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relative quantity produced in the case of complete
specialization? 4)

iii) Plot the relative demand and supply curve. What
is the equilibrium relative price? (5)

iv) Is there a full specialization in this case? (1)

v) Give a brief account of gains from trade for
Zuzuland. 3)
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Write short notes on any two of the following:
(2x7.5 = 15)

a. Preferential Trade Agreements

b. Effective Rate of Protection

c. Gravity Model
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Zuzuland has 100 units of labour and Signaland has
200 units of labour. The unit labour requirements for
producing laptops and mobile phones in Zuzuland are
2 and 5, respectively. However, it is 1 and 4,
respectively, in Signaland. Consumers in both
economies have similar tastes and preferences given
by U(L,M)= L**M®€. Assuming that labour is the only
factor of production and opportunity costs remain
unchanged, answer the following questions:

i) Construct the production possibility frontier for both
economies. (2)

ii) Would there be complete specialization? If yes,
between which price ratio? What would be the
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a) Explain different instruments of trade restrictions
used by countries for the movement of goods from
one country to another. 9)

b) State the Hecksher-Ohlin Model. Discuss its
paradox explained by Leonetiff. (6)
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a) Can international borrowing and lending be
interpreted as a form of international trade between
present and future consumption? Discuss with the
help of suitable diagrams. Also, explain the relative
price at which this intertemporal trade occurs. (8)

b) Explain with the help of a diagram as to how
economic integration can lead to both winners and
losers among firms in the same industry if the
firms differ in terms of their performance. (7)
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2.

Given Arizona’s demand and supply for multi-grain
bread is given by:

D = 800 — 10P
S = 200 + 30P

Laos, on the other hand, had demand and supply for
multi-grain bread as:

D* = 100 — 5P
S* = 40 + 15P

a) What is the autarky price of multi-grain bread in
two countries? 2)

b) Determine the world equilibrium price and quantity
of multigrain bread. (4)

¢) Examine the impact on the world equilibrium if
Arizona decides to put a tariff of $2 per unit on
the import of multi-grain bread. (3)

d) Illustrate the impact on consumers, producers and
Arizona’s government with such an intervention.

(6)
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D = 800 — 10P

S = 200 + 30P
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D* = 100 — 5P

S* = 40 + 15P
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3. a) Slovenia is a two-sector open economy: Electronics

2050

b)

5

and Agriculture. The electronics sector uses Skilled
Labour and Advanced Machinery for production,
while the agriculture sector relies on Arable Land
and Unskilled Labour. After a surge in global
demand for electronics, the relative price of
electronics has increased significantly. Using
suitable diagrams, explain the impact of this price
change on employment, output, and the incomes
of factor owners in both sectors in Slovenia. (10)

Explain the terms of trade argument in favour of
imposing an import tariff. (5)
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