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1 1 ThebankofThailand cuts its policyrate

THBdepreciate baht1USD increases
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I 3 TheUSgovernment hasimposed a tredesenetida on Thai's agricultural
product exported to theUSmarket
ThaiexportlessproducttotheUSthendemandformoney inTHBcurrency

decrease

THBdepreciate baht1USDincreases
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Under flexible exchangerate the upgrade of credit

rating of Thai economy affects the value of thai baht to
appreciate while usdollars depreciated due to more supply
for foreign currency

b 9 The authority need to
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Question 3
31 A reductionofmoneysupply

case MonetarypolicywithaFixedExchangeRate Case Monetarypolicywitha FlexibleExchangeRate
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Adecreaseinthemoneysupplyshiftsthe114schedulefrom AdecreaseinthemoneysupplycausestheLMscheduletoshift
LMCM toLMLM Thedomesticinterestrateraisesabove fromuneMoito2MCmpThedomesticinterestrateraisesabovethe
foreigninterestrate triggering a massivecapitalinflow foreigninterestratetriggeringamassiveinflowofcapitalThecapital
Asinterestrateincrease outputthendecreasesandcauseshigher inflowcausestheexchangeratetofallshiftingtheisschedulefrom
unemploymentrateCentralbankinterventiontomaintain is toisCitiThedomesticinterestrateisbroughtback
thefixedexchangeratecausesthemoneysupplybacktotheinitiallevelMointoequalitywiththeforeigninterestrateandincomefalls
Thedomesticinterestrateisrestoredtoequalitywiththeforeign toY causesourunemploymentrateincreasesinterestrate andincome isbackatits initiallevel
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32 Thaigovernmenthasimposedatariffon imported products y CtIto exMi

case fiscalpolicywitha FixedExchangeRate case Fiscalpolicywith a FlexibleExchangeRate
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yAnincreaseintaxonimportedgoodscausesincometoincrease yo

ndunemploymentratedecrease Thismakes15curve An increase intaxon importedgoodscausesThaitan
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apitalinflow Centralbankinterventiontomaintainthe
unemploymentratethendecreaseThiscausesiscurve

ixedexchangeratecausesthemoneysupplytoriseTheLpgtoshift
from1StMoalto toISCMnIto Thedomes

curveshiftsfromLMMotoLMMpThedomestic
interestraterisesabovetheforeigninterestrate

interestrate is broughtbackintoequalitywiththe witharesultingmassivecapitalinflowThecapita

0reignrate andincrease inthemoneysupplyreinforces inflowcausestheexchangeratetofall Thefall
heexpansionary effectoftheincrease ingovernment theexchangerateshiftstheIscurvebackto

18Magoo ISCMgay Thedomesticinterestratepending
isreequatedwiththeforeigninterestrateand
income returns totheinitiallevel
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To limit the sidedeffect of the forex market

intervention the authority should reduce consumption

and investment then IS willshift to the leftreducing

the interest rate but from these effect the
actual outcome will be decreased


