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Abstract

This paper reviews the development of the Israeli Foreign Currency market since the
currency liberalization in October 1977. Until 1990 the Bank of Israel determined the
exchange rate, satisfied the excess demand and absorbed the excess supply of foreign
currency at this rate. In May 1990 the system of multilateral trading was introduced, and
in July 1994 the market moved to two-sided continuous trading .

This study explores the effects: of (a) changes in the trading system; (b)
introduction of the currency option market and; (c) changes in the of Bank of Israel
intervention policy in the FX trade on the market performance. I find that the shift to a
less-centralized market systems system reduced exchange rate volatility. In addition,
day-of-the-week effects were found in daily exchange rate variance and Bid-Ask
spreads.



