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Chapter 3

Similar to leading central banks around the world, the Bank of Israel used a series of 
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a. Monetary policy measures adopted in 2020

1

to increase due to additional commitments that the Bank of Israel took on, such as 

1 

Over the course of 
2020, and particularly 

during the initial weeks 
of the pandemic, the 

Bank of Israel worked 
to maintain the proper 

functioning of the bond 
markets. On March 

15, the Bank of Israel 
purchased government 
bonds in the secondary 

time since 2009, in 
order to inject liquidity 

into these markets.
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2

2 

In 2020, the Bank 
of Israel markedly 
increased its 
interventions in the 
foreign exchange 
market, purchasing 
about $21.2 billion 
during the year due 
to the continued 
appreciation of the 
shekel in terms of 

exchange rate.
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b. The Bank of Israel’s intervention in the government and corporate bond 

markets

(1) The background to the Bank of Israel’s intervention in the government bond 

market during the year

3

6

3 

 Review of 

 

6 
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 shows, 

 

Price pressure by 

led to an increase 
in government bond 
yields in all ranges 
during March.
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(2) The Bank of Israel’s intervention in the government and corporate bond markets

The government bond 
market was in the 

crisis with an increase 
in yields in March 

2020. 
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13

10 

11 

12 
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(3 )An empirical examination of the impact of the Bank of Israel’s government bond 

purchases on their yields

 

16

,

 www boi org il en

 

Journal of Financial Economics
16 gressions were run for

 

 

 

When the Bank of 
Israel purchases 

NIS 100 million of 
nominal and indexed 

government bonds, 
it causes an average 

decline of 0.01 
percentage points in 
nominal yields, and 

of 0.014 percentage 
points in the indexed 

curve, respectively.
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21

22

20 

21 

22 
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23

23 

Following the Bank 
of Israel’s March 23 

announcement, yields 
declined by 0.25 

percentage points on 
average across the 

terms to maturity on 
the nominal curve.
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Yields declined by 
0.76 percentage points 
on average across 
the terms to maturity 
on the real curve 
following the Bank 
of Israel’s March 23 
announcement.
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c. The Bank of Israel’s intervention in the foreign exchange market

 

 

The Bank of Israel 
intervened in shekel-
dollar trading in 2020 

by purchasing a record 
amount of about $21.2 

billion (equal in value 
to the Bank of Israel’s 
total foreign currency 

interventions from 
2016 through 2019).
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26

 According to Bank of Israel data, 

30 

26 

 

 

 

30 

contributed to the 
trend of appreciation 

of the shekel in 2020, 
including Israel’s 

inclusion in the World 
Government Bond 

Index (WGBI) in April.
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31 

32

33

31 

32 

33  

great extent by the 
COVID-19 crisis.
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Average core inflation according to the three indices

SOURCE: Bank of Israel.

Figure 3.6

Core Inflation, December 2017–December 2020 (percent)

the year, and declined 
overall by 0.7 percent.
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 In 
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36

2. Energy and commodity prices

36 

 

Moderating activity and 
the decline in energy 
prices contributed to 
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 It should be noted that toward the 

3. The exchange rate

 

 

 

The appreciation of the 
shekel, which works 

to lower the prices of 
imported goods, has 

target range in recent 
years. 
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4. The housing market
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The COVID-19 crisis 
is one of the factors 
that moderated the 
increase in rents in 

2020. 
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Journal of Financial 

and Quantitative Analysis
 

Despite the declines 

projections to near-

forward expectations 

around the midpoint 
of the target range 
throughout the year, 
including at the peak of 
the crisis.
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d. The heterogenous impact of the COVID-19 crisis on prices

 

The COVID-19 crisis 

various goods and 

based on the extent 
of the impact on the 

providing them. 
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a. The monetary base
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b. The monetary aggregates
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0 1 2 1+2=3 4 5 3+4+5+6=7

Monetary 

base
a

Cash held 

by the 

public

Current 

accounts M1
b

Term 

deposits 

up to 3 

months

Term 

deposits 

up to one 

year SRO
c

M2
d

 2017 6.4% 6.5% 14.2% 12.6% -2.0% -2.8% 16.2% 8.4%

 2018 6.0% 6.6% 13.6% 12.2% -15.6% -4.3% 1.1% 2.0%

 2019 2.9% 1.8% 5.8% 5.1% -4.0% 33.2% 7.0% 6.3%

 2020 25.8% 23.3% 29.4% 28.3% 25.6% 12.3% 28.5% 26.2%

Jan-20 3.4% 2.1% 5.3% 4.7% -2.5% 30.1% 3.3% 5.2%

Feb-20 3.9% 2.4% 7.1% 6.2% -0.9% 28.0% 2.3% 6.0%

Mar-20 8.6% 3.9% 16.9% 14.4% -0.2% 22.9% 5.7% 10.5%

Apr-20 10.4% 5.9% 23.4% 20.1% 4.1% 11.7% 15.5% 15.4%

May-20 14.7% 9.9% 23.5% 21.0% 10.9% 12.4% 16.2% 17.3%

Jun-20 14.7% 11.3% 23.3% 21.1% 18.6% 11.1% 15.0% 18.2%

Jul-20 17.1% 13.4% 25.0% 22.8% 18.7% 13.4% 15.4% 19.4%

Aug-20 19.8% 18.0% 27.5% 25.7% 19.6% 11.5% 18.8% 21.6%

Sep-20 21.5% 19.2% 28.3% 26.6% 20.4% 14.6% 17.8% 22.2%

Oct-20 22.7% 19.7% 28.0% 26.5% 22.3% 16.1% 20.8% 23.4%

Nov-20 23.1% 22.4% 30.2% 28.8% 23.8% 16.5% 21.6% 24.9%

Dec-20 25.8% 23.3% 29.4% 28.3% 25.6% 12.3% 28.5% 26.2%

Rate of change in the monetary aggregates, 2017–20

Table 3.4

SOURCE: Bank of Israel.

(Average in December compared to average the previous December)
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Figure 2

Monthly and Annual Changes in the Consumer Price Index, Fixed Weights vs 

COVID-19 Weights (percent)
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Box 3.2: Quantitative Easing - Central Bank Intervention in the Government Bond Market
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Financial risks

Impact on market functioning
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