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Introduction
Exchange rate volatility causes uncertainty in 
export proceeds and increases cost of hedging for 

economies are narrow and foreign currency 

of economic development, countries very often 

rate movements measured in terms of annual 

currencies of nine countries have experienced more 

have depreciated, including seven such currencies, 
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which  experienced depreciation to the 

the history of random and erratic episodes 
of exchange rate volatility in the crisis 

While both large and sudden 
appreciation and depreciation of home 
currencies against major invoicing 
currencies are harmful for exporting 
nations for maintaining export 
competitiveness, depreciation adds 
another layer of anxiety in terms of 
servicing external debt. The repayment 
liability in terms of domestic currency 
units becomes higher as cost of buying 
one unit of foreign currency becomes 
higher for the depreciated currency 
compared with the  pre-depreciation 
level. The larger is the size of the 
depreciation, the larger would  be 
incremental debt servicing burden on 
the concerned economy. The severity 
of exchange rate-induced adjustments 
can  distort real sector activity if it 
persists. Traders generally resort to 
hedging to curb excess volatility in 
the exchange rate. In worst case, 
the central bank intervenes in the 
foreign exchange market to contain 
the magnitude of variations in the 
predictable band. Countries having 

do not prefer to intervene in the foreign 
exchange market so frequently unless 
the situation warrants it. In the recent 
years, trade in local currency is being 
viewed as an effective way of mitigating 
impact of exchange rate movements 
on exports and imports. Trade in local 
currency happens through a currency 
swap arrangement between any two 
countries or through a separate export 
promotion scheme.

Trends in Global Currency Use

and financial transactions, accounting 

years even though it continues to retain 
its status as the most preferred currency 

three advanced country currencies such 
as euro, yen and Australian dollar has 

share of euro and Japanese yen decreased 

share; most notably the Chinese currency, 
see 

The share of RMB almost doubled 
in three years with elevation of its 

peso. The rise in the share of RMB is 
attributed to increased trading against 

rupee (INR) experienced a steady rise 
in its market share in global foreign 

st
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cent and 15th

the rank of INR slipped marginally 
to 18, its market share increased to 

emerging market currencies, Brazilian 

their market share around 1 per cent 
of global foreign exchange turnover 

USD is still the major invoicing 
currency for trade transactions in many 
countries of the world. Many advanced 
countries invoice a large part of their 
exports in home currencies whereas 
the developing countries depend still 
on USD for trade invoicing. Exports 
denominated in home currencies 

the total exports in Germany, Italy, 

Italy and Netherlands, the share of 

other advanced countries, home 

per cent. With regard to international 
currencies, USD still considered for 
trade to a very great extent globally as 
the proportion of exports invoiced in 
USD has not drastically declined even 
for developed countries. 

USD-denominated exports is still 

Germany, Italy, United Kingdom and 

cent of its exports. In contrast, USD 
remains the vehicle currency for trade 
invoicing in the developing countries. 

cent of export transactions; marking 

Source: BIS (2016); Note: OTC = Over-The-Counter.

Figure 1: Currency Distribution of OTC Foreign Exchange Turnover (%)
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increase of 7.5 per cent over 1995 
(see
countries including Indonesia, South 
Korea and Thailand, the share of 

dominance of USD in global trade 
transactions. Interestingly, invoicing 
of exports in home currency has been 
rising in developing countries. South 
Korea and Thailand experienced 
dramatic elevation of their currencies 
in export invoicing. The share of home 

In nutshell, the recent trends in 
currency distribution in global trade 
and foreign exchange transactions 
indicate growing use of emerging 
market currencies, although the 
reserve currency status of USD still 
remains undisputed.

Rupee Trade Scheme by India
India has experimented limited form 
of trade in local currency through the 
rupee trade scheme with Nepal, Russia 

scheme was to provide an arrangement 
for settlement of payments relating to 
bilateral trade between India and these 

so that no discrimination will be made in 
respect of tax, including central excise, 
rebate and other benefits to exports 
merely on the basis of payment modality 

would be made effective from the date 
to be mutually agreed to, after which 

imports from India are normally paid for 
in Indian Rupees, since the currency is 

Table 1: Use of Home and Major Currencies for Export Invoicing (%)

Country
Home Currency USD Euro Yen
1995 2012 1995 2012 1995 2012 1995 2012

Germany
Italy
Netherlands

Japan
Australia
New Zealand
India
Indonesia
South Korea

Source: 
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fully convertible in Nepal except for some 

by the Government of Nepal; the imports 
of which are permitted on payment in hard 

imported from India and paid for in Indian 
currency is refunded to the Government 

be imported from India in convertible 

maintains a fixed exchange rate with 

Indian suppliers sell their products to 
Nepalese importers, Indian excise duty 
must be paid and should  be  included in 

excise duty varies widely from product 

in hard currency, the goods are exempted 

aimed to bring bilateral trade conducted 
in Indian rupee at par with trade in 
convertible currency, and was to  end 
the existing mechanism of duty refund 

control on the customs duty revenues on 
the imports of manufactured goods from 

more competitive in Nepal either for sale 

also be realized in Indian rupees, provided 

had started making payments in 
rupees to Indian exporters, India 

bill in Indian rupees through UCO 
Bank branch in Kolkata. The balance 

realized in Indian rupees against 
exports to Iran are permitted to avail 

par with export proceeds realize in 

payment arrangement was tried with 
Russia in the past. With experience 
of rupee trade with Nepal, Russia and 
Iran, it is imperative for India to assess 
the effectiveness of rupee trade facility 
as an instrument of South-South 

the parties. 

Trade  in Local  Currency  as 
I n s t r um e n t  of  S ou t h - S ou t h 
Cooperation
As the  payment in local currencies 
benefit both the parties in minimizing 
adverse impact  of  exchange rate 

deepen use of those currencies in global 

in the South can cooperate with one 

South Cooperation in smoothening these 
impacts and contributing to the larger 

1, 
there is some evidence that Indian rupee 

2 recommends 
that India should aim to target South 
Asian economies for rupee trade as 



22

India is the largest trade partner in the 
region and is in a strategic position to 

in Indian rupees with its neighbouring 

already in force in the form of currency 

provides a succinct analysis of the growing 
interest among the developing countries 

South cooperation, and the importance 
of such modalities of cooperation for 
promoting trade an dinvestment in the 

engagement in rupee trade with 

Japan, Korea, China, Canada, etc. 
India is talking with major trading 
partners, including Singapore and 
Japan, to accept payment in rupee 
for a part of their exports. The move 
may help in making Indian rupee 
more acceptable in the  international 
trade.
keen to extend this scheme to some 
oil-producing countries such as 

Venezuela, Qatar, Yemen and Saudi 

interest to initiate yuan-rupee trade, 
and India is hopeful that Japan too 
may show an interest in accepting 
rupee payments.
the government of India has also 

arrangements with a number of 

RBI also signed an MoU to consider 

a currency swap agreement with 

Emirates). The proposed agreement 
is aimed to further strengthen close 
economic relationship between India 

The above mentioned varieties 
of engagements between India and 
other developing countries (even 
developed countries) show willingness 
of countries to explore favourable 
means of mutual trade settlement. 
Since developing countries face the 
brunt of currency crises, rupee trade 
and similar types of schemes in local 
currency can be employed as an 
instrument of strengthening South-
South Cooperation.

Conclusion

currency and cost of commissions and 

essential imports including capital goods, 
which would affect industrialization and 

of exchange rate volatility in many 

the local currency is one of the many 

with Nepal, Russia and Iran has provided 
important lessons for designing such 
payment arrangements for smooth trade 

merits of trade in the local currency 
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and currency swap arrangements are 

trade in local currency can be an effective 

Cooperation among the developing 
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Endnotes
1

2 In 2013, as a combined initiative of 

of Commerce & Industry, the Indian 

draw a list of countries with which India 
could consider doing its trade in Rupees/

arrangements and their implication for 

studying the pros and cons of trading in 

possibility of currency swap agreements 

3

4 Government of India considers the 
proposal to provide a two year extension 

Currency Swap Agreement for SAARC 


