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Agenda 



1. Double upgrade (2007, 2011) reflects absolute and 
relative boost to Israel’s sovereign creditworthiness, 
driven by 3 trends: high economic growth/wealth; 
external surpluses and public debt reduction. 

 

2. Now for the Hard Part: future upgrades would require 
remaining weaknesses in governance framework, 
geopolitical context and public finances. 

 

3. And success breeds new risks: asset bubbles, capital 
inflows and currency appreciation can derail stability 
and limit monetary flexibility 
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Key Messages 
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Israel in Sovereign Rating Context 
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Ratings as a forward looking opinion on likelihood of 
default 

Source: Sovereign Defaults And Rating Transitions Data, 2013 Update, RatingsDirect. April 18, 2014. 
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Sovereign Ratings: Growth and Distribution Trends 

Implied senior debt ratings through 1995; sovereign credit ratings thereafter. 

Source: Sovereign Defaults And Rating Transitions Data, 2013 Update, RatingsDirect. April 18, 2014. 
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Sovereign Ratings: Growth and Distribution Trends 

Source: Sovereign Defaults And Rating Transitions Data, 2013 Update, RatingsDirect. April 18, 2014. 
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07 08 09 10 11 12 

Israel France Greece Italy Portugal Spain Malta Cyprus

AAA 

A+ 

AA- 

AA 

AA+ 

A- 

A 

BBB+ 

B+ 

BB- 

BB 

BB+ 

BBB- 

BBB 

CCC 

CCC+ 

B- 

B 

CC 

CCC- 

SD 

FRANCE 

CYPRUS 

ITALY 

PORTUGAL 

ISRAEL 

SPAIN 

GREECE 

MALTA 

ISRAEL 

Source: Standard&Poor’s 



Israel:  S&P Rating v. CDS Implied Ratings 
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Israel’s Performance by  
S&P Sovereign Criteria 



Supplemental adjustment factors and 

one notch of flexibility, if applicable 
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Framework for Sovereign Foreign Currency Ratings 
 

Foreign Currency 
Sovereign Ratings 
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Based on the qualitative analysis of the following factors : 

• The effectiveness, stability, and predictability of policymaking, 
political institutions, and civil society 

• The transparency and accountability of institutions, data, and 
processes 

• The sovereign's debt payment culture 

• Impact of external and domestic security risks 

Five Scores: #1 Institutional And Governance 
Effectiveness 
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Israel: performance broadly flat – low end of OECD club,  

but security impact makes overall ranking even lower 



Israel is now a wealthy country… 
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…but is still growing like middle-income 
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External financing needs shrinking rapidly and… 
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Debt burden far worse than any peers… 
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Geopolitical risks of fallout from: 

 

1. Conflict with Palestinians in West Bank / Gaza 

2. War with Hezbollah 

3. Spill-over violence from Syria 

4. Lawlessness in Sinai / Chaos in Egypt 

5. Iran (mainly through impact on 1-4) 

S&P Views Event Risk as High for Israel 



19 

Future Challenges 



• Raise labour participation rate 
• Despite improvements still some 10%points below G7 avg. And 

8%pints below OECD avg. 

• Improve business environment 

• Governance indicators of peers are improving, 
while Israel‘s stagnate on high level. 

• Currency appreciation pressure 

• Avoid property market overheating in order to 
maintain financial stability 

Structural Challenges 



Areas relevant to doing business 

 

 

 

 

 

 

 

 

Ease of Doing Business Israel Comments

Overall Rank 38

Registering Property 144 Duration way longer than average

Dealing with Construction Permits 139 Complexity and duration

Enforcing Contracts 94 Slow speed of legal system

Getting Electricity 91 Complexity and duration

Paying Taxes 82 Not tax rate, but administrative burden

Resolving Insolvency 47

Starting a Business 41

Getting Credit 12

Trading Across  Borders 10

Protecting Investors 6

Source: World Bank Report: Doing Business 2013 

 



Gap opening between world-class innovation and mediocre 
/ bifurcated education system  

 

 

 

 

Indicator Rank

 Quality of scientific research institutions, 1

PCT patents, applications/million pop. 4

Capacity for innovation, 6

 Company spending on R&D, 6

Gov’t procurement of advanced tech products, 6

University-industry collaboration in R&D, 8

Availability of scientists and engineers, 9

Secondary education enrollment, gross % 23

Quantity of education, 27

 Higher education and training, 28

Tertiary education enrollment, gross % 28

Internet access in schools, 39

Primary education enrollment, net % 40

Quality of management schools, 40

Quality of education, 47

Quality of the educational system, 53

Primary education, 56

Quality of primary education, 71

Higher ed quality of math and science 89

In
no

va
tio

n
Ed

uc
at

io
n

Israel remains  

clear #1 in R&D  

expenditure as  

% of GDP (4.4%  

vs runner-ups  

3.3 - 3.8% for  

Nordics & Korea) 

Source: WEF Competitiveness Report 2013 



External & Monetary: Currency appreciation provokes FX 
intervention 
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ILS not affected by EM concerns 



External: Current account surpluses – especially with 
future natural gas - should lead to net financial outflows… 
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...or money flows into domestic property? 

Source: Globalpropertyguide.com 



  
Domestic 

Banking 

System 

remains 

stable for 

now 

Source: Banking Industry Country Risk Assessment Update: April 2014 



  

Appendix: Key Economic Indicators 
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