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Summary Of The Case
US manufacturer of roller blades had a contractual agreement with Enterainment Products, Inc as well as Thai exporters. The contractual agreement had a validity of 3 years period. According to the agreement, Entertainment product is to purchase 180,000 pairs of “Speedos at a fixed piece of 4594 Thai baht per set. The company is also importing Plastics and rubber components from Thai exporter with no contractual agreement.
Immediately, they began importing from Thailand, Thailand investors feared of baht value and they withdrew their investment. As a result, there was excess supply for sale leading to a downward pressure on baht’s value. This action made the government to intervene to to stabilize the baht’s value. Specifically, it swapped the baht reserve with the dollars then they used the dollar to purchase the baht in the foreign exchange market. Thai government intervention was unsuccessful and could not withstand the market forces. As a result, the value of baht declined sharply over a 3-month period


Question 1
The action by the Thai government amount to direct intervention. This is because there was a deliberate step to exchange the dollar reserve with baht in order to strengthen the currency. As a result, there was a subsequent increase in the demand for baht and upward pressure. An action is considered indirect intervention if, the central bank of a certain country attempts to influence supply and demand of money by adjusting factors that determine such an action. For example, If the government wanted to use indirect intervention, it would probably have increased the interest rates hence decreasing the baht in supply.
Question 2
The action of the Thai government is a nonsterilized intervention. This is because dollar reserve were exchanged for baht in the forex market. An intervention is considered nonsterilized if the central bank intervenes in the forex market without buying or selling assets and currencies. An intervention is said to be sterilized if a government intervenes in the foreign exchange market while retaining the money supply.
[bookmark: _GoBack]Question 3
Nonsterilized intervention would be the most effective government intervention. This is because such a move will intervene in the currency trade without affecting the supply of money. Therefore, if the Thai government motive is to increase the value of its currency, then, nonsterilized intervention would be the most effective.
Question 4
Its is possible for inflation to be exported from one to another in a fixed exchange rate system. For this case, the Baht is fixed in relation to the US dollar. If Thailand faced a high level of inflation during the fixed-rate system, Thai customer would opt to purchase Us goods. As a result, Thai would experience increased unemployment as a result of low production. Potentially, Us products would also suffer inflation due to increased demand for products. Blades, in this case, would face the increased cost of production as a result of imported inflation hence reduced the margin.
Question 5
A floating exchange rate currently under use in Thai has lead to a weak Baht with high levels of inflation. High levels of inflation lead to persistent increase in prices of essential commodities leading to high cost of living. There will also be an increased price of imports which makes their product expensive. Blades does not in way contribute to the disasdvatege associated wityh the contract. This is because the contract was between Blades and Entertainment inc. The resulting inflation was indirect as was as result of normal trade hence they cannot be blamed for this.
Question 6
In the contractual agreement, it required the Thai government to perform a swap for its Bhat. In a later future date, it will have to exchange the dollar for Bhat. When the swap is completed, Thailand central bank will need more dollars Baht to be exchanged for the dollars needed to repay the other central bank. Adding, Purchase of the dollar by the Thai government results to increased demand for dollar and supply of Bhat for sale putting downward pressure onthe value of Baht.
Question 7
Mr. Holt should exercise caution while implementing the contract agreement. He should monitor the level of inflation in Thailand because high levels of inflation would mean that the inflation will be felt in the US. They should set a limit and stop the import if it crosses that point. The company needs to margins and has a responsibility to protect its customers
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