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I . Exchange rates and international
transition
{Dynamic definition

Static definition

) Direct quotation

a. Conception: P329 $ 0.009198 peryen

. . {
b. Two kinds quotations Indirect quotation

\ ¥ 108.72 per dollars
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Suppose 3 currencies: A, B and C.

For example, someday on New York foreign
exchange market,
1French Franc=0.25 dollar,
1French Franc=0.57DM
Then,
1dollar=0.57DM / 0.25dollar=2.28DM
or
1DM=0.25dollar / 0.57DM =0.44dollar



c.Two changes in exchange rate

[ Appreciation: A rise in the pounds in terms of dollars is
an appreciation of the pound against the dollar.

Depreciation: A fall in the dollar price of pounds is a
\ depreciation of the pound against the dollar.

$ 1.50 per pound >~ $ 1.25 per pound
pound: depreciation dollar:appreciation
$ 1.50 per pound ~$ 1.75 per pound

pound: depreciation dollar:appreciation



d.Classification of exchange rate

{ Basic rate(key currency, pegged currency

~ Buying rate

< Selling rate

. Middle rate=(buying rate+selling rate) = 2

{ Spot rate

Forward rate
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a. Domestic and foreign prices
($ 150/£) X (£50)=2.$75
($ 1.25/£) X (£50)= $62:50
($ 1.75/£) X (£50)= $87.50
Conclusion:P331-332

b.Exchange rates and relative prices
Tablel3-2
Conclusion



II. The foreign exchange market

a. commercial banks
b.corporations

c.non-bank financial institutions
d.central banks

a.two conceptions: arbitrage; vehicle currency
b.characteristics



a. Spot rates and forward rates

dollars

Spot Rates Bank of America



¥ 9000 $-100 30 days later
$0.0105/yen  9000% 0.0105=94.50
$0.0115/yen  9000x 0.0115=103.50

$0.0107/yen 9000% 0.0107=96.30

Forward Rates




b. Foreign exchan

$ 1| million

multination  Swiss $ 1 milli
al company Francs 1 million—
N~ _

~
in three months



put option
c.Futures and opti
call option

Long Hedge / Buyi

Short Hedge / Selling Hedg
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