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BANK OF ISRAEL
Office of the Spokesperson and Economic Information

August 5, 2024
Press Release:

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


1. The Exchange Rate

A weakening of the shekel alongside strengthening of the US dollar worldwide.

During the course of the second quarter, the shekel weakened by 2.1 percent against the US dollar, and by 1 percent against the euro.  In addition, the shekel weakened by 1.3 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 main currencies (Figure 2) during the quarter—by approximately 6.4 percent against the Japanese yen and by 1.1 percent against the euro.  It weakened by about 1.9 percent against the Australian dollar. 





2. Exchange Rate Volatility

An increase in actual volatility

The standard deviation of changes in the shekel/dollar exchange rate, which represents its actual volatility, increased by 1.2 percentage points during the quarter, to an average level of 11.5 percent.

The average implied volatility in over-the-counter shekel/dollar options, an indication of expected exchange rate volatility, remained unchanged during the quarter, at an average level of about 10.1 percent.   

For comparison, the average level of implied volatility in foreign exchange options in emerging markets was 9.8 percent at the end of the quarter, an increase of 0.1 percentage points from its level at the end of the previous quarter. The average level of implied volatility in advanced-economy markets was 6.9 percent during the quarter, a decline of about 0.2 percentage points from the previous quarter (Figure 4). 












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 second quarter, institutional investors (pension funds, provident funds, and insurance companies) made net foreign currency sales of about $0.5 billion, and the business sector made net sales of about $2.5 billion. The financial sector made net purchases of about $1.4 billion, and nonresidents made net purchases of about $0.4 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 increased by about 5.3 percent during the quarter to $10.9 billion, mainly due to an increase in the daily trading volume in swaps.

Nonresidents' share of total trading volume vis-à-vis the domestic banking system (spot and forward transactions, options, and swaps) increased by about 3.9 percentage points to about 45.1 percent at the end of the second quarter. 







[image: ]

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 as 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 about 81 percent in the second quarter. Trade between nonresidents constituted about 71 percent of the volume, which had a daily average of about $10.3 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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Emerging markets: Chile, Hungary, Mexico, the Philippines, Poland, Singapore, South Africa, South Korea, Thailand and Turkey.
Advanced economies: Australia, Canada, the eurozone, Japan, UK, Switzerland.
Source: Israel - Based on processing of reports to the Bank Of Israel. rest of the countries - Based on processing of bloomberg
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Figure 6: 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

172,878 446,475 1,628 22,817 643,799

 of which Foreign financial institutions

2,930 7,567 28 387 10,912

Nonresidents

56,265 225,919 639 8,479 291,302

 of which Foreign financial institutions

55,671 225,919 639 8,479 290,708

Residents

116,613 220,556 989 14,338 352,497

 of which Real sector

34,264 17,609 207 5,336 57,417

                 Financial sector

37,946 85,432 29 438 123,844

                 Institutions (incl. insurance companies)

22,212 86,298 415 6,024 114,949

                 Individuals

4,575 562 0 119 5,256

                Other4

594 0 0 0 594

                Domestic banks5

8,287 16,174 96 2,049 26,605

Total

169,938 439,058 2,967 20,055 632,018

 of which Foreign financial institutions

2,786 7,198 49 329 10,361

Nonresidents

52,245 183,037 1,777 7,600 244,659

 of which Foreign financial institutions

51,787 183,017 1,777 7,600 244,181

Residents

117,693 256,021 1,190 12,456 387,359

 of which Real sector

34,822 17,050 65 5,735 57,672

                 Financial sector

37,632 100,595 16 486 138,728

                 Institutions (incl. insurance companies)

23,425 105,132 534 3,913 133,005

                 Individuals

4,124 223 0 120 4,467

                Other4

458 20 0 0 478

                Domestic banks5

8,869 15,113 100 1,620 25,702

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)

 Second

 quarter 2024

)Not final(

First 

quarter 2024

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.
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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

70.60% 10.70% 18.70% 608,620 10,316

Trading volume 

in swap and 

options 

transactions

47.60% 24.50% 27.80% 921,442 15,618

Trading volume 

in spot and 

forward 

transactions

71.50% 11.10% 17.40% 646,390 10,597

Trading volume 

in swap and 

options 

46.90% 29.50% 23.60% 954,999 15,656

Relative share of total trading volume

2024-Q2

(Tentative figure)



2024-Q1

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.

* Calculated as the average shekel exchange rate against 21

T T T
o o o
o © ~
=

«001.=5102/L0/1L0





