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Section A
iR

This  question has nine  sub-parts,  and all are compulsory.  In pa.Its  (a) to  (e),
choose the correct option. For parts (I) to (i), write short answers.   (9x2=18)

Choose the correct options :

(a)   Which of these is not an assumption in the Heckscher-Ohlin model:

(i)  Tastes are identical across countries

(ii)  Technologies are identical across countries

(iii)  Factors of production are perfectly mobile -across cou-ntries

(iv)  Markets acre perfectly competitive

(b)   A firm  from the  country Home buys more than  10 percent of ra firm in
another country, Foreign. A part of the firm's production process is transferred
to the affiliate location. This activity is characterized as

(i)  Green field Foreign Direct Investment (FDI), Hori,zontal FDI

(ii) {Brownfield FDI, Vertical FDI

(iii)  Brownfield FDI, horizontal FDI

(iv)  Greenfield FDI. Vertical FDI    .

(c)    If a country's exports and imports within an industry are equal, the index of
intra-industry trade of the given industry will be

(i)  One

(ii)  Zero

(iii)  hfinite

(iv)  Calinot be determined.
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(d)   The Rybczynski theorem argues that if the supply of.labour increases in a
small economy, while prices of goods, and factors remain unchanged, then:

(i)  the output of all goods increases

(ii)  the output of all goods decreases

(iii)I the output of the labour-int-ensive good increases, while that of the
capital-intensive good decreases

(iv)  the output of the capital-intensive good increases, while that of the
labour-intensive good decreases.

(e)   The world price of a commodity X. is $100. Imports of this commodity are
levied a tariff of 20%. If produced domestically, inputs worth $60 need to
be imported. A tariff of 10% is le.vi.ed on inputs. What is the effective rate
of protection to domestic producers of X?

(i.)   1o%;

(ii)   15%

(ifi)  30%

(iv)  35%

Write brief answers:

(I)    Amazonica is a firm which engages in the production and export .of mobile
handsets based in Campos. The trade cost of exporting mobile handsets to
Indus be $ 0.5 per unit, and it exports 20,000 units to Indus. Altematively,
Amazonica can set up  a production facility in Indus  for a fixed cost is
$6000. Would it continue to export from Campos or set up a firm in. hdus`?

(g)   What is the magnification effect in the Stolper-Samuelson Theorem?

®   Under what conditions does trade lead tQ,immiserizing growth?

(i)    What is an optimum tariff?

P.T-O-
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Section. 8

Answer ahy tour  qtle.stions.

A:rh questions  carry  equal marks.
Ja

2.     (a)   Home  is  a  small  open  egonomy  with  600  workers  and  produces  two

commodities, food and cloth. Unit labour .requirement for ,producing.food is

1 worker-hour per unit of food, land unit' labour requirement for cloth is 3

worker-hours  per unit  of cloth.  In th`e  pre-trade world,  it  employs  300

workers in each of the two industries. With free trade, it faces world prices

of Rs.10. per unit of food and Rs. 20 per unit of cloth.

(i)  What is the pre-trade consumption of food and cloth in Hbme?

(ii)  Suppose the pre-trade equilibrium wage is Rs.  8 per hour.Jwhat are
the pre-trade prices of food and cloth in Home?

(iii)  When Home opens to free trade, under the normal assumptions of the
Ricardian mo.del, what will it export and import?

(iv)  What is. Home's national income, preL and post-trade, measured in
rupees? H`as the country. gained from trade?                     -

(v) . Suppose, contrary to the normal Ricardian..Model assumptions, that
when trade  is  opened,  workers  are unwilling  or unable to  change

occupations, so that we continue to have 300 workers in each industry.

What,  then,  is  the national income  of the  country?  How does  the

immobility of labour affect potential ga.ins from trade?                    (10)

(c)   Under the  assumption of the  Specific Factor Model, `a country produces
cloth (using capital and labour), and food (using land and labour). If the

price of cloth increases and the price of food remains constant, discuss the
redistribution of income with respect to labour, capital owners, and land

owners with appropriate diagrams.                                                                      (8,)
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3.     (a)    Considerthe following data ont-wo countries,Aan_dB :'               '     i

j1`.

xinadu-j` Alazar

Population (Millions of persons) 18 7

Capital per capz.fcz $37,500 $6000

(i). Which country is capital abundant and why?

(ii)  `S`upposing th,at the good Tea is labour-intensive\relative to good Soda,
which country will have a comparative advantage in the pro,duction of
Tea in a standard Heckscher-Ohlin framework? Why?

(iii)  As per the Predictions of the Heckscher-Ohlin model, will labour gain
or lose in xanadu when trade starts, and why?'                                  (9)

(b)   Describe,  using  ;a  suitable  diagram,  what  happens  when  a  segment
of equalization does not exist under the Factor Price Equalization (FPE)
theorem. (9)

4.     (a)   The demand and supply curve ofa small country is given as :

Demand: D = 700 -lop

Supply:  S  = .200  + 5P

(i)  Find the pre-trade`equilibriun:

(ii)  Compute and graph the following effects on.an import quota that limits
imports to 50 units. Assume that the country cannot influence the world

price, and the world price to begin with is $2.0.

(1)    The post=quota domestic price
*

The qupta rents

The consumption distortion loss

(4)    The production distortion loss (9)

P.T.O-
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a)   For a two-country, two-commodity world ,with free trade and no transpo.r't
'   '   ---6-6sts, dos--cribe the intemational e`quilib-r-i-urn using offer curves.                  (9)

5.     (a)   Discu.ss /the domestic market failure argument against free trade with the help
1tt,

of a suitable djagLram.                                                                                                 (6)

a)   Under conditions off monopoly, compare the effect of quota and tariff that
leads to the same` level o.f imports on price and output usin.g appropriate

diagrams.                                                                                                                          (8)

(c)   Describe the effects of export subsidy on terms of trade with the help of

relative supply (.RS) and relative demand (RD) curves.                                (4)

6.     (a)   Does free trade.help or harm the environment? Write a brief note.         (9.)

a)   Discuss  how a trade war can be characterized as  a Prisoner's  dilemma.

Explain  how  international  negotiation  may help  make  everyone  better

Off.                                                                                                                                                   (9 )

7. (a)   A country will always gain from offshoring if the world relative price differs

from that at home. Explain with the help of the production possibility curve

and isoquants.                                                                                                               (6)

a)   Describe the conditiofls under which clustering of firins may generate efficiency

gains.                                                                                                                             ``r                                   (6 )

(c)   When the firms differ in terms of their performance, economic integration

(increased market size) generate.s winners and losers. Explain.                  (6)
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(F) wh-giv.rfu a. rfe iRIFT fflT €3
\

(E)ifaqin.¥irmaTTanqFiaiarifro\am€?
+,

(a)ediinRma7+`=`T~T>.`.

EEEj Edi

IiiE
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taT5#5TR wi 75 3EFT aft I

Tqch wi qc HqFT 3i* g I
E=
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EI -\

(iFT)edFEFani5@ffl±€iRE600HGis€.3itqaaqt5di,ain3ft{-aH\```
i5T 3HTFT iF{aT  a I  ha ifr 3EqTan i± itr rfu  at  eFT ift  6itqQqcbdl  1

rfu-fa €, rfu aa a i3tqTFTi± itr rfuErf SHT tfr 3ilqQqchtil 3 aTfha-fa

€t gaH qTqR a q5a, qa affi 3an. ¥ 30-0 -300 ffi ch in in ani gca

qTqi{ifraTa,EaainR]Owhrfurfe6iriREth2OedrfuErfiftfa
ire ffl iTrm irm tTgen ai

(i) ed a iFTqR a q5a HTa Sir wh. ifr L:iiqa ian rfu9

(ii) qFT rm fat iHnR a q5a givqxp 8 wh rfe fa fli in ¥ air 3ife
ife fl iFrm{ a T5a ift ire. iFqT ffi3

(iii)iHauTqgaHqTqRi±itrgrar€,chfiEFTfufatftrmTFTTTRETch.ifr

tT5tT, qa HT life Sir enqla ch?

(iv)qiqRaT5a3itaTaa.,ediPrHBgivenzTwhtiian¥?iFTredchqTm

a an €an B?

P:T.O.---
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(v)qFTan,R5ifefa@HmFTTTandii±iaqth,iaTiHaiFTm`ch
ifflaT a, ch ire an]T in ed ifr its ala5gr " at aR ¥, life
HEatFT ch ¥ 300 alha ch t5a a.I aa fa iPr rty an iHr an? 5*H iR
Trfan iqTqR a aPr ri rirfu emit. ch tsa qrfu ed €3         (io )

-+,-+-,

(a)  iaRE 5TRE ire ift qTap:,ii s]gHR, ¥iFT ed 5ri} iFT 3tqi5T (Tan 3ie SHF 5r
whqie)3itein€3tqTa(®6ft{sFTiFTwha5a)ifi{aT¥iqfaxp
tfr dr qg wh € 6ft{ air ift ire ida i5@ €, ch SHF, ® 3ife ® ffi
i} rfu a eriq i* giv TR 3q9ia fflRE. i} HTq ed q±.I                       (8)

EE
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J,

(iR) a tdi, A rfu 8 a ri ¥ faHrqiTqci clap. TR ia" q±. :

iHTng® 6TRE

GFin (wh qRwh. a) 18 7

rfu rfu ffi $37,500 $6000a

(i) rfu en ed ® a Hga a 3ir ch?

(ii)qFTrmiaTffl5EfraTa,H5}driflgr]T¥sFT-iTan€,air-3ife
qTaff ch i± fflgrR aTq-ifr T3tqTET¥ ifa ed ch 9tliiuq7 atq in? ed?

(iii) in-cttalin ire tft aiTaquqi@Iq`i. a slgrR, qTqR F ch tR GTTms®S s*F

a imT in IT th, 3ife ed.7                                                       (9)

(RT)  TSRE HTEH i:=ierq.i:in:±&al+' (") wh i± rfu ida gcr¢ml§&:all 5T Eat ds te

ifi in a, a fflr in a, gr5T wh Gt]gqH rfu tfiT wh ed *.I
(9)
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4.     (iFT) vaTimed5Twh Sir eniFffiHrmiin"€: ,
\

TFT :  D = 700 -lop

aFat5 :.  s, = 2,00 + 5p

ti>i--i5givimrfei
iB=

(ii) eriqTa rfu a 50 rd. iTqT ffi ed TR -iffiRqtl-eeri¥ ift TTUPIT q±.
3ir=]iit3]Tt5-ri[TT]ra.iaTiniaHquchq`illiaEr"t5{qq5aT€,aife

Hife` iaH RI 20 ire ¥i

.(I)   whimltaafriSalEfaQqu

(2)  chiin
(3)   whiaFTan

(4)    i3EqTFT iaRT rfu

`\

(9)

(H)gaHiFm6iriRa5TETTTTarfuittfiataqEch.whgivi±ifr,iTRTqri.
ffl in q5ca ctaap giv ffl wh q±.I                                     (9 )

(E)3q9iHrfudfriT5TqenaIqaiHmi}ia5aihaQiTT"iPrfatFaniRrftRed
arml                                                                                            (6 )

(RT) T5rfefro th ias ti, 3qgr erR5if ffir wh ed gF, HqFT cat i± 3maTa
chfaedqTaha3irifeifrqF3iti3tqTFTTRq*whRTchgr]T
q¥,                                                                                                                       (8 )

(TT)  wh enTpe  (Rs)  3ir wh wh  (RD) qri. ifr ii5TqaT a qnR tft Hffi TR life
ae iR wh. Hr wh q±.I                                                            (4)

P.T.O.
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(ffl)quTgriqTqRTfui±.itr±¥ITfflpe7=erTR¥qTthchrfu
i€IfiEng I                             . 5.                             ¢                                      I                                                                  ( 9 )

•1`

(iF) qaT=q iar q[qT{ Ea ch ae th giv ifr Tit ¥ ira rfu iin ch H5aT €i qa
thqq9T9FiaT3faapwhenfri}itraREiaeed¥tantT5TqqTaffi
€1                                                                                                                                                       (9)

(iF)ifeaRqaTwhTF,the.whiFafiPr-achianedch6ffrfuachima
inl 3qTFTchrm i=aT 3ft{ 8i[-E-tl`icrql.c ifi tT5Tqin a EHfl tqTen rml      (6)

(a) gT qRRalRE qT rfu dife ias rfu qlffi tFT Hgiv €caaT ¥ qu EtqF
5I aaiaT €I                                                                                                        (6)

(q)  qq qffi. iR rd¥ Gin in a, d rfe Tin (`.aT5TR ifr enE5T{ S jf±) a
ap ediin. qt5.a an €. Sire F a5TFai qTen iENaei (6)
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