$33MBHEHREBL &
BB LUBRE
[ P 4/ HEB%E CER-R) ] %34

ROEZFIZOVWT, ZBESEIDLLVLDE 1 OBV, £DOEFEHEMIC~
—7 l./fciél/\o

Y|

TEROFEIL, AELBRICOVWTRRZEDTHDIN, ZOELEFHFAL, X115
15 12 27230,

One of the fundamental differences between a national transaction and an
international transaction is that one or perhaps both of the parties will deal

in a foreign currency.
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The term foreign exchange typically denotes any currency other than that

used in your own country. In most cases, foreign exchange refers to another



country's currency.
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However, the creation of the Euro in 1999 introduced a foreign currency of

11 European nations belonging to the European Monetary System.
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The exchange rate between two countries' currencies is the price in U.S.
dollars to obtain one unit of foreign currency, or the price that a foreign

citizen must pay in his or her own currency to obtain one U.S. dollar.
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An exchange rate expressed in "American terms" allows the U.S. business

person to value a unit of foreign currency in familiar terms, the U.S. dollar.
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The British pound sterling (£) is typically expressed in American terms,
such as $0.62 per £. Even Japanese yen (¥) are quoted in "American
terms," say ¥90 per U.S.$. Thus, American terms allow the business person

to price foreign currency similar to other U.S. goods.
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The "European terms" commonly denotes the reverse: the foreign
currency price of one U.S. dollar. For instance, the euro (€) is typically
expressed in, for instance, (€) 1.43 per U.S.$.
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Note that the US$ is used to distinguish U.S. dollars from other dollars,
such as Canadian dollars (C$), Australian dollars (A$), or Hong Kong dollars
(HK$).
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The importance of understanding the basics of foreign exchange is that
exchange rates are quite volatile and are much more variable during any

day or week than the prices of most goods and services produced by U.S.

firms.
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For various reasons, including the breadth and depth of the worldwide
foreign exchange market, exchange rates tend to be as volatile as the prices
of shares of stock in companies traded on the New York Stock Exchange,

often changing as much as 1-2 percent on any given day.
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During the first half of the 1980s, the U.S. dollar appreciated more than 50
percent against foreign currencies on average and then depreciated
somewhat less than 50 percent from 1985 to 1988.
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The prices of foreign currency, exchange rates, are determined by the supply
versus the demand for the currency over time same as the prices of goods in

any market.
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If you have traveled abroad, you have likely exchanged U.S. dollars for
foreign currencies at branches of foreign banks or at hotels; this is the
foreign bank-note market. This is the market for exchanging the notes of
countries' central banks, such as U.S. Federal Reserve Notes. The spread
between the price at which you can buy foreign currency with U.S. dollars
versus the price at which you can sell foreign currency for U.S. dollars is

large, because this is a retail market.
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Since export and import transactions usually employ letters of credit and
banks representing the two parties, the exchange of bank drafts takes place

in a much larger exchange market.
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The spot exchange market involves the exchange of currencies in two
different currency-denominated bank accounts for delivery within two

business days.
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The choice of currency for the payment for the transaction is determined by
the two parties to the transaction. Many U.S. exporters demand payment in
U.S. dollars, but not all. Much of U.S. imports are paid for with U.S. dollars.
But certainly not all of U.S. exports and imports are paid for with U.S.

dollars.
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If a U.S. exporter chooses to accept payment in U.S. dollars, this business is
avoiding exchange rate risk, that is, the firm is fully insuring itself against

fluctuations in the foreign currency value of the U.S. dollar.
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Because U.S. exporters record income, expenses, and profits in U.S. dollars,
a payment for U.S. exports in U.S. dollars avoids uncertainty in the dollar

value of the shipment due to exchange rate fluctuations.
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