When you buy a Euro-denominated CD, you are essentially converting U.S. dollars to Euros and then depositing Euros in the CD. So with the Euro recently trading at $1.18, investing 10,000 U.S. dollars would leave you with about 8,474 Euros ($10,000 divided by $1.18 per Euro) in your Euro CD. 

Assuming you earn 2 percent interest, you would receive another 170 Euros at the end of the year, making your account worth 8,644 Euros. If the price of a Euro stays at $1.18, then converting your 8,644 Euros back to dollars would give you $10,200, for a return of 2 percent. 

But let's say, just for argument's sake, that the Euro rises in value to $1.20. That would mean that if you cash out your Euro CD at the end of the year, you would receive $1.20 for each of your Euros, giving you a grand total of $10,373 (8,644 Euros x $1.20 per Euro), giving you an annual return not of 3.73 percent, nearly doubling the 2 percent return on the CD. Not bad. Of course, the thing to remember is that if the currency moves against you -- that is, if the Euro falls in value -- you'll make less than 2 percent. Indeed, you can even lose money. 

For example, if the Euro were to drop to, say, $1.15 over the year, then converting your 8,644 Euros back into dollars would give you $9,941. So instead of a 2 percent return, you'd be sitting on a 0.6 percent loss. 

Actually, the loss would be somewhat larger and the gain somewhat smaller than what I've outlined here, since I haven't accounted for the spread, or markup, that you would pay when converting your dollars to Euros both when buying and cashing out the CD. That would probably siphon another one to one-and-a-half percentage points off your return. 

