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Abstract 
 

This paper constitutes a first step in the study of the financial stability aspect of the 

liquidity of financial markets in Israel. High liquidity of financial markets is an essential 

requisite for the ability to withstand shocks, and it has therefore become an important 

avenue of research into financial stability throughout the world. The paper offers a 

systematic presentation of the various measures of market liquidity and the many 

indicators generally used in the literature to quantify them, and follows up by applying 

them to the markets in Israel––first only to the one-year makam
1
 market, and then to all the 

financial markets together, as required by the systemic approach to financial stability. 

The findings of this study indicate a significant and continuous improvement in the 

liquidity and resilience of the makam market and all Israel’s financial markets over the last 

ten years. This improvement is reflected by various indices: by the increase in turnover 

and in turnover rate, by the contraction of the bid-ask spread, and by the improvement in 

the indices of the markets’ depth and flexibility. Various statistical tests support the 

continued use of various indices to analyze liquidity, because failure to use some of them 

results in information loss. The improved liquidity in Israel’s markets is the outcome of the 

combination of many reforms introduced in the area of financial activity. 

The findings of the study also indicate the existence of a systemic element in determining 

the level of liquidity in Israel’s financial markets, so that from the financial stability aspect 

further research is required in order to identify the factors that are likely to have an adverse 

effect on the liquidity of the financial markets overall. 

                                                 
1 Makam––short-term bills issued by the Bank of Israel for purposes of monetary management. 
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