Describe the importance of the functions of the Forex Markets
All countries in the world, to a greater or lesser extent, are part of the international trade and global business environments.  With the exception of members to the euro zone in the EU, every country has its own currency.  The most unique characteristic between international finance from purely domestic finance is the concept of foreign exchange.  International trade are subject to exchange rates and the conversion of currencies is facilitated by the foreign exchange market.

The foreign exchange market is a worldwide financial market that provides the physical and institutional structure for foreign exchange transactions.  This market is not an organised market like many stock markets, has no fixed location and but are mostly located in major commercial banks around the world.
Authorised foreign exchange traders and dealers worldwide are connected by means of advanced telecommunication and electronic networks.  Dealing in foreign exchange markets can also take place through currency brokers, who handle roughly half the transaction volume in these markets.  Because of time differences worldwide, this market operates 24 hours a day.

Concept 

Foreign exchange is the system or process of converting one national currency into another, and of transferring money from one country to another (Paul Einzig). Foreign exchange is used to refer to foreign currencies.  But in a broader sense, it includes:  foreign currency and drafts, travellers’ cheques, letters of credit, bills of exchange etc. drawn in a national currency, but payable in any foreign currency. FOREX market is where foreign exchange transactions take place, In other words, a market in which national currencies are bought and sold against one another. FOREX is the result of international trading of goods and services 

Specific functions of the foreign exchange market in an international context involve the following:
1. Transfer of purchasing power which includes: Transfer of purchasing power is necessary because international transactions normally involve parties in countries with different national currencies. Each party usually wants to deal in its own currency, but the transaction can be invoiced in only one currency.
2. Provision of credit:  Because the movement of goods between countries takes time, inventory in transit must be financed.
•   Growth of international trade depends on the extent of credit facilities
• Credit facility is available to exporters and importers
•        Exporters may get pre-shipment and post-shipment credit

3. Provision of hedging facilities (minimising foreign exchange risk related to exchange rate movements). The foreign exchange market provides "hedging" facilities for transferring foreign exchange risk to someone else.
• Provides mechanism for exporters and importers to guard themselves against losses arising fluctuations in exchange rates 

• This facility is provided by agreeing an exchange rate on a future date 

• Forward exchange rate regime is generally followed in this regard

The foreign exchange market serves two main functions, to convert the currency of one country into the currency of another country and to provide some insurance against foreign exchange risk, being the adverse consequences of unpredictable change in exchange rates.
Exchange rates change on a daily basis. The price at any given time is called the spot rate, and is the rate for currency exchanges at that particular time. One can obtain the current exchange rates from a newspaper or online.

The fact that exchange rates can change on a daily basis depending upon the relative supply and demand for different currencies increases the risks for firms entering into contracts where they must be paid or pay in a foreign currency at some time in the future.

Forward exchange rates allow a firm to lock in a future exchange rate for the time when it needs to convert currencies. Forward exchange occurs when two parties agree to exchange currency and execute a deal at some specific date in the future. The book presents an example of a laptop computer purchase where using the forward market helps assure the firm that will won't lose money on what it feels is a good deal. It can be good to point out that from a firm's perspective, while it can set prices and agree to pay certain costs, and can reasonably plan to earn a profit; it has virtually no control over the exchange rate. When spot exchange rate changes entirely wipe out the profits on what appear to be profitable deals, the firm has no recourse.

When a currency is worth less with the forward rate than it is with the spot rate, it is selling at forward discount. Likewise, when a currency is worth more in the future than it is on the spot market, it is said to be selling at a forward premium, and is hence expected to appreciate. These points can be illustrated with several of the currencies.

A currency swap is the simultaneous purchase and sale of a given amount of currency at two different dates and values.
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