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Teachers Instructions
This simulation helps students to explore how exchange rates are determined in 
a floating system as well as the importance, for economies, of holding foreign 
currency. In the simulation, students split into two groups to represent two different
countries, and then take part in two ‘auctions’ for buying sets of goods, firstly 
domestically and then internationally. This activity is likely to take around 1 hour.

Materials
Ahead of the lesson, teachers should prepare:

• One bag of an item to represent a currency e.g. pieces of dried pasta, coloured 
counters etc (approx. 100 pieces)

• A second bag of a different item represent a currency, that contains twice as many
items as the first bag (approx. 200 pieces)

• 12 goods that can be auctioned off during the simulation (either actual goods or 
pictures). More specifically:
• 4 of one item
• 2 each of another 4 items

• 1 bag of 50 to 100 small items that will be ‘valuable’ to your class e.g. Smarties or
other small sweets

• A 2nd bag of 50-100 small items that are ‘valuable’ but that are different from the 
1st bag

• A worksheet for each student
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Round One
1 Split your class into two equally-sized groups; tell them that each group represents a

different country and that these countries do not trade with each other.
2 Issue each group with its currency (remembering that each country’s currency should

be different); one country will obviously have twice as much currency as the other. 
Ensure that each student has some currency, but the simulation works better if the 
currency is not equally distributed amongst students within a group. 

3 Tell students that the ‘currency’ that has been distributed represents the annual 
income in that country

4 On the board, write up the items that Country A produces. These will be:
a The item of which there are 4 pieces
b 2 other items from the list
c One of the bags of sweets

5 On the board, write up the items that Country B produces. These will be:
a The item of which there are 4 pieces
b The 2 remaining items from the list
c The other bag of sweets

6 Point out to students that there is one identical item on each list, and also that their
countries do not trade with each other

7 Choose a leader for each group – it is useful to choose students who are very good 
at following instructions, working quickly and playing fair!

8 The leader has to then auction off the 3 main items available in their country to the
highest bidder from their group over a 2 minute auction period; any students in the
group who do not ‘win’ anything in the auction should swap their currency for an equal
number of their country’s sweets. The teacher needs to ensure that no currency 
remains in the group following this auction.

9 Write up the ‘prices’ paid for the 3 items 
in each country on the board.
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Areas for discussion:
1 Students are likely to raise the issue of the initial distribution of income being ‘unfair’.

Teachers can develop this into a discussion of unequal distribution of income in
economies and the effect on purchasing power; teachers could also develop the 
discussion along the lines of how the distribution could be made ‘fairer’.

2 Compare the price of the item that was identical in each country – it is likely that the
price of the item in the country with twice as much currency will be twice as high. As
students why this is the case. Link this discussion into the quantity theory of money.
Then develop this discussion further by asking students whether citizens in the country
with the greater quantity of currency are richer. Tie this in to the concept of Purchasing
Power Parity (you could look at the Big Mac Index in a follow-up lesson).

3 Ask students to think about whether they would have liked to have bought items from
the other country; what is the impact on choice? On fairness?

Round Two
1 Students should stay in their original groups with their original leader – tell them that 

a year has now passed. Follow steps 2 to 5 from Round One.
2 Tell students that the governments of their countries have now decided to remove the

trade barriers between the two countries. However, to buy goods from Country B, 
students need to use the currency of that country (and, vice versa, to buy goods from
Country A, students need to use the currency of that country).

3 Give students time to trade their currencies (probably 5 to 10 minutes) – the exchange
rate is not pre-determined, and they can choose the exchange rate that they want to
use (although they should try to get the best exchange rate that they can). When 
students have completed a ‘currency trade’, they should tell the teacher who will write
up the exchange rate on the board (e.g. 3 red counters were traded for 5 blue counters).

4 Now conduct the auctions as before, remembering that students may want to bid on
items from both countries (and so you may want to conduct the auctions one at a
time). As in Round One, students who are not successful with a bid can swap their
currency for sweets at the end.

5 Record the prices paid for each item on the board.SA
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Questions for discussion:
1 Ask students to identify whether prices have changed between rounds, and if so, 

why (think about the impact of increasing the number of potential buyers/increasing
demand)

2 Explain the concept of a floating exchange rate to students. Ask them to work out
the exchange rate in the simulation using the information that you wrote on the board 
regarding the currency changes (i.e. take an average of the value of the trades written
on the board).

3 Ask students to consider the various reasons why people might want to buy foreign
currency. Students are likely to identify factors such as trade, speculation, travel, 
investment and so on.

4 Ask students to think about what factors might have caused the exchange rate to be
different in their simulation. They are likely to identify factors such as changing income
levels / different amounts of currency, bigger differences in terms of the popularity of
items available in each country, the opportunity to put currency into savings accounts
instead of buying goods etc.

5 Discuss what would have happened if you, as the teacher, had set a fixed exchange
rate that was not the same as the floating rate that emerged from the trade.
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