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Introduction

Since 2002, the US dollar has fallen or weakened by as
much as 35 percent against the European euro and 24
percent against the Japanese yen (Chipello 2004; Sanger
2005). The weakening US dollar is very much talked about,
but should farmers in general and those in Florida in
particular really care? Is the falling US dollar good, bad, or
indifferent for the growers and agribusinesses in the South?

This publication explains the concept of fluctuating cur-
rency exchange rates, defines common terms used (such as
strengthening or weakening of the dollar), discusses factors
that determine the exchange rate, considers the potential
implications of a weak US dollar on US and South Florida
agriculture in general, and makes a few suggestions regard-
ing what farmers and agribusinesses can do to protect
themselves from currency fluctuations.

What is the exchange rate and why
is it important?
The exchange rate is simply the price of one country’s

currency expressed in another country’s currency. In other
words, the rate at which one currency can be exchanged for

another. For example, the exchange rate between the US
dollar and the Japanese yen is US$1 = 104 yen, the rate at
which you could exchange (sell) your dollars for Japanese
yen is 1:104 (i.e., for each dollar you exchange, you receive
104 yen). Likewise the exchange rate between the dollar
and the euro is US$1 = 0.75 euro (i.e., for each dollar you
exchange, you receive 0.75 euro). It should be noted that
these exchange rates change on a daily basis; therefore, the
rates used here are only for illustrative purposes. The actual
rates can be found online at the Federal Reserve Board’s
website (http://www.federalreserve.gov/releases/G5/cur-
rent/default.htm).

The exchange rate is important because it allows for the
conversion of one country’s currency into that of another,
thereby facilitating international trade for purchases of
goods and services and/or transfer of funds between coun-
tries, and it allows price comparison of similar goods in
different countries. In general, the price difference between
similar goods determines which goods are traded and
where they are shipped or sourced. Hence, the exchange
rate is a significant factor influencing the competitiveness
of agricultural commodities and the profitability of farming
enterprises.
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Who or what determines the level
of the exchange rate?

A wide range of factors interact to determine the exchange
rate level: the government, market forces of supply and
demand for a particular country’s currency, interest rates,
inflation, a country’s balance of trade and/or payments,
and consumers’ expectations about what will happen in the
future.

While a discussion of the relationships among these factors
is beyond the scope of this publication (in fact some of
these relationships are still unknown), the discussion can be
simplified by focusing on the two main factors influencing
the level of the exchange rate: the government and market
forces of supply and demand.

How does the government and
market forces influence the rate
(level) of the exchange rate?

Governments can influence the level of the exchange rate
directly or indirectly. Governments influence the exchange
rate level directly by setting “fixed” exchange rates. This
means that the rates stay at the same value until such time
as a government sees fit to change them. For example, since
1994, China has fixed (pegged) its exchange rate relative to
the US dollar at 8.28 yuan = US$1. Governments influence
the exchange rate level indirectly by changing interest rates
(the amount of money in circulation) or by purchasing
other currencies on foreign exchange markets (the place
where different currencies are bought and sold).

In addition, many countries, including the United States, Ja-
pan, and Canada, set “flexible” or “floating” exchange rates
that change on a daily, or even hourly, basis, depending on
currency demand and supply. Figure 1 illustrates how the
US dollar exchange rate for the European euro changed
over the period 2001 to 2004. The downward sloping curve
indicates a weakening of the US dollar.

In general, when the exchange rate increases (i.e., a unit
of your currency is worth more in foreign currency than
previously), the currency is said to have strengthened,
appreciated, or increased in value (revaluation). For
example, assume that the exchange rate between the US
dollar and the Japanese yen changed from US$1=104
yen to US$1=110 yen. This would strengthen the value
of the US dollar in that you would receive more yen in
exchange for your dollar. Conversely, had the exchange
rate changed to US$1=100 yen, the dollar would have
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weakened, depreciated, or decreased in value (devaluation)
because now you would receive less yen for each dollar you
exchange.
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Figure 1. US exchange rate of US dollar versus euro, 2001-2004.
Credits: Compiled by author with data from Federal Reserve Board

2005

An increase in the demand for a country’s currency on

the foreign exchange market usually increases the value of
its currency, too. For example, increased demand for US
exports would translate into a stronger US dollar because
other countries would be demanding more US dollars in
order to pay for these commodities and services. Likewise,
foreigners wishing to invest in the United States or to
repay debts owed to the United States would cause the
demand for US dollars to increase, which would result in
the appreciation of the US dollar. Of course, the converse is
also true. Factors that increase the supply of or decrease the
demand for a country’s currency on the foreign exchange
market tend to cause the exchange rate for that currency

to weaken or lose value. Such factors include the desire of
US consumers and businesses to purchase foreign goods
and services, or to transfer or repay debts owed outside the
United States.

What are the impacts of changes
in the exchange rates?

As noted earlier, a change in the exchange rate can, in the
short run, affect the demand for and supply of commodi-
ties, and the competitiveness of US agriculture. When the
US dollar strengthens or gains in value, it causes importers
to pay more for the US dollar to buy US commodities.
While a stronger US dollar increases prices for import-
ing (foreign) countries, it decreases the demand for US
commodities abroad. It also decreases US domestic prices
and increases the number of domestic commodities. This
could seriously affect the profitability of an enterprise,
especially in cases where profit margins are already thin.
However, when the US dollar is strong, US businesses
and consumers can purchase foreign goods and services



at cheaper exchange rates (e.g., US$1 = 104 yen). This
encourages foreign imports because US importers can pass
on some of the cost savings to US consumers in the form
of lower prices. By and large, US consumers benefit from

a strong US dollar. In general, while a strong US currency
makes our goods less competitive abroad and at home, which
could negatively influence a farm’s profitability, it also makes
imported goods from abroad cheaper, and our commodities
(locally produced) less competitive in the domestic market.
This encourages imports and discourages exports.

On the other hand, when the US dollar weakens or
decreases in value, foreigners pay less for the US dollar, and
US consumers and businesses pay more for a unit of foreign
currency. This has the opposite effect of a strengthened US
dollar. A weak US dollar decreases the cost of and increases
the demand for US commodities and services abroad.

An increased demand abroad for US commodities causes
US domestic prices and profits to increase. However, a
weakened dollar means US importers must now pay more
for a unit of foreign currency, which increases prices to US
consumers for imported goods and services. This in turn
could cause US demand for foreign goods and services to
decrease. In this situation, locally-produced commodities
stand a better chance of competing with foreign imports.

In general, while a weak US currency makes our goods more
competitive abroad and at home, which could positively influ-
ence a farm’s profitability, it also makes goods imported from
abroad more expensive, and our commodities more competi-
tive in the domestic market since it discourages imports.

Why Is the exchange rate
important for US and Florida
agriculture?

International trade in agriculture is extremely important for
the US farm economy since approximately 25 percent of the
US gross cash farm income comes from exports. According
to the United States Department of Agriculture (USDA),
agriculture is twice as dependent on overseas markets as the
rest of the US economy. Nearly 50 percent of the wheat crop
produced in the United States is exported abroad, followed
by approximately 33 percent of the soybean, tobacco, and
cotton crops, and 20 percent of the corn crop. Increasingly,
fruits and vegetables and animal products are becoming
more dependent on overseas markets (USDA). For
example, between 1991 and 2003, the value of US exports of
fruits and vegetables increased by 55 percent (from US$4.4
million to US$6.8 million).
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A weakened US dollar makes US agricultural exports more
competitive abroad, as well as at home, since it makes
imports more expensive, allowing domestically-produced
commodities a better chance to compete with foreign
markets. This means that, while a weak US dollar has a
positive effect on the US farming sector, a strong US dollar
does just the opposite (US agriculture loses market shares
to foreign competitors).

Although Florida is not regarded as a major agricultural
exporting state when compared with states such as Iowa,
Indiana, Illinois, or California, it has begun to play an
important role in the gross revenues of producers. Cur-
rently, approximately 17 percent ($1.2 billion) of Florida’s
gross farm cash income is from exports. Overseas sales of
fruits and vegetables account for the bulk of the share (62.4
percent). Like the rest of the US farming sector, Florida
farmers stand to benefit from a weak US dollar in at least
two ways:

1. A weak US dollar increases the demand for exported
commodities, which may increase domestic revenues.

2. A weak US dollar increases the price of imported com-
modities, which allows locally-produced commodities a
better chance to compete in the domestic market.

The answer to whether the weakening US dollar is good for
US and Florida farmers and agribusinesses appears obvious:
it is good. However, there is one caveat. While it is true
that in general a weak US dollar benefits local farmers and
agribusinesses, a dramatic slide or continued weakness in
the value of the US dollar could be bad for US and Florida
agriculture. The most obvious way to understand this is to
note that a weak US dollar also increases the cost of im-
ported inputs (such as imported energy and fertilizers) that
go into the production process. An increase in the energy
bill (e.g., increased foreign oil prices) could erode any gains
that US and Florida agriculture could receive from a weak
US dollar. A sharp decline in the value of the US dollar
could also cause the US government to increase interest
rates to control inflation, which would increase the cost

of capital and cause harm to the farming community. So
while a weak US dollar is good for the farmer up to a point,
beyond that it could become bad for farmers. The moral is:
too much of a good thing is good for nothing.



Is there anything that farmers
could do to benefit from exchange
rate fluctuations?

As discussed earlier, changes in exchange rates can benefit
as well as hurt farmers. All farmers, and especially those
relying on foreign markets, need to understand exchange
rates and to implement measures to protect themselves.
While there is not much that farmers can do to influence
the direction of change in exchange rates, there are a few
things that farmers and agribusinesses can do to protect
their interests from the vagaries of the exchange rate:

« Explore the potential of hedging commodities and
currencies on the futures and option markets when
opportunity exists.

o Pre-sell commodities to foreign countries and pre-buy
foreign inputs if you believe the exchange rate is likely to
weaken (decline in value).

o If possible, delay both pre-selling commodities abroad
and purchasing foreign capital items if there is the
likelihood that the exchange rate will strengthen (gain in
value).

« In some cases, it may make sense to draw up contracts
in US dollars rather than in the currency of trading
partners. This would be the case where you are purchas-
ing inputs from a foreign supplier and believe that US
currency is expected to weaken or that foreign currency
is expected to strengthen.

« Pre-buy foreign currencies if you believe that the
exchange rate is likely to weaken.

Available Online Resources

Resources are available online at the Federal Reserves
Statistical Release website (http://www.federalreserve.gov/
releases/h10/update).
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