Assignment 4 EE312 (Semester 2/2019)
1. Due March 1%, 2020 (before 11.30 pm. Submit your work on the BE Moodle.)

2. For question 1 and question 3, even-numbered groups ate assigned to do even-numbered sub
questions.

3. For question 2, you must attempt all.

Question 1: Use the demand and supply model. Predict the directional change of the exchange

rate (baht/USD) under the following situations. Thal people jrwest more in foreizn cowntries

1.1 The bank of Thailand cuts its policy rate. = ¥i '= foreipn frwesk less InTH —3 Spy { snifd lebt
1.2 Market expects that US dollar will be zgpreciating in the future.
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1.3 The US government has imposed a trad¢ sanction on Thai’s agricultural product exported to
the US market. exportd - Pespit olon’t need USD Sy,
1.4 A positive improvement in production technology of Thailand causes a decrease in domestic

price.

Question 2 Suppose that S&P, an international credit-rating agency, has decided to downgrade the
credit rating of Thai economy. Answer the following problems.

a) Under the flexible exchange rate, how does the upgrade of credit rating affect the value of
Thai currency?

b) If the authority wishes to resist the movement of the exchange rate (baht/USD), what does
the authority need to do? Explain about the implementation process under the forex market
intervention.

) Discuss about the unintended impact of the forex market intervention on the domestic
financial system. If the authority wishes to limit the sided effect of the forex market intervention, what
does the authority need to do?

Question 3 Under the Mundell-Fleming model, analyze the impact of the following situations on
output, real interest rate, exchanger rate, unemployment rate. Analyze the impact under both fixed

. '\_
and flexible exchange rate system

3.1) A reduction of money supply. Mgl =7 [M shitt et =2 rt = I8 shift leth 2 ry =Yy
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3.2) An increase in government spending.
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3.3) Thai goverm%ent has imposed a tariff on imported products.
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3.4) Thai’s credit rating condition has been improved.
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Question 2 Suppose that S&P, an international credit-rating agency, has decided to downgrade the
credit rating of Thai economy. Answer the following problems.

a) Under the flexible exchange rate, how does the upgrade of credit rating affect the value of
Thai currency? \C\( <V

b) If the authority wishes to resist the movement of the exchange rate (baht/USD), what does
the authority need to do? Explain about the implementation process under the forex market
intervention. (

¢) Discuss about the unintended impact of the forex market intervention on the domestic
tinancial system. If the authority wishes to limit the sided effect of the forex market intervention, what
does the authority need to do?
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Question 3 Under the Mundell-Fleming model, analyze the impact of the following situations on

output, real interest rat!, exchanger rate, uncmploymlént rate. Analyze the impact under both fixed
: =
and flexible exchange rate system
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3.3) Thai govcrmﬁént has imposed a tariff on imported products.
3.4) Thai’s credit rating condition has been improved.
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fl‘xed Q)(cy\qnye, A reduction of money supply causes LM to shift to the left which
move the IS-LM equilibrium to the point that have more interest
rate and less output. The following effect is that AD shifts to the
left as a reduction in output at the same price level. The new
equilibrium in AD-AS model reduces the price level down which
also reduce VMP in labor market making an increase in
unemployment rate. In open economy market, the new
equilibrium is at the point where KA increases making BOP
greater than 0. With fixed exchange rate system, government has
to hold the same e, so central bank absorbs USD by printing
more THB which make an increase in money supply and shift LM
to the right back to the point where BOP = 0.
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With flexible exchange rate, rer increases at the new IS-LM
equilibrium making an increase in import and a drecrease in
export that will shift IS to the left.

ELLM u,l}
5"

; 14
¢!

i

'
'
4
|
1

%S
T J
Since -'Mfcml— Fr—oo(mol— ~ill be ‘.—eo’{_V\,c@o(} Pe,o?to, wotll bw\g_rqu-a olarnestic
products | AE will che amo “oWse IS cupye +o shith vight, Nhen I8
curve shilt pight, Hhere will be an oxcess of Bop at E,. Wnder Axed
Oxchonge robe  conolibion | He omHortty wil buy More USP which makes o rise i Mferest rest MHEh abhrack poretgners gomsing jncrease
MS incrense and LM shitt b right to pountnin BOp. Moresver, on M Gpy- Sty shitd v e vight conses THE o a”zmaciotf“?,

ncrense i AE pobes outpnt rise pvhieh makes p by Shift rpht=CoVSNG Yooy iy impor pro which makes IS shitt ot £,
the jnerenge in aoverd price level. Rutherpeve, pn incrense ¥ overnd| p\j,ufrl_ Morevery an ncresse  fn AE yokes OWL/,M,, rse phieh

N N . b

price leve] leads fo ineresse in vMP rohith il areate lomer Pl s AD by Shifk Hyhi= cansing o inoreege in overal|

ant B Prfw tove] . An incvense . overeall price leve leods 5
inorense n VAP ~hion il create lorver Mne/mflo}lmefnf'
rofe

4

7Y

Since wapert prodvct wil be redced, people ot bw‘g,w olosvestic
predets , AE will rhe ond 2oWSe IS cupye Fo shitk rf‘be'J Ov-l'f)r\}' olso
inerenst Prom Y, fv y, . When IS ppuve shitt o Me rivht here i



