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Pre-election summer lull 

• On the economic front, the news is mainly coming from abroad, while fiscal policy remains 

on hold awaiting the formation of a new government. 

• Israel is benefiting from all sides – GDP has been strongly supported by robust sales of 

companies such as Nvidia, as well as by a sharp increase in defense production and 

exports. 

• The interest rate decision tomorrow is a close call – the tone coming from Jackson Hole 

does not support a rate cut, but on the other hand, the inflation data in Israel support one 

cut, and the window of opportunity for loosening may close in coming months. 

• We are forecasting inflation of 2.0% over the next 12 months. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

August 30, 2026 

Election polls and the last-minute registration of new 

political parties are currently dominating the local news, 

while on the economic front the news is mainly coming 

from abroad, with fiscal policy in Israel on hold awaiting the 

formation of a new government. Somewhat surprisingly, 

the domestic economy has become somewhat 

detached from the global economy, and this is 

particularly evident when listening to Warsh’s 

hawkish speech in Jackson Hole. Inflation in Israel is 

currently not a concern, and if anything, the question is 

whether to cut interest rates or not. The increase in natural 

gas prices in Europe is also not relevant to Israel and 

ironically, although the fiscal deficit will pose a challenge 

next year, currently Israel’s deficit (as a percentage of 

GDP) is roughly half that of the US. Even the weather in 

Israel was not unusual this summer compared with the 

heatwaves that hit Western Europe and the US this year. 

There are nevertheless some common features – growth 

has surprised on the upside despite high energy prices 

and high interest rates. The Governor of the Bank of Israel 

noted in an interview with Bloomberg last week that 

Israel’s GDP is only about 1% below the trend line for GDP 

growth prior to the outbreak of the war in 2023, and we 

would add that this gap could close over the coming 

quarters. Part of the narrowing of the gap is due to an 

exceptional surge in exports by Israeli companies that 

manufacture abroad, such as Nvidia’s Israeli subsidiary 

(Mellanox). Regarding Nvidia, the company reported this 

week that revenues have more than doubled over the past 

year, with revenues expected to increase by 70% by 2028. 

The revenues of its Israeli subsidiary also increased 

rapidly in the second quarter, up 18% compared with the 

previous quarter. The huge investments being made by 

technology companies, together with the geopolitical 

situation driving higher defense procurement globally and 

governments’ inability to reduce their fiscal deficits, are 

accelerating global growth. Here as well, Israel is 

benefiting from all sides – GDP has been strongly 

supported by robust sales of companies such as 

Nvidia, as well as by a sharp increase in defense 

production and exports. 



 

 
  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  

 

 

 

 

 

 

 

 

BOI Rate and CPI Forecast 

CPI BOI Rate 

0.8% Aug 2026 3.25% December 2026 

-0.3% Sep 2026 3.25% 12M Forecast 

2.0% 12M Forecast 3.25%   December 2027 

The labor market remains tight, although the 

unemployment rate rose slightly in July to 3.1% 

(seasonally adjusted), while the labor force 

participation rate also increased to 62.2%. The number 

of Israeli employees increased by approximately 0.9% 

over the past year. It should be noted that GDP also 

includes the activity of foreign workers, whose number 

increased by approximately 30,000 over the past year (the 

latest data, for May). If we included them, the number of 

employed people has increased by approximately 1.6%. 

The interest rate decision tomorrow is a close call – 

the tone coming from Jackson Hole does not support 

a rate cut, but on the other hand, the inflation data in 

Israel supports one cut, and the window of 

opportunity for loosening may close in coming 

months. In any case, markets are not pricing in a steady 

rate-cutting cycle, but rather stabilization of the policy rate 

following one more cut to 3.25%. Inflation expectations 

have remained stable at around 1.8% for the next two 

years. This figure appears low relative to wage growth in 

the economy and expectations that the new government 

will have to implement fiscal adjustments that could 

translate into higher prices. On the other hand, over the 

past year we have seen a significant moderation in the 

pace of price increases for various services, despite 

wages continuing to rise at a very rapid pace of around 

7%. If this gap mainly reflects an increase in labor 

productivity, it could justify inflation expectations remaining 

below 2% over the longer term. Otherwise, we would 

expect inflation expectations to be above 2%. We are 

forecasting inflation of 2.0% over the next 12 months. 

mailbox.economics-dept@poalim.co.il   

 

GDP is approaching the pre-war trend level 
GDP, 100=Q4/2018 

Source: CBS  
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