A little explanation of the Currency exchange 

When people in one country demand products from firms in another country, they must enter into another market first, to buy that nation’s currency (money). For example, if you were employed as the merchandise buyer for a retail consumer electronics firm and wanted to buy Sony CD players to sell to your customers, you would not simply send a check to Sony in the amount of American dollars. Firms want to deal in their own currencies. As a result, you would have to go into the foreign exchange market to buy yen, which you could then use to pay Sony for the CD players. [image: image1.jpg]Marketfo Foreign Curency
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When you travel to France, you must use Euros.
In the same way that supply and demand for products shift to change the prices of those products, the constant shifts in the supply and demand for foreign currency result in changing prices of currency. As a result, the “price” of money changes as demand for foreign currencies changes. This “price” of foreign currency, in terms of U.S. currency, is known as the foreign exchange rate. It simply tells you how many American dollars it will cost you to purchase a unit of foreign currency. This “floating” foreign exchange rate changes daily with the international supply and demand for currency.

A number of factors can increase demand for a foreign currency. If the other nation’s products sell at a lower price than domestic products (made in the USA), consumers will increase their demand for imports. When consumers import more products from a country their demand for that currency increases. This increase in demand pushes the price of the currency higher, so their currency appreciates (rises in value).[image: image2.jpg]Market for US. Curency





Conclusion:

As supply and demand for currencies change, the values of those currencies change. When the U.S. dollar is strong, imports seem less expensive, leading to increased demand for imported products and the currency needed to purchase them. In addition, when interest rates in another nation are higher than those in the U.S., demand for the foreign currency rises, as people buy the currency. 

Note:

Supply and demand

The price of an apple is determined by both the supply and demand for it. The price of that apple is determined by the point at which quantity supplied equals quantity demanded. In other words: if you have too many apples, the price goes down. If you don’t have enough apples, the price goes up. 

