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As bank of Thoilod cuts dhe rote, intevest vobe deoreases, This canie the chonde
i demond for domestic asseb, Ag intenvest vate dersmues, people wowdnt owk
Yo tavest i Thoi marked Couging less Financial (nflov . The Supp\q of WS dlohows
shift fo e lefb. Nou, Hore i awm ekoess denwond For US doblovs avd the exchonge
rofe i now at €. Therefore | 0 cub in inferest cauges exchange vale to incrense.

1.3 The US govervment has iwgosed o trode saviction on Thai's  agricultural product
exported to the US movket.
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The trode sonction cougs o drop fh expovh. Since We Cavindt export opods to forejgh
countries, The supply of US dollows  decrenses. AS Fhe supply shift left, there is
o excess olewond for US dollors and  the exchangt vote i ow (ncroased from eX

to 0% Therefore, the trode Sanckion on exported produckr Couses exohomﬁe, role o increase,
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—
@ Question 2 Suppose that S&P, an international credit-rating agency, has decided to downgrade the
credit rating of Thai economy. Answer the following problems.
2) Under the flexible exchange rate, how does the umdeof credit rating affect the value of
Thai currency? grade
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.
¢) 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?

under the flexible exchange rate, when § &P Can international credit - rating agency) has decided fo downgrade the credit rating of Thai economy,
It will cause Thei creditability toinvest falling dewn which leads to hesitqtion of foreigners to exchange Us currency into THB currency.
Therefore, supply curve will shift to fheleft. Wecan ee that ot firede , there is excessdemand. In order fo clearyp excess demand , we have to rise
exchange rate must be adjusted from €°to €°. This tells us that, when exchange rate increases y Toreigners will supply uin  becquse Thai products are
cheaper relative to others , Howererindemand for forey curve , domestic people will demand to hold less uso becavse itls more expensive since
in the cese of THB deprecistiony forelgn goods become moreey pensj ve.

b) ¢

Sex

As the result from the previous question (2q), we knew thet THB depreciqtes. To solve Hhigissue y central bonk must supply the
forex reserve because the market faced excess demand om when it is already occurred, Sypply for forex Will shift back fo the ewili}a rum
which is ot the origing] exchange rote (at Eq)

€) when central bank sod forex reverse y it causes q drop in forey reverse in thailand , currency in the circulation and  commercial bonkrevere
einally , it couses anincreasein interest rate. Tosolvethese, central bank must encourage people fo bay government bond.



30 A reduckion of money sypply / Fixed exchange rate
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A veduckion in Mongy Supply cawses LM cunve to shift to e left . This causes intexest rate
To rise and incveases capital inflow. As Copitol account increnses, theve is a4 surplus in the
Balance of Payment. Under fixed eXchanop vote, the foreX intevvention is to buy more of US dollars
in ovder to reduce Current Account to compensate with e increase in Copifal Account. Central Bank
has fo print more Thai -balnf , which resulled in an increase in domestic Money) Supply. LM shifk bock
to the right and bock to the origial sitvation wheve Bolance of Payment i equol to 2ero.

A reduckion of money sypply / flexible exchange rate
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Reduckion in  woney tupply causes LM curve to shift to the right and intevest rak,
to increase. Undey e flexible Qxc\nme}e, rafe |, \m‘g\q interesk rate cavnses e,mhomq,e, vote +o
oppreciote . Thai baht is now appreciated ; Which causes the decrease in export avol
incvease i Tport. This is becawse, foreign prodducts are 1o relabively tngaper thon domegtic
product. High intevest rafe nlso offeck Hhe production by r&dudmg Aggvegafed expenditure .
Firms invest less and consumers borrow less | cousing infevest vote o be pushed down and
Shift IS curve to the left. In open economy  we end up hoving o deeper recession because
exchange rote domaged the export sechor. Effect of Ln shock is amplified | reducing Y fo 4



33 Thoi governwent hos imposed o toriff on imported  producks | fixed exchomge rofe
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vaposin towi ff on imported pvod,udrs shitt IS cuve to +he rignt, since import will be
decreased ; because people would tupn o buy moke of domestic prducts, cousing ok ingrease in
net export ovd ofl oggregated expenditure. There is o Bolance of Payment Surplus because of
fhe Wigher Curvent Accownt Under the fired exchonpe rafe | Confral Bovik veeds to buy waorg
of US dalars fo fix +he Balance of Ayment Copver gy S dollows to Thai balak couses domestic
W ;upp)q to inoredse J\niHivxg LM cure Fo the left. This also create on expamiomv\,,
ipact becawe it sHmulotes people to consume ond invest move. Rogregated expmad iture
inoreoses VBN move oind Hhe new output leel i< ok 4T while e Balonce of Payment
is boack ot zevo.

Thai governwent hos imposed o toriff on imported  producks | flexible exchone yote
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Imposing Yorife on imported products hifty IS cuvie o the lefk. There ic o Balavoe of
povymemt savplus becowse of an increating i Cuvrent Account, due o ann increase n viet export
o5 people buy more of domestic product, because itic mlah'vefq cheaper Haan foreign product.
s +he demond for US dollors fo drop, Thoi aht- appreciafes, cowsing o decrease in export and)
incieae i impork. This couses the vet export 1o decreote, vesulted in o drop i ngovegated
axpenditure. I curve shifls ack 1o the origival sitution ond the Balance of poyment i equal to
0.



