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INTRODUCTION 

This review describes the main developments in the Israeli banking system during the first 

half of 2025. These developments were influenced by, among other factors, the security 

situation and geopolitical uncertainty. The State of Israel has been in a state of war for 

nearly two years, which included Operation Rising Lion against Iran, which took place 

toward the end of the period being reviewed. Economic activity recovered after the 

downturn during Operation Rising Lion, as Israel’s risk premium stabilized at a lower level 

relative to the period prior to the operation, although it remained higher than its level on 

the eve of the war. Alongside these developments, high geopolitical uncertainty continued. 

The Monetary Committee left the interest rate unchanged at 4.5 percent in all of its 

decisions during the first half of 2025, and the inflation rate continued to be slightly above 

the inflation target during the reviewed period. Finally, the shekel appreciated during the 

reviewed period, mainly against the dollar. 

Israel’s banking system continued to maintain its resilience during the first half of 2025. 

Capital and liquidity ratios remained at a high level, which is explained by, among other 

factors, the high profitability of the banking system. The high profitability of the banking 

system in the first half of 2025 stemmed mainly from the continued expansion in net 

interest income, against the backdrop of the macroeconomic environment, and from an 

increase in fee income, with these trends partially offset by a rise in expenses for credit 

losses, which were particularly low during the corresponding period last year. Despite the 

increase in net profit, a slight decline was recorded in return on equity, which is explained 

by the growth in shareholders’ equity. The annual growth rate of the credit portfolio was 

higher during the reviewed period than in 2024, while there was some deterioration in the 

quality of the portfolio of credit to households (excluding housing loans) and to micro and 

small businesses. 

The Common Equity Tier 1 capital ratio of the banking system remained at a high level 

during the first half of 2025, and is estimated at approximately 11.6 percent. This reflects the 



banking system’s resilience to shocks and its ability to continue supporting the economy amid 

prolonged uncertainty. High profitability during the year continued to contribute to the 

strengthening of capital ratios. However, profit distributions and the continued growth in risk-

weighted assets acted to erode capital ratios. 

Bank credit to the public increased in the first half of 2025 at an annualized rate of 

approximately 9.3 percent, a higher growth rate than in 2024, when the growth rate was 

approximately 8.8 percent. Business credit, particularly in the construction industry, continued 

to lead the growth in the credit portfolio, while the growth rate of housing credit remained stable 

and the growth rate of fixed-term consumer credit moderated slightly. Trends in the quality of 

the credit portfolio were mixed: a slight deterioration was recorded in the quality of the 

consumer credit portfolio and in credit to micro and small businesses, as noted above, while 

stability was observed in the quality indicators of the housing credit portfolio and in credit to 

large businesses. 

The upward trend in the public’s deposits continued, and this rate stood at 6.2 percent on an 

annualized basis. The share of the public’s funds held in interest-bearing deposits, which began 

to rise in the second half of 2022, when the Bank of Israel raised its interest rate, continued to 

increase during the reviewed period, though at a more moderate pace, reaching approximately 

78 percent. This occurred against the backdrop of the interest rate level. The reallocation of 

public deposits continued: during the period, relative stability was recorded in current account 

balances and bank deposits of private customers, alongside a significant increase in 

investments in shekel money market funds. This trend, which began in the second half of 2024, 

points to a change in the composition of the low-risk assets held by households, which are 

characterized by higher potential returns and higher liquidity relative to bank deposits. The 

pass-through rate of the Bank of Israel’s interest rate to deposit rates remained stable. Relative 

to other countries, the pass-through of the Bank of Israel interest rate to household fixed-rate 

deposits remains high. 



Uncertainty in the economy remains high, and the banking system is required to maintain 

financial resilience that will enable it to cope with additional challenges that may arise. 

The Banking Supervision Department continues to closely monitor developments, with 

particular emphasis on the economic implications of the uncertain environment. At the 

beginning of the year, against the backdrop of the economic challenges and the continued 

high profitability of banks in Israel, the Banking Supervision Department formulated a 

financial relief framework1 that was adopted by the banking system. Under the framework, 

a total of NIS 3 billion will be allocated over a period of two years to a range of relief 

measures and financial rebates directly to the accounts of private customers and micro and 

small businesses. The formulation of the framework was carried out in parallel to 

structural measures that the Banking Supervision Department continues to advance in 

order to enhance fairness, competition, and innovation. These serve to strengthen 

customers' bargaining power and increase public trust in the banking system, and it is 

intended to serve as a bridge until structural measures to enhance competition in the 

banking system become fully ready. 

  

 

 

 

 

 

 

                                                      
1 For further details, see: https://www.boi.org.il/en/communication-and-publications/press-releases/the-bank-of-israel-
announces-the-formulation-and-implementation-of-a-nis-3-billion-financial-relief-plan-for-customers-of-the-banking-system/ 

https://www.boi.org.il/en/communication-and-publications/press-releases/the-bank-of-israel-announces-the-formulation-and-implementation-of-a-nis-3-billion-financial-relief-plan-for-customers-of-the-banking-system/
https://www.boi.org.il/en/communication-and-publications/press-releases/the-bank-of-israel-announces-the-formulation-and-implementation-of-a-nis-3-billion-financial-relief-plan-for-customers-of-the-banking-system/


BUSINESS RESULTS OF THE BANKING SYSTEM 

Profitability of the Banking System 

The net profit2 of the banking system in the first half of 2025 was NIS 16.2 billion, an increase of 

approximately 5.5 percent relative to the corresponding period last year when net profit totaled 

NIS 15.3 billion (Figure 1, Table 2). The high profitability of the banking system stems mainly from 

the continued increase in net interest income (against the backdrop of continued growth in total 

assets, particularly credit to the public) and in fee income (an increase of 11.9 percent compared 

to the first half of 2024; Table 2), which were partially offset by a rise in credit loss provisions, 

following particularly low provisions recorded in the corresponding period last year (Figure 1). 

Despite the increase in net profit, the banking system’s return on equity for the first half of 2025 

stood at 15.9 percent, which is lower than the return of 16.9 percent in the corresponding period 

last year (Figure 2). The decline in return on equity primarily reflected growth in Common Equity 

Tier 1 capital, against the backdrop of the high profitability exhibited by the banking system and 

the decline in bond yields in the available-for-sale portfolio (which increases equity and erodes 

return on equity). In contrast, this erosion was partially offset by the banking system’s return to 

dividend distributions at rates similar to those prevailing prior to the war that began with the 

terrorist attack on October 7, 2023 (for further details, see the section  on capital adequacy and 

leverage). The inflation environment continued to contribute to the high profitability of the 

banking system (1.8 percentage points in the first half of 2024 and 1.6 percentage points in the 

first half of 2025; Figure 2). 

  

                                                      
2 Net profit attributed to the shareholders of the banking corporations. 



Figure 1: During the first half of 2025, net profit of the banking system increased, deriving 

mainly from growth in net interest income 

 

Figure 2: The Return on Equity in the first half of 2025 is similar to its level in previous 
periods
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Amid heightened geopolitical uncertainty, the challenges posed to economic activity and the 

high profitability of banks in Israel, the Bank of Israel formulated guidelines for a “financial 

relief” framework that was adopted by the banking system. Under the framework, which began 

during the second quarter of 2025 and is expected to continue until the end of the first quarter 

of 2027, the banking system will allocate a total of NIS 3 billion to finance various relief measures 

for its retail sector customers.3 In the second quarter of 2025, the banking system provided relief 

measures totaling NIS 295 million. 

Development of Income and Expense Items in the Profit and Loss Statement 

Net interest income increased during the first half of 2025 by 5.1 percent compared to the 

corresponding period last year, and totaled approximately NIS 31.4 billion (Figure 1). 

Interest income increased during the first half of 2025 by approximately 5.2 percent and, as of 

June 2025, was approximately NIS 68.5 billion (compared to approximately NIS 65.1 billion in 

June 2024). 

Interest expenses also increased, but at a slightly higher rate (5.4 percent), reaching NIS 37.1 

billion in June 2025, against the backdrop of the continued shift of current account balances 

into interest-bearing deposits (for further details, see the chapter on the main developments in 

balance-sheet and off-balance-sheet activity). 

The banking system is characterized by an excess of interest-earning assets over interest-bearing 

liabilities (Figure 3).4 In the first half of 2025, the excess of interest-earning assets over interest-

bearing liabilities stabilized—that is, it did not increase despite the increase in credit to the 

public and the public’s deposits. This stabilization resulted from the continued shift of current 

                                                      
3 For further details, see the following press release. 
4 This gap is primarily explained by the total noninterest-bearing credit balances in current accounts. As of June 2025, these 
balances were at about NIS 482 billion (about 22 percent of the public’s total deposits, of which about NIS 230 billion belong to 
private individuals (for further details, see the section on the balance sheet). 

https://www.boi.org.il/en/communication-and-publications/press-releases/the-bank-of-israel-announces-the-formulation-and-implementation-of-a-nis-3-billion-financial-relief-plan-for-customers-of-the-banking-system/


account balances to interest-bearing deposits (mainly by commercial entities), such that 

interest-earning assets and liabilities expanded at similar rates. 

Figure 3: In 2025:H1, there was continued stabilization in the gap between interest-

earning assets and interest-bearing liabilities, as interest-earning assets and liabilities 

expanded at similar rates 

 

During the first half of 2025, a similar decline was recorded both in the rate of interest income 

from credit to the public and in the rate of interest expenses on the public’s deposits (Figure 4, 

Table 4), which is in line with developments in the yield curves in the market. As a result, the 

interest rate spread,5 which reflects the banks’ profitability from their core activities (extending 

credit and accepting deposits), remained unchanged relative to December 2024 at 

approximately 2.27 percent (Figure 5). An analysis of the interest rate spread that includes 

current account balances (the vast majority of which do not bear interest but serve, in part, as a 

source of credit) shows that the interest rate spread declined (by 0.13 percentage points relative 

                                                      
5 According to the gap between the rate of income from credit and the rate of expense on interest-bearing deposits. It is the 
practice to calculate the interest rate spread such that, on the public deposits side, it includes only interest-bearing deposits. 
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to December 2024), against the backdrop of growth in the public’s interest-bearing deposits 

(mainly commercial entities) alongside a slight decrease in current account balances. 

During the first half of 2025, there was an increase in net interest income, stemming mainly from 

growth in total assets, and particularly the expansion of credit to the public. The price effect was 

negative on both the asset and liability sides, but was stronger on the liability side. Therefore, 

although a decline occurred on both sides, the decline in prices on the liability side was more 

significant, thereby creating a positive (though moderate) net effect on interest income (Table 

3).6  

Figure 4: In 2025:H1, there was a decrease in the share of interest income out of total 

credit from the public and in the share of interest expense out of total interest on 

deposits 

 

                                                      
6 The analysis is based on decomposing the change in interest income and expenses into two components: a quantity effect (a 
change in total assets and liabilities) and a price effect (a change in interest rates). This approach makes it possible to identify 
the relative contribution of each factor to the overall change, distinguishing between structural effects (such as expansion of 
activity) and market effects (such as changes in interest rate conditions). 
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Figure 5: The interest rate spread (both including and excluding inflation effects) 

remained unchanged during the first half of 2025. In contrast, the interest rate spread 

including current account balances continued to decline throughout the first half of 2025, 

against the backdrop of growth in public deposits alongside a reduction in current 

account balances 

 

The net interest margin (NIM)7, a metric reflecting the banking system’s ability to generate 

profits from total interest-earning assets, showed a slight decline and was 2.57 percent at the 

end of the first half of 2025, compared to 2.64 percent at the end of 2024 (Figure 6). The decline 

in the net interest margin during the first half of 2025 is explained mainly by a more moderate 

increase in financing income relative to the growth in interest-earning assets. Excluding the 

effect of the CPI, the financial margin eroded to a somewhat greater extent. 

 

                                                      
7 Net total financing income (from interest and not from interest) relative to total interest-producing assets. 
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Figure 6: During the first half of 2025, the net interest margin declined slightly, reflecting 

a more moderate increase in financing income relative to the growth in interest-earning 

assets 

 

Loan loss provisions in the first half of 2025 were NIS 1.1 billion (Figure 1, Table 2), reflecting an 

increase of approximately NIS 500 million, or about 83 percent, relative to the corresponding 

period last year. This increase was driven by higher group provisions related to the economic 

and security environment, as well as the recognition of specific income items that reduced 

expenses in the corresponding period last year. 

Noninterest income in the first half of 2025 declined by approximately 3.5 percent relative to the 

corresponding period last year, reaching NIS 10.2 billion (Figure 1, Table 2). The decrease in this 

item resulted from a decline in noninterest financing income and other income, partially offset 

by an increase in fee income, as described below. 
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Fee income rose markedly during the first half of 2025, increasing by approximately 11.9 percent 

relative to the corresponding period last year to NIS 7.4 billion (Table 2). The increase resulted 

from a rise in the volume of financial activity by households and businesses during the period 

being reviewed, as reflected in expanded use of banking services, including securities trading, 

foreign currency transactions, and credit card usage. Part of the increase in account 

management fees was attributable to the expiration of assistance and relief frameworks granted 

to customers in 2024 (Figure 7). In this context, it should be noted that in July 2025 the Banking 

Supervision Department announced a reform of fees charged to households and small 

businesses for payment account management services and debit cards.8 Under this reform, the 

Banking Supervision Department is promoting an update of the pricing method for routine 

payment transactions and establishing a new “payment account management” service, along 

with setting a maximum price that can be charged for this service. In addition, it is advancing 

the establishment of a maximum regulated fee that can be charged for debit card usage. 

Figure 7: During the first half of 2025, fee income increased, with the majority of the rise 

attributable to higher fees from securities activity and credit card fees 

 

                                                      
8 For further details, see the following press release [Hebrew]. 
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Other income totaled NIS 324 million in the first half of 2025, compared with approximately NIS 

1.1 billion in the corresponding period last year. This decline reflects the impact of one-time 

revenues from asset sales by a small number of banking corporations during the corresponding 

period last year. 

Operating and other expenses amounted to approximately NIS 15.2 billion in the first half of 

2025, a moderate increase of 1.1 percent compared with the corresponding period last year. Part 

of this increase is explained by a slight rise in salaries and related expenses (Figure 8). 

Provision for taxes on income and minority interests totaled NIS 9.3 billion in the first half of 

2025 (an increase of 2.3 percent relative to the corresponding period last year). It should be 

noted that in March 2024, the Special Payment for Achieving Budget Targets Law was enacted. 

This law imposes a special levy on banks based on their profits, in an amount equal to 6 percent 

of the profits generated from their activity in Israel (since it was enacted partway through the 

year, the rate applied in 2024 was 4.5 percent). The law applies to the years 2024–25 and 

establishes an annual cap of NIS 1.2 billion and NIS 1.3 billion for 2024 and 2025, respectively. 

  



Figure 8: The continued contraction in salary and related expenses, as well as other 

expenses, contributed to a decline in operating and other expenses during the first half of 

2025 

 

The operating efficiency ratio remained stable for most banks and remains low by historical 

standards (it should be noted that a lower ratio indicates higher efficiency). This reflects the 

continued high level of revenues alongside a slight decline in operating and other expenses 

(Figure 9, Table 5). Against the backdrop of the decrease in operating and other expenses and 

the growth in the average balance of assets, the cost per output unit declined to approximately 

1.1 as of June 2025 (Figure 10). 
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Figure 9: The operating efficiency ratio remained stable at most banks and remains low 

by historical standards 

 

Figure 10: The cost per unit of output continues to decline 

  

33
29 30 29

38 38 41
34

38 35 35 36

50 47 47 47 50 47 47 47

61 62 65 63

40 37 38 37

12
-2

02
3

06
-2

02
4

12
-2

02
4

06
-2

02
5

12
-2

02
3

06
-2

02
4

12
-2

02
4

06
-2

02
5

12
-2

02
3

06
-2

02
4

12
-2

02
4

06
-2

02
5

12
-2

02
3

06
-2

02
4

12
-2

02
4

06
-2

02
5

12
-2

02
3

06
-2

02
4

12
-2

02
4

06
-2

02
5

12
-2

02
3

06
-2

02
4

12
-2

02
4

06
-2

02
5

12
-2

02
3

06
-2

02
4

12
-2

02
4

06
-2

02
5

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

Operating efficiency ratio,1 total banking system
2023 to June 2025 | pct.

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

1.01.00.90.90.8
1.21.21.21.31.1

1.5
1.31.1 1.1 1.1

2.02.1

1.51.51.4 1.51.41.31.31.2

2.72.72.62.7
2.9

1.41.31.21.21.1

De
c 

- 2
02

2
De

c 
- 2

02
3

Ju
n 

- 2
02

4
De

c 
- 2

02
4

Ju
n 

- 2
02

5

De
c 

- 2
02

2
De

c 
- 2

02
3

Ju
n 

- 2
02

4
De

c 
- 2

02
4

Ju
n 

- 2
02

5

De
c 

- 2
02

2
De

c 
- 2

02
3

Ju
n 

- 2
02

4
De

c 
- 2

02
4

Ju
n 

- 2
02

5

De
c 

- 2
02

2
De

c 
- 2

02
3

Ju
n 

- 2
02

4
De

c 
- 2

02
4

Ju
n 

- 2
02

5

De
c 

- 2
02

2
De

c 
- 2

02
3

Ju
n 

- 2
02

4
De

c 
- 2

02
4

Ju
n 

- 2
02

5

De
c 

- 2
02

2
De

c 
- 2

02
3

Ju
n 

- 2
02

4
De

c 
- 2

02
4

Ju
n 

- 2
02

5

De
c 

- 2
02

2
De

c 
- 2

02
3

Ju
n 

- 2
02

4
De

c 
- 2

02
4

Ju
n 

- 2
02

5

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

Unit output cost,1 total banking system
2022 to June 2025

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



MV/BV ANALYSIS OF THE BANKS’ RESULTS 

The MV/BV (Market Value to Book Value) ratio is a financial metric that reflects the gap between 

how investors value a company in the market and the book value of its shareholders’ equity. A 

ratio above 1 indicates that the market values the bank above its recorded book value, signaling 

investor confidence in its growth potential and profitability. In contrast, a ratio below 1 may 

reflect investor concerns and sometimes an assessment that the bank is undervalued due to 

risks or operational weaknesses. 

In the first half of 2025, the MV/BV ratio of Israeli banks continued on the upward trend that 

began in the fourth quarter of 2024 (Figure 11). During Operation Rising Lion, the ratio rose 

sharply, in line with a broader market-wide increase. However, following the conclusion of the 

operation, the ratio moderated and even declined somewhat. The increase recorded in the first 

half of 2025 across the entire banking system—driven by a sharp rise in market value (MV)—

brought the MV/BV ratio to a historic high. The aggregate ratio for the banking system surpassed 

the 1.5 threshold, and all banks recorded ratios above 1. The strengthening of the ratio indicates 

growing investor confidence in the banks’ future growth potential, likely supported by their high 

profitability during this period, the prevailing macroeconomic environment, and the resilience 

of the banking system amid ongoing domestic and security-related uncertainty. This 

combination has supported higher valuations of bank shares. 

  



Figure 11: The MV/BV ratio increased to record levels, reflecting investors’ confidence in 

the banks’ future growth potential 

 

The increase in the banks’ market value (MV) reflects, to some extent, the broader market trend. 

As in the case of the Bank Index, the TA-125 Index has been on an upward trajectory since the 

fourth quarter of 2024. This was possibly due to the decline in the economy’s risk premium, 

which intensified during Operation Rising Lion. Despite the similarity in overall trends, the Bank 

Index recorded a faster rate of increase than the general market. In the first half of 2025, the 

Bank Index rose by 44 percent, compared to a 38 percent increase in the TA-125 Index (Figure 

12). The difference in rates of growth may be explained by the banks’ high profitability, driven 

both by efficiency improvements and by the supportive macroeconomic environment during 

the first half of 2025. 
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Figure 12: The Bank Shares Index is rising at a faster pace than the broader market is 

 

In the UK and across Europe more broadly, the upward trend in banks’ MV/BV ratios continued, 

reaching new record levels. In contrast, the US experienced mixed trends during the first half of 

the year. In the first quarter, there was a sharp decline in the MV/BV ratio, likely driven by 

statements made by the US President regarding potential changes in trade policy. This decline 

also affected banks in Europe and the UK, leading to short-term declines there as well. In the 

second quarter, however, the trend in the US reversed, and the ratio resumed its upward 

trajectory—similar to the trend observed during the same period in Europe and Israel (Figure 

13). 
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Figure 13: The impact of the publication of US trade policy on MV/BV ratios, alongside the 

continued increase in the ratio in the UK and Europe 
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CAPITAL ADEQUACY AND LEVERAGE 

In the first half of 2025, the banking system’s Common Equity Tier 1 capital ratio remained high 

and above regulatory requirements, standing at 11.6 percent as compared to 11.5 percent at the 

end of 2024 and 11.3 percent in 2023 (Figure 14). These elevated levels reflect the financial 

strength of Israeli banks and their ability to support economic activity and cope with prolonged 

crisis events. The banks’ profitability continues to grow and to contribute to capital 

accumulation. At the same time, dividend distributions and growth in risk-weighted assets are 

exerting downward pressure on capital ratios. Nevertheless, the total capital ratio remained 

high and stable, estimated at approximately 14.4 percent as compared to 14.3 percent in 2024. 

The Banking Supervision Department is currently in the process of reviewing regulatory 

changes and directives concerning the calculation of risk-weighted assets, as well as capital and 

leverage requirements. The objective is to improve alignment between the supervisory capital 

requirements applied to Israeli banking corporations and the recommendations of the Basel 

Committee, as well as internationally accepted practices. This process is expected to strengthen 

the banking system’s capital framework and enhance its resilience to potential shocks. 

  



Figure 14: The Common Equity Tier 1 ratio remained stable and above regulatory 

requirements 

 

In the first half of 2025, Common Equity Tier 1 capital in the banking system increased by 

approximately 11.5 percent (in annualized terms), reaching about NIS 210 billion (Table 6). This 

growth rate is slightly lower than the average rate over the past two years, which stood at 

approximately 12.2 percent. High profitability continued to support acceleration in capital 

growth, with net profit totaling NIS 16.2 billion in the first half of 2025, as compared to NIS 15.3 

billion in the first half of 2024. In addition, conservative payout ratios contributed to maintaining 

capital stability, despite significant dividend distributions over the past two years (Figure 15). 

In the second quarter of 2025, banks returned to payout rates consistent with their stated 

policies, and some banks updated their policies and increased their payout ratio to 50 percent. 

It should be noted that, in line with the banks’ distribution policies, approximately half of them 

also conduct share buybacks alongside dividend distributions. The return to a regular 
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distribution routine was made possible by the capital buffers accumulated in recent years, 

supported by, among other factors, strong profitability and less than full distributions in 

previous quarters. Accordingly, in the second quarter, the five banking groups declared 

dividend distributions totaling NIS 4.2 billion, to be paid during the third quarter of the year, 

which represents approximately 50 percent of second-quarter profits. It should also be noted 

that more than 87 percent of bank shares are held by the general public9. As such, the general 

public are the primary beneficiaries of these substantial profit distributions—whether through 

direct holdings of bank shares or indirectly through pension and provident funds invested in 

bank shares, which also benefit from the banks’ profit distributions. 

Figure 15: Despite relatively conservative payout ratios, banks distributed substantial 

dividends over the past year and a half

 

                                                      
9 Anyone not defined as a controlling shareholder and who needs to obtain a permit from the Bank of Israel.  
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The decline in bond yields led to an increase in accumulated other comprehensive income, both 

through fair value adjustments of available-for-sale bonds and through a reduction in net 

liabilities for employee benefits (due to an increase in the plan’s assets). 

Risk-Weighted Assets 

Total risk-weighted assets increased by 9.8 percent during the first half of 2025 (Table 6), slightly 

lower than the rate of 11 percent in 2024, which was influenced by, among other factors, the 

downgrades in Israel’s sovereign credit rating during 2024.10 

Credit risk-weighted assets, which accounted for 91 percent of total risk-weighted assets as of 

mid-2025, grew by approximately 9.5 percent in the first half of 2025, which was slower than in 

2024. This increase is attributed to, among other factors, changes in the composition of the 

credit portfolio and a slowdown in the household sector. Net of the impact of the sovereign 

rating downgrades, the growth rate of credit risk-weighted assets in the first half of 2025 (13.8 

percent) was higher than in 2024 (10.75 percent). It can also be seen that credit risk-weighted 

assets increased threefold as a result of the rating downgrades11 since the end of 2023. 

In addition, market risk-weighted assets (which account for approximately 1.3 percent of total 

risk-weighted assets) grew at more than twice the rate observed in 2024.12 Most of the increase 

stemmed from interest rate risk, foreign currency risk, and foreign currency options exposures 

(for further details, see the section on market risk). 

                                                      
10 On Friday, February 9, 2024, Moody's announced a downgrade of Israel’s sovereign credit rating from A1 to A2, with a negative 
outlook. 
On Thursday, April 18, 2024, S&P announced a downgrade of Israel’s sovereign credit rating from AA- to A+, with a negative 
outlook. 
On Monday, August 12, 2024, Fitch announced a downgrade of Israel’s sovereign credit rating from A+ to A, with a negative 
outlook. 
11 Excluding the impact of these rating downgrades, the growth rate of credit risk-weighted assets in the first half of 2025 was 
13.8 percent, compared to an estimated 10.75 percent in 2024 and 4.61 percent in 2023. 
12 In the first half of 2025, market risk-weighted assets grew by approximately 39 percent, as compared to 17 percent in 2024. 



During the first half of 2025, the three major international rating agencies—Fitch, S&P, and 

Moody's—affirmed Israel’s credit rating with a negative outlook. In light of the prevailing 

security situation, the possibility of further escalation with Iran,13 and ongoing political 

instability, they are closely monitoring developments and the potential for further rating 

actions is under review. This follows the downgrades during 2024 and their impact on higher 

capital requirements for banks’ exposures to the government of Israel, and to Israeli public 

sector entities, institutional bodies, and banks. Most banks in the system14 use S&P as the sole 

external rating agency for a country in the measurement of capital adequacy. Therefore, 

downgrades by the other rating agencies are not expected to have a direct impact on capital. At 

present, only a downgrade by S&P to BBB+—two notches below Israel’s current rating—would 

be expected to have a direct effect on the banks’ capital allocation. In such a scenario, banks’ 

capital ratios could decline by up to 0.4 percent (Figure 16).  

  

                                                      
13 On June 13, Israel launched a military operation in Iran (Operation Rising Lion), which lasted approximately 12 days. Its 
economic implications are not yet known. 
14 With the exception of Bank Leumi, which uses the most conservative (i.e., lowest) credit rating among the three rating agencies 
(Fitch, S&P, and Moody’s), all other banks rely solely on S&P’s rating for capital adequacy purposes. Accordingly, Bank Leumi is 
also exposed to potential additional downgrades by Fitch (to BBB+) and Moody’s (to Baa1), should such downgrades occur, 
which would lead to an increase in the bank’s credit risk-weighted assets. (When there are three ratings, the two best are taken 
and the risk weight is determined according to the lower of the two.) 



Figure 16: A sovereign rating downgrade to BBB+ would reduce banks’ Tier 1 capital ratio 

by up to 0.4 percent15 

 

Total Capital and Leverage 

As in the case of the Common Equity Tier 1 capital ratio, the total capital ratio remained stable 

at a high level during the first half of 2025, estimated at approximately 14.4 percent, compared 

to 14.3 percent at the end of 2024. This stability was maintained despite the continued growth 

in risk-weighted assets and is explained by a similar rate of increase in Tier 2 capital. The 

increase in total Tier 2 capital resulted mainly from the issuance of contingent convertible 

(COCO)totaling NIS 3.84 billion and from a continued increase in the group allowance (9.63 

percent), although the rate moderated slightly compared to previous years (10.2 percent and 

16.8 percent in the first half of 2024 and the first half of 2023, respectively).16 

                                                      
15 Data was taken from a financial report for 2024. Bank Leumi did not report the effects; Discount Bank reported a Tier 1 
capital ratio only. 
16 It should be noted that minority interests also contributed to the increase in capital, with the main growth due to Discount 
Bank, which rose by 80 percent, primarily due to the appreciation of the shekel. 

0.40%

0.27%

0.36%

0.18%

0.37%

0.12%

0.49%
0.45%

0.23%

0.44%

0.15%

LeumiDiscountPoalimMizrahi-TefahotFirst InternationalJerusalem

Effect Of Credit Rating Downgrade to BBB+ 
June 2025 | percent

Tier 1 Equity Capital Ratio Total Capital Ratio

Discount Bank did not disclose the effect of rating on total capital. 
The data for Leumi are as of January 31, 2024

SOURCE: Based on financial statements and processing by the Banking Supervision 



The leverage ratio also remained stable at a high level and above regulatory requirements. The 

banking system’s leverage ratio stood at 6.7 percent, compared to 6.6 percent at the end of 2024 

(Figure 17). The slight improvement in the leverage ratio reflects a higher growth rate in Tier 1 

capital (11.5 percent) relative to total exposures (8.3 percent). In addition, during the first half of 

2025, a moderate increase of 7.6 percent17 was recorded in on-balance-sheet exposures across 

the banking system, compared with 7.4 percent in 2024. These exposures account for 

approximately 86 percent of total system exposures and therefore have a more significant 

impact on the overall growth rate of total exposures. 

Figure 17: The leverage ratio remains high and stable across the banking system 

 

  

                                                      
17 With the exception of Bank of Jerusalem, which recorded a 4.6 percent decline following a securitization transaction carried 
out on June 24, 2025. In that transaction, the bank sold 90 percent of its rights and obligations in a residential mortgage loan 
portfolio, with a total amount of approximately NIS 470 million, to a special purpose vehicle. 
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MAIN DEVELOPMENTS IN BALANCE-SHEET AND OFF-BALANCE-SHEET ACTIVITY 

The aggregate balance sheet of the banking system stood at NIS 2,865 billion at the end of the 

first half of 2025, reflecting an annualized growth rate of 11.8 percent compared to December 

2024 (Figure 18), with most of the increase occurring in the second quarter of the year. This 

growth rate is higher18 than in the previous two years (an average annual growth rate of 6.5 

percent during 2023–24). Developments in the financial markets—including rising equity 

indices (in Israel and globally), declining government bond yields, and an appreciation of the 

shekel—affected the development of the banks’ balance sheets. In this context, developments 

in the financial market led to a significant increase in derivatives activity19, resulting in growth 

in both assets (24 percent during the first half of 2025—approximately NIS 39 billion) and 

liabilities (33 percent during the first half of 2025—approximately NIS 48 billion) due to 

derivative instruments, and mainly in the unindexed shekel segment and in euro-denominated 

activity. 

  

                                                      
18 After neutralizing the effect of the exchange rate, the balance sheet grew by an annual rate of 14.3 percent. 
19 Despite the high rates of growth, the total volume of activity due to derivatives is relatively low: 3.8 percent of risk-weighted 
assets and 4.3 percent of total liabilities, as of June 2025.  



Figure 18:  In the first half of 2025, the total balance sheet of the banking system 

increased, with most of the growth occurring in the second quarter of the year 

 

On the asset side, credit to the public grew by approximately 11.3 percent during the reviewed 

period. On the liabilities side, the public’s deposits increased by approximately 6.2 percent, and 

both items were central to developments in the banks’ balance sheets. This trend is consistent 

with the traditional business model of most Israeli banks, which is primarily based on obtaining 

deposits from customers and extending credit to the public. Accordingly, the loan-to-deposit 

ratio continued to edge upward, reflecting the faster rate of growth in credit to the public 

relative to deposits of the public. As of the end of the first half of 2025, the ratio stood at 79 

percent, as compared to 78 percent at the end of 2024 (Figure 19). 
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Figure 19: Growth in the ratio of net credit to deposits due to a faster increase in credit to 

the public 

 

Main Developments on the Assets Side 

In the first half of 2025, banks’ net credit to the public—representing approximately 66 percent 

of total assets—grew by about 11.3 percent, reaching approximately NIS 1,786 billion as of June 

2025 (Table 8, Figure 20). This rate is slightly lower than in the corresponding period last year, 

during which credit to the public increased by 16 percent (Figure 21; for further details, see the 

section on credit). 
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Figures 20-21: Growth in the securities portfolio alongside a decline in banks’ cash and 

deposits 
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The securities portfolio, which accounts for approximately 17 percent of the banks’ total 

assets, expanded significantly by about 37.8 percent (NIS 71.3 billion) in the first half of 2025 

(Figure 22, in annualized terms). An analysis of the portfolio’s components shows that while 

holdings of equities and non-government bonds remained relatively stable, the growth in the 

securities portfolio was driven by a roughly 24 percent increase in government bond holdings. 

Most of this increase was recorded in Israeli government bonds20 in the unindexed shekel 

segment and in US government bonds. The rise in domestic government bond holdings reflects 

increased government issuance to meet higher public expenditure. This increase follows the 

decline recorded in this item during 2024, which reflected a reduction in holdings of Makam 

against the backdrop of growth in monetary deposits during that period. 

Figure 22: Marked growth in the securities portfolio, driven by an increase in banks’ 

holdings of Israeli and US government bonds 

 

                                                      
20 This item also includes Makam (central bank bills). 
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The item cash and deposits with banks, which accounted for 17 percent of total bank assets 

as of June 2025, declined by approximately 20 percent in the first half of 2025 (in annualized 

terms). This is explained by the fact that at the beginning of 2025, the Bank of Israel significantly 

reduced its absorption of liquidity through monetary deposits, against the backdrop of record-

high tax collections during this period—particularly in the first quarter (Figure 23). After the first 

quarter, the volume of monetary deposits remained largely unchanged. In addition, monetary 

loans extended during the COVID-19 period were repaid, further contributing to the decline in 

this item (for further details, see the chapter on liquidity). 

Figure 23: A decline in the cash and deposits item at banks, occurring in the first quarter 

of the year against the backdrop of reduced liquidity absorption through monetary 

deposits 
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Main Developments on the Liabilities Side 

In the first half of 2025, the upward trend continued in deposits of the public, with growth of 

approximately 6.2 percent (in annualized terms). As of June 2025, public deposits totaled about 

NIS 2.2 trillion. This rate is faster than in the corresponding period last year, when the rate stood 

at 2 percent. At the same time, the relative share of the public’s deposits within total liabilities 

declined slightly to approximately 77 percent, as compared to 80 percent at the end of 2024 

(Figure 24). 

During 2025, the banks raised approximately NIS 28 billion through issuance of bonds and 

subordinated notes, compared to NIS 7 billion in the corresponding period last year. The 

higher level of issuance led to an increase of about 31 percent in bonds and subordinated notes 

(which account for approximately 11 percent of total liabilities, as compared to a 1 percent 

decline in the corresponding period last year). By the end of the period being reviewed, this item 

stood at NIS 134 billion (Figure 25). 

Shareholders’ equity grew by approximately 12 percent in the first half of 2025 (in annualized 

terms), reaching about NIS 213 billion, which represents 7 percent of total liabilities (Figure 24). 

Despite the high profitability recorded in the most recent quarter, the pace of equity growth 

moderated (a growth rate of about 12 percent, as compared to 25 percent in the corresponding 

period last year), reflecting the increase in profit distribution rates (Figure 25; for further details, 

see the section on capital). 

  



Figure 24-25: An increase in the share of bonds and deferred promissory notes out of total 

liabilities, at the expense of a decline in the share of public deposits 
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The share of interest-bearing deposits within total public deposits, as of the end of the first half 

of 2025, increased to 77.8 percent as compared to 76.2 percent at the end of 2024. Most of the 

increase was due to deposits of commercial and institutional customers (Figure 26). 

Figure 26: An increase in the share of interest-bearing deposits 

 

Individual Deposits 

During the first seven months of 2025, the share of interest-bearing household deposits (time 

deposits and short-term demand deposits) fluctuated only marginally and overall, increased 

slightly from 63.8 percent to 64 percent (Figure 27). This stability likely reflects the unchanged 

Bank of Israel interest rate policy during this period. 
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Figure 27: The share of interest-bearing household deposits remained almost unchanged, 

against the backdrop of stability in the Bank of Israel interest rate 

 

During this period, there were only minor changes in households’ current account balances and 

interest-bearing deposits (an increase of approximately NIS 1 billion and NIS 5 billion, 

respectively). This contrasts with a significant rise in the accumulation of shekel-denominated 

money market funds (an increase of NIS 21 billion; Figure 28).21 This trend, which began in the 

second half of 2024, brought total household holdings in money market funds to NIS 119 

billion22 and increased the share of shekel money market funds within households’ conservative 

                                                      
21 Shekel money market funds serve as a savings alternative for households in place of interest-bearing bank deposits. A money 
market fund is a mutual fund that functions as an investment vehicle for various short- to medium-term horizons. The fund can 
invest the managed assets in instruments that are considered relatively low risk, such as short-term central bank bills (Makam), 
large bank deposits, and high-rated bonds. Money market funds are therefore exposed primarily to low-risk assets, offer high 
liquidity, generally charge relatively low management fees, and are taxed on real (inflation-adjusted) gains. 
22 The data on the holdings of money market funds are derived from the securities system, which receives reports from the 
banks; it is not a direct reporting source with respect to the funds themselves. Some money market funds cannot be identified 
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shekel assets (from 13.3 percent in December 2024 to 15.6 percent in July 2025; Figure 28). This 

development may reflect the relative attractiveness of the potential returns offered by money 

market funds relative to those offered on household bank deposits, alongside the liquidity 

advantage for customers. Nevertheless, their share remains relatively small compared to the 

amount held directly within the banking system (current accounts and interest-bearing 

deposits). 

Figure 28: Despite the increase in assets accumulated in shekel money market funds, 

their share of private customers’ balances in low-risk assets remains relatively small 

 

 

                                                      
in the system (by specialization), and therefore household holdings of money market funds may be understated. As of July 2025, 
the total accumulated assets in shekel money market funds stood at approximately NIS 150 billion. 
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Only minor changes were recorded in transaction volumes of deposits or the interest rates paid 

on them. The cumulative passthrough of the Bank of Israel interst rate to household deposits23 

has remained stable since the beginning of 2025 and stood at 67 percent as of July, similar to 

its level in December 2024. The passthrough to deposit rates in the business sector also 

remained broadly unchanged, averaging approximately 90 percent, thereby maintaining the 

gap relative to household deposit rates (for further details, see Israel’s Banking System 2023 Box 

3.1: “Analysis of Deposit Performance in the Household Sector”). 

The passthrough for household deposits is higher for fixed-rate deposits with maturities longer 

than one month (above 75 percent of deposits). These deposits account for most of the 

transaction volume (approximately 85 percent in an average month), which is similar to the 

distribution of transactions observed since the second half of 2024. Passthrough is lower for 

variable-rate deposits, particularly deposits with maturities shorter than one month (34 percent 

for daily deposits as of July 2025). However, transaction volumes for variable-rate deposits are 

concentrated mainly in these short maturities (about 80 percent of transaction volume in an 

average month in 2025 was concentrated in deposits shorter than one month, roughly half of 

which are daily deposits). 

Relative to other countries,24 the ratio between fixed deposit rates for households and the Bank 

of Israel interest rate has remained stable and is relatively high compared with reference 

                                                      
23 The passthrough rate is the proportion of the change in the Bank of Israel interest rate that banks have transmitted to the 
interest paid on deposits. The passthrough rate reflects the sensitivity of deposit rates in different segments to the Bank of Israel 
interest rate. It is calculated as the cumulative change in deposit rates in a given month compared to deposit rates in March 2022 
(the month preceding the Bank of Israel’s rate hike cycle), divided by the cumulative change in the Bank of Israel’s interest rate 
over the same period. It should be noted that in January 2024 the Bank of Israel reduced the interest rate once, and it has since 
remained at 4.5 percent. As the rate has remained unchanged since then, the calculation presented in this box incorporates the 
rate cut into the cumulative calculation for the sake of convenience and simplicity. Excluding the rate cut, the passthrough rate 
for the data as of January 2025 would have been lower by 3 percentage points. 
24 The characteristics of household deposits may differ across countries. Unlike in previous reviews, the comparison here relates 
to the ratio between the interest rates themselves rather than to the passthrough rate, due to differing interest rate paths across 
countries. 
With respect to the comparison presented here, we refer to deposits with the following characteristics: 
(1) Israel – the average interest rate on newly placed household deposits (including private banking) at a fixed, non-indexed rate; 
(2) United States – the average interest rate on newly placed public deposits at a fixed rate for a 12-month term; 
(3) European Union – the average interest rate on newly placed household deposits; 



countries (around 80 percent). In all the reference countries, there were declines in central bank 

interest rates. In Europe and Australia, household deposit rates declined by less than the 

reduction in central bank rates (indicating lower passthrough, but along a downward interest 

rate path). In the United Kingdom, household deposit rates even rose slightly, despite several 

rate cuts by the central bank (Figure 29).25 

Figure 29: In the second quarter of 2024, the interest rate passthrough in Israel increased 

slightly and is still high relative to the rest of the world 

 

 

                                                      
(4) United Kingdom – the average interest rate on newly placed household deposits, without early withdrawal options, including 
financial institutions providing mortgages that do not rely on current account products; 
(5) Australia – retail term deposits up to $10,000 at the five largest banks in Australia. 
25 The comparison refers to the period up to June 2025, given the availability of data on household deposits, and does not include 
central bank interest rate cuts implemented after that date. 
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Main Developments in Off-Balance Sheet Activity 

In the first half of 2025, total off-balance sheet exposure grew by 11.6 percent. During this period, 

all components of the off-balance sheet liabilities increased (Table 10), but the three main items 

contributing to the growth were: (1) irrevocable commitments to extend approved but not yet 

granted credit (with a growth rate of 9.2 percent, which is lower than in previous years, though 

it represents a relatively large share of off-balance sheet activity–27 percent); (2) unused 

overdraft facilities and other credit lines, which grew by approximately 18 percent; and (3) 

commitments to issue guarantees, which also increased by 18 percent. 

 

  



The Credit Portfolio and Credit Risk 

The credit portfolio of the banking system continued to grow in the first half of 2025, at an annual 

rate26 of 9.3 percent, compared to 8.8 percent in 2024.27 Business credit led the portfolio growth, 

with a growth rate of 15.6 percent. Within business credit, the financial services sector and the 

construction sector stood out, growing by 39.2 percent and 20.1 percent, respectively. Excluding 

the financial services industry (which accounts for approximately 20 percent of total business 

credit), business credit grew by about 12.6 percent (Figure 30). A slight moderation was recorded 

in the growth of household credit, in both housing credit and consumer credit.28 

Figure 30: An increase in the growth rate of credit, driven by business credit, particularly 

in the construction industry 

 

                                                      
26 All growth rates in this chapter are presented in annual terms, unless stated otherwise. 
27 General note for this chapter: In light of progress in the process of separating Cal, Bank Discount classifies Cal’s on-balance-
sheet activity as “discontinued operation” as of the current quarter. This classification includes the restatement of comparative 
figures. The main impact is reflected in consumer credit and its credit quality indicators, as described in the relevant sections of 
the chapter. 
28 The rate of change in consumer credit is not fully comparable to previous years, since starting in June 2025 Discount Bank is 
reporting Cal as “discontinued operations,” resulting in changes to the consumer credit portfolio; see footnote 2. 
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Growth in the business credit in the first half of 2025 was led by the large and medium-sized 

business segments, which grew by 14.8 percent and 16.8 percent, respectively. These growth 

rates are higher than in the corresponding period last year, when credit to large businesses grew 

by approximately 10.8 percent, while credit to medium-sized businesses declined by 

approximately 4.1 percent. With respect to micro and small businesses, there was somewhat of 

a moderation in the growth rate of credit (Figure 31). 

Figure 31: Stability in credit to large businesses, growth in credit to medium-sized 

businesses, alongside a slowdown in credit to small and micro businesses 
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The findings of the Bank of Israel’s Credit Officers Survey for the second quarter of 202529 point 

to expectations of an increase in demand for business credit in the next quarter (particularly in 

the micro and small business segment), except in the real estate sector, where a decline is 

expected. In addition, an increase is anticipated in housing credit and consumer credit. Survey 

respondents reported a narrowing of spreads, partly as a result of competition. The survey also 

indicates that as a result of Operation Rising Lion, demand for household credit declined in the 

second quarter. 

In the first half of 2025, there were mixed trends in the credit quality indicators of the overall 

credit portfolio in the banking system. There was a decline in the nonperforming loan (NPL) 

ratio; yet in contrast, a slight erosion was recorded in the allowance buffer as a result of write-

offs (Figures 32 and 33). The majority of credit loss provisions during the reviewed period were 

attributable to the group allowance and automatic write-offs. 

Figures 32 - 33: There was a slowdown in the share of nonperforming loans out of the 

total credit portfolio, alongside slight erosion in the allowance buffer 

 

                                                      
29 For further details on the findings of the Survey of Credit Officers in the second quarter of 2025, see the following press release 
[Hebrew]. 
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Households 

During the first half of 2025, there was a slight increase in total consumer credit of the banking 

system. Both consumer credit from credit card companies and bank-based consumer credit 

grew by NIS 3 billion (Figure 34), reflecting a faster growth rate among credit card companies 

relative to the banks. Growth in housing-secured credit (“any purpose”) moderated relative to 

2024. The expansion in this type of credit is attributable to, among other factors, the temporary 

easing of the loan-to-value (LTV) cap by a regulatory directive.30 Between January and July 2025, 

housing-secured credit was provided with total amount of approximately NIS 4.3 billion, of 

which about 32 percent was granted under the relief framework (as compared to 30 percent in 

the corresponding period in 2024). Overdraft balances (negative current account balances) 

remained broadly unchanged during the period under review. 

                                                      
30 According to the temporary directive, Proper Conduct of Banking Business Directive No. 251, a banking corporation may 
approve a housing loan that is not intended for the purchase of a real estate with a loan-to-value (LTV) ratio of up to 70 percent, 
provided that the portion of the loan exceeding 50 percent LTV amount does not exceed NIS 200,000. These relief measures have 
been extended until the end of 2025. For further details, see the following link [Hebrew]. 
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Figure 34: Moderate growth continued in the various segments of consumer credit 

 

 

The level of monthly allocations of household credit in the first half of 2025 was high relative to 

recent years, with respect to both the banks and the credit card companies. There was a 

temporary decline in allocations in June, as a result of Operation "Rising Lion" (Figure 35). 

The average loan amount in household consumer credit has remained stable in recent years 

and, as of June 2025, was approximately NIS 41,000. In contrast, the repayment period for 

consumer credit has been on an upward trend and currently stands at 5.7 years, compared to 5 

years in 2021. The lengthening of the repayment period may reflect an effort to ease the debt 

burden.31 

  

                                                      
31 For further details, see Box 4.2: Heterogeneity in the change in households' debt burden due the increase in the Bank of Israel 
interest rate  in the Bank of Israel Report 2023. 
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Figure 35:  An increase in performance in 2025:H1 

 

There was a slight improvement in the gross write-off rate; however, this rate—alongside the 

provision rate for credit losses in consumer credit—remains elevated (Figure 36). Accordingly, 

total loan loss allowances also increased, despite the stability in NPL balances and overall credit 

balances (Figure 37). These two trends reflect continued uncertainty in the economic 

environment, alongside the ongoing expansion of household credit. 
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Figure 36: Gross rate of write-offs and credit loss provisions remain high 

 

Figure 37: The allowance balance grew faster than the balance of nonperforming loans 

and than the credit balance 
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Housing Credit 

Total housing credit in the banking system increased by approximately 8.3 percent during the 

first seven months of 2025, reaching NIS 619 billion as of July 2025, compared to 5.5 percent in 

the corresponding period last year. A high level of mortgage was provided since March. July 

stood out with a notable increase, alongside somewhat of a slowdown in June, partly due to 

Operation Rising Lion which led to postponement of June's allocations to some extent (Figure 

38). 

There was also an increase in credit provided in the form of "bullet" and "balloon" loans32 in 

2025 (Figure 39). These loans are primarily granted as bridge loans;33 however, the growth 

observed since the end of 2023 is attributed to developer-subsidized loans, that is, mortgages 

issued to buyers in which the interest is capitalized and paid by the developer at the time of the 

loan issuance or later on, which were promoted by developers as part of incentive campaigns to 

encourage home purchases.34 On April 6, 2025, a temporary directive35 came into effect aimed 

at balancing the need to reduce the growing risk from the use of promotional campaigns against 

the continued and controlled use of this tool in the housing market. The directive limits to the 

execution rate of "bullet" and "balloon" loans subsidized by the developer.36 And indeed, in 

recent months, the share of these loans within total housing credit allocations appears to be 

declining. 

  

                                                      
32 Loans in which the principal—and in some cases also the interest—is repaid on the final maturity date of the loan. 
33 Loans intended to resolve or bridge a cash-flow gap—for example, a borrower seeking to purchase a replacement home 
because he needs time to sell his existing property. 
34 For further details, see Box 5.2 in Israel’s Banking System 2024. 
35 For additional information, see Circular 2816 regarding Revision of Directive 203—Measurement and Capital Adequacy – Credit 
Risk – the Standardized Approach, and Directive 329—Limitations on Issuing Housing Loans. This directive is in effect until the 
end of 2026. 
36 This rate will not exceed 10 percent of total quarterly housing loan executions, excluding housing loans not intended for the 
purchase of land rights and loans issued with an agreement in principle prior to the restriction going into effect. 

https://boi.org.il/en/economic-roles/supervision-and-regulation/circulars/cir2816_en/


Figure 38: High performance in credit for residential purposes in 2025 

 

Figure 39: High performance in bullet and balloon credit as well 
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Refinancing of Housing Credit 

The upward trend in the volume of internal refinancing since mid-2024 continued during the 

first seven months of 2025 (Figure 40). The increase in refinancing activity is explained by, among 

other factors, borrowers’ efforts to improve their loan terms and reduce the overall cost of the 

loan (for example, in the prime-linked track, where spreads offered to borrowers have improved; 

or in five-year adjustable-rate tracks, where reference rates have increased). It may also reflect 

adjustments in loan composition in anticipation of expected interest rate cuts, which is in line 

with, among other things, the forecasts of the Bank of Israel. At the same time, some of the 

refinancing activity may also reflect the need of borrowers to reduce their monthly repayment 

burden by extending the terms of their loan.  

Figure 40: in the past year, there has been an increase in restructurings 
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mortgage track. The share of the prime-linked track increased and currently stands at 

approximately 10 percent, and the share of unindexed variable-rate tracks (excluding indexation 

to the prime rate) has also continued to rise, particularly for initial rate fixation up to two years 

(Figure 42). This shift has taken place due to the expectations of interest rate cuts and borrowers’ 

efforts to adjust their loan composition accordingly. 

Figure 41: Stability in the various interest rate tracks, a slight increase in CPI-indexed 

variable rate interest 
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Figure 42: Increase in the share of unindexed variable-rate loans up to 2 years, alongside a 

decline in unindexed variable-rate up to 5 years 

 

There was a slight increase in housing credit allocations at higher loan-to-value (LTV) ratios; 

however, the average LTV remained broadly unchanged. In July, the average LTV stood at 53.9 

percent, as compared to 53.5 percent at the end of 2024 (Figure 43). Similarly, the average 

payment-to-income (PTI) ratio remained largely stable. In July, the average PTI stood at 29.8 

percent, as compared to 29.1 percent at the end of 2024 (Figure 44). The share of high-risk loans 

(defined as loans with an LTV ratio above 60 percent and a PTI ratio above 30 percent) remained 

unchanged (Figure 45). At the same time, a slight increase was observed in the NPL ratio in 

housing credit in recent months, for both loans granted for residential purposes and those 

secured by residential property (Figure 46). 
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Figure 43: Slight increase seen in the most recent data in the distribution of returns by 

LTV rate 

 

Figure 44: Relative stability in distribution of performance by payment to income ratio 
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Figure 45: The share of loans with high LTV and PTI was unchanged in 2025, and remains 

high 

 

Figure 46: Slight increase in the share of NPL in housing credit, alongside a decline in 

consumer credit at banks 
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Business credit 

Industries of the Economy 

Most of the growth in the credit portfolio originated in business credit, particularly in the 

construction and financial services industries (Table 11). 

A mixed trend was observed in the quality of the business credit portfolio. There was an 

improvement in the delinquency rate for total business credit, and in the construction sector in 

particular. However, in the real estate sector, the delinquency rate remained stable during the 

first half of the year and even increased in June (Figure 47). 

The coverage ratio (reflecting the ratio between total credit loss allowances and total credit 

outstanding) remained broadly unchanged, while the ratio in the real estate industry was the 

highest among the industries (Figure 48). The NPL ratio for the overall commercial portfolio 

declined—led by the construction industry—while in the real estate industry it remained 

unchanged. 

Figure 47: A decline in the share of credit more than 90 days in arrears in major industries, 

except for the real estate industry 
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Figure 48: The share of credit loss allowances was essentially unchanged 

 

Figure 49: A decline in the share of nonperforming loans, except for real estate, which is 

stable 
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Construction and Real Estate 

Construction Credit 

Outstanding on-balance sheet credit for land available for residential construction increased by 

approximately 11 percent during the first half of 2025, reaching NIS 81 billion as of June 2025, 

compared with a decline of 9.5 percent in the corresponding period in 2024. Credit for financing 

residential construction grew by approximately 37 percent in the first half of the year, similar to 

the growth rate in the corresponding period last year (Figure 50),and stood at approximately NIS 

60 billion in June 2025. 

Real estate credit 

During the first half of 2025, growth moderated in credit for commercial real estate (offices and 

commercial properties). In June 2025, the outstanding balance stood at NIS 99 billion, 

compared with NIS 95 billion in December 2024. This reflects a growth rate of 4 percent, as 

compared to approximately 6 percent in the corresponding period last year. Credit for 

completed real estate projects constitutes the main component of total real estate credit (Figure 

51). 

  



Figure 50: Balance-sheet credit in the construction industry continued to increase in the 

first half of the current year 

 

Figure 51: A slowdown in the growth of credit for offices and trade 
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In the first half of 2025, the share of credit extended at high loan-to-value (LTV) ratios (above 75 

percent) remained unchanged, as did the share of projects in which there is a gap between 

construction progress and sales.37 Due to financing campaigns38, most notably the “20–80” 

scheme, which involves a significant deferral of payments to the developer, and in light of rising 

construction costs (both raw materials and labor), developers have had to increase bank credit 

for their projects. This may explain the relatively high growth rate of such credit during the first 

half of 2025 (approximately 26 percent in credit for projects under construction, as compared to 

increases of 11.5 percent and 15 percent in credit for land financing and completed projects, 

respectively). Accordingly, the share of credit extended to projects with low absorption capacity 

increased (from 4 percent in December 2024 to 9 percent in June 2025). This increase may be 

pointing to somewhat of a deterioration in developers’ financial conditions. 

On April 6, 2025, a temporary directive39 came into effect which was aimed at balancing the 

mitigation of the rising level of risk associated with financing campaigns and the continued 

controlled use of this tool in the housing market. The directive limits the share of sales involving 

significant deferrals of payments to developers. According to the temporary directive: 

• Credit provided under a construction financing agreement for a residential project, in 

which more than 25 percent of the sale contracts include a deferral of payment until the 

delivery date40 (non-linear payment structure), will be assigned a 150 percent risk weight 

(instead of 100 percent). This limitation applies starting from the effective date. 

• Notwithstanding the above, credit under construction financing agreements for existing 

projects in which more than 25 percent of the apartment sale contracts include a deferral 

                                                      
37 A gap between the rate of progress in construction and the rate of sales may indicate that the developer is experiencing 
difficulty in selling apartments. The larger this gap, the greater the implied difficulty in marketing and selling units. 
38 For further details, see Box 5.2 in the Annual Review for 2024. 
39 For additional information, see Circular 2816 regarding Revision of Directive 203—Measurement and Capital Adequacy – Credit 
Risk – the Standardized Approach, and Directive 329—Limitations on Issuing Housing Loans. This directive is in effect until the 
end of 2026. 
40 “Significant portion of the sale price” – total proceeds which, under the purchase agreement, the purchaser is entitled to defer 
until the delivery date exceed 40 percent of the home’s sale price as specified in the agreement. 

https://boi.org.il/en/economic-roles/supervision-and-regulation/circulars/cir2816_en/


of payment until delivery will be assigned a 150 percent risk weight only if the share of 

such contracts increases by 5 percentage points or more relative to the share upon the 

effective date. 

Supervisory activity Segments 

Growth in business credit was led by the large and medium-sized business segments, while 

credit to micro and small businesses recorded a slight slowdown in portfolio growth. 

During the first half of 2025, a mixed trend was observed in credit quality across business 

segments. The delinquency rate in the micro and small business segments remained high while 

in the small business segment, it increased at the end of 2024 and has since stabilized at a high 

level. In contrast, the medium-sized and large business segments recorded an improvement in 

delinquency rates (Figure 52). In addition, a slight decline was recorded in the NPL ratio across 

all business segments; however, the NPL ratio in the micro and small business segments 

remained the highest (Figure 53). Accordingly, the majority of loan loss provisions was recorded 

in the micro and small business segments (Figure 55). 

A slight decline was observed in the overall coverage ratio (credit loss allowances relative to total 

outstanding credit) for micro, small, and medium-sized businesses, while for large businesses it 

remained stable (Figure 54). The NPL coverage ratio (credit loss allowances relative to 

nonperforming loans) remained broadly unchanged, except in the large business segment, 

where the ratio increased, reflecting a decline in the volume of nonperforming loans (Figure 56). 

  



Figure 52: The share of credit in arrears for micro and small businesses remains high, 

alongside a decline for the medium and large business segments 

 

Figure 53: A decline in NPL rates 
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Figure 54: Coverage ratios among small and micro businesses remain high, with a slight 

decline in the coverage ratio in micro, small, and medium businesses, alongside stability 

in large businesses 

 

Figure 55: The provision for credit losses was recorded mainly for micro and small 

businesses 

 

1.0

1.5

2.0

2.5

3.0

3.5

Total coverage ratio, total banking system
2023–June 2025 | pct.

Micro and small businesses Medium businesses Large businesses

Source: published financial statements, reports to the Banking Supervision Department, and processing 
by the Banking Supervision Department

 -1.5
 -1.0
 -0.5

 -
 0.5
 1.0
 1.5
 2.0
 2.5
 3.0

Credit-loss expenditure by activity segments, total banking system
2021–Jule 2025 | NIS billion

Micro and small businesses Medium businesses Large businesses

Source: published financial statements, reports to the Banking Supervision Department, and processing by 
the Banking Supervision Department



Figure 56: An increase in the coverage ratio among large businesses, in view of the decline 

in scope of NPL 
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Liquidity Risk 

During the first seven months of 2025, there were declines in various liquidity indicators of 

the banking system, although they remained well above the minimum regulatory 

thresholds set by the Supervisor of Banks. At the beginning of the year, the public’s deposits 

declined slightly, despite the growth in the banks’ balance sheets, due to particularly high 

government tax revenues. In the second quarter, banking corporations increased their holdings 

of Makam, as well as domestic and foreign government bonds. A significant increase was 

recorded in wholesale financial deposits - which are considered more volatile - across all 

maturities. This trend indicates a growing reliance by banking corporations on possibly less 

stable funding sources. 

As part of liquidity risk management under the Basel III framework, banks are required to 

comply with two standard liquidity ratios. The first is the Liquidity Coverage Ratio (LCR)41, which 

is used to evaluate whether banks are maintaining a sufficient liquidity buffer to withstand a 

severe stress scenario lasting 30 calendar days. The second is the Net Stable Funding Ratio 

(NSFR)42, which evaluates whether banks are maintaining a stable funding profile relative to the 

composition of their on-balance sheet assets and off-balance sheet activities. Compliance with 

this ratio indicates that sufficient stable funding sources are available to meet funding needs 

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



over a one-year forward-looking horizon. Meeting both ratios simultaneously mitigates the 

liquidity risk arising from unexpected changes in cash flows. 

During 2025, the banking system’s Liquidity Coverage Ratio eroded, reaching 130 percent as 

of July 2025, compared to 136 percent at the end of 2024. The ratio remains significantly above 

the minimum requirement of 100 percent set by the Supervisor of Banks. Almost all banking 

corporations recorded a decline in their LCR, though all remained above the regulatory 

minimum (Figure 57). The decline in the LCR relative to the end of 2024 stemmed from a 

reduction in the stock of high-quality liquid assets (HQLA) alongside an increase in projected net 

cash outflows over a 30-day horizon (Figure 58). Most of the decline occurred in the first quarter 

of 2025, driven by a particularly sharp reduction in HQLA compared with a more moderate 

decline in projected net cash outflows (a decrease of 34.5 percent versus 22 percent, in annual 

terms). In the second quarter (including July), HQLA increased by 13.7 percent, while projected 

net cash outflows grew at a faster pace of 15.9 percent. As a result, the LCR continued to decline, 

albeit at a slower pace. 

Figure 57: In 2025 the erosion in Liquidity Coverage Ratio for the banking system 

continued 
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Figure 58: From the end of 2024, the liquidity buffer has contracted slightly, against a 

slight increase in net outflows expected for 30 days 

 

As noted above, the stock of High-Quality Liquid Assets (HQLA) declined slightly during 

2025 (Figure 58). During the first seven months of the year, HQLA decreased by approximately 

NIS 8 billion (a decline of about 2 percent). In the first quarter of 2025—particularly in January 

and February—there was a sharp increase in government tax receipts, which contributed to a 

3.5 percent decline in the public’s deposits in the banking system. The decrease in the public’s 

deposits was reflected in a reduction of approximately NIS 63 billion in reserves held at the Bank 

of Israel. In the second quarter (including July), the public’s deposits resumed their growth. 

However, banks increased their holdings of government bonds and Makam, and monetary loans 

taken by the banking system during the COVID-19 crisis were repaid. As a result, reserves held at 

the Bank of Israel declined by an additional NIS 13 billion (for a total decline of NIS 76 billion 

since the beginning of 2025; Figure 59). 
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The decline in total HQLA43 resulting from the reduction in reserves at the Bank of Israel was 

almost entirely offset—primarily during the second quarter—by an increase of approximately 

NIS 60 billion in eligible marketable securities with a zero-percent risk weight. This increase 

stemmed from the aforementioned rise in holdings of Makam and domestic and foreign 

government bonds, with nearly half of the growth in this category attributable to increased 

holdings of foreign government bonds. 

Figure 59: Beginning from the end of 2024, the banks hold more Makam and domestic and 
foreign government bonds, at the expense of central bank reserves 

 

  

                                                      
43 This decline relates to the inventory of high-quality assets in Israeli currency and foreign currency.  
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Figure 60: Marked contraction in monetary deposits, in contrast to slight growth in 

Makam 

 

 

Since the end of 2024, total deposits of the public across all maturities have increased by 

5.8 percent, which was slightly offset by a modest annualized decline of approximately 0.6 

percent in the public’s deposits with maturities of up to one month. Against the backdrop of 

the decline in the stock of High-Quality Liquid Assets (HQLA), projected net cash outflows over 

a 30-day horizon increased by 5.6 percent during the first seven months of 2025. The increase in 

net cash outflows stemmed from a decline in deposits from retail and non-financial wholesale 

customers (down 6 percent and 17 percent, respectively), which are subject to lower withdrawal 

coefficients, alongside a 23 percent increase in financial wholesale deposits, which are fully 

factored, since they are considered more volatile (Figure 61). These developments led to an 

increase in the share of financial wholesale deposits within total public deposits with maturities 

of up to one month—from 29 percent at the end of 2024 to 33 percent as of July 2025 (Figure 62). 
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A similar pattern was observed in deposits with maturities of over one month. Financial 

wholesale deposits increased markedly (by 38 percent), compared with more moderate growth 

since the beginning of 2025 in retail and nonfinancial wholesale deposits (6 percent and 12 

percent, respectively). 

Figures 61: Acceleration in trend of growth in wholesale financial deposits for all ranges 
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Figure 62: Growth in wholesale financial deposits led to growth in their share in public 

deposits up to 1 month, at the expense of other activity segments 

 

The Net Stable Funding Ratio (NSFR) declined in the first half of 2025 to 116.6 percent, as 

compared to 120.9 percent at the end of 2024 - a trend that began after the first quarter of 

2024 (Figure 63). The decline in the first quarter stemmed from a faster increase in required 

stable funding, driven by credit growth (5.5 percent), compared with a slight decrease (0.2 

percent) in available stable funding items, such as deposits with maturities exceeding one year. 

In the second quarter, deposits with maturities of over one year increased by 19.2 percent 

(approximately NIS 13 billion). However, since this increase was driven solely by less stable 

sources (financial wholesale deposits), it resulted in a slower rise in available stable funding 

relative to the continued growth in required stable funding. Required stable funding continued 

to expand due to growth in assets, primarily in credit (1.7 percent and 3.6 percent, respectively).  
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Figure 63: The Net Stable Funding Ratio deteriorated steadily, in view of the growth in 

credit and wholesale deposits 

 

The Core Funding Ratio (CFR)44—which is used to evaluate the quality of a bank’s funding 

sources, namely the share of stable liabilities within total liabilities—also eroded during the first 

seven months of 2025, declining to 45.9 percent. Since the beginning of 2025, stable liabilities 

increased by 4.7 percent, particularly in the case of deposits from wholesale customers with 

maturities exceeding one year, as well as bonds and subordinated notes. However, this increase 

was partly offset by a decline in retail and small business deposits, thus moderating the pace of 

growth in stable liabilities. At the same time, total liabilities grew at a faster rate (8.3 percent; 

Figure 64), contributing to the decline in the CFR. 

  

                                                      
44 According to the European Banking Authority (EBA) definition, the Core Funding Ratio (CFR) is composed of the following two 
components: in the numerator – total stable liabilities: total retail deposits, wholesale deposits with maturities exceeding one 
year, and bonds and subordinated notes; in the denominator – total liabilities. 
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Figure 64: The Core Funding Ratio declined slightly and reflects a deterioration in the 

quality of sources on which the corporations rely 
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Market Risk 

During the first half of 2025, market and interest rate risk in the banking system remained 

elevated, reflecting a combination of geopolitical, economic, and monetary factors. The 

ongoing war since October 2023 and tensions with Iran have created an environment of 

uncertainty. Nevertheless, domestic financial markets demonstrated relative resilience: 

the shekel appreciated, Tel Aviv equity indices recorded gains, and the risk premium 

declined. However, inflation in Israel remained above the target range. On the 

international front, changes in US tariff policy, the beginning of an interest rate cutting 

cycle by major central banks, volatility in global bond markets, and exchange rate 

fluctuations had a direct impact on Israeli banks. These developments underscore the 

challenges facing the banking system and the critical importance of effective market and 

interest rate risk management in maintaining financial stability.45 

a. Exposure to Interest Rate Risk46 

Under the Net Interest Income (NII) approach—which measures the impact of interest rate 

changes on expected earnings over a 12-month horizon—the effect of a parallel interest 

rate decline scenario47 remained stable during the first half of 2025 as compared to the end 

of 2024. The potential loss as a share of total income48 under this scenario remained relatively 

stable compared to 2024 (Figure 65) across all banks. This stability in the potential loss ratio 

reflected both the relative stability in the absolute potential loss (NIS 3.1 billion as of mid-2025, 

                                                      
45 In this context, it is worth noting that in May 2025, the S&P rating agency revised the outlook for several Israeli banks from 
negative to stable. This move reflects the relative resilience of domestic banks in the face of challenging macroeconomic 
conditions. 
46 Interest-rate risk (without the credit-risk spread) is the risk to the banks’ profits as a result of fluctuations in interest rates, 
which affect the existing positions of each of the banks. When interest rates change, the present value and timing of future cash 
flows change with them. These, in turn, lead to changes in the fundamental value of the bank’s assets, liabilities, and off-balance 
sheet items and thus affect the bank’s economic value. Changes in interest rates also affect the bank’s profits through their effect 
on income and expenses that are sensitive to the interest rate, thus affecting net interest income (NII). Excessive interest-rate 
risk may pose a threat to the bank’s capital base and/or its future profits unless it is managed appropriately. 
47 Parallel scenarios are scenarios in which market interest rates increase or decrease by the same magnitude and at the same 
time across all maturities. These scenarios are designed to evaluate the impact of a general rise or decline in interest rates on a 
bank’s balance sheet, its income and expenses, and the level of risk it carries. 
48 Interest income and non-interest financing income. 



as compared to NIS 3.3 billion at the end of 2024) and continued profitability (estimated interest 

and non-interest income for 2025 amounted to NIS 142 billion, as compared to NIS 139 billion 

for all of 2024; see Chapter 3 of this review for further details). 

Figure 65: Stability in the rate of sensitivity to changes in income as a result of a scenario 

of an interest rate reduction in parallel 

 

 

The Economic Value of Equity (EVE) approach, which is used to assess interest rate risk over a 

horizon longer than one year, examines the impact of various interest rate shock scenarios on 

the fair value of a banking corporation’s assets, liabilities, and off-balance sheet positions. As of 

the first half of 2025, the banking system’s sensitivity to a parallel upward shock of one 

percentage point remained stable (Figure 66). This stability was maintained despite an 

acceleration in credit growth and an expansion of the banks’ securities portfolios, both of which 

would typically increase this sensitivity. This was due to, among other things, the offsetting 

effect of bond issuances by banks during the year (for further details, see the section on the 

balance sheet). 
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Figure 66: Stability in the sensitivity of the banking system to scenarios of parallel change 

scenarios 

 

 

b. Indexation Base Risk 

During the first half of 2025, the banking system’s exposure49 to the CPI moderated, 

declining by approximately 6 percent during the period under review, to NIS 123 billion, as 

compared to NIS 127 billion at the end of 2024 (Figure 67). The decrease in exposure was due to 

the year over year growth in CPI-indexed liabilities50, at a rate of 22 percent during the period 

under review as compared to an average of 5 percent in 2023–24. The increase was driven 

primarily by issuance of bonds and subordinated liabilities (NIS 8.6 billion), as well as growth in 

CPI-indexed deposits of the public (NIS 9.4 billion). Accordingly, the ratio of CPI exposure to 

Common Equity Tier 1 capital declined by 6 percentage points relative to the end of 2024, to 

                                                      
49 Total exposure is calculated as the difference between CPI-indexed assets and liabilities. 
50 The rate of increase in CPI-indexed assets remained stable at 10 percent during the first half of 2025. 
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approximately 59 percent. However, the net exposure (after the effect of derivatives) remained 

stable at 58 percent—slightly lower than at the end of 2024 (59 percent; Figure 68). 

Figures 67 and 68: The share of net exposure relative to equity remains stable. 
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c. Foreign Exchange 

In the foreign exchange segment, the banking system has a significant excess of liabilities over 

assets (approximately NIS 147 billion). During the period under review, total exposure51 declined 

by 28 percent relative to the end of 2024 (a decrease of NIS 23 billion). This reduction primarily 

reflected faster growth in foreign-currency-denominated assets relative to foreign-currency-

denominated liabilities, particularly in the securities portfolio, which expanded by 38 percent 

during the first half of 2025 (NIS 30.2 billion).52 A scenario involving a depreciation of the shekel 

against foreign currencies could result in substantial losses for the banks, given that such a 

development would increase the value of their foreign currency liabilities and reduce their 

equity. Therefore, banks hedge their foreign currency exposure through derivatives activity, 

resulting in a very low net exposure (after the effect of derivatives) of approximately NIS -5.4 

billion.53 This is reflected in the ratio of net foreign currency exposure to Common Equity Tier 1 

capital, which remained relatively stable at 3 percent as of mid-2025, as compared to 2 percent 

at the end of 2024 (Figure 69). 

  

                                                      
51 Total exposure is calculated as the difference between assets and liabilities that are denominated in foreign currency.  
52 The main part of the increase (NIS 26.5 billion) is due the increase in US bonds held by Bank Hapoalim (NIS 10.7 billion) and 
Mizrahi-Tephahot (NIS billion) 
53 The scope of exposure remained stable relative to 2023 (NIS -4.8 billion). 



Figure 69: Stability in the share of net exposure to foreign currencies during the first half 

of 2025 

 

d. Derivatives Activity 

The derivatives portfolio54 includes both trading and nontrading activity. Nontrading activity is 

intended to hedge foreign exchange risk and interest rate risk in the banking portfolio that arises 

from the bank’s regular financial intermediation activities. Trading activity (which accounted for 

approximately 91 percent of the nominal amount of derivatives activity as of the end of the first 

half of 2025) includes derivatives transactions conducted for short-term profit generation, as 

well as the provision of services to clients seeking to hedge their real economic activity (for 

example, interest rate contracts and foreign currency purchases for business clients) or to trade 

financial instruments themselves with the bank as counterparty (for example, equity derivatives 

                                                      
54 Derivatives are financial instruments whose value is derived from another asset, known as the “underlying asset.” There are 
two main types of derivatives: options and futures contracts. These instruments enable buyers or sellers to hedge their 
investments against price increases or decreases in a specific asset, but they can also serve as a leveraged substitute for direct 
investment in the underlying asset. 
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with institutional investors or short sales by other financial sector clients). In this context, banks 

benefit as market makers from bid-ask spreads in derivatives and foreign exchange instruments. 

This year, the volume of derivatives activity continued to grow, reaching a nominal amount55 of 

NIS 5,721 billion as of the first half of 2025, as compared to NIS 5,254 billion at the end of 2024. 

However, the nominal value of derivatives does not reflect the actual level of risk, since it does 

not account for market fluctuations, counterparty obligations, or credit risk. Instead, total credit 

risk exposure56 (on the asset side) and net liabilities57 provide a more accurate picture of risk 

exposure. Accordingly, credit risk exposure from derivatives increased by 2 percent during the 

first half of 2025 (approximately NIS 4.3 billion), reaching NIS 13.4 billion. On the liabilities side, 

net liabilities arising from derivatives doubled (with more than half of the increase attributable 

to higher net liabilities to institutional investors), reaching NIS 26 billion as of mid-2025. 

  

                                                      
55 The nominal amount refers to the underlying reference value on which a derivative contract is based. It is used to calculate 
payments or obligations arising from the contract, but it is not exchanged between the parties. 
56 The on-balance sheet assets arising from derivative instruments is presented after deducting credit risk related to financial 
instruments and cash collateral received, as well as net off-balance sheet exposure due to derivatives. 
57 The on-balance sheet liabilities are presented net of financial instruments and pledged cash collateral. 
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