U 26 - EXCHANGE RATES

1. Translate:

posileni mény —

pokles kurzu —

snizeni oficialniho sménného kurzu —

zvyseni oficialniho sménného kurzu —

pevny kurz -

stabilizovat k/vaéi —

volné pohyblivé kurzy —

fizené pohyblivé kurzy —

nestalé finanéni trhy —

vyrovnat/ pfizpasobit ménu -

zrudit systém sménitelnosti za zlato -
odchylujici/lisici se pohledy na ménové kurzy -
odchylka (od) —
pohyb kapitalu —

1. V obdobi mezi 1944 a 1971 mél americky dolar funkci vlastni sménky sménitelné za zlato.

2. Mnoho vyrobcu je naklonéno jednotné meéne, ackoli do jisté miry se lze chranit pfed vykyvy mény prostfednictvim futuritnich kontrakta.

3. Investofi usilujici o maximalizaci hodnoty svych aktiv se Zenou za vysokymi uroky nebo kapitalovymi zisky, kdezto banky vytvateji zisky z rozpéti
mezi nakupnimi a prodejnimi cenami urcité meény.

4. Od stabilizace vici dolaru se upustilo v dasledku nedostatku zasob zlata.

5. Zastanci pohyblivych kurzua tvrdi, Ze volné pohyblivé devizové kurzy odrazeji paritu kupni sily, avSak podcenuji ucinek spekulace a zajem investora
o kratkodobé vyvoje na penéznim trhu.



2. Use synonymous expressions for the words in bold:

dirty floating exchange rates = floating exchange rates
clean floating exchange rates = floating exchange rates
exchange control = exchange

defender =

3. Eill in the gaps using the terms below.

tight, purchasing power parity (PPP), commodity, appreciation, appreciate,
flexible 3x, devaluation, overvalued, fixed 4x, revaluation, depreciation, undervalued,

e Exchangeratescanbe 1. ...............ol 1o The value of a 20 exchange rate is determined by the supply
and demand for the currency in the foreign exchange market, the market on which currencies of various nations are traded for one another. The
government sets the value ofa 3. ............... exchange rate.

e The nominal exchange rate between two currencies is the rate at which the currencies can be traded for each other. A rise in the value of a currency relative
to other currencies is called an 4. ................... ; a decline in the value of a currency is called a 5 (If the exchange
rate is flexible, 2 6. ... monetary policy (by raising the real interest rate) increases the demand for the currency and causes it to 7.
........................ The stronger currency reinforces the effects of the tight monetary policy on aggregate demand by reducing net exports. Conversely,
easy monetary policy lowers the real interest rate and weakens the currency, which in turn stimulates net exports.)

e Thevalueofa8. .............oooni exchange rate is officially established by the government. Such an exchange rate whose official value exceeds its
fundamental value in the foreign exchange market is said tobe 9. ................. ... An exchange rate whose official value is below its fundamental value
110, oo, A reduction in the official value of a fixed exchange rate is calleda 11. ................. ... ; an increase in its official value is called
al2 Becausea 13. ... exchange rate implies that monetary policy can no longer be used for domestic stabilization,
most large countries employa 14. .................. ... exchange rate. (Fundamental value of the exchange rate is determined by the market forces of supply
and demand in the foreign exchange market in the absence of government intervention. A fixed exchange rate is the official value of the currency despite
fluctuations in supply and demand.)

e A basic theory of nominal exchange rate determination, the 15. ....................... theory, is based on the law of one price. The law of one price states
that if transportation costs are relatively small, the price of an internationally traded 16. ....................... must be the same in all locations. However, the
fact that many goods and services are not traded internationally, and that not all traded goods are standardized, makes the PPP theory less useful for
explaining short-run changes in exchange rates.

4. Sum up the extract above in 5-6 sentences:
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Exchange rates

Why exchange rates change

An exchange rarc is the price at which ane currency can be exchanged for another {e.g.
how many yen.are needed to buy a euro). In theory, exchange rates should be at the lavel
that gives purchasing power parity (PPP). This means rhat the cost of a given selection of
goods and scrices (e.g. a loaf of bread, a kilowatt of electricity) would be the same in
different countries. So if the price fevel in a country tnereases becanse of inflation, is
currency should depreciate — its exchange rate should go down in order 1 return to PPD,
For example, if inflation increases in the 1S, the dollar exchange rate should go down so
that it takes more dolbars to buy the same producrs in other countries,

Io facg, PPP dues not work, as exchange rates can change due o currency speculation —
buying currencies in the hope of making a profit. Financial institutions, coniparics and
rich individuals all buy currencies, looking for high interest rates or shorr-rerm vapital
gains i a currency increascs in value or appreciates. This means exchange rates change
due to speculation rather than PP Qver 95% of the world’s CUrECncy transactions are
purcly speculative, and not related o trade. Banles and currency eraders make
considerable profits from the spread between a currency’s buying and selling prices.

Fixed and floating rates

For 25 years after World War 1, the levels of most major currencies were determined by
governments. They were fixed or pegged against the US dollar (¢.g. from 1 946--67, one
pound was worth $2.80), and the dollar was pepged against gold, One dollar was worth
one thirry-fifch of an ounce of gold, and the TS Federal Reserve guaranteed that they
could exchange an ounce of gold for $35. This system was known as gold convertibility.
These fixed exchange rates could only be adjusted if the Tnternarional Monerary Fund
agreed. Pegging against the dollar ended in 1971, because following inflation in the USA,
the Federal Reserve did not have enough gold to gnarantee the American currency.

Since the carly 1970s, there has been a system of loaring exchange rates in most western
countries, This means that exchange rates are derermined by people buying and selfing
currencics in the foreign exchange markers, A freely loating exchange rate means one
which is determined by market forces: the level of supply and demand. If there are more
buyers of a currency than sellers, its price will rise; if there are more sellers, it will fall.

Sinee the introduction of 4 comman currency in 2002, Aluctuating exchange rates among
many Furopean countries are no longer a problent. Bur the euro continues to fluctuare
against the US dollar, the Jepancse yen and other currencies,

Government intervention

Governments and central banks somerimes cry
1o change the value of their currency. They
intervenc in exchange markets, using foreign
currency reserves to buy their own currency —
in order to raise its value — or selling to lower it.
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currency, so central banks or governments only
have Himiaal power to influence exchange rares.
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44,2

44.3

Are the following statements true or false? Find reasons for your answers in A and B opposite.

Purchasing power parity s a theory thar doesn’t apply m reality.

Inflation should lead o an increase in the value of a country’s currency.
Speculators buy currencies when they expect their value w increase.

Speculators generally sell curvencics if cheir interest rate rises.

Currency traders offer different buying and selling prices.

A lot more currency is exchanged for buying or selling goods than for speculation.
The Federal Reserve will no longer exchange US dollars for gold.

Most exchange rates used o be fixed; now they float.

If more people want to buy a currency than sell it, its price will go down.

(1=« B R L B

Complete the table with words from A, B and C oppaesite and related forms, Puc a siress
mark in front of the stressed syllable in each word. The first one has been done for you.

Noun{s} Noun for people Adjective

apprevt'ation - ] -

- converted

depreciate - -

- INterventions

specularive

Complete the newspaper headlines with the correcr forms of words from 44.2 above.

1 . i
US inflation will cause dollarto .., economists warn :
|
2 ; ; i
Top economists say enrrency undervalued, call for goyernment i
to allow it to L 5-10% !,
3 : . |
Increasing currency ... is making exchange rates !
maore volatile '[
¢ - ]
Common currency: Economic consultant says !
pound to curo would cost British businesses £12bn f
I .
iy Chinese experts say the .. betting on revaluation are ‘
threatening the economy

6

Central bank not expected to

... in currency crisis |

Over 4o Hou

What has happened te the value of your eurrency in the past few years? What do you think

were the probable causes of any changes?
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