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Currency Swap Agreements, Local Currency
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Abstract: Promoting local currency settlement and payment, avoiding exchange rate risks
are important purposes of currency swaps. Taking the signing of currency swap agreement as
the policy shock, we employ difference-in-difference method and find that currency swaps
promote the development of bilateral trade by reducing trade costs. The result further shows
that, during periods when the exchange rate of the importing country is falling or that of the
exporting country is rising, the incentive to trade away from the dollar increases as the cost
of converting the importing or exporting country's currency to the dollar rises, so the trade
promotion effect of currency swaps is stronger. Finally, when the exchange rates of import-
ing and exporting countries change in the same direction, there are differences in the will-
ingness of trade parties to settle in US dollars. Based on this, we further find that if the
party who prefers to settle in US dollars has stronger bargaining power, the role of currency
swap will be weakened. Since currency swap is an important means to promote the interna-
tionalization of RMB, this paper provides enlightenment for the trade effect of RMB inter-
nationalization.
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