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BICRA Highlights
Overview
Key strengths Key risks
Wealthy and diversified economy. Significant economic and geopolitical risks related to tensions in the
region.
Well capitalized and profitable banking system. High exposure to real estate-related lending.
Ample and stable domestic funding base. Competitive environment, including competition from nonbank players.

Israel faces elevated geopolitical and security risks despite the military de-escalation, in S&P
Global Ratings’ view. We forecast real economic growth will rebound to 5% this year and then
stabilize at about 3.6% on average in 2027-2028. Medium-term growth remains below potential,
but Israel’s performance demonstrates the resilience of its economy, which is centered on high-
tech services exports. Banks’ asset quality has remained under control, due to strong
government support and credit availability. Israel's construction and real estate sector, which
represents about 20% of banks' loan books, remains among the most vulnerable sectors due to
high debt service costs, labor supply constraints, and lower affordability. Tourism and small
businesses are also vulnerable to debt service costs and volatile economic performance. In the
absence of an escalation in regional tensions, we anticipate credit losses will be contained at
about 20 basis points (bps) in 2026-2027, compared to 33 bps on average in 2023-2024,
benefiting from an expected economic recovery and strong provisioning in recent years.
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Banking Industry Country Risk Assessment: Israel

We think that low funding risk and the proactive approach of the bank regulator support the
banking sector. The sector benefits from a strong, largely domestic funding profile and a net
external creditor position, which provide a cushion in a challenging environment. Prudent
regulatory oversight somewhat mitigates concentration and geopolitical risks. Banks' profitability
will benefit from strong lending growth, which will offset the impact of declining interest rates,
and from cost-cutting initiatives. However, competition among banks and nonbank financial
institutions somewhat constrains margins and fees.

Economic And Industry Risk Trends

The trend for economic risk is stable. The banking system is expected to remain resilient, despite high geopolitical
instability, in absence of a material escalation in regional tensions. Notwithstanding the conflicts in the region, the
system shows little signs of asset quality deterioration, and the real estate sector is expected to recover in the medium

term.

The industry risk is stable. We expect banks to continue benefiting from a large customer deposit base and effective
supervision from the Bank of Israel (Bol). Banks' profitability, benefiting from cost cutting initiatives, support loss

absorption capacity.

Economic Risk

Economic resilience: Elevated geopolitical and security risks despite
military de-escalation

The structure of the Israeli economy, which centers on high-tech services exports with a high
percentage of employees able to work from home, has cushioned the impact of security
disruptions during the last two years of war. The suspension of military activity in late 2025 will
support the ongoing recovery of the Israeli economy, in our view. We project Israel’s GDP growth
will rebound to 5% in 2026, as consumer and business confidence strengthens and fewer reserve
soldiers are mobilized, easing labor supply constraints.

We anticipate Israel’'s GDP growth will likely remain below pre-war levels at about 3.6% on
average in 2027-2028 (see chart 1). This is due to the lasting effects of the wars with Hamas, Iran,
and Hezbollah. Labor supply constraints will likely persist as more mobilized workers will likely
remain in the military compared with before the war, and Palestinian workers formerly employed
in the construction industry (which constitutes 5% of GDP) are only partly replaced by foreign
workers.

If broader regional tensions escalate, the implications for Israel's small economy could be sizable.
While it is difficult to quantify, the effects of escalating conflict could include international
sanctions, shocks to foreign and domestic investor confidence, capital flight, and financial
market and exchange-rate volatility. These would likely come on top of direct physical damage to
infrastructure and associated fiscal pressures.
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Chart1

Israeli growth recovers amid military de-escalation but remains below pre-war
levels in the medium term
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Military de-escalation will take time to be reflected in smaller fiscal deficits. Defense and security-related spending will decline from its peak of 8% of GDP in 2024,
but we assume it will remain higher than before the wars. In addition to high defense-related spending, public finances will face sizable reconstruction costs in
affected areas in the north and south of the country, which the authorities estimate at 2.5% of GDP. Budgetary discussions for 2026 are ongoing. According to local
rules, the failure to legislate the budget by the end of March will trigger an early parliamentary election. Israel's domestic political developments are difficult to
predict; the country has a history of short-lived governments and frequent elections. We forecast elevated fiscal deficits will keep net general government debt high
at 67% of GDP through 2028.

We consider Israel's monetary policy flexibility to be a credit strength. The Bol has a good track
record of operational independence and uses a range of market-based monetary instruments.
Monetary policy also benefits from Israel's deep local-currency financial and capital markets.
Headline consumer price pressures have been elevated due to war-related supply constraints
and loose fiscal policies. That said, in the second half of 2025, inflation decreased to within the
Bol's target range of 1.0%-3.0% for the first time since mid-2024. We expect inflation to remain
within the target, which will provide room for monetary easing.

Table1

BICRA Israel--Economic resilience

--Fiscal year end Dec. 31--

2021 2022 2023 2024 2025f 2026f 2027f
Nominal GDP (bil. $) 489.7 525.2 513.9 542.3 617.6 696.2 733.3
GDP per capita ($) 52,258.5  54,985.6 52,146.5 54,3828  60,727.0  67,108.5 69,300.8
Real GDP growth (%) 9.3 6.4 21 1.0 2.5 5.0 3.7
Inflation (CPI) rate (%) 95.8 100.0 104.2 107.4 10.6 12.9 15.2
Monetary policy steering rate (%) 0.1 3.3 4.8 4.5 4.3 N/A N/A

CPI--Consumer price index. f--Forecast. N/A--Not applicable. Source: S&P Global Ratings.

Economic imbalances: Real estate-related exposure drives credit
demand
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The impact of the conflicts in the region and tight monetary policy resulted in declining real
estate prices and transactions in 2025, following resilient performance in 2024. We estimate that
real estate prices contracted by 2.6% in real terms in 2025. Transactions also materially declined-
-averaging about 7,500 per month compared to 8,600 in 2024--due to prolonged tight financing
conditions and higher taxation (see chart 2).

Chart 2

Real estate prices in Israel are pressured by lower transactions and tight monetary
conditions
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Historically high amounts of unsold apartments have contributed to cool prices. Inventory levels
(units that have received a building permit and are either not yet completed or unsold) have
reached record highs, with approximately 86,000 unsold new apartments at the end of 2025,
contributing to a fall in prices. Prices for new apartments have declined more than the average in
the sector and we estimate an even sharper decline when the benefits provided by developers
are taken into account (see chart 3).
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Chart 3

Inventory reached record highs and prices for new apartments declined in 2025
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We expect real estate prices to flatten in real terms in the next two years. Interest rate cuts and a
recovery in confidence should sustain the market, particularly from the second half of 2026.
Demographic trends remain favorable, with the population growing at about 1.1% in 2024-2025,
despite being below the 2% annual growth seen before the wars--a decline partly attributable to
international emigration.

Loosening monetary policy and an economic recovery should fuel lending expansion in 2026, in
our view. We anticipate strong demand for construction and real estate loans, following
significant growth in recent years. The commercial sector and households should also contribute
to the expansion. We project lending will expand by above 10% annually on average for 2026-
2027, exceeding the 8% average annual growth during 2023-2025. That said, we expect the
annual change in total private sector debt as a percentage of GDP to remain about 2%.

We expect Israel's balance of payments to remain a key rating strength. The total external
services surplus has averaged 7% of GDP in the past few years, resulting in a substantial net
external asset position of about 40% of GDP--one of the highest among non-commodity-
exporting sovereigns. We project continued exports of high-value-added technology goods and
services and an average current account surplus of 2.8% of GDP through 2028. The wars have

significantly affected foreign tourism, but the sector constitutes just 3.0% of Israel’s current
account receipts.

Table 2

BICRA Israel--Economic imbalances

--Fiscal year end Dec. 31--

(%) 2021 2022 2023 2024 2025f 2026f 2027f
Annual change in total private sector debt (% of GDP) 0.4 0.7 (2.8 0.6 1.8 1.7 3.4
Annual change in inflation-adjusted housing prices (%) 10.0 125 (5.9 4.3 (2.5) (0.7) 0.5
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BICRA Israel--Economic imbalances

--Fiscal year end Dec. 31--

(%) 2021 2022 2023 2024 2025f 2026f 2027f
Current account balance/GDP (%) 3.1 27 31 2.9 2.6 2.9 2.9
Net external debt/GDP (%) (54.1) (53.0) (61.6) (62.6) (56.2) (56.6) (57.1)

f--Forecast. Source: S&P Global Ratings.

Credit risk in the economy: Wealthy economy facing challenges

We consider Israel a wealthy country, with GDP per capita of about $54,400. Private sector

domestic debt (estimated at about 114% of GDP) remains lower than the peer average (see chart

4), despite a spike in debt following the COVID-19 pandemic and the recent surge in lending
growth.

Chart 4

Private indebtedness in Israel remains stable and in line with most peers
Private sector debt as percentage of GDP
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Corporate indebtedness reached about 72% of GDP at year-end 2025, from 67% before the

pandemic, according to our estimates. We expect a moderate increase in 2026 and 2027. Most of
the lending expansion has been concentrated in the construction and real estate sector, which

together account for about 20% of the total loan book (see charts 5 and 6).
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Chart 5

Loan growth in Israel has been concentrated in higher-risk segments
Banking system loans growth by sector

2.5
e Reoal estate
2 === Construction
1.5 e inancial services
? ) e Commercial
=~ e — )
e Housing loans
0.5 )
Non-housing loans
0
-0.5
2018 2019 2020 2021 2022 2023 2024 Q32025

Source: S&P Global Ratings.

Copyright © 2026 by Standard & Poor’s Financial Services LLC. All rights reserved.

Chart 6

Real estate-related lending accounts for 20% of banks' books
Banks' lending breakdown by sector in Israel as of Sept. 2025
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The majority of construction projects are in the residential segment, which partly mitigates credit
risks. However, some projects might rely on assumptions that could be challenged by shifting real
estate price expectations and cash flow pressures. Developers are facing pressured profitability
from high financing costs, declining transaction volumes, the discontinuation of balloon loans,
and rising construction costs, including for labor--the replacement of Palestinian workers led to
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an increase in labor costs by about 9% in 2025. Additionally, developers’ ability to pass on these
costs to buyers has also weakened, further straining cash flow.

Offices and shopping malls have so far proved resilient. Moderate shopping mall revenue was
supported by the redirection of demand to physical stores following logistical challenges in online
retail. The office sector is recovering due to increased hiring in the high-tech sector, which has
contributed to stable rental rates and occupancy levels in Tel Aviv. Nevertheless, markets remain
challenged in less central areas that are more vulnerable to economic fluctuations.

Household debt, which we estimate accounts for about 42% of GDP, is below the European
average. Mortgages account for about 72% of total household debt or about 40% of banks' loans.
We think moderate loan-to-value ratios (averaging 51% as of Sept. 30, 2025), conservative
underwriting standards, and sustained housing demand driven by population growth somewhat
mitigate the risks in this segment. However, affordability is constrained by increased prices,
tighter financial conditions, and the economic slowdown, particularly affecting lower income
households and those purchasing in overvalued areas. In addition, the sector is exposed to
security and physical risks.

We forecast higher credit risk related to unsecured retail loans, but we acknowledge that
nonbank players are more affected as banks reduced their exposure to this segment.

We estimate substantial household financial assets of more than 300% of GDP at year-end 2025.
The large size of this asset base mitigates leverage concerns, although we consider the liquidity
of these assets, especially pension investments, to be limited.

We view the payment culture and rule of law in Israel as at least moderately strong. We consider
the legal infrastructure as supportive for banks in terms of predictability and timeliness of
recovery of collateral in the event of bankruptcy or foreclosure.

Table 3

BICRA Israel--Credit risk in the economy

--Fiscal year end Dec. 31--

(%) 2021 2022 2023 2024 2025f 2026f 2027f
GDP per capita ($) 52,2586 54,985.6 52,146.56 54,382.8 60,727.0 67,508.5 69,300.8
Total private-sector debt (% of GDP) 113.5 14.2 M4 12.0 113.8 15.5 118.9
Household debt (% of GDP) 43.7 43.9 42.0 421 42.0 42.2 42.9
Household net debt (% of GDP) (275.8) (232.7) (243.8) (268.3) (274.2) (264.8) (267.0)
Corporate debt (% of GDP) 69.8 70.3 69.3 69.8 .7 73.3 76.0
Nonperforming assets (% of systemwide loans) 1.2 0.9 1.2 1.0 1.0 1.0 0.9
Loan loss reserves (% of total loans) 1.3 1.3 1.6 1.4 1.3 1.2 1.2

f--Forecast. Source: S&P Global Ratings.

Base-Case Credit Losses: A Gradual Return To Through
The Cycle Levels

In the absence of an escalation in regional tensions, we expect asset quality to remain resilient
with limited deterioration in the next 12-24 months, thanks to an economic rebound, the financial
flexibility of large borrowers, and government measures introduced during the wars that
prevented major asset quality deterioration among directly affected customers. We anticipate a
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decline in the nonperforming loan ratio to about 0.9% by year-end 2027 and a gradual returnin
credit losses to their through the cycle levels of about 20-25 bps.

Table 4

BICRA Israel--Credit losses

--Fiscal year end Dec. 31--

2021 2022 2023 2024 2025f 2026f 2027f

Credit losses (% of total loans) 0.3) 0.1 0.5 0.2 0.2 0.2 0.2

f--Forecast. Source: S&P Global Ratings.

Industry Risk

Institutional framework: Regulation, supervision, and transparency are
in line with international standards

Israeli banking regulation is aligned with international best practices and banks operate under
Basel lll capital and liquidity requirements. The regulator closely monitors emerging risks,
including cyber risks, and uses active macroprudential measures to contain them--particularly in
the housing and construction segments. For example, banks must hold an additional capital
buffer on their mortgage and construction portfolios and are subject to concentration limits. As a
result, the required total capital ratios for Israeli banks are more conservative than the typical
Basel Ill requirements.

The Israeli banking system has weathered major global and domestic crises. Those include the
second intifada of 2000-2005, the bursting of the dot-com bubble in 2001-2003, the 2008 global
financial crisis, the pandemic, and the Israel-Hamas war. The Bol's initiatives have helped to
maintain liquidity and credit flows in the banking system, while preserving capitalization.

In 2023, the Bol issued a directive adopting the Basel principles aimed at improving climate risk
management. A new directive, which will take effect in June 2026, includes 12 principles that
provide guidelines to banks on corporate governance, internal audit, capital adequacy, liquidity,
and risk management, including scenario analysis.

The Israeli banking sector is highly exposed to cyber risk, driven by high geopolitical risk.
However, the Bol and the banking sector have demonstrated a strong track record in managing
this risk. The Bol was among the first regulators to perform cyber stress tests in 2019, but the
results have not been made public.

The Bol does not supervise rapidly expanding nonbank lenders, including financial service
providers and insurance companies, which are supervised by the Capital Markets and Insurance
Authority. Although the various regulatory bodies cooperate, differing approaches can create
potential gaps in supervision (see chart 7).
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Chart7

Non-banks lenders with less supervision play a significant role in Israeli banking sector
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Israel's banking sector has adequate transparency, in our opinion. Quarterly reporting is
extensive, accurate, and transparent. Financial reporting standards are an unusual mix of Israeli
standards, generally accepted U.S. accounting principles, and International Financial Reporting
Standards.

Competitive dynamics: A traditional and concentrated banking sector

The Israeli banking industry's resilient profitability and contained cost of risk reflect an adequate
risk appetite. Israeli banks engage in simple and traditional banking and do not offer complex or
high-risk innovative products. Competition is intense, however, from both bank and non-bank
players.

Banks’ profitability has benefited from higher interest rates and strong lending expansion after
the pandemic. Growing competition and customer demand for higher returns have, however,
compressed margins over the past quarters. Strong lending growth, amid an economic rebound
and loosening monetary policy, will help mitigate the impact of declining margins over the next
couple of years. Efforts to reduce costs, particularly at the largest banks, have intensified and are
contributing to the sector’s resilient profitability (see chart 8). We expect banks to continue
prioritizing the use of digital channels to enhance efficiency, which should yield further cost
savings and bolster their loss-absorption capacity in the medium term.
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Chart 8

Lower credit losses and better efficiency will sustain Israeli banks' profitability
despite declining margins
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Tax expenses are rising amid higher budgetary needs. In 2024 and 2025, Israeli banks had to pay an extra tax worth 6% of their profits generated in Israel. The

government is discussing a new windfall tax that would be imposed on bank profits that are more than 50% higher than their average annual earnings between 2018

and 2022. Higher taxation is ultimately depressing banks’ profitability, which historically has been better than peers in other countries (see chart 9).

Chart 9

Israeli banks' profitability compares well with main peers
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The banking system is concentrated, with the largest banking groups accounting for almost the
entire market. Competition is intense in certain basic products and corporate lending,
particularly from nonbank players and institutional investors, which have expanded rapidly in
recent years. Additionally, the Bol is developing legislation to reduce barriers to entry by easing
regulatory requirements for small and new banks regarding capitalization, leverage, and liquidity,
among other factors. This initiative could also foster greater competition from fintech
companies, which so far have had only a modest presence in Israel. That said, we think local
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banks are looking for opportunities to collaborate with fintech firms to adapt their business
models to evolving challenges.

Chart 10

Israeli banking sector is concentrated

Loans market share as of Sept. 30, 2025
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Table 5

BICRA Israel--Competitive dynamics

--Fiscal year end Dec. 31--

(%) 2021 2022 2023 2024 2025f 2026f 2027f
Return on equity of domestic banks (%) 13.9 16.0 145 148 14.2 13.6 13.5
Systemwide return on average assets (%) 0.9 11 11 11 1.1 1.2 1.2
Net operating income before loan loss provisions to systemwide loans (%) 1.8 2.5 3.1 3.0 2.8 2.6 2.5
Market share of largest three banks (%) 76.1 75.8 751 4.4 74.0 74.0 74.0
Annual growth rate of domestic assets of resident financial institutions (%)* 15.7 5.6 5.3 7.8 7.1 10.0 10.0

f --Forecast. Source: S&P Global Ratings.

Systemwide funding: A strong funding base with contained recourse to
the international capital market

Israeli banks' domestic deposit base is solid and benefits from high customer confidence. We
expect banks to maintain a balanced funding profile, supported by a loyal deposit base that
proved resilient and stable during major crises. However, depositors' search for higher yields,
particularly in the corporate segment, is weighing on banks’ funding structure. For example,
interest-bearing and time deposits increased to 78% as of Sept. 30, 2025 from 61% in 2021. As
domestic deposit costs rise, banks are exploring new funding opportunities. A diverse investor
base enhances funding flexibility and enables banks to capitalize on emerging opportunities. We
forecast that domestic loans will reach about 120% of domestic core customer deposits over the
next couple of years, from about 110% at year-end 2024.
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Israel has an active domestic debt capital market. Private sector debt issued in the domestic
market was about 30% of GDP as of Sept. 30, 2025. Bonds are usually oversubscribed with
decent trading volumes in the secondary market.

The Israeli banking sector recently increased its use of external funding despite resilient demand
from domestic investors. We expect this to remain contained. A material increase in recourse to
international markets--for example, due to stronger-than-anticipated lending growth--could
increase refinancing risks as banks' vulnerability to geopolitical shocks and investor sentiment
could reduce their ability to roll over their debts. The system is a net external creditor, which is
unlikely to change in the near future.

Banks are generally liquid and net placers of funds with the central bank, materially above their
required minimumes. Historically, the banking system has not required any large liquidity
injections or government guarantees. However, should the need arise, the central bank is willing
and able to support the industry's funding needs, in our view.

Table 6

BICRA Israel--Systemwide funding

--Fiscal year end Dec. 31--

2021 2022 2023 2024 2025f 2026f 2027f

Systemwide domestic loans (% of systemwide domestic core customer deposits) 102.3 1084 1076 109.9 154 120.2 120.2
Net banking sector external debt (% of systemwide domestic loans) 7.7 9.1 -101 -9.1 -7.5 -6.8 -6.3
Outstanding of bonds and CP issued domestically by the resident private sector (% of GDP) 269 282 287 251 29.8 N/A N/A

CP--Commercial paper. f--Forecast. N/A--Not applicable. Source: S&P Global Ratings.

Peer BICRA Scores

Table 7
BICRA Israel--Peer BICRA scores

Israel Czech Republic  Ireland Spain U.K. u.s. Iceland Slovenia

BICRA group 4 3 3 3 3 3 4 4

Economic risk score 4 3 3 4 3 3 4 4

Economic resilience High Intermediate Low Intermediate Intermediate Low Intermediate Intermediate
Economic imbalance Intermediate  Low Intermediate Intermediate Intermediate Intermediate Intermediate Intermediate
Credit risk in the economy  Low Intermediate Intermediate Intermediate Low Intermediate Intermediate Intermediate
Industry risk score 4 3 3 3 3 3 5 4

Institutional framework Intermediate Intermediate Intermediate Intermediate Low Intermediate Intermediate Intermediate
Competitive dynamics High Intermediate Intermediate Intermediate Intermediate Intermediate Intermediate Intermediate
Systemwide funding Low Low Low Low Low Very low High Intermediate

Source: S&P Global Ratings.

Government Support
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We classify the government as supportive of its banking sector. We expect the Israeli government
to intervene directly in support of systemically important banks and provide extraordinary
support, if needed. The government and the Bol have a strong interest in, and are capable of,
preserving the stability of the banking sector. The Bol's international reserves are strong at $232
billion or 40% of GDP as of Sept. 30, 2025.
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