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1. What is the difference between “absolute” and “comparative” advantages? What
are the main implications of these two theories? (i.e. what do they suggest?)

Abtolvte advantag pp when Ond gountry con proguct qguod by vfny
fewer re{ourcts than another country. It B gbout dpecfalfzd pn predvcrng
the guod thet P hoy bsolufe dyantege.

Compt ratpve advantage fs when one country can prodvcd o gogd of 4
lower oppertunpty . It pr Qbovt the opportuntfy cost of prodectron.

2. The table below shows the amount of production that one worker in each country

can produce. Assume that each country has 5 workers. Draw a PPF and show
that both countries will benefit from trade.

Thailand (TH ) Malaysia (MAL)
Beer 4 (10) 1 (S)
Wine 1 (%) 4 (20)

TH hyd  AA n beer productran.
MAL bl AR M wint productfen

(AA)
™ MAL W/o trade
Beer Beer TH MAL
wine 4 ¢
»i i beer ¢ 4
Le, 1) (10,10)
. T W/ gpecPalfedtpron
Vo 5.\%\: TH MAL
5 whne 20 Wint wPne 0 10
beer 20 0
WPthout frade,
TH cqn ollocatt 2 woerker fur petr © W/ peclalreqtbon + free trogt
b ¢ worker for wine to enjoy 4 untts TH MAL
of beer & wing, wPne 10 10
beer 10 10

MAL tqn ollocatt 4 werker for petr
b1 worker for wine to tnjoy ¢ untte
of beer U wing,



3. What do “current account surplus” and “capital account deficit” represent? What
is the “Balance of Payment Identity”?

Current quovnt Jdyrplug fr when fnflows move than  outflows.
Capftal qucount detleft 1 when putflowd More than  Paflowd,

Balanct of Payment fdentlfy f the sum of gl accounts which
myst LV to 20rg.

4. Suppose the current market exchange rate is $0.3 / 1 Baht. Use the foreign
exchange market diagram to explain how the Central Bank of Thailand can
“devalue” Thai baht to $0.2 / 1 Baht under the fixed exchange rate regime.

At you know, qouernment tgn't tontrol Torergn exchange market
but M oqn Mofervent by buytng and geufng I the markef.

Exckanqe
re 2 fhift gy exehange raft
(§/ Bqht) wpply of bant pply & Exchang fall
$0.8 - —-_
$0.2[-—— =A< - fixed rdte
[}
0 T Q@ of boht

The Ctntrgl Bank sell Baht gnd buy $ tn ordtr to feep tht turrenty
thedp (o promote Rfxpert).

5. How does the floating exchange rate regime work? Under such regime, how does
each of the following events affect Thai Baht (assumed to be a domestic
currency)?
- The rest of the world imports more from Thailand. meré D ¥€ YD/ more § of THB =>
- More Thai investors invest abroad. mor® Supply 0f TH8 =>  TH8 deppriclates, vip apprechates
- Thailand will leave ASEAN (similar to the UK leaving the EU). no pffett

THe deppreclates,
Usp apprechated

The float7ng txthange rote regfme work yame o fntht demand
k Supply dPagram.



6. In the floating exchange rate regime, why might inflation cause a currency to

appreciate and depreciate?
@ |y the feoher tQuatfon , tnflgtfon tan PacrRQst paRredt ryte.

When Pflotten Ocurt, fnftredt rqee ool vp. Thtr can gttract

forefgn tuestor. = THB apprecrates
@ pemestPt gaods betome expensPub becquet they t4nt be Jold abroad.

= T8 qyprecrarty
@ Tht valve of money goer gown. > THg deprecPares

7. Suppose an iPhoneX is priced at 400 USD in the US and 300 GBP in the UK.
Calculate the PPP exchange rate between USD and GBP.

8 8

400 usd Jou G6BP
9.3 usp+ 1 6BP

8. Suppose the nominal exchange rate is 40 THB / 1 GBP. One apple costs 20 THB in
Thailand, but costs 1 GBP in the UK. Calculate the real exchange rate.

n

RER = NER X [Py /Py )

40 THB 168p
1 6Bp X 20 THB

=2

People art whitng to exchang® 2 Thof apples whth 1 UK apple.

9. What assumptions are required for the Law of One Price to hold?

If there P no franiportatfon coft, therd well be the

Upporfuntty for ArbPtoge , makeng the prece of 1
countrfls the same. ThAd mean{ thot ff [egdy fo the

Law ¢t One Prrct.



