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Abstract

This article presents a regression analysis of some of the factors that influenced the

value of the Israeli shekel from 1999 to 2008. The regression results show that changes

in domestic expectations for peace in Israel had a significant effect on the value of the

shekel. These results combined with a review of the political and economic

developments in 2002 suggest that the exchange rate crises in the Israeli foreign

currency market in the second quarter of 2002 was due to a decrease in expectations

for peace and that the exchange rate stabilized in the end of the quarter due an

increase in expectations for peace in Israel in the end of June.
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An earlier version of this article was presented at the 2nd annual EuroMed conference,

Salerno, Italy, October 2009. I thank Evangelos Tsoukatos and Efraim Karsh for their

helpful comments.
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