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Executive Summary

In the wake of the 2008 financial crisis, governments around the world have initiated programs to 
assist the banking industry. While the global situation has slowed Israel’s economy, its banks thus 
far have remained largely unharmed. Given ongoing uncertainty in the local and world economies, 
however, there’s no guarantee Israeli lenders will avoid risk if the next sovereign phase of the global 
financial crisis continues to deteriorate. This analysis evaluates the compatibility of programs that 
have been implemented globally with the Israeli banking system should the government need to take 
supportive measures.

International comparison of bank-assistance programs in the financial crisis

The bank-assistance programs can be classified by type of program into four groups:

1. Government guarantees of the banks’ assets and liabilities.

2. Purchase of banks’ and financial institutions’ assets.

3. Recapitalization of banks and financial institutions.

4. Alternative or hybrid programs.

A comparison of the programs sheds light on some interesting points:

 � Objective, timing and scope: All of the programs were designed to either bring stability 
to the banks and financial markets, increase liquidity of credit and assets, or both. Programs 
initiated in late 2008 were aimed mostly at achieving stability, while those initiated in mid-
2009 were focused on increasing liquidity. The scopes of the “stability” programs were 
considerably larger than the “liquidity” programs. 

 � Eligibility and structure of inclusion: The programs differ in terms of which types of 
institutions are eligible for assistance (broad range of financial institutions, banks only, specific 
banks, etc.) and how those institutions were included in the program (opt-in or opt-out). 

 � Cost to the receiver: In almost all the programs, it was noted that the institutions receiving 
assistance must pay the government for the assistance in some form, either by insurance 
premiums or by selling assets at a discount price, or accept institutional changes to the firm. In 
some programs the cost was graduated or risk-adjusted (higher for riskier institutions) while in 
others, the cost was set at a fixed rate for all the institutions.  

 � Direct and indirect cost to government and the local economy: In addition to the 
budgetary cost of the assistance programs to government, indirect costs include the increase 
in risk imposed on the government, creation of future moral hazard and distortion of global 
and local competition.  



22

Government Programs to Assist Banks in Crisis: Creating an Early Warning System Executive Summary

 � “Time to market”: The more complex programs, such as those initiated with private- sector 
investors, took longer to implement. Since time was a crucial factor at the peak of the crisis, the 
"stability" programs generally were simple.

 � “Time to end”: Many programs with a defined end date were extended. Alternatively, many 
programs without a defined end date continued for a longer period and possibly longer than 
necessary.  

The Israeli Banking System and Compatibility of the Assistance Programs 

A macro-level examination of the Israeli banking system to determine the type of program that 
would be appropriate to implement in a time of crisis has determined that the characteristics of the 
Israeli banking system confine the government to a small range of choices. The characteristics and 
implication are summarized in the table below.

Characteristic and relevant nominal 
figures of the Israeli banking 
system Implication of assistance programs

The Israeli banking system is highly 
concentrated and composed of five main 
banking groups, two of which (Leumi and 
Hapoalim) hold more than 60% of the banking 
assets in the country.  

Each of the five banking groups is virtually “too 
big to fail.” 

Total assets of the Israeli banking system are 
150% of GDP.
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Characteristic and relevant nominal 
figures of the Israeli banking 
system Implication of assistance programs

Most of the banks' assets are in the form of 
direct loans to the public (~70% or ~ NIS 800 
billion). 

Most of the banks' assets in Israel are not 
tradable or transferable.

Israeli bank loans are not securitized and the 
market for asset-backed securities is not very 
active. The law regulating securitization is still 
in process.

Programs directed to the banks' tradable 
assets will have a negligible affect on the Israeli 
lenders. 

Guarantee on assets remains an option but is 
not advisable.

The type and value of securities held in 
the banks' assets vary between the banks 
dramatically. Most of the non-Israeli 
governmental-securities, amounting to NIS 54 
billion, are held by only two banking groups 
(Leumi and Discount). The mortgage-based 
securities amount to NIS 17 Billion and are held 
mostly by one banking group (Discount).

Most of the banks' liabilities are in the form of 
public deposits (~80% or ~ NIS 900 billion). 

Twenty percent of the deposits in the banks 
are liquid, while 30% of the foreign-exchange 
deposits are liquid. Liquidity tests show that 
in case of a serious global crisis, the banks in 
Israel might have insufficient liquidity ratios 
in foreign exchange. Israel does not keep a 
deposit-guarantee scheme on a regular basis. 
By law, the Governor of the Bank of Israel can 
guarantee public deposits.

In a time of crisis, the most crucial act will be 
to ensure public trust in the banks and prevent 
a “run on the banks.” This is important in any 
banking system, but is even more crucial in 
the Israeli system, which relies on a large liquid 
base of deposit. 
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Characteristic and relevant nominal 
figures of the Israeli banking 
system Implication of assistance programs

Less than 10% of banks’ liabilities are in the 
form of bank bonds and debt. Most of which 
are issued for a long period of time. The banks’ 
debts vary in amount and type.

In 2012-2013 the banks in Israel will need 
to pay out NIS 15 billion for maturing-debt 
interest and principal.

In the current Israeli banking system, 
guarantees to bank bonds can assist in 
increasing bank credit to the public (under 
certain incentives), but will have a negligible 
affect on banks’ stability.

The market value of the banks is considerably 
lower than the book value of their equity and 
has been decreasing.

Recapitalization programs won’t be attractive 
to bank shareholders but will be useful for 
stability purposes in a time of crisis.

For the benefit of the Ministry of Finance and other institutions, this research created an excel-based-
tool that can be used to retrieve the banks’ data in a quick and efficient way so the information 
retrieved can be analyzed as an early warning system for bank failure and potential systemic 
risk assessment. All the banks in Israel publish their financial reports in uniform excel files to the 
specification of the Bank of Israel. To use the tool, the end-user must download the banks’ excel files, fill 
in some basic information in a “user form,” and, within a minute, the data is collected and retrieved to a 
pivot-table ready to be used and analyzed.  

At this stage, it is impossible to know if, when or how Israeli banks will enter a crisis, so there is no 
point in designing a program because each problem and situation will have a different program best 
suited to address the problem. Policy makers, however, should keep several basic principles in mind 
when designing a program.

1. Design a program fit for a defined problem or objective.

2. Create an expedient incentive scheme.

3. Simplicity.

4. Leveraging government budget as possible and keeping to a budgetary limitation that won't 
harm the government's ability to meet its obligations. 

5. Quick time-to-market implementation. (This point may contradict point 3 in some situations.)

6. Ending government intervention as soon as possible.

7. Transparency of the government-assistance program.
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