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Summary of Monetary Committee Discussion on M anagement of the Foreign

Exchange Reserves and Committee Decisions of May 8, 2012

1. Quarterly reportage to the Monetary Committee about management of the
reserves (first quarter of 2012)
Per decision of the Monetary Committee, represmetaof the Market Operations
Department reported to the Committee about the geanant of the reserves in the
first quarter of 2012. The level of the reservés, teturn on the portfolio, and the
main exposures of the portfolio to currency, praneg credit risks were presented.

2. Quarterly reportage to the Minister of Finance about management of the
reserves (first quarter of 2012)
Background
In accordance with Section 40(c) of the Bank ohé$ Law and the Memorandum
of Understanding between the Bank of Israel and Mhaister of Finance,
representatives of the Market Operations Departnpeesented the Committee
with the quarterly report on foreign exchange resenanagement for presentation
to the Minister of Finance.

Decision of the Monetary Committee
The Committee approved the report.

3. Request for revision of the strategic currency composition

Background

The maximum deviation of the strategic compositdrcurrencies relative to the
numeraire composition was set (at 10%) by the Maoyge€ommittee, which also
determines the currency composition of this deoratiUnder the division of
powers that the Committee approved, any changehéncomposition of this
deviation—upward or downward relative to the nurirerasmust be approved by
the Committee. The Head of the Finance Divisioreagmg on behalf of the
Market Operations Department, asked the Commitiegivie the Department the
discretion to revise the deviation of the strategamposition relative to the
numeraire in cases where the Department wishesdiace positions relative to the
numeraire, thereby mitigating volatility. The Cortiee acceded to the
Department’s requestthe Department will immediately report to the Mtarg
Committee of any reduction in position. It was madear that any (resumed)



increase in volatility relative to the numeraireedorequire the Committee’s
approval.

Decision of the Monetary Committee

The Monetary Committee confirmed that the Markeefations Department may
revise the strategic composition of currenciesdgucing volatility relative to the
numeraire without obtaining the Committee’s prigpeoval, provided it apprise
the Committee of the change as soon as it is made.

The Committee approved the request by majoritg. vOhe member voted against.

Rationale for the approval: the Committee memibeigeved that as long as the
change is made in the direction of convergence rvlae numeraire, approval
should not be needed. Since the numeraire refibetsneutral composition of
currencies, if the Market Operations Departmentnted correct to reduce the
exposure to currencies that are not included in thmeraire, the Committee
should be apprised of this but there is no neeustio for the Committee’s approval
because the time factor is important here. The Citteenmembers believed that
this one-way flexibility should be allowed.

Dissenting view: Since it is the Committee thapraped the strategic composition
of currencies, the Committee is responsible fa tdomposition and should have to
approve any change in it—even in the direction ofvwergence toward the
numeraire (narrowing of positions). This is becawsen reversion to the

numeraire—not only an increase in volatility relatito the numeraire—may
aggravate risk today. The Committee chose the egfiatcomposition that

represents the risk that the Committee is intedestdaking, and it should not be
taken as a given that narrowing of positions is @wmnmittee's preference. The
right thing to do, the dissenter maintains, is tespnt to the Committee, for its
approval, with any proposal that would change theell and composition of the
deviation of the strategic composition relativelte numeraire.

Decision adopted on May 8, 2012.
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