
 

 

 

 

 

Internationalization of rupee 
 
Internationalization of rupee 
 

It is the process that involves increased use of the rupee in cross-border transactions. 
Currently, while the dollar accounts for 88% of international trade, Rupee accounts for less 
than 1.7% of global trade. 
 
Steps taken towards internationalization of the rupee. 
 
 Enabling external commercial borrowings in rupees– Example Masala Bonds. 
 Invoicing exports and imports in rupee 
 Rupee settlement of external trade–Rupee Payment Mechanism through vastro 

account. 
 Enabling domestic banks to operate in the offshore markets 
 Primary Dealers (PDs) have been allowed to operate in forex markets to improve market 

liquidity. 
 
Advantages of internationalization of Rupee 
 
 Savings on foreign exchange transactions for Indian residents 
 Reduced foreign exchange exposure for Indian corporate 
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 Reduction in dependence on foreign exchange reserves for balance of payment stability 
etc. 

 One of the important drivers for internationalization of a currency is the country’s 
share in global merchandise and commercial services trade. 

 India’s percentage share in the global trade is still on the lower side and it limits the 
pricing ability of domestic businesses in Indian Rupee. 

 Moreover, the share of Indian Rupee in the Global foreign exchange market turnover at 
present is also very low. 

 
Concerns  
 
 If a substantial portion of its trade is in rupee, non-residents would hold rupee balances 

in India which would be used to acquire Indian assets largely affected by external 
policies. 

 Reduction in forex reserves and the need for reserves would also reduce to the extent 
the trade deficit is funded in rupees. 

 Complex monetary policy transmission  as rupee supply-demand can be affected by 
external policies and conditions. For instance, a global risk-off phase could lead non-
residents to convert their rupee holdings and move out of India. 

 
 
 
DOLLAR- A GLOBAL CURRENCY 
 Eighty eight percent of the world’s trade takes place in dollars. The dollar as the 

currency of trade, store of value and central bank reserves all over the world offers 
many advantages to the US. 

 The study titled, “Internationalisation of Currency: The case of the Indian Rupee and 
the Chinese Renminbi" by RBI also said it is quite unlikely that the dollar will lose its 
predominance as the global reserve currency in the foreseeable future. 

 Reasons for the acceptance of dollar as global currency 
 According to the International Standards Organizations list, there are a total of 185 

currencies worldwide. However, most of these currencies are used within their own 
country. Thus, USA, being the biggest economy in the world, enjoys the most global 
acceptance. 

 80% of world trade takes place in dollars. About 39% of the world's loans are given in 
US dollars and 65% of dollar supply is used outside of the United States. 

 As per the rule of the IMF, each of the 189 member countries have to deposit a certain 
percentage of their quota in the US dollars, which ultimately increases the demand of 
the dollar internationally. 

 Foreign Exchange Reserves in central banks around the world account for 64% of the US 
dollar. 

 The value of US dollar doesn't fluctuate often. Thus, increasing dependency. 



 The US contributes the most in the treasures of the World Bank Group and the 
International Monetary Fund. 

 
 


