Exercise 8

International Economics

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?)

Absolute advantage is +he ad vantage of one Countvry when it uses
fewer resourse to produce g 900ds more than other Countries do.
Comparative advantage is the advantuge of one country whep
tr produces goods at lower Opportunity coft thqpn others

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.
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Thatland e apsolyte advantage in beer while Malaysia
hes absolute qdvantage in wine.

After trade, TH gains more wine 95 0 AA from Erading with MAL.

After trode, MAL gains more beer 95 0 AA from trading with TH,

. Beth countries get benefit.



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

Current accouht surplys means we are export more than import,
Causing trancfer qurplus

Capibﬂl accout deficit means flowing out of Country, i*-suygefh’
hetion inCreqsing in  ownership 0 i

b o ; o duners ’:fw‘ :e,{:or egn asset. When they trade,
Balance of payment is o statement of all transaction meyy
between agent € vest of the world over period of time,

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.

ER Supply Of baht The C§ hqs to increase
SUpply far baht. It can sell
{03 Q baht Couy USD) €rom foreign
¢ 02 / \ exChange mMIrket. This il
dem(;htsz";q‘)ﬂ\* lead +o dep reciation in
QX Thai baht.

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. =9 QPPI"Q( i¢ tion in Tth th’}

- More Thai investors invest abroad. — P@p reg'q*h'on in Tho; baht
- Thailand will leave ASEAN (similar to the UK leaving the EU).

— depre ciation of THg



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

Becquse fisher equation When infletion inctease, inferest rate
increase too. I attracts Foreign invest ors bo invest when foreign

ihvestors invest, They have more demend for Thei boht. Tt Qs
appreciation in Thqi boht.

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.

¢‘4oo =300 £
£00 _
30 =1 £

$133=1 & Cpop)
$ 1 = 1 & CACTUAL EXCHANGE MATE)

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.

AER = NER (TNG/GBP) X CPGBP /pTHp)
=(40/1) x(1x20) =2 '
RER implies +haty (h +orm of purchasingy Power, pel

qre Wl'"ihg to @xchange 2 Thyi apple w/Gh P apple.

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

If cquse of transportation is emoll, 9 Prico of same
Qoods in different countries shou(d pe roughly the Same.



