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Note: Answers may be written either in English or
in Hindi; but the same medium should be
used throughout the paper.
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The question paper is divided into twe Sections.
Attempt four questions in all, selecting two questions from
each Section.

Simple calculator is allowed.
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(2)

(b)

(a)

SECTION - A
FAEMT - F
‘Free trade is beneficial only if your
country is strong enough to stand up to
foreign competition.” Do you agree with

this common belief ? Give reason(s) to
SUPPOTt YOUur answer. '

Applying the Heckscher-Ohlin framework
show that while a country as a whole
potentiaily gains from trade, the owners of
scarce factor of production are worse off.
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What is dumping ? Show how a firm can
maximize its profit by selling at a lower
price in foreign market ? Can dumping
occur if the domestic industry is perfectly
competitive ? Why ?



(b) Can international borrowing and lending be
viewed as a kind of intemational trade that
involves the trade of present consumption
for future consumption ? Explain the
patten of intemational lending and
borrowing and the determination of
intertemporal terms of trade. 6
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3. (a) Critically evaluate the important issues
related with the Globalization and the
Environment. ' 4

(b) The demand and supply curves of wheat for
Home and Foreign are respectively.

D =1400-50P; S =—600+50P
D*=1000-50P; S*=-200+50P
Find :
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(@)

(i) The equations of import demand and
. export supply curves.

(ii) The equilibrium price and quantity in
Home and Foreign without trade.

@iii) If the trade takes place, then the
equilibium world price and the
quantity of export and import.

(iv) If a tariff of ¥ 5 per unit is imposed
what will be the change in Home
price, Foreign price and the quantity
of export and import ?
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(a)

(b)

(a)

SECTION - B
HIT &

With flexible exchange rate, the exchange
rate can overshoot to its new long run
equilibrium level after the monetary
expansion. Given the above statement,

- explain that by introducing an additional

source of overshooting, J-curve effects
amplify the volatility of exchange rates.

Which stabilization policy do you find to be
more effective under the fixed exchange
rate : monetary policy or the fiscal policy ?
Why ?
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Crtically examine the case for floating
exchange rates based on three claims —

Monetary policy autonomy, symmetry and
the exchange rates as automatic stabilizers.
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(®)

(a)

In an open economy what is meant by
Internal Balance and External Balance ?
How do these goals of internal and external
balance motivate economic policy makers
In open economies ?
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Where will you suggest ‘Rajni’ to invest
her money (INR): in rupee deposit or the
dollar deposit, if today’s interest rate on one
year rupee deposit is 10% and on dollar
deposit is 2% ? I/$ exchange rate (no. of
rupees per dollar) is 50 and is expected to
be 55 after one year. What change in
interest rate on ¥ deposit will make the two
investments equally profitable ?

Discuss separately with suitable diagrams
the effects of increase in the U.S. money
supply and European money supply on
Dollar/Euro exchange rate.
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