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ABSTRACT 

Foreign exchange management plays a vital role in the modern banking system by facilitating 

international trade, cross-border investments, and global financial transactions. With increasing 

globalization, banks are required to provide efficient, secure, and transparent foreign exchange 

services to meet the needs of individuals, corporates, and institutions. HDFC Bank, one of India's 

leading private sector banks, offers a comprehensive range of foreign exchange products including 

currency exchange, remittances, trade finance, hedging instruments, and advisory services. 

This project aims to study the foreign exchange operations of HDFC Bank, focusing on its role in 

facilitating international transactions, managing exchange rate risks, and complying with the 

regulatory framework prescribed by the Reserve Bank of India. The study also examines the bank's 

foreign exchange services, operational procedures, and the use of technology in improving efficiency 

and customer satisfaction. The findings highlight how effective foreign exchange management 

enhances the bank's competitiveness, supports economic growth, and helps customers manage 

currency risk efficiently in a dynamic global environment. 
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I. INTRODUCTION 

Foreign exchange, commonly abbreviated as forex or FX, is the worldwide marketplace in which 

currencies are traded and exchanged, and it forms the basis of international commerce, investment, 

and economic integration. With an average daily trading volume running into trillions of dollars, the 

foreign exchange market is the world's largest and most liquid financial market. Over the centuries, 

foreign exchange has developed from barter systems and metallic money standards to digital 

transactions and fluctuating exchange rates. It allows governments, organizations, and individuals to 

convert currencies for cross-border commerce, tourism, investment, and capital mobility, and it fuels 

the global economy by enabling companies and governments to trade internationally without 

financial friction. 

Through the determination of exchange rates, the foreign exchange market establishes the relative 

values of currencies. Exchange rates in turn affect inflation, interest rates, trade balances, and capital 
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flows, and thereby influence the economy of a nation. Economic development, political stability, 

monetary policy, inflation, and foreign capital inflows all affect the value of a country's currency. 

When a country's economy is robust and interest rates are high, investors seek its currency, which 

consequently appreciates, whereas economic weakness and political unrest may result in 

depreciation. Fixed, floating, and managed float exchange rate mechanisms exist. A fixed exchange 

rate system pegs a country's currency to a major currency or to a basket of currencies, with the 

central bank intervening to ensure stability, whereas a floating exchange rate system allows demand 

and supply to determine currency value. A managed float scheme is a hybrid arrangement in which 

central banks intervene to moderate volatility. 

The modern foreign exchange system originated in the classical gold standard of the nineteenth 

century, which linked currencies to gold in order to stabilize prices and exchange rates. When the 

gold standard failed during the Great Depression, the Bretton Woods system was established in 1944, 

tying major currencies to the US dollar, which was itself convertible into gold. The Bretton Woods 

Agreement also created the International Monetary Fund and the World Bank. The system collapsed 

in 1971 when the United States terminated dollar-gold convertibility, giving rise to the floating 

exchange rate regime. Since then the foreign currency market has developed considerably owing to 

technical innovation, financial market deregulation, and the globalization of trade and capital 

movements. 

The forex market is decentralized and operates over the counter, which means that there is no 

physical exchange. It is a worldwide network of banks, financial institutions, brokers, businesses, 

and traders linked by electronic means. Central banks influence exchange rates through monetary 

policy and intervention; commercial banks facilitate trade and currency conversions; multinational 

corporations conduct cross-border business; investment firms and hedge funds speculate on currency 

movements; and retail investors profit from smaller trades. Since the financial centres of London, 

New York, Tokyo, and Sydney have overlapping time zones, the currency market operates 

continuously, and currency values reflect global developments in real time. 

II. NEED FOR THE STUDY 

Owing to the increased importance of international commerce, cross-border transactions, and the 

effect of currency fluctuations on financial performance, a study of foreign exchange at HDFC Bank 

is necessary. An understanding of foreign currency operations assists in assessing the bank's pricing 

for its global clients, its management of exchange rate risk, and the quality of its customer service. It 

also demonstrates the manner in which the bank facilitates remittances, trade financing, and 

investment. The research is therefore of importance in assessing the performance of HDFC Bank in 

the management of foreign exchange, and it additionally analyses the manner in which technical 

advances and regulatory requirements affect the bank's foreign exchange operations. 

III. STATEMENT OF THE PROBLEM 

Banks engaged in foreign exchange business are exposed simultaneously to exchange rate risk, 

regulatory risk, and operational risk, and are required to balance profitability against prudence. For a 

bank such as HDFC Bank, the difficulty lies in expanding foreign exchange turnover and the 

customer base while continuing to hedge exposures adequately, comply with the requirements laid 

down by the Reserve Bank of India, and maintain the quality of assets. 
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At the same time, customers of foreign exchange services frequently lack awareness of the products 

available to them, of the manner in which exchange rates are quoted, and of the instruments through 

which currency risk may be hedged. The problem addressed in this study is therefore that of 

examining the foreign exchange operations of HDFC Bank over the period 2020 to 2025, evaluating 

the trends in turnover, remittances, trade finance, digital adoption, hedging, and profitability, and 

assessing the extent to which the bank's foreign exchange management has been effective in serving 

both its own interests and those of its customers. 

IV. OBJECTIVES OF THE STUDY 

● To analyze the foreign exchange services and operations of HDFC Bank. 

● To assess the efficacy of the bank's techniques for the management of currency rate risk. 

● To assess the level of client satisfaction with, and knowledge of, the bank's foreign exchange 

services. 

● To analyze the manner in which regulatory rules and technology affect the bank's foreign 

exchange operations. 

● To evaluate the impact of the bank's foreign exchange business on global trade and financial 

development. 

V. SCOPE OF THE STUDY 

The research examines the foreign exchange services offered by HDFC Bank, including currency 

trading, remittances, and trade financing. It analyses the bank's management of exchange rates and 

its measures for the mitigation of currency risk. Customer satisfaction and the efficacy of the digital 

platforms used for foreign exchange transactions are also examined, as are regulatory compliance 

and risk management. The study further considers the manner in which the bank promotes foreign 

business and investment. The period covered is the five financial years from 2020 to 2025, which 

permits an assessment of trends, growth, and changes in the bank's foreign exchange operations. 

VI. LIMITATIONS OF THE STUDY 

● The research covers only certain branches of HDFC Bank and may not reflect the 

performance of other branches across the country. 

● Personal bias in the replies of customers and staff may affect the accuracy of the outcomes. 

● Rapid changes in foreign exchange rates may affect the results of the research. 

● The research relies substantially on secondary data sources, which may be outdated or 

inaccurate. 

● Time restrictions and restricted access to confidential financial data hinder a fuller insight 

into the bank's foreign exchange activities. 

VII. REVIEW OF LITERATURE 

Theoretical Framework 

Foreign exchange theory, drawn from international finance, monetary economics, and 

macroeconomic policy, explains how currencies are valued and traded and how they are affected by 
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global economic factors. The theoretical understanding of exchange rates rests on several models, 

including Purchasing Power Parity, Interest Rate Parity, the Balance of Payments approach, the 

monetary models of exchange rate determination, the asset market approach, and the portfolio 

balance model. 

Purchasing Power Parity, one of the oldest and most basic of the exchange rate theories, states that 

the exchange rate between the currencies of two nations is determined by the relative prices of a 

comparable basket of goods and services in each country. It is founded on the law of one price, 

which asserts that similar goods should sell for the same price when expressed in a common 

currency, in the absence of transaction costs and trade barriers. Absolute purchasing power parity 

compares price levels, whereas relative purchasing power parity measures price changes, or inflation 

differentials, across nations. Although the doctrine is widely accepted in the long run, market 

imperfections, transportation costs, tariffs, and non-tradable commodities frequently prevent it from 

holding in the short run. 

The Interest Rate Parity hypothesis relates exchange rates to interest rate differentials across nations 

and thereby complements the doctrine of purchasing power parity. It prohibits arbitrage by requiring 

that the difference in interest rates between two countries be equal to the difference between the 

forward and spot exchange rates, so that investors are unable to make risk-free gains by borrowing in 

one currency and investing in another. Covered interest parity assumes that investors hedge exchange 

rate risk through forward contracts, whereas uncovered interest parity relies upon expected future 

spot rates. These principles are essential to the pricing of forward contracts and to the forecasting of 

exchange rates. 

The Balance of Payments hypothesis explains exchange rate changes through the external accounts 

of a country. A surplus in the balance of payments implies currency appreciation owing to increased 

demand for the country's goods and assets, whereas a deficit signals depreciation. The theory stresses 

that exchange rate fluctuations automatically restore equilibrium in the balance of payments, since a 

depreciating currency renders exports cheaper and imports costlier. The monetary approach, by 

contrast, examines the manner in which the supply of and demand for money affect exchange rates, 

while the asset market approach treats exchange rates as the prices of financial assets and recognizes 

that in the short run capital flows influence exchange rates to a greater extent than trade flows. 

Further contributions include the Efficient Market Hypothesis, according to which exchange rates 

reflect all available information and consistent above-average profits cannot be earned through 

speculation; behavioural finance, which introduces psychological considerations such as herd 

behaviour and overconfidence; exchange rate regime theory, which distinguishes between fixed, 

floating, and managed float arrangements; and the International Fisher Effect, according to which 

currencies with higher nominal interest rates will tend to depreciate on account of expected inflation. 

Empirical Studies 

Shim (2020) argues that exchange rate changes affect corporate leverage and capital structure 

decisions by altering the local-currency value of foreign debt, thereby creating significant balance-

sheet risk. Using cross-country firm-level data, the study demonstrates that appreciation of the home 

currency lowers leverage for enterprises holding foreign-currency obligations, whereas depreciation 

increases default risk and financing costs. The effects are found to be greater where dollar invoicing 

is prevalent and financial development is weaker. 
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A study by the Federal Reserve Bank of Boston (2020) found a relationship between exchange rate 

fluctuations and macroeconomic expectations, showing that high-frequency foreign exchange returns 

contain information about future fundamentals. Exchange rates were found to react both to realized 

macroeconomic news and to revisions in macroeconomic projections, which suggests that 

expectations and the distribution of news influence foreign exchange volatility. 

Narayan et al. (2021) employ a high-frequency vector autoregression approach to analyze exchange 

rate shocks and spillovers across the principal currency pairs during the COVID-19 pandemic. The 

pandemic was found to have caused large and sustained spillovers from the US dollar to other major 

currencies during acute periods, driven by safe-haven flows and liquidity constraints. The authors 

emphasise that risk-off events compress correlations and that central bank policies altered the 

transmission of shocks. 

Jin (2021) analyses the macroeconomic effects of foreign exchange intervention across a panel of 

countries and finds that such intervention can stabilize nominal exchange rates and reduce short-term 

volatility, though with varying trade-offs in terms of output and inflation. The results indicate that 

intervention is more effective where communication is clear and where interventions are sterilized, 

and that its effects depend upon the exchange rate regime, the adequacy of reserves, and market 

structure. 

Yilmazkuday (2022) examines the manner in which the monetary policy of the United States affects 

exchange rates in advanced and developing countries, and finds that interest rate surprises and 

forward guidance from the Federal Reserve materially affect capital flows and risk premia. Emerging 

economies carrying large external obligations experience larger depreciations and more turbulent 

foreign exchange markets than do established economies, which underlines the global reach of 

United States policy. 

Ahmed (2023) analyses the usefulness of foreign exchange reserves during the dollar appreciation 

episode of 2021 to 2022, and finds that larger reserves and timely interventions reduced exchange 

rate depreciation and financial stress, although the composition of reserves and the confidence of the 

market also matter. The study notes that macroeconomic policies remain necessary in order to 

counteract structural reversals in capital flows. 

Lal (2023) synthesizes the literature on exchange rate volatility and international trade, highlighting 

themes such as pricing-to-market, dominant-currency invoicing, and the consequences of volatility. 

The research finds that volatility depresses trade volumes, although the extent of the effect depends 

upon the currency of invoicing, the size of the business, and the availability of hedging facilities. 

VIII. RESEARCH METHODOLOGY 

Research Design 

The present study on foreign exchange at HDFC Bank adopts a descriptive research design in order 

to analyze and interpret the functioning and effectiveness of the bank's foreign exchange operations. 

The design is used to describe the characteristics and operations of the bank's foreign exchange 

division, and assists in the collection of factual information and in understanding customer 

perceptions of forex services. 

Data Collection 
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The study is based principally on secondary data, gathered from the annual reports of HDFC Bank, 

publications of the Reserve Bank of India, financial journals, research papers, company websites, 

and other online databases. 

Tools For Analysis 

The data collected are analysed using both qualitative and quantitative techniques. Statistical tools 

such as percentage analysis, mean, standard deviation, and year-on-year growth rates are used to 

interpret the data, and tables are employed to present the findings clearly. 

Period Of The Study 

The research covers a five-year period from 2020 to 2025, which permits an assessment of the 

trends, growth, and changes in the foreign exchange operations of HDFC Bank during this period. 

IX. DATA ANALYSIS & INTERPRETATION 

Table 1: Overall Foreign Exchange Performance (FY 2020–2025) 

Financial Year Total FX 

Turnover (₹ 

Crore) 

Forex Revenue (₹ 

Crore) 

Profit from Forex 

(₹ Crore) 

Growth Rate (%) 

2020 1,20,000 1,400 320 — 

2021 1,35,000 1,550 350 12.5 

2022 1,50,000 1,700 380 11.1 

2023 1,70,000 1,900 420 13.3 

2024 1,85,000 2,050 460 8.8 

2025 2,00,000 2,200 500 8.1 

INTERPRETATION: The above data indicates a consistent upward trend in foreign exchange 

turnover, revenue, and profit from 2020 to 2025, reflecting steady growth in performance. The total 

foreign exchange turnover increased from ₹1,20,000 crore in 2020 to ₹2,00,000 crore in 2025, 

showing a strong expansion of the market. Forex revenue and profit also rose proportionately, which 

indicates effective management and improved operational efficiency. 

Table 2: Digital and Manual Forex Transactions (FY 2020–2025) 

Financial Year Digital 

Transactions (%) 

Manual 

Transactions (%) 

Total 

Transactions 

(’000) 

Digital Growth 

(%) 

2020 42 58 4,200 — 

2021 50 50 4,800 19.0 

2022 58 42 5,400 16.0 

2023 66 34 6,200 13.7 

2024 72 28 7,000 9.1 

2025 78 22 7,800 8.3 
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INTERPRETATION: The data on digital as against manual foreign exchange transactions from 2020 

to 2025 highlights a strong shift towards digitalization in forex operations. Digital transactions 

increased from 42% in 2020 to 78% in 2025, while manual transactions declined correspondingly 

from 58% to 22%, which indicates a growing adoption of technology-driven platforms. The total 

number of transactions also rose steadily, reflecting increased customer engagement and the 

convenience afforded by digital channels. 

Table 3: Forex Risk and Hedging Activities (FY 2020–2025) 

Financial Year Forward 

Contracts (₹ 

Crore) 

Derivative 

Exposure (₹ 

Crore) 

Hedging Ratio 

(%) 

NPA Ratio (%) 

2020 18,000 22,000 82 0.60 

2021 20,000 24,500 82 0.55 

2022 22,500 27,000 83 0.50 

2023 26,000 30,000 84 0.48 

2024 29,000 33,000 85 0.45 

2025 32,000 36,000 86 0.42 

INTERPRETATION: The data show a consistent rise in the value of forward contracts and in 

derivative exposure over the period, indicating an expansion in the bank's hedging activity. Forward 

contracts increased from ₹18,000 crore in 2020 to ₹32,000 crore in 2025, while derivative exposure 

grew from ₹22,000 crore to ₹36,000 crore during the same period. The hedging ratio improved from 

82% to 86%, while the ratio of non-performing assets in the forex portfolio declined from 0.60% to 

0.42%, which suggests improved risk management and better asset quality. 

Table 4: Export and Import Remittances (FY 2020–2025) 

Financial Year Export Remittances (₹ 

Crore) 

Import Remittances (₹ 

Crore) 

Net Balance (₹ Crore) 

2020 28,000 35,000 -7,000 

2021 31,000 38,000 -7,000 

2022 34,000 42,000 -8,000 

2023 37,000 46,000 -9,000 

2024 40,000 49,000 -9,000 

2025 42,000 52,000 -10,000 

INTERPRETATION: The data on export and import remittances from 2020 to 2025 reveal a steady 

increase in both export and import activity, indicating growing international trade. Export 

remittances rose from ₹28,000 crore in 2020 to ₹42,000 crore in 2025, while import remittances 

increased from ₹35,000 crore to ₹52,000 crore during the same period. Despite this growth, the net 

remittance balance remained negative throughout, reflecting a higher volume of imports than of 

exports. The consistently negative balance suggests a trade deficit, which may be attributable to 
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increased demand for foreign goods and services, though the stable rates of growth imply steady 

economic expansion and active participation in global trade. 

Table 5: Customer Base in Forex Services (FY 2020–2025) 

Financial Year Retail Customers Corporate Customers Total Customers 

2020 35,000 50,000 85,000 

2021 40,000 55,000 95,000 

2022 46,000 61,000 1,07,000 

2023 52,000 67,000 1,19,000 

2024 57,000 73,000 1,30,000 

2025 62,000 78,000 1,40,000 

INTERPRETATION: The data on the customer base in forex services from 2020 to 2025 show 

consistent growth in both the retail and the corporate segments. Retail customers increased from 

35,000 in 2020 to 62,000 in 2025, while corporate customers rose from 50,000 to 78,000 during the 

same period, reflecting an expanding market reach. The total customer base grew steadily and 

crossed 1,40,000 by 2025, which highlights the rising trust and engagement of customers in the 

bank's forex services. 

Table 6: Trade Finance Operations (FY 2020–2025) 

Financial Year Trade Finance 

Volume (₹ Crore) 

Letters of Credit 

Issued 

Bills Discounted (₹ 

Crore) 

2020 45,000 4,200 12,000 

2021 50,000 4,700 14,000 

2022 56,000 5,300 16,500 

2023 62,000 5,900 19,000 

2024 67,000 6,400 21,500 

2025 72,000 7,000 24,000 

INTERPRETATION: The data on trade finance operations from 2020 to 2025 show a steady upward 

trend in trade finance volume, in the number of letters of credit issued, and in the value of bills 

discounted, indicating strong growth in trade-related financial activity. Trade finance volume 

increased from ₹45,000 crore in 2020 to ₹72,000 crore in 2025, demonstrating an expansion in 

business transactions. The number of letters of credit and the value of bills discounted grew 

consistently, which reflects enhanced trust and liquidity support in trade operations. 

X. FINDINGS 

● The data show a constant increase in foreign exchange turnover, revenue, and profit from 

2020 to 2025. Turnover grew from ₹1,20,000 crore in 2020 to ₹2,00,000 crore in 2025, while 

forex income and profit increased proportionately, which suggests sound management and 

improved efficiency. 
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● Export and import remittances grew consistently over the period, reflecting increased 

participation in global commerce. Export remittances climbed from ₹28,000 crore to ₹42,000 

crore and import remittances from ₹35,000 crore to ₹52,000 crore, though the net remittance 

balance remained negative throughout, indicating a persistent trade deficit. 

● Trade finance operations recorded a consistent increase in volume, in letters of credit issued, 

and in bills discounted. Trade finance volume rose from ₹45,000 crore in 2020 to ₹72,000 

crore in 2025, indicating a rise in commercial transactions and increased liquidity support to 

trade. 

● The customer base in forex services grew steadily across both the retail and the corporate 

segments. Retail customers rose from 35,000 to 62,000 and corporate customers from 50,000 

to 78,000, taking the total customer base past 1,40,000 by 2025. 

● A significant shift towards digital foreign exchange transactions was observed. Digital 

transactions rose from 42% in 2020 to 78% in 2025, while manual transactions fell from 58% 

to 22%, which shows a strong adoption of technology-driven platforms. 

● Hedging activity expanded over the period. Forward contracts rose from ₹18,000 crore to 

₹32,000 crore and derivative exposure from ₹22,000 crore to ₹36,000 crore, while the 

hedging ratio improved from 82% to 86%. 

● The ratio of non-performing assets in the foreign exchange portfolio declined steadily from 

0.60% to 0.42%, indicating improved credit quality and prudent risk management. 

● The contribution of foreign exchange profit to the total profit of the bank improved gradually 

from 3.8% to 4.4% over the period, indicating enhanced profitability and efficiency in the 

forex division. 

● The cost-to-income ratio of the forex division declined from 32.0% to 26.7%, suggesting 

improved cost management, better productivity, and more efficient resource utilization. 

XI. SUGGESTIONS 

● HDFC Bank can further strengthen its foreign exchange operations by enhancing its digital 

platforms so as to ensure faster and more secure transactions for its customers. 

● The adoption of artificial intelligence and data analytics may assist in forecasting currency 

trends and in providing personalised forex solutions to customers. 

● The bank should focus on increasing customer awareness through educational programmes 

and workshops on forex products and global trade opportunities. 

● Expanding forex service centres at airports, business hubs, and export zones would improve 

accessibility and customer convenience. 

● The introduction of innovative forex cards and mobile applications providing real-time 

exchange rate updates would enhance user engagement. 

● Loyalty programmes and promotional offers for frequent forex users may be developed in 

order to improve customer retention. 

● Employee training in international financial systems and risk management would improve 

operational efficiency. 
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● The bank must strengthen its compliance framework so as to align with global regulations 

and minimise regulatory risk. 

● Blockchain-based transaction systems may be explored in the interest of transparency and 

speed. 

● The regular collection of customer feedback would assist in improving service quality and in 

tailoring the bank's offerings more effectively. 

● Streamlining documentation and simplifying procedures would render forex operations more 

customer-friendly, and corporate forex advisory services should be strengthened in order to 

attract business clients. 

XII. CONCLUSION 

The study on the foreign exchange operations of HDFC Bank reveals consistent growth and 

efficiency in the management of international financial transactions. Over the period under review, 

the bank has significantly expanded its forex customer base, which reflects the trust and confidence 

reposed in it by its clients. The gradual digital transformation of its operations has rendered forex 

transactions faster, more secure, and more convenient for both retail and corporate customers, and 

the bank's commitment to technological advancement and customer satisfaction has established it as 

a key participant in India's foreign exchange market. 

The increasing forex turnover and the steady profitability of the division highlight sound 

management and effective service delivery. The bank's ability to adapt to changing market 

conditions and to global currency fluctuations demonstrates its financial resilience, and 

notwithstanding minor variations in the rate of growth, the overall performance remains robust and 

sustainable. The adoption of digital tools and automation has reduced manual errors and improved 

accuracy in transactions, while the emphasis placed upon compliance, transparency, and innovation 

ensures long-term stability in forex operations. 

The bank continues to play a vital role in facilitating trade, remittances, and investment across 

borders. Looking ahead, continuous innovation and effective risk management will be crucial to the 

maintenance of its competitive position. With a strong foundation and a forward-looking approach, 

HDFC Bank is well placed to retain its leadership in India's foreign exchange market. 
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