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“What is the meaning of a strong and weak dollar and how does a dollar’s strength
impact Texasimports?” by Seven S Shwiff, Ph.D.

The trade between countries has always been a hot topic of
“conversation”. Thelossof domesticjobsto “foreign countries’
ignites strong passions regarding international trade. One need
only recall the recent demonstrations against the World Trade
Organization. Butin fact countriestrade with each other because
it makes them better off. International trade allows consumersto
buy higher quality, lower priced imported goods than can be
produced by domestic manufacturers. To understand this, tradeis
the basis for understanding a“weak or strong” currency.

International trade involves two separate but interrelated
transactions. The first is the physical exchange of goods and
services. Let’'s consider the case of Texas and Mexico. Forty-
eight percent of all TexasexportsgotoMexico. Texas stop exports
to Mexico are electronics, industrial equipment (including
computers) and chemicals. Texas top imports from Mexico are
motor vehicles and parts, crude oil and telecommunications
equipment. But remember, a Texas export isaMexican import and
viceversa

Theexchange of goodsisonly half thetransaction. Theother half
isthe payment for those traded goods. Mexicans want pesos so
they can buy goods and services at home. Texas exporters want
dollars but their Mexican buyers want to pay in pesos. This,
therefore, setsup asecond international market. Thisisthe market
for the demand and supply of currency (pesos and dollars).
Americanswant “some” pesos because they can use them to pay
for imported goods from Mexico. Mexicans want “some” dollars
because they can pay for goods imported from the United States
with those dollars.

However, you must remember that the demand for payment by a
Mexican exporter of motor vehiclesisdirectly linked to the demand
for motor vehiclesin the United Statesby Americans. Said another
way, the demand in Americafor motor vehiclesisalso asupply of
dollarstothe Mexican exporter. Thesedollars now becomeasource
of money that can be used by Mexicansto pay for what isbought
from America. Theflip sideof thisequation isthe supply curve of
pesos. Pesos are supplied because Mexican nationals want to
buy US exports and they pay for them in pesos. This second
market for money allowsMexicanimportersto convert dollarsthey
get in payment for their exportsto Texas into pesos they need to
spend in their own economy. The same appliesto Texasexporters
who are paid in pesos.

Figure 1 putsthesetwo ideastogether. The curve marked Sisthe
supply of pesos (from purchases of US exports) and the curve
marked D is the demand curve for imports to Texas (again say
motor vehiclesand parts). Wherethese two curvesintersect sets
what iscalled the" exchangerate.” Thisexchangerateisthedollar
price of apeso or the peso priceof adollar. Currently oneUSdollar
will exchange for 9.53 pesos or 10 cents equals one peso. So that
is how the exchange rate is established. By demand and supply
for dollarsand pesoswhichisalso linked to the demand and supply
of goods and services.

Now let uslook at the question of achangeintheexchangerate. A
change in the exchange rate means that the val ue of one currency
in terms of the other will rise or fall. Thiswill occur, if weignore
money speculators, asthe result of achangein demand or supply
of goodsor services. Letusassumethat thedemand by Americans
for imported Mexican motor vehicle partsincreases. We can show
this by a shift outward of our demand schedule from figure 1.
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Now take a look at figure 2. When the demand schedule shifts
outward we can clearly seethat thedollar price of pesoswill change.
Infact, thedollar pricerises. Thus Americans spend moredollars
to buy the same amount of pesos. Thuswe say that the peso has
appreciated against the dollar or that the dollar has depreciated
against the peso. In simple terms we see from figure 2 than the
value of the peso has risen.
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We have seen what happenswhen the peso appreciatesrelativeto
thedollar. What happens, however, if thedollar appreciatesagainst
the peso. What thisnow meansisthat Mexicanswill haveto pay
more pesos to buy the same amount of dollars. If thisisthe case
they will not be ableto afford as many imported goodsfrom Texas.
Since the demand for Texas imports falls, Texas firmswill have to
cut back production and hoursworked. Workerswill be paid less
in Texas. Sincethey havelessincomethey will buy fewer imports
asand well as domestically produced goods and services. Times
for Texans will become more difficult as the economy begins to
dow.
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