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BANK OF ISRAEL
Office of the Spokesperson and Economic Information

May 8, 2024
Press Release:

Israel’s foreign currency market in the first quarter of 2024


1. The Exchange Rate

Mixed trend of the shekel alongside strengthening of the US dollar worldwide.

[bookmark: _GoBack]During the course of the first quarter, the shekel traded mixed. The shekel strengthened against the US dollar by approximately 1.5 percent and weakened against the euro by about 0.8 percent.  In addition, the shekel weakened by 0.6 percent against the currencies of Israel's main trading partners, in terms of the nominal effective exchange rate (i.e., the trade-weighted average shekel exchange rate against those currencies). 

In parallel, the US dollar strengthened against most major currencies (Figure 2) during the quarter—by approximately 2.3 percent against the euro, by about 6.9 percent against the Japanese yen, and by about 0.8 percent against the British pound. 

[image: ]









[image: ]

2. Exchange Rate Volatility

An increase in actual volatility and a decline in implied volatility 

The standard deviation of changes in the shekel/dollar exchange rate, which represents its actual volatility, increased during the quarter, to an average level of 10.3 percent.

The average implied volatility in over-the-counter shekel/dollar options, an indication of expected exchange rate volatility, declined by approximately 0.4 percentage points, to about 10.1 percent by the end of the quarter.   

For comparison, the average level of implied volatility in foreign exchange options in emerging markets was 9.7 percent at the end of the quarter, a decline of 1.4 percentage points from its level at the end of the previous quarter. The average level of implied volatility in advanced-economy markets was 7.1 percent during the quarter, a decline of about 0.6 percentage points from the previous quarter (Figure 4). 
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3. The Activity of the Main Segments in the Foreign Exchange Market[footnoteRef:1] [1:  The main segments presented do not make up the entire market—for additional information, see the section on “The Database of Foreign Exchange Market Activity” in the Bank of Israel's "Statistical Bulletin" for 2018:
https://boi.org.il/en/communication-and-publications/regular-publications/statistical-publications/statistical-bulletin-2018/] 


An estimate of the activity of the main segments in the foreign exchange market indicates that during the course of the first quarter, institutional investors (pension funds, provident funds, and insurance companies) sold a net of about $5.3 billion, the business sector purchased a net of about $2 billion, and nonresidents purchased a net of about $0.6 billion. 
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4. Trading Volume in the Foreign Currency Market—Tables and Figures

Trading volume vis-à-vis the domestic banking system[footnoteRef:2] [2:  From the beginning of 2020, the data do not include branches of foreign banks in Israel.] 


The average daily trading volume declined by about 4.3 percent during the quarter to $10.1 billion, mainly due to a decline in the daily trading volume in options.

Nonresidents' share of total trading volume vis-à-vis the domestic banking system (spot and forward transactions, options, and swaps) decreased by about 5.3 percentage points to about 41.3 percent at the end of the first quarter. 
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Estimated total trading volume[footnoteRef:3]—domestic banking system and foreign reporting entities [3:  Total trading volume is an estimate of total activity in transactions against the shekel, based on reports by the domestic banking system and by foreign reporting entities.] 


The estimated total activity in transactions against the shekel reflected in reports from the domestic banking system and foreign reporting entities indicates that nonresidents’ relative share of trading volume in spot and forward transactions (excluding swaps and options) was 81.5 percent in the first quarter. Trade between nonresidents constituted 70.9 percent of the volume, which had a daily average of about $10.1 billion.
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Figure 2: Rate of change of exchange rates of various currencies against the dollar*|
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Source: Israel - Based on processing of reports to the Bank Of Israel.
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Figure 4: International comparison of implied volatility of shekel/dollar options
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Figure 5: Estimated Net purchases (+) of foregin currency, by main sectors
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Figure 6: Estimated Cumulative net purchases (+) of foreign currency, by the main sectors
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Figure 7: Nonresidents' share of total trading volume
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Conversions 

(1)   Swaps

1

 (2)

 Cross 

Currency 

swap

2

 (3)  Options

3

 (4)

Total volume of 

trade 

(1)+(2)+(3)+(4)

Total

173,432 421,178 1,374 18,385 614,368

 of which Foreign financial institutions

2,843 6,905 23 301 10,072

Nonresidents

53,789 194,246 941 5,562 254,538

 of which Foreign financial institutions

53,068 194,197 941 5,562 253,767

Residents

119,643 226,932 433 12,823 359,831

 of which Real sector

39,301 24,015 132 6,402 69,849

                 Financial sector

37,333 108,375 0 813 146,521

                 Institutions (incl. insurance companies)

21,867 78,893 156 2,880 103,796

                 Individuals

2,669 222 0 123 3,015

                Other4

722 49 0 0 770

                Domestic banks5

9,780 11,391 146 1,712 23,029

Total

180,407 437,838 1,607 21,991 641,843

 of which Foreign financial institutions

2,957 7,178 26 361 10,522

Nonresidents

58,549 240,538 579 7,555 307,220

 of which Foreign financial institutions

57,805 240,467 579 7,555 306,405

Residents

121,858 197,299 1,028 14,437 334,623

 of which Real sector

42,231 24,952 143 6,390 73,716

                 Financial sector

34,806 86,110 10 833 121,759

                 Institutions (incl. insurance companies)

20,778 74,098 660 3,620 99,156

                 Individuals

3,109 499 0 159 3,768

                Other4

744 71 0 0 815

                Domestic banks5

12,661 8,802 116 2,660 24,239

4

 Including other entities such as portfolio managers, nonprofit organizations, national institutions, and those not included elsewhere.

5

 Total interbank trade, divided by 2

Forex transactions with domestic banks, by instruments and derivatives ($ million)

 First

 quarter 2024

)Not final(

Four 

quarter 2023

1

  Only one leg of the swap, i.e., the nominal value of the transaction (in accordance with the BIS definition) 

2

 The exchanged founds through Cross Currency Swap transactions considered for the volume, as one leg only in cases where the two legs offset each other.

3

 The national value, that includes purchases and sales of put and call options.


image10.emf
Trade between 

nonresidents

Trade between a 

nonresident and 

a resident

1

Trade between 

the domestic 

banking system 

and residents

Total volume ($ 

million)

Daily average ($ 

million)

Trading volume 

in spot and 

forward 

transactions

70.90% 10.60% 18.50% 614,335 10,071

Trading volume 

in swap and 

options 

transactions

47.60% 24.40% 27.90% 923,254 15,135

Trading volume 

in spot and 

forward 

transactions

70.40% 11.80% 17.80% 603,062 9,886

Trading volume 

in swap and 

options 

49.50% 28.40% 22.00% 1,081,257 17,726

Relative share of total trading volume

2024-Q1

(Tentative figure)



2023-Q4

1

 Trade between a nonresident and a resident includes: (a) reports by foreign reporting entities regarding transactions with 

residents; and (b) reports by domestic banks regarding transactions with nonresidents.
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Figure 1

Source: Israel - Based on processing of reports to the Bank Of Israel.
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