
Global Journal of Finance and Management. 
ISSN 0975-6477 Volume 6, Number 9 (2014), pp. 957-960 
© Research India Publications 
http://www.ripublication.com 

 
 

Foreign Currency Assets Management  
 
 

Krishna Kumar 
 

School of Management Studies, Chinmaya Institute of Technology,  
Chala Kannur, Kerala–670007 

 
 

Abstract 
 

In the international capital flows, is there a shift happening from 
Private Actors to Public Actors as provider of Finance Capital?. This 
paper tries to examine the various dimensions of foreign currency 
assets (FCA) management with particular reference to Central Banks 
Assets. Though the discussion is in the global context, enough India 
Material is supplemented relevant to the context. 
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1. Introduction 
Sovereign Governments across the globe attach very high importance to protecting and 
safe-guarding its wealth- be it natural or man-made. With all factors of production 
getting internationalised and Global Finance Capital being the glue that binds / drives 
it, it has become imperative to study how the Sovereign Governments are engaged in 
protecting, sustaining and growing its wealth. In the Uni-polar world that it has 
become in the post-cold war era, are there multi-polarity determinants that are shaping 
up which will restrain sovereign governments to proceed to extreme action because of 
inter-dependency of economic considerations?. It isn’t fully true that Finance Capital is 
flowing from ‘West’ to the ‘East’ only , but vice versa as well. How is the global asset 
allocation shaping up and what are the actions of sovereign governments to protect and 
grow its financial wealth?. What are the trends in global liquidity situation and the 
composition of international reserve assets. 

 
 

2. Reserves Management of the Central Banks Assets 
The Central Bank of the country being the Banker to the Government in almost all 
countries, it manages the reserves of the Government and is generally tasked with the 



Krishna Kumar 
 

958

‘Wealth management’ function as well ie., at least the Sovereign Financial Wealth. 
Thus, the ability of the Central Bank to invest these wealth in a prudent manner and 
derive income impinges on sustaining and improving the National Wealth. Being 
aggregate handlers of the country’s financial resources, this function of a Central Bank 
is fraught with inherent challenges, more so in an integrated global financial market. 
The allocation based on risk-return trade–off is potentially a dicey one. Most countries 
or their Central Banks are getting very poor yield on the Forex Reserves when they 
park the funds in dollar-denominated treasury securities issued by the US Government. 
But, still many end up doing it, as such investments are perceived as ‘safe heaven’ by 
the dealers of the Central Banks.  

 
 

3. Analysis of Foreign Currency Assets and Earnings from such 
Assets 

To substantiate the above, the following data from the Statistics of the Reserve Bank of 
India, would give some idea as to the proportion of Foreign Currency Asset (FCA) viz-
a-viz Domestic Assets in the case of a Central Bank’s Balance sheet. Of course, here 
we are referring to a country ie., India which always has a negative Trade Balance and 
as a Sovereign its liabilities overrides its Current account Balances. Still, it is a pointer 
and we can note that FCAs are many times more than the domestic assets in the RBI’s 
Balance sheet.  

 
 

Table 3.1: Foreign Currency Assets and Domestic Assets (Rs Billion) 
 

As on June 30 Foreign Currency Assets Domestic Assets 
2008 12,985.52 1,644.31 
2009 12,175.42 1,906.53 
2010 11,644.31 3,885.94 
2011 12,687.44 5,359.07 
2012 14,492.81 7,596.54 

Source : RBI Annual Report, 2011-12 (Page 159) 
 
If we refer to the position of wealthier nations and nations with current account 

surpluses, we can note that the FCAs of such countries would be in several multiples 
than the domestic assets (financial). We could also note that many oil-rich nations 
which are well endowed with natural oil resources are in a state of resource exportation 
which is not sustainable (being a depleting and a finite resource) and from their angle 
the foreign exchange they earn from such exportation need to be protected for future 
when such resources are gone. This requires or pre-supposes higher yields from such 
dollar denominated investments, wherever it is made. Prudently, it has to also fit into 
the risk-reward matrix of the Sovereign State. Again, when we examine what is the 
return, that are possible from Foreign Currency Assets (FCA), a peek into the India 
material of recent years give some idea. From the Reserve Bank of India’s Annual 
Report 2011-12 and 2012-13 as tabulated in Table 3.2, it is clear that the returns on 
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such Assets are in the range of 1.5 %. In the case of other Sovereigns or Central Banks 
also, it would be largely in the same level as much of the International Reserve Assets 
has historically been flowing into US Treasury securities, Gold etc. 

 
Table 3.2: Earnings from Foreign Sources (Rs Billion) 

 
Item Year Ended 

June 30, 2011 June 30, 2012 June 30, 2013 
Foreign Currency Assets (FCA) 12,687.44 14,492.81 15,247.69 
Average FCA 12,177.51 13,477.55 14,281.58 
Earnings from FCA (Interest, 
Discount, Exchange Gains/ 
Loss, Capital Gain / Loss on 
Securities) 

211.50 198.10 207.46 

Earnings from FCA as a % of 
average FCA 

1.74 1.47 1.5 

Source: RBI Annual Reports 2011-12, 2012-13 
 
 

4. Quantum & Composition of International Reserve Assets 
The following Chart 4.1 depicts the Total international reserve assets–Amount and 
Percentage share in the case of countries with major Reserve Assets. In short, it gives 
the quantum and percentage of each sovereigns, holding major reserve assets. Analysis 
of the break-down of the composition of International Reserve Assets, across 
countries, would show (not included) that a major portion is in Foreign Currency 
Assets followed by Gold and the rest in the form of Special Drawing Rights (SDRs). In 
fact, Foreign Currency Assets is in excess of 90% in most of the cases. This 
underscores, the compulsive need for many of these countries (most of whom running 
a Balance of Payment Surplus ) to earn a good surplus by deploying these assets.  

 

 
Chart 4.1: Total International Reserve Assets–Amount and % Share (Aug 2013) 

Source : Bloomberg 
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5. Conclusion 
The expansionary stance of the Central Banks in Advanced Economies and the sheer 
size of the balance sheet expansion during the past decade or so, has led to surfeit of 
liquidity. At times, it has created surge in capital flows to Emerging Economies as 
well. Though the US Treasury talks about ‘quantitative easing’ of late, it has been 
gobbling up much of the global liquidity this far by issuing Treasury Bonds and 
securities. Mimicking the Reserve positions, countries like China, Saudia Arabia, 
Other Middle East Countries, Japan and India are the major subscribers or net buyers 
of the US Treasury bills and own it (having invested a good portion of their FCAs in 
it). But, the poor yield has always been a nemesis.  
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