ins�truments, they are not traded on the market and are therefore valued at fair value using the model used for the revaluation 

of nontradable corporate bonds.

83  For the management of the assets in these policies, the insurance company is entitled to a "xed management fee of up to 0.05 percent of the 

cumulative assets per month, as well as to variable management fees of up to 15 percent of the real return achieved, less the "xed management fees. 

In the event of a loss, the insurance company is not entitled to the variable management fees, until the cumulative loss is covered.
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rates84However, the companies have reported an increase in withdrawals by insured clients and policyholders from 

individual savings policies, advanced s�tudy funds, pension funds, mutual funds, and provident funds85, but they 

emphasize that in general the saving public is showing res�traint, and the extent of such withdrawals is not signi�cant.

The companies add that the continued morbidity and the shutdown of large parts of the Israeli and global economy 

may, by their very nature, accentuate the negative consequences for the companies� activities, as described above, as 

well as other parameters that may be a"ected later, such as increased insurance claims, in particular claims of loss 

of work capacity, a decrease in future income from premiums and pension contributions collected from employees 

and the self-employed who have los�t their jobs, etc.�e"ects the extent of which the companies cannot es�timate at 

this s�tage.

The reinsurers es�timate that they are also expected to su"er heavy losses as a result of the COVID-19 pandemic. 

It should be noted that the exposure of all of the !ve larges�t insurance companies to reinsurers rated A and above (out 

of all reinsurers to which they are exposed) is greater than 99 percent.

During the crisis, the Capital Market, Insurance and Savings Authority issued a number of leniencies for the 

bene!t of the insurance companies. The mos�t signi!cant of these deals with the method of measurement of their 

liabilities�the liability adequacy tes�t (LAT).86 The risk-free interes�t rate curve serves as the basis for es�timating 

the actuarial provisions in the !nancial s�tatements of insurance companies and pension funds. This is in addition 

to the determination of liabilities according to fair value in calculating the capital requirement of the companies 

within the framework of �Solvency II�. Since the end of 2019, the risk-free interes�t rate curve has continued to 

decline, and recently, due to the outbreak of the COVID-19 virus, even more so. A decline in interes�t rates means 

higher actuarial provisions. This is especially true for long-term life insurance and long-term care insurance. If the 

leniencies published by the Commissioner of Insurance in the draft are approved, the e"ect of the interes�t rate will 

be mitigated, which may lead to a retroactive increase in the pro!ts of the insurance companies for 2019 and to an 

o"setting of the expected losses from the low interes�t rate.

4. Risk scenarios for the �nancial sys�tem

In this section we present the main economic risk scenarios that we believe can adversely a"ect the !nancial sys�tem 

in Israel. The risk scenarios presented in the report are selected according to the probability of their realization and 

the damage they may cause to the Israeli economy, given its unique characteris�tics and its nature as a small and open 

economy. The selection of risk scenarios is based on: (a) a subjective assessment by the Bank for Israel�s Financial 

S�tability Division based on economic developments, fundamental economic factors, the economic background 

conditions in which the !nancial sys�tem operates, and the intensity of its vulnerability should the risks materialize; 

(b) forecas�ts of short- and medium-term developments; (c) reviews and reports of international entities such as the 

IMF.

84  The above es�timates in the areas of long-term savings and health are based on assumptions of a baseline scenario regarding the actual infection 

rate of the virus and exis�ting information regarding morbidity and mortality rates from it. We emphasize that there is no certainty or complete reliable 

information regarding these assumptions.

85  The Capital Market, Insurance and Savings Authority provides relief for savers who take out loans agains�t their savings in order to minimize 

withdrawals from savings funds.

86  According to the leniency, the insurance company is entitled to consider, in the LAT, the di"erence between the depreciated cos�t and the fair value of 

the assets not lis�ted in the s�tatement of !nancial position at fair value, except designated bonds. According to these directives, if an external res�triction 

(for example, a regulatory directive) or an internal res�triction (for example, an adminis�trative res�triction) applies to the dis�tribution of assets to cover 

certain reserves, the assets will be allocated to certain liabilities based on those res�trictions. Otherwise, the allocation will be made in accordance with 

the documented allocation procedure to be determined by the company, or in relation to the size of the reserve.
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The Financial S�tability Report for the previous half-year emphasized the following risk scenarios: 1) the housing 

market�a sharp and rapid decline in housing prices; 2) the �nancial assets market�a sharp decline in the prices of 

bonds and all �nancial assets; 3) private debt�deterioration in �nancial conditions; 4) the global environment�a 

wave of rating downgrades for companies with low inves�tment ratings.

In the face of the COVID-19 epidemic, the mos�t signi�cant risk scenario is a signi�cant wave of res�trictions, 

another lockdown due to the epidemic, and a severe impact on real activity. Such a wave may be more challenging 

than the �rs�t, for several reasons: the depletion of security cushions and reserves of business and �nancial entities 

due to the sharp decline in economic activity in the �rs�t wave of res�trictions; close to 15 percent of bank credit is 

under deferral of repayments at the reques�t of borrowers so that in the fall, a period when the risk of the epidemic, 

and with it the res�trictions, is higher, it will be necessary to again deal with the deferred repayments; governments 

will be forced to take further s�teps to encourage the economy, resulting in a further increase in government de�cits 

and debt; and the expectation that central banks will take additional, and maybe even more extreme, monetary 

accommodation measures, which may encourage the underpricing of risks in the �nancial markets. The gap that has 

apparently opened between the real data around the world and �nancial asset prices has increased the risk, and the 

realization of the risk scenario could trigger further deterioration, which would impact the �nancial sys�tem through 

all channels of exposure. Added to this risk scenario and the high level of uncertainty is the di"culty in passing the 

s�tate budget, all in the mids�t of the crisis.
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Box 1

1

The COVID-19 crisis is an unprecedented shock to Israel’s economy. Households, businesses, and the government 

 recent activities of 

overall endure this challenging period.

Return markets to their full functioning;

Supply households and businesses with immediate access to credit.

of Israel decided to intervene in the markets in order to ensure their proper functioning. In the assessment of the Bank 

led to those markets not functioning fully. Therefore, after a meeting of the Monetary Committee on March 14, the 

On March 15th, the Monetary Committee decided to purchase government bonds in the secondary market, and to 

liquidity into the economy and to make sure that the government bond market was functioning appropriately. 

On March 16th and 18th, the Bank of Israel announced that it would carry out up to $15 billion of dollar/shekel 

immediate dollar liquidity to the economy was made possible by the foreign exchange reserves built up by the 

1 

The full speech and accompanying presentation are available on the Bank of Israel website.
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the shekel/foreign exchange swap market, while in parallel the US Federal Reserve began to supply dollar liquidity 

to central banks worldwide, and the exchange rate returned to near its pre-crisis environment.

The negative impact on the revenues of businesses and households created an urgent need for credit for some 

for wide parts of the business sector (corporate bond yields) and of banks increased, which had a direct impact on 

On March 13th

government bonds—triple (or double in market value terms) the amount of bonds that the Bank purchased 

Two weeks later, in view of the accumulating evidence of the continuation of the crisis and the expectation of a 

considerable decline in demand and income for many households, as well as the marked adverse impact on asset 

of its scope, eased the burden for a large portion of borrowers whose loans were indexed to the Prime rate, and 

In parallel with these actions, the data gathered together by the Banking Supervision Department showed that 

credit to small companies declined.

The Monetary Committee decided to launch a special NIS 5 billion program3 to provide an incentive for the 

banks to extend credit to such businesses, and announced that the Bank of Israel would provide 3-year monetary 

small businesses. By the end of May, NIS 4.6 billion had been provided to such businesses within this framework.

credit policy, which was liable to adversely impact attempts to get through the crisis, the Bank of Israel chose a 

 

3  https www.boi.org.il/en/NewsAndPublications/PressReleases/Pages/ .aspx
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range of measures to provide the banks with an incentive and to enable them to increase the supply of credit. In 

In view of the concern that expected credit losses would bring the banks closer to the minimum capital 

adequacy ratio, the required capital adequacy ratio was reduced by one percentage point, while banks were 

for all sectors of the economy. Within the framework of the outline, more than NIS 6 billion in payments 

have been deferred.

of employment and growth.

In accordance with the declared goal, the Monetary Committee decided at the beginning of July on a set of 

This set of additional tools—mainly purchasing corporate bonds on the secondary market4, a renewal of the 

support the pass-through mechanism to credit in the economy.

With that, in parallel with the range of tools implemented by the Bank, we reiterate that the real, as opposed to 

4 

policy to the credit market by lowering
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Box 2

and continued improvement in the labor market since the Global Financial Crisis. Despite the increase in 

the volume of credit in recent years, the quality of lenders’ credit portfolios was good, particularly bank 

crisis.

The crisis dealt a severe blow to the employment and wages of many self-employed individuals and em-

-

out academic degrees, unskilled laborers, older workers, younger workers,  (ultra-Orthodox), and 

borrowers to service their debt.

the Banking Supervision Directive, a rate that indicates a high risk level.

make it easier for the households to get through the crisis. However, at the end of the program, some house-

would mean an extension of the lifespan of the loans.

employ workers with lower education levels and relatively low productivity levels, who may remain un-

employed for longer. The longer the unemployed remain without employment, the less chance they have of 

regaining employment.

long-term savings in pension funds. A slowdown in the increase of home prices moderated the increase in the value 

at a high rate, mainly due to the rapid increase in housing credit.
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of all indices of bank housing credit1

from mortgaged properties and the sale of such properties to repay debts.  According to an examination carried out 
3

1 

 

3 

Real assets NIS billion
As a share of 

total assets

Annual rate 

of change

Households' liabilities and 

net value
NIS billion

As a share of 

total 

liabilities and 

equity

Annual rate 

of change

Real estate
a 3,686 52% 2.5% Mortgages 360 5% 6.8%

Vehicles 131 2% 4.8% Consumer credit 197 3% 2.6%

Total real assets 3,817 54% 2.6% Total liabilities 557 8% 5.3%

Financial assets NIS billion
As a share of 

total assets

Annual rate of 

change

Cash and deposits 627 9% 5.2%

Securities excluding shares 183 3% -23.6%

Shares 478 7% -4.6%

Mutual funds 280 4% 16.6%

Insurance reserves
b 1,496 21% 1.9%

Various receivables/payables 167 2% 5.9%

Total financial assets 3,231 46% 0.9% Equity
c 6,491 92% 1.5%

Total assets 7,048 (100%) 1.8% Liabilities and equity 7,048 (100%) 1.8%
a
 Real estate holdings as of mid-year.

Table 1: Balance of Israeli Households' Assets and Liabilities, 2018

(NIS billion, current prices, month-ends)

c
 Net value: total assets minus total liabilities.

b
Including life insurance, provident funds, and pension funds.

SOURCE: Based on Central Bureau of Statistics.

2019 Change from 2018

Real estate 3,780 2.6%

Vehicles 141 7.5%

Total real assets 3,922 2.7%

Mortgages 386 7.2%

Consumer loans 202 2.5%

Total liabilities 588 5.6%

SOURCE: Based on Central Bureau of Statistics.

Table 2: Households' real assets and liabilities, 2019
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respect of the provision of credit. Of those, 63 percent were in respect of bank credit, 19 percent were in respect of 

nonbank credit, and 18 percent were in respect of credit from credit card companies.4

nonbank credit and credit from credit card companies was accompanied by an increase in their share of enforcement 

As the household balance sheet shows, a lot of money is held in liquid holdings—cash and deposits. According 
5, 

without opening savings plans. This is compared with 66 percent of respondents who noted that they do have liquid 

employees.6

months (59 percent of the self-employed and 46 percent of salaried employees, Figure 1).

4 

5 

employees and about half a million self-employed workers or microbusinesses employing up to 5 people).

6 
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7

large proportion of  (ultra-Orthodox) workers, women, younger workers, and workers without an academic 

education—population groups whose wages are lower than average—among those who were shut down. For 

8

where two wage-earners were shut down is greater among households with low income levels.

9

(in accordance with age), but they only partially compensate for the wage the worker earned prior to the crisis. 

 Among the workers who 

remained employed during the crisis, not all of them managed to maintain their wage level, mainly due to the decline 

7 

8 

9 

workers beyond retirement age and the self-employed.

 

billion were paid out.
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in their scope of employment and the cancellation of overtime hours, bonuses, shifts, and so forth.11 The income of 

adversely impacted, although to a lesser degree, due to the absence of overtime. According to a Central Bureau of 

all salaried employees in the economy prior to the crisis, 19.3 percent of salaried employees in the survey population 

of May, the rate dropped slightly to 46.5 percent.13 The survey also showed that the economic situation of about 46 

percent of the population worsened due to the COVID-19 crisis. The level of public optimism increased between the 

increased with their income levels.

loan repayment deferrals according to an outline formulated by the Banking Supervision Department. The possibility 

deferral.14

do so until the end of October for a period of up to half a year. Regarding consumer loans, the deferral period was 

extended by a further three months (with no bank discretion). According to Banking Supervision Department data, 

mortgages), accounting for about one-quarter of mortgage balances.15 In addition, payments were deferred on about 
16

11 

in their income (to full loss) in March and April.

  According to data from the sixth wave of the survey, which was conducted in mid-June.

13 

14 

15 

contract).

16  For more information on the topic, see Box 1.7 of the 
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opportunity. The volume of such loans increased from NIS 375 million in February to NIS 468 million in March, but 

to the February level).

income in the three months prior to being put on unpaid leave or prior having his scope of employment reduced 

COVID-19 crisis is over, at the same income level he had prior to the unpaid leave, and provided that the payment-

The halt in economic activity also had an impact on households’ expenditure side. According to Central Bureau 

and of services, and in Israelis’ consumption abroad.

the Passover vacation to the end of April was accompanied by an increase in daily expenditure, such that the decline 

fuel, transport, electricity, clothing and furniture. An analysis by the Bank of Israel Research Department shows that 

the level of total credit card purchases at the end of May and beginning of June was, on average, close to the value 

Education services 701 794 987 1,044 995

Culture, sport, and entertainment 132 239 326 410 652

Vacation and trips 50 107 156 179 213

Hobbies, sports equipment, and camping 175 131 166 185 224

Public transit 114 93 76 87 81

Personal services and cosmetics 48 48 90 109 165

Monthly total 1,220 1,413 1,801 2,015 2,331

Yearly expenses:

Travel abroad 2,589 4,702 7,680 12,667 21,382

Total savings 3,808 6,115 9,481 14,681 23,713

SOURCE: Based on Central Bureau of Statistics Expenditure Survey.

Monthly expenses:

Table 3: Average household expenditure, selected consumption items, by income quintile, 2017-18 average

(NIS)

Lowest 

quintile

Second 

quintile
Third quintile

Fourth 

quintile

Highest 

quintile
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Households that absorbed a decline in income may reduce expenditures on the purchase of durable goods in the 

mortgage payments will be required to make higher payments in the future, since the amounts deferred will be spread 

over the remaining original lifespan of the mortgage.

. A decline in household income may increase the monthly payment to income (PTI) 

17 

percent, the average payment-to-income rate should not exceed the maximum rate set out in the Banking Supervision 

directive, a rate that indicates a high risk level. A greater decline in income may lead to a dangerous increase in the 

in the Prime-indexed track.

as a result of the increase in the likelihood of remaining unemployed. According to the Research Department’s 

17 

is also possible that the income of those households that took mortgages with a higher PTI has increased since then. In addition, their debt balance 

payments on such mortgages declined markedly, together with the PTI ratio.
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(salaried employees and self-employed) who are temporarily absent from work for all or part of the week for reasons 

for reasons connected with the pandemic was also more than a quarter of all employed people.

The Employment Service publishes monthly unemployment data at the locality level (excluding small localities), 

in the Labor Force Surveys). According to these data, the unemployment rates increased in all localities, but there are 

The share of the mortgage portfolio in each quintile of localities is calculated from data on the total mortgages 

properties, because those who actually live in such properties are residents of the locality, and the income of the 

18

18 
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18.6 percent. (The overall average is even lower—17.7 percent.)

. An adverse impact to households’ income may increase the volume of consumer 

credit that is not repaid, and the chances of failing to repay consumer debt is higher than it is for housing debt, since 

1 2 3 4 5 6 7 8 9 10

9.4 18.1 22.8 25.9 34.5 31.9 39.8 38.3 37.6 33.5

SOURCE: Based on Central Bureau of Statistics Expenditure Survey.

Table 4: Mortgage payers as a share of households, by income decile, 2018 (percent)
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entities. Easing the process of declaring bankruptcy pursuant to the Payment Default and Economic Rehabilitation 

19

exemption after they got into a situation of default reached that point because of unemployment or loss of income. 

debt because of unemployment.

number of infected people. The current crisis is unique, in that the Israeli economy has gone through many wars and 

military operations, but has never reached such a widespread shutdown of economic activity for such a long period. 

chains have reopened. It is reasonable to assume that as a result of the losses during the lockdown, many employers 

to service debt may force the public to lower consumption.  (See also Box 4.1 of the Bank of Israel  

that it will need to make in its current expenses will be. Lowering expenses on private consumption will increase 

will make credit more expensive, and will apparently reduce consumer credit. Third, purchasing patterns themselves 

due to convenience, and perhaps even out of habit due to the increase in such purchases during the lockdown (see 

Box 6 in this report). The transition to Internet purchasing, which began long before the COVID-19 crisis but may 

and maintenance, packers and delivery workers, couriers, and so forth may increase.) The transition to working from 

home may also have an indirect impact on consumption due to a decline in the demand for public transit services 

apparently consumes less in total.

19 

 

employed and 18 percent of salaried employees reported that they have no debts to repay each month beyond living expenses and current payments.
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,

who do not remain unemployed for long periods.

productivity, who may remain unemployed for longer periods. The longer people remain unemployed, the lower 

their chances of returning to employment. Therefore, in order to return those hurt by the crisis to employment, 

the current labor market.

 

percent. Fourteen percent of the companies reported the dismissal of more than 15 percent of their employees, more than one-third of the companies 

put employees on unpaid leave, and one-third of companies lowered wages.

  For more information, see Box 4.1 of the Bank of Israel 

  For a discussion on the matter, see Chapter 5 of the Bank of Israel 
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Mutual funds, which prior to the crisis had held about one-third of the corporate bond market, experienced 

-

funds.  Aside from this, many companies announced bond buyback programs at high amounts, thereby 

were of relatively low amounts.

recovery of spreads on highly rated bonds, and the closure of the gap in spreads relative to the US, began 

later on also helped to close the yield gap relative to other countries.

 -

cording to the local ratings scale.  In other countries, the relative number of companies that had their ratings 

lowered during the same period was higher.

Corporate bond prices began to recover on March 18, but even after the period reviewed in this box, the 

digit.

On July 6, the Bank of Israel announced that it would purchase corporate bonds in the secondary market to-

taling NIS 15 billion.  The aims of the program are to ensure the continued proper functioning of the corpo-
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business credit from the banks increased during the same period by about 1.7 times.  

corporate and government bond yields with similar indexation types and durations increased to a high level (Figure 

1), partly due to massive withdrawals from the provident funds, which were main players in that market.  However, 

1  

(Abudy and Wohl, 

3

1 

 

and therefore liquidity in the market, precisely at times of increased volatility, when liquidity is necessary.

3 

algorithmic trading as a share of this market may contribute to a worsening of declines in corporate bond prices in the case of a negative shock 

(Bank of Israel, 
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of the economic impact, corporate bond prices in various countries declined, and their spreads relative to similar 

government bonds increased.

4 in Israel5 began 

recovery of low-grade bonds in Israel was slower, with the gap in spreads (after conversion to the international rating 

4 

5 
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scale) between them and their equivalents abroad closing only at the beginning of April (Figure 3).

measures adopted in order to deal with the economic crisis.  In order to examine this, we looked at the yield gap 

between Israel (after conversion to the international rating scale) and the US, separately for each rating group, 

The Figure shows that the recovery in spreads on high-grade bonds, and closing the yield gap between them and 

6  It is worth noting that at that time, other countries also began taking 
7  It 

by the Bank of Israel’s measures in the government bond and foreign exchange markets, which eased the liquidity 
8  The easing of the 

relatively liquid shekel assets such as high-rated corporate bonds, in order to purchase foreign exchange and provide 

collateral.

6 

liquidity, which had an adverse impact on the proper functioning of many markets around the world, and in particular had an adverse impact on the 

7 

Purchase Programme), which succeeded in halting the increase in corporate bond spreads on the continent, but did not reverse the trend.  In the US, 

which supported the recovery of the markets.

8 
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spreads between low-grade Israeli bonds and their equivalents in the US.  This gap was completely closed after the 

implement the new monetary policy tool of issuing credit to the banks that would be directed toward the provision of 

(Measure 7 in Figure 4).
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A group also reached double digits9, which is not expected to enable a recycling of debt (Figure 5).

bonds of oil and gas exploration companies also increased sharply during the crisis, and remained high.  This was 

mainly due to the decline in global energy prices during the crisis.  The bonds of trade and services companies were 

11

9  The weighted average according the bonds’ market value.

 

BBB group).

11 
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by market players.  On the other side of the scale are the banks, where the yield spreads on their bonds increased 

was supported by the recovery in the markets due to Bank of Israel measures that supported liquidity in the markets, 

capital requirements of Israeli banks.  As expected, bank shares responded positively to the announcement.  However, 

due to reduced capital requirements, also responded positively to the announcement.  Following the announcement, 

13  The positive response 

of all bank securities to the reduction in capital requirements should show that the Banking Supervision Department’s 

announcement motivated market players to re-evaluate the risk of Israeli banks.  The announcement was perceived 

in the banks’ leverage as a result of the new leniency.14

 

13  For COCOs issued by the Israeli banks, Tier 1 capital at a level of 5 percent.

14  An alternative explanation is that, in the market’s assessment, the Bank of Israel’s announcement increased the likelihood that it would support 

of Israel would indemnify not only depositors but also the holders of bonds, COCOs, and even shares of the banks.  This alternative explanation 
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April and May, with debt issues totaling NIS 6 billion in April and NIS 5.7 billion in May.  These amounts were 

linkage payments) occurred in those months.

of the total capital issued during the crisis (Figure 11), while they accounted for 38 percent of the bond market 

15

Alongside the focus on high ratings, the yields to maturity of bonds issued are highly heterogeneous, ranging from 

15  More than 3 percent if we exclude the banks and insurance companies.
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The main bondholders in the Israeli market are the public, 

in their relatively holdings in this market in recent years 

reduced their share of the corporate bond market, partly 

a negative light; and the recommendations of the Hodek 

the corporate bond market peaked prior to the COVID-19 

announced that in case of a crisis, the public may reduce its 

mutual fund holdings, thereby leading to a worsening of a 

negative shock in the corporate bond market.  (See the Bank 

of Israel’s 

 

vice-versa.16

developing following the Bachar reform that removed the provident funds from the banks’ management.  In addition, 

perhaps the high yields in pension savings channels in previous years made it easier for savers to absorb the declines 

today’s older savers tends to be more solid, thereby lowering their sensitivity to developments in the market.  This is 

(Figure 14).  Total net withdrawals from the mutual funds reached about NIS 45 billion at the peak of the crisis.  In 

16 
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number of articles from recent years showed that withdrawals in the mutual fund market may worsen developments 

in corporate bond funds, which worsens crises in the corporate bond market.  An examination of net withdrawals 

from corporate bond funds in Israel at the peak of the crisis shows that, as per the expectations of these articles, the 

less-liquid funds absorbed sharper price declines.  One hypothesis is that these funds were forced to sell bonds at 

expectations.

greater than that of the mutual funds, which are many times committed to a relatively rigid asset allocation.  We can 

therefore expect that these entities would act in the opposite direction to the mutual funds—purchasing corporate 

bonds in order to take advantage of the opportunities created by the mutual funds’ pressure to sell.  

17  

17 
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companies, and pension funds18) and the mutual funds were 

withdrawals, dramatically reduced their holdings of corporate 

worth of corporate bonds in March—about 3 percent of the 

total market value of corporate bonds, and close to the average 

and are therefore not exposed to liquidity risks, and which have 

sales made by the mutual funds (Figure 15).19

20

As we have seen, massive deposits forced the mutual funds to 

redemption relative to the risk inherent in them include the companies that issued those bonds.  The companies 

public.  Therefore, a company’s announcement of a program to purchase its own bonds or its actual purchase of them 

which, according to securities regulations in Israel, are supposed to be published by the end of March, the buyback 

of securities could be considered as using internal information.  In view of the crisis, the Israel Securities Authority 

18 

sharing insurance policies, and the data on the various pension funds.  In general, the subtypes included in each of these three groups showed similar 

behavior in the examined months.

19 

 https blog.tase.co.il/

-

/ (in Hebrew) 
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execute buyback programs based on them.  From the beginning of April, the number of approvals for bond buyback 

programs declined, and from April 7 until the end of May, only two such programs were approved.  The decline in 

increases in the market, which lessened the need for positive signaling on the part of the companies and/or the 

worthwhileness they attributed to purchasing their own securities in the market.

A bond buyback program is not binding, and the company can purchase less than the maximum amount announced 

Israel can also make ad-hoc purchases of bonds without a pre-announced purchase program.  An examination of 

actual bond buybacks since the beginning of the crisis shows that 31 companies made buybacks totaling about NIS 

but it includes buybacks by manufacturing companies as well, and does not include purchases by biomed companies 

(Figure 17).
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seems that bond buybacks are also more common during periods of crisis, when expected volatility increases (Levy 

signal in the announcement of the buyback program.

the prices of similar government bonds can be used to derive how likely various players in the capital market 

risk, meaning they do not demand compensation in the form 

of excess yield in order to hold a more risky asset, and that 

prices do not include compensation for the lower liquidity of 

be taken into account is what repayment bondholders can 

expect in the case of default (loss given default).  Based on 

and about one-sixth of companies with bonds traded on the Tel 

with the bond terms and would default (Figure 18).  This is a 

high rate among all companies, and higher than during normal 

expected to default on the basis of the pricing of their bonds at 

 

are common simplifying assumptions that enable us to gain some insight into market assessments.
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—carried 

ratings activity was carried out at the beginning of March, apparently due to the time required for the ratings agencies 

above).

the rated companies prior to the crisis.   Twenty of the companies had their ratings downgraded by Maalot, and 

already announced that it could not repay its debts, and which was suddenly downgraded to CCC; Medley Capital 

Corporation; and Delek Group, whose rating by Midroog was downgraded 14 levels, after which it immediately 

crisis (Figure 19).

 

  Of those, the ratings of two companies were lowered by both ratings agencies.
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Other than ratings downgrades, the ratings companies put 17 additional companies on negative creditwatch outlook 

  Being put on a negative creditwatch outlook means that in view of uncertainty 

with negative potential, the ratings agency examines the company’s rating beyond the ongoing examination, and a 

downward change in the rating is possible in the short-to-medium term.

concern that the rating will worsen in the medium term.  In parallel, two ratings were issued for companies that 

uncertainty throughout the economy, no credit ratings were upgraded during the examined period, none of the ratings 

, and no company was put on a positive creditwatch outlook.

world

31

 

 

 

  Including the issuance of a rating for a new bond, which was identical to the issuer’s previous ratings.

 

  https www.moodys.com/newsandevents/topics/COVID-19- -

  https www.spglobal.com/ratings/en/research/articles/ -COVID-19-COVID-19-related-public-rating-actions-on-non- -

corporations-to-date-11393186

31 
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the rates of about 18 percent of the companies in Israel were downgraded, compared with 31 percent of companies 

(Figure 4 above).  In parallel, the spreads between yields to maturity on corporate bonds and similar government 

markets can explain the gap in the development of bond ratings during the crisis.  It may therefore be that the ratings 

33

The ratings agencies are supposed to help reduce the asymmetry of information between companies and their 

information on the companies may not have passed to the market.  If the information is relevant, it may be discovered 

in the form of future ratings downgrades or other means, and it may then have an adverse impact on bond prices.  

to a change in the companies’ fundamental data (Kliger and Sarig, 

term, lead to sharper declines in bond prices, and perhaps also of share prices.

  https www.moodys.com/newsandevents/topics/COVID-19- -

33 
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Companies’ abilities to deal with their debts to bondholders 

depends not only on their solvency, but also on their 

expected repayment load in the short term, compared with 

the liquid sources available to them.  Companies that rely 

activity in the debt market.  The more pressing problem 

the real economy, which creates uncertainty regarding the 

which led to a partial or complete shutdown of activity for 

a varying and sometimes unknown period, which in turn 

such a situation, the expected repayment load is of particular 

importance.

repayment schedule in the coming months seems relatively 

3 billion of which are bonds traded at a yield spread of more than 5 percent above similar government bonds.  

bonds were trading at a two-digit yield34

35

34  The weighted average of the various bond series of each company, weighted according to the total par value of each series.

35  A large part of the gap between the number of companies with high yields and the total high-yield debt is due to the banks and insurance 
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decided on an additional set of measures that would continue 

crisis.  These measures included a resumption of the special 

program to expand the supply of bank credit to small and 

the variety of assets the banks could provide as collateral 

corporate bond purchase program in the secondary market.  

As part of the corporate bond purchase program, the Bank of 

Israel announced its intention to purchase corporate bonds in 

to ensure the continued orderly operation of the corporate 

which companies raise credit in the capital market, and free 

announced that it would purchase bonds totaling NIS 15 

billion on the basis of a broad benchmark of securities.  The 

benchmark covers about 75 percent of the corporate bond 

market value, and includes only companies that are rated A or higher.  It does not include bonds of foreign companies, 

the banks.  In the days following the Bank of Israel’s announcement of the corporate bond purchasing program, debt 

36

that the purchasing program is helping companies raise new credit in the primary market.

36  Six of these companies announced a potential planned issuance before the Bank of Israel made its announcement, but the timing and execution of 

the issuance may have been positively impacted by the Bank’s announcement of the purchase program.

Natalie Leonard
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The implementation of the methodology presented in this box in a severe scenario, which includes, among 

-

o 

smaller the company is, the more leveraged the company is, and the lower the company’s Tobin’s Q 

value is.

o 

o 

An analysis of bond yields shows that the market is pricing in the risks from the companies’ fundamentals, 

on the demand side, both directly due to the reduction in consumers’ mobility, and indirectly as companies reduced 

their activity, leading to an increase in unemployment that in turn led to a decline in consumption.

of varying intensity.
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weighting its liquidity level.  It assumes that the company will be able to service its liabilities only on condition that 

adversely impacted.
1, given various intensities 

current period (liquidity).

This is mainly due to the tremendous uncertainty prevailing even in the short and medium terms regarding how the 

  

3 In 

4

The decline in the volume of company income is expected to lead to a similar decline in the volume of its variable 

5

1 

 

3 

4 

5 
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In view of the crisis and the increase in companies’ risk premia, the price at which they can raise debt increased.6  

7

and under each scenario.8

As part of the work, a number of scenarios and simulations were conducted, through which the vulnerability of 

from here onward are presented on the basis of one scenario, in which we assume that during the period from July 
9

debt (as outlined in the Methodology section above).

inventory) and current liabilities—is less than 1.

they are expected to have to use their equity.  In this context, we calculated the rate of companies—in terms of 

-

ing degrees of intensity).

6 

7 

8 

9 

 

the decline in companies’ payments to their suppliers and other creditors.
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companies from the biomed and mining and quarrying (mainly companies dealing with oil and gas exploration) 

11

and may default.  A third possibility is that the company does not have a liquidity problem, but as a result of the 

11 
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SOURCE: Bank of Israel calculations.

Figure 1
Industry Distribution of the Public Companies in the Resilience Analysis, by Number of Companies, Volume of Debt, 
and Market Value

Number of companies

Commercial real estate companies are responsible for more than half of the financial debt of all companies analyzed.
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Reasonable/high Low

Reasonable/high 206 44

Low 14 22

SOURCE: Bank of Israel calculations.

Table 1: Companies categorized by liquidity and financial 

strength, after validating the model

Scenario assumptions: a medium abatement coefficient to the shutdown 

rates, a return to the shutdown rates in the fourth quarter of 2020, and an 

increase in financing expenses for companies that are expected to recycle 

their debt

Liquidity capability

Financial strength
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the correlation between the rate of companies for which 

the crisis.

at the end of April through a linear regression on a dummy 

in Table 3, and show that there is a positive correlation at a 

framework in this box, and corporate bond yields since the 

 Forecast ratio of EBITDA to

financing expenses is lower than 1

Forecast impact to equity 

exceeds 30 percent

Size
-0.378***

(0.091)

-0.251***

(0.055)

Leverage
2.188***

(0.649)

1.817***

(0.448)

Rapid ratios
0.005

(0.031)

0.003

(0.004)

Relative market value
-0.430**

(0.198)

-0.446***

(0.128)

Dummy variable for industry Yes Yes

R
2 0.309 0.302

Dependent variable

SOURCE: Bank of Israel calculations.

Table 2: Probit regression of the likelihood of encountering cash flow difficulties or an 

impact to capital in 2020 as a direct result of the financial characteristics
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adverse impact on economic activity, including business sector activity.  This box developed a tool through which we 

percent with the yields on the corporate bond market.

companies.

Yields to the end of March Yields to the end of April

Forecast impact of more than 30 

percent

0.017*

(0.009)

0.008*

(0.005)

Size
-0.016***

(0.003)

-0.011***

(0.002)

Leverage
0.091***

(0.027)

0.074***

(0.028)

Rapid ratios
0.001

(0.001)

0.001

(0.001)

Dummy variable for industry Yes Yes

R
2 0.472 0.507

Observations 124 124

Dependent variable

SOURCE: Bank of Israel calculations.

Table 3: OLS regression of the correlation between bond yields in March and April and 

the forecast impact on the company's equity
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Box 5

-

tion, the government and the Bank of Israel, like other governments and central banks worldwide, took 

pandemic and to reinforce the banks’ resilience. 

-

Finally, the group of scenarios that we examined revealed the importance of households and small and 

Bank of Israel’s attention. 

banks worldwide expanded the array of tools used to support businesses and households that are in the eye of the 

households to service their debt and improve their immediate liquidity ratio. 

1

1  of the importance of increasing 

points of vulnerability in the intermediate and long terms. 
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 The 
3 for the 

banks below the required capital adequacy ratios. 

econometric models, but rather on the direct evaluation of the adverse impact—according to various scenarios—to 

variables but rather only direct assumptions regarding the rates of loss. Therefore, during a period in which the 

and its Banking Supervision Department) have adopted a series of measures to support the supply of credit to the 

the crisis.4

BCBS). All of these initiatives have one feature in common, namely the adoption of policy that is less focused on 

 

3  In this context, see the Fed’s , 

4 

policy management, such as regulatory capital, are based on accounting value, they are liable to encourage the banks to behave in a more procyclical 

manner at the end of the day. COVID-19 has increased these concerns. 
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later on. 

should be temporary. Transparency is the key in meeting this guideline. 

programs to defer the debt payments of households and businesses, and the provision of government guarantees. In 

requirements. 
5 

The Basel Committee has recommended that the banks should take the extraordinary support measures into account 

when calculating their ECL. It also presented a number of revisions to the transition arrangements for regulatory 

treatment of ECL. 

and analysis that is reasonably accurate, reliable and future-looking, which means that the task of producing detailed 

5 á

)

were on the verge of 

Principles in the US (US-GAAP), with the goal of adopting a future-looking approach in the calculation of credit losses. The aforementioned codes 



BANK OF ISRAEL

6 When using 

7 

8

9

data represent a long-term perspective and are free of bias. 

-

ernment support measures declared and implemented in all of the countries. 

6 

7  The accounting model currently used by the banks in Israel to calculate credit loss provisions is an outdated model that is based on the loss that has 

,

that is recorded for large balances that were examined individually. This is also 

, 

group calculation. 

8 

.

9 

.
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year, despite the level of uncertainty in the background. 

of uncertainty due to the lack of clarity regarding the duration and severity of the crisis.11 

out by international supervisory bodies. 

 In order to gain more in-depth 

period, we add  it to the initial capital for the period and calculate the new capital adequacy ratios, 

 Israel’s growth rate

11  Of course , but they may 

, and are liable to cause a disruption 

of the supply chain for companies that survive. The skills of unemployed workers are liable to erode, and such workers are liable to lose their long-

 

situation, the bank’s management should examine all of the information available

, and accordingly revise the qualitative 

 

OVID . 
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balance in the previous year multiplied by the total credit balance in the present year multiplied by a lower risk 

provision for credit losses within income, which is used to generate various scenarios, as will be explained below. 

(divided into housing loans, credit cards, and other), private banking (divided into housing loans, credit cards, 

By adding up the net income after credit loss provisions, adding the other types of income as presented in the 

negative, we also assumed that there is no tax, so that we subtracted the result from capital, as described above. It 

should be noted that the calculation uses annual rates of loss, and we therefore divided the results by 4 in order to 

obtain the expected loss per quarter. 

Table 1: Profit and Loss Statement items

1 Divided by activity segment

2 Divided by activity segment

3 Divided by activity segment (1-2)

4 Divided by activity segment

5 Divided by activity segment (3-4)

Noninterest financing 

income

Uniform assumption throughout the test - 

90 percent of the pervious year

Fees
Uniform assumption throughout the test - 

90 percent of the pervious year

Other income
Uniform assumption throughout the test - 

90 percent of the pervious year

Total noninterest income Sum of the three previous items

Salaries and accompanying 

expenses

Uniform assumption throughout the test - 

90 percent of the pervious year

Building and equipment 

maintenance and 

depreciation

Uniform assumption throughout the test - 

95 percent of the pervious year

Depreciation of intangile 

assets and reputation

Uniform assumption throughout the test - 

99 percent of the pervious year

Other expenses
Uniform assumption throughout the test - 

unchanged

Total  Sum of the four previous items

8

Net interest income after loan loss provisions

Loan loss provisions

Net interest income

Interest expenses

Interest income

6

7 Operational and other expenses

Noninterest income

Pretax profit
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13, we sought an alternative source for the 

magnitude of credit losses. After looking at a number of possibilities, we focused on the one that appeared to be the 

Frank Act.14

th percentile in each segment of activity while the 
th percentile in each segment of activity.15 We calculated the expected credit losses given 

the various scenarios and the credit ratios obtained in each scenario. Furthermore, in order to identify the activity 

of shocks according to activity segment, and compared them to a basic scenario, as will be described below. 

of the credit loss provision to only the 15th

th percentile value. 

16). The table shows that the 

13 

,

threshold set by the Supervisor of Banks. Each bank calculates the location in the range, based partly 

14 

15 

th th percentile 

scenario. 

16 upon which 

, cro businesses 

would be 1.5 percentage points higher higher; and for 

ower. In cases where
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adequacy targets after a one percentage point reduction in capital at the end of March (the upper line is the capital 
17

drop to below the required level of capital adequacy. However, they come very close to the threshold already in the 

median scenario.18 

th percentile in Table 
th percentile scenario. We examined the following 

particular intervention measure or in order to identify the mix of shocks that is liable to bring one or more banks to 

below the required capital adequacy ratios. 

17  We ignore for now the individual additions to capital required of each bank according to additional supervisory processes.

18 

shock of this magnitude during two consecutive quarters is very small, and we 

quarter. 
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Card Not Present transactions as a share of total transactions increased due to government decisions to 

the crisis.

Card Not Present (CNP) transactions are transactions by payment card that are not carried out by physically 

presenting the card at the merchant’s payment terminal.  Such transactions include providing payment card details 

over the phone or by entering them on an ecommerce site on the Internet.

than transactions made with a present card.  CNP transactions expose merchants to greater risk of fraud, due to 

May (Figure 1).

to payment refunds, and in serious cases to damage to the merchant’s reputation.  On the national level, a high 

based means of payment to electronic means such as payment cards.

out that merchant acquirers will not be able to charge the merchant in a case of misuse of means of payment, even if 

transactions made by phone, while merchants will be able to choose whether to use this mechanism and be protected 

in the case of misuse, or do without it.
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the merchant.

-

ceives from the card issuer.
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totaling about NIS 348 million and immediate debit transactions totaling about NIS 117 million on that day.


