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oreign exchange markets have steadily grown in 
size and complexity over the last 10 years. The 
latest tri-annual survey of Bank for International 
Settlements (BIS) pegs the daily average turnover 
of global foreign exchange markets at $ 3.981 

trillion, based on April 2010 data. The turnover has more than 
tripled from 2001 levels - a CAGR of 12% p.a., which compares 
with average world GDP growth rate of 3.76% during the same 
period.

Foreign exchange market, unless otherwise mentioned, 
refers to OTC market which is the most liquid market, with 
currency trades taking place across the time zones 24 hours-a-
day, and with live market information accessible online to all 
market participants irrespective of their location.

The evolution of global financial system is closely linked to 
paper money replacing metals – mainly gold and silver – as a 
medium of exchange in the early 18th century. United Kingdom 
was the first country to formally adopt gold standard in 1821, 
and by the end of 19th century more than 50 major countries 
(with the exception of China with silver and many regional 
currencies in circulation) adopted a uniform gold standard 
for international trade. Gold standard meant that the currency 
issued by the central bank of a country is fully convertible into 
gold at a fixed price and exchange rates were determined with 
gold price as the benchmark. 

However, the problem with gold standard was that physical 
gold was to be shipped often to settle balance of payments 
between central banks. With the outbreak of World War I in 1914, 
gold shipments were hampered and several countries, including 
US, UK and Germany withdrew the gold convertibility and 
stopped gold payments - resulting in collapse of world trade. 

The global financial system formally came into existence 
with the establishment of Industrial Bank for Reconstruction 
and Development (World Bank), International Monetary Fund 
(IMF) and World Trade Organisation (WTO) following the 
Bretton Woods Agreement in 1944. The countries that took 
part in Bretton Woods agreement discarded the gold standard 
and agreed to fix exchange rates with USD as the benchmark. 
This system initially led to stable exchange rates, with USD 
as reserve currency duly supported by the guarantee of US 
Government to convert USD into equivalent gold at a fixed rate, 
‘on demand’. 

This system also however, got disrupted over the next 
three decades as speculators started betting on currencies 
in anticipation of devaluation/re-set of exchange rates, and 
countries in surplus were accumulating USD reserves, instead 
of revaluing their currencies. As a result, US had to absorb 
huge deficits and still had to maintain enough gold reserves to 
back excess supply of dollars. In August 1971, US unilaterally 
removed the gold backing and no longer there was a commitment 
to exchange gold at a fixed rate. 

All major currencies, including USD, Deutsche Mark, 
French Franc, GBP and JPY embraced floating rate system in 
the 1980’s and came to be known as free currencies as they 
had to do away with exchange rate regulations. Hong Kong, 
Argentina and some of the Middle East countries opted for 
a pegged rate against USD or GBP. Most of the countries 
in the developing world enforced an official exchange rate 
under a managed system, which necessitated strict exchange 
controls and protectionist trade policies. The 80’s and 90’s 
witnessed higher volatility of currencies, change in exchange 
rate regimes, innovation in financial markets, globalisation 
of trade and market intervention by central banks in varying  
degrees. 

The first decade of 21st century witnessed proliferation of 
exotic financial instruments, finally resulting in a global debt 
market crisis – triggered by US sub-prime crisis in 2007, but 
fast enveloping the entire financial markets. The turbulence 
in global markets affected major banks and other financial 
institutions, leading to extinction of some and restructuring of 
some others, mainly in US and Europe, with an overhaul of 
central banks’ regulations.

The latest crisis, in a way continuation of the earlier one, 
to hit global financial markets is the sovereign debt default or 
probability thereof, in some of the EU member countries like 
Greece and Portugal, which is still evading a lasting solution. 
The survival of Euro as a single currency is being questioned 
in some quarters. On the other hand, US – perhaps more for 
political than economic reasons – lost its AAA status at least 
with one rating agency, casts fresh doubts on stability of USD 
as a reserve currency.

The institutional participants in foreign exchange market 
other than commercial banks include investment banks, 
insurance companies, mutual funds, hedge funds and pension 
funds. The banks and financial institutions mostly extend 
intermediary services such as forex dealing, brokering and 
portfolio management etc. The end users are exporters and 
importers, corporates with overseas operations, currency traders, 
governments and individuals. Increasingly large corporates 
have part of their debt or equity denominated in foreign 
currency, with exchange rate movements having a significant 
impact on their balance sheet. The chartered accountants, 
having associated with each and every participant of the foreign 
exchange market in different capacities like auditor, advisor, 
consultant, accountant, or fund manager etc., are poised to play 
a significant role. The Institute has also come forward to equip 
its members in meeting the challenges likely to face by them 
in risk management and advisory services related to foreign 
exchange by launching a specialised certificate course on Forex 
and Treasury Management in the year 2009.
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