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Select Indices

Israeli Macro Economic Review

By: Sagit Cohen, Economics Dept. Finance and Economics Division

The July interest rate of the Bank of Israel will remain unchanged at 3.25%
On June 27 the Bank of Israel (BoI) announced its interest rate for July will 
remain unchanged.  The interest rate decision was evidently influenced also 
by the slowdown in the pace of recovery of the global economy, which has 
led to downgrades in the growth forecasts of various economies, as well 
as to expectations for a slowdown in the pace of interest rate hikes also in 
other economies. The BoI notes concern is growing regarding the worsening 
debt risk of Europe and the ramifications of this on the Israeli economy.  On 
this regard the BoI adds that despite the fact that the path was paved for 
additional assistance to Greece, the risks of the bank debt crisis in Europe have 
strengthened substantially.
The interest rate decision received support from the decline that occurred in 
market-derived inflation expectations for the coming year.  These expectations 
are currently at 2.9%, which is within the price stability target range of 1-3%.  The 
BoI noted the fall that occurred in inflation excluding the housing component.  
The decline in inflation expectations was influenced by, among other things, 
the continuing fall in commodities prices, which is expected to be reflected 
soon in the consumer price index (CPI).  Regarding housing prices, which 
continue to rise at a double digit annualized rate (15.3%), the BoI explains 
that the impacts of the interest rate hikes until now, the steps implemented in 
the mortgage market, and the steps implemented by the Ministry of Finance 
on real estate taxation, together with the continued increase in the number 
of construction starts, are all expected to lead to a slowdown in the rate of 
increase of housing prices throughout the coming year.
In comparison with other developing economies the pace of interest rate 
hikes by the BoI since the beginning of 2011 has been relatively fast, but the 
low level of interest rates in the developed world narrows the maneuvering 
room for interest rate hikes in Israel.  If it were not for the low interest rate 
levels in the developed economies, then it is expected the interest rate level of 
the BoI would have increased at a faster pace, to a level more appropriate for 
the positive state of the Israeli economy.
Looking forward, even after the local inflation environment will return to within 
the price stability target range, the BoI will continue the process of hiking 
interest rates, as part of the interest rate normalization process mentioned by 
the central bank in the past.  The continuation of interest rate hikes will be 
emphasized especially in the event of a delay in the moderation in the rise 
in housing prices.  At the same time, there are widespread assumptions that 
central banks around the world will continue to raise rates; however, the pace 
of hikes will apparently be moderate against the backdrop of the slowdown in 
the real economy.  
Accordingly, we are of the opinion this trend will influence the pace of interest 
rate hikes by the BoI in the coming months.  It should be added that the OECD 
and the International Monetary Fund (IMF) believe the weakness in global 
economic activity is only temporary; therefore, an improvement in global 
economic activity over time is expected to affect the pace of hikes in the BoI 
interest rate, which in the coming year is expected to increase at an average 
pace of 25bps each quarter.
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June was another month in which financial market sentiment 
worldwide was largely under the spell of developments in Europe. The 
month got under way amidst concerns that the IMF would refrain from 
extending the fifth and final loan payment to Greece in the framework 
of the bailout package initiated in 2010, which, would have resulted in 
Greece defaulting on its sovereign debt. The month ended, in contrast, 
with the go-ahead being given to pay out the loan installment, and the 
Greek parliament’s approval of a plan to implement austerity measures 
and sale of state assets. European policymakers are currently putting 
together a new aid plan for Greece, in conjunction with some of the 
continent’s largest banks. 
In the U.S., the macroeconomic data last month deepened concerns 
about a significant slowdown in economic growth—concerns that 
were reinforced when chairman of the Federal Reserve, Ben Bernanke, 
expressed disappointment with the pace of U.S. growth, and lowered 
the Fed’s full-year 2011 GDP growth projection from 3.3% to 2.9%. Full-
year CPI-measured inflation is expected come in at 1.5% to 1.8%, or 
about 0.2% higher than the earlier estimate, while unemployment is 
now seen as ranging from 8.6% to 8.9%—also 0.2% higher than the 
earlier forecast.
Investors also seemed to believe that the U.S. economy would 
experience a second-half rebound, absent the first-half drags, which 
included the natural disaster in Japan, high energy prices, and ravages 
of the weather. Major stock-market indices recorded gains in June, and 
in several cases reentered positive territory for the year. Yields rose 
in the Treasury bond market as investor fears over the U.S. economic 
outlook were somewhat assuaged. In contrast, yields in Germany’s 
sovereign debt market dipped slightly across the curve, in the wake 
of even sharper falls when investor angst over issues surrounding 
Greece was at its height. Globally, corporate bond spreads widened on 
average compared with sovereign debt maturities.    
Key factors likely to impact market trends over the short term include 
developments revolving around the debt of Portugal, Ireland, Italy, 
Greece and Spain (the so-called PIIGS), news on the U.S. economy, as 
well as second quarter corporate financial results and management 
guidance about full-year prospects. Longer term, the U.S. economy 
remains on the path of incremental growth, and the U.S. government 
is slowly pulling back from the financial markets. For the economy to 
cope with the latter development, the U.S. banking system will need 
to fill the vacuum and take up its traditional role of fueling economic 
growth by significantly expanding loan issuance to small- and medium-
sized businesses. Two other critical developments to be hoped for are 
significant improvement in the labor market and real estate sector, 
which play a key role in American consumers’ economic health and 
their willingness to spend.
In Europe, the EU’s economically sound members are expected to 
experience relatively lackluster growth. However, for the peripheral 
countries, defaults and the rescheduling of bonds remain high 
probability events. Bailouts, it’s worth recalling, don’t truly resolve 
economic problems, but comprise a short-term fix. The peripheral 
countries should be working to reduce government spending and 
increase revenue, while adopting reforms aimed at streamlining their 
economies. If they fail to adopt such measures or implement them 
properly, the path to default is liable prove a short one.   
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On Friday, July 1st, 2011, The “Youth Leading Change – Aharai 
(Follow Me)” Association’s closing event took place at Mount 
Herzl in Jerusalem in the presence of Brigadier General Orna 
Barbivay. This was the conclusion of another blessed year of 
activity.

The trainees arrived at the event after a grueling overnight 
stretcher-bearing march accompanied by Leumi employees. 
The students were welcomed by Mr. David Brodet, Bank Leumi 
chairman; Rabbi Yechiel Eckstein, president of the Fellowship 
Fund; Omer Bar Lev, the association’s chairperson and 
members of the management committee – Inter alia, Brigadier 
General (reserve) Yoram Yair, Raya Strauss and Shlomo Tisser, 
Israeli Parlament member Zevulun Orlev, and more. 	

Leumi has been accompanying the “Youth Leading Change 
– Aharai” Association for nine  years. The Association was 
established in 1997 with the aim of nurturing young leaders 
and developing social involvement amongst the youth from 
developing towns, absorption centers and boarding schools, 
who are at the final crossroad of their lives at which their 
futures can be impacted by education.

The underlying notion of this activity is to instill a sense of 
success and capability amongst the youths out of belief that 
each and every one has the ability to conduct a “normal life” 
as equal citizens in the country, despite their birthplace or 
environment in which they grew up.

The various projects illustrate to the youths that personal 
change is possible by taking action for themselves and for 
the community in which they live. In a society in which an 
increasing number of citizens do not feel that they belong 
to the country, the “Follow Me” movement states “We are the 
country – what we accomplish is what will be.”

The Association operates 170 activity frameworks deployed 
throughout the country for approx. 4,500 youths. 

Students can already join the Aharai movment at the age of 
14, as a part of the field and patrol program “Aharai - Patrol”. 
At the age of 17 they can advance to the “Aharai - IDF” project, 
which guides them towards significant service in the IDF. 
Students whom the educational system does not present 
for matriculation examinations can participate in the “Leumi 
Aharai – Learning centers”. At the end of the 12th grade, 
graduates can participate in continuation programs: the 
“Aharai – Community service” year, the pre-army preparatory 
course “Gal”, the designated enlistment courses throughout 
the military service and, afterwards, the “Aharai” graduates 
receive assistance and escort via the Association’s Graduates’ 
Organization.

The various educational programs accompany the students 
from the age of 14 to the age of 25, as they integrate as 
contributing citizens in the State of Israel.	

Awards of appreciation and prizes won by  “Youth Leading 
Change” Association 
\ In 2009 – The “Knights of Quality Government” award in the 
field of education and society awarded by the Movement for 
Quality Government in Israel, in appreciation of the unique 
contribution to education and society in Israel, by intensifying 
the involvement of the youth in social activity and nurturing 
the leaders amongst them.
\ In 2010 – The President’s Award for voluntary activity which 
renders a unique contribution to the state and society in 
Israel. 	
\  In 2010 – The Minister of Absorption’s Shield, for volunteers 
who excelled absorbing and integrating new immigrants into 
Israeli society.	
\ In 2011 – For his social involvement in the movement, the 
“Aharai” chairman, Omer Bar Lav, had the privilege of lighting 
the beacon at a state ceremony at Mount Herzl on Israel’s 
Independence Day 2011. 

Rabbi Yechiel Eckstein, Brigadier General Orna Barbivay , Mr. David 
Brodet Chairman of Bank Leumi 
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Going Further – Bank Leumi (UK) plc*
Leumi Private Banking
Leumi Private Banking is proud to protect and enhance the wealth of its 
international clients and their families through a comprehensive range 
of private banking, investment and trust services. 

We welcome new clients.

Banking Services
We offer a full range of banking services in all major currencies, 
accept deposits for sums of £50,000 and above (or equivalent in other 
currencies), and provide payment services, cheque books and charge 
cards.

Investment services
For sums of £250,000 and above (or equivalent in other currencies) 
we offer both Advisory and Execution Only Services.  We can offer 
investment advice on fund choice and also asset allocation and portfolio 
valuations in all the major currencies.  Invested cash can be held in the 
currency of your choice.

Wealth Planning Solutions and Fiduciary Services
We structure, establish and administer trusts, private investment 
companies registered in various locations, and foundations, through 
our subsidiary in Jersey. 

Treasury and Dealing Services
Our Private Banking Relationship Managers, in conjunction with our 
Dealing Room, are able to offer a full dealing service and provide you 
with the latest market information. In addition they can offer a range of 
options, future and derivative strategies for sophisticated investors. 

Foreign Exchange Services
We offer immediate competitive pricing in all major currencies, covering 
spot and forward periods and swaps trades.  We offer access to a range 
of derivative instruments as investments, or for protection against 
interest, exchange, and equity risk.  Our treasury team is positioned to 
facilitate timely execution.

Lending
We provide lending facilities against portfolios of securities, bank 
guarantees, UK properties, cash deposit, and on a back-to-back basis (a 
loan backed by a deposit held in the same or different jurisdiction). 

Executive Mortgages
We offer a flexible five-year, interest only mortgage with a multi-currency 
option intended for UK and expatriate high net worth individuals for the 
purchase of their residential property in the UK.

Leumi Jersey
Bank Leumi (Jersey) Limited** provides a full range of private banking 
services for clients who are looking for an offshore location with security, 
confidentiality and in a stable, reputable environment.  We have an 
experienced team who are able to provide a flexible and focused 
approach to meeting individual client›s needs.

Additional services available from our offices in Jersey:

From Bank Leumi (Jersey) Limited
Banking for Non-Domiciliaries
We routinely provide accounts where capital and income are segregated.  
This, combined with our attractive interest rate, should prove to be 
particularly beneficial to clients who are not UK domiciled but resident 
there. It may also be attractive in other circumstances.

Offshore Custody
We are able to provide offshore global custody arrangements for 
trusts, companies and individuals, whose planning include such 
requirements. 

Offshore Executive Mortgages
This product is most applicable for UK residents who are not domiciled 
for tax purposes in the UK and who have foreign earnings.  These clients 
may purchase residential or investment property in the UK using a Bank 
Leumi (Jersey) Limited flexible five year, interest only mortgage with a 
multi-currency option. 

From Leumi Overseas Trust Corporation Limited***
Fiduciary Services
The formation and administration of Trusts, Foundations and Companies 
is at the core of our service. Whether the goal is to is to provide an 
orderly transfer of assets to future generations, to maximise returns 
by investing within a tax-efficient structure, or any other aspect of 
international planning, we can assist in the establishing and managing 
the most appropriate holding vehicle.

Family Office Services
The idea of having one overall focal point for many areas of planning 
and investment is appealing to many clients and we are able to provide 
this service from one office.  As an enhancement, we are able to provide 
Private Trust Company services, where family members may be closely 
involved in the trustee decision making – giving an element of control 
if required.

Wealth Planning Solutions
Working in conjunction with tax advisors, we can provide a wide range 
of solutions for families or companies looking to efficiently manage 
and protect assets whilst planning for the future.  Wherever there is 
a requirement for fiduciary services from an experienced team, in a 
reputable and stable jurisdiction, we will be able to assist. 

*Bank Leumi (UK) plc is authorised and regulated by the Financial 
Services Authority.

Leumi Private Banking
Bank Leumi (UK) plc
020 7907 8008
PrivateBanking@bankleumi.co.uk       www.bankleumi.co.uk

**Bank Leumi (Jersey) Limited is regulated by the Jersey Financial 
Services Commission.
For more information phone: 01534 702 525

***Leumi Overseas Trust Corporation Limited is regulated by the 
Jersey Financial Services Commission.
For more information phone: 01534 702 500 

www@leumijersey.com                www.bankleumi.co.uk

The data contained in and attached to this message has been prepared given the research, knowledge and investment views of Bank Leumi le-Israel BM or 
on advice from the research facilities and data sources of third parties. It is intended solely for information purposes and not as an invitation to participate 
in any particular trading strategy. It should not be used as the primary basis for trading decisions. No representation or warranty can be given with respect 
to the accuracy or completeness of the information herein. 
This documentation does not constitute a recommendation or invitation to buy, or the solicitation of an offer to sell any product, security, note or instrument. 
There may be significant risks associated with any product, security, note or instrument described herein including, but not limited to interest rate risk, 
price risk, liquidity risk and credit risk. The value of investments can fall as well as rise and an investor may not get back the original amount invested.  Any 
exposure to foreign currencies may also cause the value of an investment to fluctuate. Past performance is not necessarily indicative of future results. 
We are not acting as your financial adviser or in a fiduciary capacity in respect of any transaction with you unless otherwise expressly agreed by us in writing. 
Before entering into any transaction you should take steps to ensure that you understand the transaction and have made an independent assessment of 
the appropriateness of the transaction in the light of your own objectives and circumstances, including the possible risks and benefits of entering into such 
transaction.You should also seek advice from your own advisers in making this assessment.  
The information contained in or attached to this message is privileged and confidential. The information is intended only for the use of the individual or 
entity named above. If the reader of this message is not the intended recipient, you are hereby notified that any dissemination, distribution or copying of 
this communication is strictly prohibited. If you have received this communication in error, please notify us immediately by telephone or e-mail and delete 
this message.
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