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As bank of Thoilod cuis e vote, intevest oo deareases. This canie the chonde
i demomd for domestic assed, Ag intervest vate derspues, people wowdwlk yowt
fo ivest i Thai movket co\\mhﬁ \ess Financial (nFlod . The S\APPM of S dlol\owss
Sift o ¥he lefk. Nou, Hhere s an ekees dewond for U dollars o the exchange
role is now af €% Therefore | 0 cut in jnkerest caws exchange vale fo incieage.

1.3 The US goverviment has iwyosed 0 trode savickion on Thai's  agricultural poduct
oxpovted 4o the us movket.
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The trode sonction cougs o drop fn expovk. Sihce We Cavindk export opods to forejgh
countries | Ting Supply of US dollows decreases. AS tHae supaly shift left) there is
o excess clewond for US dollovs wnd  the exchangt vote iS wow (ncreosed from e

fo o Therefore dne drode. swnchion on exported producks couses exchonge rate fo incrase,



Group1
@ 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.

2) Under the flexible exchange rate, how does the umdeof credit rating affect the value of
Thai currency? grade

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?

under the flexible exchange rate, when § &P Can international credit - rating agency) has decided fo downgrade the credit rating of Thai economy,
It will cawse Thai creditability toinvest falling down which leads to hesitation of foreigners to exchange Us currency into THB currency.
Therefore, supply curve will shift to fheleft. Wecan ee that ot firede , there is excessdemand. In order fo clearyp excess demand , we have o rise
exchange rafe must be adjusted from €°to €', This tells us that, when exchange rafe increqses y foreigners will supply uis  becawse Thai products are
cheaper relative to others y Howereryindemang for forey cwrve y domestic people will demand to hold lesS uso becavse itls more eypensive since
in the case of THB depreciafion; foreign goods become moreex pensjve.

b) ¢

Sex

As the result from the previods q,uesfi on (29), e knew thet THB depreciates. To solve Hhigissue y central bonk must supply the

forey reserve because the market faced excess demand omd when it is already occurredy Supply for forex will shift back to the ewlllb riym
which is «f the origina) exchange rqte Eo)

¢)when central bank sold forey reverse y it auses q drop in forey reverse inthailand , currency in the circulation and  commercial benkrevere
einally , it couses an inereasein Inferest rte. To solvethese central bank must encourage pesple to buy government band.



30 A reduckion of money supply / Fixed exchonge rate
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A veduckion in Money Supply causes LM cunve to shift Yo e \eft . This causes interest rate
to vise and incveases capital inflow. As Capitol account increases, Yheye is @ surplus in Hhe
Balance of Poyment. Under fixed exchanop vote, the foreX intevvention is to buy more of US dollars
in ovder fo reduce Current Account to compemsate with the increase, in Capifal Account. Central Bank
has to print wore Thai -balnt | which resulted in an increase fn domestic Money) Supply. L shift bock
to the right and bock to Hhe original sitvation wheve Bolance of Payment i equol to 2ero.

A reduckion of money sypply / flexible exchange rate
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Reduckion in money supply causes Lm curve to shift to the right and intevest rale
fo increase. Undey e flexide exchange vate , high inFerest rate cavses exchange vate to
appreciote . Thoi balt is now appreciated ; which causes the decrease in export ol
incvease imPovF. This is becawse, foreign products are |now relatively Cheaper than domeghic
product. High intevest rafe olso offeck the production by reducing Aggregoted expenditure .
Firms invest less and consumers borray less , Cousing infevest rate to be pushed down and
shift IS curve to the left. In open economy  we end up hoving o deeper recession becouse
exchange vote domaged the export sechor. Effect of Ln shock is amplified | reducing ¥ fo 4™



3.3 Tha goverment hos l'Mposeo\ o toriff on imported pyoo’uoh/ fixed exchomge vote
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vaposimg towiff 0w import-ed pvoolud: shift IS cue to the rignk since import will be
decreased ; because people would turn o buy moke of domestic products, cousing oh - increase in
net evport ond tolol oggregated expendituve. Theve is o Bolance of Payment Jurplus because. of
fhe higher Current Accownt. Under fhe fixed exchonge ruh?,, Cevttral Bonk weeds fo buy worg
of US dallars fo fix +he Balance of myment Covwe,r;?'v\@ US dollows to Thai baht causes govmestc
worey supply to inorease | dhifting L1 curne o the left. This olso create o expansionory
impoct becowe it cHimulates people to consume ond invert move. Aggregated erpamditure
inoveoses  e\ve move ond ¥he new ontput lewel i< ok M**) While e Bolance of Payment
i¢ Yack ab zovo.

Thai governwent hos imposed o toriff on imported  producks | Plexible oxchongy yote
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Imposing +ovife on imported products hifts IS cuvie o the left. There is o Balavoe of
pavymemt surplus becouse of an imreo.n'mg in Cuviomt Accownt, due to an [ncieose i vet oxport
s people buy morg of domestic product, becouse it ic Velah'velq cheaper Hann foreign product.
A the demonol for US dollars fo dvops; Thoi bahl appreciates, cowing o decrease i export and
increave i import. This couses e vet export fo decreore, vesulked in o drop i nggvegoted
axpenditure. I curve shifls back o the ovigival sitution ond the Balance of poyment i equal to
0.
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