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FOREIGN EXCHANGE PROJECT

This project will count 10 percent of your final grade for the course.  You will turn in Phase I by Tuesday, October 20.  You will turn in Phase II on Tuesday, October 27.

Major learning goals of this project (in order of importance):

1. To increase your understanding of the factors that influence changes in exchange rates from day-to-day.

2. To be able to read and comprehend media reports about exchange rates.

3. To get a feel for what it is like to “speculate” in a financial market.

4.
To convert values in one currency to values in another using exchange rates.

The project requires that you invest $1 million in spot foreign exchange markets for 4 days.  The project will proceed in two phases.  Please note that it requires that you “do something” almost every day between Friday, Oct. 16 and Friday, Oct. 23.
The major tasks you must perform (details inside) are:

1.
Follow exchange rate movements between October 15 and October 16.  You will use the New York closing rates as reported in the print and on-line editions of the Wall Street Journal (in “Money and Investing” section of print edition or linked from my ECON 325 webpage) and record them on the spreadsheet form for Phase I.

2.
Determine an investment portfolio, recording it on the spreadsheet form for phase I.  You must turn this form in to me by Tuesday, October 20.

3.
Follow exchange rates and the dollar-value of your portfolio between October 19 and October 22, the investment period.  You will use the spreadsheet form for Phase II to record the rates and the dollar-value of the investment portfolio. You will use the New York closing rates as reported in the print and on-line editions of  the Wall Street Journal (in “Money and Investing” section of print edition or linked from my ECON 325 webpage).
4. Explain why your portfolio gained or lost value over the investment period in a two or three page paper, which is due on Tuesday, October 27.  The paper will incorporate information from the media about how and why exchange rates changed over the investment period.
	MEDIA SOURCES AND AVAILABILITY

	Exchange Rates from “Money & Investing Section of the print edition of the Wall Street Journal
	From print edition or on my website. (See schedule below)


	Articles from Wall Street Journal
	From print edition or on my website. (See schedule below)

	Articles from www.bloomberg.com (link from my website)
	On top, click on “news,” scroll to click on “markets,” then “currencies” on the left side of the next page.

	Articles from The Financial Times: www.ft.com (link from my website)
	Under title row, click on “markets,” then click on “currencies” on the left side of the next page.


Beginning on Friday, Oct. 16, I will post the exchange rates and the article discussing them  from the Wall Street Journal on my website according to the following schedule:

Date of rates

      Date on my website

Thurs. Oct. 15

   
Fri. Oct. 16

Fri. Oct. 16

    
Mon. Oct. 19

Mon. Oct. 19


Tues. Oct. 20

Tues. Oct. 20


Wed. Oct. 21

Wed. Oct. 21


Thurs. Oct. 22

Thurs. Oct. 22


Fri. Oct. 23

The project forms and instructions are also available on my website.

INSTRUCTIONS FOR DOWNLOADING

1. Go to webpages.shepherd.edu/lkinney

2.
       Scroll to bottom of page and click on “ECON 325”

3.
       On the ECON 325 page, you will see links to:



INSTRUCTIONS FOR EXCHANGE RATE PROJECT (Word file)



FORMS FOR EXCHANGE RATE PROJECT (Excel file)**



RECENT TRENDS IN EXCHANGE RATES FOR EXCHANGE RATE 

PROJECT (Excel file)
LINKS TO WEBSITES WITH INFO ABOUT EXCHANGE RATES

       4.
       Open instructions and forms to print or save them to your own drive.



** There are two spreadsheets in the “Forms for Exchange Rate Project” 



file.  To print:

a. Open up SHEET1 and print it; then open up SHEET2 

and print it.



-OR-

b.    Print out the entire workbook.  On the “print” menu, check the box that says “Entire workbook.”

PHASE I

Allocating Your Investment Funds


In Phase I, you will track three foreign currencies (the European Union’s Euro, the Japanese Yen, and your choice of one of the following: Canadian Dollar, the Mexican Peso, or the Swiss Franc) for 2 trading days (Thursday, October 15 and Friday, October 16).  You will use the New York closing rates as reported in the print and on-line editions of the Wall Street Journal (in “Money and Investing” section of print edition or linked from my ECON 325 webpage).  You will record the spot exchange rate ($ per unit of foreign currency) as reported in the Journal for each currency each day on the form labeled Phase I. 

*****You can read the print edition of The Wall Street Journal or get each day’s exchange rates from my website.*****


After following exchange rates for October 15 through October 16, you will determine your investment portfolio, i.e. you will decide how to allocate your $1 million among the U.S. dollar and the three foreign currencies.  Essentially, you will want to concentrate your funds in currencies you expect will appreciate between Monday, October 19 and Thursday, October 22, the investment period.  There is no fool-proof way to determine how currencies will change over a short period.  Even the “experts” make educated guesses.  You will try to do the same.  You can use any combination of the following tactics:

1. Use the simplest version of technical analysis. Analyze the trend in exchange rates over the previous few days. This is available on my website and will be updated every day.  On Monday October 19, it will be complete, i.e. will have all the rates between Oct. 2 and Oct. 16 recorded.  You may use this trend to “forecast” exchange rates over the investment period.  The simplest way is to assume that the trend will continue.

2.
“Use the news.”  Read articles from websites or from the Wall Street 



Journal to see what the “experts” are predicting will happen to exchange 


rates.  Since the Monday article from the Wall Street Journal generally 


makes some projections for the upcoming week, I will make sure it is 


available on my website by noon on Monday, October 19 at the latest.

3.
Talk to other people, including your classmates.

When you have decided how to allocate your $1 million, enter the allocation on the form labeled Phase I under “Investment Portfolio.”  RULE:  You must allocate at least $1 to each of the four currencies.  

You must turn in the form labeled Phase I by 4:00 PM on Tuesday, October 20.
PHASE II

The Outcome of Your Investment

In Phase II of the project, you will track the U.S. dollar-value of your investment portfolio for four trading days (Monday, October 19 through Thursday, October 22).  You will also assess why your portfolio gains or loses value in U.S. dollars.  You will use the spreadsheet forms for Phase II to track the changes in the exchange rates and the value of your portfolio. All exchange rates should be recorded as they appear in the newspaper.   All calculations should be carried out to two (2) decimal places.   If you know how to create formulas in spreadsheets, you can download the spreadsheets from my website and record your information on those.  If you do this, you must send me a copy of your completed forms electronically so that I can see the formulas you used to calculate the results of the investment.

In addition, you will write a short (two or three page typewritten, double-spaced) paper describing:

1. Why you initially allocated your $1 million among the four currencies as you did.  Be sure to cite any sources of information that you used to decide on the composition of your portfolio.  You should mention the names of any persons (including those in the class) who were instrumental in your decision and describe the “advice” they gave you.

2. Why your portfolio gained or lost value in U.S. dollars over the investment period.  In general, what happens to the dollar-value of your portfolio depends on how you allocated your $1 million among the currencies and on what happens to the currencies with respect to each other over the investment period.  Be sure to discuss WHY the exchange rates moved as they did over the investment period using information from articles in the Wall Street Journal and from analyses on the web.  NOTE: You will easily find information about why the euro and yen changed as they did over the investment period.  You may not be able to find much information about why the Canadian dollar, Mexican peso, and Swiss franc changed as they did.  It is OK if you don’t include such information in your paper.  However, if you include information about those rates, I will be impressed!

3.
Your references will appear on a “References” page at the end.
You will turn in your Phase II forms and the paper on Tuesday, October 27.
Grading will be based on (in order of importance):
1. Your demonstrated understanding of WHY the exchange rates changed as they did over the investment period.

2. How well-written your short paper is.

3. Correct calculations.

Late projects:  Grades on late projects will be reduced by one fraction of a letter grade for each day late, including weekends.  If you cannot get to school on October 27 to turn your project in on time, you may attach it to an e-mail and send it to me so that I get it on time.  However, I will not grade your project until you give me a hard copy.
BONUS!!!!  The person with the portfolio that makes the largest gain (or smallest loss) over the investment period will have his or her grade raised by one-fraction of a letter grade.  
