
HOW DO FOREIGN EXCHANGE FLUCTUATIONS AFFECT

Currency fluctuations are a natural outcome of the floating exchange rate system. Read about what effects these
changes can have.

Conversely, if you are involved in luring travelers to the U. As these factors are constantly changing,
currencies fluctuate with them. Gas prices are also affected in a big way due to currency fluctuations. Hedging
involves negotiating a deal which will protect the business from any possible losses that may occur when
exchange rates change. The Economy One of the most prominent impacts of currency fluctuations can be seen
in international trade. If the exchange rate moved to 6. Furthermore, vacation time for most people tends to be
seasonal, taken in conjunction with school closings and holidays. When the lira depreciates by 10 percent
relative to the currencies of Turkey's trading partners, Gopinath calculates, import prices measured in lira rise
by 9. Specifically, travel media may establish some trends based on tourism surveys and other professional
research, developing campaigns geared toward promoting destinations that are in vogue. However, there are
times when currencies move in dramatic fashion; the reverberations of these moves can be literally felt around
the world. The exchange rate of currencies against others depends on various factors such as relative supply
and demand for currencies, economic growth of countries, inflation outlook, capital flows, and so on. Other
stories in this month's Digest Cross-Country Differences in Exchange Rate Effects on Inflation When a large
fraction of a country's trade is denominated in foreign currencies, its rate of inflation is more strongly affected
by exchange-rate fluctuations. Impact profits Companies which trade abroad are vulnerable to changes in
currency and exchange rates. Currency Options A foreign currency option is a financial instrument that allows
the owner of the option the right, but not the obligation to exchange funds from one currency into another at a
pre-agreed exchange rate on a specific date in the future. Gopinath's principal finding is that when a large
fraction of a country's trade is denominated in foreign currencies, its rate of inflation will be more strongly
affected by exchange-rate fluctuations. This can help you decide when to convert funds and when not to. As
an example, Turkey invoices just three percent of its imports in Turkish lira. The risk here is that your prices
may become uncompetitive due to exchange rate fluctuations. It is important to be upfront and honest about
the inclusion of these clauses to avoid upsetting your suppliers. This incomplete pass-through rate has
important benefits for the U. Exports and imports The declining value of your currency can have a positive
impact for small businesses- you may notice an increase in sales worldwide. Due to this, Saudi Arabia can
afford to charge lower prices for oil. If you run a travel business, you'll directly be impacted by fluctuating
currency rates. Company Y now knows that IF it needs to buy the machinery in 6 months time it can afford to,
as they have guaranteed a rate of at least 5. Effect of Depreciation If the U. Currency rates are influenced by
numerous fundamental and technical factors that are usually in a state of perpetual flux.


