Answer

Exercise3
1. The difference between “absolute ™ and “ comparative " advantages w that absolute refers
to when o cury can produe a goods/ service with fever vesourae than other countres.

Nhereas, comparative advantage reders Yo when a coontry has lower opportumly cost than other

country when preducing a geods /senice.  Wine,
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For Thsland , Yo produce 1 unit 0f wine , they need. to sacridy beer = 20 . Lbeer. And, 4o produce
5
| beer | they to socrify vine: % ;% beer. So, Thailand, is good at producing beer.

for Malaysia, fo produce 4 unit of wine, they need to sacrity % = .i.l beer. To produce 4 beer | hey
need fo  sacrify uine = % =l beer. So,Malaysiz © good ak producing  wine.

Both country can beneft drom fmding, ¥ Thotland. ofers some beers to get uine *rom TMalaysia
mstead 0% produding wine by themselveo. Likewise, Malaysia Can give some wine Yo Thaaland ondl

get beer instead o producing.  Wth trading, both countries can produce outside PPF curve.

3. Current occount surplus vepresents when X > n.
Capital account deficit represents when K<O or outdlows Y nflow,

The identity of BoP is uhen CAtKA =0 . That means ,uhen e have CA surplus, (e must

have KA defiat and vice versa.
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Central bank can devalve Thai baht from $03/48 to K0.0/1B by selling bahi to increase supply  the

market and bu_gmg doflar as *-Porexgn reserve.
5. FloaYing exchange rate regime depends on the demand and supply 0% the Cumency.
- The rests of the world tmport more from Thailand
L Demand for Thas baht ncreases
b Thar baht appreciate.
. More Thai nvestors myest abroad
b 9 Jor WD mereases.
L Thai baht depreciates.
- Thoiland leave ASEAN
s Thai baht depreciae .
6. InfPlation cause a currency ‘o appreciate or deprecate because when there ‘s wn?lation.
- lnferest rale noreases which attvacks Horeign nvestors = 3 for baht Mereases = Thai baht oppresiodes.
- Price of domestic prodods rises whith discourages export and raising Tmport. =D dor THB decreases = THR
depreciates

- Purchasing pover goes doun (50 pepple dont want to hold TH => 9 for THE diops = THB depreciates.
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8. Colowlofe Read exchange vale : L‘D:B % 2105 =Y

L T tmplies that 4 appes in UK = 2 apples M Thailang.




9. Assomptions fhat are vequired For the law ot One Price to hold is the cost oF iransporiation is small or 2er,

% the prie o goods at every where must be the some.



