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Fig. 14-1: Dollar/Pound Spot and Forward Exchange Rates,
1983-2013

Exchange rates ($/£)

MyECGr‘ILab Real-time data

Spot rate

Forward rate

1983 1985 1987 1989 1991 1993 1995 1997 1999 2001 2003 2005 2007 2009 2011 2013

Source: Datastream. Rates shown are 90-day forward exchange rates and spot exchange rates, at end of month.
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Fig. 14-2: Interest Rates on Dollar and Yen Deposits, 1978-
2013
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Source: Datastream. Three-month interest rates are shown.
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The Demand of Currency Deposits (cont.)
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Table 14-3: Comparing Dollar Rates of Return on Dollar and
Euro Deposits

T TITTITTIIIIEE——————..

Expected
Dollar Euro Rate of Dollar Rate of Return
Interest Interest Depreciation Difference between
Rate Rate against Euro Dollar and Euro Deposits

'Sle — Ey/ (Esje — Esje)
Re Re / /€ — Re —

Eﬂ’g ES,."€

0.06 0.00 0.04
0.06 0.04 0.00
0.06 0.08 —0.04
0.12 —0.04 0.02
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Table 14-4: Today’s Dollar/Euro Exchange Rate and the Expected
Dollar Return on Euro Deposits When E¢, = $1.05 per Euro

T TITTITTIIIIEE——————..

Expected Dollar Expected Dollar
Today’s Dollar / Euro Interest Rate on Depreciation Rate Return on Euro
Exchange Rate Euro Deposits against Euro Deposits
1.0S — Egje 1.05 — Ege

ES € ‘R’E - . R +
/ Ese € Esie

[.07 — 0.019 0.031
1.05 0.00 0.05
[.03 0.019 0.069
1.02 0.029 0.079
1.00 0.05 0.10




Bt e it o it e
T T T T S T S o T e e e
Dt e ot o it e o
e B ot e S S, St S S S e St e S S e it o e s S e
Bt e it o it e
T T T T S T S o T e e e
Dt e ot o it e o
e B ot e S S, St S S S e St e S S e it o e s S e
Bt e it o it e
T T T T S T S o T e e e
Dt e ot o it e o
e B ot e S S, St S S S e St e S S e it o e s S e
Bt e it o it e
T T T T S T S o T e e e
Dt e ot o it e o
e B ot e S S, St S S S e St e S S e it o e s S e
Bt e it o it e
T T T T S T S o T e e e
Dt e ot o it e o
e B ot e S S, St S S S e St e S S e it o e s S e
Bt e it o it e
T T T T S T S o T e e e

B ot o it e e ot it S e
Bt e o o it
e o it e ot e ot o it e o
L St e S et e o e e S S e St e
e o it e et ot it
B Bt b o it i
B e e o o e ot e ot e
e D e St e S ot e S e e S S S e e
e i o it e
g St e St ot et it e S e o At
o e o it e S e o e
L S e S S et oo S e S S S e e
B ot e e o it e
e St o it ot o it S S s e S At
T T T o T e o e e e o
L e e S et o e e s e S S e e
it o it e i e ot it e it it it St
g B e St o it it it s
e i S e s e e e i
e e S e S St e St o e e e e
i e it et et it i At
e g St o St S it e e
o ot e ot
L e S e et ot e S e e
e e et it it i At
T T T T T e e e
S e e St o o it et e
L e S e e St e L e
it e it e it et it
T T T e e T
D e e ot e
e e S L e
e R et it
e e St o it e
g St e e e e
e e

T R R
S e St

between the Current Dollar/Euro

Exchange Rate and the Expected Dollar Return on Euro Deposits

Expected dollar return on

The Relat

3

,.WW;MW

s

feuro
E.

ig. 14
's dollar
ange rate,

h

o
<

F

Today
=i exc

Bt o o o it
e e
e S e i i

oy S o e D K S Mo S e Do et S M S ¥ D e Do ¥ D M D S D e Do et D M D e D N D ¥ D M D Sar® D N e ¥ D S S et D S e ¥ D S R ¥ Do S T ¥ D M B e Do M S N D Mt e e D M S Mt T S e e D St D M Do M e e S M D M D e

R
Ry
Ry




Fig. 14-4: Determination of the Equilibrium
Dollar/Euro Exchange Rate
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Fig. 14-5: Effect of a Rise in the Dollar Interest Rate
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Fig. 14-6: Effect of a Rise in the Euro Interest Rate
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Fig. 14-7. Cumulative Total Investment Return in Australian Dollar
Compared to Japanese Yen, 2003-2013
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Source: Exchange rates and three-month treasury yields from Global Financial Data.
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