Intervention Policy at the Bol

The Past, the Present and the Future
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The historical background and the early
intervention programs

Current intervention policy
Rationale for Intervention
Sustainability of Intervention
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The Shekel on top of the |league

Currancyvy Parformare (2

1) Israeli Shekel
2) SWISS Franc
Total Currencies 3) Japanese Yen
Ranked 4) Euro
5) Danish Krone
6) Norwegian Krone
7) Swedish Krona
8) Singapore Dollar
9) Brazilian Real
10) Taiwanese Dollar
11) Australian Dollar
12) Canadian Dollar
13) New Zealand Dollar
14) Mexican Peso
-1.93 15) British Pound
-6.96 16) South Korean Won
-12.16 17) South African Rand




| nter vention starts
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US$25m . . .
per day Discretionary Intervention
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3-7/2008-T he Shekel appreciatesin tandem with Y
other currencies
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Currency Performers (%)

1) Brazilian Real
2) Australian Dollar
Total Currencies 3) South African Rand
Ranked 4) Mexican Peso
I5) Israeli Shekel

6) Norwegian Krone

7) Singapore Dollar

8) Euro

9) Danish Krone
10) Swedish Krona
11) Canadian Dollar
12) South Korean Won
13) Taiwanese Dollar
14) British Pound

15) Swiss Franc

16) New Zealand Dollar
17) Japanese Yen




| ncrease of | nter vention Amounts
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Stage 3:
Discretionary Intervention




Thecurrent FX Policy

the Bank of Israel will act in the foreign
exchange market in the event of unusual
movements in the exchange rate which are
Inconsistent with underlying economic
conditions, or when conditions in the foreign
exchange market are disorderly.”

Bol Press Release, 3 August 2009




Discretionary I ntervention
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Stage 3:
Discretionary Intervention




Rationalefor FX Intervention

Shekel appreciation pressures are stronger than can be explained by
solid economic fundamentals

Possible reasons for excessive appreciation pressures:
» Exceptionally easy monetary policies of our trading partners
» Overly optimistic expectations from discovery of gas

Strong appreciation pressures in a very open economy can cause
irreversible damage to the export sector

Domestic inflation well below government target (1-3%).

As part of its responsibility for monetary policy, with its goal of
supporting growth and employment, the Bol intervenes in the FX
market




Shekel Exchange Rate
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Shekel Fair Value-Not a Science
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Service Exportsgrow rapidly but Goods exports -
are hindered

Exports of Goods and Services (US$ million, sa)
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The Gas Program

Since May 2013 the Bol purchases foreign exchange in
order to offset the effect of natural gas production on
the exchange rate (Dutch Disease)

The Bol purchases foreign exchange in line with the
Banks’s assessment of the effect of the natural gas
production on the balance of payments

The Bank’s assessment of the impact and the
corresponding purchase amount 1s published annually

The program will be revisited when the wealth fund
starts operating
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Foreign

Exchange
Intervention

The Monetary Committee intends to
maintain the accommodative policy

[

as long as necessary in order to
entrench the inflation environment

within the target range.”

+ Discretionary Intervention
Gas Program

Discretionary
Intervention

Government Bond
Purchase Program

FX Reserves
Accumulation
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Foreign Exchange Reserves
Theamount increases but theratioto GDPisconstant ~ “~~

billion
120 _
110 1113

100

90 Reserves
80 ’

70

/
60 | WM ]

50 : : : :
40 Reserves/GDP Ratio
i (Right Scale)

30
20
10

0

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017




| Increase in Risk Profile
higher expected return vs sterilization costs

Yield on FX Reserves (after sterilization, excl FX effects)
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