Economics 12 HL

The PED of imports/exports and the impact of devaluations and changes in terms of trade 

1.
Let’s say that Thailand has 100 million baht worth of exports and has imports worth 120 million Baht. This causes the government to be concerned about the balance of payments deficit, so much so that the economic advisors to the King recommend a 10% reduction in the value of the baht against foreign currencies like the yen and dollar.

If the PED of Thailand’s exports is 0.4 and the PED of its imports is also 0.4, calculate the effect of this devaluation on Thailand’s balance of payments.

Exports after devaluation – figure out, from the PED, what would be the change in the quantity of exports given a 10% price cut (the amount of the devaluation)
Imports after devaluation – figure out, from the PED, what would be the change in the quantity of imports given a 10% price increase (the amount of the devaluation)

Now, given that the Baht buys 10% fewer imports than previously, figure out how many more bahts are required to purchase this lesser quantity of imports. 

What has been the impact on the Thai balance of payments of this devaluation? Does this situation confirm the truth of the Marshall-Lerner condition?

2.
The terms of trade for Burma are set at 100 in 2000. By the end of 2007, the world price of the goods that Burma exports has risen 40% while the world price of the goods that Burma imports has risen 25%.

What is Burma’s current terms of trade?

If we assume that in 2000, Burma had a balance of payments that was in balance, with 100 million kyat in both imports and exports, and if we calculate that the PED for Burmese imports is 0.6 and the PED for Burmese exports is also 0.6, calculate the impact upon Burma’s balance of payments of this change in its terms of trade. [tip – keep all of your calculations in kyat – use PED info to figure out the new import and export figures]
Was the improvement in the terms of trade good for the balance of payments? Why or why not?

