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Israel Discount Bank Limited 

Key Rating Drivers 
State Support Drives IDRs: Israel Discount Bank Limited’s (IDB) Issuer Default Ratings (IDRs) 
reflect Fitch Ratings’ view of a very high probability that Israel would provide support to IDB. 
Fitch believes that Israel’s ability and propensity to support IDB are very high, particularly given 
the systemic importance of the bank, which holds about 15% of Israel’s banking system assets.  

Uncertain Economic Environment: The Israel-Hamas war has caused an initial contraction of 
economic activity. Our negative outlook on the operating environment reflects uncertainty 
around the war’s severity, duration and longer-term impact. The Israeli government and central 
bank have implemented measures to support the economy and the most affected borrowers. 
Fitch expects the benefit of higher interest rates to recede in 2024 due to rising deposit costs.  

Diversified Business Model: IDB’s Viability Rating (VR) reflects a strong franchise in retail and 
corporate banking in Israel. Asset quality and earnings will likely come under pressure from the 
Israel-Hamas war, but we expect them to remain resilient due to their strong starting position. 
The VR also reflects the bank’s sound funding, given its diversified and granular deposit base, 
and adequate capitalisation. 

Close Regulatory Oversight: IDB’s underwriting is conservative, helped by tight regulatory 
limits and oversight from the Bank of Israel. Like other Israeli banks, IDB’s material exposure to 
the construction and real estate sectors makes its asset quality vulnerable to a sharp decline in 
real estate prices. However, the majority of its exposure is to residential projects, which we 
expect to continue to perform adequately given high population growth and structural demand 
for housing in Israel.  

Asset Quality Under Pressure: IDB’s impaired loans ratio increased to 0.8% by end-September 
2023 (0.6% at end-September 2022). IDB’s loan impairment charge of ILS596 million in 3Q23 
reflects the likely impact of the war and is comparable in size to the provisions taken at the start 
of the coronavirus pandemic in 1Q20. We forecast the impaired loans ratio to remain below 
1.5% over the next two years due to sound underwriting and Israel’s resilient operating 
environment.  

Earnings to Weaken: Profitability has benefited from increasing interest rates and loan growth 
(7.7% in 9M23), which boosted net interest income. However, we expect lower loan growth, 
which will only be partially offset by cost-efficiency programmes. We expect the bank’s 
operating profit to remain above 2% of risk-weighted assets (RWAs) over the next two years.  

Adequate Capital Buffers: Capital headroom is limited, with a common equity Tier 1 (CET1) 
ratio of 10.36% at end-3Q23. IDB had a 117bp buffer above its 9.19% regulatory CET1 
requirement at end-9M23, which is small by international standards, but we view it as adequate 
for the high standardised risk-weights (end-9M23 RWAs/total assets: 68%) used by the Israeli 
banking sector. IDB has temporarily decreased its dividend payout ratio to 15% at 3Q23.  

Large, Stable Deposit Base: IDB’s solid and stable funding base consists mostly of customer 
deposits, which represented 88% of total non-equity funding at end-9M23, broadly in line with 
that of domestic and international peers. Liquidity is soundly above the 100% minimum 
regulatory requirement, with a liquidity coverage ratio of 136% at end-9M23.  

Short-Term Support More Certain: IDB’s ‘F1+’ Short-Term IDR is the higher of two possible 
options that map to an ‘A’ Long-Term IDR. This is because we view the sovereign’s propensity 
to support as more certain in the near term. 
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Rating Sensitivities 

Factors that Could, Individually or Collectively, Lead to Negative Rating Action/Downgrade 

A downgrade of the sovereign rating is likely to result in a downgrade of IDB’s Government Support Rating (GSR) and 
IDRs. 

A sharp deterioration of asset quality as a result of the war that would result in an impaired loans ratio of above 2% 
for an extended period, combined with the CET1 declining below current levels, and weakening internal capital 
generation, funding stability or liquidity could result in a VR downgrade. Given the bank’s significant exposure to the 
real estate sector, a sharp decline in real estate prices would put pressure on asset quality and therefore on the VR.  

Factors that Could, Individually or Collectively, Lead to Positive Rating Action/Upgrade 

IDB’s GSR and IDRs are likely to be affirmed and removed from Rating Watch Negative (RWN) if Israel’s ratings are 
affirmed and removed from RWN. An upgrade of the GSR and IDRs is unlikely due to the war and the RWN on the 
sovereign IDRs. 

A VR upgrade is unlikely given the bank’s geographical concentration and would require a material and structural 
improvement in profitability that allows the bank to generate stronger and more stable operating profit/RWAs while 
also maintaining materially higher capital ratios, which we do not expect.  

Other Debt and Issuer Ratings 
 

Rating Level Rating Outlook 

Senior Unsecured: Long Term A Watch Negative 

Source: Fitch Ratings 
 

IDB’s senior unsecured notes are rated in line with the Long-Term IDR, as they constitute the bank’s unsecured and 
unsubordinated obligations. 

The Long-Term IDR (xgs) of ‘A-(xgs)’ is at the level of the VR. The Short-Term IDR (xsg) of ‘F2(xgs)’ is the lower of two 
possible options that map to a ‘A-’ Long-Term IDR (xgs) due to IDB’s ‘a-’ funding and liquidity score.  

  



 
 

Israel Discount Bank Limited 
Rating Report  │  2 January 2024 fitchratings.com 3 

 

  

 
Banks 

Universal Commercial Banks 
Israel 

Ratings Navigator 
 

 
 

The Key Rating Driver (KRD) weightings used to determine the implied VR are shown as percentages at the top. In cases where the implied VR is adjusted upwards or downwards 
to arrive at the VR, the KRD associated with the adjustment reason is highlighted in red. The shaded areas indicate the benchmark-implied scores for each KRD. 

VR - Adjustments to Key Rating Drivers 
The operating environment score of ‘a’ is below the ‘aa’ implied category score for the following adjustment reasons: 
sovereign rating (negative), size and structure of economy (negative). 

The business profile score of ‘a-’ is above the ‘bbb’ implied category score for the following adjustment reason: market 
position (positive). 

The capitalisation and leverage score of ‘a-’ is above the ‘bbb’ implied category score for the following adjustment 
reason: leverage and risk-weight calculation (positive).  
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Company Summary and Key Qualitative Factors 

Operating Environment 

The government and the central bank implemented measures soon after the outbreak of the Israel-Hamas war to 
support the economy as well as the borrowers most affected by the war. Central bank intervention in the currency 
market, supported by its high foreign-exchange reserves, reduced volatility in the shekel. Israeli banks do not have 
high foreign-currency exposures, but the intervention supported wider macroeconomic stability. Both the 
government and the central bank have announced loan guarantee schemes and low-cost funding to support the most 
affected industries, such as hospitality and tourism. 

We expect that support programmes, which are similar to those created during the pandemic, will be extended and 
adapted as necessary to support economic recovery from the initial impact of the war. They are generally supportive 
of banks’ asset quality, in our view. However, we placed the operating environment score on a negative outlook to 
reflect the high level of uncertainty around the war’s longer-term impact. For example, widening of the conflict would 
present downside risks to the operating environment, and this could put pressure on our assessment of IDB’s risk and 
financial profile. 

  

Business Profile 
IDB is Israel’s fourth-largest bank by total assets. It is publicly traded on the Tel Aviv Stock Exchange and widely held 
by the public, with no individual shareholders exercising significant control. IDB operates a universal banking model 
and provides a wide range of retail, commercial and private banking services. In recent years, IDB has grown its market 
share of mortgage loans in particular. 

In addition to its main brand, Discount Bank, which had 100 branches at end-3Q23, IDB also offers banking services 
through its Mercantile Bank subsidiary, which had 73 branches. Mercantile has a particular focus on small business 
and retail banking. Mercantile has its own management team but operates on IDB’s IT platform. Other subsidiaries 
include Cal, a credit card issuer; Discount Capital Markets, an investment banking entity that also holds equity stakes 
in domestic private equity funds and individual non-financial companies; and Tafnit, an asset manager for retail clients 
and institutions. 

IDB was allowed in 2019 to retain majority control of Cal (71.8% of equity and 79% of voting rights at end-2022) even 
though its larger domestic peers were required to sell their credit card subsidiaries to promote stronger competition. 
However, this decision was reviewed in January 2023, and IDB is now required to reduce its shareholding by 2026. 
Cal represented about 6.4% of net income in 9M23, but its sale would not fundamentally alter IDB’s strategy. Like the 
larger domestic banks, IDB would continue to receive income related to credit card distribution to its customers, 
mitigating some lost income, even if it does not own the card issuer.  

 

 

 

 

Risk Profile 
Loan underwriting is generally conservative by global standards and similar to the other large Israeli banks. A high 
proportion of the loan book is secured at low loan-to-value (LTV) ratios – maximum 75% LTV for first-time buyer 
mortgage loans under regulations – and the collateral is subject to robust valuations. This limits banks’ ability to 
weaken underwriting standards to grow market share. Loan loss allowances are high, due partly to conservative 
provisioning policies required by the regulator, and sector concentrations are also subject to regulatory limits. 

Commercial loans for the construction of residential real estate are a significant, higher-risk lending segment. The 
Bank of Israel has temporarily allowed banks to increase their exposure to the construction and real estate sector 
(CRE) to 26% of total credit, but expects banks to lower this to the original 20% limit, beginning in 2026. Some of this 
exposure includes infrastructure projects with implicit or explicit government support. 
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Exposure to market risk consists primarily of interest rate and CPI risks in the banking book, and sensitivities to 
interest rate and CPI changes are subject to the bank’s framework of risk limits as well as close regulatory oversight. 
CPI exposure is lower than peers’ because of IDB’s lower exposure to mortgage loans. Many mortgages in Israel have 
a component of the loan that is linked to the CPI. A 3% decrease in CPI would reduce capital by ILS544 million, or 
about 20bp of RWAs at end-9M23. Interest rate risk is appropriately managed, and the bank’s sensitivity analysis 
indicates a parallel 1% increase in interest rates would only reduce capitalisation by about 11bp. 

IDB is also exposed to market risk through Discount Capital’s investments in domestic equity funds, which totalled 
ILS2.7 billion at end-3Q23, or 9% of CET1 capital. We do not expect equity investments to increase significantly from 
current levels. IDB’s exposure to foreign exchange risk is higher than peers’ given its larger US operations, but 
mismatches between foreign-currency assets and liabilities are well managed with derivatives when necessary. 

Class-action lawsuits, often relating to the fair treatment of retail and SME customers, are a major operational risk for 
Israeli banks. IDB’s 9M23 auditors’ review included an ‘emphasis of a matter’ statement as some of these lawsuits are 
at too early a stage to assess the probable outcome. These lawsuits often involve multiple banks and so, in our view, 
are typically more reflective of sector-wide operational risks.  

We view risk controls as robust, although we recognise downside risks as a result of the war. In particular,  operational 
risk, including cyber risk, is elevated. In addition, IDB and other banks may be more exposed to market risks because 
of the potential impact of different war scenarios on the exchange rate, interest rates and inflation. 
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Financial Profile 

Asset Quality 

Lending to individuals represented 38% of credit exposure at end-September 2023 and was split equally between 
mortgage loans and other retail loans (including credit cards). CRE lending, which we view as a higher-risk segment, 
represented 22% of credit exposure. Like peers, IDB’s CRE exposure is approaching regulatory concentration limits 
set specifically for the sector, which has a strong demand for credit driven by Israel’s high population growth and 
resulting demand for new housing construction in particular. 

We expect IDB’s through-the-cycled impaired loans ratio to be slightly higher than domestic peers’ as long as it owns 
a credit card subsidiary. 

 

 

 

 

Earnings and Profitability 
IDB’s 3.5% net interest margin in 9M23 was at the higher end of domestic peers and has benefited from significant 
interest rate rises. The net interest margin was also strong on an international basis even in the low-interest-rate 
environment due to a large base of stable and low-cost current accounts. Profitability has also benefited from 
improved cost efficiency in recent years, and we expect the upside from higher interest rates and continued 
improvement in cost controls to support stronger risk-adjusted operating profit over the next two years. 

Net interest income accounted for 68% of operating income in 9M23, although it is typically close to 60% and was 
elevated in 9M23 due to rising rates. IDB has a higher proportion of fee income than peers because it was not originally 
required to sell its credit card subsidiary. Like peers, IDB has been slow to pass on rate rises to depositors due to ample 
liquidity and its large proportion of stable current account deposits.  

Capital and Leverage 

IDB’s regulatory capital requirements are 100bp lower than the two largest domestic peers, Bank Leumi Le-Israel 
B.M. (A/RWN) and Bank Hapoalim B.M. (A/RWN), due to its smaller size. The bank’s conservative provisioning policies 
reduce the risk of a sharp decrease in asset quality reducing capitalisation. We expect the bank to maintain 
management buffers over regulatory requirements around current levels. 

RWA density (RWAs/total assets: 68% at end-9M23) is high against international peers’ average of closer to 40% as 
well as taking into consideration IDB’s large on-balance-sheet liquidity buffer equivalent to about 25% of assets.  

IDB’s 6.4% leverage ratio is similar to peers’ and comfortably above the current 4.5% regulatory requirement as well 
as the higher 5.0% requirement that will take effect in 2024. 
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Funding and Liquidity 
IDB’s gross loans/customer deposits was 89% at end-9M23, of which 46% came from retail customers, and 42% from 
corporate customers. About half of the corporate deposits are from SMEs, which we view as particularly stable. Non-
interest-bearing balances declined by end-9M23 as customers moved savings to interest-bearing accounts following 
the Bank of Israel’s interest rate increases. We expect IDB’s deposit stability and funding costs to continue to benefit 
significantly from its high proportion of low-cost current accounts. 

Wholesale funding needs are limited because of IDB’s low loan/deposit ratio, but may increase if customers spend the 
savings they accumulated during the pandemic and also choose to move savings to other banks or to higher-returning 
money market funds outside the banking sector. IDB has good access to domestic-currency wholesale funding as a 
frequent issuer in the local debt-capital market, and it also issued an USD800 million senior unsecured note to 
international investors in January 2023, which has further diversified its funding base. 

Liquidity is sound, with an average liquidity coverage ratio of 136% in 3Q23. High-quality liquid assets of ILS77.6 
billion represented 19% of total assets at end-9M23.  

Additional Notes on Charts 

The forecasts in the charts in this section reflect Fitch’s forward view on the bank’s core financial metrics per Fitch’s 
Bank Rating Criteria. They are based on a combination of Fitch’s macroeconomic forecasts, outlook at the sector level 
and company-specific considerations. As a result, Fitch’s forecasts may materially differ from the guidance provided 
by the rated entity to the market 

To the extent Fitch is aware of material non-public information with respect to future events, such as planned 
recapitalisations or M&A activity, Fitch will not reflect these non-public future events in its published forecasts. 
However, where relevant, such information is considered by Fitch as part of the rating process. 

Black dashed lines represent indicative quantitative ranges and implied scores for Fitch’s core financial metrics for 
banks operating in the environments that Fitch scores in the ‘a’ category. Light-blue columns represent Fitch’s 
forecasts. The peer average includes Bank Leumi Le-Israel B.M. (VR: a-), Bank Hapoalim B.M. (a-) and Mizrahi Tefahot 
Bank Ltd (a-). 
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Summary Financials 

 30 Sep 23 31 Dec 22 31 Dec 21 31 Dec 20 

 9 months - 3rd quarter 9 months - 3rd quarter Year end Year end Year end 

 (USDm) (ILSm) (ILSm) (ILSm) (ILSm) 

 
Reviewed – unqualified 

(emphasis of matter) 
Reviewed – unqualified 

(emphasis of matter) 
Audited - 

unqualified 
Audited - 

unqualified 
Audited - 

unqualified 

Summary income statement      

Net interest and dividend income 2,194 8,390.0 8,707.0 6,540.0 5,907.0 

Net fees and commissions 699 2,674.0 3,404.0 3,125.0 2,826.0 

Other operating income 325 1,242.0 499.0 858.0 1,178.0 

Total operating income 3,218 12,306.0 12,610.0 10,523.0 9,911.0 

Operating costs 1,554 5,944.0 7,217.0 6,858.0 6,681.0 

Pre-impairment operating profit 1,664 6,362.0 5,393.0 3,665.0 3,230.0 

Loan and other impairment charges 302 1,154.0 467.0 -591.0 1,747.0 

Operating profit 1,362 5,208.0 4,926.0 4,256.0 1,483.0 

Other non-operating items (net) n.a. n.a. 421.0 90.0 73.0 

Tax 483 1,846.0 1,806.0 1,516.0 549.0 

Net income 879 3,362.0 3,541.0 2,830.0 1,007.0 

Other comprehensive income 107 409.0 -734.0 -374.0 -418.0 

Fitch comprehensive income 986 3,771.0 2,807.0 2,456.0 589.0 

      

Summary balance sheet      

Assets      

Gross loans 69,502 265,776.0 246,887.0 218,860.0 195,952.0 

- Of which impaired 578 2,209.0 1,520.0 1,797.0 2,207.0 

Loan loss allowances 1,055 4,034.0 3,209.0 3,040.0 3,761.0 

Net loans 68,447 261,742.0 243,678.0 215,820.0 192,191.0 

Derivatives 3,885 14,857.0 11,420.0 5,522.0 6,400.0 

Other securities and earning assets 14,121 53,998.0 47,003.0 46,285.0 44,832.0 

Total earning assets 86,453 330,597.0 302,101.0 267,627.0 243,423.0 

Cash and due from banks 15,050 57,552.0 65,713.0 59,638.0 42,936.0 

Other assets 2,890 11,053.0 8,940.0 7,823.0 7,610.0 

Total assets 104,394 399,202.0 376,754.0 335,088.0 293,969.0 

      

Liabilities      

Customer deposits 78,073 298,552.0 292,410.0 261,253.0 226,462.0 

Interbank and other short-term funding 6,684 25,558.0 19,115.0 12,534.0 13,268.0 

Other long-term funding 4,243 16,225.0 12,308.0 13,219.0 8,392.0 

Trading liabilities and derivatives 2,993 11,445.0 9,348.0 6,323.0 7,365.0 

Total funding and derivatives 91,993 351,780.0 333,181.0 293,329.0 255,487.0 

Other liabilities 4,977 19,031.0 18,095.0 17,759.0 16,946.0 

Preference shares and hybrid capital n.a. n.a. n.a. 1,852.0 1,809.0 

Total equity 7,424 28,391.0 25,478.0 22,148.0 19,727.0 

Total liabilities and equity 104,394 399,202.0 376,754.0 335,088.0 293,969.0 

Exchange rate  USD1 = ILS3.824 USD1 = ILS3.519 USD1 = ILS3.15 USD1 = ILS3.222 

Source: Fitch Ratings, Fitch Solutions, Israel Discount Bank 
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Key Ratios 

 30 Sep 23 31 Dec 22 31 Dec 21 31 Dec 20 31 Dec 19 

Ratios (annualised as appropriate)      

      

Profitability      

Operating profit/risk-weighted assets 3.0 2.6 2.3 1.3 1.8 

Net interest income/average earning assets 3.7 3.2 2.8 2.4 2.5 

Non-interest expense/gross revenue 37.4 45.4 54.1 54.2 54.8 

Net income/average equity 20.3 19.9 15.7 9.4 11.9 

      

Asset quality      

Impaired loans ratio 0.9 0.8 0.5 0.7 0.6 

Growth in gross loans 5.6 13.4 10.2 20.1 5.3 

Loan loss allowances/impaired loans 125.6 111.9 155.7 143.1 132.9 

Loan impairment charges/average gross loans 0.5 0.2 -0.1 0.5 0.2 

      

Capitalisation      

Common equity Tier 1 ratio 10.1 9.9 10.0 10.0 10.1 

Tangible common equity/tangible assets 6.3 5.2 4.9 4.8 5.6 

Basel leverage ratio 5.8 5.4 5.2 5.2 5.6 

Net impaired loans/common equity Tier 1 -2.9 -1.2 -3.4 -3.6 -2.5 

      

Funding and liquidity      

Gross loans/customer deposits 93.5 90.2 89.0 87.4 98.1 

Liquidity coverage ratio 138.0 118.0 125.0 133.0 121.0 

Customer deposits/total non-equity funding 89.4 89.5 87.2 88.4 86.1 

Net stable funding ratio 113.0 115.0 119.0 n.a. n.a. 

Source: Fitch Ratings, Fitch Solutions, Israel Discount Bank 
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Support Assessment 

The colours indicate the weighting of each KRD in the assessment. 

 Higher influence     Moderate influence    Lower influence 

IDB’s IDRs are driven by its GSR, which is in line with the domestic systemically important bank (D-SIB) GSR for Israel 
and reflects Fitch’s view of a very high probability that Israel (A+/RWN) would provide support to IDB, if needed. Fitch 
believes that Israel has a strong ability to support its banking sector, and that the sovereign’s propensity to support 
IDB is high, particularly given the bank’s systemic importance in the country with a market share of about 15% of 
banking sector assets. 

IDB’s ‘F1+’ Short-Term IDR is the higher of two possible Short-Term IDRs that map to an ‘A’ Long-Term IDR. This is 
because we view the sovereign’s propensity to support as more certain in the near term.  
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Environmental, Social and Governance Considerations 
 

 
 

The highest level of ESG credit relevance is a score of ‘3’, unless otherwise disclosed in this section. A score of ‘3’ means 
ESG issues are credit-neutral or have only a minimal credit impact on the entity, either due to their nature or the way 
in which they are being managed by the entity. Fitch’s ESG Relevance Scores are not inputs in the rating process; they 
are an observation on the relevance and materiality of ESG factors in the rating decision. For more information on 
Fitch’s ESG Relevance Scores, visit www.fitchratings.com/topics/esg/products#esg-relevance-scores.  

https://www.fitchratings.com/topics/esg/products#esg-relevance-scores


 
 

Israel Discount Bank Limited 
Rating Report  │  2 January 2024 fitchratings.com 12 

 

  

 
Banks 

Universal Commercial Banks 
Israel 

 

 

 

 

 

SOLICITATION & PARTICIPATION STATUS 

For information on the solicitation status of the ratings included within this report, please refer to the solicitation status shown in 
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For information on the participation status in the rating process of an issuer listed in this report, please refer to the most recent 
rating action commentary for the relevant issuer, available on the Fitch Ratings website. 
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