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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 paper.

3. ‘Section A is compulsory. !

4. From Section B, attempt Any Four questions. All questions ca;ry equal marks.

5. Useofa simple calculator is allowed.

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

k4

N

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

Choose the correct options :

(a) Which of these is not an assumption in the Heckscher-Ohlin model:
(i) Tastes are identical across countries
(i) Technologies are identical across countries
(iii) Factors of production are perfectly mobile across countriés

(iv) Markets are perfectly competitive

(b) A firm from the country Home buys more than 10 peércent of a 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) Greenfield Foreign Direct Investment (FDI), Horizontal FDI
(ii) Brownfield FDI, Vertical FDI
(iii) Brownfield FDI, horizontal FDI

(iv) Greenfield FDI. Vertical FDI

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

(1) One
(ii) Zero
(iii) Infinite

(iv) Cannot 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:

(1) the output of all goods increases
(i) the output of all goods decreases

(iii) the output of the labour-intensive 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.

(¢) 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 levied on inputs. What is the effective rate
of protection to domestic producers of X?

@ 10%
Gi) 15%
(i) 30%

@(iv) 35%

Write brief answers:

(® 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. Alternatively,
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 Indus?

(g) What is the magnification effect in the Stolper-Samuelson Theorem?
(h) Under what conditions does trade lead to.immiserizing growth?

() What is an optimum tariff?

PTO.



1033 <4
Section B
- Answer any four giestions. -
All questions carry equal marks.
2. (a) Home is a small open economy with 600 workers and produces two

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

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

worker-hours per unit of cloth. In the 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.

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

(i) Suppose the pre-trade equilibrium wage is Rs. 8 per hour.”"What 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 model, what will it export and import?

(iv) What is Home’s national income, pre- and post-trade, measured in

rupees? Has 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 workets in each industry.
What, then, is the national income of the country? How does the

immobility of labour affect potential gains 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) V
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3. (a) Consider the following data on two countries, A and B ¢ ot

o Xanadu ~ Alazar
Population (Millions of persons) ) 18 7
Capital per capita - $37,500 $6060

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

(i) Supposing that the good Tea is labour-intensive relative to good Soda,
which country will have a comparative advantage in the production 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? ©)

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

4. (a) The demand and supply curve of a small country is given as :
Demand: D = 700 — 10P
Supply: S =200 + 5P
(1) Find the pre-trade_equilibrium:

(i) 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 $20.

(1) The post-quota domestic price
(2) The quota rents
(3) The consumption distortion loss

(4) The production distortion loss )]

PTO.
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For a two-country, two-commodity world with free trade and no transport

~ costs, describe the international equilibrium using offér curves. ©)

@
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(b)
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Discuss the domestic market failure argument against free trade with the help

'of a suitable diagram. B ) (6)

Under conditions (;f monopoly, compare the effect of quota and tariff that

leads to the same level of imports on price and output using appropriate

diagrams. (8)

Describe the effects of export subsidy on terms of trade with the help of

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

Does free trade help or harm the environment? Write a brief note. ®

Discuss how a trade war can be characterized as a Prisoner’s dilemma.
Explain how international negotiation may help make everyone better

off. ©)

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)

Describe the conditions under which clustering of firms may generate efficiency

gains. ! 6)

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

(increased market size) generates winners and losers. Explain. 6)
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