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Exercise 8

International Economics

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

. 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 Malaysia
Beer 4 1
Wine 1 4

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

. 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.

. 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.

- More Thai investors invest abroad.

- Thailand will leave ASEAN (similar to the UK leaving the EU).

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

. 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.

. 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.

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



Apsolute Advantage is he Mvmh\g(é of one cowndry when it uger fewer
resources to produces a goods Fhan otheys.

1.

Comparative Advantage is the advanfage of one county when produces
a good at lower opportunity cost than ofhevs

1. Thailand Malaysia
Beer 4 X5 =120 1=5=5
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3 - ourvent account surplug is flowing money info the country.

- cuyvent account deficit js {Jlowmg money out of +he coun try.

- Balance of Payment Identify iy 3 shoment of all transation made
between agents n one country and
fhe rest of the wovld over defined period

of time.

4. The central bank will buy Thai bant and sale us dollars. This will lead to

appreciation in THB becavse Thai Bahf is Jower in the exchange wavket

51) The vest of the world demand Thai Bant and THP is appreciate.

9.
59) Tha investors supply THp and THBIs depreciate
5.3) Ik makes falling of Thai econowy 0 fhe abord investore don't want
Fo invest in Thoiland.  This s the reason why abord supply THB and
THB iy depreciate.
6. In floaking exchange rate vegime when fhe inferest rake is inceasing
the investors will invest for high return . This is cause of appre ciate buk
e inferest vake is low which make invegtors don} invest in Fhe countvy
€0 it happen depreciate,
2 PPp exchange rote beiween USDand GBP = f00 =%
300 3 4
g veal exchange vare (THD /GBP ) = 40 THD , 168BP _ o
éBP 20 THJ A

9. The price of same doods Indifferent countries ghould be roughy the same.



