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Currency Swap Agreements; Challenges and Solutions  

 

 

Introduction 

Although, over the years, there have been a number of measures to ensure that currency swap 

agreements are carried out, some challenges have prevented the acceptable use of the scope of these 

treaties. In the present research using resources, studies, and oral interviews with experts, besides 

introducing the background of CSAs, as well as its benefits, some of the most important challenges 

for the implementation of this mechanism in the economy of Iran are studied and analyzed, and 

possible solutions are suggested. 

Based on the research results, the most critical challenges in concluding and implementing CSAs in 

Iran are economic sanctions (trade and financial) and related restrictions; higher rates of inflation and 

currency exchange fluctuations; political tensions, and the need for stable relations with contracting 

countries; macroeconomic disputes and inconsistent rates of interest with the rates of the parties to 

the contract; the low levels of professional standards within the banking system; the import and export 

issues; lack of balance of trade with some countries, and lack of coordination between related bodies 

to the CSAs. 

Accordingly, to conclude CSAs with other embargoed countries, using alternative channels of 

payment and money transfer, the establishment of a multinational bank among the countries of the 

region, the equalization of national currencies with indexed currencies or fixed assets, improving the 

standards of banking system, facilitating administrative procedures to strengthen imports and exports, 

and increasing the role of the central bank are among the most important proposals to address the 

challenges in the field of monetary contracts. 

 A CSAs is an agreement that countries make to settle trade and remove barriers to currency 

transfers. So, instead of using other currencies such as US Dollar and Euro, national currency 

is used in their exports and imports. 

 Depending on the function of the CSAs, they provide the possibility to use local currencies in 

the trade between two or more countries and reduce the need to use sanctioned currencies. 



 
 

 The use of CSAs can reduce the demand for hard currencies and thus make it possible for 

better management of foreign exchange fluctuations. 

 By strengthening CSAs between countries, it is possible to bring traders with more confidence 

in trade relations, and, at the same time, to increase export-oriented production and investment 

in that direction. 

Definition of Currency Swap Agreement 

"Currency Swap Agreement" is an agreement in which countries are committed to facilitating trade 

and removing barriers to currency transfers. Instead of using other currencies such as the US Dollar 

and Euro, they can use their national currency in their mutual export and import. CSA may be 

concluded bilaterally between two countries or multilaterally between several countries (Khansari, 

1397). In a CSA, the two parties agree to make special arrangements to allow the use of national 

currencies through the channel of central banks for their business dealings. For example, in the CSA 

between Iran and South Korea, Iranian importer deposits Rials (IRR) equivalent to the volume of 

imported goods from the Commercial Bank of Iran to the Rial account of the Central Bank of South 

Kora with the Central Bank of Iran. 

Meanwhile, the equivalent of this amount in Won (South Korean Currency) is deducted from the 

Won account of the Central Bank of Iran in the Central Bank of South Korea and goes to the exporter 

in South Korea. In the end, the two central banks settle their accounts with each other (Parliamentary 

Research Center, 1393, p. 25). Of course, in this regard, various details should be considered. For 

example, in the case of Iran's withdrawal from FATF, it may not be possible to settle foreign exchange 

between central banks.  

 

Benefits of Monetary Agreements 

A. Reducing the effects of economic sanctions 

B. Reducing the exchange fluctuations 

C. Facilitating the provision of international banking services 

D. Strengthening trade and investment and facilitating imports and exports 



 
 

Capacity of Monetary Agreements in Iran 

The latest statistics from the Customs of the Islamic Republic of Iran indicate that the volume of 

definite exports of non-oil goods to Iran (except for Crude oil, furnace oil, and kerosene, as well as 

excluding exports from the luggage trade) are 117 million tons with the worth of 44.31 billion Dollars 

in 2018. It shows a loss of 11.78 percent in weight and 5.69 percent in dollar value to the same period 

last year. Major exports are gas condensate (11.14%), liquefied natural gas (4.34%), liquid propane 

(3.86%), other light oils except for gasoline (3.29%), and methanol (3.05%). During the same period, 

the volume of imports into the country decreased by 17.53% in weight and 21.75% in the value of 

the Dollar compared to the same period last year and reached 32 million tons and 42.612 billion 

dollars. The main imports items are livestock corn (4.9%), rice (3.77%), parts of the car production 

(3.24%), soybeans (2.72%), and soybean meal (1.53%) (Customs of the Islamic Republic of Iran, 

1398). 

The main destinations of Iran's non-oil exports are China, Iraq, UAE, Afghanistan, Turkey, India, 

South Korea, Pakistan, Indonesia, and Oman. Also, major imports to Iran are from China, UAE, 

Turkey, India, Germany, Switzerland, South Korea, Russia, the Netherlands, and Italy. It is possible 

to estimate the capacity of a CSA by using export to import criteria between the two countries (or 

vice versa if imports are less than exports). 

 

 

 

 

 

 

 

 

 



 
 

Table 1. The volume of export and imports of Iran in 2018 and the monetary pact capacity 

Country Exports (million $) Imports (million $) Bilateral 

Monetary 

Pact Capacity 

(million $) 

Bilateral 

Monetary Pact 

Capacity (%) 

China 9218 10,315 9218 0.89 

Iraq 8961 59 59 0.006 

UAE 5955 6567 5955 0.90 

Afghanistan 2927 11 11 0.004 

Turkey 2369 2617 2369 0.90 

India 2043 2594 2043 0.78 

South Korea 2568 2049 2049 0.80 

Pakistan 1247 330 330 0.26 

Indonesia 787 131 131 0.17 

Oman 729 433 433 0.59 

Russia 

Federation 

281 1343 281 0.21 

Malaysia 247 395 247 0.62 

Thailand 710 232 232 0.33 

Other 

Countries 

4754 8653 - - 

Total 44,309 42,612 23,358 - 

Data gathered from Customs of the Islamic Republic of Iran 



 
 

It is worth mentioning that some exporters in different countries are not willing to exchange 

currencies other than USD and Euro, and CSA does not force them to use the common currency of 

the parties. It means that, for example, Iranian importers are forced to convert the currency received 

from the central bank to the world currency in the open market so that they could import the goods 

they want. The use of incentive mechanisms is necessary to increase the motivation of economic 

activists to use national currencies. 

Challenges of Monetary Agreements in Iran  

In order to address the challenges in concluding and implementing monetary agreements in the 

country, as well as suggested solutions, besides reviewing written resources, oral interviews with 

experts related to the subject have been conducted. These experts have been elected from institutions 

such as the Central Bank, the Ministry of Economic Affairs and Finance, the Ministry of Foreign 

Affairs, the Monetary and Banking Research Institute, and the Asian Clearing Union. 

A. Economic sanctions and related restrictions 

B. Inflation and sharp fluctuations in the exchange rate of national currencies 

C. Political tensions and the need for stable relations with the contracting countries 

D. Macroeconomic problems and low levels of professional standards whithin the banking 

system 

E. Issues related to export and import 

F. Lack of balance trade with some countries 

G. Lack of adequate coordination between organizations related to monetary agreements 

H. Disproportionate interest rates of contracting countries 

 

Policy Recommendations 

Category 1: Policymaking to reduce the negative effects of economic sanctions on the use of CSAs 

Category 2: Policymaking to reduce inflation and sharp exchange rate fluctuations 

Category 3: Policymaking to better establish lasting relations with countries party to trade agreements 



 
 

Category 4: Policymaking to strengthen the banking system standards 

Category 5: Policymaking to review the rules and modernize the enforcement mechanisms in 

business affairs based on the solution for export and import bottlenecks 

Category 6: Policymaking to establish a trade balance with some allied countries 

Category 7: Policymaking to increase the level of coordination and cooperation between the legal, 

executive, and judicial bodies in using monetary agreements 

 

Executive Solutions 

First Category: 

 Concluding CSAs with countries that are in front of the sanctioning countries; especially 

countries that they themselves are subject to sanctions;  

 Design and use of non-sanctioned payment alternatives as payment channels;  

 Use of Blockchain capacity, especially in the field of cryptocurrencies;  

 Establishment of a multinational bank by Iran, Russia, and Turkey (or other allied countries 

in the region) in order to expand multilateral trade between them;  

 Design and use of multilateral monetary agreements to distribute risk and reduce the influence 

of sanctions. 

Second Category: 

 Reducing the need to settle at the end of the period in monetary contracts;  

 Equalization of national currencies with indexed or stable currencies and the use of the "Euro 

Accounting System." 

Third Category: 

 Active diplomacy by the government and using the capacity of the Deputy Foreign Minister 

for Economic Diplomacy to establish strategic and long-term political relations to reduce the 



 
 

likelihood of weakening monetary agreements as a result of changing governments and 

political risks; 

 Introduce the existing capacities and needs in the country to the potential partners of the 

monetary agreements until the governments and foreign companies with better knowledge of 

the Iranian market have more incentive to conclude and maintain monetary agreements; 

 Strengthen the role of the Asian Clearing Union with the suggestion of the Central Bank to 

use more of its capacity in the field of coagulation bilateral CSAs. 

Fourth Category: 

 Improving the health indicators of the country's banking system and promoting international 

banking standards in order to strengthen banks and play a more effective role in the 

implementation of CSAs with the application of IFRS standards; 

 Improving the level of interaction of the banking system with international standardized 

institutions in the banking industry, such as the Basel Committee, Islamic Financial Services 

Board, etc. 

Fifth Category: 

 Facilitation of administrative procedures in the customs office of the country in order to 

reduce side costs and facilitate export and import affairs; 

 Encourage exporters to use national currencies, firstly, by providing easy administrative 

procedures for issuing permits for the transfer of funds in the shortest time and at the lowest 

cost, and secondly, by the application of common conditions such as tax exemptions, 

provision of customs discounts and bank facilities, etc. 

 The effective role of other responsible agencies in implementing the necessary policies for 

export-oriented production; 

 Justifying the parties in import and export and encouraging them to demand in concluding 

new CSAs and using more of these treaties in their economic exchanges by relevant 

institutions such as the Iran Chamber of Commerce. 

 



 
 

Sixth Category: 

 Determining the volume and time limits for CSAs to prevent the creation of unilateral trade 

flow by a country;  

 Use of fixed or variable rates in terms of Libor rate (+/-) to reduce the challenge of countries' 

disproportionate interest rates with each other. 

Seventh Category: 

 Granting new legal authorities to the Central Bank by the legislature and the executive bodies 

with the aim of effective role-playing and policymaking of this bank as an institution 

responsible for designing and concluding CSAs as well as other types of monetary 

agreements;  

 Approval of manual documents such as general policies from Supreme Leader in devising and 

creating grounds for using CSAs; 

 Approval of the necessary regulations by the Supreme Council for Economic Coordination of 

the three Heads of Forces to establish more coordination and cooperation among various 

agencies in the country in advancing CSAs; 

 More and continuous interaction of the Central Bank with the Iran Chamber of Commerce in 

strengthening and facilitating trade and commercial procedures. 
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