
1. 1 The bank of Thailand cuts its policy rate
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As bank of Thailand cuts the rate

,
interest rate decreases

.
This cause the change

in demand for domestic asset
.
As interest rate decreases , people wouldn't want

to invest in Thai market
, causing less financial inflow

.
The supply of US dollars

shift to the left
.
Now

,
there is an excess demand for US dollars and the exchange

rate is now at et't
. Therefore , a cut in interest causes exchange rate to increase .

1. 3 The US government has imposed a trade sanction on Thai 's agricultural product
exported to the Us market .
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The trade sanction causes a drop in export . Since we cannot export goods to foreign
countries

, the supply of US dollars decreases
.
As the supply shift left , there is

an excess demand for us dollars and the exchange rate is how increased from et

to e
't 't

. Therefore
,
the trade sanction on exported products causes exchange rate to increase

.
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undertheflexibleexchangeratewhensapcaninternationalcreditratingagencyhasdecidedtodowngradethecreditratingofThaieconomy
ItwillcauseThaicreditabilitytoinvestfallingdownwhichleadstohesitationofforeignerstoexchangeuscurrencyintoTHBcurrency
ThereforesupplycurvewillshifttotheleftWecanseethatattirede thereisexcessdemand Inordertoclearupexcessdemandwehavetorise
exchangeratemustbeadjustedfromEtoEThistellsusthatwhenexchangerateincreases foreignerswillsupplyusisbecauseThaiproductsare
cheaperrelativetoothers Howeverindemandforforexcurvedomesticpeoplewilldemandtoholdlessusebecauseitismoreexpensivesince
inthecaseofTHBdepreciationforeigngoodsbecomemoreexpensive
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AstheresultfromthepreviousquestionCaa weknewthatTHBdepreciatesTosolvethisissue centralbankmustsupplythe
forexreservebecausethemarketfacedexcessdemandandwhenitisalreadyoccurred supplyforforexwillshiftbacktotheequilibriumcatEowhichisattheoriginalexchangerate

cwhencentralbanksoldforexreverse itcausesadropinforexreverseinThailand currencyinthecirculationandcommercialbankreverse
Finally itcausesanincreaseininterestrateTosolvethese centralbankmustencouragepeopletobuygovernmentbond



3.1 A reduction of money supply / fixed exchange rate
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A reduction in Money supply causes LM curve to shift to the left . This causes interest rate

to rise and increases capital inflow .
As capital account increases , there is a surplus in the

Balance of Payment . Under fixed exchange rate, the forex intervention is to buy more of US dollars
in order to reduce current Account to compensate with the increase in capital Account. Central Bank
has to print more Thai - baht , which resulted in an increase in domestic money supply . Ln shift back

to the right and back to the original situation where Balance of payment is equal to zero .

A reduction of money supply / flexible exchange rate
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Reduction in money supply causes Lm curve to shift to the right ,and interest rate

to increase . Under the flexible exchange rate , high interest rate causes exchange rate to
appreciate . Thai baht is now appreciated ,

which causes the decrease in export and

increase in import .
This is because foreign products are now relatively cheaper than domestic

product . High interest rate also affect the production by reducing Aggregated expenditure .

Firms invest less and consumers borrow less
, causing interest rate to be pushed down and

shift IS curve to the left
.

In open economy ,
we end up having a deeper recession because

exchange rate damaged the export sector . Effect of LM shock is amplified , reducing y
* to 4*7



3. 3 Thai government has imposed a tariff on imported products I fixed exchange rate
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Imposing tariff on imported products shift IS curve to the right , since import will be
decreased , because people would turn to buy more of domestic products , causing an increase in

net export and total aggregated expenditure .
There is a Balance of payment surplus because of

the higher current Account . Under the fixed exchange rate ,
Central Bank needs to buy more

of US dollars to fix the Balance of payment. Converting US dollars to Thai baht causes domestic

money supply to increase , shifting LM curve to the left
.

This also create an expansionary
impact because it stimulates people to consume and invest more . Aggregated expenditure
increases even more and the new output level is at u 't

't

,
while the Balance of Payment

is back at zero
.

Thai government has imposed a tariff on imported products / flexible exchange rate
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Imposing tariff on imported products shifts IS curve to the left . There is a Balance of

payment surplus because of an increasing in current Account, due to an increase in net export
as people buy more of domestic product, because it is relatively cheaper than foreign product .
As the demand for US dollars to drops , Thai baht appreciates , causing a decrease in export and
increase in import . This causes the net export to decrease ,

resulted in a drop in aggregated
expenditure . IS curve shifts back to the original situation and the Balance of payment is equal to
zero

.
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