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

Since the vadket expecs that LD Wl be appeciating in the foture ; theretore, the
derand for LSO Wil inciesse. The demard curve shibts o dhe (ight fom Dy 40 O,
At e?, there exists dhe excess demand for L. The exchong mle increases fom €' 4o e uhich
by 19 new equilibsium. Since {he increesing in exchamge rute, supply of LD increeses beesvse Thai bath
iy deprecintes. Not only fhis bat also derand dor LSO deciesses due ke the appreciating in USD.
H 3 Both the previets veasons are the recsens that hou Ahe madket desrs the excess demand at e”
Hence, the prediction i fhe exchange rate Wil incresse.

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

price.
e Becowe of 4he detceasing 1 dowestic price, the demand for THE Wil ingresae. Since,
%« Stx detand dor THO ineresses - theietore, supply of LSD W ieremse that supfly eurve hifts te
eFl--. -0 the rignt deom s, to S, AY €7 theve enishs excess supply of USD. The exchange Tafe
7 |---e- dectenses fom € 1o € thal s new equilirivm, Due to the deciessing im exchange rate , THE gets

|\, appecisles . Theeore, supply ot USD 1o decnsing . Aport from Hhis, becawe THO gets apprediates

[}

i g ithen, UsD Wl get deprecicle . Therefore | demand: for LD increases. The excess supply was Clearedt
by this 10 resors. Mence, the predicion is the exchange rale Lill decresse

Question 2 Suppose that S&P, an international credit-rating agency, has decided to downgrade the h‘hx\ econony lecore
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.
¢) 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?

o) & Stx S Since Thai economy wes doungeded of cedit g by ske meemj.&enem\\g s peaking,
R B Thai ecoromgy beeome tickier. Due to dhto phenorena, the demand for THO decreases .
efl- 7 In oher wod, supglg of v deetecse . Tt coves supply cuve Shifts do the \elt. Theredore, at
e, thete 1o encers noneg denand for 0. Then , the exchange mile incenses fon ¢ fo ™. T
Of 9% depreciated . Therefore | supply of WD increases and demand doc usp deetenses. Undec the
>4 Hexible exchange rale, excess derend & 30 Lits cleatd by Inrecsing the exdnange rate.
b) e Sty 5‘7‘"5"""*“““*‘”"' ¥ G\M\Oﬁ’fﬂj wants to resist the inciezsing in the exchange mte, ot e thee 15 an excess derand
e Looo T uso. Therefoce, Center bamk myst intewvene the wmadet by seling Usd o the madet Then,
P 7 supply curve shifls 1o Yhe right fom S, to Sty intevyention . Then, the exchange rate

decieme to € again. TR gets apprecicled.




Ach‘ma ‘o Thal ecorony becones vikier, 15 cuwve shilts lebl Ave Y8 \ess in inverrent
Lo M~ point & Golanee ot pﬁbnen* > defict €00P20). T the au\'\'\orﬁb wishes Ya Jimit this s\de
effects 1n the foren ruiber ; then, cente( bank needy to sel uso . Thecetore, roneq supply of THO

decrenses. Lh cutve s o left fron LM to Ln'ers)). Thetedoe, there 1o new eqilicrivm o} point ¢
¢ Uhen odeut feducey from ¥* 4s ¥
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3.2) An increase in government spending.

fixed exehange ta¥e!

A When govemment incremes govemnent spending, 15 cuve shifhs to the right. At péint A, 3F enishs
oy Odlance of poynenl surplus CEOP>0), Therefore, center bank must buy UsD in order Yo peg the
xrange rate. Since cemec bank buys LsD, the money supply of THB inccesse. Then,th euve

shills Yo Hhe riﬂ\ﬂ.ﬂeve#ote,%e nev eilibilum occurs et pont &) uhere  15sLn 3BP and odd pdt
>y nccessey tom ¢ to 4

?‘ ‘rQ'
Hexible exoheage vole:

hecording Yo fhe incrersing In goemment sperding, 15 curve shifts Yo the Tight fram 15 o 1S
At point A there is 0 suplus in bolance of pagnent. Under the Plexible exchange rate, red exchange
cate decresses ;THE gels apprecicted. Theretoe, exgort i decrensing tmd import is increnming.

Therefore | frete is a decsessing i cutient account. 1S cuve SWIfks Yo the left and meers the
sy Some equilibrivm &} polnt & ,outpadt = &',

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

£ixed enénange vate:

Since Thai%s credit rating eondition s been improved genedlly spesking, ou¢ ceundry has
A lover risk ,stable n economg. fcre&gne«s want {0 inveR in ou( comtny. Then, TS curve éhikts Yo
cight. A} goint A, theie exds a surgles In B0P; Then Jundec dixed exthonge ralte, goemnent wodd

buy Lo, Thecelore, toaney wpgly o THO incream L0 shibts vo the clglt and extaly nou equilitiiun
g goint & Y inevesses deen Y 8 @7

Hexible exeneage rele:

Since Thoi’s eredit rating condifion has been improved genenlly spesking, out ceuntry has
A lover risk ,stable in economy. ('otdahers wont o invet in oul cowiny. Then, T5 curve ehikh Yo
ep  fight. AY gont A, thee ensts a surglus in S0P Then JUndec the Hlexible exchange rch, 1ed) exchange
NS wale decresses ;THO gebs npprecrcted. theretore, exgort 1o deeeasing amd impoet is incleming

- s¢ Therefore | frere is a deereesing h cwitent account. 15 cuve shifts Yo the left and meeks the
! sore equilibrivm o) pownt & 'ov\?d =yt




