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1.0 INTRODUCTION TO THE FOREX MARKET
The largest and most liquid financial market in the world is the foreign exchange market. It refers to a foreign exchange market where a party from a country can buy a certain amount of one currency in return for paying a certain amount of another currency. The main players in the foreign exchange market include huge banks, currency speculators, central banks, the government, and other financial entities.
The market where foreign currencies are purchased and sold is called the foreign exchange market. Individuals, businesses, brokers of foreign exchange, commercial banks, and the central bank are among the buyers and sellers. Like any other market, foreign exchange market is a system in which the transactions are not confined to only one or few foreign currencies. There are many foreign currencies which are traded, converted, and exchanged in the foreign exchange market.
The foreign exchange market assists international trade and investment by enabling currency conversion. For example, it permits a business in the United States to import goods from the European Union member states especially Euro zone members and pay Euros, even though its income is in United States dollars.
The foreign exchange market (forex, FX, or currency market) is a form of exchange for the global decentralized trading of international currencies.


2.0 OBJECTIVES
At the end of this topic, you should be able to-
1. Explain the need for the foreign exchange market
2. State the characteristics of foreign exchange market
3. Evaluate the structure of foreign exchange markets
4. Describe the participants of foreign exchange markets
5. Examine the role of foreign exchange brokers in the foreign market
6. Discuss the functions of the foreign exchange market
7. Define the various types of foreign exchange markets
8. Differentiate the various international payments and settlement systems

3.0 THE NEED FOR THE FOREIGN EXCHANGE MARKET
The foreign exchange market is a crucial international market and is the world’s most respected financial institution. Forex trades are estimated at two trillion US dollars. Foreign exchange transactions are central to global trade. 
Market participants need the forex market for the below reasons-
1)   Protection of currency:   to accumulate the reserve, the governments protect the currency trade with the help of the foreign exchange market. It is affected by the value of the currency and makes it easy to do payments. If the economy changes, then the central bank can ensure the reserves are enough to face the situation.
2)   Job opportunities: with the increased use of the internet, online forex exchange has become a prominent feature in the foreign exchange market. Many people earn a living by trading currencies online daily, and this in turn increases job opportunities.
3)   Hedging facilitator: the forex market is a hedging facilitator. Hedging means protecting the business from risk. It provides business owners with a mechanism that guards them against incurring losses if the values of the currencies they trade in fluctuate.
4)   Facilities international trade:  the need to acquire currency to trade arises when the business deals with other country investors. Transfer of purchasing power among the countries is facilitated by foreign exchange. 
5)   Currency liquidity: the foreign exchange market provides liquidity for currencies. Liquidity is the ease with which it can convert a foreign currency into a domestic currency.
6)   Credit provision: the forex market has a facility of credit provision. It helps to enhance the growth of foreign trade. Most investors dealing with international trade depend on the credit  facilities that  are advanced to them  by forex markets.



4.0 CHARACTERISTICS OF FOREIGN EXCHANGE MARKETS
1)   Superior liquidity: - in a forex market, traders are free to buy and sell currencies of their own choosing.  The superior liquidity of the   forex   market enables traders to easily exchange currencies without affecting the price of the currencies being traded.
2)   Strong market trends: a forex trader makes money by getting accurate market data and then analyzing the direction the markets take.
3)   Purchasing power: -the foreign exchange market aims at transferring the purchasing power of one currency to another currency.
4)   Lower trading costs: - individuals can open a mini forex account by investing a small amount of investment. This is because the cost of trading is low compared to other investment options. The lower trading costs in the forex market have made it possible for even small individual investors to make decent profits from forex trading.  
5)   Intermediary function: -buyers and sellers come to do business in the foreign exchange market. This gives a platform for business and the foreign exchange market acts as an intermediary.
6)   Electronic market:   foreign   exchange market transactions take place   through electronically linked network of banks, where the buyers and seller come together to do foreign exchange.
7)   Credit provision: the forex market provides the facility of credit provision to the buyers in the form of banker’s acceptance and letters of credit. It helps the trades in international market.
8)   Best transparency: the excellent transparency of the forex market means that forex traders have more control over their investments and can decide what to do based on the information available.
5.0 FUNCTIONS OF FOREIGN EXCHANGE MARKETS
Foreign exchange markets perform the following three functions-
1)    Transfer of purchasing power: - the forex market allows transfer of purchasing power or conversion of one currency to another currency in the market to complete the business between two countries.
The basic function of the foreign exchange market is to facilitate the conversion of one currency into another, i.e., to accomplish transfers of purchasing power between two countries. This transfer of purchasing power is conducted through a variety of credit instruments, such as telegraphic transfers, bank draft and foreign bills. In performing the transfer function, the foreign exchange market carries out payments internationally by clearing debts in both directions simultaneously, analogous to domestic clearings.
2)   Provision of credit: - to promote foreign trade between the countries, the foreign exchange market provides credit to the traders  both  national  and  international.  It helps the traders to trade easily.
Bills of exchange, with a maturity period of three months, are generally used for international payments. Credit is required for this period to enable the importer to take possession of goods, sell them and obtain money to pay off the bill.
3)   Minimizing foreign exchange risk: - the foreign exchange market minimizes the risk of trade. Foreign transactions are done through the payment and receipts of foreign currency exchange.
The foreign exchange market provides a hedge on foreign exchange risks. Hedging means the avoidance of a foreign exchange risk. In a free exchange market when the exchange rate, i.e., the price of one currency in terms of another currency, changes, there may be a gain or loss to the party concerned. Under this condition, a person or a firm undertakes a great exchange risk if there are huge amounts of net claims or net liabilities which are to be met in foreign money. Exchange risk as such should be avoided or reduced. In this case, the exchange market provides facilities for hedging anticipated or actual claims or liabilities through forward contracts in exchange. A forward contract which is normally for three months is a contract to buy or sell foreign exchange against another currency at some fixed date in the future at a price agreed upon now. No money passes at the time of the contract. But the contract makes it possible to ignore any likely changes in the exchange rates. The existence of a forward market thus makes it possible to hedge an exchange position. Foreign bills of exchange, telegraphic transfer, bank draft, letter of credit, etc., are the important foreign exchange instruments used in the foreign exchange market to carry out its functions.
6.0 PARTICIPANTS IN THE FOREIGN EXCHANGE MARKET
The foreign exchange market assists international trade and investment by enabling currency conversion. For example, it permits a business in the United States to import goods from the European Union member states especially Euro zone members and pay Euros, even though its income is in United States dollars. The foreign exchange market (forex, FX, or currency market) is a form of exchange for the global decentralized trading of international currencies.
The Market Participants are discussed in brief below-
1)   Retailers: -   basically   retailers   use foreign   exchange for   the   purpose of   operating   their business. They buy or sale by placing orders with commercial banks.
2)   Commercial banks: - Commercial banks are directly involved in buying and selling foreign currency in order of their retail clients and for their own proprietary trading for the purpose of structuring their assets and liabilities.
A commercial bank (or business bank) is a type of financial institution and intermediary. It is a bank that lends money and provides transactional, savings, and money market accounts and that accepts time deposits to facilitate international trade and development, commercial banks convert and trade foreign currencies. 
3)   Foreign exchange brokers: - foreign exchange brokers play a good role in the foreign exchange market. They collect several quotations for different currencies from several banks and they place the most favorable quotation to the banks.
4)   Central banks: central banks play a good role in the forex market. They frequently intervene to buy and sell the currency through bid which influences the rate at which the currency is traded.
National central banks play an important role in the foreign exchange markets. They try to control the money supply, inflation, and/or interest rates and often have official or unofficial target rates for their currencies. They can use their often-substantial foreign exchange reserves to stabilize the market.
5)   Investors and speculators: require currency exchange whenever they deal in any foreign investments, such as, equities, bonds, bank deposit, or real estate.
6)   Authorized dealer:  a trader who buys and sells currencies, for example, a foreign exchange dealer gives different exchange rates.  The dealer profits from the difference in exchange rates between currencies.
7)   Market maker: -a market maker or liquidity provider can be a company or an individual. They quote both   a buy and   a sell price in financial   instruments.   A designated primary market maker (DPM) is  a  specialized  market  maker   approved  by  an exchange to guarantee that  the  party will take  the  position in a particular assigned security, option  or option  index. 
8)   Money changer: -a money changer is a person who exchanges the coins or currencies of one country for that of another. Their work is to change currencies in the market and most large transactions are done not by cash/ coins but by transfer order of funds on the books kept at the local money changer(s).
9. Foreign exchange fixing: -Foreign exchange fixing is the daily monetary exchange rate fixed by the national bank of each country. The idea is that central banks use the fixing time and exchange rate to evaluate the behavior of their currency. Fixing exchange rates reflects the real value of equilibrium in the market. Banks, dealers, and traders use fixing rates as a trend indicator.
10. Hedge funds as speculators: -About 70% to 90% of the foreign exchange transactions are speculative. This means that the person or institution that bought or sold the currency has no plan to take delivery of the currency in the end; rather, they were solely speculating on the movement of that currency. Hedge funds have gained a reputation for aggressive currency speculation since 1996. They control billions of dollars of equity and may borrow billions more, and thus may overwhelm intervention by central banks to support almost any currency, if the economic fundamentals are in the hedge funds' favor.
11. Investment management firms: -Investment management is the professional management of various securities (shares, bonds, and other securities) and assets (e.g., real estate) to meet specified investment goals for the benefit of the investors. These firms (who typically manage large accounts on behalf of customers such as pension funds and endowments) use the foreign exchange market to facilitate transactions in foreign securities.
12 Retail foreign exchange traders: -One of the most important tools required to perform a foreign exchange transaction is the trading platform providing retail traders and brokers with accurate currency quotes. Retail foreign exchange trading is a small segment of the large foreign exchange market.



7.0 ROLE OF FOREIGN EXCHANGE BROKERS IN FOREIGN EXCHANGE MARKET
1)   Works on behalf: -the foreign exchange market is an OTC market in which the broker charges a fee for bringing together a buyer and seller. However, his role is quite different from a dealer who mainly carries out the transaction.
2)   Technical analysts: - a foreign   exchange market broker   also undertakes a good   deal   of technical analysis. They use charts to extrapolate future trends from past movements on the assumption that movements in exchange rates reflect market beliefs, and past patterns rationally predict forthcoming ups and downs.
3)   Good deal provider; - through the foreign exchange broker it is very easy to get the best deal in the foreign exchange market. They act as the best deal providers.
8.0 INTERNATIONAL PAYMENT AND SETTLEMENT SYSTEM
International payment and settlement system is the entirety of payment instruments, of common rules, procedures and supportive technical and program facilities for implementation of clearing, transfer payments of funds and executions of final settlement, which is used to provider a payment to a beneficiary. 
A payments System refers to a system or arrangement that enables payments to be effected between a payer and a beneficiary, or facilitates the circulation of money, and includes any instruments and procedures that relate to the system. According to the Bank of International Settlements (BIS), a payment system “consists of a set of instruments, banking procedures and, typically, interbank funds transfer systems that ensure the circulation of money.” They are a major channel by which shocks can be transmitted across domestic and international financial systems and markets.
The payments systems of the central bank are: -
•         Gross paper-based payments system
•         Gross electronic payment system
•         Net settlements system
•         Government securities accounting and settlement system.
i) The Gross Paper-based Settlement System
The Paper-based gross settlement system is the first interbank payment system of the Central Bank. The owner and operator of the system is the Central Bank, which also oversees and regulates the activity of the system. It also formulates the system’s development policy and ensures its implementation. The Paper-based gross settlement system is a system whereby the payments are initiated on a gross basis in paper form, and the settlement is performed on the same day, and it is final and irrevocable. The flows of payment messages in the system are V-structured. 
All the Central Bank customers which hold bank, correspondent or special clearing accounts with the Central Bank are considered participants to the Paper-based gross settlement system. 
The system is used to effect both own payments of the Central Bank and non-cash payments and cash withdrawals and entries based on payment documents (credit and debit payment orders, checks, etc.) presented by the Central Bank customers.
The data of payment documents are entered manually to the software system ‘Operational Day’ wherein the final settlement is performed. The latter is executed if sufficient funds are available on the payer’s account- by debiting the payer’s and crediting the recipient’s accounts, after which the payment will become final and irrevocable. Where the funds on the payer’s account are not sufficient, the payment document is rejected and returned to the bearer. The payment documents are submitted to the Central Bank mostly to be processed on the same day, but they may also be submitted for deferred execution. 
ii. Gross electronic payment system
The National Payments System are the conduits through which buyers and sellers of financial products and services make transactions and are an important component of a country’s financial system. In Kenya participants comprise of the Central Bank of Kenya, the Government, Commercial Banks, Financial Institutions and Payment System Providers. National Payments Systems in Kenya are classified into two categories: Large Value (Wholesale) and Low Value (Retail) Payment Systems. The classification is based on the throughput in terms of values and volumes processed.
The Kenya Electronic Payment and Settlement System (KEPSS) is a Real Time Gross Settlement (RTGS) system, meaning that transactions are cleared and settled on a continuous basis. The real time transfers settled through KEPSS are debited and credited in the commercial banks’ accounts held at the Central Bank, where the banks hold the required cash reserves. [link: Monetary Policy – Reserve Requirements] Throughout the day, commercial banks transfer funds between their accounts dependent upon their customers’ RTGS payment instructions.
The need to enhance efficiency in payment systems within the East African Community (EAC) and Common Market for East and South Africa (COMESA) regions – and therefore promote regional trade and economic integration – resulted in the development of two regional payment systems. The East African Payment System (EAPS) and the Regional Payment and Settlement System (REPSS) objectives are to facilitate cross border payment and settlement within the EAC and COMESA regions, respectively. Both are integrated in KEPSS.
iii.Net settlements system
A net settlement is a payment system used for inter-bank transactions. It is the process by which banks calculate the collective total of all transactions through designated times each day.
In an inter-bank payment system using net settlement, debits and credits are recorded and only the difference between the debits and the credits (the net position) is actually paid between the parties. In most payment systems this netting will take place on the clearing house books between the designated settlement times with final settlement of the net positions occurring when funds are debited or credited on its reserve account at a central bank.
For example, if two parties (A and B) are exchanging transactions bilaterally in a net settlement scheme, and A pays B $200 and B pays A $150, the net obligation to be settled is $50 from A to B. The rest is effectively 'cancelled out'.
Iv. Government securities accounting and settlement system.
A central securities depository (CSD) and a securities settlement system (SSS) are two types of financial market infrastructure that are critical to the settlement of securities. A CSD provides securities accounts, central safekeeping services and asset services, which may include the administration of corporate actions and redemptions and plays an important role in helping to ensure the integrity of securities issues (that is, to ensure that securities are not accidentally or fraudulently created or destroyed or their details changed). An SSS is an entity that enables ownership of securities to be transferred and settled by book entry according to a set of predetermined multilateral rules. In many instances, a CSD also serves as an SSS.
Other payment systems
The settlements of financial transactions across the countries are done through the support of e-wired and latest communication system, on account of the geographical spread among the countries of the world.
These electronic payment systems include-
1.Swift
The Society for Worldwide Interbank Financial Telecommunications (SWIFT) is a co-operative society registered in Brussels, Belgium, and about 250 banks situated in Europe and North America are members of the same.
The communication network named SWIFT supports to link more than 25,000 financial institutions and intermediaries throughout the world to fulfill the international financial transactions. The identifier code has been allotted to participating and registered financial intermediaries.
The benefits of the SWIFT system are seen in the form of quick settlements of transactions in addition to the validation statements and documentations availability as it is an electronic system, the processing and transmission of data, message, and information takes place within seconds. SWIFT is economical as well as prompt in response. 
2. CHIPS
Clearing House Interbank Payment System (CHIPS) is an electronic payment system. It came into existence in the year 1971 and is owned by 12 private commercial banks constituting the New York Clearing House Association. CHIPS have been grown as the world’s largest foreign exchange payment system supporting across the globe for conducting the international trade.
CHIPS is a system which is in existence virtually across the globe, it does not require to have physical exchange of funds from one place to another place. It normally sets off the transactions and netting is done, as and when situation calls for.
3. CHAPS
Clearing House Automated Payment System (CHAPS) is an electronic payment system that exists in London. CHAPS operates on the same methodology of the CHIPS. It provides the mechanism for daily settlements of numerous transactions among member banks in London, and associated banks with other countries.

4. Fed Wire
The Federal Reserve Banks of United States have evolved the Fed Wire system, with an intention to satisfy the need of domestic payments, interbank transfers, and transfer to other merchants or parties for settlements of transactions. The transactions on the New York foreign exchange market are settled through the Fed wire system.
Fed Wire is a communication network that links the computers of more than 7,000 banks to the computers of the Federal Reserve Bank. This system provides the guarantees for settlement of all transactions in the form of receipt and payments of funds, irrespective of the failure of the party to the transaction.

9.0 THE STRUCTURE OF FOREIGN EXCHANGE MARKET
The foreign exchange is Divided into two broad categories-
1. The retail market.
2. The Wholesale market.
9.1 The Retail market
There are two types of licenses issued by the central banks in the retail market to do the transactions. One is fully fledged money changers- who can undertake purchase and sale transactions with the public. Two are the banks. Transactions are exchange of currency, bank draft, bank notes ordinary and traveler’s cheques etc. Retail banking consists of many small customers who consume personal banking and small business services. Retail banking is largely intra-bank: the bank itself.
9.2 The Wholesale market
The wholesale market is structured through the large banks that have the power to enter directly into the foreign market and conduct the transactions. It is an interbank market where the transaction takes place through transfers of one country denominated currencies to another country’s currencies.
The wholesale market comprises of commercial banks and investment banks. This is broadly classified as inter-bank market and central bank market.
Wholesale banking typically involves a small number of very large customers such as large corporate and governments, Wholesale banking is largely interbank: banks use the inter -bank markets to borrow from or lend to other banks, to participate in large bond issues, and to engage in syndicated lending.
9.2.1 The Inter-bank market
The interbank network consists of a global network of financial institutions that trade currencies between each other to manage exchange rate and interest rate risk. The largest participants in this network are private banks. Most transactions within the interbank network are for a short duration, anywhere between overnight to six months. The interbank market is not regulated. In the interbank market system banks quote buying and selling prices between each other. 

a) Spot market
Spot market refers to the transactions involving the sale and purchase of currencies for immediate delivery. In practice, it may take one or two days to settle transactions. Transactions are effected at the prevailing rate of exchange at that point of time and delivery of foreign exchange is effected instantly. The exchange rate that prevails in the spot market for foreign exchange is called Spot Rate.
b) Forward Market
A market in which foreign exchange is bought and sold for future delivery is known as Forward Market. It deals with transactions (sale and purchase of foreign exchange) which are contracted today but implemented sometimes in future. Exchange rate that prevails in a forward contract for purchase or sale of foreign exchange is called Forward Rate. Thus, the forward rate is the rate at which a future contract for foreign currency is made.
c) Derivatives
A derivative is an instrument used for investment via a contract. Its value is "derived" from (or based upon) that of another asset, typically referred to as the underlying asset or simply "the underlying." A derivative contract is an agreement that allows for the possibility to purchase or sell some other type of financial instrument or non-financial asset. Common types of derivative contracts include options, forwards, futures, and swaps.
i) Future Market: Standardized forward contracts are called futures contracts and traded on a futures exchange. A futures contract (more colloquially, futures) is a standardized contract between two parties to buy or sell a specified asset of standardized quantity and quality for a price agreed upon today (the futures price or strike price) with delivery and payment occurring at a specified future date.
ii) Option Market: A currency option gives an investor the right, but not the obligation, to buy or sell a quantity of currency at a pre-established price on or before the date that the option expires. The right to sell a currency is known as a "call option" and the right to buy is known as a "put option." Options can be understood as a type of insurance where buyers or sellers can take advantage of more favorable prices should market conditions change after the option is purchased.
iii) Swap Market: The idea of a swap normally refers to a simple exchange of property or assets between parties. A currency swap also involves the conditions determining the relative value of the assets involved. That includes the exchange rate value of each currency and the interest rate environment of the countries that have issued them. A foreign exchange swap, forex swap, or FX swap is a simultaneous purchase and sale of identical amounts of one currency for another with two different value dates (normally spot to forward).
9.2.2 The central Bank
Central banks play a good role in that they frequently intervene to buy and sale the currencies through bid which influences the rate at which the currency is traded. National central banks play an important role in the foreign exchange markets. They try to control the money supply, inflation, and/or interest rates and often have official or unofficial target rates for their currencies. They can use their often-substantial foreign exchange reserves to stabilize the market. They work as the lender of the last resort and the custodian of foreign exchange of the country. The central bank has the power to regulate and control the foreign exchange market to ensure that it works in an orderly fashion. One of the major functions of the central bank is to prevent aggressive fluctuations in the foreign exchange market, if necessary, by direct intervention. Intervention in the form of selling the currency when it is overvalued and buying it when it tends to be undervalued.
The commercial banks are the second most important organ of the foreign exchange market. The banks dealing in foreign exchange play the role of market makers, in the sense that they quote daily, the foreign exchange rates for buying and selling of the foreign currencies. They also function as clearing houses, thereby helping to wipe out the difference between the demand for and the supply of currencies. These banks buy the currencies from the brokers and sell it to the buyers. 
The foreign exchange brokers function as a link between the central bank and the commercial banks and between the actual buyers and commercial banks. They are the major source of market information. Brokers do not trade in foreign currency, but rather strike a deal between the buyer and the seller on a commission basis.

10.0 TYPES OF FOREIGN EXCHANGE MARKETS
1)   Spot market:  the spot market or cash market is a public financial market in which financial instruments or commodities are traded for immediate delivery.  It contrasts with a futures market in which delivery is due later. A spot market can be an organized market, or an exchange or over the counter. The term spot exchange refers to the class of foreign exchange transaction which requires the immediate delivery or exchange of currencies on the spot. 
2)   Forward market:  the forward market is the informal over- the counter financial market by which contracts for future delivery are entered.  Standardized forward contracts are called futures contracts and traded on a future exchange contract entered in the forward market are binding on the parties involved.
The forward transactions are an agreement between two parties, requiring the delivery at some specified future date of a specified amount of foreign currency by one of the parties, against payment in domestic currency be the other party, at the price agreed upon in the contract. The rate of exchange applicable to the forward contract is called the forward exchange rate and the market for forward transactions is known as the forward market. The foreign exchange regulations of various countries generally regulate the forward exchange transactions with a view to curbing speculation in the foreign exchanges market. 
The forward exchange rate is determined mostly be the demand for and supply of forward exchange. When the demand for forward exchange exceeds its supply, the forward rate will be quoted at a premium and conversely, when the supply of forward exchange exceeds the demand for it, the rate will be quoted at discount. When the supply is equivalent to the demand for forward exchange, the forward rate will tend to be at par.
Swap operation
Commercial banks who conduct forward exchange business may resort to a swap operation to adjust their fund position. The term swap means simultaneous sale of spot currency for the forward purchase of the same currency or the purchase of spot for the forward sale of the same currency. The spot is swapped against forward. Operations consisting of a simultaneous sale or purchase of spot currency accompanies by a purchase or sale, respectively of the same currency for forward delivery are technically known as swaps or double deals as the spot currency is swapped against forward.
Arbitrage
Arbitrage is the simultaneous buying and selling of foreign currencies with intention of making profits from the difference between the exchange rate prevailing at the same time in different markets.
3) Futures
A futures contract is like a forward contract, however, there are several differences between them. A forward contract is tailor made by banks for their clients while a futures contract has standardized features, the contract size and maturity dates are standardized. Futures are traded only on an organized exchange, and they are traded competitively. Margins are not required in respect of a forward contract, but margins are required of all participants in the futures market an initial margin must be deposited into a collateral account to establish a futures position.
4) Options
Forward or futures contract protect the purchaser of the contract from the adverse exchange rate movements, however, they eliminate the possibility of gaining a windfall profit from favorable exchange rate movement. An option is a contract or financial instrument that gives holder the right, but not the obligation, to sell or buy a given quantity of an asset as a specified price at a specified future date. An option to buy the underlying asset is known as a call option and an option to sell the underlying asset is known as a put option. Buying or selling the underlying asset via the option is known as exercising the option. The stated price paid (or received) is known as the exercise or striking price. The buyer of an option is known as the long and the seller of an option is known as the writer of the option, or the short. The price for the option is known as premium.
11. CONCLUSION
-The forex market represents the electronic over-the-counter markets where currencies are traded worldwide 24 hours a day, five and a half days a week. The typical means of trading forex are on the spot, futures, and forwards markets.
-Currencies are "priced" in currency pairs and are quoted either directly or indirectly.
-Currencies typically have two prices: bid (the amount that the market will buy the quote currency for in relation to the base currency); and ask (the amount the market will sell one unit of the base currency for in relation to the quote currency). The bid price is always smaller than the ask price.
-Unlike conventional equity and debt markets, forex investors have access to large amounts of leverage, which allows substantial positions to be taken without making a large initial investment.
-The adoption and elimination of several global currency systems over time led to the formation of the present currency exchange system, in which most countries use some measure of floating exchange rates.
- Governments, central banks, banks and other financial institutions, hedgers, and speculators are the main players in the forex market.
-The main economic theories found in the foreign exchange deal with parity conditions such as those involving interest rates and inflation. Overall, a country's qualitative and quantitative factors are seen as large influences on its currency in the forex market.
- Fundamental analysis forex traders view currencies and their countries like companies, thereby using economic data to gain an idea of the currency's true value.
-Technical analysis forex traders look at currencies no differently than any other asset and, therefore, use technical tools such as trends, charts, and indicators in their trading strategies.
- Unlike stock trades, forex trades have minimal commissions and related fees. But new traders should take a conservative approach and use orders, such as the take-profit or stop-loss, to minimize losses.

12.0 SELF ASSESMENT EXERCISE
1. Explain the concept of foreign exchange market
2. Why is the forex market important
3. List the characteristics of forex markets.
4. Who are the main participants in the forex market
5. Forex brokers play an important role in the forex market. Discuss.
6. Explain 4 international payments and settlements systems.
7. Outline the structure of forex markets.
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