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Section 1  

Introduction and summary of findings 

1.1 On June 3, 2015, the Minister of Finance, Mr. Moshe Kahlon, and the Governor of the 

Central Bank of Israel, Dr. Karnit Flug, appointed a committee led by Mr. Dror Strum to boost 

competition in frequently used banking and financial services (hereinafter, the “Strum 

Committee”).  

1.2 The letter of appointment indicates that the Ministry of Finance and the Governor of the 

Central Bank of Israel wish to increase competition in the provision of banking services to 

households and non-large businesses in Israel by facilitating the entry of new players into 

the market and, in particular, by separating credit card companies from large domestic banks 

(hereinafter, the “ownership separation”). 

1.3 On December 14, 2015, the Strum Committee published its interim recommendations. The 

Strum Committee recommends, inter alia, (i) ownership separation of credit card companies 

from large banks domestic banks, (ii) banning large domestic banks from issuing credit 

cards, and (iii) imposing a cap of 25% on the total credit lines extended by credit card 

companies by means of cards co-issued with mid-size and small banks. The ban and the 

cap would be binding for a period of at least eight years since the date of entry into force of 

the ownership separation. 

1.4 On January 6, 2016, the Strum Committee published its interim report (hereinafter, “interim 

report”). This interim report contains the analysis developed by the Strum Committee to 

support its interim recommendations. 

1.5 We have been asked by Bank Hapoalim Ltd. (thereafter “bank hapoalim”) to provide our 

expert opinion on the following issues: 

a. The strength of competition in the provision of credit to households and small businesses 

in Israel; 

b. The expected impact of pre-Strum Committee’s ongoing and proposed reforms for 

further enhancing competition in the provision of credit to households and small 

businesses in Israel; and 

c. The potential competitive effects of mandatory ownership separation and the ban on 

issuing credit cards on the provision of credit to households and small businesses in 

Israel. 
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1.6 In this report we assess whether there exist strong and robust economic arguments justifying 

the mandatory separation of the credit card companies from their parent banks in Israel and 

a ban on banks from issuing credit cards. We have reviewed all the relevant economic 

evidence available to us, including financial statements information, Central Banks’ 

information, publicly available data, bank hapoalim’s data and Isracard’s data.  

1.7 We conclude that neither ownership separation nor the ban on credit cards issuance by large 

domestic banks would contribute to increase competition in the Israeli credit market. On the 

contrary, we believe there is a significant risk that both measures, taken together, will 

considerably restrict competition and limit the ability and incentives of incumbents as well as 

new entrants to expand the provision of credit to households and small businesses, to their 

ultimate detriment.  

1.8 To the best of our knowledge none of the market investigations on retail banking in other 

developed countries over the last decade has resulted in the adoption of similar regulatory 

measures. In particular, no developed country bans banks from issuing credit cards.  

1.9 In this report we argue that these recommendations are not justified as a matter of 

economics. They are almost certain to restrict, rather than enhance, effective competition in 

the market for the provision of credit to households and small businesses in Israel.  

1.10 Notwithstanding data limitations, the available evidence strongly suggests that competition in 

the provision of credit to households and small businesses in Israel is effective and the 

market works well. Market outcomes are better than those observed across a number of 

comparable countries with similar macro and micro conditions to Israel (“peer countries”). 

i. First, we find that credit volumes have continued to increase in the last years in line with 

demand growth. There is no direct or indirect evidence that suppliers (e.g. large banks) 

have artificially constrained credit in order to increase intermediation margins. On the 

contrary, relative to its peer group of countries, the Israeli banking sector has weathered 

well the severe global financial crisis that started in 2008. 

ii. Second, our analysis also suggests that banking intermediation margins are, for the most 

part, lower or at similar level to those observed in Israel’s peer countries. This indicates 

that Israel possesses a comparatively well-functioning banking sector. 

iii. Third, we note that interest rates charged by credit card companies – whose main focus 

is the provision of payment services (i.e. deferred debit card transactions services) – are 

significantly higher than those offered by banks. This suggests that (i) credit card 

companies do not currently exert an important competitive constraint on banks’ 

intermediated credit, and (ii) that they satisfy different type of customers’ needs for credit, 

typically tied with payment facilities. 

iv. Finally, we stress that relative to its peer countries credit card interest rates in Israel are 

rather low. 
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1.2 To the extent that it directly leads credit card companies to extend more credit to households 

and small businesses, mandatory ownership separation would imply a significant change in 

their current business models, funding requirements as well as incurred commercial and 

financial risk.  

1.11 In order to contribute to the stated goal of boosting competition, the proposed measures 

(mandatory ownership separation and the issuance ban) must cumulatively meet two 

conditions: 

i. First, there ought to be compelling evidence that less intrusive reforms, currently under 

consideration or already adopted, are failing or are widely expected to fail. That is, the 

proposed measures would be unjustified unless there is evidence that the recently 

adopted or approved reforms have failed, or are bound to fail, to (a) improve market 

efficiency, (b) reduce or mitigate entry barriers, and (c) enhance competition, at least to a 

level that is consistent with financial stability goals and within the appropriately foreseen 

timeframe.  

ii. Second, the competent authorities could prove with reasonable certainty, and on the 

back of supporting objective evidence, that the mandatory ownership separation and 

credit card issuance restrictions will improve competition significantly – relative to a 

counterfactual with other recent reforms have been implemented without undermining 

financial stability or creating serious obstacles in the attainment of other economic and 

financial objectives.  

1.12 Our assessment of the evidence available indicates that neither of these two cumulative 

conditions is satisfied in Israel today.   

i. First, significant reforms are being implemented or are about to be implemented that will 

increase competition in what already is an effectively competitive banking market. These 

reforms, according to the relevant authorities and our own analysis, are expected to have 

a significant impact on the competitiveness of the provision of credit to households and 

small businesses in Israel.  

i. In particular, the reforms in the exchange of credit data arrangements between 

lenders, and associated reforms regarding the provision of individual financial 

statements, will significantly decrease barriers to competition between lenders and 

empower borrowers. The credit data exchange arrangements in Israel are expected 

to operate similarly as those now in place in the UK and the US. The empirical 

evidence on the implementation of credit data exchange supports the view that the 

current reforms have the potential to significantly decrease barriers to competition 

associated with information asymmetries across lenders and, therefore, significantly 

improve market outcomes.  

ii. Other ongoing reforms seek to enhance the direct and indirect participation of 

institutional investors in the provision of funds for providing credit to households and 

small businesses.  
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iii. Additional reforms aim to remove barriers to entry for non-financial institutions whose 

business is the provision of credit to these customer segments.  

In light of these significant reforms and after the full implementation thereof it is likely that 

credit suppliers would impose competitive discipline on each other, since lenders would 

be able to correctly price credit risks and potentially have access to institutional 

investors’ funds necessary for offering credit to households and small businesses.  

In our opinion, all these reforms are able to significantly decrease barriers to competition 

in the provision of credit to the mentioned customer segments. Therefore, we conclude 

that there is no evidence supporting the first necessary condition above.  

ii. Regarding the second condition, we believe the new owners of credit card companies 

will not be able, or will not have the incentive, to increase competition in the retail credit 

market. This conclusion is based on three observations: 

i. Credit card companies owned by non-banking corporations (i.e. non-significant 

financial institutions or non-financial institutions that provide credit) incur higher costs 

of issued debt than credit card companies owned by banking corporations in Israel. 

As a result, credit card companies owned by non-banking corporations are 

disadvantaged vis-à-vis banks’ card companies and unable to put significant 

competitive pressure on them. This is in contradiction with the theory presumably 

underpinning the Strum Committee’s recommendations.  

ii. Credit card owned by investment funds (e.g. Private Equity funds) likely would not 

have an incentive to increase competition. This is because these funds invest with a 

short term horizon and are set to achieve comparatively high return targets.  

iii. Lastly, the ban on issuing credit cards will reduce the numbers of competitors (and 

thus potentially competition) in the provision of deferred debit and revolving credit 

cards and thus likely will reduce rivalry and harm consumer welfare.  

Therefore we conclude that also the second necessary condition is not supported by the 

available evidence. 

1.13 In summary, the findings of our competitive analysis suggest that it is unlikely that the 

necessary and cumulative conditions that would have to be satisfied by the proposals of the 

Strum Committee to be economically justified are fulfilled. Such proposals are thus unlikely 

to enhance competition in the provision of credit to households and small businesses. On the 

contrary, we expect that, by their very restrictive nature, they will tend to reduce and 

constrain competition. 

1.14 The interim report does not assess the likely impact of existing measures to increase 

competition in the provision of credit to households and small businesses. Furthermore, it 

fails to balance the positive and negative economic effects of mandatory ownership 

separation. It also fails to consider whether other measures could achieve the same benefits 
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more efficiently. Thirdly, the interim report provides no evidence to support the radical 

reforms it proposes.  

1.15 This report is organised as follows. In section 2 we summarise our main findings. Section 3 

contains an analysis of the market for the provision of credit to households and small 

businesses in Israel. In this section we discuss whether market outcomes are consistent with 

the existence of a competitive market and identify and assess the main barriers to effective 

competition. Section 4 assesses the expected impact on competition of the various reforms 

and related regulatory measures that are currently being implemented or are likely to be 

implemented in the near future. Section 5 contains our assessment of the likely competitive 

effects of the recent proposals made by the Strum Committee: in particular, the ownership 

separation of credit card companies from their parent banks and the ban on banks to issue 

credit cards. We conclude that both interventions are novel, untested in any other 

jurisdiction, and likely will restrict and constraint competition and decrease consumer 

welfare. In section 6 we assess the interim report recently published by the Strum 

Committee. We argue that the interim report presents no reliable and convincing evidence to 

support its main conclusions, namely that the supply of credit to households and small 

businesses is not sufficiently competitive, and that the separation of the credit cards 

companies and the prohibition to issue new credit cards imposed on banks are both 

necessary to increase competition in those lending markets. We conclude that the reforms 

proposed in the interim report are likely to be detrimental. We thus respectfully submit that 

the conclusions and recommendations of the Strum Committee cannot be relied upon and 

should thus be reconsidered. 
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Section 2  

Executive summary 

Introduction 

2.1 In this section we summarize our findings. 

2.2 The Minister of Finance and the Governor of the Bank of Israel nominated the Strum 

Committee to recommend ways to boost competition in the provision of credit to households 

and small businesses. 

2.3 The Strum Committee recommends, inter alia, (i) separating the credit card companies from 

the large banks, (ii) banning the large banks from issuing credit cards, and (iii) imposing a 

cap of 25% on the total credit lines extended by credit card companies by means of cards 

co-issued with mid-size and small banks. These interventions are intended to enhance 

competition, presumably by weakening (or even removing) the affected banks’ ability to 

compete with (i) new entrants and/or (ii) smaller banks; thereby enhancing the latter’s 

incentives to expand.  

2.4 We have been asked by bank hapoalim to provide our expert opinion on the following issues: 

a. The strength of competition in the provision of credit to households and small businesses 

in Israel; 

b. The expected impact of pre-Strum Committee’s ongoing and proposed reforms in further 

enhancing competition in the provision of credit to households and small businesses in 

Israel; and 

c. The potential competitive effects of mandatory ownership separation and the ban on 

issuing credit cards on the provision of credit to households and small businesses in 

Israel. 

The provision of credit to households and small businesses in Israel 

Credit products and suppliers 

2.5 The main retail credit products offered to households and small businesses in Israel are: (i) 

lines of credit, (ii) loans, and (iii) asset-based finance products. In Israel, these products are 

provided by the following institutions: 
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a. Universal Banks; In Israel there are 5 banking groups (bank hapoalim, Bank Leumi, Bank 

Mizrahi-Tefahot, Bank Discount and FIBI), 2 independent banks (Union Bank and 

Jerusalem Bank). Banking groups can be distinguished by the size of their balance 

sheet: large banks (bank hapoalim and Bank Leumi), mid-size banks (Discount, Mizrahi-

Tefahot and FIBI) and small banks (Union Bank and Jerusalem Bank). 

b. Credit card companies. Credit card companies are owned by the banks. They co-issue 

payment cards with the banks, though the latter bear the credit risk (“bank-cards”). In 

addition, credit card companies in Israel issue payment cards (generally in partnership 

with commercial corporations) for which the credit card companies bear the credit risk 

(“non-bank cards”). Credit card companies use the non-bank card platform for providing 

credit to households (lines of credit and loans and merchants (loans and, mainly, asset-

based finance products). The credit card companies’ current main activity is the provision 

of deferred debit card services and acquiring those transactions. 

c. Institutional investors. This category includes insurance companies, pension funds and 

provident funds. Institutional investors are allowed to provide personal loans to their 

respective fund members and insurance companies’ pension plans policy holders. In 

addition, they are allowed to provide credit to rated BBB minus or not-rated borrowers 

against adequate collateral and up to 3% of their managed assets. 

d. Non-financial institutions. These are leasing companies and sellers of asset-based 

financial products (discounting of checks, payment card slips, factoring).  

e. Technological players. This category includes digital platforms for distributing and 

underwriting retail credit products - for instance, Peer-to-Peer (P2P) platforms (such as 

eLoan) and credit providers (such as ‘Mymun Yashir’ who is a subsidiary of a direct 

insurance group). 

Shares and concentration indices 

2.6 The following table shows the market shares in the provision of credit to households and 

small businesses and by type of supplier.  

Table 1: Shares by segments (2014) 

  Large  

banks 

Midsize 

banks 

Small 

banks 

Credit card 

companies 

Institutional 

investors 

Non-financial 

corporations 

Households 52.98% 

(62.8) 

34.28% 

(40.7) 

2.35% 

(2.8) 

5.39%  

(6.4) 

4.98%  

(5.9) 

N/A 

Small 

businesses 

58.8% 

(44.9) 

34.3% 

(26.2) 

2.1% 

(1.6) 

2.8%  

(2.2) 

N/A 1.9%  

(1.5) 

Source: CL analysis of various data sources. 

Financial statements of individual banks and credit card companies. 
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2.7 The large banks combined share in the provision of credit to households and small 

businesses in 2014 stood at 52.98% and 58.8%, respectively. The combined share of mid-

size banks in 2014 was 34.28% and 34.3%, respectively. The small banks’ share in the 

examined year was 2.35% and 2.1%, respectively. Moreover, the combined share of credit 

card companies’ in 2014 was 5.39% and 2.8%, respectively. Compared to their parent 

banks, credit card companies provide only a low amount of credit to households. Institutional 

investors’ credit to individuals share in the provision of credit to households is 5% and non-

financial corporations’ credit to small businesses is approximately 2%.  

2.8 HHI concentration indices for the households and small businesses segments of the retail 

credit market in 2014 were equal to 1862 and 2177, respectively. These figures imply that 

the provision of credit to households and small businesses is moderately concentrated. 

2.9 We compared the provision of credit in Israel to that in similar countries in terms of GDP, 

GDP per capita and the size of the banking system – the so-called “peer countries”. The 

group of peer countries includes Austria, Belgium, Czech Republic, Denmark, Finland, 

Ireland, Norway, and Portugal. These countries have similar GDP, GDP per capita and 

number of large banking groups similar to Israel’s. While comparing the evolution of credit 

balances we took into consideration only peer countries that have not faced, or have faced to 

a lesser extent, the severe consequences of the 2008 financial and sovereign debt crises i.e. 

Finland and Norway.  

2.10 We note that detailed market share information on credit provided to households and small 

business segments is not publicly available for many of these countries, making cross-

country comparisons across market segments unfeasible. However we observe that the 

number of banking groups in Israel is similar to the number of banking groups in most of its 

peer-countries. Like in Denmark, Belgium, and Finland, there are five banking groups in 

Israel. In contrast, the Austrian market is indeed very different. It consists of a large network 

of small decentralized local cooperative banks.  

2.11 In terms of assets at the banking system level, Israel’s HHI (1983) is significantly lower than 

Finland’s (3080), higher than Austria’s (405), Belgium’s (979), Czech Republic’s (999), 

Denmark’s (1160), Ireland’s (674), Norway’s (1800), and Portugal’s (1196). So it is not 

possible to say that Israel is consistently more or less concentrated than its peer countries. 

Entry and expansion 

2.12 Between 2010 and 2014, established banks expanded their activities and new credit 

suppliers entered by leveraging digital platforms.  

2.13 Banks have leveraged their digital platforms to offer credit to households and small 

businesses. Dedicated digital platforms provide access and increase credit authorisation 

speed. Most banks now offer ‘instant loans’ to their incumbent customers through their 

websites. For example, Jerusalem Bank offers this type of loans to the customers of all 

banks. The improvements in the collection of credit data on borrowers and the use credit 

scoring models will enhance this type of credit offerings in the future. 
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2.14 Credit card companies also expanded by issuing more cards (non-bank cards) than the 

banks (bank cards), at a CAGR of approximately 10% and 6%, respectively.  

2.15 Several credit providers entered the retail credit market by means of digital platforms. For 

example, ‘Mymun Yashir’ entered the market implementing a business model based on the 

digital distribution and underwriting of credit products (mainly, loans for financing vehicles 

and ‘all purposes’ loans). In addition, a number of P2P platforms have also entered the 

Israeli market recently. P2P platforms facilitate credit transactions between lenders and 

borrowers, cutting down banks’ traditional intermediation role. With an adequate regulatory 

and economic environment it is likely that P2P platforms are likely to evolve at similar rates 

as in the US or the UK. Leading P2P platforms in the US have grown significantly in the last 

few years. For example, Lending Club, a US P2P platform, grew at a CAGR of 130% from 

2007 to 2014.  

Market outcomes 

2.16 Market outcomes in Israel are comparatively better than those of its peer group of countries 

in terms of credit evolution and intermediation margins. 

Credit volumes 

2.17 Credit in Israel is growing in line with demand. Credit to households and small business 

increased between 2010 and 2014. The evidence indicates that in the household segment, 

the credit granted by small banks, though starting from a rather smaller base, small banks, 

credit card companies and institutional investors grew at CAGRs of 14%, 12% and 16%, 

respectively, whereas the credit provided by large banks and mid-size banks grew only at 

8% and 5%, respectively. In the small businesses segment, though starting from a rather 

smaller base, the credit granted by large banks and credit card companies grew at CAGRs 

of 6.5%and 17%, respectively, whereas the credit provided by the small and mid-size banks 

decreased (0.3% and 13% respectively).  

2.18 Most of Israel’s peer group countries belong to the euro zone. In the examined period these 

countries faced significantly different macroeconomic conditions compared to Israel. To 

control for the impact of this difference, we compared Israel to peer countries that were less 

impacted by the 2008 and sovereign debt crises: Finland and Norway. We find that the 

provision of credit in Israel to households grew at a similar path and to some extent even 

faster, than it did in the compared countries.   

Intermediation margins 

2.19 The analysis of the financial intermediation margins indicates: First, the average 

intermediation margin charged by Israeli banks to households stood at 5.14%, 5.24% and 

5.16% in 2012, 2013 and 2014, respectively. The average margin in Israel in 2014 was lower 

than the mean observed in Israel’s peer countries (7.3%). The margin charged by Israeli 

banks to households in 2014 is significantly lower than Czech Republic‘s, Portugal’s and 

Denmark’s (14.7%, 8.9% and 7.6%, respectively) and higher than Belgium’s and Finland’s 

(4.3% and 4.2%, respectively).  
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2.20 Second, the average intermediation margins charged by the credit card companies to 

individual customers between 2012 and 2014 stood at 8.78%%, 8.26% and 7.62%, 

respectively. The average margin charged by credit card companies to households Israel in 

2014 was significantly lower than the mean observed in Israel’s peer countries (16.4%). 

Israel’s credit cards intermediation margin for households in 2014 is lowest of all its peers. 

2.21 Third, financial intermediation margins charged by Israeli banks to households are lower 

than the margins charged by credit card companies in Israel. This difference in 

intermediation margins suggests that credit card companies do not impose a competitive 

constraint on banks. This potentially reflects, inter alia, that relative to banks credit card 

companies have very different business models, target different customers, offer different 

credit products and maturities. Indeed, not only do credit card companies hardly exert any 

kind of competitive constraint on banks, it is even questionable whether or not they are in the 

same product market in the first place. In addition, the comparison between Israel and its 

peer countries suggest that credit card companies in Israel are already quite efficient, at 

least as measured by their relative intermediation margins.  

Barriers to competition 

2.22 There remain several regulatory barriers to effective competition in Israel. If these barriers 

were removed or minimised effective competition would potentially increase, though as seen 

above competition is fairly effective already.  

2.23 First, two inter-ministerial committees found that the institutional arrangements regarding the 

sharing of credit data exhibit significant shortcomings. As a result, incumbent banks possess 

superior information about the credit history of their borrowers. These informational 

asymmetries potentially create market power for incumbent lenders.  

2.24 Second, institutional investors face regulatory barriers to the expansion of their investments 

in credit to households and small businesses. Specifically, institutional investors are 

constrained by extant regulations in their ability to invest financial managed assets in credit 

and loans based on the borrowers’ rating score. Borrowers rated BBB minus or not-rated at 

all are required to provide adequate collateral. We understand that the definition of the latter 

is not sufficiently clear – i.e. it is unclear how to operationalise these allowances. The 

refinement of the definition of ‘adequate collateral’ may increase transparency and clarity, 

which are likely to remove barriers to lending. In addition, until recently, there were 

regulatory barriers to operationalising the securitisation market in Israel. These measures 

are in the hands of the regulators. 

2.25 Third, non-banking institutions face a cost of funding disadvantage vis-à-vis banks as the 

latter are able to fund credit by means of deposits. Hence, non-banking institutions cannot be 

expected to exert a significant competitive constrain on banks in the provision of retail credit, 

at least in the absence of appropriate regulatory measures that could partly compensate for 

such disadvantage. 
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The potential competitive impact of the ongoing and near future 

reforms on the provision of credit to households and small businesses 

2.26 We understand that significant reforms are being implemented or are about to be 

implemented in Israel. In our opinion these reforms likely will decrease barriers to 

competition in the provision of credit to households and small businesses and hence 

increase rivalry and consumer welfare.  

Necessary and cumulative conditions that may justify mandatory separation 

2.27 We reviewed the regulatory investigations into competitive aspects of retail banking in 

developed jurisdictions in the last decade: Ireland, Netherlands, the EU and the UK. 

Although these investigations found barriers to competition none of these investigations 

recommended ownership separation of credit card companies from their parent banks. In 

addition, we found that no ban is imposed on banks in any of the developed countries on 

issuing credit cards. 

2.28 Mandatory ownership separation is a drastic measure and it cannot be reversed if it fails to 

deliver increased competition or if it harms consumers by destroying the current benefits 

associated with vertical integration. A long-lasting issuance ban is also a drastic intervention 

that is bound to have a dramatic and lasting impact on market structure and performance.  

2.29 Thus these reforms can only be justified as a matter of economics if and only if:  

a. There is compelling evidence that less intrusive reforms, currently under consideration or 

already adopted, are failing or are widely expected to fail. That is, there is objective 

evidence that the already adopted or approved reforms do not improve market efficiency, 

do not reduce or mitigate entry barriers and do not enhance competition, at least to a 

level that is consistent with financial stability goals and within the appropriately foreseen 

timeframe.  

b. The competent authorities can prove with reasonable certainty and on the back of 

objective supporting evidence that mandatory ownership separation and a ban on 

issuing will improve competition and consumer welfare significantly above and beyond 

the beneficial effects of previously adopted measures - without undermining financial 

stability to a significant degree or creating serious obstacles in the attainment of other 

economic and financial objectives.  

2.30 If one of these two cumulative conditions fails to hold the proposed changes in market 

structure likely will harm competition and consumers. 

2.31 The first condition requires that a drastic remedy as ownership separation should only be 

considered once it is ascertained, ex post, that despite implementation of the current 

ongoing reforms, there remain significant barriers to competition. Naturally, this can be 

ascertained only once the ongoing reforms have been fully implemented and their potential 

effects fully effective – i.e. within, at least, 3-5 years after their full implementation of the 

reforms. 
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2.32 The second condition requires that the authorities (i) balance the positive and negative 

economic effects of mandatory credit card ownership separation and the issuance ban on 

banks, both intended and unintended, and (ii) check whether other measures achieve the 

same benefits at less economic cost in terms of foregone efficiencies or other non-

competition objectives such as financial stability.  

2.33 We observe that in addition to evidence in support of the fulfilment of conditions (a) and (b), 

the Strum Committee should provide evidence indicating that there are no other alternative 

measures (other than ownership separation) that could achieve similar or greater benefits to 

competition at a lower cost or in a less restrictive fashion. However, identifying potential 

alternatives is not the goal of this report and, in any event, it is unnecessary in our opinion 

since - as our assessment indicates - conditions (a) - (b) are not met. 

Information asymmetry decreasing reforms 

2.34 These reforms consist in the amendment of the Credit Data Act and associated 

arrangements for credit data sharing between lenders and the mandatory provision of 

detailed yearly financial statements to bank corporations’ customers by their incumbent 

banks.  

2.35 Our analysis suggests that after the implementation of the amendment, Israel’s credit data 

system will come close to those of the UK and US in terms of availability of personal 

information and access to credit reports/scores for all lenders, sources of information and 

positive information being gathered. In addition, the management of the credit register by the 

Bank of Israel will ensure a level playing field across all users. 

2.36 In this context, empirical studies find that the impact of enhanced credit data sharing 

arrangements on market outcomes (i.e. on increasing access to credit, on decreasing credit 

risk, non-performing loans and interest rates) is significant. These findings suggest that the 

proposed amendment, once implemented and fully operative, is likely to significantly 

enhance competition between lenders in the provision of credit to households and small 

businesses. 

2.37 In addition to the amendment of the Credit Data Services Act, a Directive (425) by the 

Supervisor of Banks made mandatory on banks to provide their customers yearly detailed 

individual financial statements. These individual financial statements are a complementary 

instrument to the credit history data (from which to produce borrowers’ credit scores). These 

statements would provide direct information to all lenders about the borrower’s potential 

ability to repay credit (in contrast and in addition to creditworthiness based on credit history), 

thus levelling the playing field between incumbents and their challengers and reducing the 

competitive advantage presumably enjoyed by banks with large customer bases and hence 

superior borrower information. The first statement will be sent to the customers on February 

28, 2016. 

Reforms aiming at facilitating institutional investors entry 

2.38 In addition to the reforms discussed above, two recent inter-ministerial committees have 

made recommendations to facilitate institutional investors’ entry to the provision of credit to 



 

 
COMPASS LEXECON  │  DR. JORGE PADILLA, DR. MIGUEL DE LA MANO AND GABRIEL BARON 13 

households and small businesses: the Goldschmidt committee and the Joint Team to 

Promote Securitization in Israel. 

2.39 The Goldschmidt Committee made recommendations that, if implemented, would increase 

regulatory clarity and improve governance in the provision of tailor-made loans by 

institutional investors. The recommendations may enhance institutional investors’ ability and 

incentives to invest in households and small businesses credit by partnering with small 

banks – i.e. by providing the latter syndicated loans (as suggested by the Zaken Committee). 

In addition, institutional investors, as in other countries, could partner with FinTech credit 

providers; e.g. P2P platforms. Both strategies are expected to increase competition. 

2.40 The Team to Promote Securitization recommended several measures for enhancing the 

legal certainty, regulatory and tax clarity regarding the use of the securitisation instrument. 

The implementation of the securitisation instrument may allow to increase the funds 

available to banks as it allows them to “originate and distribute” loans with minimal impact on 

their capital requirements, thus potentially decreasing cost of providing credit by means of 

increasing the available amount of funds and indirectly decrease credit prices. 

2.41 In addition the Banking (Licensing) Act (the “Nawi” Act) has been amended to allow non-

banking corporations to issue debt in financial markets. That is, allowing such corporations to 

decrease their cost of funds and not being solely dependent on banks for their external 

sources. 

2.42 In summary, our analysis of the potential competitive impact of the ongoing or about to be 

implemented reforms suggests that at this point in time the Strum Committee cannot safely 

conclude that those reforms will fail to improve market efficiency and competition at the 

desired level of financial stability. That is, it cannot be determined that condition (a) is 

satisfied.  

Economic analysis of the competitive effects of ownership separation 

and the ban on issuing credit cards 

2.43 We argue that the Strum Committee cannot argue that the necessary condition (b) set out 

above is satisfied i.e. that mandatory ownership separation will necessarily improve 

competition significantly or not harm consumer welfare. The available evidence shows 

otherwise. 

2.44 We understand that due to an amendment of the licensing framework by the Supervisor of 

Banks the only potential candidates for acquiring the credit card companies are Israeli non-

significant financial institutions (e.g. small insurance companies) or non-significant non-

financial corporations (e.g. small groceries store chains), foreign financial institutions (e.g. 

insurance companies or investment houses) or investments funds (e.g. private equity funds). 

Any of these potential acquirers would need to consider the expected returns on investment 

associated with (i) acquiring the credit card companies, (ii) meeting regulatory capital 

requirements, and (iii) transforming the companies from, essentially, payment card 

transactions acquirers into credit providers. 

http://www.boi.org.il/en/NewsAndPublications/PressReleases/Pages/11-11-2015-SecuritizationReport.aspx
http://www.boi.org.il/en/NewsAndPublications/PressReleases/Pages/11-11-2015-SecuritizationReport.aspx
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2.45 Potential acquirers of the credit card companies may be able to impose significant 

competitive pressure on banks by means of operating credit card companies if they would 

have (i) substantial and significant synergies between their core activity/business model and 

the credit card companies’ activity, and (ii) a cost of funds advantage (or contained 

disadvantage) vis-à-vis the banks. The evidence suggests that the considered potential type 

of acquirers do not have either the one or the other or both. 

Inadequate business model or lack of synergies 

To the best of our knowledge, insurance companies in developed countries do not control or 

operate credit card companies. The business model of insurance companies (and more 

generally, institutional investors) and credit extending institutions such as banking 

corporations or credit card companies are different under important dimensions (e.g. risk 

protection vis-à-vis maturity transformation, differing liquidity lengths of risks, etc.). In 

particular, in our opinion the business model of insurance companies is ill suited to finance 

credit risk as required in the provision of credit to households and small business by means 

of credit cards.  

2.46 Other potential acquirers of the credit card companies may be investment funds, such as 

Private Equity (PE) funds. Generally, the latter’s business model consists in gaining above 

the market return in a short term period (i.e. 5-7 years). This investment model implies, 

generally, increasing risk to increase expected returns. Assuming that the acquiring PE fund 

would, at least, aim at obtaining a return similar to that of the credit card company when it 

acquired it – it is unlikely that a credit card company under the ownership of the PE fund will 

decrease prices. Quite the opposite, interest rates on credit card debt would have to be 

significantly higher than they are today for PE funds to obtain the required return on 

investment. 

2.47 Lastly, other types of potential acquirers may have a business models or core activities that 

may be economically consistent with owning and operating a credit card company. For 

example, non-financial corporations whose business consists in the provision of credit or 

others that may find significant synergies between their core activity and that of a credit card 

company (e.g. groceries stores chains). However, these corporations and other financial 

institutions are likely to have a cost of funds disadvantage vis-à-vis the banks. 

Cost of funds disadvantage 

2.48 According to the information provided to us by bank hapoalim, banks fund the provision of 

credit by means of public’s deposits (currently, approximately 90% of the funds are sourced 

from public’s deposits).  

2.49 First, the cost of issued debt for banking corporations is lower than the cost of issued debt 

incurred by non-financial institutions. All other factors equal, it is likely that the cost of debt of 

a credit card company owned by a bank will be lower than the cost of debt of a company 

owned by a non-banking corporation. This is, among other reasons, due to the lower risk of 

default of banks compared to other issuers’ risk default risk perceived by investors 

(especially if the debts of the subsidiaries are not ring fenced). This perception is based on 

the higher level regulation and monitoring that the Bank of Israel imposes on banks and the 
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banks’ consideration of safeguarding their reputation as a credible and robust financial 

institution.  

2.50 The following table provides information on the average yields for all traded CPI indexed 

bonds issued by the Israeli banks (30 bonds), insurance companies (16 bonds), groceries 

stores chains (4 bonds) and cellular companies (10 bonds) traded during December 2015.   

Table 2: Yields of issued debt for various corporations (December 2015) 

Credit rating Sector D<3 3<D<5 5<D<10 

  Average 

Spread 

Average 

Spread 

Average 

Spread 

Aaa Banks 0.51 0.86 0.90 

Aa1 Banks 0.67 0.78 0.92 

Aa2 Banks 0.67 - - 

Insurance companies 0.85 - - 

Cellular companies 1.57 1.30 1.66 

Aa3 Banks 0.91 1.01 1.37 

Insurance companies 0.85 1.14 1.56 

A1 Banks - 1.16 - 

Cellular companies 1.42 - 2.85 

A2 Retailers 1.74 - 3.26 

Notes: Bonds issued and traded in the Israeli financial market.. Bonds conditions are not homogeneous within 

the credit rating categories; Credit ratings are set as per 1 December 2015.Midroog (Moody's) rating. 

For some bonds only the S&P (Maalot) ratings were available, we translated them into the analogous 

Midroog ratings using the comparison table provided on their website;  

Source: Bizportal 

2.51 The banks have a clear cost advantage regarding the cost of wholesale debt compared to 

other groups of issuers included in the table. This evidence indicates that, all other factors 

being equal, the non-banking corporations have a significant cost of funds disadvantage that 

likely would prevent them from offering credit terms capable of exerting a significant 

competitive constraint on banks in the provision of credit to households and small 

businesses.  

2.52 Second, banks’ primary source of funding are customers’ deposits and rely comparatively 

less on wholesale debt or equity. This is not surprising since, there is a significant difference 

between the cost of external debt and the cost of deposits, which tend to be sticky and 

require no collateral. For example, bank hapoalim’s average cost of deposits in 2015 (3
rd

 

quarter) was 0.52% whereas the bank’s cost of issued debt (Aaa rated bonds traded during 

December 2015) as reflected by their trade value was 1.11%. This evidence suggests that 

there is a cost of funds disadvantage between funds sourced from deposits and those from 

issued debt. That is, all other factors equal, this difference suggests that banks have a 

competitive advantage in the provision of lines of credit vis-à-vis providers of credit that do 

not have direct access to the public’s deposits.   
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The harm to competition and consumer welfare from a ban on banks to issue credit 

cards 

2.53 We understand that the ban on issuance will last for eight years at the end on which they 

could be extended subject to competitive conditions. 

2.54 We argue that the ban on issuing credit cards, if adopted, will tend to restrict competition in 

the retail credit card market and possibly weaken the payment system, to the detriment of 

end customers. 

2.55 Imposing a ban on issuing credit cards on a subset of Israeli banks will have the first and 

immediate consequence of limiting the number of competitors in the provision of deferred-

debit card services. In other words, the ban on issuance will, in the first instance, tend to 

increase concentration in the market. In addition, the ban removes the most efficient players 

– i.e. those with a lower cost of funds. Therefore it is likely that these measures will hinder 

competition in the provision of deferred debit and credit card services. 

2.56 In addition, experience from other countries and other regulated markets, as well as 

straightforward economic reasoning, shows that a temporary ban, restricting certain players 

from participating in the market, will generate perverse incentives. First, and most clearly, 

even when the ban expires (or when it is lifted), affected banks may have limited willingness 

to make the necessary investments and commercial efforts in re-entering the market, since 

they will need to take into consideration the regulatory risk. Second, non-affected banks and 

non-banks capable of providing credit, directly benefit from the issuance ban on large banks, 

since the latter will fail to exert a competitive constraint. This will tend to increase their 

economic rents but at the same time, it will reduce their incentives to innovate, expand to 

cover new segments and, in particular, make investments in order to benefit from other 

regulatory initiatives, such as fostering credit bureaus. In this respect the issuance ban can 

limit competition in the short run and also reduce incentives to compete going forward. 

2.57 Combined with ownership separation, other things equal, the ban on issuance will result in 

end consumers enjoying less access to deferred debit and revolving credit than is the case 

today. This is the case unless the “separated” credit card companies manage to significantly 

expand the provision of deferred and revolving credit to cardholders to match the current and 

future levels. However, as explained above, this is very unlikely since standalone credit card 

companies face a competitive disadvantage in funding. We also note that parent banks have 

no incentive to offer credit to the separated companies at the same terms and conditions that 

they grant under vertical integration. 

As a result it is likely that they will constrain credit or the cost of credit to end customers will 

increase as they pass on part of incremental funding costs. In these circumstances it is very 

unlikely that standalone credit card companies can increase the provision of credit in order to 

compensate for the exit and the ban on issuance imposed on large banks. Indeed, end 

consumers will suffer harm as a result of ownership separation and the ban on issuance if 

standalone credit card companies fail to offer at least NIS 80 billion in terms of 2014, i.e. the 

balance and off-balance credit card lines of credit extended by bank hapoalim and Bank 

Leumi. This is a daunting task, especially in the short term. In this regard, in case that the 
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separated credit card companies are unable or willing to raise the necessary funds for 

providing the current quantity of credit under deferred debit cards, we expect that low income 

and/or high risk consumers groups would be harmed more compared to other groups of 

customers. 

Reduced concentration in itself does not necessarily enhance consumer welfare 

2.58 Moreover, in potential contrast to typical markets, the increase in competition in the provision 

of credit by means of increasing market shares is not without risk to negatively impacting 

consumer welfare.  

2.59 In credit markets an increase in competitive pressure also tends to exacerbate the problems 

of asymmetric information, which could put upward pressure on the interest rate. An increase 

in competition (i) may erode the value of borrower information, (ii) may decrease lenders’ 

incentives for monitoring borrower effort and thereby exacerbate the moral hazard problem, 

and (iii) may exacerbate the adverse selection problem by reducing the average quality of 

borrowers. The economic literature suggests that these forces can create a perverse 

scenario whereby an increase in competition may in fact exacerbate the moral hazard and 

the adverse selection problems thus increasing interest rates.  

An economic assessment of the Strum Committee’s interim report 

2.60 We have reviewed the economic arguments and evidence presented in the Strum 

Committee’s interim report published on January 6, 2016. The interim report concludes that 

competition in the supply of credit to households and small businesses is insufficient. This is 

for two reasons: first, the supply of credit to those customer groups is highly concentrated; 

second, there are significant barriers to entry. The report claims that past attempts to 

increase competition have failed to produce meaningful results. It then argues that by 

separating the credit card companies from the large banks which currently owned them and 

prohibiting the latter to issue credit cards, the supply of credit to households and small 

business will become more competitive and, as a result, these customer groups will benefit 

from cheaper credit. 

2.61 In our opinion the conclusions of the interim report cannot be relied upon.  

2.62 First, we respectfully disagree with the conclusion about the lack of competition in the supply 

of credit to households and small businesses in Israel. This is for two reasons. On the one 

hand, the competitive analysis presented in the interim report relies in part on an academic 

work based on outdated data and which, among other limitations, explicitly excludes non-

banking corporations from its competitive analysis. The main policy recommendation of that 

academic contribution, which the Strum Committee adopts, is to increase the number of non-

banking credit providers. However, the cited academic work does not assess in any level of 

detail the competitive conditions and dynamic factors that drive the provision of credit to 

households and the small businesses in Israel. Thus, the interim report errs in relying on 

academic work that is tangential, at best, to the issue at hand.  

2.63 On the other hand, the competitive analysis presented in the interim report suffers from a 

severe methodological flaw. It considers that certain market segments (specifically, credit to 
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large corporates and households housing credit) and countries represent competitive or well-

performing benchmarks against which to compare the provision of credit to households and 

small businesses in Israel. However the interim report fails to recognise that conditions of 

demand and supply for credit differ very significantly across these segments or countries. 

Therefore the comparisons included in the interim report are unable to produce robust or 

reliable inferences on the level of competition in the provision of credit to households and 

small businesses. As such the findings of these comparisons should not inform the 

competitive assessment and conclusions of the Strum Committee. 

2.64 Second, in our opinion the interim report fails to show that condition (a) above is met. This is 

because the interim report does not properly consider the likely effects of measures recently 

adopted or about to be adopted which are aimed at significantly reducing the barriers to 

entry and expansion in the provision of credit to households and small businesses in Israel.  

2.65 Third, the interim report fails to analyse whether and how the proposed changes in market 

structure can be expected to significantly increase competition and improve consumer 

welfare. That is, it fails to check that condition (b) is met. The interim report claims that the 

credit card companies allegedly benefit from some relevant advantages that may support 

their ability to compete in the provision of credit. However the interim report does not provide 

any comparative analysis on whether, and to what extent, such alleged advantages are likely 

to allow those companies to compete effectively with the banks. Importantly, the interim 

report fails to acknowledge the importance of the credit card companies’ relative cost of 

funds disadvantage vis-à-vis the banks. Ultimately, its proposal rests simply on the 

unsupported presumption that the net effect of its proposals will increase effective 

competition and consumer welfare.  

2.66 Finally, the interim report is internally inconsistent in terms of its recommendations. The 

Strum Committee makes many recommendations allegedly adequate for achieving its main 

goal i.e. that of increasing the number of non-banking credit providers. Among others, the 

Strum Committee recommends (i) implementing compulsory deposit insurance, and (ii) 

separating the credit card companies only from the large banks i.e. allowing Discount to 

keep its control of CAL. However the mentioned reforms are inconsistent with the goal of 

increasing the number of non-banking credit providers. Specifically, first, deposit insurance 

will inevitably strengthen the ability to compete of licensed banks relative to non-banking 

corporations in the provision of credit including to households and small businesses, hence, 

hindering the achievement of the Strum Committee’s goal. Second, the recommendation 

about separation of only two credit card companies from the parent banks is inconsistent 

with its main conclusion and objective of increasing the number on non-banking and 

independent credit providers.   

2.67 In sum, the interim report fails to advance any relevant economic evidence in support of the 

recommendations made by the Strum Committee, namely the separation of credit card 

companies and the ban on the issuance of credit cards by banks. Indeed the proposals of 

the Strum Committee seem to be based on the unjustified premise that separation and the 

ban on issuing will increase the number of providers of retail credit to households and small 

businesses and that will inevitably lead to more effective competition. 
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Section 3  

The provision of credit to households 

and small businesses in Israel 

Introduction 

3.1 In this section we describe structural aspects of the provision of credit to households and 

small businesses in Israel. First, we describe the main credit products that are offered to 

households and small businesses. Second, we identify several factors that influence the 

demand for individual customer credit in Israel. We then provide the taxonomy of credit 

suppliers in Israel, analyse structural aspects: market shares and concentration ratios. Next, 

we present an analysis of the evolution of market structure in the last years. Then we 

present a comparative analysis of the market outcomes (evolution of credit and financial 

intermediation margins). We conclude with an outline of the main barriers to competition in 

the provision of credit to households and small businesses in Israel. 

Credit products and pricing 

3.2 The providers of credit to households and small businesses in Israel comprise banking 

corporations, financial institutions (credit card companies, insurance companies, pension 

funds and providence funds) and non-financial institutions (companies whose business is to 

provide credit and that are regulated by the Ministry of Finance under the non-banking loans 

law) and P2P platforms. 

3.3 Credit providers offer households and small businesses various types of credit products: 

credit lines, fixed-term credit/loans and asset-based finance products.
1
  

3.4 The cost of credit to borrowers includes interest rates (fixed variable interest rate or variable 

interest rates linked to a known anchor, e.g. the Prime), origination and other fees; and, 

potentially, non-pricing elements such as collateral management requirements. 

3.5 The reminder of this section describes the main credit products that are offered to 

households and small businesses in Israel. 

                                                      

1 
 Banks also offer housing loans. This type of credit product is not in the scope of the Strum Committee 

mandate. 
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Household/consumer loans and credit facilities 

3.6 There are two main categories of credit products to households: credit lines and consumer 

loans. 

a. Credit line facilities. Banks provide a range of credit lines to (i) rated private customers, 

(ii) customers under a salary-agreement, (iii) students, (iv) soldiers, and (v) customers 

having a regular current account with no credit limit. Credit card companies also offer 

lines of credit to cardholders: ‘revolving’ credit. Most of these products are structured 

around outstanding debt ceilings and associated (increasing) annual interest rates. 

Credit lines are priced at fixed mark-ups above the Prime. 

b. Loans. Credit providers offer households loans of various types and maturities: (i) all-

purposes loans; (ii) ‘instant’ loans; (iii) vehicle financing loans; etc.  

Loans and credit facilities to small businesses 

3.7 There are three main categories of credit products offered to small businesses: lines of 

credit, loans and asset-based finance products. 

a. Lines of credit. These credit products are subdivided in rated and non-rated credit lines. 

The former group is structured on the basis of two authorised credit ceilings: a low and a 

high authorised credit ceiling/amount of credit. To each of these ceilings is associated an 

interest rate (the higher the credit ceiling the higher the interest rate level). The non-rated 

credit line comprises one credit ceiling. Credit lines are priced at fixed mark-ups above 

the Prime. 

b. Loans. Credit providers offer small business customers various types of loans, inter alia: 

(i) loans for vehicles and equipment financing, (ii) loans for managing cash flows, (iii) 

loans guaranteed by the State. 

c. Asset-based finance products. Small businesses obtain finance by discounting future 

receivables: checks, payment card transaction slips and invoices (factoring). These 

products are offered by banking and non-banking institutions. The discounting fee 

represents the interest rate paid for this specific type of credit.  

Demand for credit: determinants and evolution 

3.8 At the aggregate level, the main determinants of the demand for new credit are: (i) consumer 

and investor confidence in the performance of the economy, and (ii) the prevailing level of 

indebtedness in the economy. 

3.9 Investor and consumer confidence are directly impacted by borrowers’ disposable income 

(GDP, average salary and minimum wage) and the rate of unemployment. Improvement or 

deterioration in disposable income, GDP and employment conditions impact borrower’s 

ability to repay and thus the demand for credit. 
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3.10 The figure below shows the evolution of the demand for credit by individuals in Israel (in 

terms of bank system customer credit balances) and macroeconomic drivers. In particular, 

credit has been growing because GDP has grown. Israel’s GDP increased from NIS 876 

billion in 2010 up to NIS1000 billion in 2014 while credit to individuals by banks grew from 

NIS82 billion up to NIS108 billion. As it is clear from bellow, credit to individuals grew at a 

faster rate than GDP. In addition, individual consumers’ confidence increased in 2013 and 

2014 (from 122 to 125) when the rate of unemployment consecutively fell between 2012 and 

2014 from 6.9% to 5.9% in 2014. 

Figure 1: Evolution of macroeconomic variables in Israel and the demand for credit 

 

 

Notes: Bank system individual customer credit balances refer to credit provided to households and private 

banking segments under sub-category ‘Banking and financial services’ by the five major banks, assets 

to private banking segment from Union Bank and assets to households and private banking segment 

Jerusalem Bank. 

Source: GDP: Bank of Israel Annual report 2014, figure 1.1 

 Unemployment rate: OECD data 

 CCI: 

http://www.bankhapoalim.com/wps/portal/int/article?WCM_GLOBAL_CONTEXT=/wps/wcm/connect/bhi

nt/int/home/reports/ConsumerConfidenceIndex&proceed=1 

 Banks’ credit: CL analysis of data from individual financial statements. 

 Financial statements for Union Bank and Jerusalem Bank. 

3.11 The next table provides information on the correlation between these factors. 
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Table 3: Correlation between the determinants of individuals’ demand for credit 

 Correlation coefficients 

GDP- bank system individual customer credit balances 0.94 

CCI - Rate of Change of GDP 0.85 

Rate of Change of CCI - Rate of unemployment  -0.41 

Rate of change of CCI - Rate of change of bank system 

individual customer credit balances 

0.73 

Notes: Each series is considered for 2010-2014 and respective rate of change for 2011-2014.  

Source: GDP: Bank of Israel Annual report 2014, figure 1.1 

 Unemployment rate: OECD data 

CCI: 

http://www.bankhapoalim.com/wps/portal/int/article?WCM_GLOBAL_CONTEXT=/wps/wcm/connect/bhi

nt/int/home/reports/ConsumerConfidenceIndex&proceed=1 

 Banks’ credit: CL analysis of data from individual financial statements.  

3.12 The correlation coefficients in the table above suggest as follows. As expected, the 

Consumer Credit Index (confidence) is positively correlated with the rate of change of the 

GDP (0.85). The rate of change of CCI is negatively correlated with rate of unemployment 

and positively correlated with rate of change in outstanding credit balances (as a proxy for 

the credit demanded) (-0.41 and 0.73, respectively).  

Supply of credit: providers of credit products 

Banking institutions 

3.13 The Israeli banking system comprises universal banks that offer (i) financial intermediation, 

(ii) payment card services, and (iii) financial market services and housing loans. 

3.14 There are five major local banking groups: bank hapoalim, Bank Leumi (Leumi), Mizrachi 

Tefahot (Mizrachi), Discount Bank (Discount), and First International Bank (FIBI). In addition, 

there are three local independent banks: Union Bank, Jerusalem Bank and Dexia Bank 

(Dexia). Furthermore, there are four branches of foreign banks: HSBC, Citibank, Barclays 

and State Bank of India.
2
  

3.15 The following figure provides balance sheet information on the banks’ sizes.  

                                                      

2 
 Bank of Israel Israel’s Baking System - Annual Survey 2013, 20 July 2014, Chapter 1 pp. 6-11 
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Figure 2: Israel banking system: balance sheet statistics by bank size (2014) 

 

Source: Israel's Banking System - Annual Survey 2014, Table 1.2 - Banking system structure. 

3.16 There is a great diversity of banks in Israel. In general, large banks (bank hapoalim and 

Leumi) are 2 and 10 times larger than midsize banks (Discount, Mizrahi and FIBI) and small 

banks (Union Bank and Jerusalem Bank) in terms of assets, deposits and credit balances, 

respectively.
3
  

Non-banking financial institutions 

3.17 Non-banking financial institutions include the credit card companies and the institutional 

investors (insurance companies, pension funds and provident funds).  

Credit card companies 

3.18 In Israel, there are three credit card companies: Isracard Group, LeumiCard and Israel Credit 

Card Company (CAL/ICC), owned by the three largest banking groups in Israel, bank 

hapoalim, Leumi and Discount and FIBI, respectively. These companies co-issue payment 

cards with their parent banks and other banks (i.e. payment cards allowing transactions for 

which the banks bear the credit risk: “bank-cards”). They also issue cards jointly with 

commercial partners – ‘clubs’ (i.e. payment cards allowing transactions for which the 

companies bear the credit risk: “non-bank cards”). Currently, very large share of the credit 

card companies’ turnover consists of deferred debit card transactions which are paid by 

cardholders in aggregate once per month.
4
 Credit card companies also acquire payment 

card transactions from merchants. In Israel the monthly acquisition of deferred debit card 

transactions slips occurs before issuers’ payment for those transactions. 

                                                      

3
  Dexia and the foreign banks do not offer credit to households or small businesses in Israel. 

4
  Data provided by Isracard. 
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3.19 In addition to the short and free credit extended by the card issuers for the deferred debit 

transactions (i.e. as implied by the aggregation and payment of all monthly transactions in 

one monthly date), credit card companies in Israel also offer credit by means of non-bank 

cards or directly by means of their digital platforms. In particular, credit card companies offer 

loans (for various purposes: vehicles, general purpose) to the public (i.e. not only to 

customers holding a payment card issued by the company). Credit card companies offer to 

individual customers (cardholders holding non-bank cards) lines of credit (‘revolving’ credit) 

independent of the banks’ line of credit/overdraft facilities. Last, credit card companies also 

offer a credit product (akin to a loan) referred to as ‘credit transactions’ allowing the 

cardholder to divide the total amount of a particular transaction into instalments.  

3.20 In 2014 there were 8.8 million cards in circulation and NIS242 billion in transaction turnover. 

Isracard has a leading position followed by Leumicard and ICC. 

Table 4: Market shares out of total cards and turnover (2014) 

Year Cards Transaction turnover 

Total 

('000) 

Isracard Leumi 

Card 

ICC 

(CAL) 

Total 

(NIS 

bn) 

Isracard Leumi 

Card 

ICC 

(CAL) 

All 

cards 

8,823 48% 27% 26% 242 48% 26% 25% 

Non-

bank 

cards 

2,744 41% 28% 31% 48 38% 35% 28% 

Notes: The market shares calculated above are based on the total number of cards in circulation 

Source: Based on individual financial data.  

Financial institutions 

3.21 Institutional investors: insurance companies, pension funds and providence funds are 

allowed to provide credit to individuals. Specifically, institutional investors are allowed to 

provide personal loans to their respective fund members and insurance companies’ pension 

plans policy holders. In addition, institutional investors are allowed to provide credit to rated 

BBB plus borrowers. They are also allowed to provide credit to rated BBB minus or not-rated 

borrowers against adequate collateral and up to 3% of the managed assets. 

3.22 The total financial assets managed by institutional investors in Israel stood at NIS790 billion 

in 2014.  
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Table 5: Total long-term savings pension assets and providers’ shares (2014) 

 Pension 

savings 

system 

(NIS bn)  

Pension 

savings 

system  

Pension 

policies 

New 

Pension 

funds 

Provident 

funds 

Migdal 135 17% 34% 23% 4% 

Clal 121 15% 22% 18% 10% 

Harel 71 9% 16% 16% 1% 

Phoneix 67 9% 16% 5% 6% 

Menora 106 13% 8% 35% 5% 

Yelin Lapidot 15       4% 

Meitav Dash 37       10% 

Psagot 55       15% 

Alman 

Aldubi 

11       3% 

Other 171 36% 3% 3% 43% 

Source: Supervisor of Financial Markets and Savings: http://mof.gov.il/hon/documents/chapter3_report2014.pdf 

3.23 The five largest financial groups manage over 95% of the currently accumulating long-term 

savings plans. 

Non-financial institutions 

Traditional players 

3.24 Non-financial credit institutions are firms that supply credit under the Non-Bank Loans Law 

(1993) and a license and the regulation of the Ministry of Finance. Non-financial firms mainly 

provide asset-based finance products and loans to businesses of various sizes.  

3.25 There is not comprehensive public statistics regarding the group of non-financial institutions. 

We understand that the following is an non-exhaustive list of non-financial credit institutions: 

Nawi Group; Peninsula finance,
5
 Opal balance, Info light, Gama, Pama, Credit Union, Ampa 

Capital,
6
 others. As mentioned, this is only a partial list of traditional non-financial credit 

institutions.
7
  

                                                      

5
  Meitav-Dash holds 20% of Peninsula finance. 

6
  Menora MIvtachim has recently acquired 30% of Ampa Capital. 

7 
 The Knesset information Centre (October 2015) “A description and analysis of the Reform Act: The 

issuing of debt by corporations for the provision of credit.” According to an earlier report (14.2.2007) 

there were above 100 firms registered at the Registrar of Companies stating that their main activity 

consists in the provision of loans. 

http://mof.gov.il/hon/documents/chapter3_report2014.pdf


 

 
COMPASS LEXECON  │  DR. JORGE PADILLA, DR. MIGUEL DE LA MANO AND GABRIEL BARON 26 

Technology players: Peer-to-Peer platforms 

3.26 P2P platforms facilitate credit transactions between lenders and borrowers, cutting down the 

banks’ traditional intermediation role.
8
 In essence, these platforms’ business is to match 

lenders (funds) with appropriate borrowers. 

3.27 P2P platforms have been recently established in Israel. The consumer/household P2P 

platforms are eLoan,
9
 TARYA and Blender.

10
 In addition, there are P2P platforms that focus 

on businesses: CreditPlace provides business loans, and BTheBank (BTB) that mainly 

focuses on business-to-business lending.  

3.28 These platforms rely on sophisticated algorithms that gather data from a wide range of 

sources to develop a credit scoring model.
11

 Currently, individual investors fund the loans 

facilitated by the Israeli P2P platforms while institutional lenders do not participate in these 

platforms yet. 

Market structure 

3.29 In this section we describe the structure of retail credit markets in Israel. In particular we 

present and assess market share and concentration indices in 2014, separately for 

households and small businesses. Furthermore we evaluate market dynamics and identify 

recent episodes of expansion in the provision of retail credit to households and/or small 

businesses. 

                                                      

8 
 P2P platforms enable lenders (investors) that have available financial assets to earn competitive 

returns through lending to individuals or businesses online. Such platforms reduce the need to use 

more traditional middleman platforms such as banks. The terms of the loans provided by P2P platforms 

have a similar structure to that of traditional banks, with a setup fee and an annual interest rate, 

depending on the borrower’s credit risk. The disintermediation value gained by P2P lenders is in line 

with the cost magnitude of brick-and-mortar expenses from banking services, which Hanson et. al. 

(2014) calculate to account for 2.96% of assets. See Morse, A. (2015) “Peer-to-Peer Crowdfunding: 

Information and the Potential for Disruption in Consumer Lending” NBER Working Paper No. 20899 

9
  Meitav Dash investment house owns 20% of eLoan. 

10
  Psagot investment house owns 20% of Blender. 

11 
 The P2P platforms apply similar information: borrower provided information supplemented by other 

documentation, such as pay stubs, bank statements and credit scores from credit bureaus. They also 

combine traditional banking knowhow with statistical modelling and big-data techniques to ensure 

reliability. Social footprint or behavioural data like the way online application is filled in (frequency of 

using block letters and speed of applicants moving their mouse, etc.) is also used. See: 

http://www.altfi.com/article/1025_p2p_lending_in_israel_catching_up_with_tarya; 

http://www.kitalholdings.com/html5/arclookup.taf?&_id=19155&did=2241&title=eloan%20p2p and 

http://www.financemagnates.com/fintech/p2p/blender-raises-5-to-sensibly-connect-the-worlds-

borrowers-and-lenders/ 

http://www.altfi.com/article/1025_p2p_lending_in_israel_catching_up_with_tarya
http://www.kitalholdings.com/html5/arclookup.taf?&_id=19155&did=2241&title=eloan%20p2p
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Market shares and comparison to benchmark countries 

3.30 The following table shows the shares out of total provision of (non-housing) credit to 

households and small businesses in Israel.  

Table 6: Shares out of the total provision of credit to households and small 

businesses (2014) 

   Households Small businesses 

Large banks  bank 

hapoalim 
29.9% 30.2% 

Leumi 23.1% 28.6% 

Sub-Total 53.0% 58.8% 

Midsize banks Discount 10.2% 16.3% 

Mizrahi 11.1% 11.3% 

FIBI 13.0% 6.8% 

Sub-Total 34.3% 34.3% 

Small banks Union 1.5% 1.9% 

Jerusalem 0.8% 0.2% 

Sub-Total 2.3% 2.1% 

Credit Card 

Companies 

Isracard 0.8% 0.8% 

Leumicard 2.7% 0.9% 

ICC (CAL) 1.9% 1.1% 

Sub-Total 5.4% 2.8% 

Debt to Institutional 

Investors 

  
5.0% 

 

P2P  0.0%  

Non-Financial 

Institutions 

  1.9% 

HHI   1862 2177 

Notes: Mizrachi’s household outstanding data has been netted out of loans for all purposes which collateral is 

the borrower’s house. Small businesses includes banking & financial and construction and real estate 

outstanding credit. 

 FIBI reclassified its small business category in 2013. To correct for the change in categorisation of the 

small business segment by FIBI in 2013, the credit to small businesses by FIBI between 2010-2012 has 

been adjusted by the ratio of the change seen in 2013 based on the financial statements from 2013 

(with old categorisation) and from 2014 (with new categorisation). 

 Total assets have been used as proxy for the credit to the public for small banks, since this tends to 

make up a large share of their total assets as reported by Union Bank and the bank’s private banking 

segment is equivalent to household segment.  

 Based on a report by the Information Centre of the Knesset we understand that the market shares 

presented in the table do not consider a substantial credit amount provided by non-financial institutions 

that are regulated by the Ministry of Finance.  

 For small banks, the small business credit has been calculated using the SME share of business loans 

from the OECD review of small business financing (see Source below) and applying this share to the 

corporate segment. 

 For the credit card companies, the small business lending has been estimated using the SME share of 

business loans from the OECD review of small business financing and applying it to the sum of 

commercial lending and transaction discounting for each credit card company. Thus their share in the 

provision of credit to small businesses may be overestimated. 

Source: Debt from institutional investors from Bank of Israel. 
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 Credit from non-financial institutions from their financial statements. 

 Data for banks and credit card companies from individual financial statements. 

  

 The Knesset information Centre (October 2015): A description and analysis of the Reform Act: The 

issuing of debt by corporations for the provision of credit. 

3.31 Table 6 provides information on credit providers’ shares out of the total provision of credit to 

households and small businesses, respectively. The market shares indicate that the 

provision of credit to households and small businesses is moderately concentrated. The 

Herfindhal-Hirschman Index (HHI) of the households and small businesses segments in 

2014 stood at 1862 and 2141, respectively. 

3.32 Cross country comparisons are challenging. This is because countries may differ along 

many dimensions and, hence, differences across countries may be attributed to one factor 

where, in fact, they are cause by another. We have tried to assure that our benchmarking 

analysis is robust by (i) indicating a wide range of countries and (ii) identifying comparable 

countries by means of multiple criteria. 

3.33 We compare Israel to its peer countries i.e. countries similar to Israel in terms of GDP, GDP 

per capita and the size of the banking system: Austria, Belgium, Czech Republic, Denmark, 

Finland, Ireland, Norway and Portugal.
12

  

3.34 The following table compares the peer counties listed above with Israel along the following 

dimensions: GDP, GDP per capita and number of banking groups.
13

  

                                                      

12
  Our starting point for identifying Israel’s peer country is Ruthenberg, D. (2006) Competition in the 

Banking Industry: Theoretical Aspects and Empirical Evidence from Israel in an International 

Perspective http://www.biu.ac.il/soc/ec/seminar/data/6.11.06/competition.pdf  

13
  We could not compare market shares or concentration indices since that information is not publicly 

available for the peer countries above. 

http://www.biu.ac.il/soc/ec/seminar/data/6.11.06/competition.pdf
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Table 7: Comparison of GDP, GDP per capita and number of banking groups of range 

of countries with Israel 

 Countries GDP    

($ bn) 

Comparison 

with IL 

GDP 

/capita 

(PPP) 

Comparison 

with IL 

Number 

of 

banking 

groups 

 Israel 306  33136  5 

 

 

 

Peer-

group 

countries 

Portugal 230 75% 27069 82% 19 

Ireland 251 82% 51284 155% 4 

Denmark 342 112% 44625 135% 6 

Belgium 534 175% 43139 130% 5 

Finland 273 89% 40661 123% 5 

Norway 500 164% 67166 203% 5 

Austria 438 143% 46640 141% 40 

Czech 

Republic 

205 67% 30047 91% 11 

 

 

 

Non peer-

group 

countries 

UK 2950 965% 39826 120% 11 

USA 17348 5675% 54370 164% NA 

France 2834 927% 40538 122% 18 

Spain 1407 460% 33835 102% 60 

Netherlands 881 288% 47960 145% 5 

Germany 3874 1268% 46216 139% 35 

Italy 2148 703% 35131 106% 63 

Notes: Nominal GDP is considered. 

Data on number of banking groups is for 2013. 

Source: Data on GDP and GDP per capita from IMF. 

Data on number of banking groups from ECB. 

3.35 First, as shown in Figure 3 below, the number of banking groups in Israel is comparable to 

those in most other peer group countries. 

Figure 3: Number of banking groups in peer group countries in 2013 

  
 Notes: Includes foreign banks defined as subsidiaries and branches that are controlled by either an EU or a non-

EU parent that is “foreign” from the reporting country's point of view. 

 Data for Austria has not been included in the figure because the Austrian market is indeed very different. 

They have a large network of small decentralized local cooperative banks. 

Source:    ECB consolidated banking data; Norges Bank Financial Stability Report 2014.  
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3.36 Secondly, as shown in the figure below, in terms of assets at the banking system level, 

Israel’s HHI (1983) is significantly lower than Finland’s (3080), higher than Austria’s (405), 

Belgium’s (979), Czech Republic’s (999), Denmark’s (1160), Ireland’s (674), Norway’s 

(1800), and Portugal’s (1196). Nevertheless, we note that the largest banks in Portugal, 

Ireland and Belgium, in particular, have all required a significant bailout in the aftermath of 

the financial crisis, and the banking sector remains severely impaired and fragile. Bailouts, 

as well as implicit and explicit and continuing state support to the largest banks in these 

countries have a critical impact on the conditions of competition in these countries relative to 

the Israeli banking sector which cannot be adequately controlled for. Similarly, the Austrian 

banking sector exhibits, for historical reasons, a large number of decentralised cooperative 

banks operating at local, rather than national level – thus explaining the relatively low level of 

concentration. Finally, we note that, unlike banks in Israel or most other peer countries, 

Danish banks rely heavily on covered bonds for their funding. This reduces their funding 

costs on the margin and intensifies competition but increases systemic risk due to excess 

levels of asset encumbrance. 

Figure 4: HHI in banking in peer group countries 

 

Notes: HHI has been calculated based on total assets. 

 The figure for Israel is for December 2014, is calculated based on the total assets of the commercial 

banks, and does not include activity of foreign banks in Israel.  

 For Norway, data is for 2011, the most recent date where HHI was published by their respective central 

banks.  

 Figures for other countries are for December 2013, and include activity of foreign banks in each country. 

Source: Bank of Israel Annual Survey 2014, Figure 1.8 

 Norges Bank Financial Stability Report 2013: Competitiveness and regulation of Norwegian banks 

3.37 As we show in Figure 8 and in Figure 10, in spite of the what may be possibly considered as 

comparatively high concentration of the Israeli banking system, the outcomes of the 

competition in the provision of credit to households are comparatively better than those of its 

peer group of countries in terms of credit evolution and intermediation margins. 
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Entry and expansion 

Banks 

3.38 No new banks (or credit card companies) entered to the Israeli market to provide banking 

services, including credit, to households and or small businesses in many years.
14

 However, 

banks expand and leverage their digital platforms for offering credit to households and small 

businesses. Dedicated digital platforms enhance access and credit authorisation speed. 

Most banks offer ‘instant loans’ to their incumbent customers through their websites and are 

executed immediately after the submission of the request by the customer. Moreover, 

Jerusalem Bank offers this type of loans to customers of all the banks. It is expected that the 

improvements in the collection of credit data on borrowers and the use credit scoring models 

will enhance this type of credit offerings. 

3.39 In sum, the retail credit market in Israel exhibits a certain degree of dynamism, even prior to 

the adoption and implementation of a number of reforms intended to enhance competition 

(we discuss these reforms in Section 4). In particular, the small banks in the households 

segment and Mizrahi in the small businesses segment are already challenging large banks 

in the household credit and in the small businesses credit segment, respectively.  

Non-banking institutions 

Credit card companies 

3.40 Compared to traditional banks, credit cards companies’ have consistently played a minor, 

almost negligible role, in the provision of credit (due to their business focus in the deferred 

debit payment services segment). Their role in credit markets is through the provision of 

revolving credit and loans, which is directly linked to the number of issued cards to 

individuals and relationships with merchants.  

3.41 Over the past years, in particular in 2014, the credit provided by credit card companies has 

slightly expanded through the issuance of non-bank cards.  

                                                      

14
  In the last 15 years a number of foreign banks have entered the Israeli market. These banks operate at 

the high end of the corporate and private banking (wealthy customers) segment. In this regard the 

Zaken Committee has suggested that foreign banks are not active in the households and small 

business segments. The Committee further concludes that foreign banks have relative disadvantages 

compared to the local banks in providing retail credit. The Zaken Committee concludes that the lack of 

expansion of the foreign banks to the retail segments rejects the expectation or the hypothesis that the 

high profits in these segments would incentivise foreign banks to enter these segments in Israel,
14

 i.e. 

foreign banks do not have an incentive to enter those segments; see Zaken Committee Report, at p. 

78. 
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Table 8: Development of cards and outstanding credit by credit card companies 

Year Total cards ('000) Total outstanding credit by credit 

card companies 

(NIS millions) 

Bank  Non-bank Individuals Small 

business 

2010 4,880 1,888          4,125               1,152  

2011 5,141 2,097          4,216               1,375  

2012 5,417 2,307          4,433               1,624  

2013 5,705 2,503          4,942               2,017  

2014 6,079 2,744          6,394               2,168  

CAGR 5.6% 9.8% 11.6% 17.1% 

Notes: The small business lending has been estimated using the SME share of business loans from the OECD 

review of small business financing and applying it to the sum of commercial lending and transaction 

discounting for each credit card company. 

Source: Based on individual financial statements. 

3.42 The non-bank card segment has grown more rapidly than the bank card segment. In 2014 

non-bank cards account for 30% of total issued cards in Israel and at a CAGR of ca 10% 

compared to ca 6% of the banks’.
15,16

 This expansion is directly reflected in the growth of 

credit to individuals. Most of the credit to small businesses regards the discounting of credit 

card transaction slips which is directly associated with the competition between acquires in 

retaining and gaining merchants.  

Technological players 

3.43 Several technological providers have entered and expanded. “Mymun Yashir”, controlled by 

the IDI direct-insurance group (6.5% of the insurance market), already offers credit by means 

of a digitally based consumer credit distribution and underwriting system. This is a clear 

indication that financial institutions are able and have an economic incentive to expand into 

the provision of retail credit by leveraging digital platforms and other asset and be viable 

even before the regulatory reforms.
17

  

3.44 As mentioned, P2P platforms have been recently established in Israel. However, their 

potential could be significant under adequate regulation and potential partnerships with 

                                                      

15 
 Bank of Israel: Chapter X-1 of the Annual information on the banking system. 

16 
 Based on financial information provided by Isracard for 2010-2014 

17 
 Direct Financing offers loans for all purposes and for vehicle financing. Loans are underwritten and 

authorised online. Mymun Yashir credit balance is NIS2 billion and the amount of new loans in 2014 is 

NIS1.5 billion. Direct Financing securitises its outstanding credit portfolio and sells it to institutional 

investors and to Union Bank. 
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institutional investors. If successful, these platforms could exert a serious competitive threat 

to banks, given that their business model essentially eliminates the traditional bank 

intermediation function and incurs lower operational costs. These platforms have already 

increased their market penetration in many of the leading OECD countries.  

3.45 The five biggest platforms for consumer lending in other OECD countries are Lending Club,
18

 

SoFi, Prosper,
19

 all based in San Francisco, as well as Zopa, Funding Circle and RateSetter 

based in the UK.
20,21 

  

3.46 The Federal Reserve Bank of Cleveland finds that the US P2P lending platforms’ origination 

volumes have grown at an average of 84% per quarter since 2007.
22

 Morgan Stanley finds 

that in the US, P2P loan origination has doubled every year since 2010 to $12 billion in 2014. 

P2P are also expanding in Australia, China and the UK. According Morgan Stanley such 

lending could reach $150 billion to $490 billion globally by 2020.
23

 

3.47 The following figure shows, for example, the growth of Lending Club (an US-based P2P).
24

 

                                                      

18
  https://www.lendingclub.com/public/about-us.action,;  Google has recently purchased a stake in 

Lending club – seen at 15 November 2015 at http://www.bloomberg.com/news/articles/2013-05-

02/google-buys-stake-in-lendingclub-startup-valued-at-1-55-billion 

19
  https://www.prosper.com/about/ 

20 
 http://www.economist.com/news/special-report/21650289-will-financial-democracy-work-downturn-

people-people, last accessed 18/08/2015 

21 
 Users of the platforms are not restricted to locals. 

22  
This is potentially due to their ability to improve access to credit for individuals having short credit 

histories; and consolidate credit card debt at lower interest rates than traditional lenders. In this regard, 

the FRBC finds that the US P2P interest rates are on average lower than credit card rates in the US. 

The Federal Reserve Bank of Cleveland (August 2014) “Peer-to-Peer Lending Is Poised to Grow “ 

https://www.clevelandfed.org/en/Newsroom%20and%20Events/Publications/Economic%20Trends/201

4/et%2020140814%20peer%20to%20peer%20lending%20is%20poised%20to%20grow.aspx, last 

accessed 18/08/2015 

23
  http://www.morganstanley.com/ideas/p2p-marketplace-lending/ 

24 
 Lending club is a publicly traded company - http://ir.lendingclub.com/corporateprofile.aspx?iid=4213397 

https://www.lendingclub.com/public/about-us.action
http://www.economist.com/news/special-report/21650289-will-financial-democracy-work-downturn-people-people
http://www.economist.com/news/special-report/21650289-will-financial-democracy-work-downturn-people-people
https://www.clevelandfed.org/en/Newsroom%20and%20Events/Publications/Economic%20Trends/2014/et%2020140814%20peer%20to%20peer%20lending%20is%20poised%20to%20grow.aspx
https://www.clevelandfed.org/en/Newsroom%20and%20Events/Publications/Economic%20Trends/2014/et%2020140814%20peer%20to%20peer%20lending%20is%20poised%20to%20grow.aspx
http://www.morganstanley.com/ideas/p2p-marketplace-lending/
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Figure 5: Total loans issued over time (by risk categories) 

 

3.48 Lending club’s CARG in 2007-2014 is 130%. In addition, Lending Club’s average and by 

category loss ratios decreased over time. The average loss ratio decreased from 17% to 

3.2% in 2007-2014 at a CARG of 19%. 

3.49 In the UK, P2P business lending and consumer lending growth rate stood at 250% and ca. 

110% between 2012 and 2014, respectively.
25

 

3.50 Currently, lenders of Israeli P2P platforms are private investors/lenders. This model may 

constitute a barrier to the evolution of P2P platforms in Israel and the entry of Israel 

institutional investors may increase P2P platforms’ share of retail credit. In OECD countries, 

a few banks and some institutional investors lend through P2P platforms. Some banks have 

agreements to buy loans that P2P platforms originate and service which make up for circa 

10 percent of P2P financing. Lending Club, for example, has teamed up with a handful of 

banks that either send customers to the platform to take out loans or buy loans that are 

originated through it.
26

 For US P2P platforms, approximately 80 percent of funding comes 

from institutional investors (banks, hedge funds or other businesses).
27 

Some platforms 

securitize their loans. Lending Club and SoFi have bundled hundreds of millions of loans into 

securities.
28 

  

                                                      

25
  http://www.nesta.org.uk/sites/default/files/understanding-alternative-finance-2014.pdf 

26 
 http://www.ft.com/cms/s/0/eed90b1e-9c13-11e4-a6b6-00144feabdc0.html#ixzz3jLQn3Rqp 

27 
  P.3, http://www.pwc.com/en_US/us/consumer-finance/publications/assets/peer-to-peer-lending.pdf, 

last accessed 18/08/2015 

28 
 http://www.ibtimes.com/peer-peer-lending-new-risks-surface-p2p-loans-evolve-niche-novelty-major-

market-1804374, last accessed on 20/08/2015 
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http://www.ibtimes.com/peer-peer-lending-new-risks-surface-p2p-loans-evolve-niche-novelty-major-market-1804374
http://www.ibtimes.com/peer-peer-lending-new-risks-surface-p2p-loans-evolve-niche-novelty-major-market-1804374
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Market Outcomes 

Introduction 

3.51 In this section, we describe the evolution of the Israeli retail credit in terms of outstanding 

credit and intermediation margins. We then compare the Israeli retail credit market to the 

peer countries. 

3.52 The comparison of the outcomes of the competition in the provision of credit in Israel is 

better compared to those of its peer countries. 

The supply of credit to households and small businesses 

3.53 In 2013 and 2014 the retail credit market supplied NIS230 billion and NIS250 billion, 

respectively in terms of outstanding balances. Circa 60% was supplied to households. 

3.54 The following table shows the CAGRs by segments and by type of credit supplier 

Table 9: Credit CAGRs by type of credit supplier for 2010-2014 (%)  

  Large 

banks 

Midsize 

banks 

Small 

banks 

Credit card 

companies 

Institutional 

investors 

Non-financial 

corporations 

Households 8.2% 

(45.9-

62.8) 

5.1% 

(33.32-

40.65) 

14.4% 

(1.6-2.8) 

11.6% 

(4.1-6.4) 

15.8% 

(3.8-5.9) 

N/A 

Small 

businesses 

6.5% 

(34.9-

44.9) 

-0.3% 

(26.5-

26.2) 

-13.3% 

(2.9-1.6) 

17.1% 

(1.2-2.2) 

N/A 51.9% 

(0.64-1.48) 

Notes: CAGR for Institutional investors based on 2011-2014, and for Non-financial corporations based on 

2012-2014 

 All figures in brackets represent credit in NIS billions. 

Source: Compass Lexecon analysis of various data sources. 

3.55 The table shows that in the households segment, though starting from a rather smaller base, 

small banks, credit card companies and institutional investors grew more than large and 

midsize banks. In the small businesses segment, though starting from a rather smaller base, 

credit card companies grew more than large and midsize banks, respectively. However we 

understand that a part of the credit card companies’ growth is due to financing merchant by 

means of asset-based credit at low financial margins in the context of the competition for 

retaining or wining deferred debit cards transaction acquiring business. 

3.56 The following figures compare between the rate of growth of credit to households and small 

businesses to the rate of growth of the Israeli GDP. 
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Figure 6: Rate of growth of total credit to households against rate of 

growth of GDP 

Figure 7: Rate of growth of total credit to small businesses against 

rate of growth of GDP 

 

 

 

 

Notes: Growth rate for Small Banks calculated using Corporate segment for Union bank and Jerusalem bank. 

Total assets have been used as proxy for the credit to the public for small banks, since this tends to make up a large share of their total assets as reported by Union Bank. 

For Union Bank, the private banking segment is equivalent to household segment. 

Source: Data on GDP from Israel Central Bureau of Statistics. Data for banks from individual financial statements. 

Data for credit card companies based on individual financial statements. 
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3.57 Figure 6 shows that the rate of growth of credit households credit balances is higher than the 

rate of growth of the GDP in the last years. Figure 7 shows that the picture is also similar for 

small business credit since 2013. This indicates that credit is not constrained in Israel and 

supply has expanded in line with demand (as approximated by the GDP).  

Comparison to peer countries 

3.58 Most of Israel’s peer group countries belong to the euro zone. In the examined period these 

countries faced significantly different macroeconomic conditions compared to Israel. In 

particular, Austria, Czech Republic, Greece, Ireland and Portugal have been under severe 

financial and sovereign debt crises in the last years, thus are not comparable to Israel. 

3.59 The following figure plots the evolution of credit in Israel to those of peer countries that were 

less impacted by the financial and sovereign debt crises: Finland and Norway.  

Figure 8: Movement of credit by banks, households (2010-2014) 

 

 

Notes: Index for 2010 =100  

 For Norway, share of mortgage loans is made up of loans by mortgage organisations. Since data on 

consumer loans was not available after 2013, we took an average of the share of mortgage loans of 

total loans for the years available (2013 and 2014) and assumed the share remains the same across all 

other years. 

Household loans have been defined as loans to euro area households for consumption in all currencies 

combined, all maturities, denominated in Euro, not seasonally adjusted, outstanding amounts at end of 

the year. 

Total assets have been used as proxy for the credit to the public for small banks in Israel, since this 

tends to make up a large share of their total assets as reported by Union Bank 

Source: Israel data from individual banks’ financial statements. 

For peer group countries from individual central banks. 
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3.60 We observe a similar or a higher pattern of growth of the credit to households between 2010 

and 2014, compared to Finland and Norway.  

Evolution over time of intermediation margins  

3.61 We analysed the retail credit segment and credit card companies’ intermediation margins 

charged to households/individual customers on the basis of information obtained from bank 

hapoalim and the credit card companies’ financial statements.
29

  

3.62 Figure 9 shows the average margins charged to households by the banks and the credit card 

companies. The average margin charged by banks stood at 5.14%, 5.24% and 5.16% in 

2012, 2013 and 2014, respectively. Figure 10 shows that the average margin in Israel in 

2014 was lower than the mean observed in peer countries (7.3%). The margin charged by 

Israeli banks to households in 2014 is significantly lower than Czech Republic‘s, Portugal’s 

and Denmark’s (14.7%, 8.9% and 7.6%, respectively) and higher than to Belgium’s and 

Finland’s (4.3% and 4.2%, respectively).  

3.63 Figure 9 also shows that the average intermediation margins charged by the credit card 

companies to retail customers between 2012 and 2014 stood at 8.78%%, 8.26% and 7.62%, 

respectively. The average margin charged by credit card companies to households Israel in 

2014 was lower than the mean observed in peer countries (16.4%). Israel’s margin for 

households in 2014 is lowest among its peers (Figure 11). 

3.64 Figure 9 shows that that financial intermediation margins charged in Israel by the banks to 

households are lower than the margins charged by the credit card companies. This 

difference in intermediation margins suggests that credit card companies do not impose a 

competitive constraint on banks. This potentially reflects, inter alia, that relative to banks 

credit card companies have very different business models, target different customers, offer 

different credit products and maturities. Indeed, not only do credit card companies hardly 

exert any kind of competitive constraint on banks, it is even questionable whether or not they 

are in the same product market in the first place. 

                                                      

29
  We understand that the interest rates charged to ‘commercial’ customers by the credit card companies 

which are published in their financial statements are not interest rates for credit to small businesses. 

Therefore the analysis of intermediation margins is performed only for households. 
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Figure 9: Average intermediation margins charged to households by banks and credit 

card companies in Israel (%) 

  
Notes: The financial intermediation margins for banks is calculated as the sum of two ratios: the banks’ margin 

between the interest rate paid by the borrowers to the bank less the internally calculated wholesale 

interest rate and the banks’ margin between the internal wholesale interest rate and the interest rate 

paid by the bank to depositors. The first ratio is calculated as the ratio of the margin from credit granting 

activity to the average balance of credit to the public. The second ratio is the margin from deposit taking 

activity to the average balance of deposits the public. The average balance for bank hapoalim, Leumi 

and Mizrahi for each year is calculated as the average of the balance at the end of that year and the 

balance at the end of the previous year. For FIBI and for Mizrahi and 2012, assets and liabilities are 

used as proxies for loans and deposits respectively. 

The financial intermediation margin for credit card companies is a net of the weighted average for the 

credit card companies’ interest rates and cost of funds.  

For the credit card companies, the small business lending has been estimated using the SME share of 

business loans from the OECD review of small business financing and applying it to the sum of 

commercial lending and transaction discounting for each credit card company. 

Source: Banks’ data from individual financial statements.  

Credit card data from individual financial statements 
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Figure 10: Financial intermediation margin for new credit to 

households by banks (2014) 

Figure 11: Financial intermediation margin for credit to households 

by credit card companies (2014) 

 
 

Notes: The financial intermediation margins for banks have been calculated as the 

difference between the loan rates and the deposit rates. The loan rates for EU countries 

(Czech Republic, Portugal, Belgium, Finland, Austria) is a simple average of the rates for 

new loans for revolving loans and overdrafts; and loans for consumption over 1 and up to 5 

years with initial rate fixation. The deposit rates for EU countries (Czech Republic, Portugal, 

Belgium, Finland, Austria) is a simple average of the rates for new deposits for households 

(which is an average of rates on overnight deposits and deposits redeemable at notice up 

to 3 months notice) and rates for small businesses for loans with agreed maturity up to 1 

year. This together represents the cost of raising funds for the banks. The loan rate for 

Denmark is a simple average of loan rates for households for new loans with maturities - up 

to and including 1 year; over 1 year and up to and including 2 years; and over 2 years and 

up to and including 5 years. The deposit rate for Denmark is a simple average of the 

Notes: The financial intermediation margins in some EU countries have been calculated 

as the difference between the loan rates on credit extended through the cards 

and the deposit rates at the banks. The loan rates for EU countries (Portugal, 

Belgium, Finland) is the rate for new loans on extended credit card debt. The 

loan rate in Czech Republic is the one noted by the cental bank on credit card 

debt. The loan rate in Austria is the one reported by Erste Bank. The deposit 

rates for EU countries (Portugal, Belgium) is a simple average of the rates for 

new deposits for households (which is an average of rates on overnight deposits 

and deposits redeemable at notice up to 3 months notice) and rates for small 

businesses for loans with agreed maturity up to 1 year. This together represents 

the cost of raising funds for the banks. The financial intermediation margin in 

Norway has been calculated as a simple average of the intermediation margins 

for Nordea, DBN and Sparebank. The financial intermediation margin for each of 

these banks is the net of the credit card interest rates and average deposit rates 
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deposit rates for households and non-financial businesses. These deposit rates are simple 

average of new deposits with maturities - up to and including 1 year;  up to and including 3 

months; and over 3 months and up to and including 1 year. The financial intermediation 

margin for Israel is based on a proxy calculated as a ratio between the revenue on interest 

income and the average outstanding balance. This figure is likely to be a mix of new and 

outstanding business as well as a mix of various maturities. All averages are simple 

averages, unless otherwise mentioned. All averages are simple averages, unless otherwise 

mentioned. All figures are for December 2014.  

Source :  Data for EU countries from ECB statistics. Data for Denmark from Danmarks 

National Bank. Data for Israel from the individual banks’ financial statements. 

on savings account Savings Account >100,000 Kr; Savings Account up to 1000 

000 Kr; fixed term deposits with 1, 2, 3 and 4 year maturities; and BSU(Home 

savings scheme). the number of savings offers may differ between banks. The 

financial intermediation margin for each of these banks is the net of the credit 

card interest rates and average deposit rates. The financial intermediation 

margin for Israel is calculated as the net of the weighted average interest rate 

and weighted average cost of funds. Weighted average interest rates are 

calculated as the average interest rates for credit to individuals by each of the 

credit card company weighted by each credit card company's total credit to 

individuals. Weighted cost of funds are calculated as the average interest rates 

for each of the credit card company weighted by each credit card company's 

total credit to individuals and small businesses. The average interest rate for 

each of the credit card company is the simple average of the rate on credit line 

and other loans. All comparisons between countries should be treated with 

caution. All averages are simple averages, unless otherwise mentioned. All 

figures are for December 2014. 

Source: Data for EU countries from ECB statistics. Data for Norway and loan 

rates in Austria from websites of individual banks. Data for loan rates Czech 

Republic from central bank reports. Data for cost of funds of credit cards from 

individual Financial statements. Data on interest rates and credit for Israel the 

individual banks’ financial statements. 
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3.65 From Figure 11 above, it appears that credit card companies in Israel are already quite 

efficient, at least as measured by the intermediation margin.  

3.66 In addition, the evidence on intermediation margins in Figure 10 suggests that there is no 

direct relationship between concentration and market power. In particular, Figure 4 shows, 

for example, that the concentration ratio of the banking system of the Czech Republic (999) 

is lower than Israel’s (1983) and yet the intermediation margin for households credit of the 

former stood at 14.7% whereas the latter’s was equal to 5.2%. 

3.67 In Annex B we include a comparison of intermediation margins to “non-peer” countries. We 

define these countries as “non-peer” because their banking systems are very different from 

Israel’s. These countries are France, Germany, Italy, the Netherlands, Spain, the UK and the 

US. The intermediation margins in Israel are lower than the margins observed in those 

countries. Nevertheless, we note that such comparisons should not be relied upon to make 

inferences as to whether the intermediation margins in Israel are too high or too low, given 

that these countries are so different. 

Barriers to competition 

Introduction 

3.68 In spite of the market outcomes the Israeli market there are regulatory barriers to competition 

that if removed could further enhance market outcomes.  

3.69 Existing barriers are largely due to regulatory and institutional arrangements: (i) significantly 

higher than the requested thresholds regulatory capital, (ii) regulatory disincentives for 

financial institutions to invest in retail credit, and (iii) significant shortcomings of the credit 

information Law arrangements.  

3.70 Some of these barriers are been addressed by ongoing regulatory reforms. Removal of 

these barriers would have a first order positive impact in terms of enhancing competition 

even further in Israel.   

Regulatory barriers to entry and expansion 

Capital regulations 

3.71 The following table includes the capital regulations on banks and credit card companies. 
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Table 10: Capital regulations 

  Initial 

capital 

Tier 1 

capital 

ratio (%) 

Liquidity 

Coverage 

Ratio 

Leverage ratio Capital 

Adequacy 

ratio (%)  

Traditional 

banks 

minimum 

NIS 100 

million 

9; 10.7 for 

large banks 

60% Not lower than 

5% for non-large 

banks and not 

lower than 6%  for 

the two largest 

banks 

12.5 

Internet 

banks 

minimum 

USD 100 

million 

9 As traditional 

banks  

As traditional 

banks 

15-20  

Credit 

Unions 

minimum 

NIS75 m 

9 As traditional 

banks 

minimum 10% 15-20  

Credit card 

companies 

n/a 8 1 Directive No. 218 

applies only 

banks 

12.5 

Note:  Liquidity Coverage Ratio will increase to 80% on January 1, 2016 and to 100% on January 1, 2017. The 

CAR for Internet banks and credit unions decreases to 12.5% after 5 years 

Source: The Bank of Israel 

3.72 The comparison between the table above and that below suggests that banking system 

actual average ratios are higher than the minimum thresholds thus increasing the cost of 

regulatory capital. 

Table 11: Regulatory capital of the Israel banking system indices, (2010-2014) 

Year Capital adequacy ratio (%) Core Tier 1 capital ratio (%) 

2010 14.0 8.0 

2011 14.0 8.0 

2012 14.9 8.7 

2013 14.8 9.4 

2014 14.2 9.3 

Source: The Bank of Israel, Israel’s Banking System Annual Survey 2013 and 2014. 

Entry and expansion regulations 

3.73 The following table summarises the entry and expansion regulations into the provision of 

credit in Israel. 
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Table 12: Entry and expansion regulations 

 Entry Expansion 

Banks License from the BOI  None 

Credit card 

companies 

License from the BOI None 

Institutional 

investors  

 The requirement of periodic 

revaluations of assets/loans.
30

 In 

addition, there is a 3% cap (of total 

managed assets) on the investments 

in assets rated BBB minus or non-

rated assets against adequate 

collateral.
31

 Moreover, the definition 

of ‘adequate collateral’ is unclear.
32,

 
33

 

Traditional non-

financial 

institutions 

License form the Ministry of 

Finance;  

Restrictions on the rising of funds by 

issuing debt in capital markets. 

Non-banking 

technological 

players 

None None 

Source: The Bank of Israel and the Goldsmith Committee Report. 

3.74 In addition, banking corporations and auxiliary corporations (i.e. credit card companies) in 

Israel are regulated under the Proper Conduct of Banking Business Directives.
34

 These 

regulations relate to transparency, quality of service and consumer protection.
35

 

                                                      

30 
 The Goldsmith Committee Report. 

31 
 Ibid. 

32
  Ibid. 

33
  This is the current regulatory cap. We note that the Strum Committee is recommending cancelling the 

3% cap. 

34
  Banking Law (Service to Customer) 5744-1984 or the Proper Bank Management directives 

35
  We understand that, for example, banks are subject to a directive obligating them to provide the option 

of early repayment for loans, and limiting the commissions for early repayment (Directive 454, Proper 

banking management concerning early repayment of non-housing loan); for example, Section 5a1 of 

the Banking Law (Service to Customer) 5741-1981, obligating a bank to notify a customer in advance 

(21 business days) before taking legal action for loans, or actions for immediate repayment of loans; for 

example, directives and limitations with respect to soliciting customers for providing credit (Supervision 

of Banks, solicitation for credit provision to retail customers, BL-492-15 (June 23, 2015)); and many 

other examples. 
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3.75 The mentioned corpus of regulations creates regulatory compliance costs for banks. In 

particular, the burden of complying with these regulations and the associated costs may 

constitute or contribute to the barriers to entry for new banks. 

3.76 The regulation on the financial institutions creates disincentives to invest in the provision of 

retail credit.
36

  

Table 13: Institutional investors’ investment in non-traded assets (2014) (NIS 000) 

 Insurance 

companies 

Pension funds Provident funds 

Total 

investments/assets 

                             

374,576,425  

                    

600,091,348  

                     

368,720,834  

Non-traded debt notes                                      

224,631  

                              

47,782  

                             

345,221  

Rated lower than BBB 

or non-rated with 

sufficient collateral 

                                                       

-    

                                 

6,267  

                                  

1,741  

Rated below BBB or 

non-rated 

                                                       

-    

                                              

-    

                             

252,158  

Loans to policyholders / 

pension fund 

contributors secured by 

their life insurance 

policies/ pension 

contributions 

                                  

1,346,877  

                            

414,068  

                          

4,059,283  

Notes: For pension and provident funds the loans to policyholders / clients represent the total amount of loans 

provided to the clients 

Source: Supervisor of Financial Markets and Savings: http://www.mof.gov.il/hon/Pension/Pages/Order-

properties.aspx 

3.77 The information in the table above indicates that institutional investors currently invest a tiny 

percentage of the managed assets in assets rated BBB minus or non-rated assets and in 

loans. 

3.78 The following table provides information on peer-countries institutions investors’ assets and 

investments in loans to residents in 2012 and 2013. 

                                                      

36
  The Zaken Committee Final Report, at p.72-73. 

http://www.mof.gov.il/hon/Pension/Pages/Order-properties.aspx
http://www.mof.gov.il/hon/Pension/Pages/Order-properties.aspx
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Table 14: Peer-countries institutions investors’ assets and investments in retail loans 

 Belgium 

(EUR bn) 

Denmark 

(DKK bn) 

Finland 

(EUR bn) 

Ireland 

(EUR bn)  

Israel 

(ILS bn) 

Norway 

(NOK bn) 

Portugal 

(EUR bn) 

Total 

financial 

assets 

370 5,090 124 1,759 878 2,248 87 

Loans 4.5% 1.5% 1.1% 0.9% 3.7% 2.9% 0.6% 

Loans 

granted to 

residents 

4.5% 0.0% 1.1% 0.0% 3.7% 2.6% 0.1% 

Notes: ‘Residents’ includes firms, government, financial and non-financial corporations 

Source: http://www.keepeek.com/Digital-Asset-Management/oecd/finance-and-investment/oecd-institutional-

investors-statistics-2014_instinv-2014-en#page9 

3.79 The table shows that next to Belgium (4.5%) Israel’s institutional investors invest 3.7% of 

their managed assets in loans to residents. That is, in spite of the potential barriers to 

expansion Israel’s institutional investors invest a higher share of the managed assets in 

loans to residents than their peers. 

Switching costs and other incumbency advantages 

Informational asymmetries  

3.80 Customer switching costs are influenced by significant information asymmetry between 

incumbent lenders and competing lenders.
37,

 
38

 Specifically, it is likely that due to associated 

risks of adverse selection and moral hazard, competing lenders may have to price credit 

risks higher than the incumbent lenders.  

3.81 In Israel, the access to personal credit data is regulated by the Credit Data Service Act, and 

its delegated legislation. The Credit Information Act defines the types of information that 

credit bureaus can collect and share, their delivery methods, the form of a credit reports and 

information holding periods and related customers’ rights.  

3.82 The Team to Examine Increasing Competition in the Banking System (the “Zaken 

Committee”) and the Credit Data Sharing Committee the (“Dorfman Committee”) assessed 

the actual credit data exchange arrangement’s ability to decrease information asymmetry 

between lenders. The Dorfman Committee published its final report in 2015.  

3.83 The Dorfman Committee, as the Zaken Committee, did found given the negligible number of 

customers' consents to share their credit information, currently, the data gathered by the 

                                                      

37 
 Dell’Ariccia, G. Friedman, E. & Marquez, R. (1999): “Adverse Selection as a Barrier to Entry in the 

Banking Industry,” Rand Journal of Economics, vol. 30 (3): 515-34. 

38 
 Dell’Ariccia, G. (2001), ‘‘Asymmetric Information and the Structure of the Banking Industry,’’ European 

Economic Review, vol. 45: 1957–1980. 
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licensed credit bureaus is mainly negative and only forming a "blacklist" of individuals who 

are completely refused when asking credit.
39

  

3.84 In particular, we understand that the current Credit Data Service Act provisions allow the 

licensed credit bureaus very limited access to the data if lacking the customer’s consent.
40

 In 

regard, we understand that currently due to privacy restrictions, the licensed credit bureaus 

have a very limited access to the data. According to the current Credit information Act, 

without customer’s consent, they are only allowed to collect and share the negative credit 

information. The positive information may be gathered only for customers with already 

existing negative records or after receiving their consent.
41

. These shortcomings limit the 

ability of credit bureaus to provide the necessary information for building credit scoring 

models.
42

 In 2015 the Credit Data Sharing Committee has recommended to increase the 

scope of information resources and arrangements. 

3.85 The assessment of the draft amendment of the Credit Data Service Act (based on the Credit 

Data Sharing Committee recommendations) suggests that the shortcomings of the current 

law will be remedied. We analyse and assess the proposed amendment in Section 4.  

Availability and cost of funds 

3.86 An additional barrier to entry and to expansion for non-banking institutions and for small 

independent banks concerns the availability and cost of funds faced by new entrants or for 

banks willing to expand the scope of their credit activity.  

3.87 Banks compete with other financial institutions, including non-banks, to attract deposits and 

savings from the general public. However, the relative share of savings in deposits and other 

financial securities is generally stable over time (Annex C); circa 14% on fixed-term deposits, 

circa 5% on long-term deposits and circa 1% on savings plans from 2005 to 2014.  

3.88 Non-banking corporations have a barrier to entry and expansion compared to banking 

corporations in terms of the cost of funds. We expand on this aspect in Section 5  

Conclusions  

3.89 The concentration indices for the provision of credit to households and small businesses 

segments in Israel imply that the provision of credit to households and small businesses is 

moderately concentrated. 

                                                      

39 
 Credit Data Sharing Committee Report (May, 2015) p.35. 

40  
Credit Data Service Law, paragraph 18 

41 
 See Credit Data Service Law, paragraph 18 

42 
 Despite several amendments to the Law, the view is that it has had a limited impact on the ability of 

households and small businesses to increase their credit access; see Zaken Committee Report 2013, 

Chapter D.3, p. 96. 
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3.90 The credit to households and small business increased in 2010-2014. In the last years the 

rate of change of credit for these segments was higher than the rate of change of the Israeli 

GDP. In this context, between 2010 and 2014 the Israeli retail credit market has increased 

more than Finland and Norway, Israel’s peer-counties who were less affected than other EU 

countries by the financial and sovereign debt crisis. 

3.91 The intermediation margins charged by banks and credit card companies in Israel are lower 

than those charged by banks and their credit card companies in Israel’s peer countries. 

3.92 Since the credit card companies’ business is currently focussed on the provision of deferred 

debit services (at the issuing and the acquiring sides) and their shares are low (5.4% and 

2.8% to households and small businesses, respectively), it is unlikely that they currently 

exert a significant competitive pressure on the banks in the provision of credit. Moreover, as 

we argue in section Section 5, the separated credit card companies are unlikely to induce 

more competition for the banks than they already do. 

3.93 In light of the global past and expected evolution of P2P platforms, the platforms operating in 

Israel may have a potential to win market share and increasingly impose a competitive 

pressure. 

3.94 Certain regulatory barriers to entry and expansion to institutional investors, if removed or 

mitigated, as planned, can enhance competition in retail credit markets further.  

3.95 Current proposals, such as the increase in the scope of credit data gathered and the 

enhancement of the role of credit bureaus is expected to significantly reduce informational 

advantages and significantly improve the conditions for effective competition. We assess the 

potential impact of that and other relevant ongoing reforms in the next section. 
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Section 4  

The potential competitive impact of the 

ongoing and future reforms on the 

provision of credit to households and 

small businesses 

Introduction 

4.1 In this section we assess the potential of relevant implemented reforms and reforms that are 

about to be implemented to decrease barriers to competition in the provision of credit to 

households and small businesses. 

4.2 The Strum Committee’s interim report recommends (i) separating Isracard and Leumicard 

from bank hapoalim and Leumi (“ownership separation”), (ii) imposing a ban on the latter 

banks from issuing credit cards, and (iii) imposing a cap of 25% out of total credit lines 

extended by credit card companies by means of cards co-issued with mid-size and small 

banks. These measures would allegedly increase competition in the provision of retail credit 

in Israel. 

4.3 However, how this increased competition would materialise is unclear. Indeed, from an 

economic point of view, ownership separation is likely to have detrimental effects on 

competition and may ultimately hurt both creditors and debtors alike. It is thus not surprising 

that there is not a single example of (i) ownership separation, or (ii) a ban on banks on 

issuing credit cards across developed countries.
43

  

                                                      

43
  In particular, we understand that presently, banks in all OECD countries issue credit and/or deferred 

debit cards. Based on this, we understand that no OECD country bans the issuance of credit and 

deferred debit cards by banks. See, Red Book (varying years), Bank of International Settlements 

accessible here: http://www.bis.org/cpmi/paysysinfo.htm#Europe; OECD (2012) Policy Roundtables: 

Competition and Payment Systems accessible here: 

http://www.oecd.org/competition/PaymentSystems2012.pdf; The Nilson Report (2015) accessible here: 

http://www.nilsonreport.com/publication_special_report.php 

 

http://www.bis.org/cpmi/paysysinfo.htm#Europe
http://www.oecd.org/competition/PaymentSystems2012.pdf
http://www.nilsonreport.com/publication_special_report.php
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4.4 In fact, several jurisdictions have undertaken extensive retail banking inquiries in the recent 

past, both before and after the global financial crisis. Regulators and supervisors in these 

countries, in the face of market failures and distortions, have proposed and adopted an 

extensive and varied set of measures to the benefit of consumers. In no country has a 

banking regulator or competition authority proposed, let alone implemented ownership 

separation of credit card companies and banks or banned banks from issuing credit cards. 

4.5 The Bank of Israel and the Israeli government are contemplating and implementing 

legislative reforms (thereafter: “the reforms”) directly aimed at eliminating or reducing 

barriers to competition in the provision of credit to households and small businesses. These 

are, in particular: (i) the amendment of the Credit Data Services Act and (ii) the Directive on 

the provision to customers of individual yearly detailed financial statements. 

4.6 The economic benefits of directly reducing informational asymmetries in credit markets have 

been well documented in empirical and theoretical economic literature. In addition, the 

experience in other relevant jurisdictions like the UK or the US confirms these findings. In 

particular, any measures allowing credit bureaus to provide credit advice to borrowers tend 

to significantly decrease their credit search costs.  

4.7 Additional reforms will allow institutional investors to participate in credit markets and remove 

barriers faced by non-banking institutions – i.e. traditional non-banking institutions and 

FinTech lenders (P2P) - in issuing debt in financial markets. 

4.8 This section is structured as follows. First we outline the analytical framework for assessing 

the economic justification of ownership separation and the ban on issuing. Next we assess 

the potential of the decreasing information asymmetry reforms to reduce barriers to 

competition. Last, we assess the competitive potential of reforms aiming at decreasing 

barriers to entry and expansion for institutional investors and non-banking corporations. 

An analytical framework for assessing the economic justification of the 

Strum Committee’s reforms 

4.9 From an economic perspective, mandatory ownership separation is a drastic measure and it 

cannot be reversed if it fails to deliver increased competition or if it harms consumers by 

destroying the current economic benefits associated with vertical integration.  

4.10 Thus, mandatory ownership separation of credit card companies from their parent banks  

and a ban on banks to issue credit cards are economically justified if and only if:  

a. There is compelling evidence that less intrusive reforms, currently under consideration or 

already adopted, are failing or are widely expected to fail. That is, there is objective 

                                                                                                                                                      

For Iceland: https://www.islandsbanki.is/?PageID=00465d20-9586-4e2c-8a40-

082cdc3afe10&NewsID=3478e858-5aa4-4a1d-a5e2-04b23e052651 

https://www.islandsbanki.is/?PageID=00465d20-9586-4e2c-8a40-082cdc3afe10&NewsID=3478e858-5aa4-4a1d-a5e2-04b23e052651
https://www.islandsbanki.is/?PageID=00465d20-9586-4e2c-8a40-082cdc3afe10&NewsID=3478e858-5aa4-4a1d-a5e2-04b23e052651
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evidence that the already adopted or approved reforms do not improve market efficiency, 

do not reduce or mitigate entry barriers and do not enhance competition, at least to a 

level that is consistent with financial stability goals and within the appropriately foreseen 

timeframe.  

b. The competent authorities can prove with reasonable certainty and on the back of 

objective supporting evidence that mandatory ownership separation and a ban on 

issuing will improve competition and consumer welfare significantly above and beyond 

the beneficial effects of previously adopted measures - without undermining financial 

stability to a significant degree or creating serious obstacles in the attainment of other 

economic and financial objectives.  

4.11 If one of these two cumulative conditions fails to hold the proposed changes in market 

structure likely will harm competition and consumers.   

4.12 The first condition requires that a drastic remedy as ownership separation should only be 

considered once it is ascertained, ex post, that despite implementation of the current 

ongoing reforms, there remain significant barriers to competition. Naturally, from an 

economic perspective this can be ascertained only once the ongoing reforms have been fully 

implemented and their potential effects fully effective i.e. in at least 3-5 years after their full 

implementation. 

4.13 The second condition requires that the authorities (a) balance the positive and negative 

economic effects of mandatory ownership separation, both intended and unintended and (b) 

check whether other measures achieve the same economic benefits at less cost in terms of 

foregone efficiencies or other non-competition objectives such as financial stability.  

4.14 We observe that in addition to conditions (a) and (b) the Strum Committee should provide 

economic evidence indicating that there are no other alternative measures (other than 

ownership separation) that are able to achieve similar or greater benefits to competition at 

less cost. However this is not the goal of our paper and, is in any event, it is unnecessary to 

assess it since - as our assessment in this and in the following section indicates - conditions 

(a) - (b) are not met. 

4.15 We have read the Strum Committee’s interim report. We argue that the report does not 

analyse whether conditions (a)-(b) are likely to be met. Therefore we believe that the interim 

recommendations made by the Strum Committee remain unjustified. 

4.16 In this section we focus on the first necessary condition. Next, we assess the potential 

impact on competition and market outcomes of the reforms aimed at mitigating information 

asymmetries between lenders and borrowers. Then, we assess the potential impact of 

reforms aimed at decreasing barriers to expansion for institutional investors. In Annex D we 

review recent market investigations in other jurisdictions focused on retail banking. 

4.17 In section 5 we assess the second condition, namely, the expected competitive effects of 

ownership separation and the ban on issuance.  
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Information asymmetry decreasing reforms 

4.18 The Zaken Committee and the Credit Data Sharing Committee the (“Dorfman Committee”) 

concluded that the actual regulatory arrangements under the Credit Data Act are insufficient 

in reducing the information asymmetry between lenders.
44,45

  

4.19 The recommendations of the Dorfman Committee led the proposed amendment of the Act. 

In addition, the Zaken Committee’s recommendations led to the Supervisor of Banks’ 

Directive 425 regarding the obligation imposed on banking corporations to provide their 

customers with a yearly statement of their financial situation in the bank. 

4.20 The remainder of this subsection first assesses the potential of the amended Credit Data Act 

to significantly decrease the information asymmetry between lenders in Israel. Then we 

analyse the potential of the individual financial statements to further improving and 

deepening lenders’ information about borrowers’ ability to pay the credit. 

Memorandum for the amendment of the Credit Data Service Law 

The reform 

4.21 As mentioned in Section 30, the Zaken and the Dorfman Committees found significant 

shortcomings in the structure and arrangements of the Credit Information Service Act. The 

outcome of the Dorfman committee is the memorandum to the amendment of Credit 

Information Service Act. 

4.22 The main proposed changes of the Credit Information Service Act are the following:  

 First, the proposed amendment sets that the Bank of Israel will own and administer the 

central credit information database. Competing authorized organizations (credit bureaus) 

will supply the information from the database to final users. The collected credit data 

would be shared with credit providers only with a customer's consent.
46

 The provision of 

                                                      

44
  Jappelli and Pagano (2002) use a data set on private credit bureaus and public credit registers and find 

that bank lending is higher and credit risk is lower in countries where lenders share information, 

regardless of the private or public nature of the information sharing mechanism. See: Jappelli, T. and 

Pagano, M. (2002): “Information Sharing, Lending and Defaults: Cross-Country Evidence”, Journal of 

Banking and Finance, vol. 26: 2017-2045 

45
  Brown et al. (2009) investigate whether information sharing among banks has affected credit market 

performance in the transition countries of Eastern Europe and the former Soviet Union, using a sample 

of firm-level data.  Their estimates show that information sharing is associated with improved 

availability and lower cost of credit to firms. See: Brown, M., Jappelli, T. and Pagano, M. (2009), 

“Information sharing and credit: firm level evidence from transition countries”, Journal of Financial 

intermediation, vol. 18: 151-172. 

46
  As previously, for persons with already existing negative record or those who clearly do not meet their 

obligations, the credit data will be collected even without his/her consent. 
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credit data by credit bureaus to credit providers is subject to the “reciprocity principle” 

(i.e. a credit provider will be entitled to obtain credit data services from credit bureaus 

only if the former provides credit data to the credit information database).  

 Second, the proposed default arrangement will allow gathering negative and positive 

data for all individuals and keeping that data in the central database. Individuals will have 

the right to opt-out by actively and officially asking to refrain from collecting credit data 

about them. The collected data will be kept in the database for 12 years. 

 Third, credit information will be gathered from banking corporations, credit card issuers, 

the Official Receiver, the Execution Office, courts of law, the Bank of Israel, the Israeli 

Electricity Company, water corporations, other authorised sources and other sources as 

the Minister of Finance will determine.  

 Last, in addition to the services of keeping and providing credit information, credit 

bureaus will be allowed to advise (i) credit providers on credit transaction terms and 

conditions, and (ii) individuals on ways to improve their credit scorings. Credit bureaus 

will be allowed to assign credit scores to each individual on the database and provide 

this score to potential creditors. In addition, credit bureaus will be allowed to provide 

credit and scoring advice to lenders and borrowers e.g. potentially advise borrowers on 

credit offerings. 

4.23 We understand that these amendments will become operative in two years from the 

publication of the amended Act.  

4.24 In the next subsection we compare the structure of the proposed amendment of the Credit 

Information Service Act to similar exchange of information arrangements in the US and in the 

UK. 

Comparison between the proposed amendment and the credit sharing arrangements in the 

US and in the UK 

4.25 In general, after the implementation of the amended Act, Israel’s credit data system will 

come very close to that in the UK and in the US. Annex E contains a comparison between 

the proposed amendment and the credit sharing arrangements in the US and in the UK.
47

 

 Personal information for identification. The personal information available in Israel would 

be similar to that in the UK and US in order to uniquely identify the individual requesting 

credit.
48

  

                                                      

47 
 The UK has one of the most sophisticated and efficient credit referencing systems in the world and is 

regularly rated number one in the world by the World Bank. See http://www.callcredit.co.uk/consumer-

solutions/help/credit-reference-agency 
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 Sources of information.
49

 The number and type of data sources from which the credit 

information is collected would be potentially wider than those in the US and in the UK. 

For instance, additional sources of information in Israel will now include the Israeli 

Electricity Company, water corporations, Official Receiver, Execution office, courts, Bank 

of Israel, public entities, banking corporations, credit cards issuers, and other authorized 

sources. In the UK, Credit Reference Agencies (CRAs) gather information from the 

electoral roll; public records including county court judgments, and bankruptcy and 

insolvency data supplied by the Registry Trust; official London, Edinburgh and Belfast 

Gazettes or the Insolvency Service and the major lending companies. In the US, credit 

reports contain information from a list of credit providers and basic identification such as 

social security number from government agencies. 

 Collection of information. In Israel, the default information gathering arrangement for 

gathering data is the collection of all relevant credit information, unless the individual 

officially declares his/her refusal to collect positive data. Similarly, both in the UK and in 

the US, while individuals can dispute the information on their report, they cannot refuse 

any relevant information being collected. 

 Private vs public credit registers. While the Bank of Israel will establish and administer 

the central credit information database and credit bureaus will use this database to 

supply the information in Israel, the credit reference agencies in the UK and US have 

their own individual database which is managed by them. 

 Credit bureaus access. The amendment results in access to credit bureau information to 

all potential lenders (subject to reciprocity), similarly to the UK and the US. 

 Credit scoring. The credit information gathered will allow credit bureaus in Israel to 

produce credit scores and the information available to credit providers will be line with 

that available in the UK and US, which are considered one of the most sophisticated in 

terms of credit information provision.
50

  

                                                                                                                                                      

48
  For instance, this includes the credit applicant’s name, ID, address, name and ID of his/her company. 

This is similar to the electoral roll information (confirming the applicant’s name and address) and date 

of birth available in the UK and name, address and employer identity available in the US. 

49
  Wide scope credit information database is a necessary condition for credit bureaus and lenders to 

develop credit scoring systems and models to predict consumer credit behaviour. In fact, Bouckaert 

and Degryse (2005) argue that if banks are not required to share all the information, there may a 

perverse effect whereby strategic information sharing in fact deters entry and produces socially 

undesirable effects, see Bouckaert, J., and H. Degryse (2005), ‘‘Entry and Strategic Information 

Display in Credit Markets,’’ Economic Journal, vol. 116 (513): 702-720. 

50
  http://www.callcredit.co.uk/consumer-solutions/help/credit-reference-agency accessed on 6 October 

2015. 

http://www.callcredit.co.uk/consumer-solutions/help/credit-reference-agency
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4.26 In sum, after the implementation of the amended Act, Israel’s credit data system will come 

close to that in the UK and US in terms of availability of personal information and access to 

credit reports/scores for all lenders. The amendment is designed to increase the sources of 

information. In addition, the system envisaged will allow gathering more positive information 

than under the current arrangements. In addition the management of the credit register by 

the Bank of Israel will ensure a level playing field across all users.  

Empirical findings in the economics literature on the impact of credit data sharing between 

lenders on the provision of credit 

4.27 The empirical economics literature has investigated the impact of credit data sharing 

between lenders on the provision of credit. In general, the impact of such arrangements on 

the competitive market outcomes is notable. These findings suggest that the proposed 

amendment, once implemented and fully operative could potentially enhance competition 

between lenders in the provision of credit to households and small businesses.  

4.28 The following table summarises the relevant empirical findings of the impact of information 

exchange between lenders on relevant market outcomes. 
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Table 15: Empirical findings of the impact of information exchange between lenders 

Authors Metric Findings 

Jappelli and 

Pagano(2002)
51

 

Lending  

 

 

 

 

 

Credit risk
52

 

Presence of a public or private credit registry in a 

country results in the ratio of total bank lending to GDP 

which is more than 20 percentage points higher than a 

country which does not have a credit registry. 

Information sharing reduces credit risk in the country by 

3 to 4 percentage points, which translates to 1 

percentage point reduction in the fraction of non-

performing loans. 

Jappelli and Pagano 

(1999)
53

 

Size of 

consumer 

credit market 

Every decade of operation of credit bureaus increases 

the size of the consumer credit market by 1.7% of 

national income. 

                                                      

51 
 Jappelli and Pagano (2002) use a dataset on private credit bureaus and public credit registers and find 

that presence of information sharing reduces credit risk by 3 or 4 points (depending on the availability 

of negative information only or both positive and negative information, respectively). This effect is 

between one- third and one-half of the sample average of credit risk. They also find that 3-points 

reduction in the credit risk indicator translates into a 1% point reduction in the fraction of non-

performing loans, which is significant compared to a sample average of 4.7%. Information sharing is 

measured using a dummy variable which is 1 with the presence of a public or private credit registry 

which shares only negative (“black”) or both negative and positive (“white”) information. See: Jappelli, 

T. and Pagano, M. (2002): “Information Sharing, Lending and Defaults: Cross-Country Evidence”, 

Journal of Banking and Finance, vol. 26: 2017-2045. 

52
  Jappelli and Pagano (2002) rely on a “credit risk” indicator based on the International Country Risk 

Guide (ICRG) survey of leading international bankers.  

53
  Jappelli and Pagano (1999) find that for every decade of operation of credit bureaus, the consumer 

credit market increases by 1.7% of national income. Coefficients on information sharing reveal that 

where credit bureaus are present, consumer credit is about 8 percentage points higher. Where private 

credit bureaus exchange both “black” (negative) and “white” (positive) information, the size of the credit 

market as a percentage of GNP is much higher (75.7 per cent) than where credit bureaus are absent 

(47.6) or exchange black information only (45.1). See: Jappelli, T. and Pagano, M. (1999) “Information 

Sharing in Credit Markets: International Evidence”, IDB Working Paper, No. 106. 



 

 
COMPASS LEXECON  │  DR. JORGE PADILLA, DR. MIGUEL DE LA MANO AND GABRIEL BARON 57 

Authors Metric Findings 

Soledad et al (2014)
54

 Access to 

Credit 

 

Cost of credit 

 

Introduction of a credit bureaus results in 7 percentage 

points increase in the probability of a firm having access 

to credit. 

Introduction of a credit bureau results in 5 percentage 

points decline in interest rates on loans. 

Galindo & Miller 

(2001)
55

 

Access to 

credit 

Presence of credit registries results in reduction in 

sensitivity of investment decisions to cash flows (i.e. 

how dependant a firm’s investment decisions are on 

how much cash they have) by nearly 40%. 

Brown et al. (2009)
56

 Access to 

credit 

Increasing the information sharing index, which is a 

points based measure for the depth of information 

                                                      

54
  Soledad et al (2014) use firm-level surveys for 63 countries covering more than 75,000 firms over the 

period 2002–13 and find that introduction of a credit bureau is associated with a 7 percentage point 

increase in the probability that a firm will have access to credit. Further, 1 point increase in the depth of 

credit information index (point-based measure created to show the available information on a borrower) 

increases the impact of a credit bureau reform on access to credit by 2 percentage points. They also 

find that almost all factors relevant to the scope and quality of a credit bureau are vital contributors to 

the positive effect on access to credit. In particular, they find that when a credit bureau is introduced 

with coverage for both individuals and firms, positive as well as negative information, historical data 

longer than two years, data on small loans and borrowers’ access to credit bureau data, the effect on 

access to credit is stronger. Access to finance for micro and small firms increases by an additional 7 

and 8 percentage points, respectively when compared to large firms. In addition, firms that are audited 

externally (and hence are less opaque) benefit less from credit bureau reforms. See: Soledad et al. 

(2014) “The Impact of Credit Information Sharing Reforms on Firm Financing” World Bank Group 

Policy Research Working paper, 7013. 

55
  Galindo & Miller (2001) use data on the quantity and quality of credit information available in several 

countries from the World Bank Credit Information Project in Fall 1999. They measure credit bureau 

performance using several measures such as availability of quantity and quality of information, level of 

access of financial institutions and reporting of positive and negative information, etc.  They find that, 

on average, the presence of credit registries reduces the sensitivity of investment decisions to cash 

flows by nearly 40%. See: Galindo, A. and Miller, M., (2001) “Can Credit Registries Reduce Credit 

Constraints? Empirical Evidence on the Role of Credit Registries in Firm Investment Decisions”, IDB-

IIC 42nd Annual Meeting, Santiago, Chile. 

56  
Brown et al. (2009) use a sample of firm-level data in 24 transition countries of Eastern Europe and the 

former Soviet Union to investigate whether aggregate credit volume rise or default ratios fall with 

increased information sharing. They find that increasing the information sharing index (which is a points 

based measure for the depth of information available) from the lowest (0) to the highest observed value 

(4.6) raises the credit access indicator (based on answers to survey questions) by 0.6 (about 35% of 

the sample mean) and cost of finance indicator by 0.6 (which is 34% of the sample mean) in the panel 

of firms. They also find that opaque firms, defined as firms which are harder to gather information for, 

benefit more from information sharing than transparent firms.  See: Brown, M., Jappelli, T. and Pagano, 

M. (2009), “Information sharing and credit: firm level evidence from transition countries”, Journal of 

Financial Intermediation, vol. 18: 151-172.
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Authors Metric Findings 

 

 

 

 

 

Cost of credit
57

 

available, from 0 to the highest observed value raises 

the credit access indicator (based on answers to survey 

questions) by 35% of the sample mean.  

Increasing the information sharing index, which is a 

points based measure for the depth of information 

available, from 0 to the highest observed value 

improves the cost of finance indicator (based on answer 

to the survey question about how problematic is cost of 

financing for business) by 34% of the sample mean. 

Barron and Staten Default rates Using a negative-only information sharing model results 

in 11.4% reduction in loans compared to using a “full” 

(positive and negative information available).  

The default rate using a negative-only model of 

information sharing is 76.3% higher than if the “full” 

model (with both negative and positive information 

available) were used. 

Djankov et al. (2007)
58

 Private credit to 

GDP ratio 

Existence of a credit bureau increases the private credit 

to GDP ratio by 17 percentage points.  

Grajzl and Laptieva 

(2011)
59

 

Credit volume Information sharing increases a bank's volume of 

extended credit by 42% in Ukraine, where formal 

information sharing among banks is only a recent 

phenomenon. 

Love and Mylenk 

(2003)
60

 

Financial 

constraints 

Existence of a credit bureau reduces share of SMEs 

reporting perceived financial constraints by 12%.  

                                                      

57
  The cost of finance indicator in the paper is based on the answer to the following question: “How 

problematic is cost of financing (e.g. interest rates and charges) for the operation and growth of your 

business?” (1 = major obstacle, 2 = moderate obstacle, 3 = minor obstacle, 4 = no obstacle). 

58 
 Djankov et al. (2007) gathered data on 129 countries to test the impact of existence of private and 

public credit registries on the private credit to GDP ratio. Existence of a private or public credit bureau 

increases the private sector credit to GDP ratio by 17% points in the overall cross-sectional sample, 

after controlling for GDP growth, inflation and creditor rights. In the panel they find that the annual 

private credit to GDP increases by 8 percentage point with the existence of a private bureau and 1.3 

percentage points with the existence of a public registry. See: Djankov et al. (2007) “Private credit in 

129 countries” NBER Working Paper Series, Working paper 11978. 

59
  Grajzl and Laptieva (2011) study the effect of information sharing on the volume of private credit at the 

bank level in Ukraine. They find that sharing information through (one or more) private credit bureaus, 

relative to not being a partner of any of the private credit bureaus, ceteris paribus increases a bank's 

volume of extended credit on average by forty-two percent. See: Grajzl, P. and Laptieva, N. (2011) 

“Information Sharing and the Volume of Private Credit in Transition: Evidence from Ukrainian Bank-

Level Panel Data” (June 10, 2012) Available at SSRN: 

http://papers.ssrn.com/sol3/papers.cfm?abstract_id=1854663  

60 
 Love and Mylenk (2003) use data for 5000 firms in 51 countries to find that existence of a private credit 

registry is associated with lower incidence of severe financing constraints and higher average share of 

bank financing for firms. For small and medium sized firms, the percentage reporting financial 

 

http://papers.ssrn.com/sol3/papers.cfm?abstract_id=1854663


 

 
COMPASS LEXECON  │  DR. JORGE PADILLA, DR. MIGUEL DE LA MANO AND GABRIEL BARON 59 

4.29 This summary of empirical studies suggests as follows. First, the introduction of credit 

bureaus results in the increase in the probability of a firm having access to credit and a 

reduction in sensitivity of investment decisions to cash flows. This implies that the existence 

of credit bureaus results in firms being able to access credit from the market more easily. 

Second, the presence of a public or private credit registry in a country results in higher ratio 

of total bank lending to GDP. Third, information sharing reduces credit risk in the country by 

3 to 4 percentage points, which translates to 1% point reduction in the fraction of non-

performing loans. Lastly, the introduction of a credit bureau results in an average of 5 

percentage point decline in interest rates on loans, across countries.  

Proper Banking Conduct Directive No. 425 “Annual Reports to Customers of the 

Banking Corporations” 

The reform 

4.30 Further to the recommendations of the Zaken committee the Supervisor of Banks enacted 

Directive No. 425. The Directive defines the banking corporations’ duty to report detailed 

financial information to their customers about all their assets and liabilities, including total 

income and expenses over the year detailing the following:
61

   

 Assets. Including, current account balance, deposits and savings, securities portfolio, 

other assets and total assets. 

 Liabilities. Including, utilized credit facilities, debt balance exceeding credit facility, 

housing loans, other loans, bank guarantees, other liabilities and total liabilities. 

 Transactions. Including, average monthly balance (principal only), average monthly 

interest rate and total interest and linkage income/expenses for current account, utilized 

credit facilities, total deposits/savings, total housing loans, total other loans and 

securities portfolio. 

 Account number. On each of the deposits and savings and credit, a detailed breakdown 

of the identification number of the product, the principal amount, date, next exit point, 

date of repayment, currency, indexation, type of interest, method of calculating interest 

rate, nominal and adjusted interest rate, value to date and amount in arrears (for credit). 

 Fees. Including, fee categories, total yearly amount, number of transactions made, yearly 

average fees; split out for current account, credit, securities and other fees. 

                                                                                                                                                      

constraints reduces by 12% with the existence of a credit bureau, public or private, in a country. See: 

Love and Mylenko (2003) “Credit Reporting and Financing Constraints” World Bank Policy research 

Working Paper 3142, October 2003. 

61
  Supervisor of Banks, Directive No. 425. Available at: 

http://www.boi.org.il/en/BankingSupervision/SupervisorsDirectives/ProperConductOfBankingBusinessR

egulations/425_et.pdf pp.3-16 

http://www.boi.org.il/en/BankingSupervision/SupervisorsDirectives/ProperConductOfBankingBusinessRegulations/425_et.pdf
http://www.boi.org.il/en/BankingSupervision/SupervisorsDirectives/ProperConductOfBankingBusinessRegulations/425_et.pdf
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 Credit rating. Including, the customer’s credit score produced by the bank. 

4.31 These periodic reports will include customers’ extensive and detailed financial and banking 

information. These reports are designed to improve customers’ ability to monitor the volumes 

and cost associated with their banking and financial activity at the bank. Importantly, these 

reports will provide information to challenging lenders on potential borrowers’ financial 

conditions i.e. their level of indebtedness, financial assets and income that could be used for 

repaying credit, etc.
62

  

4.32 The first statement under this Directive will be sent to the customers on February 28 2016. 

Expected competitive impact of the reform 

4.33 To the best our knowledge such detailed obligations on banks to provide information to 

customers are not present in other developed countries.  

4.34 Table 16 below presents a comparison between Israel, UK and Ireland regarding regulatory 

obligations to provide details of transactions to customers. 

Table 16: Comparison of provision of information between Israel, UK and Ireland 

Proper Banking 

Conduct Directive No. 

425 “Annual Reports to 

Customers of the 

Banking 

Corporations”(Israel) 

2010-2015 UK program to 

increase competition in 

banking sector (UK) 

2005 Irish Competition 

Authority’s 

recommendations to 

promote competition in the 

banking sector (Ireland) 

Banks to report to 

customers about all their 

assets and liabilities, 

including total income and 

expenses over the year in 

great detail 

Banks to allow bank 

customers access their 

current account transaction 

data (“midata”), launched on 

26 March 2015) in a format 

they can use to work out 

which account is best for 

them.  

Banks should be required to 

give 12 month account 

records to their customers on 

request, free of charge. 

Source: For Israel, please see footnote 22 

For UK, policy paper of the HM Treasury “Banking for the 21st Century: driving competition and choice”, 

March 2015, available at https://www.gov.uk/government/publications/banking-for-the-21st-century-

driving-competition-and-choice (accessed on 17/08/2015). 

For Ireland, report of the Competition Authority of Ireland “Competition in the (non-investment) banking 

sector in Ireland”, September 2005, accessible at: 

http://www.ccpc.ie/sites/default/files/documents/banking%20report.pdf 

                                                      

62 
 The credit rating/scoring part will not be displayed in this report until there is an explicit Directive from 

the Supervisor of Banks. For further details, please see p. 8 of the Directive.  

https://www.gov.uk/government/publications/banking-for-the-21st-century-driving-competition-and-choice
https://www.gov.uk/government/publications/banking-for-the-21st-century-driving-competition-and-choice
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4.35 The information in the table above suggests that the information that would be provided by 

banks to customers in Israel once Directive 415 will be implemented is larger in scope and in 

depth than the information provided to customers in the UK and Ireland. 

4.36 We argue that these individual financial statements are a complementary instrument to the 

credit history data (from which to produce an individual’s credit score). These statements 

would provide direct information to lenders about the borrower’s potential ability to repay 

credit (in contrast and in addition to credit worthiness based on past data/behaviour). 

Reforms aiming at facilitating institutional investors’ and non-banking 

corporations’ entry 

The reforms 

4.37 Two inter-ministerial committees have made recommendations for creating conditions for 

institutional investors’ entry to the provision of credit to households and small businesses: 

the Goldschmidt committee and the Joint Team to Promote Securitization in Israel. 

The Goldschmidt committee: corporate governance aspects regarding the provision of loans 

4.38 In 2013 the Supervisor of Capital Markets, Insurance and Saving Director nominated the 

Goldschmidt committee to recommend on ways to improve the regulation of the various 

aspects of non-tradable credit extended by institutional investors to large borrowers by 

means of tailor-made loans, including syndicated loans.
63

  

4.39 The recommendations of the Goldshmidt committee focus on regulatory arrangements, 

corporate governance design and information requirements regarding tailor-made loans in 

general and in particular loan syndication and consortia at which institutional investors may 

participate.
64

  

4.40 The Goldshmidt committee’s recommendations seek to increase regulatory clarity and 

improve governance arrangements. The institutional investors’ ability to provide or 

participate in syndicated loans may allow the provision of such type of credit/funding to credit 

providers.  

                                                      

63
  Syndicated loans are a loan extended to a single customer by multiple financial institutions, which are 

formed into a group, or "syndicate", for that purpose. The same terms and conditions apply to all of the 

lenders in the syndication, and there is only one loan agreement. The lenders are usually composed of 

big banks, but financial institutions like mutual funds and insurance companies also participate in this 

type of lending. There will be a lead lender or arranger for each consortium. Apart from funding a 

substantial portion of the loan, the lead agent will also be responsible for facilitating the loan and 

allocating cash flows to the other members of the consortium. The Goldshmidt report, at p. 17-18. 

64
  These recommendations focus, mainly, on corporate governance, information transparency, various 

measures and thresholds to circumvent potential moral hazard, etc. 

http://www.boi.org.il/en/NewsAndPublications/PressReleases/Pages/11-11-2015-SecuritizationReport.aspx
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The team for the enhancement of the securitisation in Israel 

4.41 The Joint Team to Promote Securitization in Israel was established in 2014. In 2015 the 

Team published its final recommendations.
65

 

4.42 Under securitisation arrangements credit providers (usually banks) combine the loans into 

what are called “securitised bonds” or “asset backed securities”, which they sell to capital 

market investors. The capital market investors will then periodically receive the interest from 

the securities they have bought and will get repaid when the borrowers repay the loans. 

4.43 Securitisation is an alternative way to enhance institutional investors’ participation in the 

provision of credit to households and small firm. The securitization market in Israel though is 

in its infancy. There exist barriers to carrying out securitization transactions in Israel that 

result from the lack of appropriate legal, regulatory, taxation, and accounting infrastructure. 

We understand that in Israel the market is almost non-existent and its value is only a few 

billion shekels. In an international comparison of the size of the securitization market that 

appeared in the 2012 report of the World Economic Forum, Israel was ranked 54th among 

59 rated countries.
66

 

4.44 The Team made recommendations on various aspects aiming at decreasing the barriers for 

carrying out securitisation of a variety of loans and types of assets in Israel, among other (i) 

legal issues (definition of a securitisation transaction as a ‘true sale as opposed to a credit 

transaction collateralised by pledges, others); (ii) capital adequacy and regulatory 

arrangements to control originators’ moral hazard, (iii) prospectus and other disclosure 

obligations, and (iv) taxing aspects.
67

 

                                                      

65
  The Joint Team to Promote Securitization in Israel (2015), final recommendations report. - 

http://www.boi.org.il/en/NewsAndPublications/PressReleases/Pages/11-11-2015-

SecuritizationReport.aspx 

66
  http://www3.weforum.org/docs/WEF_FinancialDevelopmentReport_2012.pdf, at p. 29. 

67
  In addition the Team recommended (i) making it obligatory for the initiator of a securitization 

transaction to incur exposure of at least 10 percent of the credit risk of the securitized portfolio; (ii) 

prohibiting complex securitization (CDOs); (iii) determining that the disclosure principles in 

securitization transactions must provide the appropriate transparency in order for investors to 

understand the various aspects of the transactions and to properly price them; and (iv) establishing the 

terms for public offerings of securitization transactions, while imposing legal responsibility on the 

various participants in the transaction; see 

http://www.boi.org.il/he/NewsAndPublications/PressReleases/Pages/11-11-2015-

SecuritizationReport.aspx 

http://www.boi.org.il/en/NewsAndPublications/PressReleases/Pages/11-11-2015-SecuritizationReport.aspx
http://www.boi.org.il/en/NewsAndPublications/PressReleases/Pages/11-11-2015-SecuritizationReport.aspx
http://www3.weforum.org/docs/WEF_FinancialDevelopmentReport_2012.pdf
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Amendment of the Banking (Licensing) Law 

4.45 Further to the amendment of the Banking (Licensing) Law (the “Nawi Act”) non-banking 

institutions are now eligible to obtain a license from the Bank of Israel for issuing debt in 

financial markets.
68

 

4.46 Access to financial markets may allow them to reduce the cost of their funds and, hence, 

become more competitive in credit markets. 

Expected competitive impact of the reforms 

4.47 The Goldshmidt committee recommendations are relevant to the provision of credit to 

households and small businesses because institutional investors in this way may indirectly 

participate in the provision of credit by means of extending syndicated loans to, for example, 

mid-size and small banks who may face funding constraints.
69

  

4.48 In addition, the combination of (i) changes in the regulatory framework on institutional 

investors’ (ii) enhanced credit bureaus and objective credit scorings, (iii) the evolution of 

Fintech P2P platforms, and (iv) levelling the playing field for non-banking institutions (such 

as the Nawi Act) – is expected to create the ability for institutional investors to solve 

distribution and underwriting barriers to entry indicated by the Zaken Committee. Further to 

these reforms institutional investors will be able to invest in credit alternatives through direct 

investment in a fund, or by indirect participation through a securitization or financing vehicle, 

or investing into a portfolio of direct P2P loans. 

4.49 In face of this ability institutional investors may have an incentive to lend to small and 

disruptive lenders such as Fintech players. These potential competitive developments 

depend on the incentive of institutional investors’ to invest in this form of lending i.e. on the 

yield of this particular type of investment compared to alternatives associated with similar 

risk and the implied lending interest rates the required yield.
70

  

                                                      

68
  The amendment of the law licenses non-banking institutions who seek to lend to individuals up to NIS1 

million to entities whose revenue not higher than NIS400 million (i.e. consistent with the upper limit 

definition of medium size business by the banks) by issuing debt in financial markets up to a 

predetermined cap of NIS 2.5-5 billion. 

69
  The Zaken committee has considered this as one of the more feasible models by which institutional 

investors could provide credit to households and small businesses i.e. by means of syndicated loans to 

small banks; see the Zaken Committee final report, at p. 74.  

70
  As mentioned in Section 3, two of the platforms are held by leading investment houses: Meitav-Dash 

and Psagot and two non-banking corporations (Peninsula Finance and Ampa Capital) are held by 

Menora Mivtachim and Meitav-Dash. If the Strum Committee recommendation on removing the 3% cap 

on investments in BBB minus or non-rated borrowers will be adopted and implemented then these 

platforms – subject to other non-banking institutions regulations - will be allowed to provide funds to 
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4.50 In developed countries institutional investors lend to households and small businesses 

through P2P platforms. Institutional investors expand their investments to this segment by 

various ways, e.g. by creating P2P funds.
71

  

4.51 Moreover, institutional investors partner with Fintech platforms to cherry-pick borrowers.
72,73

 

For example, Lending Club, a leading US based P2P platform, increasingly relays on 

institutional investors’ funds. Indeed, this platform offers institutional investors to invest in 

tending to households and small businesses. 
74,75

 The following table include information on 

Lending Club’s investor (lender) base. 

Table 17: Lending Club’s investor base 

 

Institutional 

investors 

Individuals 

through 

investment 

vehicles or 

managed accounts 

Self-managed 

individual 

investors 

Self-managed 

individual 

investors 

2010 0% 0% 100% 

2011 0% 19% 81% 

2012 2% 53% 45% 

2013 12% 59% 29% 

2014 28% 49% 23% 

Source: Lending Club as viewed on 17 November 2015 at - 

http://kb.lendingclub.com/investor/articles/Investor/How-has-Lending-Club-s-investor-base-

changed/?l=en_US&fs=RelatedArticle 

4.52 The information shown in the table above indicates the increase in the share of institutional 

investors from 0% in 2010 to 28% in 2014.  

4.53 As the evidence in Figure 10 and Figure 11 indicates the intermediation margins in Israel are 

low compared to its peer countries. However if there is a margin that could be eroded the 

institutional investors-P2P partnerships may be now in a position to compete them away. 

This may be the case as P2P platforms’ costs are significantly lower than the banks’: the 

former do not incur any capital requirements costs (regulatory or other) and have lower 

                                                                                                                                                      

P2P platforms. Similarly, the removal of the mentioned cap will allow insurance companies and 

investments houses to expand the provision to credit to small businesses. 

71
  Self-managed individual investors 

72
  http://www.morganstanley.com/ideas/p2p-marketplace-lending/ 

73
  www.pwc.com/us/en/consumer-finance/publications/assets/peer-to-peer-lending.pdf 

74
  https://www.lendingclub.com/public/institutional-overview.action 

75
  https://www.prosper.com/about/institutional/institutions-(old)/ 
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operational costs than the banks (i.e. due to the significant cost savings from the elimination 

of a physical branch network).
76,

 
77,

 
78

  

4.54 Second, the reforms regarding the regulatory framework for securitisation may allow to 

increase the funds available to banks as it allows them to “originate and distribute” loans with 

minimal impact on their capital requirements. Although securitization does not replace banks, 

and does not increase competition between banks it may facilitate the expansion of credit. In 

this sense, securitisation may increase the available amount of funds and indirectly decrease 

credit prices. 

Conclusions 

4.55 The comparison between the features of the Israeli credit sharing data system after the full 

implementation of the amendment to the Credit Data Act to those of the US and the UK 

suggests that Israeli market would be at least similar, if not superior, to the US and UK. The 

experience in these countries and the relevant economic literature suggest that these 

reforms will in all likelihood decrease information asymmetry between lenders and creditors, 

thereby mitigating an important market failure and increasing competition in the markets for 

credit to households and small businesses. 

4.56 We also note that according to the proposed amendment of the Credit Data Act, credit 

bureaus in Israel will be allowed to advise borrowers and they may, among other services, 

facilitate potential borrowers to compare between potential credit propositions and, hence, 

significantly reduce borrowers’ search costs. This will significantly stimulate competition in 

the provision of credit to households and small businesses. 

4.57 In addition, the innovative information instrument designed and imposed by the Bank of 

Israel on banking corporations (the individual yearly financial statements) is likely to 

complement the information that potential lenders will obtain on borrowers from the credit 

bureaus, thus increasing the pool of information for assigning credit ratings and pricing 

credit. 

4.58 In light of the features of the system that will be set out in Israel and the evidence from other 

markets that have functioning credit data sharing systems in place, once the proposed 

amendments to the credit information sharing arrangements will be fully implemented and 

operative in Israel, it is likely that the relevant reforms will have a significant impact in 

decreasing information asymmetry between lenders in Israel and thus in reducing the 

implications of adverse selection on volume and price of credit. 

                                                      

76
  http://www.morganstanley.com/ideas/p2p-marketplace-lending/ 

77
  http://www.lendingmemo.com/wp-content/uploads/2014/02/Simon-Cunningham-Why-Peer-to-Peer-

Lending-Will-Replace-American-Banking.pdf 

78
  http://www.mckinseypanorama.com/media/18162/The-fight-for-the-customer-McKinsey-Global-

Banking-Annual-Review-2015.pdf, at p. 24-27. 

http://www.mckinseypanorama.com/media/18162/The-fight-for-the-customer-McKinsey-Global-Banking-Annual-Review-2015.pdf
http://www.mckinseypanorama.com/media/18162/The-fight-for-the-customer-McKinsey-Global-Banking-Annual-Review-2015.pdf
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4.59 Furthermore, the enhanced regulatory certainty about the investment instruments available 

to institutional investors increases their ability to invest in credit to households and small 

businesses products. Being there an incentive it is likely that institutional investors will 

partner with Fintech lenders or other institutions, similarly to the trend in developed 

countries. A first sign of this potential may be seen in the investment of Israeli leading 

investment houses (Meitav Dash and Psagot) in two of the Israeli P2P platforms.   
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Section 5  

Economic analysis of the competitive 

effects of ownership separation and 

ban on issuance 

Introduction 

5.1 In Section 4 we assessed the likely effects of a comprehensive set of adopted or proposed 

reforms intended to decrease information asymmetry, and reduce entry barriers, thereby 

fostering competition in the provision of credit to households and small businesses. We 

concluded that it is likely they will be very effective, even if, by their very nature, it will take a 

few years until all the benefits fully materialise. Therefore, it is unlikely that condition (a) set 

out in paragraph 4.9 is satisfied i.e. it does not support mandatory separation of the credit 

card companies from their parent banks. 

5.2 In this section, we assess the likely competitive effects of ownership separation of credit card 

companies from their parent banks and the ban on banks to issue credit cards. We conclude 

that it is unlikely that the eligible potential acquirers of the credit card companies will have 

the ability or the incentive to increase competition in the provision of credit to households 

and small businesses. In addition, we conclude that the ban on issuing credit cards by the 

banks is likely to harm competition and consumer welfare. 

5.3 The ongoing reforms will decrease information asymmetries between incumbent credit 

providers and competing providers and increase competitive pressure, both actual and 

potential. In doing so, these measures directly target the root cause of a market failure and 

hence are more likely to be effective at minimum cost and without triggering unintended 

consequences. In stark contrast, imposing ownership separation of credit card companies is 

a radical intervention in the market from an economic perspective, and as such, it is likely to 

restrict competition and distort incentives of both, market incumbents, as well as new 

entrants. In fact, ownership separation and a ban on issuing credit cards may actually 

undermine the benefits of the other “reforms” advanced by Israeli authorities. The reason is 

that credit card usage can only be monitored ex post, once purchases have been made. 

Therefore it generates moral hazard and adverse selection on the part of the credit card 

holder. Credit card limits are thus imposed to avoid abuse. However, this introduces a bias in 

the quality and quantity of information on creditworthiness that can be collected and shared 

within a credit bureau. For example, it generates a bias towards negative information, i.e. 

likelihood of default. In contrast, banks typically can impose restrictions ex ante regarding the 
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use of credit and request additional information (and sometimes collateral) from the borrower 

– including positive information. This reduces moral hazard and thus improves the quality of 

information regarding the borrower´s creditworthiness, which can then improve credit scoring 

models and be shared with the credit registry or credit bureau.  

5.4 This section is structured as follows. In the next subsection we succinctly outline the main 

theoretical or potential ownership scenarios. Further we assess the ability of credit card 

companies owned by potential new type of owners to impose significant competitive 

pressure on banks in the provision of credit to households and small businesses. Next we 

analyse the implications of the ban on banks to issue credit cards. Last, we review the 

economic literature on the impact of the increase of competition in credit markets on market 

outcomes. 

Alternative ownership scenarios 

5.5 We understand that the Supervisor of Banks has recently published an amendment to the 

licensing framework of credit card companies and acquirers. The new licensing framework, 

among other provisions, bans significant financial and non-financial, as defined in the 

Promotion of Competition and Reduction of Concentration Law, 5774–2013, from owning the 

existing credit card companies.
79

 This new licensing framework excludes many theoretically 

potential Israeli significant entities from acquiring the credit card companies: insurance 

companies, cellular telephony companies, large retailers, and others included in list of the 

significant entities complied under the mentioned Law. 

5.6 Therefore, in the event of mandatory ownership separation, the only potential candidates for 

acquiring the credit card companies are Israeli non-significant financial institutions or non-

significant non-financial corporations, foreign financial institutions (e.g. insurance companies 

or investment houses) or investments funds (e.g. private equity funds), and similar others. 

5.7 Any of these potential acquirers would need to consider the expected returns on investment 

associated with (i) acquiring the credit card companies, (ii) meeting regulatory capital 

requirements, and (iii) transforming the companies from, essentially, payment card 

transactions acquirers into credit providers.
80

 

5.8 The potential ownership of the credit card companies by non-banking institutions, as such, 

would not reduce operational costs associated with IT systems and cards distribution 

compared to the costs incurred by the companies under the ownership of the banking 

corporations. Higher costs, of course, would likely be passed on to consumers in the form of 

higher cost of credit. 

                                                      

79
  http://www.boi.org.il/en/NewsAndPublications/PressReleases/Pages/17-11-2015-Acquirer.aspx 

80
  As mentioned, according to data provided by Isracard, above 90% of the yearly payment card 

transactions turnover are for deferred debit transactions. We are assuming that this is the case for 

Leumicard and CAL.  
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5.9 More generally, whether ownership separation of credit card companies would allow the 

acquiring entities, including non-banking institutions to exert any kind competitive pressure 

on the price and quantity of credit to households and small businesses depends on their 

relative efficiency and relative costs of funding. Our analysis of the available evidence 

indicates that on both respects ownership separation is not expected to significantly increase 

competition. 

The ability and the incentive of separated credit card companies to 

exert competitive pressure on banks in the provision of credit 

5.10 Potential acquirers of the credit card companies may be able to impose a significant 

competitive constrain on banks by means of operating credit card companies if they would 

have (i) significant synergies between their core activity/business model and the credit card 

companies’ activity, and (ii) a cost of funds advantage vis-à-vis the banks. In this subsection 

we argue that the available evidence suggests that the considered potential type of acquirers 

do not have either the one or the other or both. 

5.11 Insurance companies (either those which are not banned by the BOI licensing framework or 

foreign ones) may acquire the separated credit card companies. To the best of our 

knowledge, insurance companies in developed countries do not own credit card companies. 

In particular, the business model of insurance companies (and more generally, institutional 

investors) and credit extending institutions such as banking corporations or credit card 

companies, differ along various and important dimensions, such as (i) maturity 

transformation, (ii) liquidity and (iii) the approach to predicting payouts.
81

  

5.12 Also the business model of investments funds, such as Private Equity funds, seems 

inadequate for increasing competition and consumer welfare in the provision of credit to 

households and small businesses.
82

 The business model of Private Equity funds generally 

consists in gaining above the market return in a short term period (i.e. 5-7 years). This 

investment model implies increasing risk to increase expected returns.
 83

  

                                                      

81
  See, for example, Thimann, C. (2014)  “How Insurers Differ from Banks: A Primer on Systemic 

Regulation”, SRC Special Paper No 3 - 

http://www.systemicrisk.ac.uk/sites/default/files/downloads/publications/sp-3_1.pdf 

82
  Private Equity funds already own credit card companies in certain circumstances. A common model is 

that these funds own credit card companies that provide co-branded store credit cards. Store credit 

cards are co-branded non-bank cards issued by financial institutions that partner with retailers. These 

financial institutions also provide general purpose credit cards to consumers that find it hard to credit. 

For example, in the UK, the New Day group  - owned by Värde Partners private equity fund - , provides 

general purposes and store credit cards under DEBENHAMS, House of Fraser and other retailers see 

http://newday.co.uk/partnerships-products/ 

83
  http://resultsbrief.bain.com/pdfs/Bain_and_Company_Global_Private_Equity_Report_2014.pdf 
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5.13 Last, other of potential acquirers, such as non-financial corporations involved in the provision 

of credit, may have business models or that may be economically consistent with owning 

and operating a credit card company. However, as we argue in the next subsection, these 

acquirers are likely to have a cost of funds disadvantage vis-à-vis the banks. 

Cost of funds disadvantage 

5.14 A main and significant input in the provision of credit and thus the competition thereof is the 

availability of funds and their cost.  

5.15 The evidence indicates that banking corporations have an intrinsic and significant cost of 

funding advantage vis-à-vis any potential acquirer that would own and operate a credit card 

company in Israel.  

5.16 First, the cost of issuing debt for banking corporations is lower than the cost of issuing debt 

incurred by non-financial institutions. All other factors equal, it is likely that the cost of debt of 

a credit card company owned by a bank will be lower than the cost of debt of a company 

owned by a non-banking corporation. This is due, among other, to the lower risk of default as 

potentially perceived by investors (unless the debts of the subsidiary are ring fenced).  

5.17 The following table provides information on the average spreads for all traded CPI indexed 

bonds issued by the Israeli banks (30 bonds), insurance companies (16 bonds), groceries 

stores chains (4 bonds) and cellular companies (10 bonds) traded during the trading days of 

December 2015.   

Table 18: Yields of issued debt for various corporations (December 2015) 

Credit rating Sector D<3 3<D<5 5<D<10 

  Average 

Spread 

Average 

Spread 

Average 

Spread 

Aaa Banks 0.51 0.86 0.90 

Aa1 Banks 0.67 0.78 0.92 

Aa2 Banks 0.67 - - 

Insurance companies 0.85 - - 

Cellular companies 1.57 1.30 1.66 

Aa3 Banks 0.91 1.01 1.37 

Insurance companies 0.85 1.14 1.56 

A1 Banks - 1.16 - 

Cellular companies 1.42 - 2.85 

A2 Retailers 1.74 - 3.26 

Notes: Bonds issued and traded in the Israeli financial market. Bonds’ conditions are not necessarily 

homogeneous within the credit rating categories; Credit ratings are set as per 1 December 2015 by 

Midroog (Moody's) rating. For some bonds only the S&P (Maalot) ratings were available, we translated 

them into the analogous Midroog ratings using the comparison table provided on their website.  

Source: Bizportal 

5.18 The information in the table above shows that banks have a clear cost advantage regarding 

the cost of wholesale debt compared to other groups of issuers included in the table. In 
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particular, only banks’ debt is rated the highest (Aaa and Aa1) i.e. the bonds of no other 

issuer are rated at those levels. In credit rating categories which include banks’ bonds and 

other types of corporations’ bonds, in general, banks’ cost of issued debt is lower than that of 

other issuers. For example, in credit rating Aa3 and duration between 5 to 10 years the 

average yield of banks bonds is 1.37% compared to 1.56% of the insurance companies’ i.e. 

ca. 15% difference. Similarly with other credit rating categories and issuers. 

5.19 This evidence indicates that, all other factors being equal, the non-banking corporations 

have a significant cost of funds disadvantage that would not enable them to exert a 

significant competitive constraint on banks in the provision of credit to households and small 

businesses.
84

  

5.20 Second, banks’ primary source of funding are customers’ deposits and rely comparatively 

less on wholesale debt or equity. This is not surprising since, there is a significant difference 

between the cost of external debt and the cost of deposits, which tend to be sticky and 

require no collateral. For example, bank hapoalim’s average cost of deposits in 2015 (3
rd

 

quarter) was 0.52% whereas the bank’s cost of issued debt (Aaa rated bonds traded during 

December 2015) as reflected by their trade value was 1.11%.
85

 This evidence suggests that 

there is a cost of funds disadvantage between funds sourced from deposits and those from 

issued debt. That is, all other factors equal, this difference suggests that banks have a 

competitive advantage in the provision of lines of credit vis-à-vis providers of credit that do 

not have direct access to the public’s deposits.  

Ban on banks to issue credit cards 

5.21 The Strum Committee recommends imposing (i) a ban on large banks from issuing credit 

cards, and (ii) a cap of 25% out of total credit lines extended by credit card companies by 

means of cards co-issued with mid-size and small banks. We understand that the latter 

recommendation implies that these bans will last for eight years at the end on which they 

could be extended subject to competitive conditions. 

5.22 We are not aware of any developed country where licensed banks are banned from issuing 

payment (deferred debit) or credit cards.
86

 In the US, for example, Visa and MasterCard 

have permitted credit card issuance on their networks only to institutions with federal deposit 

insurance from the FDIC or NCUA. Amex and Discover exclusively issued cards on their 

respective networks until 2004, when the outcome of an antitrust case freed them to court 

Visa and MasterCard member banks.  

                                                      

84
  In Section 4 we mentioned that the amendment of the Banking (Licensing) Act which will allow non-

banking corporations to issue debt for the purposes of lending to small borrowers and, hence, obtain 

cheaper funds to support their lending operations. It is unclear however whether they will be able to 

bridge the gap with established banks. 

85
  Bank hapoalim’s financial statements and Bizportal. 

86
  See references in footnote 43. 
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5.23 A ban, which temporarily prohibits large banks to issue credit cards, will limit the number of 

competitors, increase concentration, restrict competition and will likely increase prices and 

reduce the quality of service or even significantly decrease the provision of services. Large 

banks are particularly well placed to compete effectively and aggressively with each other as 

well as with other market participants. This is unambiguously to the benefit of customers. As 

explained above, it is well understood in the economics literature that large banks build 

stable and trusting relationships with their depositors and clients. Thus, large banks are able 

to mitigate, if not fully eliminate, the inherent information asymmetries - such as moral 

hazard and adverse selection - that prevail in retail credit markets, and which can result in 

market failure. Such market failure manifests itself in credit restrictions (less credit card 

issuance than optimal) or very high interest rates on credit – or both. In addition, large banks 

benefit from competitive advantages in the provision of credit derived from their lower 

funding costs. These lower funding costs tend to be passed on to creditors in the form of 

lower interest rates due to competitive pressure exerted by other large banks and other 

medium or small size banks specialised in certain market segments or credit products. It 

follows that the most likely and immediate impact of forcing the large banks out of the market 

for issuing credit cards is that customers will have less access to credit and interest rates will 

increase.   

5.24 This conclusion is not surprising given that ban on issuance will tend to limit and constrain 

the number of competitors in the provision of deferred-debit card services. It will also reduce 

competition in the provision of revolving credit card services.  

5.25 The negative impact of the issuance ban could be mitigated, at least in part, if standalone 

credit card companies could expand their own issuance or their volumes of credit from the 

current levels, in order to offset the forced exit of large banks from the market. This, 

however, is economically unlikely since standalone credit card companies, unlike banks, do 

not have a business model oriented towards minimising the costs of credit intermediation. 

For example, they do not have access to cost efficient sources of funding such as deposits 

and do not provide other longer maturity credit products that would allow them to gather 

sufficient quality information on the creditworthiness and liquidity position of their customers. 

As a result, standalone credit card companies could maintain current levels of credit (let 

alone expand it) at the expense of significantly increasing their overall credit and market risk. 

This increased risk would inevitably be passed on to end customers in the form of higher 

interest rates, or else credit card companies could face liquidity risks and even insolvency in 

the event of unforeseen macroeconomic shocks that would increase the incidence of 

customer defaults. 

5.26 We expand on these arguments in the next subsections. 

Negative impact on competition 

5.27 One of goals of the Strum Committee is to adopt measures that would tend to increase the 

number of new non-banking market participants and, as a result, increase competitive 

pressure on large banks. But it seems unwise to achieve this goal simply by regulatory fiat, 

that is to say, by simply forcing divestiture of their activities in the credit card market and then 

imposing a ban on re-entering that market. This not only eliminates the most active and 
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efficient competitors from the market, with negative consequences on productive as well as 

dynamic efficiency. It also foregoes the efficiencies that large banks enjoy in the provision of 

credit to end customers, which are precisely what has driven their participation in this market 

in the first place to the benefit of customers. It seems to us that other measures directly 

targeted to reducing entry barriers, as discussed in the Section 4 above, are likely to be 

more effective even if less disruptive in achieving the legitimately goals pursued by the 

Strum Committee. 

5.28 The implementation of the ban on issuing credit cards will eliminate two issuers (bank 

hapoalim and Leumi) and marginalise five more (Discount, Mizrahi, FIBI, Union Bank and 

Jerusalem Bank) from the provision of deferred debit card payment and revolving credit card 

services. That is, the implementation of the recommendation will create an oligopoly of three 

main providers of deferred debit cards and revolving credit cards. 

5.29 In addition, experience from other countries and other regulated markets, as well as 

straightforward economic reasoning, shows that a temporary ban, restricting certain players 

from participating in the market, will generate perverse incentives. First, and most clearly, 

even when the ban expires (or when it is lifted), affected banks may have limited willingness 

to make the necessary investments and commercial efforts in re-entering the market, since 

they will need to take into consideration the regulatory risk. Second, non-affected banks and 

non-banks capable of providing credit, directly benefit from the issuance ban on large banks, 

since the latter will fail to exert a competitive constraint. This will tend to increase their 

economic rents but at the same time, it will reduce their incentives to innovate, expand to 

cover new segments and, in particular, make investments in order to benefit from other 

regulatory initiatives, such as fostering credit bureaus. In this respect the issuance ban can 

limit competition in the short run and also reduce incentives to compete going forward.   

Increase in the cost of providing of deferred debit card services 

5.30 As mentioned, deferred debit card transactions account for the large bulk of credit card 

transactions turnover in Israel.  

5.31 The following table includes information on the 5 large banking groups’ credit card credit 

balances and off balance credit lines associated with credit cards. 

Table 19: Off-balance and balance credit extended by the 5 groups 2013-2014 

 2014 2013 

  Off-

balance 

credit 

card 

credit 

lines 

Credit 

balance, 

credit 

cards 

total Off-

balance 

credit 

card 

credit 

lines 

Credit 

balance, 

credit 

cards 

total 

Large banks      57,576       22,612       80,188       55,735       20,952       76,687  

Mid banks      14,548       14,512       29,060       13,861       13,808       27,669  

Total      72,124       37,124     109,248       69,596       34,760     104,356  

Source: Banking groups financial statements 
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5.32 The data in the table shows that the amount of the off-balance credit lines and the credit 

balances increases over time. In this regard, the total amount of credit extended by the large 

banks balance and off-balance credit regarding credit cards stood at NIS 77 and NIS 80 

billion in 2013 and 2014, respectively. That is, to ensure that current credit flows for the 

purposes of deferred debit remain in place credit card companies would have to offer at least 

NIS 80 billion in terms of 2014.  

5.33 It is unlikely that the parent banks will offer credit to the separated companies at the same 

terms and conditions that they offered to them under vertical integration. The standalone 

credit card companies may raise the required amounts in financial markets by issuing debt 

but that is more costly. This is a daunting task, especially in the short term. In this regard, in 

case that the separated credit card companies are unable or willing to raise the necessary 

funds for providing the current quantity of credit under deferred debit cards, we expect that 

low income and/or high risk consumers groups would be harmed more compared to other 

groups of customers.  

5.34 In sum, the ban on issuing would increase the demand for funds by the credit card 

companies and thus increase their cost of funds. The latter are likely to be passed-on to 

borrowers. As a result, borrowers will likely be worse off. 

Reduced concentration in itself does not necessarily enhance 

consumer welfare 

5.35 Some observers argue that there may be a credit shortage in Israel and/or that retail credit is 

too expensive in Israel. Consequently they claim that credit card companies should 

significantly increase the amount of retail credit provided to households and small 

businesses at competitive prices.  

5.36 The following table provides information of outstanding balances of the 5 banking groups 

and the credit card companies for the household segment  

Table 20: Outstanding balances, net credit to households, 2010-2014 (NIS million) 

 2010 2011 2012 2013 2014 

Five banking groups          

79,220  

         

86,076  

           

86,998  

           

92,657  

         

103,479  

Credit card 

companies 

           

4,125  

           

4,216  

           

4,433  

           

4,942  

             

6,394  

Notes: Total assets have been used as proxy for the credit to the public for small banks, since this tends to 

make up a large share of their total assets as reported by Union Bank. 

 For Union Bank, the private banking segment is equivalent to household segment.  

 The classifications of customers in the household segment are based on classifications made by the 

bank in each year’s financial report, which may have changed over time 

Source: Data for banks from individual financial statements. 

 Data for credit card companies from individual financial statements. 

5.37 The information in the table above suggests that in order to increase competition the credit 

card companies will have to significantly increase the volume of credit and the net 
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outstanding balances comparatively to the current levels. This is wholly unrealistic without 

violating capital requirements and significantly threating financial stability.
87

 

5.38 This increase in competition by means of increasing market shares is not without risk to 

negatively impact consumer welfare. In typical markets, as competition increases, the firms’ 

rents are reduced and the price they offer for the product falls. One may then expect that as 

competition increases in credit markets, banks’ rents will be reduced and the price they offer 

for the credit (i.e. the interest rate) will also fall. However, in credit markets an increase in 

competitive pressure also tends to exacerbate the problems of asymmetric information, 

which could put upward pressure on the interest rate.  An increase in competition (i) may 

erode the value of borrower information, (ii) may decrease lenders’ incentives for monitoring 

borrower effort and thereby exacerbate the moral hazard problem and (iii) may exacerbate 

the adverse selection problem by reducing the average quality of borrowers.  These forces 

can create a perverse scenario whereby an increase in competition may in fact increase the 

interest rate. In particular, the economic literature suggests that and increase in competition 

exacerbates the moral hazard and the adverse selection problems thus increasing interest 

rates.  

5.39 First, regarding the exacerbation of moral hazard problems, for example, Hoff and Stiglitz 

(1997) study the impact of credit subsidies in a banking market to explain the puzzle of 

peasants seeking financing from moneylenders even when formal sources of finance are 

available. They argue that an increase in competition raises the marginal cost of 

moneylenders, due to (i) scale economies (each moneylender has a smaller pool of 

borrowers under competition), (ii) enforcement externalities (moneylenders have to increase 

effort in monitoring due to the moral hazard problem created due to more numerous sources 

of credit) and (iii) weakening of information exchange between moneylenders. An increase in 

                                                      

87
  We note that all institutions providing credit need to maintain a minimum level of capital in accordance 

to Basel rules. How much capital is kept depends, inter alia, on the risk profile of each institution’s 

borrowers. The more risky the loans are the more pure equity (Tier 1 capital) the creditor needs to hold 

in its balance sheet to finance the credit it provides. Capital requirements (i.e. equity to total assets) are 

thus “risk adjusted” – or more precisely the denominator of this ratio is risk weighted. Credit provided 

via credit cards is typically used by credit card holders to purchase consumer goods. In this respect it is 

akin to “consumer credit”. In addition, in most cases, there is no collateral (as we understand the case 

is with the Israel credit card companies). Hence, whereas credit card companies can increase on the 

margin the amount of consumer credit to end customers, ceteris paribus, the level of equity required to 

support credit card “loans” is likely very significant compared to traditional consumer loans given by 

banks, which can tie the loan to specific purchases ex-ante and can require collateral (and have 

information regarding the current balance and cash flows of its existing customers) – all of which 

reduces risk and hence the level of equity required to support the loan.  
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marginal cost due to competition directly translates into an increase in the equilibrium price, 

i.e. the interest rate.
88

 

5.40 Second, regarding the exacerbation of adverse selection, the literature argues that the 

average quality of a bank’s pool of borrowers declines as the number of competitors in the 

market increases.  This is because in a market where there are too many banks, all striving 

for market share, a low credit quality loan applicant is more likely to receive credit than in a 

market with some level of bank market concentration. This lower quality of borrowers causes 

an increase of loan rates to compensate for the higher portfolio risk. 

5.41 Broecker (1990) explores the impact of an increase in competition on the equilibrium interest 

rate offered.  He analyses a competitive credit card market where banks have the ability to 

perform binary creditworthiness tests on applicants. These tests are imperfect and 

independent across banks. Once the tests are performed, banks set interest rates 

conditional on their own test results. He finds that increasing the number of banks can have 

adverse impacts on the interest rates. This is because as the number of banks increases, 

the probability that an applicant passes at least one of the tests increases. Therefore banks 

respond by increasing the interest rate offered to applicants.  When an applicant accepts the 

highest possible interest rate offer (which is the least attractive for it), it must have been the 

case that the applicant was rejected by the other banks. Competition therefore worsens the 

‘winner’s curse’ problem.
 89

   

5.42 Riordan (1993) analyses a similar setup where banks offer credit to applicants if their quality 

signal is above a cut-off value. Increasing the number of banks has the perverse effect of 

increasing the cut-off value, so that borrowers find it more and more difficult to obtain 

financing from a particular bank. An increase in competition therefore results in a higher 

interest rate.
 90,91

  

5.43 Marquez (2002) makes a similar argument. In his model banks are constrained in the 

number of loans they can grant. As competition increases, borrower specific information 

becomes more disperse (as each bank is only informed about a smaller subset of 

borrowers). This reduces the banks’ screening ability and creates an inefficiency whereby 

more low-quality borrowers obtain financing. Markets composed of many small banks may 

then have higher expected interest rates in equilibrium than markets composed of a few 

                                                      

88
  Hoff, K. and Stiglitz, J. (1998), “Moneylenders and bankers: price-increasing subsidies in a 

monopolistically competitive market”, Journal of Development Economics, vol. 52: 429-462. 

89
  Broecker, T. (1990), "Credit-Worthiness Tests and Interbank Competition." Econometrica, vol. 58: 429-

452. 

90
  Riordan, M. (1993), "Competition and Bank Performance: A Theoretical Perspective." In C. Mayer and 

X. Vives, eds. Capital Markets and Financial Intermediation. Cambridge: Cambridge University Press. 

91
  Shaffer (1998) provides an empirical confirmation of this idea.  See Shaffer, S. (1998), “The winner’s 

curse in banking”, Journal of Financial Intermediation, vol. 7(4): 359-392. 

https://ideas.repec.org/s/eee/jfinin.html
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large banks. Moreover, this effect could work to strengthen the position of an incumbent 

bank and raise barriers to entry unless entrants have a specific expertise in evaluating credit 

risks.
92

  

5.44 Many of the concerns related to competition apply with even greater force in the case of 

credit cards. This is because (i) customers have more difficulty in controlling their debt and 

(ii) creditors have greater difficulty in monitoring customer activity.  Therefore informational 

asymmetries can lead to particularly severe problems.  

5.45 The literature argues that credit card interest rates in particular are likely to be high due to 

considerations other than competition. They are likely to relate instead to (i) consumer 

irrationality regarding repayment probabilities, (ii) significant adverse selection and moral 

hazard problems and (iii) consumer search costs. Finally the literature suggests that credit 

card interest rates that are inflexible relative to the cost of funds are not inconsistent with a 

competitive equilibrium that yields zero profits for the marginal entrant. 

5.46 Firstly the literature finds that consumer irrationality regard repayment probabilities when 

taking credit by means of credit cards. Ausubel (1991) argues the reason is that the industry 

deviates from a perfectly competitive model because consumers do not conform to the 

behavioural assumptions of perfect competition. Using data from the 1983 - 1988, he finds 

that credit card interest rates have been relatively sticky compared to the cost of funds. He 

argues that the failure of the competitive model is mainly due to consumers making credit 

card choices without taking into account the very high probability that they will pay interest 

on their outstanding balances.
93

  

5.47 Secondly, the literature finds that credit extended by means of credit cards is associated with 

significant adverse selection and moral hazard problems. Agarwal, Chomsisengphet and Liu 

(2010) analyse data from multiple large scale randomized marketing trials. They have found 

that consumers responding to the lender’s inferior solicitation offers have poorer credit 

quality attributes. This supports the argument that high risk borrowers are liquidity 

constrained and, thus, have higher reservation loan interest rates. They also found that after 

controlling for a cardholder’s observable risk attributes, demographic characteristics, and 

adverse economic shocks, cardholders who responded to the inferior credit card offers are 

significantly more likely to default ex post.  Their results provide evidence on the importance 

of adverse selection effects in the credit card market.
94

  

5.48 Thirdly, Calem and Mester (1995) explore the puzzle of relatively constant credit card rates 

over the 1980s-1990s when interest rates were variable. Using data from the Federal 

                                                      

92
  Marquez, R. (2002), “Competition, adverse selection and information dispersion in the banking 

industry”, Review of Financial Studies, vol. 15 (3): 901-926. 

93
  Ausubel, Lawrence M. (1991), “The Failure of Competition in the Credit Card Market,” American 

Economic Review, vol. 81 (1): 50-81. 

94
  Agarwal, S., Chomsisengphet, S. and Liu, C. (2010), “The importance of adverse selection in the credit 

card market: evidence from randomized trials of credit card solicitations”, Journal of Money, Credit and 

Banking, vol. 42 (4). 
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Reserve's 1989 Survey of Consumer Finances, the authors provide specific evidence about 

consumer behaviour highlighted by Ausubel (1991). The authors find that credit card 

indebtedness is universally related to an individual's propensity to comparison shop for 

terms.  Consumers with substantial search costs tend to have big balances.  Card issuers 

therefore face an adverse selection problem induced by search costs.  They conclude that 

competition in credit card markets is imperfect and credit card rates are sticky because 

consumers are not responsive to rate cuts.  To the extent that imperfect competition has 

been due to consumers' switching costs, their unwillingness to devote time to search, and 

associated adverse selection problems, market performance cannot be improved through 

increased competition.
95

 Calem, Gordy and Mester (2006) perform this analysis with new 

evidence using the 1998 and 2001 Survey of Consumer Finances data and find that 

informational barriers to competition persist, although their role may have declined.
 96

  

5.49 Finally, Brito and Hartley (1995) argue that credit card interest rates that are inflexible 

relative to the cost of funds are not inconsistent with a competitive equilibrium that yields 

zero profits for the marginal entrant. As the cost of funds reduces, the demand for card loans 

implies that card holding would be extended to customers having a higher risk of default. 

This is only natural as a higher risk of default implies that the required spread between the 

loan rates and the cost of funds therefore rises.
97

  

Conclusions 

5.50 The analysis and the evidence presented in this section indicates that credit card companies 

owned by non-banks are unlikely to be able or have an economic incentive to exert a 

significant competitive constraint of banks in the provision of credit to households and small 

businesses.  

5.51 The evidence indicates that potential eligible candidates to acquire the credit card 

companies such as financial institutions, non-financial institutions that provide credit and the 

non-financial institutions are likely to have a cost of find disadvantage.  

5.52 Investment funds such as PE funds are unlikely to have an incentive to compete by 

decreasing credit prices. 

5.53 The ban on issuance will reduce the number of issuers. It would also increase the demand 

for funds by the credit card companies and thus increase their cost of funds. The latter are 

likely to be passed-on to borrowers. As a result, borrowers will likely be worse off. 
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  Calem, P. S. and Mester, L. J. (1995), “Consumer Behaviour and the Stickiness of Credit Card Interest 

Rates,” American Economic Review, vol. 85 (5): 1327-1336. 
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5.54 Last, credit markets are not ‘normal’ markets in the sense that increasing competition 

necessarily increases welfare and allocative efficiency. In this regard the economic literature 

suggests that in credit markets an increase in competitive pressure also tends to exacerbate 

the problems of asymmetric information, which could put upward pressure on the interest 

rate. 
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Section 6  

An economic assessment of the Strum 

Committee’s interim report 

Introduction 

6.1 In this section we assess the interim report recently published by the Strum Committee. The 

interim report concludes that competition in the supply of credit to households and small 

businesses is insufficient. This is for two reasons: first, the supply of credit to those customer 

groups is highly concentrated; second, there are significant barriers to competition. The 

report claims that past attempts to increase competition have failed to produce meaningful 

results. It then argues that by separating the credit card companies from the large banks 

which currently owned them and prohibiting the latter to issue credit cards, the supply of 

credit to households and small business will become more competitive and, as a result, 

these customer groups will benefit from cheaper credit. 

6.2 In our opinion the interim report fails to advance any relevant economic evidence in support 

of the recommendations made by the Strum Committee, namely the separation of credit card 

companies and the ban on the issuance of credit cards by banks. Indeed the proposals of 

the Strum Committee seem to be based on the unjustified premise that separation and the 

ban on issuing will increase the number of providers of retail credit to households and small 

businesses and that will inevitably lead to more effective competition.  

6.3 We explain this conclusion in what follows. 

The competitive assessment in the interim report is erroneous 

6.4 We disagree with the conclusion in the interim report about the lack of competition in the 

supply of credit to households and small businesses in Israel.  

6.5 This is for two reasons.  

6.6 First, the competitive analysis presented in the interim report relies, in large part, on an 

academic work – the work of Prof. Ruthenberg.
98

 The main policy recommendation of Prof. 
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  http://www.biu.ac.il/soc/ec/seminar/data/6.11.06/competition.pdf 
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Ruthenberg’s study, which the Strum Committee adopts, is to increase the number of non-

banking credit providers. This study is a decade old (from 2006) and pre-dates the global 

financial crisis, which uncovered severe failings in the banking sector of many of the 

countries used as reference for comparison in that study. Just as importantly, for obvious 

reasons, it is based on outdated data and ignores the impact that new mobile technologies 

and the internet are having on competition in the banking sector across developed countries. 

In addition, among other crucial limitations, it explicitly excludes non-banking corporations 

from its competitive analysis. It relies on crude, imperfect  and purely structural indicators 

which are insufficient  to determine the scope and intensity of competition in the markets 

under scrutiny. 

6.7 Surprisingly, the Strum Committee relies on this decade old report and fails to assess the 

competitive conditions and the dynamic factors that drive the provision of credit to 

households and the small businesses in Israel today and in the near future. It does not 

investigate whether the cost of credit for households and small businesses in Israel, whether 

in absolute or relative terms, is high. Furthermore, it does not investigate whether the 

availability of credit for these customer groups is insufficient, and if so why not. As a result, it 

relies on the conclusions of a study, which are no longer relevant. 

6.8 Second, the competitive analysis presented in the interim report suffers from a severe 

methodological flaw. It considers that certain market segments (specifically, credit to large 

corporates and households housing loans) and countries represent competitive or well-

performing benchmarks against which to compare the provision of credit to households and 

small businesses in Israel. However, the interim report fails to recognise that conditions of 

demand and supply for credit differ very significantly across these segments or countries. 

Therefore the comparisons included in the interim report are unable to produce robust or 

reliable inferences on the level of competition in the provision of credit to households and 

small businesses. As such the findings of these comparisons should not inform the 

competitive assessment and conclusions of the Strum Committee. 

The interim report has not performed a cost-benefit analysis 

6.9 As we explained above, the reforms proposed by the Strum Committee can only be justified 

as a matter of economics if:  

a. There is compelling evidence that less intrusive reforms, currently under consideration or 

already adopted, are failing or are widely expected to fail.  

b. The competent authorities can prove objectively and with reasonable certainty that 

mandatory ownership separation and a ban on issuing will improve competition and 

consumer welfare significantly.  

6.10 If one of these two cumulative conditions fails to hold the proposed changes in market 

structure likely will harm competition and consumer welfare. 

6.11 The interim report fails to show that condition (a) above is met. This is because the interim 

report does not properly consider the likely effects of measures recently adopted or about to 
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be adopted which are aimed at significantly reducing the barriers to entry and expansion in 

the provision of credit to households and small businesses in Israel.  

6.12 The interim report also fails to analyse whether and how the proposed changes in market 

structure can be expected to significantly increase competition and improve consumer 

welfare. That is, it fails to check that condition (b) is met. The interim report claims that the 

credit card companies allegedly benefit from some relevant advantages that may support 

their ability to compete in the provision of credit. However the interim report does not provide 

any comparative analysis on whether, and to what extent, such alleged advantages are likely 

to allow those companies to compete effectively with the banks. Importantly, the interim 

report fails to acknowledge the importance of the credit card companies’ relative cost of 

funds disadvantage vis-à-vis the banks. Ultimately, its proposal rests simply on the 

unsupported presumption that the net effect of separating credit cards companies from 

banks and banning the latter from issuing credit cards will automatically increase effective 

competition, improve the quality of credit supply to small businesses and households, reduce 

interest rates and benefit consumers.  However, this presumption is not supported by (i) an 

assessment of the current state of competition in retail credit markets in Israel, (ii) the role of 

card credit relative to other forms of credit for small businesses and households, (iii) the 

impact of recently adopted measures on improving effective competition (iv) the economic 

mechanism  through which separation, combined with a ban on issuance will improve 

competition, (v) let alone the expected negative effects or unintended consequences of both 

measures, both on competition in the short and long run and financial stability of the Israeli 

banking sector. 

The interim report contains inconsistent recommendations 

6.13 The interim report is internally inconsistent in terms of its recommendations. The Strum 

Committee makes many recommendations allegedly adequate for achieving its main goal 

i.e. that of increasing the number of non-banking credit providers. Among others, the Strum 

Committee recommends (i) implementing compulsory deposit insurance, and (ii) separating 

the credit card companies only from the large banks i.e. allowing Discount to keep its control 

of CAL. However the mentioned reforms are inconsistent with the goal of increasing the 

number of non-banking credit providers. Specifically, first, deposit insurance will inevitably 

strengthen the ability to compete of licensed banks relative to non-banking corporations in 

the provision of credit including to households and small businesses, hence, hindering the 

achievement of the Strum Committee’s goal. Second, the recommendation about separation 

of only two credit card companies from the parent banks is inconsistent with its main 

conclusion and objective of increasing the number on non-banking and independent credit 

providers.   

 



 

 
COMPASS LEXECON  │  DR. JORGE PADILLA, DR. MIGUEL DE LA MANO AND GABRIEL BARON 83 

Annex A  

Market structure  

 

A.1 In this annex we present market shares and concentration indices separately for households 

and small businesses for 2010-2014.    

Households 

A.2 The following table shows the shares out of total provision of (non-housing) credit to 

households.  

Table 21: Shares out of the total provision of credit to households (2010-2014) 

   2010 2011 2012 2013 2014 

Large banks  bank 

hapoalim 
30.4% 30.0% 30.1% 30.1% 29.9% 

Leumi 21.6% 22.0% 22.2% 22.3% 23.1% 

Sub-Total 52.0% 52.0% 52.2% 52.4% 53.0% 

Midsize banks Discount 12.8% 11.9% 11.0% 10.7% 10.2% 

Mizrahi 11.6% 12.3% 11.6% 11.3% 11.1% 

FIBI 13.4% 13.4% 14.1% 14.2% 13.0% 

Sub-Total 37.8% 37.6% 36.7% 36.2% 34.3% 

Small banks Union 1.0% 1.2% 1.2% 1.2% 1.5% 

Jerusalem 0.4% 0.5% 0.7% 0.8% 0.8% 

Sub-Total 1.4% 1.7% 1.9% 2.0% 2.3% 

Credit Card 

Companies 

Isracard 0.8% 0.7% 0.7% 0.6% 0.8% 

Leumicard 1.5% 1.6% 1.9% 2.2% 2.7% 

ICC (CAL) 2.4% 2.1% 1.9% 1.9% 1.9% 

Sub-Total 4.7% 4.4% 4.5% 4.7% 5.4% 

Debt to Institutional 

Investors 

  
3.7% 4.0% 4.2% 4.3% 5.0% 

P2P   0.0% 0.0% 0.0% 0.0% 0.0% 

Notes: Mizrachi’s household outstanding data has been netted out of loans for all purposes which collateral is 

the borrower’s house. Small businesses includes banking & financial and construction and real estate 

outstanding credit. 

 Total assets have been used as proxy for the credit to the public for small banks, since this tends to 

make up a large share of their total assets as reported by Union Bank. 

 For Union Bank, the private banking segment is equivalent to household segment.  
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 These market shares presented in the table do not consider a substantial credit amount provided by 

non-financial institutions that are regulated by the Ministry of Finance. The Knesset Information Centre 

estimates that credit at NIS20-30 billion. 

 The classifications of customers in the household segment are based on classifications made by the 

bank in each year’s financial report, which may have changed over time 

Source: Debt from institutional investors from Bank of Israel. 

 Data for banks from individual financial statements. 

 Data for credit card companies based on individual  financial statements. 

 The Knesset information Centre (October 2015): A description and analysis of the Reform Act: The 

issuing of debt by corporations for the provision of credit 

A.3 Table 21 provides information on credit providers’ shares out of the total provision of credit to 

households. In general, the picture that arises from the table above is that medium-size 

banks lost shares potentially to the large banks, small banks, credit card companies and 

institutional investors in the examined period.  

A.4 The following table includes information on concentration indices in the household segment. 

Table 22: Change in HHI and concentration ratios, household segment (2010-2014) 

  2010 2011 2012 2013 2014 

HHI 1891 1880 1877 1879 1862 

Rate of Change of HHI 

 

-0.6% -0.2% 0.1% -0.9% 

CR2 0.52 0.52 0.52 0.52 0.53 

Rate of Change of CR2 

 

0.0% 0.5% 0.3% 1.1% 

CR5 0.90 0.90 0.89 0.89 0.87 

Rate of Change of CR5 

 

-0.2% -0.7% -0.3% -1.6% 

CR7 0.96 0.96 0.95 0.95 0.95 

Rate of Change of CR7 

 

-0.3% -0.6% 0.1% -0.3% 

Source: CL analysis of data from individual financial statements and other data sources. 

A.5 Table 22 shows that the Herfindhal-Hirschman Index (HHI) of the household segment 

decreased, the CR2 was stable and CR5 and CR7 decreased over the period over the 

period.  

Small businesses 

A.6 Table 23 shows information on credit providers’ shares out of the total provision of credit to 

small businesses.
99

 

                                                      

99 
 The Agency for Small and Medium Business (September 2014): A Report on the situation of Small and 

Medium Business 2013-2014; and, The Knesset information Centre (October 2015) A description and 

analysis of the Reform Act: issuing of debt by corporations for the provision of credit, p. 8-9.  
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Table 23: Shares out of the total provision of credit to small businesses (2010-2014) 

Small Business   2010 2011 2012 2013 2014 

Large banks  bank 

hapoalim 
26.6% 26.3% 27.7% 29.1% 30.2% 

Leumi 26.5% 26.9% 29.0% 30.0% 28.6% 

Sub-Total 53.1% 53.2% 56.7% 59.1% 58.8% 

Midsize banks Discount 20.8% 17.5% 16.0% 16.3% 16.3% 

Mizrahi 9.8% 12.0% 9.7% 10.4% 11.3% 

FIBI 9.8% 10.8% 10.0% 7.7% 6.8% 

Sub-Total 40.3% 40.4% 35.6% 34.3% 34.3% 

Small banks Union 3.5% 3.2% 3.7% 1.7% 1.9% 

Jerusalem 0.3% 0.2% 0.2% 0.2% 0.2% 

Sub-Total 3.8% 3.4% 3.9% 1.9% 2.1% 

Credit Card 

Companies 

Isracard 0.6% 0.7% 0.8% 0.9% 0.8% 

Leumicard 0.7% 0.7% 0.8% 0.9% 0.9% 

ICC (CAL) 0.5% 0.6% 0.8% 1.1% 1.1% 

Sub-Total 1.8% 2.0% 2.4% 2.9% 2.8% 

Non-Financial 

Institutions 

  
0.4% 0.6% 0.9% 1.6% 1.9% 

Notes: To correct for the change in categorisation of the small business segment by FIBI in 2013, the credit to 

small businesses by FIBI between 2010-2012 has been adjusted by the ratio of the change seen in 

2013 based on the financial statements from 2013 (with old categorisation) and from 2014 (with new 

categorisation). 

Total assets have been used as proxy for the credit to the public for small banks, since this tends to 

make up a large share of their total assets as reported by Union Bank. 

 For small banks, the small business credit has been calculated using the SME share of business loans 

from the OECD review of small business financing (see Source below) and applying this share to the 

corporate segment. 

 For the credit card companies, the small business lending has been estimated using the SME share of 

business loans from the OECD review of small business financing and applying it to the sum of 

commercial lending and transaction discounting for each credit card company. Thus their share in the 

provision of credit to small businesses may be overestimated 

 The classification of customers in the small business segment is based on classifications made by the 

bank in each year’s financial report, which may have changed over time. Most notably, FIBI changed 

their classification of small business segment in 2013 which is in part responsible for the increase in its 

market share in 2013.  

 These market shares presented in the table do not consider a substantial credit amount provided by 

non-financial institutions that are regulated by the Ministry of Finance. The Knesset Information Centre 

estimates that credit at NIS20-30 billion. 

Source: Data for banks from individual financial statements.  

  

A.7 In general, the picture that arises from the table above is that medium-size and small banks 

lost shares potentially to the large banks, credit card companies and non-financial institutions 

in the examined period. 

A.8 Table 24 below shows that the HHI of the small businesses segment.  
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Table 24: Change in HHI and concentration ratios, small business segment (2010-

2014) 

Small Business 2010 2011 2012 2013 2014 

HHI 2046 1995 2071 2189 2177 

Rate of Change of HHI 

 

-2.5% 3.8% 5.7% -0.5% 

CR2 0.53 0.53 0.57 0.59 0.59 

Rate of change of CR2 

 

0.1% 6.5% 4.4% -0.6% 

CR5 0.93 0.94 0.92 0.93 0.93 

Rate of Change of CR5 

 

0.1% -1.4% 1.3% -0.4% 

CR7 0.98 0.98 0.97 0.97 0.97 

Rate of Change of CR7 

 

-0.1% -0.6% -0.1% 0.2% 

Source: CL analysis of data individual financial statements. 

A.9 The table above shows that the HHI and CR2 increased, the CR5 fluctuated and CR7 

decreased over the period. 
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Annex B  

Financial intermediation margins 

B.1 This annex compares Israel’s banking and credit card intermediation margins to those of 

non-peer countries. 

B.2 The information on intermediation margins shows that Israel’s intermediation margins are 

generally lower than those of the non-peer countries.  
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Figure 12: Financial intermediation margin for new credit to 

households by banks (2014) 

Figure 13: Financial intermediation margin for credit to households 

by banks (2014) loans rates on revolving loans and overdrafts only 

 

  

 

Notes: The financial intermediation margins for banks have been calculated as the 

difference between the loan rates and the deposit rates. The loan rates for EU 

countries (Germany, France, Italy, Spain, Netherlands) is the rate for new loans 

for revolving loans and overdrafts. The deposit rates for EU countries 

(Germany, France, Italy, Spain, Netherlands) is a simple average of the rates 

for new deposits for households (which is an average of rates on overnight 

deposits and deposits redeemable at notice up to 3 month’s notice) and rates 

for small businesses for loans with agreed maturity up to 1 year. This together 

represents the cost of raising funds for the banks. The deposit rate for UK is the 

rate on new time deposits. The financial intermediation margin for Israel is sum 

of the following ratios: the bank's margin between the interest rate paid by the 

borrowers to the bank less the internally calculated wholesale interest rate and 

Notes: The financial intermediation margins for banks have been calculated as the 

difference between the loan rates and the deposit rates. The loan rates for EU 

countries (Germany, France, Italy, Spain, and Netherlands) is the rate for new 

loans for revolving loans and overdrafts. The deposit rates for EU countries 

(Germany, France, Italy, Spain, Netherlands) is a simple average of the rates 

for new deposits for households (which is an average of rates on overnight 

deposits and deposits redeemable at notice up to 3 months’ notice) and rates 

for small businesses for loans with agreed maturity up to 1 year. This together 

represents the cost of raising funds for the banks. The deposit rate for UK is the 

rate on new time deposits. The financial intermediation margin for Israel is sum 

of the following ratios: the bank's margin between the interest rate paid by the 

borrowers to the bank less the internally calculated wholesale interest rate and 

the bank's margin between the internal wholesale interest rate and the interest 
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the bank's margin between the internal wholesale interest rate and the interest 

rate paid by the bank to depositors. This figure is likely to be a mix of new and 

outstanding business as well as a mix of various maturities. The average 

balance of credit and deposits for FIBI is proxied using the average balance of 

assets and liabilities respectively.  All averages are simple averages, unless 

otherwise mentioned. All figures are for December 2014 

Source: Data for EU countries from ECB statistics. Data for UK from bank of England 

statistics. Data for Israel from individual financial statements.  

rate paid by the bank to depositors. This figure is likely to be a mix of new and 

outstanding business as well as a mix of various maturities. The average 

balance of credit and deposits for FIBI is proxied using the average balance of 

assets and liabilities respectively.  All averages are simple averages, unless 

otherwise mentioned. All figures are for December 2014Source: Data for 

EU countries from ECB statistics. Data for UK from bank of England statistics. 

Data for Israel from individual financial statements. 
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Figure 14: Financial intermediation margin for credit to households by credit card 

companies (2014) 

 

Notes: The financial intermediation margins in EU countries have been calculated as the difference between 

the loan rates on credit extended through the cards and the deposit rates at the banks. The loan rates 

for EU countries (Germany, Spain) is the rate for new loans on extended credit card debt. The loan rate 

for Italy has been calculated as a simple average of the loan rates on credit cards in Unicredit and 

Comass – Gruppo Medibanca. The deposit rates for EU countries (Germany, Spain, Italy) is a simple 

average of the rates for new deposits for households (which is an average of rates on overnight 

deposits and deposits redeemable at notice up to 3 months’ notice) and rates for small businesses for 

loans with agreed maturity up to 1 year. This together represents the cost of raising funds for the banks. 

The deposit rates for US are the average of the deposit rates for all banks with maturities - 3 months, 6 

months, 1 year and 2 years. The loan rate for UK is the rate on interest bearing balances on credit 

cards. The deposit rate for the UK is the rate on interest bearing sight deposits. The financial 

intermediation margin for Israel is calculated as the net of the weighted average interest rate and 

weighted average cost of funds. Weighted average interest rates are calculated as the average interest 

rates for credit to individuals by each of the credit card company weighted by each credit card 

company's total credit to individuals. Weighted cost of funds are calculated as the average interest rates 

for each of the credit card company weighted by each credit card company's total credit to individuals 

and small businesses. The average interest rate for each of the credit card company is the simple 

average of the rate on credit line and other loans. All averages are simple averages, unless otherwise 

mentioned. All figures are for December 2014. 

Source: Data for EU countries from ECB statistics. Data on loan rates in Italy from individual banks. Data for US 

from NCUA. Data for UK from Bank of England statistics. Data for cost of funds of credit cards from 

individual Financial statements. Data on interest rates and credit for Israel from financial statements. 
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Annex C  

The public financial assets 

 

C.1 The following figure provides information on the distribution of the public financial assets 

among alternative investments. 
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Figure 15: Shares of various asset types of public’s total financial assets, 2009-2014 

 

Source: http://www.boi.org.il/en/NewsAndPublications/RegularPublications/Pages/DochApp2009/DochAppPartD2009.aspx for 2005-2009; 

http://www.boi.org.il/en/NewsAndPublications/RegularPublications/Pages/DochAppPartD2014.aspx for (2010-2014)   
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Annex D  

A review of the retail banking 

investigations in OECD jurisdictions 

 

Introduction 

D.1 In this section we summarise the regulatory investigations into competitive aspects of retail 

banking in OECD jurisdictions in the last decade: UK, Netherlands, the EU and Ireland. 

D.2 None of these investigations recommended ownership separation of credit card companies 

from their parent banks nor recommended to ban banks from issuing credit cards. 

The United Kingdom 

Competition concerns in the provision of credit 

D.3 In May 2010, the UK Office of Fair Trading (OFT) launched a review of the barriers to entry, 

expansion and exit in personal and SME banking markets, and the long term 

competitiveness of the retail banking sector.
100

 

D.4 The OFT examined several aspects of personal and SME banking where there may be 

potential barriers.
101

 

                                                      

100 
 When the current UK government took office in 2010, banking competition in the UK was at a historic 

low due to various reasons, including the disappearance of a number of sizeable challenger institutions 

both through failure an through merger, contracted supply in key markets (i.e. mortgages and SME 

lending) and low customer switching rates, both in absolute terms and relative to other industries. In 

order to address this situation, the UK government implemented several policy initiatives, which it 

summarised in a policy paper  

101 
 The following aspects were examined: Regulatory requirements and processes, such as (i) obtaining 

authorisation from the FSA to accept deposits and offer mortgages, (ii) obtaining a consumer credit 

licence from the OFT to offer credit to customers, and (iii) ongoing regulatory requirements such as 

capital and liquidity requirements, money laundering regulations and consumer protection regulations; 

Access to essential inputs, such as IT systems, payment schemes, information and finance needed to 

offer retail banking products; The ability of new entrants to attract customers and achieve scale; and 
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D.5 No concerns were raised with regard to the market for payment cards or the provision of 

credit to households and SMEs via credit cards. However, the OFT found that firms have 

faced difficulties and uncertainties arising from the process involved in obtaining 

authorisation to accept deposits or offer mortgages. This has had the effect of delaying entry 

and making it harder to raise capital.
102

 

D.6 The OFT also concluded that significant challenges remain around non-regulatory issues, 

such as attracting customers and being able rapidly to acquire market share. In particular, 

consumer inertia remains a key barrier to competition. Other challenges include the limited 

availability of information on certain types of SMEs and, in the case of certain firms, the lack 

of non-retail funding which may constrain the ability of these firms to expand their market 

share and impose competitive constraint on incumbents 

D.7 In November 2014, the UK Competition and Markets Authority (CMA) launched an in-depth 

market investigation into the personal current account (PCA) and retail banking sectors. 

Regarding the provisional findings, the CMA considers lending to SME in particular and finds 

that the lack of information to competitor banks and customers not being able to easily 

compare between different providers as reasons for concerns in lending. 

Recommendations to address competition concerns 

D.8 The OFT’s investigation gave rise to the 2010-2015 UK program to increase competition in 

the banking sector, which resulted in the following policies: 

 The Financial Conduct Authority (FCA) and Prudential Regulation Authority (PRA) 

created a new mobilisation option so banks in development can be given a restricted 

authorisation and lower initial capital and liquidity requirements for new banks.  

 Introduced a new challenger bank through carving out TSB Bank from Lloyds.  

 Created a new Payment Systems Regulator (PSR) to ensure challenger banks and non-

bank players can gain access to the payment systems on fair terms. 

 Legislated to require the big banks to refer on SME they turn down for finance, and share 

SMEs credit data with designated platforms, from which peer-to-peer lenders, 

                                                                                                                                                      

barriers to exit. “Review of barriers to entry, expansion and exit in retail banking” by Office of Fa ir 

Trading, November 2010, accessible at 

http://webarchive.nationalarchives.gov.uk/20140402142426/http:/www.oft.gov.uk/shared_oft/personal-

current-accounts/oft1282 

102 
 Nevertheless, the review found that firms did not face significant barriers to entry arising from 

regulatory requirements that must be met in obtaining authorisation to accept deposits or offer 

mortgages. Neither the OFT received any evidence to suggest the SRR or FSCS are acting as a 

barrier to exit, preventing firms from leaving the market. 
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crowdfunders, challenger banks and other alternative finance providers can gain access 

to firms seeking finance, and the information they need to lend to them effectively.  

 Tackled too-big-to-fail by legislating for ring-fencing, introducing bail-in and overhauling 

the framework for prudential and conduct regulation to remove the implicit government 

guarantee that gave too-big-to-fail banks an unfair competitive advantage in being able 

to unfairly raise cheaper funding. 

 Supported community development finance institutions (CDFIs) fund in providing finance 

to viable smaller businesses that are unable to access finance from mainstream 

providers, by creating a £60m.  

 Reached agreement with the banks to allow bank customers to access their current 

account transaction data (“midata”) in a format that makes comparison easier.  

 Introduced a new 7-day Current Account Switch Service (CASS).  

 In July 2013, HM Revenue and Customs (HMRC) published a consultation which 

included proposals for possible controlled release of non-financial VAT registration data 

to credit bureaus for credit scoring.  

 The Bank of England (BoE) is consulting on benefits from a UK central credit register. 

The BoE study complements the above measures initiated by the UK Government and 

asks what would be the incremental benefits, over and above the Government’s 

proposals, of such a register in the UK. Three key incremental benefits were identified: 

securitisation, trade credit and access to public data. 

 Bank of England is improving access to credit data for trade credit providers and 

exploring the possibility of calculating the credit scores and credit limits for these 

providers. It is working with credit providers to use credit data to support market-based 

financing for SMEs. government’s proposal to establish a public beneficial owners 

database for companies, containing information on the ultimate owners of companies, 

and sharing and publishing export data, relating to exporters and the goods they export. 

 BoE will work with the British business banks and industry to draft a list of information 

requirements that would help investors to improve their understanding of the SME asset 

class and consider investment opportunities. In a second step, BoE will work with the 

banks and the credit bureaus to explore whether this information can be made available 

through the existing credit reporting infrastructure. 

 Called for the establishment of a ‘FinTech Advisory Group’ with representation from the 

Government, regulators, trade associations, academia and business. And support 

research in all areas of FinTech,  

D.9 The CMA’s interim recommendations are as follows: 

 Data sharing with credit reference agencies on SME. Recommendations to HMT that it 

uses the powers it has under the Small Business Enterprise and Employment Act to 
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require banks to pass to Credit Reference Agencies such SME transaction data as will 

enable them to provide reliable credit. 

 Commercial open data and data sharing proposals. Provide accurate data that 

contextualises a potential borrower, since HMT report found that even aggregate data is 

beneficial and with this, only a small amount of customer-specific data is needed. 

 Require banks to provide a loans price and their eligibility indicator on websites. This will 

give customers an indication as to whether, and if so on what terms, banks would be 

willing to make the loan. 

 While they do recognise that banks with higher market shares have higher prices, the 

main competition issue is low customer engagement and thus they did not consider this 

to be a sufficiently strong rationale for proposing an intrusive structural remedy. 

The Netherlands 

Competition concerns in the provision of credit 

D.10 In 2014, the Netherlands Authority for Consumers & Market (ACM) performed a 

comprehensive study to identify major barriers to entry in the sector and provided concrete 

policy recommendations to remove these barriers and improve competition in the sector.
 
 

D.11 The main findings
103

 of the ACM were as follows: 

 37% of the consumers interviewed by the ACM specified “switching banks costs me too 

much time and/or effort” as one of the most important reasons for not switching. If the 

respondents were then further questioned about important barriers to entry, the lack of 

account number portability is mentioned most often.  

 Laws and regulations governing Dutch banks are complex, change often, and are costly. 

In order to enter the Dutch banking sector, a bank requires a licence or through a 

European passport. New entrants report that this is due to: the length of the licencing 

process, the uncertainty regarding the licence requirements and therefore the outcome 

of the licencing process, and the unforthcoming attitude of DNB. 

 The uncertainty about future regulations in the mortgage market constitutes a significant 

barrier to entry into the Dutch mortgage market.  

                                                      

103 
 In addition to the findings related to the barriers to the provision of credit, the ACM also found that (i) it 

is plausible that consumer inertia exerts a negative impact on competition; and (ii) following the 

financial crisis, Dutch banks are phasing out their foreign activities to focus on their domestic market 

and in response to measures such as capital restrictions. 
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Recommendations to address competition concerns 

D.12 The recommendations made by the ACM are as follows: 

 Switching Service. To increase the effectiveness of the Switching Service to reduce 

consumer inertia in the market for current accounts.
104

  

 Credit unions. To ease licensing regulations for credit unions, considering their much 

smaller impact on financial stability and real economy but encouraging new players in 

the market. 

 Deposit Guarantee Scheme. To ensure that each credit institution is part of a Deposit 

Guarantee Scheme (DGS), thereby ensuring a high level of consumer protection and a 

level playing field between credit institutions. Related to this, they also recommended a 

single European deposit-guarantee scheme (DGS), which can facilitate entry into 

national banking sectors because the costs of providing a guarantee scheme for savings 

will be shared at the European level. 

The European Commission Retail Banking Inquiry 

Competition concerns in the provision of credit 

D.13 In June 2005, the EC initiated a sector inquiry into EU retail banking, focussing on current 

accounts, related services and payment cards and payment systems. 

D.14 The main findings
105

 in the report published January 2007 were as follows: 

 Credit information. In several member states, coverage of credit information markets was 

limited and pricing of information was disadvantageous for the small players and new 

entrants. It noted that credit data sharing regimes with high reporting thresholds or based 

on the exchange of only negative data may make it more difficult for smaller players and 

new entrants to compete on equal terms with large incumbent banks. 

 Product tying. In most member states, the majority of banks tied a current account to 

mortgages, personal loans and SME loans.  

                                                      

104 
 Related to this, they recommended an extensive and independent research into the social costs and 

benefits of number portability at the European level. 

105 
 In addition to the findings related to the barriers to the provision of credit, the inquiry also found that in 

terms of pricing for services, (i) banks compete less aggressively for switchers than for new-to-market 

customers, though the intensity varies across Member States; (ii) significant variation in prices within 

and across Member States; but (iii) convergence in the pricing behaviour of banks in several Member 

States. 
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 Customer choice and mobility. Typically between 5.4% and 6.6% of current account 

customers in the EU change providers per year, while the proportion of unsatisfied 

customers is typically much higher.  

 New entrants. Lack of access to clearing facilities may be an obstacle for banks to enter 

new markets. 

Recommendations to address competition concerns 

D.15 The inquiry made the following recommendations in order to address the competition 

concerns mentioned above:
106

 

 To fully enforce data protection rules to address partial data sharing with credit registries. 

It considered a future assessment of access to credit registers to ensure they comply 

fully with non-discriminatory principles, to the disadvantage of small players and new 

entrants.  

 To fully enforce data protection rules to address partial data sharing with credit registries 

and considered a future assessment of access to credit registers to ensure they comply 

fully with non-discriminatory principles. 

 To review the regulatory framework for credit data sharing in some member states.  

 To employ simple, proportionate steps to reduce switching costs. The EC has set up an 

expert group on customer mobility in relation to bank accounts to facilitate the opening 

and switching of bank accounts on a domestic and cross-border basis. 

D.16 In April 2014, the EU published a recast Deposit Guarantee Schemes Directive (DGSD) 

2014/49/EU, intending to enhance deposit protection schemes across the EU. Each credit 

institution should be part of a DGS recognised under this Directive, thereby ensuring a high 

level of consumer protection and a level playing field between credit institutions.
107

  

                                                      

106 
 In addition to the recommendations related to the provision of credit, the inquiry also made 

recommendations to enforce existing competition law to address some competition concerns, for 

instance the dominant position of a credit registers in a Member State credit data market and product 

tying. 

107 
 In addition, banks must provide consumers with better information about which DGS is applicable. Any 

references advertising the deposit-guarantee schemes must remain restricted to brief and factual 

statements. 
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Ireland 

Competition concerns in the provision of credit 

D.17 In 2005, the Irish Competition Authority in its objective to make financial institutions more 

responsive to the needs of Irish customers, wrote a report with recommendations and the 

respective roadmaps focussing on three specific areas: personal current accounts (PCAs), 

lending to small business and the payments clearing system.  

D.18 The Irish Competition Authority found that most customers were locked-in to their bank 

because moving their personal current account is unnecessarily difficult.
 108

 Since account 

history is particularly important in assessing the creditworthiness of first time loan applicants, 

fear of losing access to this information keeps consumers tied to their current bank. 

Recommendations to address competition concerns 

D.19 The recommendations of the report were the following:
109

 

 To introduce a properly functioning ‘switching code’ to streamline procedures, be 

transparent and compliance of which should be monitored by the Financial Regulator.  

 To bring new technology such as Automated Clearing House (ACH) and truncation 

technology into the banking system to encourage entry of more competitor banks; 

 To require banks to give 12-month account records, free of charge, to their customers on 

request. 

 To encourage banks to provide interest rate information on current accounts to actual 

and potential customers.  

 For the Irish Financial Regulator to promote interest rate awareness and publicise the 

prices charged by non-banks.  

                                                      

108 
 In addition to the findings related to the barriers to the provision of credit, the report also found that (i) 

the personal identification requirements to open a new bank account, under anti-money laundering 

laws, are inconsistent across different banks; and (ii) for a bank considering offering current account 

services, getting involved in the current payment clearing system is complex and expensive. The 

biggest problem relates to paper based payments, e.g. cheques. 

109 
 In addition to the recommendations related to the provision of credit, the report also made the following 

broader recommendations (i) to require customers to be notified of any changes in fees and charges 

two months prior to the imposition of these changes; (ii) to standardise personal identification 

requirements to eliminate uncertainty; (iii) to delay the removal of price regulation until there is more 

competition; (iv) To create a modern corporate governance structure for the payment clearing system 

and more public information on its operation. 
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 To allow SMEs to easily switch the property which will act as collateral against any new 

loan. 

Summary 

D.20 The review of the investigations into retail banking included in this section clearly indicates 

that all of them aimed at removing and decreasing barriers to competition and customer 

switching.  

D.21 Importantly, none of these investigations, or any other that we are aware of, recommended 

ownership separation of credit card companies from their parent banks. 
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Annex E  

A comparison between credit 

information systems 

 

E.1 The table below includes a comparison of credit data available under credit report data 

categories, as proposed by the Credit Data Sharing Committee. 
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Table 25: International comparison of credit data available under credit report data categories, as proposed by the Credit Data Sharing 

Committee  

 Israel after amendment Consumer Credit Act 1974* Fair Credit Report Act 

(2012) 

Personal 

information 

Data on lender: name, ID, address, additional 

information that would be helpful to uniquely 

identify data subjects.  

Name, company’s ID  

Electoral roll information (confirming 

applicants’ name and address). Date of 

birth 

Name address, employers. 

Data source 

information 

Israeli Electricity Company, water corporations, 

Official Receiver, Execution office, courts, Bank of 

Israel, public entities, banking corporations, credit 

cards issuers, other authorized sources 

Electoral roll; public records including 

county court judgments, and 

bankruptcy and insolvency data 

supplied by the  Registry Trust; official 

London, Edinburgh and Belfast 

Gazettes or the Insolvency Service and 

the major lending companies 

A list of companies providing 

the account holder credit or 

loans and basic identifying 

data such as social security 

information from government 

agencies. 

Credit product 

type 

Mortgage, credit limit, vehicle loan, balloon loan 

etc. 

All credit products, new and extension 

of loans 

All credit products, new and 

extension of loans 

Credit details Exposure rate, loan conditions, interest rate, 

timeline and amount of payments, guarantees and 

securities.   

Credit account information held by all 

major lending companies (held for 6 

years) 

Total amount for each loan or 

credit limit for each credit card 

Account 

information 

Personal/collective account, employee/self-

employed etc.  

Not gathered Not gathered 

Account status Closed account (reasons for closing), open 

account, account transferred to a third party etc.   

Current arrears status Current debt 

Payments history 

and information 

regarding unpaid 

debts or late 

payments (if exist) 

Amount of outstanding debt, timeliness of 

payments, date of provision, loan level, and 

repayment date. 

Current arrears status Bill payment history 

Special notes For example: Bankruptcy declaration and Bankruptcies, debt relief orders, Information on lawsuit, arrest 
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 Israel after amendment Consumer Credit Act 1974* Fair Credit Report Act 

(2012) 

regarding 

bankruptcy,  

discharged or 

absolved debt, 

debt restructuring 

agreement, 

customer that 

cannot be located 

etc. 

cancellation. Negotiable documents execution 

files, financial claim execution requests (opening 

date, debt level). Files consolidation (date and the 

files number). Resources limited borrower- limit 

date, number of files. 

individual voluntary arrangements and 

administration orders.  

and bankruptcy files. 

Additional 

account 

information 

Linked accounts, account related securities, 

information regarding a third party that has 

sold/bought a debt, technical information regarding 

account changes etc. 

Court judgments and Scottish decrees List of companies that have 

asked to see credit report 

within a certain time period. 

Credit scoring Credit scores for each individual provided by credit 

bureaus, available to all lenders 

Credit scores based on the credit 

scoring system used by each lender, 

not provided by credit reference 

agencies though individual credit 

reference agencies may develop 

proxies which lenders can choose to 

use. 

Credit reference agencies 

only sell credit reports with all 

the relevant information, not 

credit scores though 

individual credit reference 

agencies may develop 

proxies which lenders can 

choose to use. 

Notes: * Credit reference agencies in the UK get credit information under  a range of laws including the Representation of the People Act, Credit Account Information Sharing 

scheme, Data Protection Act and checked by the Information Commissioner’s Office and Financial Ombudsman Service 

** Will contain only the information whether a debt is secured or not (no specific information regarding a borrower’s assets 

Source: For UK: http://www.experian.co.uk/downloads/consumer/creditRefAgencyExplained.pdf; Briefing paper, Credit Reference Agencies, March 2014, House of Commons Library. 

For US: https://www.usa.gov/credit-reports; http://www.consumer.ftc.gov/sites/default/files/articles/pdf/pdf-0111-fair-credit-reporting-act.pdf 

For Israel: Credit Data Sharing Committee Interim Report pp.8-9 

  

 

http://www.consumer.ftc.gov/sites/default/files/articles/pdf/pdf-0111-fair-credit-reporting-act.pdf
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