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1.2 Market expects that US dollar will be appreciating in the future.

Since the ruket expects Hhat vSD Wil be appreciating in the foture ;therelore , the
derand for LD KN inciense. The demend curve sibts tu dhe right fom Dy, o Y
At e, thete exists dhe encess demand Jor LsD. The exchong mile incceases fom € 4o €7 whick
b 15 new equilibrium. Since 4he inereesing in exdange rule, “’W“j ot USD ncreeses beesvse Thed bath
b deprecintes. Not only this bat also demand dor LD deciesses due te the appreciating in USD.
: >4 Both the previets veasens are the recsons that how Ahe market desrs the excess demand at e”
Hence, the prediction 15 fhe exchamge rate WiVl incresse.

1.4 A positive improvement in production technology of Thailand causes a decrease in domestic

price.
e Beecwe of 4he decceasing n domestie price, the derand for THE Wil incresre. Since,
*x St detand for THO 1 neresses ; theiefore supply of LSD W Weremse that supfly eurve thifts te
eFlo. D the right foom oy o s, AY € there enisls excess supply ot UD. The exchorge rate
I dectenses fom € 1o €' thad 15 new equilibrivm, Due to the deciessing in exchange raie, THO gebs

' O appreciodes . Theefore, supply ot UD 1o deeeasing . Apart from Hhis, becawe THG gebs appeciates
j g sthen, USD W oet deprecicle . Therefore , demand: for USD increases . The excess supply was Cleared
by this 1o resars. Mence, the predicion is the exchange rale Lill decrease

Question 2 Suppose that S&P, an international credit-rating agency, has decided to downgrade the h‘hx\ econony becove
credit rating of Thai economy. Answer the following problems. roder 91
a) Under the flexible exchange rate, how does the downgrade of credit rating affect the value of
Thai currency?
b) If the authority wishes to resist the movement of the exchange rate (baht/USD), what does
the authority need to do? Explain about the implementation process under the forex market
intervention.
c¢) Discuss about the unintended impact of the forex market intervention on the domestic
financial system. If the authority wishes to limit the sided effect of the forex market intervention, what
does the authority need to do?

0) e Stx S, Since Thai economy wes doungeded of cedit miing by skP mga\eg.&enem\\g s peaking,
e boood Thai ecoromy beaome tiskier. Due to this phenorena, the denand foc THE decreases .
oFL. 20 In oher wod, supgly of U deetecse . Tt coves supply cuve Shifts Yo the \elt. Theredore, at
o', thee 15 et noneg denand for L. Then , dhe exchanse rate increnses fon ¢ o €. T
Of,  96%s deprectated . Therefore supply of UD increeses and demand Hoc usD deetenses. Undec the
54 tlexible exchange rale, excess demand dor 030 Ly clened by Wncrecsing dhe exdnange rate.
b) e Sty Si"s"""k“'“"‘”"' ¥ av’fhoﬁ’:g wanks to resist the inciezsing in the exdnange mte, ot e thee 15 an exass denand
et Looo B o uso. Theiefoce, Center bamk myst intevene the wmadet by seling Usd Yo the nadet. Then,
P 7 supply curve Shifls to the wight dom Sy, Yo 6f, # intervention . Then, the excdvinge rete

decieme to € again. TAG gets apprecicled.




According Yo Thal econony becomes viskier, I5 cuve shilts lebt dve 8 less in inueikment
M point & Golance of paynent is defieit C80P20). T the authority wishes Yo lienk this side
effects n tne toren ruiet ;then, cente( bank needy to sl uso . Therefore, roney supply of THO

decrenses. Lh cutve  dls o lefd fron LM to Ln'ers)). Thetedoe, there 1o new eqilirive o} point ¢
¢ Uhen odteut reducey from 4 ¥o ™

»

oy
3.2) An increase in government spending.

fixed enchange va¥e’

When govemment inciemes govemnent spending, 15 curve shifs to the right. A point A 3t entshs
Galonce of poynent surplus CE0P>0). Theietore, center benk mush buy UsD in order Yo peg the
exchange rate. Since cemer bank buys LsD, the money supplg of THB inccesse. Then, Lt cuve

ShiHs 4o dhe right. Theedore, the neu eqilibium occus et point & Lhere 15220 3P and odd pat
>y Nceavey tem % to @™,

Recording 1o fhe incrersing In gowemnent sperding, 15 curve shidls Yo the Tight Feom 15 4o 15"
At point A there 1s & surples in bolence of pagrent. Under the Pexible exchange rate, redl exchange
cate decresses ;THG gels npprecicted. Theretore, exgort i deceasing amd import is inclenming.
Therefore | frete is a decreasing in cuiient account. 1S curve shifts Yo the left and meeks the
>y Some equilibrivm &} polnt & ,otpat = &',

3.4) Thai’s credit rating condition has been improved.

£ixed ex&\o.nae raYe!

Since Thails credil rating eondition has been improved | generally spesking, ouc ceuntry has
A lover risk ,stable in econong. fatdsnecs want {0 inveR in ou( comtny. Then, TS curve éhikts Yo
cight. A} goint B, theie exsts a surgles In B0P; Then jundec dixed oxechonge ralte, govemnent wodd

bug LSO . Theelore, moneq spgly o THO increaa L0 shibks be the clght and extils neu equilitiiun
¥ goiat & Y ineveayes e Y b8 @™

Hexible exeneage rele:

: Since Thoi’s credit vating condibion has been improved | generally spesking) oue ceuntry has

A louer risk ,stable in economy. (‘otdams wont 1o inveR in eur cowtny. Then, TS curve ghikh Yo
ep  fight. AY gont A, thee ensts a surglus in S0P ; Then JUndec the Hexible exchonge ra-\!, ved) exchange
N0 rale deccenses ;THG gebs npprecacted. therefore, exqurt io deeeasing amd impodt is incressing.

- sy Therefore | frere is a deereesing 1 cwtent account. 15 cuve shitts Yo the left and meeks the
¥ sore equilibrivn #} pown} & , outpdt = ',
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