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GDP increased in 2022 by a rate of 6.5% (on average); however, the growth rate during
the year (Q4/04) was lower

According to the Central Bureau of Statistics (CBS), Israeli GDP increased 6.5% in 2022
(annual average, in real terms, original data in constant prices), following 8.6% growth in
2021. The latest figure is slightly above the preliminary estimates in the market, including
those of the research department of the Bank of Israel (Bol), which estimated 6.3%
growth in its revision from the beginning of January, an estimate that contributed to the
decision by the Monetary Committee of the Bol to hike the interest rate S0bps (see details
later in this survey).

Chart 1: The Israeli GDP components
Rates of change, based on yearly averages, original data, constantprices
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Analysis of the growth rates according to the components of GDP shows that growth was
broad across all components (see Chart 1). However, it is important to emphasize that
growth was supported by a peak number of automobile purchases (for consumption, as
well as for investment) in the fourth quarter of last year. This was due to advanced
purchases prior to the revision to the government’s green tax on certain automobiles,
which came into effect in the beginning of 2023 and led to an increase in prices of many
car models. Excluding this component, the growth in private consumption and
investment in capital assets was more moderate.

Furthermore, it is important to note that these growth rates are based on the average annual
level in 2022 compared to the average annual level in 2021. However, the first part of
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2021 was characterized by a relatively low level of activity due to the coronavirus crisis,
while by the end of 2021 activity started to accelerate. In light of this, the average level
in 2021 is substantially below that from the end of 2021, and throughout the whole period
0f2022.

Chart 2: Israeli GDP selected components during 2022
Rates of change, Q4/2022 compared to Q4/2021, seasonally adjusted
data, constant prices
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In light of the above, Chart 2 presents the rates of change of chosen components of growth
during 2022, that is to say, a comparison of the final quarter of last year to the final quarter
of 2021, and also the average annual rate in the years 2010-2019. This comparison is
likely to better reflect the pace of expansion in activity throughout 2022. The chart shows
that GDP increased 2.7% last year compared to the multi-year average rate of 4.1%. In
addition, the export of goods and services according to this calculation contracted 0.8%
compared to the average growth rate of 3.5%. It can also be seen in the chart that the
growth rates of private consumption and investment in capital goods during 2022 indeed
were higher compared to the long-term average, although when excluding the component
involving automobile purchases, also these components increased by a slower rate than
the average last year.

In summary, at first look, the national accounts data that were released look impressive;
however, when excluding the effect of the advanced purchases of automobiles due to the
changes in tax policy, and when taking into consideration the substantial differences
among the quarters in 2021, the picture that arises from the GDP data of the fourth quarter
is less positive, and is even weak relative to past years.

Looking ahead, according to our Bank Leumi forecasts, in our baseline scenario Israeli
GDP is expected to grow 2.7% in 2023 (annual average), which is substantially below
that registered in the two preceding years, and also low compared to the years preceding
the COVID pandemic. The slowdown in the growth rate (according to the forecast) is the
result of, among other things, contractionary monetary policy, the high inflation in the
economy, and the expected slowdown in Israel’s main trading partners.
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The rise in inflation in Israel has not yet stopped; however, in our estimation, inflation
reached its peak in January 2023

According to CBS data, in January 2023 the consumer price index (CPI) increased 0.3%.
This increase was above the preliminary expectations of most forecasters, and led to an
increase in the rate of inflation over the trailing 12-month period to 5.4%, the highest rate
registered since 2008, this compared to 5.3% in the preceding month.

Chart 3: Consumer prices, Annual inflation, October 2017- January
% 2023, rates of change over the last 12 months, source: OECD
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Notable price increases were registered in the following components: housing, food,
health and other items, as well as in the private car and maintenance sub-component.
Furthermore, a revision to electricity tariffs in Israel contributed to a rise in the electricity,
gas, and water sub-component, part of which will be offset in the February CPI due to a
planned moderate reduction in prices this month. On the other hand, notable price
declines were registered in the clothing and footwear component, against the backdrop of
end-of-winter season sales, and in the accommodation, leisure, and domestic trips sub-
component.

Currently there are a number of factors supporting a moderation in inflation around the
world, among them can be noted the monetary policy tightening by many central banks;
the moderation in global supply chain pressures, which supports a drop in goods prices;
the dissipation in the surplus demand for goods; and more. Consequently, within a large
selection of countries we can already begin to identify a downward trend in the rate of
inflation from the peaks registered during 2022.

As can be seen in Chart 3, which presents the development of inflation in Israel as well
as in Israel’s main trading partners, the inflation rate in the US reached its peak in June
2022, and since then fell by 2.7 percentage points. In the same manner, in the euro bloc
and Britain the inflation rates peaked in October 2022, and since then fell by 2.1
percentage points (according to the initial figure for January 2023), and 0.8 percentage
points, respectively. On the other hand, in Israel the inflation rate indeed fell temporarily
after July 2022, yet as mentioned above, in January 2023 a new domestic peak was
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registered. Thus, among the countries that have been presented, Israel is the only one in
which until now the inflation rate has not retreated from its peak.

However, it is important to note that in our estimation, already in the upcoming CPI it is
expected that the inflation rate in Israel will decline by a relatively large degree. This is
because the February 2023 CPI is expected to be substantially below the CPI from
February 2022, which was extraordinarily high due to, among other reasons, a sharp
upward spike in energy prices.

Looking ahead, for the moment, the rate of increase in prices in 2023 is expected to be
greater than 3%, that is to say, at the upper border of the price stability target range or
slightly higher. In the event the weakening of the shekel will continue, this will contribute
to an upward revision in the inflation forecast. Also, the longer-term forecasts expect
inflation to remain around the upper border of the target range. It appears that inflation
in Israel is “sticky” and is still not declining, a matter that was taken into consideration
by the members of the Monetary Committee during the decision to change the Bol interest
rate (see details in the next section).

The Bol hiked the central bank interest rate above the consensus forecast to a level of
4.25%

The central bank interest rate was hiked 50bps, from 3.75% to 4.25%, in accordance with
our forecast at Bank Leumi, this while the consensus forecast in the economy (the median
forecast) indicated a hike of only 25bps.

According to the Monetary Committee, the main explanations for the interest rate hike of
this magnitude include: the rise in the inflation environment and the fact that the inflation
rate over the trailing 12-month period is above the upper border of the price stability target
range, as well as in a wide range of components; Israel’s robust economic activity; and
the tight labor market. Indeed, the inflation expectations across all durations are located
within the target range; however, as can be learned from the Bol decision, actual inflation
has a very large weighting in the decision at this time compared to that of expected
inflation and the inflation forecasts.

It was also noted in the Monetary Committee announcement that for five consecutive
quarters the GDP level has been above the trendline that characterized the pre-coronavirus
period. However, at the same time, it was emphasized that the end data indicate a slight
moderation in the labor market and in Israeli economic activity. Apart from these
developments, the committee referred also to the moderation in activity within the
housing market, and to the volatility that has characterized the exchange rate of the shekel
over the recent period.

Looking ahead, the Bol is expected to hike the central bank interest rate also in the
upcoming decision, scheduled for the beginning of April. In our estimation, the Monetary
Committee will hike the central bank rate by 25bps; however, in the event inflation will
remain at its current level, or if it will continue to climb, resulting from a possible
additional weakening of the shekel, then the next interest rate hike will likely be of a
higher increment.

Authors: Dr. Gil Michael Bufman, Yaniv Bar, and Gili Ben Avraham
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The data, information, opinions and forecasts published in this publication (the “Information”) are furnished as a service to 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.

BANK LEUMI LE-ISRAEL, THE CAPITAL MARKETS DIVISION




