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GE NE SIS AND BA SIC PRIN CI PLES OF THE 
FO RE IGN EX CHAN GE MAR KET

Bythebroadestdefinition,theexchangeraterepresentsthe
me e ting of supply and de mand for fo re ign ex chan ge (1,97).   
Fo re ign ex chan ge mar kets ha ve de ve lo ped thro ug ho ut hi
story,andtheirdevelopmenthasbeenlargelyinfluencedby
theSmithsonianandBretonWoodsagreements.Later, in
the 1970s,Nobel laureateMilton Friedman actively advo
cated the introductionof afloatingexchange rateand the
in tro duc tion of a mo ne ta rist ap pro ach for the sa ke of mar
ketef ciencyandthebenefitscreatedbyeconomicpolicy.
Inparticular,twoofMiltonFriedman’sworkshaveraised
awa re ness of the need for chan ge, na mely: The o re ti cal Fra
me works of Mo ne tary Analysis(1970)andMo ne tary The ory of 
No mi nal In co me (1971) (2,160) When forming themoneta
rist ap pro ach and aban do ning Keyne si a nism as a the ory, 
the main trump cards of the new ap pro ach we re re la ted to 
mar ket li be ra li za tion and qu an ti ta ti ve mo ne tary the ory (3). 
From 1972 to 1973, af ter the ac cep tan ce and im ple men ta tion 
ofafloatingexchangeratebyworldleaders,theForeignEx
changeMarket(FOREX)wascreated(4). Theexistenceof
the Fo rex mar ket furt her ena bled the de ve lop ment of cur
rency tra ding. The cur rency mar ket al lows many users for 
va ri o us pur po ses when con duc ting tran sac ti ons, which is 
whytherehasbeenrapidprogressintheflowofmoneyin
that mar ket from its in cep tion un til to day. As early as 1977, 
thedaily capitalflow in the foreignexchangemarketwas
aboutfivebilliondollars(5).Thedevelopmentoftheinter
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This pa per de fi nes the par ti ci-
pants in the in ter na ti o nal fo re-
ign ex chan ge mar ket and the in-
flu en ce of na tu ral, po li ti cal, and 
eco no mic fac tors on the mo ve-
ment of the ex chan ge ra te, and 
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may con tri bu te to the chan ge 
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the ex chan ge ra te thro ugh mac-
ro e co no mic phe no me na and 
de fi ne the fac tors in flu en cing 
the chan ge in the ex chan ge ra te 
and the im pact on the work of 
par ti ci pants in that pro cess. As 
risk ma na ge ment me a su res can 
pre vent the in flu en ce of sig ni fi-
cant fac tors de fi ned in the pa-
per, me a su res, and types of risk 
ex po su re are de ter mi ned.
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na ti o nal fo re ign ex chan ge mar ket (in the con text of the amo unt 
of mo ney daily) was ma de pos si ble by the idea that aro se in 
1986 and advo ca ted that pe o ple who want to tra de the Fo rex 
marketandhavelessthan$100,000indepositsbeallowedto
tradewithfewersumsofmoney.Inthisway,le ve ra ge was in
tro du ced to pri va te in ve stors. Com me r cial banks are an im por
tantparticipantintheForeignExchangeMarketbecausethey
ha ve a lar ge ca pi tal on a glo bal le vel, as well as the ap pro pri a te 
logisticstoincludethatcapitalinworldmoneyflowsthrough
theinternationalcurrencymarket.Banksarethelargestpartici
pants in the fo rex mar ket. They are in char ge of is su ing qu o ta
ti ons  buying and sel ling ra tes, which obli ges them to buy and 
sell cur rency at the se ra tes (of co ur se, with cer tain fe es) when 
conductingtransactions.Incurrentconditions,banksperform
transactionsquicklyandef cientlythroughthecomputernet
work SWIFT (So ci ety of Wor ldwi de In ter bank Fi nan cial Te le com
mu ni ca tion) (7). Af ter banks, port fo lio ma na gers, hed ge funds, 
and mu tual funds re pre sent the lar gest gro up of par ti ci pants 
intheForexmarket(8).Investmentmanagerstradecurrencies
with largepension fund accounts or othermutual funds. In
vest ment ma na gers with an in ter na ti o nal tra ding port fo lio buy 
and sell cur rency to tra de in the in ter na ti o nal fo re ign ex chan ge 
market.Individualsparticipateintradingontheinternational
foreign exchangemarketwith apercentage of about 5%and
ap pe ar as spe cu la tors on the in ter na ti o nal fo re ign ex chan ge 
market, so their role is tomakeaprofitbasedondiferences
inbuyingorsellingcurrencies.Itisveryimportantforindivi
dual par ti ci pants in the in ter na ti o nal fo re ign ex chan ge mar ket 
to be tho ro ughly ac qu a in ted with the risks that tra ding on the 
in ter na ti o nal fo re ign ex chan ge Fo rex mar ket brings. Mul ti na ti
o nal cor po ra ti ons (he re i naf ter MNC), which are eco no mi cally 
stron ger than many co un tri es in the world, in the ir bu si ness 
on a daily ba sis, fa ce the is sue of the risk re la ted to the ir bu si
ness(6).BecauseMNCsparticipateindiferentmarketsandon
an in ter na ti o nal ba sis, the risks that oc cur are hig her and mo re 
ex ten si ve than in do me stic cor po ra ti ons (3).  The Cen tral bank 
behavesinsuchawayastomonitortheefectsofinflationon
itseconomy.Theimpactofinflationisreflectedinthegrowth
ordeclineinthepurchasingpowerofthepopulation.Bymoni
to ring the con su mer ba sket, an in dex can be de ter mi ned on the 
basisofwhichinflationarytrendscanbemonitored(9).Infla
tionisamarketefectthatwillbefeltbyallmarketparticipants
regardlessofwhether theyare involved in tradingornot. In
timesofhighinflation,employeeswillaskformoremoneyfor
the ir work be ca u se the pre vi o us per di em that was cal cu la ted 
no lon ger has the sa me real va lue. To me et em ployee s in con
nec tion with sa lary in cre a ses, com pa ni es are for ced to ra i se the 
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pricesoftheirproductsorservicesinthemarket.Ifthereisa
problemwithinflation,theCentralBankwillinfluencethein
creaseofinterestratestoslowdowntheinflationarypressure.
Highinterestrateswillcause inflationtoslowdownbecause
com pa ni es and con su mers will now ha ve a hig her cost when 
borrowingmoneyfrombankstofinance their investmentsor
con su mer ap pe ti tes. With a mo re re stric ti ve po licy pur sued by 
theCentralBankintheeventofinflation,thereisaslowdown
in mar ket par ti ci pants’ eco no mic ac ti vity and thus a slow down 
ininflationarypressure(10).

ANALYSIS OF THE FAC TORS IN FLU EN CING THE 
MO VE MENT OF THE EX CHAN GE RA TE ON FO RE IGN 
EX CHAN GE MAR KET – ECO NO MIC FAC TORS

Factors influencingthecurrencyratescanbedivided,among
ot her ways, in to eco no mic, po li ti cal, and na tu ral. Ho we ver, mac
ro e co no mic fac tors play a fun da men tal ro le in chan ging the 
exchangeratevalue(11).Economicfactorsinfluencingtheex
changeratemovementarenumerous.Still,amacroe
co no mic analysis co uld be hig hlig hted as re pre sent a 
fun da men tal analysis of chan ges in the va lue of the 
ex chan ge ra te in the fo re ign ex chan ge mar ket (12). In
fla tion is the loss of va lue of mo ney that oc curs due to 
ex ces si ve is su an ce of mo ney to the ex tent that ex ce eds the ne eds 
oftradeingoodsandservices.Theconsequencesofinflationare:
in cre a se in the pri ces of go ods and ser vi ces, a dec re a se in the 
real va lue of the po pu la tion’s in co me, an in cre a se in the pri ce 
of cre dit funds due to the ri se in in te rest ra tes, etc. (13). Then, 
unem ployment is a so cioeco no mic phe no me non when part of the 
po pu la tion is una ble to work. The high le vel of unem ployment 
primarily afects social tensions and reduced themass of real
incomesofthepeople.Thebudgetdeficitoccurswhenthesta
tebudgetexpendituresarehigherthanthebudgetrevenues.It
afectstheacceleratedriseintheinflationrate.Thelevelofthe
budgetdeficitisregulatedbyincreasingbudgetrevenuesorre
du cing bud get ex pen di tu res. Gross do me stic pro duct (GDP)  is one 
of the ba sic in di ca tors that shows the ge ne ral sta te of the na ti o nal 
eco nomy of a co un try. GDP growth le ads to an in cre a se in the 
va lue of the na ti o nal cur rency. The con su mer pri ce in dex is a ge
neralindicatorofinflation.Itshowschangesinthepricelevelof
productsthatmainlyenterthe“consumerbasket”.Thegrowth
of pri ces of in du strial pro ducts shows chan ges in the pri ce le vels 
of pro ducts in ten ded for furt her pro duc tion. The unem ployment 
ra te is the per cen ta ge of unem ployed in re la tion to the to tal wor
kingage  po pu la tion. The ri se in unem ployment is usu ally ac

The macroeconomic factors play 
a fundamental role in changing 
exchange rate value.
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com pa nied by a fall in the va lue of the na ti o nal cur rency. The 
tra de ba lan ceisthesizeofthediferencebetweenacountry’sex
portsand imports (10). Ifexportsarehigher than imports, the
tra de ba lan ce is po si ti ve, and if im ports are hig her than ex ports 
thetradebalanceisnegative.Increasingthepositivediference
ordecreasingthenegativediferenceincreasesthevalueofthe
na ti o nal cur rency. Then, the mo ve ment of oil and energy pri ces  
asthepriceofoilrises,theUSdollarrises,whilethevalueofthe
cur rency of co un tri es that de pend on oil im ports  falls.

ANALYSIS OF PO LI TI CAL FAC TORS IN FLU EN CING 
CHAN GES IN THE VA LU ES EX CHAN GE RA TE ON 
THE FO RE IGN EX CHAN GE MAR KET

Amongthepoliticalfactorsinfluencingthemovementofthena
ti o nal cur rency’s va lue are the fol lo wing: wars,terroristatacks,
elections,militarycoup,governmentresignations(14);(15).Wars
cangreatlyafectthechangeinthevalueofthenationalcurrency.
Na mely, when the war is on go ing, the eco nomy can not fun ction 
in full, and the va lue of the na ti o nal cur rency ex chan ge ra te dec
re a ses in most ca ses. Al so, the co un tri es that deal with the pro
duc tion and ex port of we a pons are then in a po si ti ve ba lan ce be
ca u se the ir ex ports in cre a se, and the tra de ba lan ce gets an even 
biggerpositivediference.Oneofthecompellingexamplesisun
doubtedlythevalueoftheSerbiandinarcurrencyaftertheFirst
World War, when the di nar was one of the most con ver ti ble cur
renciesintheworld,thankstothewisepolicyofthethenSerbian
government(16).Terroristatackscanafecttheexchangerate’s
va lue by in tro du cing un rest in to the con su mer po pu la tion thro
ughintimidationofatacks(recurrenceofatacks),whichcanbe
cha rac te ri zed by a dec re a se in de mand when the ex chan ge ra te 
de fac to chan ges or the va lue of the na ti o nal cur rency dec re a ses. 
Oneoftheterroristatacksthatafectedthechangeintheexchan
gerateistheonethattookplaceinNewYorkonSeptember11,
2001.Figure1showstheUSD’sfallwithinninedaysforadrama
tic800pips(from16600to1.5800).
Electionsandotherpoliticallyimportantchanges/decisions

re pre sent an im por tant item in the for ma tion and chan ge of 
ex chan ge ra te va lu es. Na mely, if the re is a chan ge in go vern
ment, it shouldbeobviouswhatkindofmonetaryandfiscal
po licy (and ex chan ge ra te po licy) is re pre sen ted by the go vern
mentthatcomestopower.Inaccordancewiththat,theliberal
in ter na ti o nal mar ket re acts kno wing the po ten tial con se qu en
ces (shortterm, me di umterm, and longterm) to the ex chan ge 
rate.Inthatsense,itinfluencestheincreaseordecreaseinthe
ex chan ge ra te va lue.
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ANALYSIS OF NA TU RAL FAC TORS IN FLU EN CING 
THE CHAN GE IN THE VA LUE OF THE EX CHAN GE 
RA TE IN THE FO RE IGN EX CHAN GE MAR KET 

Na tu ral di sa sters al so lead to a fall in the va lue of the cur ren
cies of the afected countries.To eliminate the consequences,
co un tri es need ad di ti o nal funds that are par ti ally com pen sa ted 
by the pri mary emis si ons of cen tral banks, which le ads to an 
increase in the inflation rate.Examples that showhowweat
herdisastersafectthechangeinthevalueoftheexchangera
te are pre sen ted wit hin the next exam ple. Na mely, Ja pan was 
hit by an ear thqu a ke of mag ni tu de 8.9, fol lo wed by a po wer ful 
tsu na mi. The va lue of the Ja pa ne se yen fell im me di a tely af ter 
thedisaster,to0.4%againsttheUSdollar(18).However,the
cir cum stan ces we re in a sen se good for Ja pan be ca u se when 
the“overseas”capitalwastransferredtotheyen, the cur rency 
stren gthe ned du ring the pe riod of un cer ta inty af ter the na tu ral 
di sa ster. Anot her po ten tial re a son for the stren gthe ning of the 
yenisthatintheperiodafterthecrisis,Japaninfluencedtheli
qu i da ti on of its nonyenre la ted port fo lio in vest ments and thus 
ma na ged to chan nel pro blems with the ex chan ge ra te due to 
naturaldisasters(18).TheresultofJapan’sefortstomaintain
ex chan ge ra te va lue re sul ted in a re mar ka ble ap pre ci a tion of 
the JPY that thre a te ned to lead to a sharp dec li ne. Then, thanks 
togoodmonetarypolicymeasures,theCentralBankofJapan
in ter ve ned in the in ter na ti o nal fo re ign ex chan ge mar ket, and 
onetrillionJPYwassold.Basedonthisactivity,theJPYretur
nedclosetotheinitialratiofromUSDto80.20(fromtheprevi
ousvalueof77.10)(19)(20).

Anot her exam ple is the si tu a tion in New Ze a land. Na mely, 
InFebruary2011,amagnitude6.3earthquakekilledatleast75
peopleandsignificantlydamagedtheNewZealandeconomy.
Af ter the di sa ster, the New Ze a land dol lar (NZD, col lo qu i ally 

Fi gu re 1. Dis play of the fall of the USD in re la tion to CHF in the pe riod of ni ne days 
(Sep tem ber 11, 2001 - Sep tem ber 20, 2001) (17)
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cal led ki wi) fell by 2% against theUSD. Bloomberg reported
thatatonepoint,theNZDfellto$74.55.Whatwascharacteri
sticofthiscatastrophewasthatthedepreciationlastedsignifi
cantly lon ger than was the ca se with Ja pan (19) (21). The Ha i
tian go ur de (fr. go ur de, the na ti o nal cur rency of Ha i ti) ex pe ri en
cedseriousgrowthafteramagnitude7.0earthquakeinJanuary
2010.AccordingtotheNewYorkTimes,thenationalcurrency
ofHaiti strengthenedby 25%and the exchange rate reached
thelevelof30gourdesforoneUSD(21).Thereareseveralex
pla na ti ons for this si tu a tion. Na mely, the dec li ne in the pri ce 
ofimportedoilkeptmoremoneyinHaiti,afectingprevention
from a dra stic ap pre ci a tion. Anot her fac tor that is sta ted is that 
afewmonthsafterthenaturaldisaster,therewasaninfluxofa
largeamountofforeigndonations,whichagaininfluencedthe
depreciationofthegourd(21);(22).

RISKS

Thispaperconfirmsthatmacroeconomicfactorshaveafunda
mentalinfluenceonthechangeinthevalueoftheexchangerate
(23).Inadditiontothementionedinfluencefactors,itisimpor
tant to men tion tho se such as mass con su mer psycho logy as 
well as the ro le of spe cu la tors in the mo ney mar ket. As Keynes 
sta ted, in ad di tion to the energy and abi lity of a pro fes si o nal 
in ve stor and spe cu la tor to as sess how much the mar ket will be 
worth, the re is al so the im por tan ce of analyzing the im pres sion 
ofmasspsychology,whichshouldbemadeperiodically(25).
Also,monetaryandfiscalpolicyplaysasignificantroleinthe
im ple men ta tion of go vern ment po licy to wards de ve lop ments 
in the international foreignexchangemarket. In international
cir cles de a ling with di scus si ons on the exi sten ce and ma na
gementof risks related to exchange ratefluctuations,we can
no ti ce the re are still tho se who ar gue that it is im pos si ble to 
do risk ma na ge ment. At the sa me ti me, the re are co un terar gu

Fi gu re 2. JPY de pre ci a tion aga inst the USD du ring the Ko be ear thqu a ke in 1995 (19)
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mentsforsuchclaims(25).Riskmanagementisaprocessthat
in vol ves the cre a tion of the right en vi ron ment, the for ma tion 
of a pro per struc tu re for risk ma na ge ment, analysis of risk fac
tors and ac ti vi ti es as well as the for ma tion of ade qu a te in ter nal 
con trol (26). The re are the fol lo wing types of risk ex po su re and 
aspects of de pre ci a tion: tran sac tion ex po su re, eco no mic ex po su re, 
tran sla tion ex po su re (25).One of thepotential options for risk
managementintheexpectedfactorsinfluencingthechangein
the ex chan ge ra te is the con cept of hed ging, which is ba sed on 
the as sump tion that the chan ge in the cur rent pri ce in the fu tu re 
willfollowthesamedevelopmentpaththesamedynamics.In
es sen ce, the goal of hed ge ma na ge ment is to clo se a tran sac tion 
at a me dian pri ce in the fu tu re in the co un try, to eli mi na te its 
risk,ortoexposeitselftosuddenpricefluctuations.

CONCLUSION

The pa per pre sents a bri ef ge ne sis of the de ve lop ment of the fo
re ign ex chan ge mar ket and its par ti ci pants. Al so, the fac tors in
fluencingthechangeinthemovementoftheexchangerateare
presented.It isdefinedinwhichwaythecoursechangesand
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the ro le of the par ti ci pants in that pro cess. As men ti o ned ear li
er, the de ve lop ment of the fo re ign ex chan ge mar ket is di rectly 
pro por ti o nal to the bu si ness’s suc cess, and thus (in di rectly) to 
thefactorsthatafectthepriceofcurrencies.Thepaperanalyti
callypresentsthefactorsinfluencingtheForexmarket,andit
can be concluded that any significant impact has efects not
only on the na ti o nal cur rency but al so on the na ti o nal eco nomy. 
Thisinfluencedoesnothavetoafectonlyaspecificcurrency
butcanhaveanextended/secondaryinfluenceonanumberof
in ter de pen dent cur ren ci es (be ca u se the va lue of one cur rency 
is me a su red in re la tion to the va lue of anot her). Pur cha sing 
powerparitysometimescannotbeconfirmedinreality,andit
happensthat,althoughthemagnitudeofchangesininflationin
theobservedcountriesisknown,theexpectedefectoftheper
cen ta ge chan ge in the ex chan ge ra te in ac cor dan ce with pur cha
sing po wer pa rity do es not oc cur. The main ar gu ment is that 
the pri ce chan ge dri ves qu o tas in the fo re ign ex chan ge mar ket, 
whi le everything el se is of a se cond type. Al so, mul ti na ti o nal 
cor po ra ti ons can al ways hed ge over risks and, thanks to the
irknowledge,actuallypreventtheriskof“dangerous”quotas
anddiscrepanciesinthediferencesbetweennationalcurrenci
es.Theprocessofforecastingthefactorsinfluencingtheinter
na ti o nal ex chan ge ra te is an es sen tial aspect of eli mi na ting the 
expectedefectsandunderstandingtheexchangerate’sfurther
movement.All thesemeasures can significantly contribute to
thefight againstuncertainty in the foreign exchangemarket,
le a ding to sa fer and mo re cer tain ope ra ti ons.
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KA KO MO ŽE MO 
PO SMA TRA TI PRO MENE 
DE VI ZNOG KUR SA? 
PRE GLED ODA BRA NIH 
FAK TO RA UTI CA JA NA 
ME ĐU NA ROD NO 
DE VI ZNO TR ŽIŠ TE
REZIME
Ključ ne re či: me đu na rod no de-
vi zno tr žiš te, de vi zni kurs, fak-
to ri uti ca ja na tr žiš te va lu ta
U okvi ru ra da de fi ni sa ni su uče-
sni ci na me đu na rod nom de-
vi znom tr žiš tu kao i uti caj pri-
rod nih, po li tič kih i eko nom skih 
fak to ra na kre ta nje de vi znog 
kur sa, i ana li za okol no sti ko je 
mo gu do pri ne ti pro me ni kur sa. 
Opšti cilj ra da je ste da pre zen-
tu je ana li zu de vi znog kur sa kroz 
ma kro e ko nom ske po ja ve, kao 
i da de fi ni še fak to re uti ca ja na 
pro me nu de vi znog kur sa, i uti-
caj na rad uče sni ka u tom pro-
ce su. Kao me re me nadž men ta 
ri zi ka ko ji ma se mo že pre ve ni-
ra ti uti caj zna čaj nih fak to ra de-
fi ni sa nih u ra du, od re đe ne su i 
me re i ti po vi iz la ga nja ri zi ci ma.


