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A decomposition of the ILS/USD exchange rate into global component
and a local component

Ben Z. Schreiber

Abstract

This paper offers a methodology to decompotiiegchanges in the ILS/USD exchange
rate into a global-exogenous component and a lesadiual one. This decomposition is of
interest to monetary policymakers, exchange ralieywoakers, and for financial stability.
The decomposition methodology, which is appropriateexchange rates of small open
economies versus the US dollar, is implementetflisigaper on the mean and the variance
of the quarterly changes of the ILS/USD, on the deced Interest rate Parity (UIP) and
Purchasing Power Parity (PPP), and on Dornbush6jl8vershooting model. Each of
these parities/models is examined with and withthg global component and its
significance is testedsing severalstatisticalmethods(OLS, GARCH(1,1)-M, and Co-
integration equations).

It is found that during the sampled period983 — 11/2009, the global component was
positive and significant in all parities/models aoontributed 20 to 30 percent of the
changes in ILS/USD exchange rate changes. Thigfisemt and persistent result points on
the importance of including a global component ¥ iodels and parities of small open
economies. The fact that a global component is tethiin the current FX parities and
models may partially explain their relatively lovgmsificant level as they do not consider
the behavior of the US dollar against the globatencies.
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/1993 - 11/2009 A= 7\3pwsr qpwa PPP-y UIP nyyopws By a7 2im avharhan myauns nyswsn

Bsyy = a+ Biig + Boiysar + Yoo, + @SUD + &

anw wan avnw
T-Stat (coef) oTpn  T-Stat  (coef) nTym
-0.89 -0.02  -0.85 -0.01
0.85 0.00 1.10 021
021 013  -0.06 -0.02
1.12 0.18 0.98 0.15
0.07 001  -0.00 -0.00
-1.71 030 -1.82 -0.31
-0.02 -0.01
2.02 2.01
- 0.0001

anw wan avnw
T-Stat (coef) oTpn  T-Stat  (coef) nTym
0.03 0.00 021 0.00
0.79 0.00 0.63 0.13
-0.52 032 -051 -0.23
2.94 0.23 325 0.24
-2.81 014  -2.85 -0.14
1.93 0.30 1.82 0.28
1.18 0.19 1.19 0.19
2,71 046  -2.79 -0.45
0.18 0.19
2.13 2.08

T-Stat

T-Stat

Bsyy = @+ Biig + Boiusai T &

awnn 12 2w 6

(coef) nTpn T-Stat (coef) nTpn

-0.80 -0.01 -0.62 -0.01
1.56 0.22 1.61 0.20
-0.29 -0.10 041 -0.13
0.96 0.13 0.92 0.12
0.10 0.01 0.01 0.00
-2.10 -0.32 -2.07 -0.32
0.01 0.01

1.99 1.99

awnn 12 2w 6

(coef) nTpn T-Stat (coef) nTpn

0.00 0.00 0.17 0.00
0.94 0.14 1.01 0.14
-0.46 -0.16 -0.60 -0.20
3.23 0.21 3.27 0.22
-2.78 -0.12 -2.78 -0.12
1.72 0.24 1.67 0.23
1.15 0.17 1.07 0.16
-2.98 -0.44 -2.94 -0.43
0.19 0.19

2.04 2.04

:UIP -h ni'rpw n'ma X

N10'01 N'0M 1K

awn 3
T-Stat  (coef) nTpn D101 DINYN
-0.60 -0.01 a
1.51 0.20 B,
043 -0.14 B,
0.83 0.11 AR(1)
0.12 0.02 AR(2)
-2.01 -0.31 AR(3)
0.01 Adj. R?
1.99 D.W.

- Wald (B;=18,=-1)

:0"a0nn DINWNA il 2o nYIDA Ao L2.X

ownn 3
T-Stat  (coef) nTpn D'1110N DINYN
0.27 0.00 a
1.03 0.14 By
-0.76 -0.25 B,
333 0.22 "
-2.81 -0.12 AR(1)
1.61 0.22 AR(2)
1.13 0.17 AR(3)
-2.93 -0.43 ¢
0.19 Adj. R?
2.04 D.W.

- Wald (B; =1, B, =-1)

A¥791N NIFTRNI a1 21 N7 oA 3.

Bsyy=0+BE(TO)+B,E(Tysa ) HYCo  +@SUDTE;

2172 211 n'7700 AroNan 2.2
B4 =0+ B TeHBoTsa HYCo HOSUDHE,

PPP -h ni7pw n'ma a2

n'o'oa n'oNan .1a
Bsyy =0+ BTy + BoTysar t &

T-Stat  (coef) nTm T-Stat (coef) nTpn T-Stat  (coef) nTn D200 DINYN
0.94 0.03 131 0.02 0.49 0.01 a
0.16 0.00 0.62 0.07 0.99 0.10 By
-0.83 -0.01 -1.29 -0.71 -0.58 -0.35 B,
3.39 0.24 334 0.22 y
-3.00 -0.14 -3.34 -0.14 0.66 0.10 AR(1)
1.82 0.28 131 0.19 0.06 0.01 AR(2)
1.10 0.18 1.07 0.16 -1.75 -0.27 AR(3)
-2.75 -0.45 -2.63 -0.38 ¢
0.20 021 -0.01 Adj.R?
2.08 2.05 1.93 D.W.
- - - Wald (B; =1, B,=-1)
OoLS PPP ulP -
B2 B1 o Ce A(Stn
1 B, 1 By PPP UIP
2009 1 Sub

B> 1By <>

AR

Wald -




4 m»

GARCH-M nvoaa - a\spws apwa PPP-y UIP nimipws 52 mawem nming by a7 i avvbarhan myawan nyswn

:GARCH(1,1)-M -2 UIP - ni'pw nrma X
As,y = ptyo + B+ Blys + €,

n'0'oa a'oM L1.X
2 _ 2 2
oy =ty o+ o

20w wan anmw wnn 12 wnn 6 wnn 3
Z-Stat  (coef)nTpn  Z-Stat  (coef) nTm Z-Stat (coef) DT Z-Stat (coef) nTpn  Z-Stat  (coef) oTpn n7nin nXIwN - D00 DINWN
-4.45 -1.54 -4.26 -3.69 -4.60 -4.03 -5.81 -2.35 -5.16 -2.28 X
2.51 0.04 397 0.11 4.90 0.14 4.89 0.09 4.66 0.07 u
-2.36 -0.00 6.13 0.27 2.97 0.17 243 0.15 0.88 0.07 Bl
2.84 0.67 -0.23 -0.04 -0.07 -0.01 -1.39 -0.31 0.14 0.03 B2
NNIY NXIYN - D11201 DINYN
6.59 0.00 29.31 0.00 14.63 0.00 8.49 0.00 7.39 0.00 Og
3.56 0.26 4.05 0.31 3.07 0.26 3.66 0.35 3.67 0.28 0y
-27.31 -0.94 -18.76 -0.77 -14.91 -0.84 -10.11 078 -1241 -0.79 B
-3.11 -3.24 -3.35 -3.34 -3.33 SIC
1.85 1.82 2.03 2.10 2.08 D.W.

A%l it +ﬂi‘ +ﬂzius¢,\ +éiG! +¢~S.Ib|—c} D1'20N0 DINWNA 72172 211 N77DA Aro L2.X
OKZ =%+0‘1££1+:B' 051 +0Q

o wnn v wnn 12 2wn 6 ownn 3
Z-Stat  (coef) nTpm  Z-Stat (coef) nTym Z-Stat (coef) nTjm Z-Stat (coef) pTpn  Z-Stat  (coef) nTpn n7MIN nXNWN - D200 DANWN
-0.39 -0.27 -2.41 -2.22 -0.61 -0.73 -0.27 -0.27 0.04 0.10 X
-0.17 -0.01 2.55 0.09 0.54 0.02 0.27 0.01 0.02 0.00 v}
1.61 0.00 -0.50 -0.08 1.59 0.19 161 0.19 0.93 0.14 p1
0.21 -0.10 -0.13 -0.05 -0.84 -0.25 -0.92 -0.31 -1.22 -0.30 B2
313 0.19 3.40 0.19 321 0.20 2.42 0.20 2.00 0.19 o1
-4.50 -0.13 -5.60 -0.15 -4.42 -0.10 -4.21 -0.12 -0.27 -0.11 ¢
NNIY NXIYN - DN120N DINYN
1.50 0.00 0.86 0.00 0.71 0.00 1.01 0.00  294.02 0.00 0o
-0.93 -0.11 -1.27 -0.08 0.27 0.03 -0.40 -0.02 -0.30 -0.06 oy
1.08 0.52 17.81 1.00 1.05 0.59 0.22 0.18 1.03 0.24 B
-5.46 -0.004 -3.83 -0.003 -0.94 -0.001 -3.02 -0.004 -0.56 -0.004 &
2,74 -3.00 -3.16 -3.07 -3.21 SIC
2.06 2.04 2.07 1.96 2.02 D.W.

GARCH(1,1)-M -2 PPP - niTpw n'ma .2

Y9N NITNNI "721%2 201 N7 20 L3 i a1 nYInn Ao .2a n'o'oa a'o .1a
A =gt yo + P+ Poltys + 6, 8S, =10, + B+ Potysy +5Cs, +fBUDKg, A = p+yq +BER)+ BE(mysy) + 6Cs, +dBuUbrg
ol=a,+ 0‘15[2,1 +8-0l, of =ay+opE” + -0ty +0Cy, =y tag’ +f 0+ G,
T-Stat  (coef) nTm T-Stat (coef) DT T-Stat  (coef) oTpn nnin NXIwN - D000 DINWN
0.89 112 0.92 157 -3.42 -0.73 X
-0.08 -0.00 -0.51 -0.03 313 0.04 1]
1.10 0.00 1.46 0.12 0.81 0.05 Bl
-1.50 -0.01 -1.57 -0.90 -1.69 -0.48 B2
2.80 0.28 291 0.31 a1
-3.18 -0.19 -5.83 -0.16 ¢
NNIY NXIYN - D'20Nn D'INYUN
10,772 0.00 9.62 0.00 3.88 0.00 11}
0.62 0.12 0.59 0.06 3.90 0.63 [\
1.45 0.27 0.71 0.16 -3.86 -0.40 B
-5.47 -0.004 -6.38 -0.004 )
-3.01 -3.21 -3.26 SIC
1.76 1.90 1.76 D.W.
;<=>70 @ * (- 0 [AAAT 0 /BCA! ( *
( ( .& ( T, 1 DEF

w6 . (. & FFEHH ( 0.4 I




5n%

(Unrestricted Cointegrating coefficients

) DexI'R K7 B - AYNA0R-IEA T n¥Aon 1K

N(st) l(%)) N(p*.) (i) n(i*.) Rl(%)) 02N NRIIYA
-17.74 1.70 -2.56 -39.45 -38.77 7.44 By
-10.87 5.18 -7.86 5.88 -30.29 2.64 B,
-0.95 -2.98 4.67 65.05 20.32 0.61 By
5.66 -0.88 1.38 19.18 7.13 -3.68 Ba
7.15 -3.35 5.98 94.70 -78.49 -3.03 Bs
15.15 -2.68 -3.62 -18.55 24.20 -2.84 Be
(Unrestricted adjustment parameters ) o*xi'x X77 o - "nXNAD MTpN N¥ION 2.
a; a, a; o, as o DINYN ''YUA
0.012 0.012 0.000 0.002 -0.004 0.002 As
0.004 -0.003 0.004 -0.001 0.001 0.000 Apy
-0.001 -0.000 0.002 -0.002 0.000 0.001 Ap*,
0.003 -0.003 0.000 0.000 -0.001 0.001 Qi
0.001 -0.000 -0.001 -0.000 0.001 0.001 A,
-0.009 0.002 0.009 0.014 0.002 0.004 Ag,
DX K77 n'nn (o) -1 B'y) RtA0R-IED RRIwn 3.
M(se1) n(p.1) N(p*.1) M(ie1) M(*.4) M(9:1)
1 -0.10 0.14 2.22 2.19 -0.42 B'1 = A"¥M0IR-I7N 'NTEN
(0.05316) (0.1139) (1.20552)  (0.96468) (0.03568) n'vIMvon niyvn - (S.E.)
A(st) Ap.) Ap*.) Aic.) Ai*q) A9
-0.21 -0.08 0.02 -0.05 -0.01 0.16 o'y = NKNAD 'NTEN
(0.0816) (0.03155) (0.01783) (0.02256)  (0.01483) (0.12911) n'01TLVON NIYLA - (S.E.)
L 4| $%
(st N(p.y) N(p*.1) M(ic.1) N(i*.) M(9:.1) i = ¥ :UIP -a nivpw .1
1 0.45 -0.68 -0.77 0.77 -0.58 4.53 NNX WOIN NT (xz) yiama'njnan
0.03 YI7'Rn n'1ap' nnanoa
(s n(p.1) M(p*.1) R [(%)] n(*.) M(9:.1) Sy = Pr- P :PPP -anirpw .22
1 0.42 -0.58 2.68 2.56 -0.64 3.09 NNX woIN NAT (1) Y12 *n nan
0.08 YI7'R0 n'1ap' nnanoa
M(st1) M(Pea) N(p*a) (i) N(i*.) M(9a) = SEpep* :UIP +PPP it 3
1 0.39 -0.61 -0.79 0.79 -0.56 4.54 YoIN NIAT 'Y (xz) Y2 'n jmn
0.10 Yi7'xn n'ap'1 nnanon
M(se) N(p..) N(p*.1) M(ie) M(*.q) M(9:1) 0:=0 miynwn &7 a0 anin 4
1 -1.02 1.50 -1.60 2.15 6.26 NNX WOIN NT (xz) yiama'njnan
0.01 YI7'Rn n'1ap' nnanoa
2008 1 Sub
PPP 1991 | Sp B'Spp=1
0 ! PPP 0.03 uIP 0 uip

UPP  PPP




