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’ EXCHANGE RATE

The exchange rate is a price of one currency in terms of
other currency. The rate of exchange depends upon
demand and supply of the local currency in terms of the
foreign currency.

SPOT RATE & FORWARD

RATE

o Spot-Refers to the rate at which foreign currency is
made available on the spot.

o Forward-Rate at which a future contract for foreign
currency is bought & sold, is quoted at a premium or
discount over the spot rate.

FIXED, FLEXIBLE AND

FLOATING

e Fixed: The rate of exchange of a currency is fixed or
pegged in terms of gold or in terms of another currency.

o Flexible: Keeping the exchange rate fixed over short
periods & changing it from time to time according to need.

e Floating: comes into existence when the currency unit of a
country is free to fluctuate & find its own level, according
tot he conditions of demand & Supply in the forex market.

MULTIPLE RATES

o If a country has more than one rate of exchange for its
currency. It may have one rate for exports and another
for imports or it may have one rate of exchange with
some countries and another with others.

TWO-TIER EXCHANGE

RATE SYSTEM

e Under this, the government maintains two rates-a
higher rate for commercial transactions & lower rate for
capital transactions.
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