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Quiz Results

Q1 Q2

Mean 7.80 6.79

Median 8 6.5
Max 10 10
Min 1 4

S.D. 219 1.84
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Pause for News
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Exchange markets: What they are
Supply and Demand

Two Simple Theories

Pegged Exchange Rates
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Exchange Market

* Exchange rate is

— Price of one currency in terms of another
« E.g., $/£ or £/$
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Representative Exchange Rates for Selected| Download this fil

Currencies TSV -- TSV tips
Last update: September 15, 2023, 12:20:38 ET

Exchange Rate Archives

Representative Exchange Rates

Currency Note Value as of September 15, 2023
Chinese yuan 7.26730000
Euro (1) 1.06580000
Japanese yen 147.50000000
U.K. pound (1) 1.24125000
U.S. dollar 1.00000000

Notes:

These representative exchange rates, which are reported to the Fund by the
issuing central bank, are expressed in terms of currency units per U.S. dollar,
except for those indicated by

(1) which are in terms of U.S. dollars per currency unit.




Pause for Discussion
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Questions on KOM, Ch 14

* Is an exchange rate the price of one
country’s goods in terms of another’s, or
the price of one country’'s assets in terms
of another’s?

* On what transactions are reported rates
based?

* What hours of the day are the exchange
markets open?
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Exchange Market

* Types of exchange rate
— Spot
* For exchange of currencies today

— Forward

« Contracts for exchange of currencies 30, 60, 90
etc. days from the present

* Both payment and receipt happen then, not now

— Futures —

* Like forward market, but for specific calendar dates
in future

Class 5: Exchange Rates 10



Exchange Market

» Types of exchange rate, continued
— Bilateral
* For exchange of 2 currencies

— Trade weighted
* For one currency relative to multiple others
* An average, or index

— Real
 Adjusted for inflation, both at home and abroad

Class 5: Exchange Rates
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Exchange Rate

140
120
100
80
60
40
20
0

5’0(\' 5‘0« N4

Trade-Weighted Dollar Index
(Real -- i.e., adjusted for inflation)

e YV M N

A
Q&

Dollar rose due to Volker

Interest rate rise, fighting

i
/\b& /\@ > US. )

Q

e —— , P I >R >R g
o X SIS IS SRS S S ST SANR S

'3’0'3’0'5’065’0'5‘0'3‘0'5’0'5’0'3’0'@«5’0'3‘0'5‘0'@(\5®°5®°s‘b°s‘b N4 5’0°5’0°

Source:
Federal
Reserve

Class 5: Exchange Rates

13



Chart 3.6
Exchange rate indices for selected economies, January 2014 — May 2021 2
(Index, January 2014=100)
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Exchange Market

* Who uses the exchange market

— Traders in both goods and services
 Also travelers (but that's trade)

— International borrowing, lending, and asset
trade

— Speculators

« Buyers or sellers who hope to profit from future
exchange-rate change

— Hedgers
— Arbitragers

Class 5: Exchange Rates
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More Questions from KOM

* What is “arbitrage” in the foreign exchange
market?

 What is "hedging” in the foreign exchange
market?

* What role does the US dollar play in
international finance?
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Supply and Demand for Foreign
Exchange

 Market Model: Questions:
E ($/€) * Who

demands

€7

 Who
supplies
€7
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Exchange Market

* Traders respond to
— Prices of goods
* Rise in home prices causes currency to fall
» Capital movements respond to

— Interest rates
* Rise in home interest rate causes currency to rise

— Expectations
« Expectation of any change causes that change

Class 5: Exchange Rates
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Two Simple Theories

* Asset Theory

— Simple: E is whatever it is expected to be

* |f it were not, its expected change would drive
capital flows that would swamp the market

— Works best in short run (but not useful)
 PPP = Purchasing Power Parity
— Exchange rate reflects the prices of goods

— See Big Mac Index
— Works best in long run

Class 5: Exchange Rates
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]
The Big Mac index

Local currency under(-)/over(+) valuation
against the dollar, selected currencies, %

® January 2021 @ July 2021 Big Mac price*, $
90 -60 -30 0 30 60

Venezuela ® 835
SwitzerlandT ( 3 7.04
Norway @ 6.30
United States* ) 5.65
Canada e 531
Euro area$ o 5.02
Australia { 4.79
Britain N J 4.75
Brazil @ 4.36
Saudi Arabia @ 873
Japan ( 3 3:55
China** L 3.46
Mexico N J 3.18
Vietnamt ® 3.00
Taiwant e 2.57
Indiatt e 255
Turkey N J 234
South Africa L J 228
Russia N J 227
Lebanon¥* e 1.68

*At market exchange rates (July 20th 2021) TSubject to
“enhanced engagement” with US Treasury ¥Average of four
cities SWeighted average of member countries **Average of
five cities TTMaharajaMac #Unofficial exchange rate
Sources: McDonald's; The Economist

Explore the full, interactive version of our

Big Mac index at economist.com/BigMac

21
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Questions on Economist,
‘Big Mac index”

On what basis does this article rank
countries?

Why does this article focus on the

Viethamese currency, the dong?

What criteria does the US Treasury use to
identify an undervalued currency?

Is Vietham’s poverty relevant to this?
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Pegged Exchange Rates

» Bretton-Woods System
— Successor to the Gold Standard
— Most currencies pegged to US $
* How to peg
— Need “reserves” of foreign currency

— Use them to buy or sell own currency as
needed

e Does it work? Yes and no

Class 5: Exchange Rates
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Figure |. Central Bank Reserves, Q2 2022

Other currencies

Pounds
sterling
5%

Yen
5%

Euros

U.S. dollars
59%

Source: International Monetary Fund. Notes: 149 reporting
countries.
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Foreign exchange reserves by currency
as a percentage of total allocated reserves
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Questions on Economist,
*...Bretton Woods...”

* What names and characteristics describe
the three international monetary regimes
that the Economist article describes, the
last of which may be coming to an end?

« Why did the world not shift to using
dollars, euros, and renminbi more equally
for transactions and reserves?

* Why Is currency stability so hard to
achieve?
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Questions on McDougall,

“US Dollar to Maintain...”

Why do central banks hold foreign-
currency reserves?

Has holding of US dollar reserves by

central banks declined over time, and what
IS expected in the near and farther future?

Who Is mentioned as wanting reduced
reliance on the dollar?

What currency is most likely to expand
being held?
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Some Recent Exchange Rate
Movements

Most from X-rates.com
Most are US $ per country currency

Showing
— Major currencies last year and this

— This year only for currencies of current
students in the course

If you have comments on yours, I'd
welcome them

Class 5: Exchange Rates
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Recent Rate Movements: Euro
| ast Year:

"] EURO TO US DOLLAR GRAPH CONVERTER

14 Sep 2021 00:00 UTC - 14 Sep 2022 18:13 UTC

1154846,

1108388 Y/ wﬂ
1.061921 N ,
1.015473 |

0.969026
Oct Dec Feb 22 Apr Jun Aug

Source: X-rates.com Class 5: Exchange Rates
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Recent Rate Movements:

This Year:

b:j EURO TO US DOLLAR GRAPH CONVERTER

17 Sep 2022 00:00 UTC - 17 Sep 2023 16:07 UTC

1.101166

1.061661

1.022155/"

|
(X

0.943143
Oct

Source: X-rates.com

Dec Feb 23 Apr Jun
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Recent Rate Movements: Russia
| ast Year:

7] RUSSIAN RUBLE TO US DOLLAR GRAPH CONVERTER

14 Sep 2021 00:00 UTC - 14 Sep 2022 17:50 UTC

0.0174224 " .

0.0146152 «‘»f“’

. euiling &= J

0.0118080 il SR 1
0.0090008 W W

0.0061936
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Recent Rate Movements: Russia
This Year:

RUSSIAN RUBLE TO US DOLLAR GRAPH CONVERTER

17 Sep 2022 00:00 UTC - 17 Sep 2023 16:00 UTC

0001636119
\ \ ,"""“"'q' W

‘l
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0.01107735

0.00931607
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Recent Rate Movements: UK
Last Year:

] BRITISH POUND TO US DOLLAR GRAPH CONVERTER

14 Sep 2021 00:00 UTC - 14 Sep 2022 18:15 UTC

I \
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Recent Rate Movements: UK
This Yeavr:

BRITISH POUND TO US DOLLAR GRAPH CONVERTER

17 Sep 2022 00:00 UTC - 17 Sep 2023 16:10 UTC
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1.163926/'"
d f

\ ) » I1

1 Ad6289

1.048652
Oct Dec Feb 23 Apr Jun Aug
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Recent Rate Movements: China
Last Year:

7] CHINESE YUAN RENMINBI TO US DOLLAR GRAPH

CONVERTER

14 Sep 2021 00:00 UTC - 14 Sep 2022 18:16 UTC
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Recent Rate Movements: China
This Year:

E‘Lﬁ CHINESE YUAN RENMINBI TO US DOLLAR GRAPH

CONVERTER

17 Sep 2022 00:00 UTC - 17 Sep 2023 16:10 UTC
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Recent Rate Movements: Japan

-

-

)

JAPANESE YEN TO US DOLLAR GRAPH CONVERTER
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-

Source: X-rates.

7 Sep 2022 00:00 UTC - 17 Sep 2023 16:14 UTC
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Recent Rate Movements: Mexico

7] MEXICAN PESO TO US DOLLAR GRAPH CONVERTER

17 Sep 2022 00:00 UTC - 17 Sep 2023 16:14 UTC
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Recent Rate Movements: Colombia

1 COLOMBIAN PESO TO US DOLLAR GRAPH CONVERTER

17 Sep 2022 00:00 UTC - 17 Sep 2023 16:17 UTC

0.0002473240 4V v
0.0002328429

A
dagq02183617 AV AN

7 fy
ﬂ \"'. J\,_I | "l
Y " J‘.,-\. ’,) e

0.0002038806" V) T\ MV

‘w111 vy
\
\

0.0001893995
Oct Dec Feb 23 Apr Jun Aug

Source: X-rates.com Class 5: Exchange Rates 41



Recent Rate Movements: Guatem

US Dollar Guatemalan Quetzal 7.87100 +0.00800 (+0.10%)

Nov 2023 Mar May Jul Sep

This is quetzals per dollar, not dollars per quetzal

Source: TradingEconomics.com
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Recent Rate Movements: Pakistan

7] PAKISTANI RUPEE TO US DOLLAR GRAPH CONVERTER

17 Sep 2022 00:00 UTC - 17 Sep 2023 16:21 UTC
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Source: X-rates.com Class 5: Exchange Rates

43



Recent Rate Movements: Somalia

=0 . coc n First 584.9267 Last 565.0000 Change-3% Avg 569.9897 Volat 5 Max/N
590.4833 |

S85.0000

S&0.0000

S75.0000 H

S70.0000

2022-01-01 Copuright fxtop 2023

This is Somali shillings per dollar, not dollars per Somali shillings

Source: fxtop.com



