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With this thought, we hereby present to you
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FROM GLOBAL FOREX TO LOCAL WALLETS:
UNDERSTANDING CURRENCY POLITICS AND LEGAL
FRAMEWORKS IN COMPARISON WITH INDIA

AUTHORED BY - GAURI SINGH
Jindal Global Institute

1. Introduction: Origins and Evolution of the Forex Market
The foreign exchange (forex) market refers to the global marketplace where currencies are
bought, sold, and exchanged. It is the largest and most liquid financial market in the world,
with global daily trading reaching approximately USD 9.6 trillion in April 2025. The market
comprises a wide range of participants, including central banks, commercial banks,
multinational corporations, investment firms, hedge funds, retail brokers, and individual

investors.

Unlike equity or commodity markets, the forex market is not governed by a centralized
exchange. Instead, it operates as an over-the-counter (OTC) market through a decentralized
global network of banks and financial institutions connected electronically across jurisdictions.
Forex brokers often function as market makers, quoting bid and ask prices that may vary across

platforms, reflecting differences in liquidity and regulatory environments.

Historically, international currencies were pegged to precious metals such as gold and silver
until the early twentieth century. Following the economic instability of World War | and the
Great Depression, the Bretton Woods Agreement established a fixed exchange rate system
under which currencies were pegged to the US dollar, while the dollar itself was backed by
gold reserves. This system also led to the creation of institutions such as the International
Monetary Fund (IMF) and the World Bank, aimed at promoting monetary cooperation and

post-war economic stability.

The Bretton Woods system collapsed in 1971 when the United States suspended the dollar’s
convertibility into gold, ushering in the modern era of floating exchange rates. Since then,
exchange rates have been largely determined by market forces of demand and supply, although

central banks continue to intervene to manage volatility. Despite shifts in the global monetary
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system, the US dollar remains the dominant reserve currency, reflecting entrenched economic

and political influence.

While forex trading is primarily perceived as an economic activity, it carries significant legal
implications. Violations of foreign exchange laws may result in civil penalties, regulatory
sanctions, or criminal liability. In India, forex transactions are regulated under the Foreign
Exchange Management Act (FEMA), 1999, with the Reserve Bank of India (RBI) serving as
the primary regulatory authority. At the international level, institutions such as the IMF, the
Bank for International Settlements (BIS), and the G20 influence regulatory norms and

compliance standards.

This article analyses the evolution of global forex markets through a legal lens, compares
international regulatory frameworks with India’s FEMA-based regime, and evaluates the socio-

legal impact of currency regulation on local Indian economies.

Foreign exchange market turnover by instrument'

Net-net basis, daily averages in April Graph 1
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' Adjusted for local and cross-border inter-dealer double-counting, ie “net-net” basis.

Source: BIS Triennial Central Bank Survey. For additional data by instrument, see Table 1. & Bank for International Sétilements
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2. Global Perspective on Forex Trading
2.1 Evolution of Global Forex Governance
The shift from fixed to floating exchange rates after the collapse of the Bretton Woods system
fundamentally transformed global forex governance. Exchange rates became increasingly
volatile, exposing states to speculative attacks and sudden capital movements. This
transformation required legal mechanisms capable of balancing national monetary sovereignty
with the realities of global financial integration. Consequently, regulatory coordination

emerged as a necessity rather than a policy choice.

2.2 Reserve Currencies and Monetary Power

The dominance of reserve currencies, particularly the US dollar and the euro, reflects unequal
monetary power within the international financial system. The legal implications of reserve
currency dominance extend beyond economics, influencing global liquidity, debt
sustainability, and policy autonomy of developing states. Dependence on reserve currencies
often constrains the regulatory and fiscal choices available to emerging economies, exposing

structural asymmetries in global monetary governance.

2.3 Dominance of Global Forex Hubs

Global forex trading is concentrated in major financial centers such as London and New York,
supported by robust legal infrastructures and regulatory certainty. Regulatory authorities like
the UK Financial Conduct Authority (FCA) and US agencies enforce strict compliance
obligations relating to transparency, reporting, and anti-manipulation measures. The
dominance of these hubs demonstrates how legal certainty and enforcement capacity attract

global market participation and influence international trading norms.

2.4 Role of Central Banks in Forex Markets

Central banks possess statutory authority to intervene in forex markets through interest rate
adjustments, reserve management, and capital controls. Such interventions aim to stabilize
national currencies, manage inflation, and safeguard exports. However, central bank actions
also raise legal concerns regarding market distortion, accountability, and international

coordination, particularly when domestic interventions have transnational consequences.
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2.5 International Regulatory Institutions
Institutions such as the International Monetary Fund (IMF), Bank for International Settlements
(BIS), and the G20 play a crucial role in global forex governance. The IMF provides
surveillance and policy guidance on exchange rate regimes, while the BIS facilitates
coordination among central banks. The G20 promotes regulatory harmonization and financial
stability. Although these bodies lack direct enforcement powers, their frameworks influence
national laws and regulatory practices.
1. BIS, Triennial Central Bank Survey of Foreign Exchange and OTC Derivatives
Markets, 2025.
2. IMF, History of the International Monetary System, 2022.
Reserve Bank of India, Foreign Exchange Management Act, 1999, Sections 2—4.
4. Eichengreen, Barry, Globalizing Capital: A History of the International Monetary
System, 3rd ed., 2021.
5. IMF, Annual Report on Exchange Arrangements and Exchange Restrictions, 2023.
6. FCA UK, FX Global Code Implementation Guidance, 2020.

2.6 Cross-Border Trading and Jurisdictional Challenges

Forex transactions are inherently cross-border, often involving parties from multiple
jurisdictions. This creates complex legal questions relating to applicable law, regulatory
jurisdiction, and dispute resolution. Conflicts between national regulators may arise in cases of

fraud, manipulation, or systemic risk, necessitating international cooperation and mutual legal
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assistance mechanisms.

2.7 Compliance and Transparency Standards

Global forex markets are governed by compliance standards such as Anti-Money Laundering
(AML), Know Your Customer (KYC), and transaction reporting obligations. These standards
aim to prevent illicit financial flows, terrorism financing, and market abuse. Banks and
financial institutions are legally required to implement internal controls and report suspicious
transactions. Failure to comply often results in heavy penalties, reinforcing the legal

accountability of market participants

2.8 Impact on Emerging Economies

Forex volatility disproportionately affects emerging economies, leading to inflationary
pressures, capital flight, and debt instability. Sudden currency depreciation can trigger legal
disputes over foreign-denominated contracts and sovereign obligations. These vulnerabilities
highlight the limitations of international law in protecting weaker economies from systemic
market shocks.

3. Global Enforcement and Regulatory Failures
Global daily forex turnover exceeds USD 9 trillion, dominated by the US dollar, euro, Japanese
yen, and British pound. Major international banks such as JPMorgan Chase, HSBC, Citibank,

and Deutsche Bank play a central role in liquidity provision and price discovery.

Legal oversight of these markets intensified following the LIBOR and FX manipulation
scandals between 2013 and 2014. Regulatory authorities including the US Department of
Justice (DOJ), Commaodity Futures Trading Commission (CFTC), UK FCA, and the European
Commission found that banks such as Barclays and UBS colluded to manipulate benchmark

rates, violating competition law and market integrity principles.

Similarly, enforcement action against JPMorgan Chase revealed improper forex trading and
hedging practices that breached transparency and fair-dealing obligations. These cases
reinforced the necessity of robust regulatory enforcement and influenced jurisdictions such as
India to strengthen domestic oversight under FEMA and RBI guidelines.

7. CFTC, FX and LIBOR Manipulation Investigations, 2014.
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8. DOJ, Barclays and UBS Settlements on FX Manipulation, 2015.
9. RBI, Enforcement Actions under FEMA, 2018.

4. International Legal Frameworks Governing Forex

Global regulatory institutions play a central role in shaping the legal architecture of foreign

exchange trading by setting norms for exchange rate policies, capital flows, and monetary

cooperation. Although these institutions do not function as courts, their rules and principles

strongly influence domestic forex laws across jurisdictions.

4.1 IMF and Legal Obligations in Forex Trading

The International Monetary Fund (IMF) derives its authority from the Articles of

Agreement, imposing key legal obligations on member states:

Article IV — Exchange Rate Transparency: Requires countries to avoid manipulating
exchange rates to gain unfair competitive advantages and mandates regular reporting

of currency practices to the IMF.

Capital Controls and Restrictions: The IMF discourages excessive exchange
restrictions unless officially approved, promoting market-determined currency systems.
Conditionality During Crises: In balance-of-payments crises, IMF lending is
contingent upon implementing fiscal, monetary, and structural reforms. For instance,
during the 1997-1998 Asian Financial Crisis, countries like Indonesia, South Korea,
and Thailand faced currency devaluations coupled with IMF-mandated austerity and
stabilization measures. These legal obligations illustrate how international rules can
influence domestic currency policies, often disproportionately affecting developing

gconomies.

4.2 BIS, G20, and Ethical Standards in Forex
The Bank for International Settlements (BIS) and G20 complement IMF oversight by

establishing standards and promoting coordination:

FX Global Code (BIS): Sets voluntary but widely adopted principles for ethical
conduct, risk management, transparency, and fairness in forex trading. Major central
banks and financial institutions follow these to prevent market manipulation.

Liquidity Swap Arrangements (BIS): Legally enable central banks to provide foreign

currency during crises, as observed in the 2008 global financial crisis and the COVID-
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19 pandemic. Emerging economies, however, often face limited access, highlighting
structural disparities.

e G20 Communiqués: Non-binding agreements discourage competitive devaluation and
unsanctioned capital flows, indirectly influencing domestic legal frameworks.
Countries must often align policies to maintain investor confidence and avoid
speculative attacks.

Together, these institutions create a multi-layered legal environment for forex trading,
combining surveillance, ethical standards, and policy coordination. While they promote global
stability, they also reveal the unequal influence of major economies on smaller or developing
nations, which must often comply with international expectations to safeguard financial
credibility.

10. IMF Articles of Agreement, 2020.

11. BIS, FX Global Code, 2017.

12. G20 Communiqués on Currency Policy, 2019-2021.

5. Forex Trading in India: Legal Framework and Regulation

India’s forex market operates under the Foreign Exchange Management Act, 1999, which
replaced the more restrictive Foreign Exchange Regulation Act, 1973. FEMA aims to facilitate
external trade and payments while maintaining macroeconomic stability. Transactions are
classified into current account and capital account transactions, with the latter subject to stricter

regulation.

The RBI acts as the primary regulator, issuing directions governing authorized dealers, hedging
limits, remittances, and derivative trading. Speculative forex trading without an underlying
exposure is prohibited. Violations under FEMA may attract penalties under Sections 13, 14,

and 17, including fines and prosecution.
A notable enforcement example is RBI v. M/s Khandelwal Forex (2018), where unauthorized

forward contracts resulted in penalties, reaffirming the importance of compliance and

authorization in forex transactions.
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6. Role of Banks and Financial Institutions
Banks are the primary facilitators of forex transactions in India, acting as intermediaries
between the Reserve Bank of India (RBI), corporates, retail investors, and international
markets. They are legally authorized under FEMA, 1999 to provide forex services and must
strictly adhere to reporting, compliance, and risk management obligations. Major Indian banks
such as State Bank of India (SBI), HDFC Bank, and ICICI Bank play a pivotal role in
maintaining liquidity, ensuring smooth currency conversion, and providing access to global

markets.

6.1 Currency Exchange and Liquidity Provision

Banks manage the buying and selling of foreign currencies for importers, exporters, and
travelers, ensuring proper exchange rate determination within regulatory limits. They
provide spot transactions, where currencies are exchanged immediately at prevailing market
rates, and forward contracts, allowing corporates to hedge against exchange rate fluctuations.
By offering currency swaps, options, and derivatives, banks help manage forex risk, stabilize
cash flows for international trade, and prevent sudden market shocks. These services require
precise compliance with RBI guidelines on limits, reporting, and authorization, ensuring that

currency exchange operations do not violate domestic or international laws.

6.2 Regulatory Oversight and Enforcement

Banks are legally responsible for monitoring forex transactions for compliance with FEMA
provisions, AML/KYC norms, and RBI directives. Any lapses can lead to penalties, license
suspension, or legal action. For instance, the Enforcement Directorate’s 2017 action against
corporates for unreported foreign currency borrowings highlighted the critical role of banks in
reporting and ensuring regulatory adherence. Failure to comply not only exposes the banks

themselves but also their clients to enforcement measures.

6.3 International Legal Accountability

Indian banks also interact with global financial systems, which exposes them to international
standards of accountability. The HSBC fine of USD 1.9 billion (2012) for lapses in anti-money
laundering and improper forex handling demonstrates how cross-border transactions require

adherence to global legal and ethical norms. Consequently, Indian banks must integrate
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international compliance measures into their operations, ensuring that forex trading is

transparent, legally sound, and aligned with both domestic and global regulatory expectations.

6.4 Strategic Role in Currency Stabilization

Beyond transactional services, banks contribute to macro-level currency stabilization. During
periods of volatility, the RBI intervenes through open market operations, forex swaps, or
adjustments in interest rates. Banks facilitate these interventions by acting as counterparties in
government or central bank transactions, providing liquidity, and ensuring orderly market
functioning. This strategic role emphasizes that banks are not only service providers but also

critical enforcers of legal and financial stability within India’s forex ecosystem.

7. Technological Advancements in Forex Trading and Legal Implications
The rise of technology has transformed forex trading, making it faster, more efficient, and
accessible to a broader range of participants, including corporates, banks, and retail investors.
Digital platforms such as MetaTrader, Bloomberg Terminal, and mobile trading apps enable
real-time execution of spot, forward, and derivative transactions across international markets,

increasing liquidity and transparency.

7.1 Digital Platforms and Algorithmic Trading

Algorithmic trading and automated platforms have become central to modern forex markets.
These systems execute trades based on pre-programmed instructions, significantly reducing
human intervention and enabling high-frequency trading. While these innovations improve
efficiency, they introduce legal and operational challenges. Faulty algorithms, unauthorized
trades, or software glitches can lead to significant financial loss. Internationally, incidents such
as Knight Capital (US, 2012), where algorithmic errors caused a $440 million loss, highlight

the necessity of legal accountability and regulatory oversight in automated trading.

In India, fintech companies offering forex services must comply with RBI and SEBI guidelines
for operational and cybersecurity standards. Banks and authorized dealers are required to
maintain secure electronic systems, encrypted transaction channels, and audit trails to prevent
unauthorized trades and data breaches, ensuring compliance with FEMA (1999) and the IT
Act 2000.

13. Reserve Bank of India, FEMA Handbook, 2021.
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14. RBI v. M/s Khandelwal Forex, 2018.

15. Foreign Exchange Regulation Act (FERA), 197z

16. State Bank of India Annual Report, 2024.

17. ICICI Bank, Forex Services Compliance Guidelines, 2023.

7.2 Mobile and Online Trading

The proliferation of mobile apps has democratized access to forex trading, enabling retail
investors to participate from anywhere. However, these platforms also increase the risk of
unregulated trading, market manipulation, and cyber fraud. The RBI and SEBI monitor fintech
and digital trading platforms closely, issuing circulars and warnings to ensure that retail
participants only transact through authorized systems. For example, SEBI warnings in
2021 targeted multiple online forex platforms operating without proper authorization,

emphasizing the legal risks for both operators and users.

7.3 Cybersecurity and Compliance Challenges

With digital trading comes a heightened need for cybersecurity and compliance measures.
Unauthorized access, hacking, or malware attacks can compromise sensitive financial data,
disrupt transactions, and trigger systemic risks. Legally, institutions are obligated to report
suspicious activities, implement AML/KYC procedures, and maintain operational resilience.
Failure to do so can result in penalties, suspension of licenses, or litigation under both domestic

and international regulations.

7.4 Cross-Border Digital Transactions

Technological platforms often facilitate cross-border forex transactions, introducing
jurisdictional and compliance complexities. Digital systems must align with international AML
standards, FATF guidelines, and local RBI regulations. For instance, Indian banks processing
USD or EUR transactions must ensure proper reporting, authorized dealer compliance, and
adherence to capital control restrictions to avoid legal penalties.

In summary, technological advancements have made forex trading more efficient, accessible,
and transparent but also introduce new legal and operational challenges. The Indian regulatory
framework integrates technological oversight with existing legal provisions, ensuring that
digital and automated forex activities remain secure, compliant, and aligned with global

standards.
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8. Advantages and Disadvantages of Forex Trading
Forex trading provides several significant advantages for corporates, investors, banks, and even

policymakers, while also presenting inherent risks and legal considerations.

8.1 ADAVANTAGES

1. High Liquidity: The forex market is the most liquid financial market globally, allowing
participants to buy or sell currencies quickly without major price impact. Banks and
authorized dealers facilitate smooth transactions, ensuring immediate access to foreign
currency for trade and investment.

2. Hedging and Risk Management: Corporates and exporters can hedge against
exchange rate volatility through forward contracts, options, and swaps. This reduces
uncertainty in international transactions and ensures stable cash flows. Legally, these
hedging instruments are regulated under FEMA (1999), and participants must operate
through RBI-authorized dealers, maintaining proper records and reporting.

3. Global Investment Opportunities: Forex trading provides access to international
financial instruments and investment diversification. It allows investors and corporates
to manage foreign currency exposure while participating in global markets. This also
requires compliance with capital account transaction regulations under FEMA,
particularly when investing abroad.

4. Policy and Strategic Advantages: Central banks and financial institutions can
influence monetary policy, stabilize the domestic currency, and manage inflation
through interventions in forex markets. Banks’ ability to facilitate these transactions

legally under RBI guidelines strengthens macroeconomic management.

8.2 Disadvantages
1. Legal and Regulatory Risks: Non-compliance with domestic or international
regulations can lead to fines, penalties, or litigation. For example, speculative trading
beyond authorized limits under FEMA, or unreported foreign currency borrowings, can
trigger enforcement actions by the RBI or the Enforcement Directorate.
2. Market Volatility Risks: Forex markets are highly volatile, and sudden currency
fluctuations can affect cash flows, contractual obligations, and derivative instruments.

Legal disputes may arise if forward contracts or hedges fail to cover losses, as seen in
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18.
19.
20.
21.

22.
23.

the 2019 Forward Contract Dispute in India, where a corporate client sued a bank
over mismanaged hedging.

Systemic and Operational Risks: Technological failures, unauthorized trades, or
algorithmic errors in forex platforms can result in significant financial loss. The Knight
Capital incident (US, 2012) exemplifies how algorithmic errors can lead to multi-
million-dollar losses and attract legal scrutiny.

Socio-Economic Impact: Currency fluctuations directly affect households, SMEs, and
local exporters. For instance, remittances sent by migrant workers decrease in value
during INR depreciation, reducing household income and affecting rural consumption,
education, and health. SMEs importing machinery or raw materials may face increased

costs if hedging mechanisms fail, creating a legal and economic ripple effect.

Knight Capital Group Incident Report, 2012.

SEBI Circular on Fintech Forex Platforms, 2021.

IT Act, 2000, Sections 43 & 66.

RBI Guidelines on Digital Forex Transactions, 2022.__ 24. FEMA, 1999, Sections 13—
17.

Forward Contract Dispute, India, 2019.

AML/KYC Compliance Regulations, RBI & SEBI, 2021.

8.3 Legal and Compliance Considerations

Participants must adhere to several key rules to mitigate risks and maintain legal compliance:

Authorized Dealer Requirement: Only banks and dealers authorized by RBI can
conduct forex transactions for clients.

Prohibition on Speculation: Trading purely for profit without commercial purpose is
illegal.

Reporting Obligations: Banks and corporates must report all foreign exchange
transactions, including derivatives, to the RBI.

AML/KYC Compliance: Anti-money laundering and customer due diligence rules

prevent illicit flows and ensure legal accountability.

Overall, while forex trading provides opportunities for liquidity, risk management, and global

engagement, it also requires strict adherence to legal frameworks to safeguard financial

stability and prevent misuse. India’s regulatory system, through FEMA and RBI oversight,

demonstrates how a developing economy can balance market participation with legal
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compliance, ensuring that both domestic and international forex activities are secure and

accountable.

9. Comparative Analysis of Indian and International Forex Laws
India’s regulatory framework for forex trading is designed to ensure stability, maintain
currency integrity, and provide controlled liberalization, contrasting with more market-driven,
litigation-focused systems in countries like the US and UK. The Indian approach relies heavily
on preventive oversight by the Reserve Bank of India (RBI) and legal provisions under
the Foreign Exchange Management Act (FEMA, 1999), whereas international frameworks

often emphasize post-facto enforcement, investor protection, and punitive measures.

9.1 Strengths of India’s Forex Regulation
India’s system demonstrates several advantages:

o Strict Monitoring by RBI: Authorized dealers and banks are closely supervised,
ensuring compliance with transaction limits, hedging norms, and reporting obligations.

o Controlled Liberalization: While capital account transactions are regulated, current
account operations such as trade and remittances are largely liberalized, promoting
market participation without compromising stability.

« Proactive Risk Management: Regulatory interventions, including forward contracts,
limits on speculative trading, and periodic notifications, help mitigate excessive
volatility, protecting both corporates and retail participants.

e Integration with AML/KYC Standards: Indian banks and fintech platforms are
legally obliged to comply with anti-money laundering norms, preventing illicit flows

and aligning domestic operations with international standards.

9.2 Areas for Improvement and International Lessons
Despite its strengths, India’s forex governance faces challenges:
o Limited Public Awareness: Smaller corporates and retail traders often lack knowledge
of FEMA provisions, increasing the risk of inadvertent non-compliance.
« Fewer Private Enforcement Cases: Unlike the US or UK, where private litigation and
class actions play a significant role in maintaining market discipline, India relies mostly

on government-driven enforcement.
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e Technological Integration: Advanced compliance technologies, such as Al-based
monitoring, automated reporting, and digital audit trails, are underutilized in some
sectors. Implementing these could enhance real-time oversight.

e Cross-Border Coordination: International lessons indicate that coordinated
enforcement and mutual legal assistance can prevent market manipulation and protect
against global forex shocks. India could strengthen collaboration with foreign

regulators to align domestic practices with global enforcement norms.

9.3 Overall Comparative Insight

The Indian model prioritizes currency stability and preventive compliance, whereas
international models, particularly in developed economies, focus more on market-driven
enforcement, litigation, and investor protection. By adopting best practices in public
awareness campaigns, compliance technology, and cross-border cooperation, India can
enhance its regulatory robustness, bridging the gap between domestic stability and global

participation

10. Socio-Legal Impact on Local India
Forex regulations have implications that extend beyond financial centers, directly
influencing rural households, SMEs, exporters, and farmers. These regulations shape

economic behavior, access to international markets, and overall livelihood stability.

10.1 Impact on Households and SMEs

e Remittances: Migrant workers’ remittances are sensitive to currency fluctuations. A
weakening of the INR can reduce household income, affecting consumption,
healthcare, and education in rural areas.

o Small-Scale Exporters: Artisans and SMEs, particularly in textiles, handicrafts, and
agro-products, rely on predictable exchange rates to secure fair revenue from
international clients. Forward contracts and hedging instruments, governed
under FEMA, are critical tools, and non-compliance can trigger penalties and disrupt
cash flows.

e Legal Responsibility: SMEs and individuals must transact through authorized

dealers, maintain accurate records, and report as required. Failure to comply not only
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attracts fines but can also lead to litigation or reputational damage, affecting local

employment and business continuity.

10.2 Impact on Farmers and Import-Dependent Businesses

Import Costs: Farmers and SMEs importing machinery, fertilizers, or raw materials
are exposed to forex risk. Legal frameworks under FEMA and RBI guidelines ensure
that forward contracts and hedging are properly conducted, mitigating excessive costs.
Regulatory Enforcement: Non-compliance, whether due to unawareness or
mismanagement, can trigger RBI or Enforcement Directorate action. While designed to
maintain macroeconomic stability, such enforcement has tangible effects on local
livelihoods.

Socio-Legal Consequences: The intersection of global currency markets and domestic
regulation shows that legal mechanisms directly affect grassroots economic
stability. For example, an exporter failing to comply with reporting obligations may

face penalties, delayed shipments, and job losses within the community.

10.3 Broader Implications

The socio-legal impact of forex regulation demonstrates that international currency movements

are not abstract financial events they have real, tangible effects on local economies. By

ensuring compliance and maintaining stability, regulations protect livelihoods, enable SMEs to

participate in global trade, and safeguard rural households from abrupt economic shocks. This

highlights the critical role of legal frameworks in bridging global forex dynamics with everyday

economic realities in India.

Figure 2.1, Key Developments in the Global Forelgn Exchange Market
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24. Foreign Exchange Management Act (FEMA), 1999, Ministry of Finance, Government
of India.

25. Reserve Bank of India, “Master Directions on Foreign Exchange Transactions,” RBI

Publications, 2025.

Conclusion
Forex trading operates at the crossroads of global finance, legal governance, and technology,
connecting international currency markets to domestic economic realities. India’s FEMA-
based framework, regulated by the RBI, emphasizes stability, preventive oversight, and
controlled liberalization. This approach contrasts with litigation-driven systems in countries

like the US and UK, where post-trade enforcement and private suits dominate.

Technological advancements have transformed the forex market. Algorithmic trading, digital
platforms, and mobile apps increase efficiency, liquidity, and accessibility but introduce legal
and operational challenges such as software errors, unauthorized trades, and cybersecurity
threats. India addresses these through RBI and SEBI guidelines, enforcing digital compliance,
secure transaction protocols, and alignment with international standards like AML/KYC
norms. Incidents such as Knight Capital (2012) highlight the risks of inadequate oversight,
demonstrating the importance of robust legal and technological frameworks.

The socio-legal impact of forex regulation is substantial. Currency fluctuations directly
affect households, SMEs, exporters, and farmers, influencing income, remittances, import
costs, and employment. Legal compliance under FEMA ensures that violations—such as
unauthorized currency dealings or non-compliant forward contracts are penalized, protecting

both macroeconomic stability and local livelihoods.

Global forex dynamics are shaped by institutions like the IMF, BIS, and G20, which provide
transparency standards, ethical guidelines, and policy coordination. Aligning domestic
frameworks with these standards strengthens India’s credibility and resilience in international

markets.

To enhance its position, India should increase public awareness of forex regulations, adopt

advanced compliance technologies, and deepen cross-border cooperation. Such measures will
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ensure that forex markets remain transparent, legally robust, technologically resilient, and
socially responsive, effectively linking global currency trends with domestic economic

stability.

Keywords: FEMA, RBI, forex regulation, digital compliance, socio-legal impact, financial

stability
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