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absolute advantage : advantage of one country when it use fewer resources to produce a

good than the other country does
comparative advantage : advantage of one country when that it produces a good at a lower

opportunity cost ( in term of other goods that must be forgone 1
than the other country does
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Thailand has absolute advantage in beer production a worker → 4 beers )

Malaysia has absolute advantage in wine production a worker → 4 wines )

Thailand can allocate 5 Workers for beer production to produce 20 beers

Malaysia can allocate s workers for wine production to produce 20 wines

with specialization and trade
Thailand can get to wines from Malaysia
Malaysia can get 10 beers from Thailand

finally Thailand has 10 beers & to wines

Malaysia has to beers & to wines



current account surplus lx> M ) represent trade surplus
1in flows > outflows )

deficit in capital account IKALO ) means money is flowing out of the country
outflows > inflows )

.
The nation is increasing its ownership of foreign assets .

Balance of Payment IBOP ) identity
Bop = Current Account ICAI + capital Account (KA ) = 0

means if we have CA deficit
,
we must have KA surplus

if we have CA surplus, we must have KA deficit

Exchange Rate
$ per Baht

supply of baht

To devalue THB
,
Central Bank has to

>
Supply '

increase supply of THB and bby USD
0.3$ - - - - - -

,
then

,
the exchange rate of THB will

0.2$ I fall 1 depreciation )

I Demand of baht

↳* Q of Baht

floating exchange rate → equilibrium rate is determined by the demand & supply of currency

Appreciation of THB because demand for THB increase

Depreciation of THB because supply of THB increase

Depreciation of THB because demand for THB decrease



If there is an inflation in Thailand
,
the interest rate will increase . It means

that the return from investment will be high ,
so foreigner will invest more

in Thailand and cause to appreciation of THB .

On the other hand
,
domestic goods & services price will increase , then the export

will decrease and it cause depreciation in THB

iPhone ✗ ⇒ PPP exchange rate
400USD 400USD : 300GBP

300 GBP 400USD : 1 GBP
300

1. 333USD : 1 GBP

Real exchange rate (RER ) = Nominal exchange rate ( THB / GBP1 ✗ ( Puk / Ptt, )

RER = 40 THA ✗ 1 BTP = 2

1 BWP 20 THA

Real exchange rate ITHB 1GBP ) is 2

mean people are willing to exchange 2 Thai apple for 1 UK apple

Law of one price → if the costs of transportation are small
,
the price of the

same good in different countries should be roughly the same .


