QUIZ (5th WEEK): Factors that influence exchange rates

1) relative inflation rates

example: assuming goods as substitutes for each other and HOLDING ALL OTHER FACTORS constant 

an increase in INFLATION in the UK   + when STABLE and low the INFLATION RATE in the USA

WE ARE SEARCHING for the BRITISH pound

a) HOW IS THE SUPPLY SCHEDULE OF POUNDS FOR SALE AFFECTED

ANSWER:



b) HOW IS THE DEMAND SCHEDULE FOR POUNDS AFFECTED 
ANSWER:




c) WILL THE NEW EQUILIBRIUM VALUE OF THE POUND INCREASE, DECREASE OR REMAIN UNCHANGED

ANSWER:

