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The Effect of Fiscal and Monetary Policies, and the Global Economy on Israeli

Government Bonds' Real Yields — A Reexamination After a Decade

Adi Brender and Sigal Ribon

Abstract
This study examines the effect of fiscal and monetary policy, as well as domestic and global
economic activity, on real yields of government bonds in Israel between 2001 and 2013. We
find an effect of fiscal policy on the yields which is larger in longer maturities, and that the
fiscal policy variable affecting the yields is the expected debt to GDP ratio rather than the
deficit. Monetary policy is found to have a dominant effect on the determination of short-
yields but also a statistically significant, although small, effect on the long ones. The global
financial environment, represented by the real yields on US government bonds, affects the
domestic yields on all maturities. Our estimation method, which allows non-linear effects of
the variables, indicates that the effects of the public debt and the global financial environment
intensified during the sample period. Decomposing the change in the yields over the sample
period we find that monetary policy had a dominant role in the decline of the short and
medium term yields in the middle of the previous decade, while the decline in the public debt
ratio explains much of the decline in the long-term yields. It was also found that the global
financial environment significantly affected the yield changes in all maturities throughout the
sample period. Our findings qualitatively match those in Ber, Brender and Ribon (2004) but
reflect an enhancement of the effects of the public debt and the global environment on the
yields in Israel and a shift of the representation of fiscal policy from the deficit to the debt

ratio.
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2001—1991 -1 ©ININ 2D YAPHNNY MNRHNN OY ANNYN .6

2y MIVINNM NOPDAN NPITNN DY NYawnn NX N2 Ber, Brender and Ribon (2004)
SV NOIWN YTHN ON T2 OV .2001-1991 DNWA NPNOVNNN N7IND DY NPONIN MINIWNN
PNONN DTNNA ONNWNY — DT XD TR — DINIT DNINWN 1YIIY NPINDD MINNVA

9P TPHRNN OTIPN IPNNN NPTV NAPNA XY DMIPNNN MY P MO0 DTINN
YNONN IPNNA DTPHRRND NMPN 1N ,2001-1 NNMNON NTHRD NNPM DOYYNN NNVI
NN NI NPORNT NYRIN IPNNI MHNDY NMPNN .2013-1 NH1NDMI 2001-2 NYNNN
NP AN 4%-D AV VIV ONTIN ONYWNN NYINA L NPINOIN MNXIWNN DY DY
NYYTIN AN 80%-d DY NINIADY TY ,NNPNN NDONNL POV ,INND NN IMYNYN
MIMAND ,TID GO .5%-2D TY MONIN NN DY MDY NOPNN 2172 NIIRND NIV
DY .0PD DIWYPNNI DININNDID TIND DMV 1PN NOONIN NDIDIY PIVPI YIRIWIN PYNN
DYPNYM DYNMIPNN DOOIIN DXPNYN P MINNOVPNX DY 19T INY NN NN W
MINKY NPNONOV ,NPYANI NMNNIND WA ON NP MO DY NI DY D) , 07NNV
,ToN ARYIND DN MMNNANNN P2 DXNND DX DY DPNVN P2 DIWPD DX PPNV
— DIVMNN VI — NPPTNA NPNOWN AMINNANNT AN MIYND NN NPTHN D)
MIDIYN FDINAN NAWNNT NN NN NODD PNONN DITHI NIPMN NMPNN DYV NVPIN
,DMN0YN DXPNYI MMNNINDN N1NAN N dXMIYRIVYN DN INNN NY 1awN ;2008-1 Y19V
DRIV OIY NOVPNN NPITHN DY INYAVN NINN 1M ORI MY

VY 1PIVINNT NPOTNI IOPDIAN NPITHOY RSN dNONN IPNNY 2004-H IpNna
ONNWNN OO .OMYN DNNVY NPNOWNND NVIRD DY NPONIN MNIVNND DY Nyavn
NYIIN TYN SNIWNNN PIVIIN PN DTIPN IPNNL MOPDIN NPITHN NN WINY DMIIINN
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=297 WD YTYY N2 MDWN ONMD PRY NVYN TIIRD 71D NN D TN .NPNIN NN
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2NN ON 199 .NINN PN DIONN) AW XIN WHN NVID NXIN IUNRIY ,7PON 98 NNV ¥ M
MINWNN XIN — YPNYN ITNNN VI NN AT TR NPPTHN NNIND DX GPYNN DI — INND
AN NN INYIVNIY

NPNN N5 HNIY P32 71X NMIX MIXMNY 19D — MIVNNND NPTNRN DY NNYOUN
DNV MNIWNN DY DNYOYN NN ,IND NINAIN NMPNA O DM NIND — INVIPNY
NPT N ONVYN DXNNLVY MNIWND NPYTIA D ONIYHOYN MY RO 7NN DMYN
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NY PaAY Y9 LYY GN NNT LINY DOIN DYPOIND NPPNYN MNIWNN DY — VP DN D)
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MY MM
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(16 91R) MNYN 12WNN YPI
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SV NN NIPWN N NIRNIN 2D 19N . MNIWNN DY (MNNNN ND1N) NANN NIYINN DY NYIVN
DIPNI DMIXN TYND O D THY NN :2009-) ,2003-2002 ,1997 DMV PONINN NDNN
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2mY
9.2013—1.2001 *HINIY? P2 129D ANNYN

3 2 1
0.22 0.15 (0.06) 7N
(-0.02)  (-0.01) -.02 MNPN 2 SY N9, 00927 2 YHNN ,ININD W
NMPN HY M9 ,MYY MINDIND NPINN P2 YN
0.34 0.34 0.31 ! mxbmlxn T
0.10 0.08 271982 NIV THYNNN NN DY YSHINHNNN MHYVDN
0.03 (NP NPINY NDNN) NANN YNOVNNN IVIVIN NOVD
: TR DWVWTIN 12 ,y3001710
954 .969 988 92 HNIY P12 7N
986 985 983 R?
288 291 .308 RMSE

.D»INDA DNXINN YN LYNY ,MNY 5% H¥ NP2 DIPNAIN DIITPNN 9 *

3mY
*SUR mysnna mAanmy AN, n5unn 1ya) 0y ,9.2013-1.2001 MmNV

R10 R5 R3 R1
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SV P92 ,0OWTIN 6 ¥ YINN , IXINI NPYN
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146 221 315 (-.048) MINYN * NNIRNNN NNPNY ,27NINA
Vakty

7 7 7 7 Gamma
2010m12 2009m6 2009m6  2003m7 Threshold Time
I¥INY ON2OINHWNNN NN

046 .027 015 (.004) DOWTINND 6-D YSINN PONINIVIN
YSINNNN OO ,0ONIN
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