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1. THE PROFITABILITY OF THE BANKING SYSTEM
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Figure 3.1

The main contributor to the high profitability of the banks was interest income, which was the 
result of the growth in credit, the increase in the CPI and the hikes in the Bank of Israel interest 
rate. 
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Figure 3.2

The return on equity during the period being surveyed was the highest since 2006.

SOURCE:
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2. INCOME AND EXPENSE ITEMS IN THE PROFIT AND LOSS STATEMENT

,

The Bank of Israel interest rate during 2022
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Figure 3.3

In 2022, there was a noticeable slowing in the rate of growth in the surplus of interest-bearing 
assets over interest-bearing liabilities as a result of the faster increase in the latter. 

SOURCE:
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Figure 3.4

SOURCE:

In 2022, there was a significant increase in both the rate of interest income from credit to the 
public and the rate of the interest expense due to interest paid on the public’s deposits; however, 
if inflation is neutralized the effect of inflation on the interest expense is lower. 
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The interest rate spread grew somewhat in 2022; however, net of inflation the interest rate 
spread narrowed.

SOURCE:
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NetFigure 3.6

The increase in the net interest margin is explained by both the increase in the CPI and the 
increase in the Bank of Israel interest rate.

SOURCE:
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Noninterest income

Fee income 

10

Other income 

10 Th

Figure 3.7

Most of the growth in fees income reflects an increase in customers’ financial activity.

SOURCE:
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3. OPERATING EFFICIENCY
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other expenses

A 
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1Figure 3.8

During 2022, the downward trend in the banks’ efficiency ratio continued. 

1
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Given the rapid increase in the average quantity of assets, there was an improvement in average 
cost in the banking system in 2022.

1Figure 3.9

1

SOURCE:

Figure 3.10

The improvement in the efficiency ratios during the period being surveyed is the result of rapid 
growth in income and assets, in parallel to the moderate increase in operating and other expenses. 

SOURCE:
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1Figure 3.11

The increase in salary and related expenses was one of the main explanations for the growth in 
operating and other expenses during 2022 relative to the same period in the previous year.
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Years of Banking 

Supervision

OPERATING EFFICIENCY OVER THE YEARS

Supervision Department almost from the beginning of their publication. Nonetheless, 

the way in which it has been analyzed has changed over the years. Expenses, income and 

that did not include indices that captured the connection between them. 
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Years of Banking 

Supervision

Operational Coverage Ratio1 2Figure 3.12

Starting in 2006, following the change in the structure of the banking system, some 
components of the banks’ operating income diminished in size, leading to a decline in 
the coverage ratio. 
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4. THE RISK-ADJUSTED RETURN ON CAPITAL
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The RAROC according to the variance-covariance approach 21
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Figure 3.13

There is significant variation in RAROC across the banks in recent years.

SOURCE:
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1Figure 3.14

During the last three months, the shares of the Israeli banks underperformed relative to their foreign 
counterparts, although there was a sharp drop in the performance of the banks abroad during the last month. 

1

SOURCE:

The Bank Shares Index is declining at a faster rate than the Tel Aviv 125. 

SOURCE:



Figure 3.16

The MV/BV ratio of the banks and of other sectors.

SOURCE:
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Years of Banking 
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THE PROFITABILITY OF THE BANKING SYSTEM OVER THE YEARS
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1Figure 3.17

ROE over the years. 
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6. DEVELOPMENTS IN DEPOSITS

a. Deposits30

Th
Th

With the increase in the Bank of Israel interest rate, the interest rates on the public’s deposits 
also began to rise.

Figure 3.18

SOURCE:
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Starting in May 2022, funds deposited by the public grew rapidly and consistently,
reaching a peak in January 2023. 

For the first time in four years, the share of funds deposited in unindexed fixed-interest shekel deposits 
within total funds deposited was higher than for unindexed variable-interest shekel deposits.

Figure 3.19

Figure 3.20

SOURCE:
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Most of the funds deposited by the public originate from large businesses, although the other 
segments had a significant share that grew during the past year. 

Figure 3.21

SOURCE:
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SOURCE:

Funds deposited by households were divided relatively evenly by type of interest rate and 
were primarily for terms of up to three months, which yields a lower interest rate. The rate of 
transmission for household deposits is about 74 percent. 

Figure 3.22

Figure 3.23



99

SOURCE:

Figure 3.24

SMEs
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SOURCE:

The characteristics of funds deposited by SMES are similar to those of funds deposited by 
households, although there is a higher rate of transmission for this sector.

Figure 3.26

Figure 3.27
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Figure 3.28

Figure 3.29

101

Large Businesses
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102

SOURCE:

With the increase in interest rates in the economy, there began an increase in the quantity of 
funds deposited in fixed-interest deposits by large businesses, which accounted for most of the 
funds deposited starting from the midpoint of the year. Most of the new deposits were for terms 
of up to three month with nearly complete pass-through.

Figure 3.30

Figure 3.31
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SOURCE:

Figure 3.32

Figure 3.33

Institutional investors
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SOURCE:

As in the business sector, there was also an increase in funds deposited in fixed-interest deposits 
by institutional investors, such that from the midpoint of the year they constituted the majority 
of funds deposited.

Figure 3.34
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Foreign currency deposits34

In

The amount of funds deposited in foreign currency deposits also increased starting in March 
2022 reaching a peak of NIS 92 billion in November 2022.

SOURCE:

Figure 3.36
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The increase in funds deposited in 2022 was led by the business sector and in particular large
businesses, although there was an increase in the household and private banking sector as well.

With the increase in interest rates in economies worldwide, the interest rates on foreign currency 
deposits of all the sectors rose more than the interest rates on shekel deposits.

1

Figure 3.37

Figure 3.38
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The interest rate environment worldwide led to an increase in the interest rate on the deposits
of the public worldwide, although the transmission was only partial.
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Figure 3.39
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SOURCE: SOURCE:
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The rate of transmission in Israel is among the highest worldwide: it is significantly higher than
in the US and the EU, it is similar to that in the UK and it is only somewhat lower than in Australia.

Figure 3.40

SOURCE:
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b. Credit granted by sector37
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During the year, there was an increase in the average interest rate on credit provided on the Prime track to all 
the activity segments and on credit to households, following the increase in the Bank of Israel interest rate. 

Figure 3.41

SOURCE:
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With the increases in the Bank of Israel interest rate, there was a slowdown in the granting of credit
(at the prime rate of interest) in most of the activity segments. 

Figure 3.42

SOURCE:
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Salaries and related expenses

Figure 3.43

SOURCE:

Salaries and related expenses constitute the main component in the banks’ operating 
and other expenses*

Maintenance and depreciation
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1Figure 3.44
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In recent years, and the last two years in particular, there has been an increase in the 
average salary in the banking system.
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SOURCE:

The trend in the average salary in the banking system has been similar in recent years
to that in the business sector as a whole.

Financial 
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Physical infrastructure and real estate surface area (branches)

branch’s various customers
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1

2
Figure 3.46
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The rate of branch closing in Israel is low relative to other countries.
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1 2

Figure 3.47

Figure 3.48

SOURCE:

The partial and mobile branches have moderated the downward trend in number of 
branches in the banking system.

Reliance on technological infrastructure has led to an increase in computer expenses 
and depreciation on computers, alongside a decline in the amount of activities carried 
out by traditional means.
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1Figure 3.49
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The efficiency ratio has fallen consistently in Israel in recent years and is currently low 
relative to other countries.

The efficiency ratios fell consistently starting in 2016 and with greater intensity since 2020.

SOURCE:
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While in recent years total assets have grown significantly, and particularly during 
the last two years, total expenses remained unchanged, which is likely evidence of 
increased efficiency in the system.
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