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April’s CPI surprised substantially on the upside compared to the preliminary 

forecasts; the inflation rate in Israel fell only slightly in an international comparison 

According to data from the Central Bureau of Statistics (CBS), the consumer price index 

(CPI) increased 0.8% in April this year, twice the rate of preliminary expectations 

(according to the consensus forecast).  Against this backdrop, the rate of increase in prices 

over the trailing 12-month period remains unchanged at a level of 5.0%. 

 

 
 

Notable price increases were registered in the following components:  food, housing, 

fruits and vegetable, clothing and footwear, as well as recreation, holidays and trips.  The 

sub-component involving expenditures on overseas travel also jumped sharply (8.8%), 

and was extraordinarily high from an historic perspective (the average monthly increase 

in the month of April during the years 2014-2019 was 3.4%).  This development likely 

HxSlDLns  tR  sRPH  dHgrHH  thH  uSwDrd  surSrLsH  Ln  ASrLl’s  C3,  FRPSDrHd  tR  thH  LnLtLDl 

forecasts. 

 

ln the other hand, the cancellation of the tax on sweetened drinks and a reduction in 

electricity tariffs contributed to declines in relevant CPI components.  Similar to the case 

involving the cut in the tax on disposable kitchenware, the decline in beverage prices (-

2.1%) was substantially below the rate of increase registered back in the month in which 

the tax on sweetened drinks was first introduced (H6.9%, ganuary 2022). 
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The April CPI surprise supports a continued cycle of rate hikes by the Monetary 

Committee of the Bank of Israel (BoI), which is expected to convene next week (May 22, 

2023), in the upcoming interest rate decision.  rntil now, actual inflation in Israel has 

fallen only moderately, as it has remained above 5% since lctober 2022, reaching a peak 

of 5.4% in ganuary 2023.  ln this regard, it is interesting to see that the development of 

inflation in Israel stands out in an international comparison with the developed countries 

of the world. 

 

As can be seen in the accompanying chart, which presents the current inflation rate within 

lECD countries compared to the peak inflation rate registered in each country since the 

beginning of 2021 (the year during which inflation around the world started to spike), the 
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drop in inflation in Israel since its peak is low compared to the other countries (the median 

decline of all the other countries stands at 2.6 percentage points), and is almost the lowest 

(only in Iceland the current inflation rate is below the peak level by less than that in Israel).  

However, it is important to emphasize that inflation in Israel from the beginning was 

lower compared to that in the other lECD countries (see in the chart the column that 

presents the peak in each country), a situation that has characterized Israel for a decade. 

 

,n suPPDry,  LnIlDtLRn  Ln  ,srDHl  Ls “stLFNy” Dnd hLgh, Dnd  Lt  Ls nRtDElH  thDt  thH  lHYHl Ey 

which inflation in Israel has been reined in is low compared to what has occurred in the 

other developed countries of the world.  Thus, and against the backdrop of other factors, 

suFh Ds ,srDHl’s tLght lDERr PDrNHt, hLgh LnIlDtLRn HxSHFtDtLRns, Dnd FRntLnuHd HxSDnsLRn 

in local economic activity (see details in the next section), we estimate that a 25bps 

interest rate hike is expected, which will bring the BoI interest rate to 4.75%, with an 

additional rate hike above this level possible later in the year.  

 

dam increased in the first quarter of the year by a rate of 2.5%I in annualized terms 

According to CBS estimates, local economic activity continued to expand also in the 

beginning of the year, albeit with a slowdown in the pace.  Israeli dDP grew 2.5% in the 

first quarter of 2023 (in real terms, adjusted for seasonality, annualized), following more 

rapid growth of 5.3% (in annualized terms) in the fourth quarter of 2022. 

 

Analysis of the growth rates according to dDP components shows there are large 

differences in the development of the main components (see accompanying chart).  

Private consumption declined 1.7% (in annualized terms), mainly against the backdrop 

of a sharp drop in automobile purchases, after such purchases peaked in the preceding 

TuDrtHr duH tR DdYDnFHd SurFhDsHs SrLRr tR D rHYLsLRn Ln thH “grHHn” tDx IRrPulD thDt FDPH 

into effect in the beginning of 2023 and led to price increases on a large number of car 

models.  However, it is important to note that also when excluding this component, private 

consumption growth slowed considerably.  This is due to the erosion in the purchasing 

power of households, resulting from the substantial rise in the inflation and interest rate 

environments, which is expected to weigh on private consumption in the coming quarters. 

 

In addition, against the backdrop of the moderation in the growth rate of global economic 

DFtLYLty, wLth Dn HPShDsLs Rn ,srDHl’s PDLn trDdH SDrtnHrs (the rS and the euro bloc), there 

was a decline in the export of goods and services from the economy, a development that 

is likely to continue also in the coming quarters.  This is the result of a decline in goods 

exports, which have been trending downward for four consecutive quarters, by a growing 

rate.  ln the other hand, services exports registered an increase, with an emphasis on the 



 

tourism and other services components (mainly high-tech), after having fallen sharply in 

the preceding quarter. 

 

 
 

The component that contributed the most substantially to growth in the first quarter of the 

year was investment in fixed assets, this despite a drop in investments in transport 

vehicles.  The increase occurred mainly against the backdrop of a substantial uptick in 

investment in machinery and equipment, and continued growth of investment in 

residential construction, this despite a drop in construction starts in the recent period, with 

a substantial moderation in the pace.  A drop in imports also contributed to growth in the 

first quarter; however, this may indicate the possibility for a moderation in the rate of 

expansion in activity later on. 

 

In summary, the national accounts data for the first quarter of the year present a mixed 

picture.  ln one hand, the current  lHYHl  RI GD3 PDtFhHs  thH  HFRnRPy’s  SRtHntLDl,  Ln 

continuation of the situation over recent quarters.  However, on the other hand, some of 

the components of dDP are displaying relative weakness, especially in private 

consumption.  In our baseline scenario, we estimate 2023 is expected to conclude with a 

2.6% dDP growth rate (annual average), which is low compared to the two preceding 

years (2021-2022). 

 

A standstill in home prices and new home sales in the economyI although with 

substantial geographic differences 

The house price index of the CBS (which is not included in the CPI calculation) remained 

unchanged in the February-March 2023 period compared to ganuary-February 2023.  This 

comes in continuation of the stable trend that has characterized this index for a number 

of months already, against the backdrop of the hike in interest rates and rising inflation, 

and also in light of the heightened economic uncertainty in the country.  However, due to 

the rapid rise in the house price index up until a couple of months ago, it still remains 

approximately 11% above its level from a year ago (February-March 2022). 
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The recent stability seen in the house price index, which includes transactions of new as 

well as second-hand hRPHs, “hLdHs” thH dLIIHrHnFHs Ln thH SrLFH trHnds EHtwHHn thHsH twR 

market segments.  According to additional data released by the CBS, prices of new homes 

in the open market continue to decline, this for a number of months already, and from this 

it can be deduced that prices of second-hand homes are continuing to climb moderately 

and are preventing the house prices index from falling.  It appears the fall in new home 

prices in the open market is helping to some degree to stabilize the number of transactions 

in this market segment.  In the first quarter of 2023 the number of new homes sold in the 

economy equaled 7,743 units (CBS data, seasonally adjusted), representing a moderate 

1.7% increase compared to the last quarter of 2022, which came after four consecutive 

quarters of declines in new home sales (each quarter vis-a-vis the preceding quarter).  

However, the current level of activity is still low compared to recent years, that is to say, 

the number of transactions in the economy is stabilizing at a low level. 

 

Furthermore, despite the stability in the number of transactions in new homes, there are 

substantial variances in the data among the various regions of the country.  In high-

demand areas, including the Tel Aviv and Central districts, the volume of transactions 

continued to drop also in the first quarter of 2023 and reached levels even below those 

registered in the second quarter of 2020, at the beginning of the coronavirus crisis (see 

accompanying chart).  This is apparently because the rise in interest rates in the economy 

adversely affects the ability to purchase homes especially in these regions, which are 

characterized by very high home prices. 

 

In contrast, in the Southern district over recent months there has been a tangible recovery 

in the volume of transactions, supported by a substantial supply of new homes in the 

region.  This comes against the backdrop of a construction boom that occurred in the 

district over recent years.  In addition, contractors have been offering special deals to 

potential buyers, as reported recently by the Chief Economist Department of the Ministry 

of Finance (MoF), with this being reflected in a decline in the home price index in the 

Southern district over recent months. 
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Looking ahead, we estimate the number of home purchases in the economy will continue 

to be relatively moderate in the coming period, and may even take an additional step 

downward.  This comes against the backdrop of expectations for a continued rise in the 

BoI interest rate in the coming months, and is also in light of the high economic 

uncertainty that currently exists in the economy.  rnder these circumstances, the 

inventory of unsold homes which increased 22% over the past year, is expected to 

continue to increase and to support a single-digit downward trend in the home price index 

throughout the coming year.  This will occur while the downward trend in prices expands 

also to the second-hand homes segment. 

 

  

Authors: Yaniv Bar, Gili Ben Avraham, and Alon hol hreis 
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7hH dDtD, LnIRrPDtLRn, RSLnLRns Dnd IRrHFDsts SuElLshHd Ln thLs SuElLFDtLRn (thH “,nIRrPDtLRn”) DrH IurnLshHd Ds D sHrYLFH tR the 

readers and do not necessarily reflect the official position of the Bank. The above should not be seen as a recommendation and 

should not replace the independent discretion of the reader, nor should it be considered an offer or invitation to receive offers or 

advice – whether in general or in consideration of the particular data and requirements of the reader – to purchase and /or to 

effect investments and/or operations or transactions of any kind. 

The Information may contain errors and is subject to changes in the market and to other changes. Likewise, significant 

discrepancies may arise between the forecasts contained in this booklet and actual results. The Bank does not undertake to 

provide the readers with notice, in advance or in retrospect, of any of the aforementioned changes by any means whatsoever. 

 

The Bank and/or its subsidiaries and/or its affiliates and/or the parties controlling and/or parties having an interest in any of 

them may, from time to time, have an interest in the information represented in the publication, including in the financial assets 

represented therein. 
 


