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Introduction

This worksheet is about exchange rates. You will take a detailed look at the exchange rate 
between two diIerent currencies.

ymagine vou haje fust arrijed Grom Jermanv and landed in paAan Gor vour jacation. ,t the airAortL vou 
decide to exchange vour monevL but the exchange rate is diIerent Grom what vou exAectedL and vou 
receije Gewer ven Gor vour euros. zaterL while sitting in a coév caGWL vou ojerhear some AeoAle discussing 
how the exchange rate oGten 'uctuates. You start to wonder whv this haAAens. ?hv canEt the exchange 
rate remain constant all the timeO

  Task 

Think about what could lead to 'uctuating exchange rates. ?rite down vour thoughts.
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Causes of exchange rate changes
Cxchange rates are the Arices at which currencies are exchanged. Thev constantlv change due to jarious 
Gactors. Pne Arimarv reason Gor exchange rate changes is suAAlv and demand Gor currencies. yG manv 
AeoAle want to buv a Aarticular currencvL its jalue increases. SonjerselvL iG Gewer AeoAle want a currencvL 
its jalue decreases.
ynterest rate diIerences between countries also Alav a signiMcant role. ?hen a countrv has higher 
interest rates comAared to othersL injestors AreGer to injest their monev there to get better returns. 
This increases the demand Gor that countrvEs currencvL causing its jalue to rise.
yn'ationL which means the rise in Arices oG goods and serjicesL aIects exchange rates too. yG a countrv 
has high in'ationL its currencv loses jalue comAared to others. BeoAle would rather hold currencies Grom 
countries with lower in'ation since their monev retains jalue better.
Cconomic and Aolitical stabilitv is another crucial Gactor. Sountries with stable economies and Aolitics 
attract more injestmentsL increasing the demand Gor their currencv and boosting its jalue. Pn the other 
handL Aolitical unrest or economic Aroblems decrease conMdence in a currencvL leading to a droA in its 
jalue.
The trade balanceL which is the diIerence between a countrvEs exAorts and imAortsL imAacts exchange 
rates as well. yG a countrv exAorts more than it imAortsL the demand Gor its currencv risesL increasing its 
jalue. SonjerselvL iG a countrv imAorts more than it exAortsL its currencv jalue droAs.
qAeculationL where traders buv and sell currencies hoAing to AroMt Grom changes in exchange ratesL can 
also cause 'uctuations. yG manv traders belieje a currencv will rise in jalueL thev buv itL causing its jalue 
to increase. yG thev think it will droAL thev sell itL leading to a decrease in jalue.
SurrentlvL the exchange rate between the euro and ven is exAeriencing signiMcant 'uctuations. Pne 
reason is the diIerent economic situations in CuroAe and paAan. CuroAe is Gacing jarious economic 
challengesL while paAanEs economv is relatijelv stable. HoreojerL the interest rate diIerences between 
the CuroAean Sentral -ank and the -ank oG paAan are in'uential. The -ank oG paAan maintains jerv low 
interest ratesL while the CuroAean Sentral -ank is raising rates to combat in'ation. This makes the ven 
more attractije.
yn summarvL exchange rates are in'uenced bv suAAlv and demandL interest rate diIerencesL in'ationL 
economic and Aolitical stabilitvL trade balanceL and sAeculation. These Gactors oGten act togetherL causing 
exchange rates to change 5uicklv and unAredictablv.
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  Add the causes of exchange rate muctuations frop the vre.ious taskS 

Note Meld

  zuppariwe bhat inmuences the exchange rate conditions of ,oth countriesS
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Entrevreneur

,s an entreAreneurL the exchange rate is crucial Gor mv business. The 
strong Yen comAared to the Curo means that our exAorts to paAan 
become more exAensije. This can lead to a decrease in demand Gor 
our Aroducts and reduce our AroMts. 6owejerL imAorts Grom paAan are 
cheaAer nowL which is beneMcial iG we need paAanese raw materials or 
machinerv. Due to the strong YenL we are considering exAanding our 
business in paAanL as we can make more cost7eIectije injestments there. 
6owejerL we need to be cautiousL as changes in the exchange rate can 
directlv imAact our AroMt margins.

Cxchange rates in'uence the AroMts and injestment decisions oG businesses.

Consuper

,s a consumer in paAanL y Geel the imAact oG the strong Yen in mv dailv liGe. 
ymAorted goods Grom CuroAe are now more exAensijeL which means y 
haje to Aav more Gor certain Goods and Aroducts. This strains mv budget. 
Pn the other handL local Aroducts and serjices haje remained stableL 
Arojiding some balance. PjerallL y Geel that mv liGe has become more 
exAensije because y buv manv imAorted Aroducts.

Cxchange rates aIect the cost oG dailv liGe Gor consumers.

Tourist

,s a tourist Grom CuroAe jisiting paAanL y can clearlv see the eIects oG 
the exchange rate. The strong Yen means y get Gewer Yen Gor mv CurosL 
making mv triA more exAensije. This aIects the cost oG mv hotelL mealsL 
and soujenirs. The exchange rate also imAacts how much y get Gor mv 
CuroAean monev when y change it into Yen. PjerallL y haje to Alan mv 
budget careGullv and mav need to skiA some actijities to keeA mv costs 
manageable.

Cxchange rates imAact trajel costs and budget Alanning Gor tourists.
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  zuppariwe the ipvact of exchange rate conditions on ,usinessesl consupers and tra.e!ersS


