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The Israeli Experience

Inflation and Inflation Targets
Interest Rates
Expectations

Useful iBackground MusicoO



The Rate of Inflation
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Inflation Rate* and the Inflation Target
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Inflation Expectations Indicators:
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Bank of Israel Interest Rate

In Nominal and Expected Real Terms
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Expected real interest rate = Effective Bank of Israel interest rate adjusted for inflation expectations

Date: December 2001 5



Change in the Annual CPI
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Period of High Inflation
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* Israel: January 1991 - November 1994

** pased on expectations
Date: July 2000 7
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Period of Disinflation*

Inflation
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* Average disinflation period is about 4 years; In Israel 12/94-6/99

** pased on expectations
Date: July 2000 8
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Period of Low Inflation
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Useful Background Music

A Solid Fiscal System

A Functioning Foreign-Exchange Market

A Flexible Exchange-Rate Regime

Available Instruments of Monetary Policy

Central-Bank Independence (Legal & Factual)

A strong Banking System

A
A

—unctioning Capital Market

~lexible Economic System (Goods,

Services and Labor Markets)



Global Central Banks Challenges

Interest Rates

Central Bank Balance Sheets:
. Size
II. Composition

Guidance



Central Bank Policy Interest Rate
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