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2. The question paper is divided into two sections' Attempt five questions in all'
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SECTION-A
iG[sg - 6'

(a) In a two commodity, two country case with only one factor of production

labour, the unit labour requirements in the production are given. Home has

600 units oflabour and Foreign has 1000 units oflabour. Home requires 3
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units of labour to produce one unit of good X and 5 units of labour to
produce one unit of good Y. Foreign requires 5 units of labour to produce
a unit ofX and l0 units oflabour to produce a unit ofy. Both the countries
have identical preferences given by the utility function U(X, y) : 20 X0.6 y04

(i) Construct the world relative dppply (RS) and world relative demand
(RD) curves.

(ii) Calculate the equilibrium relative price of good X in terms of good y.

(iii) Which country specializes in the production of X alone?

(iv) Explain gains from trade for Foreign with the help of a diagram.

(4+4+2+2)

(b) Write short note on any one:

(i) Gravity model

(ii) Leontiefparadox (3)

(or) i H, n -<* orh yflrr{ * +fi vn qrrFr qFT fr ft{R t rer++ i qrq fr
ilrsvffiilq ff rr{ il T6 *{ fttsr * qrs s.fir, 600 *{ t00o q{ Es.r{d 3qtrer
*r 5a $ qE x fr vq- ror{ vsra6ti+ fts rm * 3 EqrE* aqr qK y fr
c6 {6d * uercr+} s Eq.r{ ,rq * en-qr+s-il veft Br ftin } sE x d v6.
ror€ yer<+o-t** fts cm d s r*rEfr mr qq y d \'*,' r+,r{ * uerrrt
ro t6r€ arc d Bnqsr*-dr qsft ir iir tril i eq$ + ftq o{&qrr {qrr I ofu

T6 sc+Frd r6-im u(x, y) :20 xooyo.n t frqr rrqr il

(i) fr.{s qlqnr6. mrr \A (rqfus. tffi sft} 6r ftrfvr 6tl

(ii) sE x \-{ sE y * tta rflq urter 1u d Turtr dftqr

(iii) ohm +{r +q-ct x * rercc i frfrrtrer srq qlar i?

(ir) frhr * fts fud tft rar+rr * qrqn * ffi srA qnr fr sq dfrqr
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(e) F{+ t ffi cH w ag ftwff {in&r

(i) Ite sRsv (Gravity model)

(ii ) ftAls frfoIF{rq (Leontiefparadox)

(rr) err:e*n (intra-industry) qiqt G qfrq.+. fi{ (reciprocal dumping) vt f6 aE

ftqoft ftn*r

P.T.O.

2. (a) Assume the world economy with two countries: Zenland (Z) and Lincolnland

(L). Zenland exports more of present consumption and Lincolnland imports

more of the same. And the reverse holds with respect to future consumption'

Assuming the real interest rate to be'r', illustrate international intertemporal

equilibrium in terms of offer curves. Label the axes clearly. (5)

(b) Country A produces hardware and software using capital and labour' For

any given relative price, the ratio ofcapital to labour used in theprocess of

production of hardware is greater than that of software. Assess the impact

of an increase in capital of the country on the output produced, assuming

that the relative price of hardware as against software remains constant'

Substantiate your explanation using box diagrams as well as production

possibility frontiers. (5)

(c) Write a short note on intra-industry trade and reciprocal dumping. (5)

(m,) lr< ftfrv ft a m frffis G) \rq ffis (a qrft \16' fr{q irfiq-qtulr *r t+ds
qfqmsq+rr6rff(s'adr * vqr ftffisJrr6I sltrnit tsGr + 3fu qtrq3q+rr

+ fts d6 Es-fr ffid Rlfr tsr qa qnt Es +1 srGR-*. qrs 'r'* frq'r q-* d
q-6r{il+ €r@c stffimqrq d qrsrEil

(r<) ro?u AEfrcs ryqqlv+IrfiEr€+{tveffirtolsflrfia,,ctril ffi ft
A .Tff qltk6- *rn qt a€*cn * rsrr< t {fr m agrc dqr}+< 3-flrd-{+ tff
xt ergvre t erGr+. il qa qrr+"t fr- ffi+t * ffiq Er€+rt fr trqft-+, mc( fut
rcfr tr ?n t (fr d ara t gk 6r c.dil-fi q{ q-.s+ sre crns fi *q afffrqt dffi
ft-* vs rflrfi trrrs-{ EF 6r F+rr qtr sE dftgr
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3. (a)

4

The demand and supply functions of two economies A and B are given
below

DA=1600-40P, S^=800 r 40P

DB=2000-408 SB:400+40P

Country B imposes a unit tariffof5 per unit; calculate the terms oftrade
gain, efhciency losses and the total effect on welfare ofthe tariff. (6)

(b) Use the standard trade model to discuss the effect of import tariffs and
export subsidies on terms oftrade. (6)

(c) Write a short note on Metzler paradox. (3)

(m) n s+e-{e{r* A *r B + {.r ft cffi crm{ ft+ fr} w il
DA: I 600-40P, sA-800+40P

DB=2000-408 SB=400+40P

B tsr i{rqrd w s qR ff ql tRs.arn<r *r qrqR rrdT t anr, <rm rrft efu aa
t6-drIUI rR tfu * cqrs fr zronr 6.tr

4

(te) {rr+, qrqR ftd qr x*rr tt;r onrrcr ARm. ofu ffiil qRr& * qrqn fr rrff qt

crrr+ d Ai-++ dftqr

(.r) +.qa{ frtuqrq (Metzler paradox) rR \rt6 ae Pqrft ftn+ r -

(a) The economy ofYeatsland has two sectors: the biotechnology sector and
software sector. The output of biotechnology sector XB is produced using
capital (K) and biotechnologists (B), and, that of software sectors Xs is
produced through capital (K) and information technologists (l). There has
been an increase in the relative price of the output of the biotechnology
sector as against the software sector due to the growing demand. Analyse
the impact of this relative price change on income distribution among factors
using diagrams. ( l0)
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(b)

(o)

5

How can we use the rationale of the "learning curve" and "dynamic increasing

returns" towards furthering the case of protection? (5)

fffg ilfq-qtqr t A *d * +s ffiffi +d v{ ffi **r ffidffi **
?Fr sFrr-E=r xa $q mft6 fis-fr (B) e*< 1$ 1rcyor x*.r 6-{ frqr ordr I Ye

iffirt ** qr yerqt Xs tff (r)dcn qq-{r ffiffi gy an rfrn q-< fr-qr

vrar il qafr qm * qr<ur rffiqr * O 
"ru 

3. ffiffi serr< * qR|f6 rr€

+ gk A rff * rsrct * qru* * ftq B{rc ER{"r ; E{ {rifiro, fr{d n qffiq
* cqrs 6r ft-it * anr ffiwr qilr

(a) US is negotiating a mega-regional Free Trade Agreement: Trans Pacific
Partnership (TPP) with 1l other countries (which includes Japan, Mexico,

Malaysia and Singapore). Deploy your understanding of trade creation and

trade diversion towards bringing out the impact ofthe same on a country
which is part of this FTA? (5)

(b) What would the effective rate of protection on motorcycles in Indonesia be

if the government places a 50Yo ad valorem tariff on motorcycles, which
have a world price of500$, and,20%o tariffall on motorcycle components,

which together have a world price of 200$? (5)

(c) Show through a simple model as to how labour mobility across countries
results in the convergence in the real wages and increase in the level of
world output. (5)

(6.) US lrq r ?r} + qrq v6 fr{nd +frq 1-{fl qrqn q-rdi qre qRfr-*. qrffirq
(TPP) M unrt, lM, q+Rr<r ah fun5r f vt qrf,l 6r (6r *r vo ?n * fr
giT FTA 6T rr{s *:rs qt E€ ffi++ 6r nEr{ qqR Effi sfu qrqn frqraq (1..6.
creation and trade diversion) * emm q< gq dfrgr

(e) uE rliRr+r Et {.d'R itc{ qriB-d, ffi frrd qrqn t frrra soo$ l, vt 50

ffirn au Br{sR tfu Blti fuft-d + qrCs fu{ rlt +'r ft rq qrqR i i-fl z oo $

5

P.T.O

(r<) vtaur fr ffft + qtti{ t "Blftrrq qm" (learning curve) vdr "rrqreo gkqm

vRra' (dynamic increasing retums) * ururc*ff tr+T q} aq ft-q v-6R r+rr 6t
q-6+ a?
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6

l, qr zo ffirrc 1aq<n iftq d.n +ft + * FiiFTcr n +ct qr{h-d qt {rerq fr
car& qr wr *ff?

(q) ro qrqnq qs-sd{ * am @- ft ffi + ftq rm rrRftam ft-q e-6R qr€E-6

Td{il q{ + stFrqi"r arft * aqr Rrq wflr6{ * R{ + Etr t-{ft *l

SECTION B

GIqg - Et

(a) What rationale would you provide for the process of exchange rate
overshooting? Explain the same using the DD-AA framework. (10)

(b) Oikonomia is under a fixed exchange rate as under the Bretton Woods
period. It is currently in a zone characterized by high levels of employment
and excessive current account deficit.

(i) Plot the same in a diagram

(ii) Clearly bringing out the difference between expenditure switching and

expenditure changing policies, explain as to'which combination ofpolices
should the country resort to get back to equilibrium. (5)

(o.) frfrcq qr rqfuo fi-rdr t {d+ fr qfrqr + fts b{rc wr qrqr.{ff ffi y<o

qttr DD-AA s+€r 6T r+rr fi+ Es ffi{Esl

(te) tgrEq{**<n ffifrqr}rrftnftRqq<* erfi-ril s-dcmt{d +srEq

tw.rRRrG 3rsEr+'qrdrcn qA+ *dft-is+il

(i) E( Rrfr +] so fra i fr€r*r

(ii) qq 3r+dre{& (Expendinre-switching ) *iea<<ar< (Expenditure<hanging)

ffM + orr<gwq q''A EqETfir{A frEs }sr dqrq t erRq w}* frs
ffM + fr-{rffi 6r n+{r q'cqr qrBs?

(a) What happens to exchange rate under sterilized sale of the foreign assets

that keeps the money Supply constant, if we assume imperfect asset

substitutability? Illustrate the same with the help of a diagram. (9)

7
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(b) Write short notes on any two:

(i) Monetary trilemma in an open economy

(ii) Exchange rate pass through

(iii) Banking regulation (3+3)

(m) qR Eq s$ qftqqfr cfte{rrftr d qr< i, tt A'O qftuqft d *dr{-d

(sterilized) kfi * ft5ard$+ftrtiwft*, qrfrftcqq{yrwryrrrq rc

*? ft-d d {-6rrrfl + s{ 6J HE dfrsr

(€) fr-6 i *.g frwfi ftd
(0 co' rgitr wte-qien + +F*. q+qr

(ii) frftcq E{ crs {
(iii)ffit ftfr{q-{

(a) The Central Bank of Industried to defend its exchange rate at l8R/$ in the

first quarter of 1991, even when it was fast running out of reserves due to

the deterioration in the current account and the markets were expecting the

currency to devalue to 21 R/$. With the help of a diagram explain the efforts

of the Central Bank to defend the exchange rate at the initial stage, clearly
bringing out as to what happens to interest rate, foreign reserves and money

supply in this process? (9)

(b) Ultimately when the eflorts proved to be futile, the government decided to

devalue the currency to 2l R/$. Even when the current account improved
after devaluation, it occurred over a period of time. Discuss the rationale
behind the same with the help of a diagram. (6)

(m ) Rt +dq ++. + reer + cq{ frcrfi + ftftqq <r !il I 8R/g w terur H-A d +Fnr

!ft + $ n-s s{ qrqlqr+ n ftnse * qn"r ct-+ qrs i{Rft( frfu + +fr + o.ft

B{r rfr * *t srqr + frfrqq q{ + 2l R/$ * sr+rsq fr erqrsn *t E{ qBqr i

E

P.T.O.
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