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- floating H

- exchange H

_ rates

- Determinati ' ¢ gypyiain that the vaiue of an exchange rate | e Calculate the value of
.onofireely iy a ficating system Is determined bythe | one curency In terms of
- floating demand for, and supply of, acurrency. | another currency.

. gg;ange * Draw a diagram to show determination of ’o Caicuiate the exchange
exchange rates In a floating exchange rate | rate for linear demand
system. ; and supply functions.

* Plot demand and supply |
curves for a currency b

from finear functions and |/
Identify the equillbium |,
exchange rate. |
® Using exchange rates,
calculate the price of a
good in different |
currencies. |

:Causes of | «Describe the factors that lead to changes | ® Calcuiate the changes in :

: the value of a currency
-changesin  in curency demand and supply, including |
“the | forelgn demand for a country’s exports, from a set of data. I
: exchange domestic demand for imports, relative |

‘rate ' Interest rates, relative inflation rates, |
: investment from overseas In a country’s WWN |
firms (foreign direct investment and |
portfolio investment) and specuiation, ; |
» Distinguish between a depreciation of the |
currency and an appreciation of the : |
currency. ; |
¢ Draw diagrams to show changes in the
; demand for, and supply of, a currency.

tewo .---.-...-»-...-i-. SN -—— —
: The effects ¢ Evaluate the possibie economic |

. of exchange consequences of a change In the
. rate value of a currency, Inciuding the
. changes effects on a country’s inflation rate,

i empioyment, economic growth and
i current account baiance.

- Governme
‘nt
interventio

: Fixed ® Describe a fixed exchange rate system
) exc;r;ange | Involving commitment to a singie fixed
i | rate.

| @ Distinguish between a devaiuation of a !
. currency and a revaluation of a currency.
 Explain, using a diagram, how a fixed
exchange rate is maintained.

- Managed » Explain how a managed exchange rate
exchange operates, with reference to the fact that

‘ rates there Is a periodic government Intervention

(managed to Infiuence the value of an exchange rate,

float) * Examine the possibie consequences of |

overvalued and undervaiued currencies. | il

 Evaluation ¢ Compare and contrast a fixed {
. of different exchange rate system with a
: exchange floating exchange rate system, with |
:rate reference to factors including the |
- systems degree of certainty for stakehoiders, |

ease of adjustment, the role of
intemational reserves in the form of
foreign currencles and flexibility
offered to policy makers.
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BoT: Baht strengthening 'too fast’

Bangkok Post 27 October 2006

The Bank of Thailand yesterday cautioned that the baht had appreciated "too fast” as the unit
briefly traded under 37 to the US dollar yesterday. The baht, which is trading at a seven-year high,
opened yesterday at 37.01 to the dollar and strengthened to as much as 36.98 before closing at
36.99.

Suchada Kirakul, a central bank senior director for the domestic economy department, said foreign
portfolio inflows were helping push the baht stronger against the US dollar.

"You can see that the Stock Exchange of Thailand index has been rising and foreign investors are
net buyers of Thal stocks. But the appreciation has been a bit sudden,” she said.

Mrs Suchada cautioned that capital flows into the equity market could reverse, affecting currency

" rates.

For now, the appreciation of the currency has given importers an opportunity to build up their
stocks.

Exporters, in contrast, are being urged by bank authorities to hedge their exposure to protect
against further strengthening in the baht. ) i

According to the central bank, the baht had a reference rate of 37.01 baht to the dollar on
Thursday, representing an increase of 1.38% from the end of September and 10.83% from the end
of 2005.

1n contrast, the baht has gained 1.89% against the euro over the past month and 4.37% from the
end of 2005, while the baht is up 2.2% against the Japanese yen over the past month and 11.4%
for the year to date.

Nontaphon Nimsomboon, a director of the Bank of Thailand, said economic growth for the year was
projected to range from 4.5% to 4.6%.

But directors yesterday discussed at a board meeting the. need to monitor currency flows given
recent the appreciation of the baht, which has gained ground in part due to the easing of political
tensions following last month's coup.

Khunying Jada Wattanasiritham, the president of Slam Commercial Bank, said exporters could be
affected by the stronger baht depending on the relative rate movements of competing nations.

The relative stability in the Chinese yuan against the dollar could affect Thailand the most, she
sald, as Chinese manufacturers gain an edge against thelr Thai counterparts in the world market.

Khunying Jada said SCB was recommending that exporters take out forward cover to lock in their
exchange-rate exposure.

But she added that it was understood that the central bank did not want to see the baht too strong
against the dollar.

“The baht, ..., opened yesterday at 37.01 to the doliar and strengthened to as much as

36.98". Explain this apparent contradiction. ]

Use supply and demand analysis to illustrate the appreciation of the Thai baht.

Explain the reasons for the appreciation.

How are exporters and importers affected?

Why is China seen as a threat?

What tool could the central Bank (BoT) use to bring about a depreciation of the
Thai baht? Explain.
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NEWS

Zimbabwe devalues currency by 45%
Zimbabwe has devalued its currency by 45% In an attempt to raise foreign exchange for food imports.

The country's central bank said one US dollar would now be worth 9,000 Zimbabwe doliars, from 6,200 before.

The widely-expected adjustment remains some way below black market rates, which can command up to 18,000 Zimbabwe dollars
per US doliar,

Drought has left the country In need of more than 1.2 milllon tonnes of food imports, at a cost of up to US$250m.

Economic poiicles, like the large-scale seizing of white-owned farms, have also contributed to a siump in domestic food production,
However, the central bank’s currency auctions have failed to meet demands from importers for forelgn exchange.

Soaring Inflation

"Devaiuation is not the only panacea. Exchange rate management must be carried out In a measured and balanced manner,” said
central bank governor Gideon Gono, In a televised address,

Ztml?abwe's central bank also cut Its economic growth forecasts for the current year to 2% to 2.5%, from 3% to 5% previously.
The government in Harare has declared inflation as pne of the maln economic threats facing the country.

Inflation'jumped by an annual rate of 129.1% in April, up slightly from March's figure, but below January 2004's peak of 623%.
‘The central bank’s Inflation target for 2005 was raised to between 50% and 60%, from 20% to 35%.

Zimbabwe's economy has been reeling from six years of recession caused, critics say, by the land reform poliicies of President
Robert Mugabe,

But Mr Mugabe, whose Zanu-PF party won a majority of seats in Parllamentary elections in March, says Zimbabwe's economy is
being sabotaged by opponents of his policy of selzing white-owned farms for the country’s landiess biack majority.

Story from BBC NEWS:
http://news.bbe.co,uk/go/pr/fr/-/2/hifbusiness/4563747.stm

Pubiished: 2005/05/19 17:17:54 GMT
© BBC MMV

Zunbabwes econmnyhas been reeling from six years of recession and hyperinflation. Inflation in April was 129.1%
down from a peak rate of 623% in January 2004. To try to help eam foreign exchange for much-needed food imporis the
govemment has devalued the currency by 45%. However, will this have the desired effect? Even afier the devaluation,
the exchange rate is still well below the black market rate,
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