1.0 Missing Words.

The exchange rate measures the amount of foreign currency that can be bought with 

one ________. Exchange rates matter to firm’s like ScrewLoose because they 

affect the ________ of stock that ScrewLoose _______ from abroad. For example, 

when ScrewLoose buy in products from Europe they will have to pay for 

these goods in ______. The ​​​_________ rate determines how many ______ one pound 

can buy. As a result the cost of the imported stock in pounds can ______ even if the 

price in Euros remains ________.

The exchange rate also affects the price of exports because UK firms will want 

consumers _______ to pay for the goods that we sell them in _________. However, 

this is unlikely to effect ScrewLoose because the company sells most of their products 

in Britain.

2.0 Exchange Rate Maths

2.1 In December 2004 the cost of buying in a consignment of European cement is €450 000. Calculate the Sterling cost of this consignment at the following exchange rates

(a) £1 = €1.45

(b) £1 = €1.40

(c) £1 = €1.35



2.2  Each consignment of Cement can be sold in the UK for £600 000. Calculate the amount of profit made by ScrewLoose at each of the above exchange rates. Has the change in the exchange rate helped ScrewLoose and if so why? 

2.3 Suppose that the economists who have predicted the average Sterling/Euro exchange rate are proven to be wrong. Calculate the Sterling cost and the Sterling profit made at each of the following exchange rates

· £1 = €1.60

· £1 = €1.70

· £1 = €1.80

2.4  What will happen to ScrewLoose’s costs and profits if Sterling appreciates against the Euro?

3.0 American Suppliers?

3.1 ScrewLoose could import some of their stock from America. Goods bought in America will have to be paid for in US dollars. 

3.2 A consignment of cement in America costs $500 000. How much profit would ScrewLoose make on each consignment at the following exchange rates assuming that the consignment can be sold in Britain for £600 

£1 = $1.5

£1 = $1.6

£1 = $1.7

3.3 Explain how a strengthening of the Pound against the US dollar might affect ScrewLoose’s stock purchasing decisions.

