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Notations used in this Review
billion thousand million

trn trillion (thousand billion)
lhs, rhs  left-hand scale, right-hand scale
$ US dollar unless specified otherwise

not available
not applicable
- nil or negligible

Differences in totals are due to rounding.

The term “country” as used in this publication also covers territorial entities that

are not states as understood by international law and practice but for which data

are separately and independently maintained.
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Abbreviations

Currencies
AED United Arab Emirates dirham MXN Mexican peso
ALL Albanian lek MXV Mexican unidad de inversion (UDI)
ARS Argentine peso MYR Malaysian ringgit
AUD Australian dollar NAD Namibian dollar
BGN Bulgarian lev NGN Nigerian naira
BHD Bahraini dinar NOK Norwegian krone
BRL Brazilian real NZD New Zealand dollar
CAD Canadian dollar OTH All other currencies
CHF Swiss franc PEN Peruvian sol
CLP Chilean peso PHP Philippine peso
CNY (RMB) Chinese yuan (renminbi) PLN Polish zloty
cop Colombian peso RON Romanian leu
CzK Czech koruna RUB Russian rouble
DKK Danish krone SAR Saudi riyal
EUR euro SEK Swedish krona
GBP pound sterling SGD Singapore dollar
HKD Hong Kong dollar THB Thai baht
HUF Hungarian forint TRY Turkish lira
IDR Indonesian rupiah TWD New Taiwan dollar
ILS Israeli new shekel usb Us dollar
INR Indian rupee VES bolivar soberano
ISK Icelandic kréona VND Vietnamese dong
JPY Japanese yen XOF CFA franc (BCEAO)
KRW Korean won ZAR South African rand
MAD Moroccan dirham
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Countries

AE
AF
AL
AM
AO
AR
AT
AU
AZ
BA
BD
BE
BF
BG
BH
Bl
BJ
BM
BN
BO
BR
BS
BT
BW
BY
BZ
CA
CcD
CF
CG
CH
cl
CL
C™M
CN
co
CR
cv
W
CcY

United Arab Emirates
Afghanistan

Albania

Armenia

Angola

Argentina

Austria

Australia

Azerbaijan

Bosnia and Herzegovina
Bangladesh

Belgium

Burkina Faso
Bulgaria

Bahrain

Burundi

Benin

Bermuda

Brunei

Bolivia

Brazil

The Bahamas

Bhutan

British West Indies
Belarus

Belize

Canada

Democratic Republic of the Congo
Central African Republic
Republic of Congo
Switzerland

Cote d'lvoire

Chile

Cameroon

China

Colombia

Costa Rica

Cabo Verde

Curacao

Cyprus

cz
DE
DJ
DK
DM
DO
Dz
EA
EC
EE
EG
ER
ES
ET
Fl

Czechia
Germany
Djibouti
Denmark
Dominica
Dominican Republic
Algeria

euro area
Ecuador

Estonia

Egypt

Eritrea

Spain

Ethiopia

Finland

Fiji

Faeroe Islands
France

Gabon

United Kingdom
Grenada
Georgia
Guernsey
Ghana

Gibraltar
Guinea
Equatorial Guinea
Greece
Guatemala
Guinea-Bissau
Guyana
Honduras

Hong Kong SAR
Croatia

Haiti

Hungary
Indonesia
Ireland

Israel

Isle of Man
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Countries (cont)

India
International organisations
Iraq

Iran

Iceland

Italy

Jersey

Jamaica

Jordan

Japan

Kenya

Kyrgyz Republic
Cambodia
Korea

Kuwait

Cayman Islands
Kazakhstan
Laos

Lebanon

St Lucia

Sri Lanka
Liberia

Lesotho
Lithuania
Luxembourg
Latvia

Libya

Morocco
Moldova
Montenegro
Marshall Islands
North Macedonia
Mali

Myanmar
Mongolia
Macao SAR
Mauritania
Malta

Mauritius
Maldives

Malawi

MX
MY
MZ
NA
NC
NG
NL
NO
NR
NZ
oM
PA
PE
PG
PH
PK
PL
PT
PY
QA
RO
RS
RU
RW
SA
SC
SD
SE
SG
SK
SI
SM
SR
sS
ST
sV
sz
D
TG
TH
T)

Mexico
Malaysia
Mozambique
Namibia
New Caledonia
Nigeria
Netherlands
Norway
Nauru

New Zealand
Oman
Panama

Peru

Papua New Guinea
Philippines
Pakistan
Poland
Portugal
Paraguay
Qatar
Romania
Serbia

Russia
Rwanda
Saudi Arabia
Seychelles
Sudan
Sweden
Singapore
Slovakia
Slovenia

San Marino
Suriname
South Sudan
S&do Tomé and Principe
El Salvador
Eswatini
Chad

Togo
Thailand
Tajikistan
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Countries (cont)

TL
™
TO
TR
T
T™W
TZ
UA
us

East Timor
Turkmenistan

Tonga

Turkiye

Trinidad and Tobago
Chinese Taipei
Tanzania

Ukraine

United States

Uy
uz
VC
VE

VG
VN
ZA
M

Uruguay

Uzbekistan

St Vincent and the Grenadines
Venezuela

British Virgin Islands

Vietnam

South Africa

Zambia
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Patrick McGuire Goetz von Peter Sonya Zhu

patrick.mcguire@bis.org goetz.vonpeter@bis.org sonya.zhu@bis.org

International finance through the lens of BIS
statistics: the global reach of currencies'

The use of key currencies in international finance far outstrips the issuing jurisdictions’ share in
global economic activity. The US dollar dominates globally, while the euro, yen and pound
sterling have a smaller international footprint. The reach of key currencies becomes apparent
only in statistics with a currency dimension. The BIS statistics on international banking, bonds
and derivatives markets have had a currency dimension since their inception. This dimension is
essential for assessing exposure to currency risk, squeezes in funding markets and vulnerabilities
associated with foreign exchange markets.

JEL classification: F23, F31, F36, G15.

Countries can rise or fall on the soundness of their currencies. Monetary, fiscal and
other policy decisions that affect the value of major international currencies — like the
US dollar or the euro — have implications far beyond the currency-issuing jurisdiction.
Firms and households outside these jurisdictions must navigate global forces
transmitted via currencies in the financial realms in which they operate. Foreign
currency borrowing has, in one way or another, been a flashpoint in every major
postwar crisis. When key currencies move, or when their funding markets seize up, no
country is left untouched. Tracking the use of currencies in international markets is
critical in financial stability analysis.

What makes a currency “international”, and how can its use across the array of
markets in international finance be understood? Or, to put it another way, why are
some currencies more international than others? A fundamental aspect is the
invoicing of trade. It is not unreasonable to suppose that a currency’s share in the
international domain reflects the size of the currency-issuing economy and its share
in international trade. At the extreme, the view that the perimeters of currency use
and balance sheets align with the economic border is known as the “triple
coincidence” (Avdjiev et al (2016)) — an analytical simplification often used in
international economics. In reality, some currencies — the US dollar in particular — are
used much more widely than that for reasons that are mostly financial.

This is the second feature in a series to showcase the BIS international banking and financial statistics,
following McGuire et al (2024). We thank Ifaki Aldasoro, Stefan Avdjiev, Claudio Borio, Gaston Gelos,
Bryan Hardy, Swapan Pradhan, Andreas Schrimpf and Hyun Song Shin for their helpful comments,
and Marjorie Santos and Jhuvesh Sobrun for excellent research assistance. The views expressed are
those of the authors and do not necessarily reflect those of the Bank for International Settlements.
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Key takeaways

e  BIS statistics have a currency dimension, enabling users to track how key currencies are used
in international banking and bond markets, and in foreign exchange and derivatives markets.

e The dollar plays an outsize role in international finance mainly because of its use offshore, as
a unit of account and medium of exchange among counterparties outside the United States.

e The currency dimension in international statistics provides insights about countries’ external
debt, banks’ foreign currency funding needs and payment obligations from FX derivatives.

This feature is a primer on how BIS statistics can be used to understand the role
of currencies in international finance. The currency dimension has a long history in
BIS statistics. The expansion of international banking in the late 1950s led to concerns
that offshore activity could undermine control of monetary aggregates. This spurred
the collection in the 1960s of the BIS locational banking statistics (LBS), which capture
banks' international positions by currency. To track currency use beyond banking, the
BIS later compiled data on bonds, foreign exchange (FX) and derivatives markets.
Some statistical collections at other international organisations, eg the International
Monetary Fund (IMF), and some vendor data sets also feature a currency dimension.

Taken together, these statistics highlight the pervasive use of key currencies —
notably the US dollar — in the global financial system. In international banking, for
example, the US dollar dominates because of its use in offshore transactions,
ie transactions between parties that both reside outside the currency area. In
international bond markets, dollar-denominated bonds account for the bulk of
amounts outstanding. And in foreign exchange markets, the dollar is the vehicle
currency of choice. As a result, off-balance sheet dollar payment obligations build up,
much of them outside the United States, creating potential vulnerabilities. Other
currencies — eg the euro, Japanese yen and British pound — have a regional role but a
smaller international footprint.

Key currencies shape the pattern of global capital flows, and policy decisions
taken in the currency-issuing countries spill over to the rest of the world. The growth
in foreign currency credit is sensitive to changes in interest rates and exchange rates,
which expose borrowers, especially in emerging market economies (EMEs), to global
factors. When countries borrow heavily in a foreign currency, their debt burdens rise
when that currency appreciates — a mechanism at the heart of many crises.

Recognising the international role of key currencies is crucial for understanding
many policy-relevant issues. Some are macroeconomic in nature. For example, trade
invoicing practices affect how exchange rate developments pass-through to inflation
and economic activity. Whether depreciations are expansionary further depends on
the currency composition of a country’s external positions. Many issues also relate to
international finance, a domain in which BIS statistics shed much light. This feature
illustrates the usefulness of the currency dimension through three examples: foreign
currency debt in financial crises, the geography of banks’ foreign currency liabilities
and the hidden dollar debt arising from FX derivatives.

The rest of this feature is organised as follows. The first section documents the
role of currencies in international finance through the lens of BIS statistics. The second
examines the implications for several policy-relevant issues. A box lays out the
currency dimension in official international statistics. The final section concludes.
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Currencies in international finance

Currency denomination is an intrinsic attribute of contracts and financial instruments
that facilitate the exchange of goods, services and capital. Goods and services are
generally priced in the domestic currency and agents assess their cash flows in that
currency.? Loans and bonds used for extending credit are promises to pay back
principal plus interest in a specified currency, usually the domestic currency. Most
economic units in an economy therefore take domestic money as their reference
currency. International trade, on the other hand, is often invoiced and settled in a
major currency, most notably the US dollar (Boz et al (2022)).

The use of a currency in the international domain can be defined with respect to
a currency-issuing area. International activity for any given currency consists of
transactions or positions involving a non-resident of the currency area. It excludes
those conducted in the domestic currency within a currency area, eg euro loans from
France to Spain. The international domain thus comprises three segments: activity
between non-residents and residents of the currency area (both inward and outward),
and offshore activity between non-residents of the currency area.

Why are some currencies widely used in the international domain? Factors cited
in the literature include (i) the weight of the issuing country in global trade and
finance; (ii) the availability of safe assets denominated in the currency, with deep and
liquid markets; (iii) stability based on sound fiscal and monetary policies; and
(iv) exchange rate flexibility and a convertible capital account to accommodate capital
flows.? Currencies that score high on these factors tend to have liquid government
bond markets that serve as a basis for pricing other assets in that currency. Network
effects in the adoption and use of a currency in trade and finance then tend to
reinforce each other (eg Rey (2001), Gopinath and Stein (2021)).

Several major currencies fulfil these conditions, yet one currency — the US dollar
—has been dominant in the post-World War Il era. Graph 1.B presents currency shares
in international activity (bars) and offshore activity (crosses) across several markets.*
While the euro, yen and other currencies do play an international role, the US dollar
occupies the top position in all markets (Graph 1.B, green bars). Trade invoicing in
dollars begets dollar debt that needs to be financed. The depth of dollar capital
markets creates thick market externalities that attract both investors and issuers.

Focusing on offshore activity puts the dominance of the dollar into even sharper
relief (Graph 1.B, green crosses). The shares of the dollar in each market shown, and
of the euro in all but one market, outstrip the issuing jurisdiction’s share in global
gross domestic product (GDP) (Graph 1.A). By contrast, the shares of the British
pound, Japanese yen and Swiss franc exceed in only some markets the corresponding
GDP shares. The use of the renminbi, which is not fully convertible, presently falls
short of China’s weight in the global economy.

Exceptions are economies that use another official currency (eg Ecuador and Panama use the US
dollar and some European microstates use the euro). Some countries are unofficially dollarised.

Eichengreen (2011) discusses these factors with respect to the renminbi's prospects as an
international currency.

Financial transactions are bilateral, but not all statistics capture the residence (or nationality) of both
counterparties. Hence, the measurement of international and offshore currency shares differs across
markets (see technical annex). Currency shares are thus more comparable within than across markets.

BIS Quarterly Review, June 2024 3



The use of currencies in international finance'

Latest available data, as a percentage of total, by indicator Graph 1
A. Economy shares B. Currency shares
75 » 75
60 x 60
X
45 45
30 30
X % X
15 15
X
I I 0 | Fv3 xxx xxx 0
GDP ' Trade ! "trade ! #x ! External 'Intibark! mt ' wp ! SWIFT !
. . invoice  reserves debt claims bonds  turnover turnover
us United Kingdom
Euro area Switzerland usD EUR JPY GBP CHF
Japan B China

' Trade invoice = weighted average of export and import currency invoicing shares; Intl bank claims = international bank claims (cross-border
and local claims) in foreign currencies; Intl bonds = international debt securities outstanding; IRD = interest rate derivatives; FX = all FX
instruments; SWIFT = global payments delivered via SWIFT. See technical annex for details. Bars in both panels show shares in international
transactions, including those that involve residents of the currency area on one side. Positions within a currency area are excluded where
possible. Crosses in panel B indicate shares after excluding (to the extent possible) amounts that involve residents of the currency area, leaving
only the offshore segment. 2 Spot and FX derivatives. Shares add up to 200% for FX turnover because transactions involve two currencies.

Sources: Allen et al (2023); Boz et al (2022); IMF, Direction of Trade Statistics; IMF, International Financial Statistics; IMF, World Economic
Outlook, April 2024; Bloomberg; SWIFT; BIS international debt securities statistics; BIS locational banking statistics; BIS Triennial Central Bank

Survey, 2022; authors' calculations.

International banking

The currency dimension is at the core of BIS banking statistics (see the box). Deposits
of US dollars began to accumulate in banks outside the United States in the late
1950s, giving rise to concerns over their impact on the transmission of US monetary
policy at a time when policy frameworks focused on control of monetary aggregates.
This led to the collection, in the 1960s, of the BIS LBS, to track banks' international
claims® — the complement to domestic monetary aggregates. The LBS have since been
expanded to capture how key currencies are used in international banking across
countries and sectors.

The boom-bust cycle in banks’ international claims largely reflects dollar flows,
given the dollar's outsize role in international banking (Graph 2.A). In the three
decades before the Great Financial Crisis (GFC), claims grew by more than 10% per
year on average, but with considerable variation around crisis events (vertical lines).
Variation in dollar claims accounted for most of this. Claims growth collapsed after
the GFC and has been subdued since, as banks restructured their balance sheets and
non-bank financial institutions gained ground in international finance.

International claims (assets) comprise cross-border claims in all currencies and local positions vis-a-
vis residents of the host country in foreign currencies. Claims comprise (i) loans and deposits;
(i) holdings of debt securities; and (iii) derivatives with a positive market value and other residual
instruments. The sum of (i) and (ii) can be considered “credit”.

4 BIS Quarterly Review, June 2024



Currencies in international banking

In per cent

Graph 2

A. Year-on-year growth of banks' international claims’

B. Currency shares®
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Source: BIS locational banking statistics.

2 Euro legacy currencies before 1999; intra-euro area cross-border claims excluded from 1999

The dollar's share in banks’ international claims peaked at almost 80% in the mid-
1980s, after which it gradually lost ground (Graph 2.B). Yen claims gained share in the
late 1980s, when Japanese banks expanded their global footprint amidst a domestic
banking boom. Similarly, claims denominated in European currencies grew ahead of
the introduction of the euro in 1999. And euro-denominated international claims rose
rapidly after the currency’s launch, propelling the euro’s share to around 25% in the
mid-2000s. It subsequently retreated in the wake of the euro area sovereign debt
crisis of 2010-12, yielding ground back to the dollar.

The offshore use of the US dollar underpins its dominance in international
banking. Traditional international banking typically involved cross-border positions
in the domestic currency of either the lender or the borrower — for example, a dollar
loan from a bank in the United States to a borrower abroad (Graph 3.A, tan area), or
a dollar loan from a bank in Europe to a borrower in the United States (grey area).
However, more significant for the dollar is the offshore segment (red area), ie dollar
positions that do not involve residents of the United States (McCauley et al (2021)).
Offshore dollar claims peaked at two thirds of total dollar claims in 2018. That share
has since retreated as higher dollar interest rates have attracted investment in US
securities, driving up cross-border claims on the United States (grey area).

Offshore use of the euro is small by comparison (Graph 3.B). Inward and outward
claims involving euro area residents have long been the largest euro segments,
mainly reflecting the euro business of banks in London with counterparties on the
continent.® Offshore positions have accounted for only about a quarter of the total.
The rise since 2020 in cross-border positions booked by banks in the euro area (tan
area) in part reflects revised reporting of derivatives positions on a gross basis.

This had included the clearing of euro-denominated repos at LCH Limited in London as repos are
recorded as loans/deposits in cross-border banking positions. The shift of this business in 2019 to
LCH SA, a subsidiary in France, has curbed offshore euro activity (red area). At the same time, the
effect of the shift on the other euro segments is ambiguous. See Demski et al (2022) for more on
how the shift in repo clearing affected cross-border bank claims.
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Box A

The currency dimension in international financial statistics

Patrick McGuire, Marjorie Santos, Goetz von Peter and Sonya Zhu

Several benchmark statistics used in international finance provide a currency breakdown. Table A provides an
overview of how currencies are treated in BIS and other official statistics. Some BIS statistics stand out by
providing a currency breakdown with a long history.

BIS statistics have had a currency dimension since their inception. The locational banking statistics (LBS)
track international banks’ claims and liabilities in five currencies plus the domestic currency of the reporting
country. The international debt securities (IDS) track issuance and outstanding amounts of international bonds
with a complete currency breakdown. By contrast, the consolidated banking statistics (CBS) and debt securities
statistics (DSS) only distinguish between domestic and foreign currencies. The BIS global liquidity indicators
(GLIs) combine credit from banks and bond markets to capture credit denominated in three major reserve
currencies: the US dollar, euro and Japanese yen. In the BIS statistics for foreign exchange (FX) spot and over
the counter (OTC) derivatives markets, the breadth of currency breakdowns depends on the metric. The BIS
Triennial Survey (TRI) publishes average daily turnover in these markets for 39 currency pairs and totals for 39
currencies. The OTC derivatives (OTCD) statistics and exchange-traded derivatives (XTD) statistics, on the other
hand, track outstanding amounts for seven and 24 currencies, respectively.

Other official statistics also have a currency breakdown, with varying levels of coverage. The International
Monetary Fund's Currency Composition of Official Foreign Exchange Reserves (COFER) statistics identifies eight
currencies, but only the breakdown for the global aggregate is published. The Coordinated Portfolio Investment
Survey (CPIS) encourages the reporting of a similar currency breakdown by country. The international
investment position (IIP) statistics cover positions in domestic currencies and three major currencies.

Coverage of currencies in international statistics Table A
BIS statistics Other official statistics
International banking|Debt securities| | FX and der_ivatives1 _IMF World Bank
LBS | CBS IDS | DSS TRI FX i{TRI IRD:OTCD: XTD [COFER: CPIS ¢ IIP QEDS

usb :

EUR

ey

cep [N

e [

CNY

AUD ]

cAD I

SEK

No of curr? 7 24 8 8 3 3

Collected® | 1963 1983 1980s | 1990 | 2011 | 1986 1995 1998 | 1993 | 1960s | 1998 | 1993 | 2004

Available® | 1977 1983 1970 1989 | 2000 | 1986 1995 1998 : 1993 | 1995 : 2001 : 2015 : 2012

Dark green indicates country-level data and light green indicates global or regional aggregates.

' For TRI interest rate derivatives (IRD) and TRI FX, turnover. For OTCD, outstanding amounts. 2 No of curr is the number of named
currencies; DC =Y if domestic vs foreign currency positions are reported. 3 “Collected” is the year when the data were first collected.
“Available” is the date from which a currency breakdown is available in the official statistics which can be downloaded conveniently for a
reasonable number of countries or indicators. Information as of May 2024, based on published data.

Sources: IMF, Coordinated portfolio investment survey (CPIS); IMF, Currency composition of official foreign exchange reserves (COFER); IMF,
International investment position (IIP) statistics; World Bank, Quarterly external debt statistics (QEDS); BIS consolidated banking statistics (CBS);
BIS debt securities statistics (DSS); BIS exchange-traded derivatives statistics (XTD); BIS global liquidity indicators (GLIs); BIS international debt
securities statistics (IDS); BIS locational banking statistics (LBS); BIS OTC derivatives statistics (OTCD); BIS Triennial Central Bank Survey (TRI).
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International bank claims by currency and market segment’ Graph 3

A. US dollar B. Euro C. Japanese yen
USD trn %  EURtrn %  JPY trn %
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Amounts outstanding (lhs): Amounts outstanding (lhs): Amounts outstanding (Ihs):
[ Banks outside currency area Banks inside currency area on I Offshore claims

2

on borrowers inside currency area on borrowers ouside

Rhs: == Share of offshore claims

" International claims comprise cross-border claims and local claims (on residents) in foreign currencies (including intragroup claims). Panel B
excludes intra-euro area cross-border claims. 2 Cross-border claims on residents of the currency area reported by banks abroad. 3 Cross-
border claims booked by banks in the currency area on counterparties outside the currency area. 4 Claims booked by banks located outside
the currency area on counterparties outside the currency area.

Source: BIS locational banking statistics.

Offshore yen claims are smaller still, and their share in total international yen
claims has fallen since the GFC (Graph 3.C). The decline in part reflects the contraction,
in absolute terms, in the offshore use of the yen since 2008. At the same time, cross-
border lending by banks in Japan (tan area) expanded after the GFC as these banks
attracted new borrowers with low yen rates. In addition, banks elsewhere have bulked
up their claims on borrowers in Japan (grey area). This in part reflected off-balance
sheet FX derivatives transactions whereby banks swap dollars for yen and then park
the yen proceeds in safe yen assets recorded on the balance sheet (ie the cross-
currency basis trade).

Foreign currency credit

Borrowers have options beyond international banks for raising foreign currency
funding. International debt securities (IDS) are issued outside the local market of the
country where the borrower resides (Graph 4.A), unlike domestic debt securities.” The
BIS global liquidity indicators track total credit — ie both loans and bonds —
denominated in US dollars, euro and yen to non-bank borrowers located outside the
respective currency areas. These statistics reveal how borrowers’ mix of loan and bond
financing responds to borrowing costs and international market developments.
Indeed, bond markets have eclipsed banks in the post-GFC period as a source of
funding (Graph 4.B).

! A debt security is included in the IDS statistics if the residence of the immediate issuer differs from

the location of the issue's registration, the governing law or the listing location. The classification
does not depend on the currency of denomination or on the nationality of the issuer.
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Foreign currency credit to non-banks Graph 4

A. International bonds' B. By instrument? 3 C. USD credit, by borrower country? >
USD trn ) usbtrn % USD trn USD trn USD trn
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Non-financial corp NBFIs total (lhs): Bank loans* — GB — XFCs
Other sectors Banks —— Bonds Bonds Other AEs®  Rhs: World

T Amounts outstanding at end-2023. 2 Foreign currency credit denominated in US dollars, euro and yen to borrowers outside the United
States, euro area and Japan, respectively. 3 Credit to non-banks, as estimated in the BIS global liquidity indicators. Non-banks comprise
non-bank financial entities, non-financial corporations, governments, households and international organisations. # Loans by LBS-reporting
banks comprising cross-border and local loans. > Foreign currency credit denominated in US dollars to borrowers outside the United
States. © Excluding those in the cross-border financial centres (XFCs) group; see technical annex. Other AEs = other advanced economies.

Sources: Dealogic; Euroclear; LSEG; Xtrakter Ltd; BIS global liquidity indicators; BIS locational banking statistics (LBS).

Prior to the GFC, foreign currency credit expanded rapidly, mostly to borrowers
in advanced economies in the form of dollar- and euro-denominated loans
(Graph 4.B). Light regulation of banks’ leverage and accommodative monetary policy
facilitated this expansion, which saw the share of bonds fall.

In the aftermath of the GFC, overall foreign currency credit growth slowed, and
borrowers shifted to bond market credit (Graph 4.B). This came as banks retrenched
after the GFC and remained constrained by tighter regulation and the drag from the
euro area debt crisis. The expansion in dollar credit after 2010 was mainly to
borrowers in EMEs and financial centres (Graph 4.C), amidst loose US monetary policy
and strong incentives for investors to search for yield.

The macro-financial environment has recently undergone another major shift.
The global surge in inflation since 2021 triggered a rapid monetary tightening
worldwide, which ended the post-GFC low-for-long regime. US interest rates rose
earlier and faster than those of other major currencies, and the dollar reached new
heights (Graph 5.A). The euro also appreciated after the European Central Bank
embarked on its tightening cycle (Graph 5.B). By contrast, the Bank of Japan's
commitment to monetary easing and protracted depreciation have made the yen a
preferred funding currency (Graph 5.C).

The growth in foreign currency credit has responded to these policy and
exchange rate changes, exposing borrowers, especially in EMEs, to global factors
(Graph 5). Since 2016, dollar credit to borrowers outside the United States tended to
slow by 0.8 percentage points (ppt) when the federal funds rate rose by 1 ppt, or by
0.5 ppt when the broad dollar index appreciated by 1% (Graph 5.A). These co-
movements have strengthened since end-2021, with credit to EMEs becoming more
sensitive. Dollar strength can hurt dollar borrowers through the financial channel of
exchange rates (Bruno and Shin (2015), Obstfeld and Zhou (2022)).
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Credit growth, exchange rates and policy rates

In per cent Graph 5
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Sources: BIS effective exchange rates; BIS global liquidity indicators; BIS policy rates.

Foreign exchange markets

The largest market for borrowing dollars is the FX derivatives market. Outstanding FX
derivatives — comprising mainly FX swaps, currency swaps and outright forwards —
surpassed $100 trillion at end-2023 (Graph 6.A).8 This roughly matched global GDP
in 2023 ($105 trillion) and was four times global trade ($24 trillion). The churn of new
deals surpassed $5 trillion per day in 2022. The dollar is the vehicle currency of choice
— it was on one side of 90% of all FX derivatives trades.

Dollar dominance in FX derivatives is associated with the role of the dollar in
international trade and as the main funding currency in global capital markets (Shin
(2023)). Financial firms that manage asset portfolios and many non-financial
corporates involved in international trade have a structural demand for dollar
borrowing via FX derivatives to hedge exchange rate risk in their dollar portfolios and
trade receivables (Borio et al (2017)). The bulk of the $56 trillion in dealers’
outstanding positions with customers at end-2023 were with other financial firms,
mainly non-bank financials such as pension funds and insurance companies.

The dollar’s unrivalled dominance in FX markets is evident in the way it trades
against specific currencies. The dollar was on one side of the top nine currency pairs,
with USD/EUR trades alone accounting for 23% of global turnover (Graph 6.B).
Notably, the dollar is dominant even in trades that involve the currencies of countries
that border the euro area (Graph 6.C). These currencies trade substantially against the
euro in the spot market, so that their dollar shares are lower than the global average
(purple bars). Even so, for each currency shown, the dollar share in FX swaps/forwards
trading (red bars) is more than half and higher than in the spot market.

8 In an FX swap, two parties exchange currencies in the spot leg and reverse the trade at a future date
at a pre-agreed exchange rate. Once the spot leg occurs, the remaining leg of the FX swap is
indistinguishable from an outright FX forward. Currency swaps are FX swaps with a maturity longer
than one year in which coupons are also exchanged.
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Currency pairs in FX markets Graph 6
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The international use of currencies — implications

Currency composition shapes the interplay between exchange rates, balance sheet
valuations and vulnerabilities in countries’ external positions. Some implications are
macroeconomic in nature. For instance, when trade is invoiced in dollars, it is the
dollar exchange rate rather than that with other trade partners that determines pass-
through to inflation (Boz et al (2022)). Trade invoicing practices also shape the
composition of official reserves (Ito and McCauley (2019)). Other implications are
financial in nature, eg when foreign currency debt in key currencies exposes debtors
and creditors to policies and exchange rates in major economies.

This section discusses policy-relevant topics in international finance where a
currency dimension in the statistics is essential. It covers the role of foreign currency
debt of emerging markets, the geography of banks’ foreign currency liabilities and
the hidden dollar debt arising from FX derivatives.

Foreign currency debt of emerging markets

Exchange rate movements impart large valuation effects on amounts outstanding,
swaying countries’ external positions. A currency breakdown is thus crucial for
assessing movements in countries’ external positions.® For most countries, the
currency composition of external assets and liabilities differ. The United States, for
instance, holds foreign currency assets but borrows mainly in dollars; its net external
position thus improves as its currency depreciates. Countries that are net dollar

o Changes in external positions arise from changes in holdings, asset prices or exchange rates.
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lenders, on the other hand, see their external position deteriorate when the dollar
weakens. Dollar strength, eg due to the flight to safety in crises, reverses these
valuation effects, hurting net dollar borrowers.

Countries borrowing abroad in major currencies are most exposed to currency
risk, ie the risk associated with exchange rate movements. The cost of borrowing in
foreign currency depends not only on interest rates set by the currency-issuing
country, but also on exchange rates: borrowers face the risk of their currency
depreciating against the funding currency.'® Given the dollar's prominence, a
stronger dollar tends to raise the burden of debt. Many EME crises have occurred
during periods of dollar strength.

The perennial vulnerability of foreign currency debt has morphed over the
decades. In the 1980s, dollar lending to governments fuelled the Latin American debt
crisis. Reliance on foreign currency debt was similarly central to the crises of the 1990s
(Graph 7.A), with corporate borrowing playing a greater role. Prior to the Asian
financial crisis, foreign currency debt accounted for about 50% of GDP in Thailand,
Indonesia and the Philippines. Several EMEs in Asia borrowed heavily from banks
(black dots), as Latin America had in the 1980s. In the GFC, banks' own foreign
currency funding needs took centre stage (see below). After the GFC, non-banks in
EMEs increasingly met their foreign currency needs from bond markets (Graph 7.B).

External debt of emerging market economies Graph 7
A. Before financial crises' B. By instrument? C. Currency shares?
% of GDP % USD trn %
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T External debt liabilities in the year before crisis, from Allen et al (2023), with adjustments for Thailand. Cross-border bank claims are claims
of LBS-reporting banks on all sectors in the countries shown on the x-axis. 2 External debt of non-banks, estimated from the BIS global
liquidity indicators. Shares of bonds refer to the share in the total amounts of foreign currency debt denominated in USD, EUR and

JPY.

3 Shares of foreign currency debt in external debt are aggregated across 29 EMEs covered by Allen et al (2023). The dashed line

measures the foreign currency share for government bonds held abroad (weighted average), from Onen et al (2023).

Sources: Allen et al (2023); Onen et al (2023); BIS global liquidity indicators; BIS locational banking statistics; authors’ calculations.

10 In principle, expected currency movements should offset interest rate differentials — a relationship

known as uncovered interest parity (UIP). In practice, UIP often fails due to various factors such as
risk, uncertainty, transaction costs, market inefficiencies and behavioural factors.
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Since the 1990s, many countries have made efforts to reduce their dependence
on foreign currency funding. The sovereigns in major EMEs, in particular, have
increasingly borrowed in their own currency (Graph 7.C, dashed line) by attracting
foreign investors to their domestic bond markets (Onen et al (2023)). Other sectors
continue to depend on foreign currency debt (solid line)."" Overcoming this
dependence, or “original sin”, hinges in part on sound policies, deeper domestic
markets, and strong institutions and fundamentals in EMEs. But progress has been
hampered by global factors as well as by lenders who prefer to hold assets in dollars
or in their own currency to avoid exposure to currencies that are costly to hedge
(Maggiori et al (2020)). Indeed, "home bias” often reflects “home currency bias".

Foreign currency funding in international banking

Global banks manage currency risk by funding foreign currency assets with foreign
currency liabilities or via FX derivatives. In either case, banks incur foreign currency
payment obligations that must be repaid or rolled over into new contracts. The LBS
has some of the breakdowns required — by currency, by bank nationality and booking
location — for monitoring banks' on-balance sheet foreign currency assets and
liabilities at the global level. Banks’ foreign currency needs can be assessed from a
nationality perspective, ie by grouping their operations based on the country of
headquarters (McGuire and von Peter (2012), McGuire et al (2024)).

The dollar positions of non-US banks are a case in point. Their on-balance sheet
dollar liabilities surged ahead of the GFC and later plateaued below the 2008 peak
until 2016 (Graph 8.A). This mainly reflected a global retrenchment by European
banks - they accounted for roughly two thirds of the total at end-2007 but for less
than half by end-2023. The growth in non-US banks’ dollar liabilities since the GFC
has been driven mainly by banks from Canada, Japan and EMEs."? By end-2023, non-
US banks’ combined dollar liabilities had reached $21 trillion. Their off-balance sheet
dollar obligations via FX swaps are estimated to be roughly double that (see below).

Non-US banks use their offices around the globe to source dollars and transfer
them where needed using internal markets (Graph 8.B). Just under a quarter of their
dollar liabilities are booked at their affiliates in the United States, where dollar funding
markets are deep and banks have access to facilities at the Federal Reserve
(Graph 8.C). The other three quarters, or $16 trillion, are recorded on the balance
sheets of offices outside the United States where direct access to dollar liquidity is
more limited.

Short-term funding markets, eg for commercial paper, repos and FX swaps, are
subject to squeezes, as happened during the GFC and again in March 2020. These
episodes were particularly acute for non-US banks, as the US dollar is a foreign
currency for them. Such banks had to pay a premium to roll over their short-term
dollar funding, if they could borrow at all (Baba et al (2009), Eren et al (2020)).
Extraordinary policy measures in the form of central bank swap lines were needed to
restore market functioning. These enabled the Federal Reserve to provide dollars to

The share of domestic currency in external debt has risen over the past two decades, but 80% of
external debt was still in foreign currencies as of 2020. External liabilities more broadly exhibit a
greater shift towards domestic currency, mainly due to the expansion of non-debt liabilities (with
equity and FDI equity both treated as domestic currency instruments in Allen et al (2023)).

Chinese banks’ worldwide positions are only partially captured; China reports banks' cross-border
positions but not local positions vis-a-vis residents of China.
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Non-US banks’ US dollar-denominated positions' Graph 8
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select central banks (in exchange for their currencies) to be on-lent to borrowers in
need of dollars. This framework provided access to dollars to banks accounting for
roughly $11 trillion of dollar liabilities booked outside the United States.

FX derivatives and missing dollar debt

Dollar dominance in FX derivatives implies that off-balance sheet dollar payment
obligations build up, which can contribute to maturity mismatches and thus liquidity
strains. Unlike most other derivatives, FX swaps and forwards involve large payments,
because the contracting parties exchange the full principal (notional) value. And in
contrast to other forms of collateralised debt (eg repo), these payment obligations
are not reflected on the balance sheet and are thus “missing” in standard debt
statistics (Borio et al (2017)).

The dollar obligations from FX derivatives are staggering, yet the location and
identity of the obligors remain opaque (Borio et al (2022)). Dealer banks had
$91 trillion in outstanding FX derivatives positions with the dollar on one side at end-
2023, of which $56 trillion was with customers. Allocating these obligations to
particular countries is not possible with the available data, leaving measures of
countries’ external foreign currency debt incomplete. However, estimates following
Borio et al (2017) suggest half of that (ie $28 trillion) is owed by customers, mostly
non-banks outside the United States that borrow dollars to hedge trade receivables
and investments. This amount is roughly double their on-balance sheet dollar debt
(Graph 9.A). For their part, banks headquartered outside the United States had an
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Missing US dollar debt in FX derivatives'

In trillions of US dollars

Graph 9

A. Non-banks outside United States B. Non-US banks

48

36

24

12

0
e [ e e
03 05 07 09 11 13 15 17 19 21 23 03 05 07 09 11 13 15

Estimated off-balance sheet debt On-balance sheet debt

48

36

24

12

23

T Estimates of the off-balance sheet debt derived as in Borio et al (2017, 2022). Positions are corrected for inter-dealer double-counting but

do not factor in any bilateral netting of payment obligations allowable under supervisory and/or accounting methodologies.

Sources: US Office of the Comptroller of the Currency; Dealogic; Euroclear; LSEG; Xtrakter; national data; BIS consolidated banking statistics;

BIS locational banking statistics; BIS OTC derivatives statistics.

estimated $41 trillion in off-balance sheet dollar debt, compared with $15 trillion on
their balance sheets (Graph 9.B).

Conclusion

The use of a few key currencies in international finance far outstrips their issuer
country’s share in global economic activity. The US dollar dominates in both absolute
and relative terms in most international financial markets. This stems mainly from its
use offshore, ie in transactions involving parties outside the United States. Other major
currencies such as the euro, yen and pound have smaller international footprints.

Since currency denomination shapes capital flows, policy decisions taken in key
currency areas spill over to the rest of the world. This has implications for the
sustainability of foreign currency debt in emerging markets, for the stability of global
funding markets in key currencies, and for the build-up of off-balance sheet foreign
currency payment obligations. These pose policy challenges related to the provision
of foreign currency liquidity in jurisdictions that lack direct access to central bank
liquidity facilities in key currencies.

Identifying and addressing these challenges requires global data that have a
currency dimension, covering both on- and off-balance sheet positions. BIS statistics
provide good coverage in some areas of international finance, particularly for global
banks' currency positions. Yet key data gaps remain, in particular the geography and
currency denomination of off-balance sheet payment obligations and the role of non-
bank financial institutions in the international domain. The BIS is working with central
banks and other authorities to close these data gaps.
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Technical annex

Graph 1: Computation of currency shares: A currency’s international share is its
share in inward, outward and offshore activity as a percentage of all currencies’
activity in those segments. A currency’s offshore share more narrowly measures its
use in activity between non-residents of the currency area. The estimates and
interpretation of these shares differ for each data set, depending on which segments
are visible in the available data. For instance, the BIS LBS have the dimensions needed
to measure these shares. In statistics with less bilateral information, the currency
shares have to be approximated (or omitted) in Graph 1.

» Trade invoicing is based on estimated invoicing shares of imports and
exports in 2022 (based on Boz et al (2022)), scaled by trade flows from IMF
Direction of Trade Statistics. Data are available for USD, EUR, other foreign
currencies and the domestic currency of each country.

e FX reserves from IMF COFER are official reserves holdings at end-2023,
available for eight major currencies and all other currencies combined.
International shares are percentages of a currency in allocated reserves.

e External debt from Allen et al (2023) is external debt liabilities, comprising
portfolio debt, FDI debt and other investment liabilities, at end-2020. Data
cover USD, EUR, GBP, JPY, CNY and the domestic currency of each country.

e Int'l bank claims are from the BIS LBS by residence, end-2023, namely
international claims reported by banks in BIS reporting countries on all
counterparty countries, covering five key currencies (Box Table A) and CNY.

e Int'l bonds are from the BIS IDS statistics, amounts outstanding at end-2023.

e IRD turnover is the average daily turnover in OTC interest rate derivatives,
in April 2022, from the 2022 Triennial OTC Survey (net-net basis).

e FX turnover is the average daily turnover in all FX instruments (spot and FX
derivatives) in April 2022, from the 2022 Triennial OTC Survey (net-net basis).
Shares add up to 200% since FX transactions involve two currencies.

e SWIFT is the 2023 average of currency shares in international payments
excluding intra-euro area payments.

Graph 4: Cross-border financial centres comprise the following 23 jurisdictions, as
defined in P Pogliani, G von Peter and P Wooldridge (2022): “The outsize role of cross-
border financial centres”, BIS Quarterly Review, June, pp 1-15. BH, BM, BS, CW, CY,
GG, GI, HK;, IE, IM, JE, KY, LR, LU, MH, MT, MU, NL, PA, SG, SM, VG and VU. The names
of jurisdictions corresponding to ISO codes are provided under the Abbreviations on
page iv to vii.
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