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Instructions for Candidates

1. Write your Roll No. on the top immediately on receipt
of this question paper.

2. There are two sections in the question papér.

3. Section A is compulsory.

4. From Section B attempt Any Four questions. All
questions carry equal marks.

5. Use of a Simple Calculator is allowed.
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6. Answers may be written either in English or Hindi;
but the same medium should be used throughout the

paper.
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Section A

This question has nine sub-parts, and all are
compulsory. All are short notes or one-line answers
or fill in the blanks. (9%2=18)

(i) The tariff rate that maximises the national
welfare of an economy is

(i) The pharmaceutical sector of a country reports
$ 250 million as exports and $ 150 million as
imports. Calculate the index of intra-industry
trade of this sector.
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(iii) What is the rationale behind vertical foreign
direct investment?

(iv) A country imposes a 42% tariff on refrigerator,
which has a world price of $1,000. The
production of a refrigerator requires components
that are imported at a world price of $600. These
components are subject to a 10% ad valorem
tariff. What is the effective rate of protection
enjoyed by the sector producing refrigerators?

(v) In 2016, negotiators from twelve countries
around the Pacific Rim, including the United
States but not China, agreed on a proposal for a
new economic agreement called the

(vi) In an empirical study published in 1953 on
exports and imports of the United States in the
1940s, it was revealed that exports were labour
intensive and the imports were capital-intensive
in nature. This is referred to in economic
literature as .

(vii) Dynamic increasing returns to scale occur when
the cost of production falls as a firm’s
increases over time due to learning and
experience.

P.T.O.
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(vii)

(ix)
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The United States put a ban on imports of tuna
from Mexico that were not caught with nets,
which were safe for dolphins. So, in 1991,
Mexico appealed to the GATT against this ban.
What was the outcome of this case?

If a firm faces a marginal cost of ¢l and a
trade cost of t, and sets a domestic price P! and
an export price of P'X, When is the firm’s export
pricing considered. as dumping?

(a) When P =¢, +t
() When P _ ¢ < P!
(c) When PX= Pl + ¢,

(d) When PX= P! — ¢,

Section B

Attempt any 4 questions from this section.

All questions carry equal marks.

2. (a) Consider country Ironvia producing a metal Alloy

Z. In the production of Alloy Z, it releases a by
product T, which pollutes nearby water bodies and
harms aquatic life imposing a negative externality.

3
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With the opening up of the economy for free trade,
this country becomes an importer for Alloy Z.
Illustrate with the help of'a diagram how free
trade of Alloy Z might make this country better
off. ®)

(b) Consider two countries, A and B, producing wheat.

Demand and supply conditions in the two countries

are given below :

Country A: DD: Q, = 1000-2P
SS8: Q, = 200+2P
Country B: DD: Q, = 800-2P

SS: Q, = 400+2P

(i) Given this information, discuss the pattern
of trade. What will the world equilibrium
price and quantity be traded?

(if) Suppose the importing country imposes a
per unit tariff of 20. Through a neatly
labelled diagram, discuss the impact of this
tariff on the importing country, exporting

country and the world market of wheat.

(10)
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3.

(a) Consider a Ricardian model with two countries,
Agrofina, and Technofina, producing two goods:
X and Y. The tastes and preferences of the
consumers in both countries are the same, as
captured by the utility function U (X, Y) = XY.
The unit labour requirements are as follows.

Country arx ay
Technofina 4 5
Agrofina 1 3

Assume Technofina has 1,000 workers and
Agrofina has 100 workers.

(i) Plot the PPFs for both Technofina and
Agrofina.

(i) Plot the RD and RS curve and find the
equilibrium relative price

(iii) Do we have complete specialisation at this
point?

(iv)- Illustrate algebraically the gains from trade
for one of the countries. (2+8+2+3=15)

(b) Write a short note on Immiserizing Growth.

3)
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(a) A country produces two goods, wheat and cloth.

Wheat is produced using land and labour, while
cloth is produced using capital and labour. Labour
is mobile between the two sectors. Using the four-
quadrant diagram, explain the allocation of labour
across the two sectors. How does it change when
the relative price of cloth increases? What
implications does this have on the owners of the
factors of producti,oﬁ? (10)

(b) If the Governments are concerned about domestic

monopoly power, they should prefer tariffs to
quotas as instruments of trade policy. Explain the
same with a necessary diagram. ®)

(a), Consider two countries, Sunland and Rainland, in

the context of an offshoring model. Assume that
Sunland has a higher relative productivity of skilled
labour compared to Rainland. The extra cost of
capital and trade is uniform across production
activities.

(i) Given this setup, will Sunland be more likely
to offshore high-end or low-end production
activities in the value chain? Justify your
answer with reference to the positioning
of tasks along the value chain.

P.T.O.
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(ii) Now, suppose that the cost of capital or
trade falls in Rainland. How will this affect
the slicing of the value chain? Draw relative
labour supply and demand diagrams for the
two countries, showing the effect of this
change. What happens to the relative wage
of skilled workers to unskilled, workers in
each country? (6+6=12)

(b) Four, countries — India, Vietnam, Brazil and Kenya
produce tea at a unit cost of production of 35, 30,
20 and 15, respectively. While there are no
restrictions on ea;ports, each country imposes an

ad valorem tariff on imports of tea of 40%, 30%,

20%, and 10%, respectively. Suppose India and

Vietnam sign a free trade agreement. Will this

lead to trade creéation or trade diversion? 6)

.6. (a) In the world economy, there are two countries,
Alpha and Beta, that produce two goods, bread

* and ‘soap, using labour (L) and capital (K). Alpha

is relatively labour abundant, and Beta is relatively

capital abundant. Assume that bread is relatively

capital intensive and soap is labour intensive.
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(i) According to the Heckscher-Ohlin theorem,
what will the pattern of trade be between
Alpha and Beta?

(ii) Under what condition(s) will trade lead to
factor price equalization between the two

countries? (10)

(b) Consider two countries, Funland and Rockland,
Funland has a preference for consumption in the
future. and Rockland has a preference for current
consumption. Illustrate how trade is intertemporally
balanced with the help of diagram(s). ®)

7. (a) Explain how an increase in market size due to
economic integration affects firm-level outcomes
in a monopolistically competitive market. Why do
some firms gain while others lose from such

integration? (10)

(b) Explain Rybczynski’s Theorem with the help of a
diagram. (8)
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