Interest Rates and Exchange Rates
But remember:
· The interest rate must be higher than in other countries for it to be an attractive investment opportunity
· If inflation is higher than the interest rate then investors will not gain from investment in real terms (i.e. if  the value of their money is going down at a greater rate than they are benefitting from interest)
· There are many other factors that impact on the supply and demand of a currency that you may need to consider when answering a question in relation to a specific case study – remember Iceland!


Remember SPICED when looking at who benefits and suffers from fluctuations in the Exchange Rate……..
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Dear
When interest rates are high in the UK people wil  want to invest money in UK banks.  


This is because they will get a high return on their investment in the form of interest payments.


They must buy £s in order to invest money in the UK


This makes demand for £s go up


This in turn increases the value of the £







