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India's aspiration to elevate the rupee into a global reserve currency is still in its early
phases. While the US dollar is projected to retain its supremacy in the international
monetary system in the foreseeable future, the rupee and other currencies are
anticipated to gain significant international prominence in the coming decades.
However, fully achieving the goal of elevating the INR as a global reserve currency will
require substantial reforms.
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Introduction

For decades, the US dollar has solidified its position as the world’s leading reserve
currency due to its wide acceptance in almost all international trade transactions.
However, due to sanctions and the rise of alternate reserve currencies, the US dollar’s
importance in world affairs is increasingly under threat. Fast-growing economies like
China, India and others are proactively tapping the benefits of trading in national

currencies.

Many countries have periodically considered the use of their national currencies
through a range of accords, such as currency swap agreements and bilateral trade
settlement agreements. China’s renminbi share in the global reserve currency rose
when the Chinese leadership institutionalised multinational financial infrastructure
to settle transactions in renminbi. China initiated a Cross-Border Interbank Payment
System (CIPS) in 2015, similar to the US Clearing House Interbank Payments System
(CHIPS).

India, with its burgeoning economic power, will be a pivotal actor in determining the
future of the global monetary system. China and Russia inking a bilateral agreement
in 2019 to promote their respective currencies is reflective of like-minded countries
coming together to determine economic linkages. On the other hand, multilateral
organisations such as BRICS are also questioning their reliance on the dollar. For
instance, one of the key issues being discussed at the 15t BRICS Summit at
Johannesburg is the need to trade in domestic currencies and exploring a common

currency for BRICS nations.

The Growing Trend

In the 19th century, Britain dominated international trade and investment, which led
to the creation of the pound sterling as the first global currency. After the Second
World War, the Bretton Woods agreement established a system of payments based
on the US dollar. This advancement was rendered feasible due to the robustness of
the US economy and its pivotal position in the realm of global trade. Ever since, it
has remained the widely used currency because of the highly developed and liquid
markets for USD-denominated financial instruments.

The rise of the Euro as a world reserve currency was exceptional, and it is the most
used reserve after the dollar. The Australian dollar's internationalisation was a
protracted evolutionary process. After many years of currency pegging, capital
controls were removed in 1983, and the currency was then allowed to float. Since

1983, the Australian dollar has been a recognised world currency.
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In Asia too, several attempts have been made to internationalise local currencies.
The Chinese yuan, Indian rupee, and Japanese yen are also used in international
trade. In response to the Global Financial Crisis, China launched the ambitious
‘Renminbi internationalisation’ project, which had the twin objectives of
internationalising its currency and implementing monetary reform on a larger scale.
For many years, China has worked hard to establish the yuan as a primary world
currency. According to the Bank for International Settlements (BIS) Triennial Survey,
the yuan represented over 7 per cent of worldwide transactions in 2022, making it
the fifth-most traded currency that year. !

Indian Rupee payments have long been accepted and exchanged in trade among
many foreign countries. For instance, the INR was widely used in Kuwait, Bahrain,
Iran, Qatar and the UAE in the 1960s.2 Within South Asia, Bangladesh, Nepal and
Bhutan have endorsed the Indian rupee as a means of financial settlement.

According to Currency Composition of Official Foreign Exchange Reserves (COFER)
data from the International Monetary Fund (IMF), the dollar held a 59.02 per cent
share of the world's foreign exchange reserves in the first quarter of 2023, followed
by the Euro (19.7), Yen (5.47), Pound Sterling (4.85), Renminbi (2.58), Canadian
dollar (2.43) and Australian dollar (1.98). India's share is trivial. 3

Share of foreign exchange reserves in the first quarter of
2023
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Source: International Monetary Fund’s Currency Composition of Official Foreign Exchange
Reserves (COFER) database.

1 “Foreign Exchange Turnover in April 2022, Asian Development Bank, 27 October 2022.

2Y.V. Reddy, “The Rupee as an International Currency”, The Indian Forum, 21 June 2023.

3 “Currency Composition of Official Foreign Exchange Reserves (COFER)”, IMF, 30 June
2023.
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It should be noted that China is the only rising economy that has consistently been
able to internationalise its currency while keeping controls on its capital account,
primarily through two mechanisms.4 One is by finalising currency swap agreements
between the People’s Bank of China and the central banks of 43 countries. These
agreements between two central banks to exchange currencies assure the markets
that there would not be an oversupply of the renminbi. In place of the dollar in
international trade, reports claim that Russia has accepted to trade in yuan. Reports
claim that Saudi Arabia is also considering selling its oil in yuan rather than dollars.
Two, China creates an offshore market for its domestic currency that allows foreign
entities to sell renminbi for dollars. More importantly, despite continuing to hold
capital control, China’s limited success in internationalising renminbi can be

attributed to its massive trade surplus in overseas trade.

Why now?

India has enjoyed relatively strong economic growth since it embarked on major
structural reforms and economic liberalisation in 1991. The average real GDP growth
during 1991-2019 was 6.6 per cent. India is the third-largest economy after the US
and China, accounting for around 7 per cent of global economic production
(measured in terms of purchasing power parity). Despite recent shocks caused by
COVID-19, the Russian—-Ukrainian conflict and the worldwide increase in interest
rates leading to an appreciation of the US dollar and widening of Current Account
Deficits (CAD) in developing economies, financial institutions around the world

continue to project India as the fastest-growing economy.

Economic Survey 2022-23 has a positive projection for FY24, with a growth potential
in the 6.0 to 6.8 per cent range. The Survey notes that “India recovered from the
pandemic quite quickly, and growth will be boosted in the upcoming year by strong
domestic demand and an increase in capital expenditure”.5 Likewise, Kristalina
Georgieva, Managing Director of IMF stated that India will alone account for 15 per
cent of the global growth in 2023, maintaining its status as a relative “bright spot”
in the global economy. Hence, this depicts India's fundamental economic resilience

and its capacity to re-energise the economy's growth sooner.

The survey importantly highlights how inflation and monetary tightening caused
bond yields to rise across nations and caused capital to move out of the majority of

global economies and into the historically safe-haven US market. As a result of this

4 Biswajit Dhar, “Perils of Trading Globally in Re”, The Hindu Business Line, 7 May 2023.

5 “Summary of the Economic Survey 2022-23”, Press Information Bureau, Ministry of
Finance, Government of India, 31 January 2023.
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sudden capital flight, the US dollar index rose 16.1 per cent against other

currencies.6
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Source: “Summary of the Economic Survey 2022-23”, Press Information Bureau, Ministry
of Finance, Government of India, 31 January 2023.

There are two reasons why India has taken the step to internationalise its currency
seriously. The strength of the US currency in the past year has posed a challenge for
many developing nations, including India. According to experts, this action might
improve India's trade with South Asian nations like Bangladesh and Sri Lanka, which
are also struggling with dollar shortages.” Two, trading in INR may boost India’s trade
with countries under global sanctions. In the aftermath of the Russian invasion of
Ukraine, Western nations implemented substantial trade sanctions against Russia.

In contrast, India proactively explored avenues to augment its acquisition of crude

6 Ibid.

7 Amit Bhandari, “South Asian Currencies in Crisis”, Gateway House, 24 May 2023.
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oil from Russia. As a result, Russia has now ascended to the position of India's
principal oil supplier, supplanting traditional stakeholders such as Iraq, Saudi
Arabia and the UAE.

With the implementation of the mechanism for rupee settlements in international
trade by the Reserve Bank of India (RBI) in July 2022, Indian importers can make
payments in rupee that will be transferred to a Special Rupee Vostro Accounts (SRVA)
of the respective bank of the destination country, and Indian exporters will be paid
from the balances in the designated Vostro accounts. The excess rupee balance in
the Vostro accounts can be used to manage export-import transactions and

payments for projects and investments.

Currently, Vostro accounts have been opened in Russia, Sri Lanka and Mauritius. A
rupee-dirham payment system with Saudi Arabia and the UAE is expected to be
started in August 2023. According to reports, more than 18 nations have expressed
interest in having their trade settlements in rupees, and talks are currently being

held with the central banks of Tajikistan, Cuba, Luxembourg and Sudan.

Reality Check: Boon or Bane?

Adding momentum to the ongoing debate, in March 2023, the Indian government
launched the Foreign Trade Policy (FTP). The FTP promises to increase the country’s
share in the global supply chain in exports by promoting Cross Border Trade in
Digital Economy and creating E-Commerce Export Hubs (ECEHs) across the
country.8 Most importantly, the policy enables rupee-based invoices for imports and
exports, and trade settlement using SRVA. The RBI made regulations permitting
banking arrangements for invoicing, payment and settlement of exports and imports
in INR.

The benefit of using the Indian rupee more frequently in overseas transactions would
be significant for the Indian economy, which is among the top five economies in the
world today. The Economic Survey of 2023 asserted that international trade in INR
would help in protecting it from volatility and reduce the cost of doing business.
Perhaps the greatest advantage would be that transactions made in INR would
reduce the risk of exchange rate fluctuations for Indian exporters and importers
while reducing the demand for the US dollar.? Internationalising the INR may also

assist in lowering domestic currency volatility and promote exports from India to

8 Urvi Tembey, “Inclusive India: The Foreign Trade Policy 2023”, Observer Research
Foundation, 14 April 2023.

9 “International Trade Settlement in Indian Rupees”, Reserve Bank of India, 1 December
2022.
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nations that are experiencing a forex shortage, as India's Current Account Deficit

has widened.10

Additionally, it would lessen the requirement to have foreign exchange reserves. It
would consequently reduce the economy's susceptibility to abrupt downturns and
changes in capital flow. There will be more opportunities to use the rupee in foreign
transactions as the Indian economy expands and its economic ties with other nations
strengthen. Finally, the bargaining power of Indian firms would increase as the
rupee's utilisation grows in importance, supporting the Indian economy and raising

India's standing and esteem abroad.

While the above-mentioned are some of the conscious efforts made by the Indian

government, it is equally important to examine the other side of the coin too.

One, the scale of the economy is crucial for internationalising the INR. Although the
Indian economy meets this requirement partially, it is still a trade deficit country. In
other words, India imports more goods than it exports. India’s share of global
commercial services exports was a mere 4.4 per cent in 2022.1! The low export
market share decreases the need for other nations to keep their currency. For the

same reason, Russia has been reluctant to conduct INR trade with India.!2

Two, elimination of all capital account restrictions is a sine qua non for the rupee to
become an international currency. The proposal for a roadmap for full convertibility
was initiated in 1997 with the formation of Committee on Capital Account
Convertibility (CAC) or Tarapore Committee by the RBI. The 1997 and 2006 Tarapore
Committee findings outlined a route with a few requirements to accomplish
convertibility. These include having a gross fiscal deficit of less than 3.5 per cent of
GDP, an inflation rate of 3 per cent to S per cent over three years, an equivalent per
capita income of developed nations, among others. These suggestions are relevant
even today. India has made economic progress but still needs to comply with these

requirements fully.

Three, compared to major economic blocs like the Euro Zone and China, which are
currently working to internationalise their currencies for decades, Subhash Chandra
Garg, former Finance and Economic Affairs Secretary, notes that India has a
considerably smaller economy. He argues that "Indian exports would end up getting

lesser US Dollars for the same amount of goods exported than the US Dollars the

10 “Summary of the Economic Survey 2022-23”, no. 5.

11 “Trade in Services for Development”, World Bank and World Trade Organisation, 3 July
2023.

12 “India’s Rupee Trade Plans with Russia has Likely Run into Trouble”, The Economic
Times, 14 February 2023.
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exporter would have got if it was denominated in the US Dollars."13 Therefore, he
emphasises that any effort to make the INR a global trade and settlement currency

at this juncture would be nothing short of a wild goose chase.14

Way Forward

For the rupee to become a significant global reserve currency, India must offer the
rest of the world sizable amounts of safe, readily available, and convertible assets
that could be used as collateral in financial markets. This would necessitate a
significant change in India's policy direction. Promoting rupee invoices with different
nations will be challenging in the current global environment of trade restrictions
and geopolitical rivalry. T. Rabi Sankar, the RBI Deputy Governor, has rightly pointed
out that if India wishes to become a significant economic power, these risks

associated with the internationalisation of INR are inevitable.

Regardless, the move by the Indian government and the RBI to encourage the use of
the INR for transactions in foreign trade is a significant milestone for India. It might
increase the value of the INR, improve the competitiveness of Indian exports, and
lessen India's reliance on the US currency. The truth is that the US dollar will
continue to be the dominant currency for the foreseeable future, but in a few decades,
it's possible that the US might gradually begin to share power with other currencies
too, including the INR.

13 Subhash Chandra Garg, “Promoting Foreign Trade in Indian Rupee is a Wild Goose
Chase”, Deccan Herald, 23 May 2023.

14 Tbid.
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