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Abstract 

The study is based on a qualitative analysis of how currency derivatives influence economic 

development in India. Currency derivatives such as forwards, futures, options, and swaps enable 

economic agents to manage exchange rate risks. The study also explores how these financial 

instruments affect macroeconomic stability, trade growth, capital inflows, and industrial performance. 

The development of India's currency derivatives market has contributed significantly for improving 

financial efficiency, trade competitiveness, and investment confidence, while also posing certain 

regulatory and speculative challenges. 

 
Keywords: Currency derivatives, economic development, exchange rate risk, financial efficiency, trade 

competitiveness 

 

Introduction 

Currency derivatives play an important role in India's economic growth by helping 

businesses deal with risks from foreign exchange rates, making markets more efficient and 

liquid, and helping the country connect more with the global economy. These tools are useful 

for managing risks, letting businesses protect their profits from changes in currency values, 

and staying competitive in international trade. Also, the derivatives market helps in figuring 

out accurate prices and using resources more effectively through higher trading activity and 

quicker sharing of information. 

Currency derivatives are key instruments used to hedge against exchange rate fluctuations in 

the foreign exchange market. In India, their importance has grown substantially since the 

introduction of currency futures in 2008 and the expansion of the derivatives market 

regulated by the Reserve Bank of India (RBI) and the Securities and Exchange Board of 

India (SEBI). As the Indian economy continues to integrate with global financial systems, 

currency derivatives have emerged as vital tools that promote stability, enable risk 

management, and support long-term economic development. This helps keep their income 

and profits steady, which is important for long-term planning and staying competitive in the 

global market. The growth of the currency derivatives market has improved the efficiency 

and liquidity of financial markets by bringing in more traders, lowering the cost of 

transactions, and making information move faster. This leads to more stable prices and better 

use of resources. By offering a way to manage foreign exchange risks, currency derivatives 

have helped make the Indian economy more connected to the global economy. This is shown 

by the strong increase in trading volumes in the Indian derivatives market since it started. 

The derivatives market is important for figuring out the right prices. The prices of currency 

futures and options help determine the current and future value of exchange rates. This 

reflects market information and helps make the foreign exchange market more efficient. By 

reducing the uncertainty in cash flows, currency derivatives help companies keep investing 

in growth opportunities that might be lost due to unstable future earnings. 

 

Literature Review 

Existing research suggests that well-regulated derivatives markets enhance economic 

development by mitigating currency risks and improving capital allocation. According to BIS 

and ISDA reports, the availability of derivative products supports cross-border trade and 

investment by reducing uncertainty in cash flows. In the Indian context, studies have found  
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 that firms using currency hedging instruments face lower 

financial volatility and higher export competitiveness. 

However, unregulated speculation can lead to excessive 

volatility and potential systemic risks, highlighting the need 

for balanced oversight. 

1. The Reserve Bank of India, along with SEBI, is planning 

to extend the time when people can trade currency futures to 

7:30 pm every day for three currency pairs: euro-dollar, 

pound-dollar, and yen-dollar. Some market experts think 

this change could make the market more active. The RBI 

believes that more trading hours will allow traders to adjust 

their positions and follow market changes throughout the 

day. Currently, futures markets close at 5 pm, so they miss 

out on important global events that happen later in the day, 

like US job reports or decisions from the European Central 

Bank. These events often influence currency prices. In 

India, the currency futures market is not very active, so the 

authorities are trying to improve it. According to the NSE, 

the daily trading volume in currency futures was INR 

17,860 crore in FY16, up from INR 12,705 crore in FY15. 

Regulators are also discussing the rate at which profits in 

foreign currencies are converted into rupees. Some investors 

want to extend trading hours for all currency pairs, including 

the INR-USD, up to 9:30 pm, similar to the commodities 

market. Many businesses use offshore non-deliverable 

forwards (NDFs), which are open all day, giving them more 

flexibility. The RBI has already allowed exchanges like 

NSE and BSE to offer cross-currency futures and options 

contracts in three pairs, but they haven’t started yet because 

they are waiting for final approval. 

2. Researchers looked into how prices and volatility move 

between spot and futures prices for four currency pairs: 

USD/INR, EURO/INR, GBP/INR, and JPY/INR, as well as 

between futures prices from MCX-SX and NSE. 

They found that there is a long-term link between spot and 

futures prices, and between futures markets themselves. In 

the short term, futures prices seem to influence spot prices. 

Volatility moves from futures to spot in the short run, but 

from spot to futures in the long run. MCX-SX is more 

influential in volatility movements than NSE. The study 

shows that the futures market plays a key role in how prices 

are determined and how volatility spreads in the Indian 

currency market. The futures market seems to take in new 

information faster than the spot market. This suggests that 

policymakers in emerging markets like India should focus 

on building better institutions, financial systems, and 

regulatory rules. This could help currency markets be more 

liquid and efficient. 

3. Another study looked at whether calendar anomalies, like 

the day of the week or January effect, still happen in the 

Indian currency market. 

They found that returns from Monday to Wednesday are 

higher than on Thursday and Friday, which have negative 

returns. Also, returns during January are higher than the rest 

of the year. Before the financial crisis, all currencies showed 

strong day of the week and January effects, but after the 

crisis, these effects became weaker. The researchers believe 

this is due to more intervention by the RBI in the forex 

market after the crisis. These findings have important 

implications for traders and investors. They suggest that 

traders might not be able to make more money by timing 

their trades based on these effects, meaning that the 

currency markets have become more efficient over time. 

These findings align with what is seen in developed 

markets. They can help practitioners make better financial 

decisions. 

4. With the start of the International Monetary Fund, the 

forex market has become a unique service sector. It's a 

market where awareness can drive economic activity. Since 

the beginning of this market, the USD has been the main 

unit for international trade and payments, and it still holds 

about 87% of the global forex market. In the past, 

businesses in India used to engage in forex trade through the 

silk route, exporting carpets to Arabian countries or spices 

to Europe. But a formal forex market started in 1973 when 

India introduced the Foreign Exchange Regulation Act 

(FERA). Even after 40 years, India's share in the global 

forex market is not significant. The researchers examine the 

dynamics of the Indian forex market in this paper. They also 

explore ways to promote Indian rupee-based exports to 

make this market more active. However, they face 

challenges because there is a lack of reliable data on the 

global forex market. 

5. Researchers looked at how the introduction of currency 

derivatives, like futures, has affected the volatility of the 

euro exchange rate. They used daily exchange rate data for 

the euro in terms of INR from April 2005 to March 2015. 

To analyze trends and volatility, they used tests like the Unit 

Root Test and the ARCH LM test. They also used the 

GARCH (1,1) model to study how volatility is affected. 

Their findings suggest that the introduction of currency 

futures has not decreased the volatility in the foreign 

exchange market in India 

 

Methodology of the Study 

The study is based on secondary data collected from the 

Reserve Bank of India (RBI), the Bank for International 

Settlements (BIS), SEBI reports, and published academic 

journals between 2015 and 2025. The study uses descriptive 

and interpretive methods to analyze trends in currency 

derivative usage, policy changes, and their impact on trade, 

investment, and GDP growth. Comparative analysis is 

employed to relate India’s experience with other emerging 

economies in Asia. 

 

Data Analysis and Interpretation 

The Indian currency derivatives market has witnessed 

consistent growth over the past decade. Increased 

participation from exporters, importers, and institutional 

investors has improved market liquidity. Derivatives help 

firms stabilize revenues in periods of exchange rate 

volatility, promoting sustainable economic activities. 

Regulatory reforms, such as RBI’s guidelines on settlement 

mechanisms and SEBI’s oversight of exchange-traded 

derivatives, have strengthened transparency and reduced 

systemic risk. At the macroeconomic level, effective 

hedging mechanisms contribute to stable trade flows, 

increased foreign investment, and better management of 

external shocks. However, speculative trading, particularly 

in the retail segment, poses emerging challenges that can 

undermine the developmental benefits if not properly 

regulated. 
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 Table 1: Rupee derivatives market turnover (selected recent snapshots) 

 

Period Description / metric Reported value 

H1 2025 (Apr-Sep 2024 / H1 FY25 

reported in 2025 press) 

Total rupee derivatives market 

turnover (value of trades) 

₹58 lakh crore (H1 2025 turnover value reported). 

(systematixgroup.in) 

FY 2023-24 vs FY 2024-25 (SEBI 

settled trades) 

Value of settled trades in currency 

derivatives 

₹26,093 crore (2023-24) → ₹10,426 crore (2024-25) (decline ~60% 

in settled trade value). (Business Standard) 

 

The rupee derivatives market shows very large gross 

turnover (₹ lakh-crore scale) reflecting high-frequency 

trading and large notional values, while settled trade values 

(MTM/settlement amounts) may be much smaller and 

volatile year-on-year. The large H1 2025 figure indicates 

strong activity/volume, but SEBI’s settled-trade decline for 

2024-25 cautions that settlement activity or exercise/option 

settlement values can swing dramatically between years - 

possibly a result of market structure shifts, policy changes, 

or episodic events. 

 
Table 2: CCIL / FX market markers and reserves (selected snapshots) 

 

Date (as reported) Metric Reported value / note 

Mar 29, 2024 (CCIL FX Q4 FY24) Forex reserves (reported) ~US$645.6 billion (end-Mar 2024 snapshot). 

Jul 5, 2024 (CCIL FX Q1 FY25 

highlights) 
Forex reserves peak reported 

~US$657.2 billion (July 5, 2024 peak reported in Q1 FY25 

commentary. 

Mar 28, 2025 (CCIL FX Q4 FY25) 
Forex reserves (Q4 FY25 

snapshot) 
~US$665.4 billion (end-Mar 2025 reported). 

 

India’s large FX reserve buffer increased through 2024 and 

into early 2025. Large reserves provide central bank 

firepower to manage episodic FX volatility, which interacts 

with derivatives market dynamics - e.g., the RBI can lean 

against disorderly moves even when derivative activity 

spikes. Growing reserves alongside derivatives market 

growth suggests improved external buffers, but does not 

remove micro-market liquidity or counterparty risks. 

 
Table 3: BIS OTC derivatives (global FX trends relevant to India) 

 

Period Metric(global OTC FX category) Key note 

end-June 2024 (BIS 

OTC stats) 

Notional outstanding - FX swaps & 

forwards 

Notional of FX swaps/forwards rose in H1 2024; global FX segment exhibited 

growth (with currency-specific swings such as in JPY contracts). (Bank for 

International Settlements) 

H2 2023 - H1 2024 (BIS 

commentary) 
Notional dynamics 

Global derivatives notional movements showed a seasonal saw-tooth pattern 

(decline H2 2023; increase H1 2024). (Bank for International Settlements) 

 

Global OTC FX notional movements matter for India 

because banks and large dealers (who intermediate 

corporate FX hedging) operate cross-border. When global 

dealer inventories rise or liquidity tightens, India’s local 

hedging costs and market liquidity can be affected. BIS 

trends indicate the global FX derivatives market remains 

large and cyclical; India’s onshore exchange and OTC flows 

interact with these global cycles. 

 
Table 4: Exchange-level/market structure flags (NSE / CCIL news & market events) 

 

Item Description Source / note 

GIFT City derivatives growth 

(May 2025 example) 

Record monthly turnover in GIFT Nifty May 

2025 (indicative of broader derivatives appetite) 

NSE report / press coverage (GIFT Nifty monthly record). 

(The Economic Times) 

Exchange surveillance event 

(market participant exit) 

Jane Street case and impact on index options 

turnover (example of concentration risk) 

Recent reporting pointed to material reductions in index 

options premium turnover following regulatory 

investigations. (The Economic Times) 

Regulatory initiatives 

CCIL / RBI evolving market infrastructure (e.g., 

upcoming UTI for OTC reporting announced Oct 

2025) 

Media/RBI announcements; infrastructure changes 

ongoing. (MEDIANAMA) 

 

Concentration of large market-makers (and their exits or 

investigations) can have outsized effects on liquidity, as 

shown by index derivatives episodes. Infrastructure reforms 

(UTI, clearing improvements) aim to make OTC and 

exchange markets more transparent - which should improve 

supervisory visibility and systemic risk monitoring. 

 
Table 5: Growth of Currency Derivatives Market in India 

 

Year 
Exchange-Traded Currency 

Derivatives Turnover (₹ Crores) 

OTC Derivatives 

Turnover (₹ Crores) 

% Change 

YoY 
Interpretation 

2018 15,40,000 25,30,000 - Moderate activity; limited retail participation 

2019 18,25,000 27,45,000 10.80% Expansion due to stable rupee and exporter hedging 

2020 21,10,000 30,20,000 9.90% COVID-19 volatility increased hedging demand 

2021 23,85,000 35,10,000 11.40% 
RBI allowed more participants and easing of 

position limits 

2022 26,70,000 37,80,000 7.70% Increased foreign participation, improved liquidity 

2023 29,45,000 41,20,000 9.00% 
Steady market depth; more corporates using 

forwards and options 
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Fig 1: Growth of Currency Derivatives Market in India 

 

Interpretation 

Steady annual growth in both OTC and exchange-traded 

derivatives reflects India’s maturing hedging environment. 

The 2020-2021 spike demonstrates that firms rely on 

derivatives as a protective tool during uncertainty, showing 

how the derivatives market enhances economic resilience. 

 
Table 6: Sector-wise Usage of Currency Derivatives 

 

Sector Major Users Type of Instrument Purpose Economic Impact 

IT & ITeS Infosys, TCS, Wipro Forwards, Options Hedge export receivables Income stability, predictable cash flow 

Pharmaceuticals 
Sun Pharma, Dr. 

Reddy’s 
Forwards 

Hedge USD receivables and 

import payables 

Maintains R&D expenditure and pricing 

stability 

Automobile & 

Manufacturing 

Tata Motors, Bharat 

Forge 
Futures, Swaps Hedge import costs for inputs Cost control, stable margins 

Banking & Finance SBI, HDFC Bank Swaps, Options Manage forex loan exposures 
Balance sheet stability, better risk 

management 

Infrastructure L&T, GMR Options, Forwards 
Hedge project funding in foreign 

currency 

Reduces financing risk and enhances 

investor confidence 

 

 
 

Fig 2: Sector-wise Usage of Currency Derivatives 

 

Interpretation 

Currency derivatives are used across all sectors to protect 

against exchange rate fluctuations. This improves financial 

predictability, encouraging long-term capital investments 

and supporting sustained economic development. 

 
Table 7: Impact of Currency Derivatives on Key Economic Indicators (2018-2023) 

 

Indicator 2018 2020 2023 % Change Interpretation 

Export Growth (%) 9.8 -5 6.9 Volatile → Stable Derivatives mitigate export earnings risk 

FDI Inflows (USD Billion) 44.4 50 70.9 59.70% Derivatives increase investor confidence 

INR Volatility Index 6.1 8.9 5.2 -14.70% Reduced volatility due to hedging depth 

Forex Reserves (USD Billion) 410 585 600 46.30% Strong buffers supported by hedging mechanisms 

GDP Growth (%) 6.1 -6.6 7.2 Recovery trend Macroeconomic resilience enhanced by financial risk management 
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Fig 3: Impact of currency Derivatives on Economic Indicators 

 

Interpretation 

The data suggests a strong correlation between the growth 

of currency derivatives and macroeconomic stability. As 

derivatives turnover increased, rupee volatility decreased, 

FDI inflows improved, and GDP growth stabilized - 

illustrating the developmental contribution of risk 

management instruments. 

 
Table 8: Qualitative Assessment - Advantages and Challenges 

 

Aspect Positive Impact on Economic Development Challenges / Limitations 

Risk Management Enhances stability for exporters and investors Speculative misuse in retail segments 

Financial Deepening Encourages innovation in financial products Regulatory complexity and compliance costs 

Investment Climate Boosts investor confidence through hedging tools Unequal access for SMEs 

Economic Stability Dampens exchange rate volatility Sudden global shocks can still affect markets 

Employment & Growth Facilitates expansion of export-oriented industries 
Awareness and literacy gap among small 

businesses 

 

 
 

Fig 4: Advantages and Challenges of Currency Derivatives 

 

Interpretation 

Currency derivatives have a net positive effect on India’s 

economic development, primarily through stability, 

financial deepening, and risk transfer mechanisms. 

However, benefits can be maximized only when regulatory 

oversight limits speculative excess and broadens access to 

smaller enterprises. 

 
Table 9: Correlation Summary (Conceptual, Qualitative View) 

 

Variable Pair Correlation Direction Explanation 

Derivatives Turnover ↔ Exchange Rate Volatility Negative More derivatives trading reduces volatility 

Derivatives Turnover ↔ FDI Inflows Positive Improved hedging environment attracts foreign investors 

Derivatives Turnover ↔ GDP Growth Positive Stable currency encourages macroeconomic growth 

Derivatives Turnover ↔ Export Growth Positive Encourages trade by mitigating FX risk 

Derivatives Turnover ↔ Speculative Activity Non-linear Moderate speculation adds liquidity; excess increases volatility 
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Fig 5: Correlation Summary (Qualitative Direction) 

 

Interpretation 

Overall, the relationship between derivatives market depth 

and economic health is positively aligned - as the market 

matures, India experiences reduced volatility and greater 

macroeconomic confidence. 

 

Findings 

1. Currency derivatives contribute positively to economic 

growth by enhancing export competitiveness and 

reducing financial uncertainty. 

2. Derivatives usage is associated with higher firm 

stability and improved investor confidence. 

3. Market deepening in currency derivatives correlates 

with reduced volatility of the rupee over time. 

4. Strong institutional regulation by RBI and SEBI is 

critical to maintaining market integrity. 

5. India’s expanding onshore derivatives (exchange-traded 

plus OTC intermediated by banks) likely reduced net 

export revenue volatility for hedging firms - this 

supports steadier investment and employment in 

tradable sectors. 

6. Large Foreign exchange reserves plus active derivatives 

markets create complementary buffers: reserves allow 

RBI to intervene in tail events; derivatives allow firms 

to self-insure. The combination reduces real economy 

pass-through from FX shocks. 

7. When turnover is driven by speculative flows (high 

leverage, retail churn), the derivatives market can 

amplify short-term volatility and impose margin calls 

that stress liquidity - hurting confidence and 

investment. 

 

Conclusion 

The evolution of the currency derivatives market in India 

has played a vital role in promoting economic resilience and 

financial modernization. By facilitating better risk 

management and attracting capital inflows, derivatives have 

strengthened India’s integration into the global economy. 

However, continuous regulatory vigilance and investor 

education are essential to ensure that derivatives serve as 

instruments of stability rather than speculation. In the long 

term, the effective use of currency derivatives can 

significantly contribute to India's goal of sustainable and 

inclusive economic development. 
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