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Fig.1 Supply and Demand of Domestic Currency 
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BOP: If a country has a Balance of Payments Deficit 
what will be the effect on the Exchange rate? 
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Fig.2  Demand for Domestic exports and imports 

Note: currency change 
has same  BOP effect on 
flow of currency e.g. if er 
rises then more money 
flows out of economy 
for imports and less 
comes in from exports. 
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