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A) The kank of Thai | ’
1.4) The kank of Thailand cuts its palicy rate B toasrarn v. Hors05;

= THY deprecigte + aht/ USD increases
[ A.a5uat | 29tnymen.m

\3) The US qoernment has imposed a trode sanction on Thai's qgricul’rurol
produck exported to the LS market.
= Thai export less product to the US then demand for money inTHB comency decredses

»> THR depreciake - baht /USD  jnere@sel

Under fluxible exchange v, Hhe wpgrade of credf
rafing of thai oo 0y oflects the valye of thai bant to

pppreciare while US dollars demmﬁed due o more Supply
for foreion correnty.
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To limik the (ided oMy of the fore narked
ntervenkion, the authtorihy should rduce COWSULMPJLI‘M
and. inveckmend Hhon TS will shifh fo e kft vedudng
Jhe inferest ke byt frow Huese effed the
il oubcome will be decreased -



Question 3.

31) A reduction of money Supply.
coe: Monetury policy with q Fied Exchange Rofe

M (M4)
LM (M,)

A decrease in the maney supply  shifts fhe LM schedole from
MM 4o LM(M,). The domestic interest vate vaises dbove
foreign interest rqfe,, 'l'\‘iggerin% A Massive (QPH—ql nflow .
As intevest ke Incredge QUtpyt then decreages and cURg higher
unemplayment rate, Centrd| ank intervention t5 maintain

the fixed exchange rafe cuses Hhe money PPl Back to the initial level Mo
The domeshic interect rate is restored equolity  with the foreign
interest rare , qgnd income i kack aof its initial level.

. p
3.2) Thai goverhment has imposed o fariff on imported produds. - v-

Case: Fiscl Policy with o Fixed Exchange Rofe

An incregge fn Rk 0 imparked gooels Causes income to incroe
and Wnemployment rake decrenst. This makes IS Curve
shitt fom 1S(Mp) o IS(M,), The domestic interest e
is pushied above the foreign interest rate, resulting tn a wasive
capital inflow. Central bank intervention o maintain the
fixed eXCL\Q\nse rafe Cauvses Hhe movey  SUPPly to rise. The (M
cunve shitts from LM(M) to LM (M), The domestic
interest rute is browght kack info e%wlih‘ with the
foreign rate, 0nd increvse in the money Supply reinfor
R eopansionary effect of Mie inoase in guernmet

S\)Q,V\di\:\a

(e: Moretory policy with a Fleyible Exchange Rate
LM (M)

A deCrease in the money supply caues tne LM Schedule to shift
from LM(Mg) to LM(M,). The domestic interest rafe raives above the

foceign interest rate , i ggering § mssive inflow of caypital. The apita]
inflow Cquses the excnge rate to fll , shifting the IS «chedule from
15 (W) fo I1sCW. The domeshc inferect rate is brgught hack
inte eot)uflify with the Foreign interet rate and income falls
to ¥, cquees g unemploywent ke  incredses.

Wy tox
¢+ L+6+(X-M)

(ag - Fisal pdlicy with a Flegiole ExChange Rake .

rf= L8 \ BP
1S (Mhlto)

1S (Mg, )= 1SCM, T

Ll=——————
o

An inCreage in tax on imported goods cqusec Thailand
import less product which makes income to incrense wnd
vnemployment vate then deoedse . This causes 1S wre
o sift From 1SCM T o 1SCM 4, TC,). The domestic

interest vate rises akove the ‘Fmreig\n interest rate,
with  resulting massive capthol inflows. The capital
inflow cavses the eXcl’\Qhae rate fo fall. The Allin
e exchange rite Shiftsthe Is curve Wack to

15 (M,,T0,) = 1SCH, T, ). The dorestic interest rife
is reequited with the Forgign inferest rate, And
Mcame retrns f Pre initial leve].
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