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Main points

Provide legal and actual (new) indices of
pank independence.

Use this method to analyze the impact and
desirability of CB independence following
the Israeli case.

_egal Independence: An index of 16
iIndicators taken from the CB legal charter
(law) — including main adjustments.




Main points (cont.)

« Actual Independence index: An index that
IS based on the same rational as Legal
with items related to independence In:
monetary policy (OMO, capital controls,
etc.); Lending to the Gov't; Objectives.

e Actual index includes formal legal
changes, MOU and behavior.

e Main difficulty: Actual is more subjective
iIndex than the Legal.



Table 2: Over time evolution of the actual independence of the Bank of Israel

Year AVAW (actual) ™ Year AVAW-Actual o
LVAW (legal) LVAW (legal)

Pre 1985 013 0.39 1904 051 0.46
Post 1085 -Average  0.52 0.46 1905 035 0.46
106 0.50 0.46 1906 0.52 0.46
1987 0.4 0.46 1997 057 0.46
1988 0.39 0.46 1908 0.64 0.46
1989 0.32 0.46 1900 064 0.46
1990 0.39 0.46 2000 0.6 0.46
1991 0.4 0.46 2001 0.66 0.46
1992 0.43 0.46 2002 0.6 0.46

1993 0.46 0.46 2003 0.64 0.46



Figure 1; The inflation target, actual inflation and expected inflation
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Figure 2:

NIS exchange rate against the currency basket
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Table A4: The behawvior

Date

G711 989
o7i1989
08/1989
Qas1989
10,1989
1171289
12/1989
01/1990
02/1990
03/1990
0471 990
051990
06/1930
a7/M1e90
Q81290
o9/ 1990
TOM1990
111990
121990
o1/1991
o2/1991
031991
451991
051991
D5/199 1
71991
o8/M1991
o9/1991
1TOM1991
11/1991
12/1991
o1/1992
o2/M1992
o3MM1e92
O4/1992
o05/M1952
o5/ 1992
oFi1a9z2
os3/1992
o9/ 1992
11992
11/1992
12/1992
01/1993
021993
O3/1993
O/ 1993
O5/1993

Bank of Israel

nmnominal rate of

interest

10.92
11.2

1029
13.3

165.85
15.86
16.51
18.2

128.98
18.16
15.87
145

14.38
15.19
15.02
16 .54
15.89
15.11
T4 41
15.2

14.85

14

1319
13.65
13 T3
13.88
14.53
1508
21.85
2415
19.43
15.85
13.75
11,74
11. 79
11. 76
11.5
11.89
11.73
11.63
11.7

10.94
10. 84
11.51
12.79
12.89
12.69
12.99

i

exante real rate o he Bank of Israel since mid 1989

Inflation
expectations
(for the next

12 months)
1214
13.86

1o.24
17 .51
17 .37
1T5.15
15.72
12.88
14.83
14 G5
15.95
1E5.20
16.85
1TE5.23
1T6.76
1510
1214
9.54
10.31
10.59
11.40
1T0.73
8732
8.34
.89
.68
8.40
9. TE
11.20
8.85
.66
2.68
9. 35

Bank of
Israel real
rate of

interest
-1.09
-2.34
-3.52
-0 A5
B X =
0.36
-1.45

5.33
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Date

06/1993
07 19903
081993
09,1993
10,1993
111993
12,1993
01,1994
021994
031994
0451994
0571994
0641994
O7/1994
81994
09/ 1994
1001994
111994
12/1994
01/1995
02/1995
03/1995
04,1995
05/1995
061995
o7 1995
08/1995
o9f1995
101995
141995
121995
o1/ 1T996
Q21996
Q31996
04/19965
05/1996
06/ 996
o7/ 1995
o8/1996
Q910996
1071995
1171996
1241996
o1/1997
021997
03,1997
02/ 1997
OS5/ 1997

Bank of
Israel
norminal
rate of
interest
12.76
11.85
10.18
9.45
Q.48
Q75
10.24
11.049
11.1
111
11.1
11.54
12.19
12.81
13.32
15.07
168.73
158.78
18.47
18.51
18.31
17F.23
15.82
15.02
14.49
T4 A
14 221
1418
14 .80
15.26
15.19
14,70
145,04
1505
15.24
15.01
1701
18.58
17.69
1711
18581
15 44
1636
15 82
15.22
14 .95
14 95
14,99

Inflation
expectations
{for the next

12 months)
5.68
847
V.S
v.59
8.683
j= e

Q9.76
1067

.59

9.75
10.13
10.58
1075
11.78
1282
12.84
11.55
11.06
11.66
11.62
10.70

9 .30
9.69
10.08
o972
9.20

Bank of
Israel
real rate
of
interest
375
312
2. .24
1.73
.78
.05
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Comments

1. Actual vs. Legal: Many of the actual

changes are legal and these should be
separated: Example.

2. Suggestion: Add (or provide a third) to the

Legal the actual legal changes and
MOU’s.

3. Important actual change is the personality
In charge: B, F, K and S. Add personality
component to the Actual.



Comments (cont.)

« Capital Controls and Monetary Policy:
The last action - In 1.1.2005 the tax on
capital gains from Israeli and non-Israeli
stocks are equalized. July 11, 2006 — 5%
of liquid assets are abroad.

 How these facts expected to affect
monetary policy in July 13 — as war
erupted?

e Economic Advisor: formal channel of
communication.
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