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BANK OF ISRAEL
Office of the Spokesperson and Economic Information

May 13, 2019
Press Release

Israel’s foreign currency market in the first quarter of 2019

Beginning with this notice, a section that presents the activity of the main activity sectors in the foreign currency market will also be included.

1. The Exchange Rate
Strengthening of the shekel against the dollar, in parallel with a mixed trend of the dollar worldwide.
During the course of the first quarter, the shekel strengthened by approximately 3.1 percent against the dollar, and by 5 percent against the euro. 
Against the currencies of Israel's main trading partners, in terms of the nominal effective exchange rate of the shekel (i.e., the trade-weighted average shekel exchange rate against those currencies), the shekel strengthened by about 3.5 percent.
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Worldwide, the US dollar traded mixed against most major currencies in the first quarter. The dollar strengthened by approximately 2 percent against the euro, by 0.9 percent against the Japanese yen, and by 1.1 percent against the Swiss franc. In contrast, the dollar weakened by 1.9 percent against the British pound.
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2. Exchange Rate Volatility
A decline in actual volatility of the exchange rate, and stability in implied volatility. 
The standard deviation of changes in the shekel/dollar exchange rate, which represents its actual volatility, declined by about 0.3 percentage points in the first quarter, to 5.1 percent at the end of March. 
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The average level of implied volatility in over the counter shekel/dollar options remained stable in the first quarter, and was 7.4 percent at the end of March. 
The implied volatility in foreign exchange options in emerging markets declined in the first quarter to 9.5 percent, compared with 10.8 percent at the end of the previous quarter. The implied volatility in foreign exchange options in developed markets decreased to 7.5 percent at the end of the first quarter, compared with 8.1 percent at the end of the previous quarter (Figure 4).
The implied volatility in foreign exchange options trading is an indication of expected exchange rate volatility.
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3. The Activity of the Main Sectors in the Foreign Currency Market[footnoteRef:1] [1:  The main sectors presented do not make up the entire market—for additional information, see the section on “The data system on activity of the shekel/foreign currency market” in Statistical Bulletin, 2018 (in Hebrew):
https://www.boi.org.il/he/NewsAndPublications/RegularPublications/Documents/MabatStat2018/full.pdf
] 

An estimate of the activity of the main sectors in the foreign currency market in the first quarter of 2019 indicates that during the course of the quarter, institutional investors shifted to net sales of foreign currency, totaling $3.4 billion, compared with net purchases of foreign currency of approximately $4.7 billion in the preceding quarter.
Foreign currency sales by nonresidents totaled approximately $2.4 billion in the first quarter, similar to their conduct in the previous quarter.
In contrast, during the quarter, the real sector purchased foreign currency at a net $5.6 billion, as opposed to net foreign currency sales of $0.8 billion in the previous quarter.
The Bank of Israel has not intervened in foreign currency trading since January 2019.
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4. The Volume of Trade[footnoteRef:2] in the Foreign Currency Market—tables and figures [2:  Volumes of trade only vis-à-vis the domestic banking system.] 

Nonresidents' share of total trading (spot and forward transactions, options and swaps) increased by about 2.7 percentage points to about 39.4 percent at the end of the first quarter. The increase was a result of higher volume of activity by nonresidents in options transactions.
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Figure 2: Rate of change of exchange rates of various currencies against
the dollar* Q12019
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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.
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Figure 5: Net purchases (+) of foreign currency, by the main sectors
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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 111,964 314,514 1,283 37,058 464,819

 Daily average (61 days) 1,835 5,156 21 608 7,620

Nonresidents 42,479 125,886 801 14,077 183,243

 of which Foreign financial institutions 41,683 125,133 801 14,039 181,656

Residents 69,485 188,628 482 22,981 281,576

 of which Real sector 24,056 21,678 294 7,198 53,226

                 Financial sector 13,498 105,183 15 1,219 119,915

                 Institutions (incl. insurance companies) 9,563 36,008 0 8,760 54,331

                 Individuals and provident funds 242 166 0 14 422

                Other

4

13,695 11,133 75 1,298 26,201

                Domestic banks

5

8,431 14,460 98 4,492 27,481

Total 120,988 332,778 401 23,299 477,466

 Daily average (63 days) 1,920 5,282 6 370 7,579

Nonresidents 39,481 128,478 265 6,891 175,115

 of which Foreign financial institutions 38,662 127,634 265 6,815 173,376

Residents 81,507 204,300 136 16,408 302,351

 of which Real sector 22,032 18,152 50 7,752 47,986

                 Financial sector 21,524 111,342 0 1,266 134,132

                 Institutions (incl. insurance companies) 11,462 40,433 1 4,375 56,271

                 Individuals and provident funds 405 92 0 18 515

                Other

4

16,406 9,181 72 1,088 26,747

                Domestic banks

5

9,678 25,100 13 1,909 36,700

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.

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 

2019 (Not 

final)

Fourth 

quarter 

2018
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Figure 1: Index of NIS/$ exchange rate, and the nominal effective exchange

rate*
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* Calculated as the average shekel exchange rate against 26 currencies (representing 32 countries)
weighted according to the volume of trade with those countries.





