
CHAPTER 18. 

Financing 
International 
Trade 
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Buying and Selling 
Internationally. 

 1/3 of Canadian GDP comes from international 
trade. 

 Differences in currencies must be resolved. 

 Exporters demand payment in their own currency. 

 A British company buying machines from a Canadian 
supplier (exporter) must convert their Pounds to CDN 
dollars. 

 Foreign Exchange Market makes it possible. 



Exchange Rate: 

 Price at which one 
currency can be 
purchased for 
another. 

 “The CDN 
dollar is worth 
.9768 US 
Dollars”. 





How exchange rates are determined: 

 Value of currency is measured by its price in terms of other 
currencies. 

 Price increase = appreciation. 

 Demand for Canadian Dollars. 
 A demand for CDN dollars is created in the foreign exchange 

market by the foreign importers of our good or service.  Pg 
402, figure 18.3 

 When the exchange rate falls, or depreciates, French 
importers demand more dollars because our exports 
become less expensive to them.  

 Dollar depreciation increases the demand for our exports, 
thus the quantity of CDN dollars demanded will rise as well. 

 If the dollar appreciates, our exports become more 
expensive to French importers, so they demand fewer 
Canadian dollars. 

 It’s a S & D thing.  Equilibrium is the natural end point. 



• Supply of Canadian Dollars. 
– When Canadians import goods and services, we must pay 

foreign exporters in their own currency.  We supply 
Canadian dollars in the exchange market and demand 
foreign currency in exchange. 

• Equilibrium is reached in a free market. 

• Causes of fluctuations in the exchange market. 
1.Change in demand for Canadian goods.  

– Canadian exports tend to increase when the economies of our 
trading partners, (US) are growing. 

– Rise in Canadian exports make the demand curve move to the right.  
– Figure 18.5 

– This leads to increased demand for CDN dollars because Canadian 
exporters want to be paid in their own currency. 

– If interest rates in Canada rise, foreign financiers are attracted to 
deposit their money here. 

– Demand for the Canadian dollar rises. 

2.A change in the supply of Canadian Dollars. 
– Rise in Canadian imports shift the supply curve to the right.   

– Figure 18.6 



What can devalue a currency? 

 Lack of Confidence/Instability. 
 Quebec referendum. 

 Growing government deficits. 

 

 Devaluation/Revaluation: 

 Result of gov’t or central bank action. 

 Depreciation/Appreciation: 

 Business and speculative action. 

 Market forces. 

 



Exchange rate is quoted in  

terms of US dollars: 
Example:  Can $1.00 = US $0.62. 

 

To convert Canadian dollars to US dollars, 

multiply the original amount of money by the 

exchange rate.  Example:  You are planning a 

short vacation in the US.  You have budgeted 

$700 for your expenses.  How much 

American money does this equal?  

 

 $700 x .62 = US $434.00 

 

To convert US dollars into Canadian dollars, 

divide the original amount by the exchange 

rate.  Example:  you have US$150 left over 

from your trip.  How much will you receive in 

Canadian dollars when you exchange this 

money?    

 

$150 / .62 = Can $ 241.93 

Exchange rate is quoted in 

terms of Canadian dollars: 
Example  US $1.00 = Can $1.60 

 

To convert Canadian dollars into US 

dollars, divide the original amount by the 

exchange rate.  Using the example from at 

left: 

 

 

 

$700 / $1.60 = US $437.50 

 

To convert US dollars into Canadian 

dollars, multiply the original amount by the 

exchange rate.  Using the example from at 

left: 

 

 

 

150 x $1.60 = Can $240.00 

p404 



Exchange rate systems: 

 Flexible Exchange rates: 
 Exchange rate set by the market 

(S&D).   
 If the dollar is depreciating, the 

Bank can raise interest rates to 
increase the demand for the 
dollar;  if the dollar is 
appreciating, it can lower rates.  

 Gov’t can use interest rates to 
smooth out short-term 
fluctuations in the value of the 
CDN dollar. 

 $34 (2002) Billion foreign 
exchange reserve. 
 Sparingly used to buy and sell 

CDN dollars in the international 
market.  
 

 

http://ca.finance.yahoo.com/q?s=CADUSD=X


Balance of Payments. 

 Current Account: 
 Goods, Services, Investment income. 
 G & S are often combined to arrive at a Balance of Trade. 

Figure 18.9.  

 Balance usually surplus for CDA (exporting nation). 
 Investment income:   

 Deficit balance.  Foreign investors are collecting more in 
interest and dividends from their investments in Canada 
than CDN investors are collecting from their investments 
abroad. 

 Canada is usually in Current Account deficit. 
 Because Investment deficit outweighs trade surplus. 



If Current Account is in deficit then…. 

 The capital and financial account must record a surplus.  (Current 
Account = Capital + Financial) 

 Capital Account =  
 Migrants’ funds, inheritances, gov’t pension payments to Canadians living 

abroad.  There are Inflows and outflows.  Page 411. 

 Financial Account = Direct investment 
 Canadians abroad (CDI). 

 Cdn’s who invest abroad = outflow. 

 Foreigners in Canada (FDI).  Big issue = Foreign ownership. 
 Foreigners who invest in CDA = inflow. 

 Portfolio Investment. 
 Investor who receives dividends or interest on stocks or bonds, but no ownership. Inflow or 

outflow. 

 Foreign Currency reserve:  $34B 
 If CDA’s current account and capital account are in surplus, then the official reserve 

increases. 
 If deficit, official reserves are drawn down to pay for the shortfall. 

 

 



Balancing the Account. 

 Foreigners need Canadian dollars in 
order to  buy Canadian exports. 

 Canada supplies these dollars by 
importing foreign goods. 

 But, we are in surplus (we are a big 
exporter.) 

 The financial and capital account 
finances foreign demand for our 
dollars by recording more outflows of 
Canadian money than inflows of 
foreign money.   

 A deficit is run to pay for the surplus 
on Canada's current account. 

 



END 


