Changing Exchange Rates
Changing exchange rates can have a significant effect on possible sales. They can be either reduced or increased - it just depends on which way exchange rates are moving. 

A UK fruit wholesaler buys bananas from a supplier in Honduras. The Honduran seller wants to be paid in US dollars. A bunch of ten bananas is currently selling for $20 each. The exchange rate is currently £1 = $1.75. 

Q1. How much does the UK buyer have to pay, in pounds, for each bunch of bananas? 

The exchange rate between the pound and the dollar changes. The pound has appreciated against the dollar and is now standing at £1 = $1.80. 
Q2. How much will a bunch of bananas now cost the UK importer? 

Q3. Given your answer to the question above, what do you think might be the effect on the UK importer of the change in the exchange rate? 

A UK wine merchant buys high quality red and white wine from a vineyard in France. The price per bottle of red in France is €35 and the price of a bottle of white, €30. The exchange rate is currently standing at £1 = €1.50. 
Q4. How much will the UK importer have to pay to buy each bottle of red and white wine in pounds? 

The exchange rate now changes to £1 = €1.40. 
Q5. How much do a bottle of red and a bottle of white now cost the UK importer? 

Q6. Given your answer above, what effect do you think this might have on the UK wine merchant? 

A UK business sells insurance policies to foreign businesses to protect them against damage to business premises caused by fire. The average price of each policy is £500 per year. The exchange rate is currently £1 = $1.82 and £1 = €1.48. 
Q7. How much would the policy cost to a US business and a business in Portugal? 

The exchange rate now alters to £1 = 1.80 and £1 = €1.50. 
Q8. How much do the businesses in the US and Portugal now has to pay for their policies?

Q9. What might the effect of the change in exchange rates have to the UK business if they are operating in a very competitive market where there are lots of sellers of this type of insurance? 

