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Dancing to Trump's tune 

• A week of tension surrounding the timing of a potential U.S. strike on Iran ended with yet another 

postponement and a further round of negotiations. Israeli markets have largely become indifferent to 

these developments, with only limited fluctuation in the exchange rate and in the sovereign risk premium 

reflected by government bonds. 

• The economy witnessed a strong rebound in second-quarter growth. 

• Volatility in fuel prices continues to impact short-term inflation expectations. The CPI in August is 

expected to increase by a relatively high 0.9% m/m, followed by a modest downward correction in 

September. 

• The recent rise in global bond yields bypassed Israel last week. 

• The current policy rate remains within the Bank of Israel's comfort zone. This does not necessarily mean 

that policy rates will remain on hold, but significant policy reductions appear unlikely. 

 

 

 

 

 

 

 

 

  

 

 

 

 

 

 

 

 

August 02, 2026 

A week of heightened tension over the timing of a 

possible U.S. military strike on Iran concluded with 

another delay and an additional round of negotiations. 

Israeli financial markets have become largely 

desensitized to these developments, with only modest 

fluctuations in the exchange rate and in the sovereign risk 

premium reflected in government bond yields. Oil prices, 

however, remain volatile and continue to influence inflation 

expectations as well as short-term interest rate pricing. 

The economy witnessed a strong rebound in second-

quarter growth. Credit card purchases increased by a robust 

6.1% on a quarterly average basis, merchandise exports rose 

19.5% in U.S. dollar terms, while imports expanded by 12.1%. 

Much of this rapid growth reflects continued gains in labor 

productivity, although it is still contributing to strong wage 

pressure in the labor market. 

Fuel prices increased at the beginning of the month, 

surpassing NIS 8 per liter, an increase of 8.2%. This increase 

reflects higher crude oil prices, wider refining margins, and the 

depreciation of the shekel against the U.S. dollar. Assuming 

tanker traffic through the Strait of Hormuz resumes, fuel prices 

are likely to decline again in September. The pronounced 

volatility in fuel prices is having a meaningful impact on 

short-term inflation expectations. The August CPI is 

expected to increase by approximately 0.9% m/m, 

followed by a modest decline in September, assuming 

fuel prices decline. Volatility itself is also likely contributing 

to inflation by increasing uncertainty. For example, global 

shipping costs tend to rise in order to price in the risk 

associated with fluctuations in fuel costs. We maintain our 

inflation forecast of 2% over the coming year, assuming the 

government raises indirect taxes or regulated service prices, 

Credit card purchases spike in the second quarter 
Credit card purchases index, S.A, December 2022=100, 

Source: CBS 

 

 



  

 

 

 

 

 

 

 

 

 

 

  

 

 

 

 

BOI Rate and CPI Forecast 

CPI BOI Rate 

0.2% July 2026 3.25% December 2026 

0.9% Aug 2026 3.25% 12M Forecast 

2.0% 12M Forecast 3.25%   December 2027 

such as public transportation fares, at the beginning of next 

year. Market-implied inflation derived from the derivatives 

market stands at approximately 1.7% over the next 12 

months. This rate could decline further if oil prices indeed 

move lower. 

The recent rise in global bond yields bypassed Israel last 

week. Long-term yields continued to climb internationally, with 

the U.S. 10-year Treasury yield reaching 4.74%, while Israel's 

10-year government bond yield edged slightly lower to 3.9%. 

As a result, Israeli long-term yields are currently almost 90 

basis points below the U.S. benchmark. This widening gap 

appears to reflect the sharp increase in energy prices, which 

has a greater impact on the U.S. economy than on Israel, as 

well as the substantial financing needs associated with the 

U.S. fiscal deficit. 

The current policy rate remains within the Bank of Israel's 

comfort zone. Based on prevailing inflation expectations, the 

policy rate is slightly above 1.5% in real terms. At present, 

there is little evidence that the current level of policy rates is 

weighing on economic activity other than the dampening effect 

on the housing market. This does not necessarily mean that 

policy rates will remain on hold, but significant policy 

reductions appear unlikely. Markets are currently pricing in 

one 25-basis-point rate cut by year-end, a reasonable 

scenario if fuel prices resume their decline. As the election 

period approaches, political uncertainty is likely to become an 

additional consideration, and it would not be surprising if the 

Bank of Israel prefers to wait until the post-election 

environment becomes clearer before making further policy 

rate changes. 

 

Higher global bond yields bypass Israel last week 
10-year government bond yields (local currency), 

Source: Bloomberg, Terminal  
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