
Lesson 7: International Currency Markets 

 

International currency markets, also known as foreign exchange (Forex or FX) 

markets, are global markets where traders and investors buy and sell currencies from 

different countries. These markets are crucial for businesses that operate across borders, 

as well as for governments, central banks, and individuals who engage in international 

trade and investment. In this lesson, we will cover the basics of how international 

currency markets work, why they matter, and some of the key factors that influence 

currency prices. 

1. What are international currency markets? 

International currency markets are decentralized markets where currencies are 

traded 24 hours a day, five days a week. These markets allow participants to buy and 

sell currencies based on their perceived value relative to other currencies. The primary 

purpose of these markets is to facilitate international trade and investment, but they are 

also used by speculators who aim to profit from changes in currency prices. 

2. Why do international currency markets matter? 

International currency markets are important because they allow countries to 

trade with each other and participate in the global economy. When businesses import 

and export goods and services, they typically transact in different currencies, which 

means they need to exchange one currency for another. Without a functioning currency 

market, these transactions would be much more difficult and costly to execute. 

Currency markets also matter because they affect the value of investments 

denominated in different currencies. For example, if you invest in a foreign stock or 

bond, the value of that investment will be influenced by changes in the exchange rate 

between the currency in which the investment is denominated and your home currency. 

3. What factors influence currency prices? 

There are many factors that can influence currency prices in international 

markets. Some of the most important factors include: 

• Interest rates: Countries with higher interest rates typically attract more 

foreign investment, which can strengthen their currency. Conversely, countries 

with lower interest rates may see their currency weaken. 

• Economic data: The strength of a country's economy can have a significant 

impact on the value of its currency. Positive economic data, such as strong GDP 

growth or low unemployment, can strengthen a currency, while negative data 

can weaken it. 

• Political and geopolitical events: Political instability, war, and other 

geopolitical events can have a significant impact on currency prices. For 

example, if a country experiences a political crisis, its currency may weaken as 

investors become more risk-averse. 



• Central bank policy: Central banks have the power to influence currency 

prices through their monetary policy decisions. For example, a central bank may 

choose to lower interest rates or engage in quantitative easing to stimulate the 

economy, which can weaken the currency. 

• Market sentiment: Finally, currency prices can be influenced by market 

sentiment, which refers to the collective mood or attitude of investors towards 

a particular currency. If investors are optimistic about a currency's prospects, it 

may strengthen, while if they are pessimistic, it may weaken. 

In conclusion, international currency markets play a vital role in the global 

economy, facilitating international trade and investment and influencing the value 

of investments denominated in different currencies. Understanding the factors that 

influence currency prices is essential for anyone who wants to trade or invest in 

these markets, and it requires a combination of economic analysis, political insight, 

and an understanding of market psychology. 

 

 

 


