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INSTRUCTIONS: Answer Question ONE and any other TWO Questions.

QUESTION ONE — (30 MARKS)

a) Write short notes on the following terms:

i) International trade policy (3 Marks)
i) International Finance (3 Marks)
i) Terms of trade (3 Marks)
b) Given the following, calculate the rate of effeetiprotection whemn is 40 percentai is 0.5
andti is 40 percent. (5 Marks)
c) By use of diagrams, illustrate the effects of tratgating and trade diverting custom unions
on the nation’s welfare. (10 Marks)
d) Explain why the Heckscher-Onhlin theory is a generplilibrium model. (6 Marks)

QUESTION TWO — (20 MARKS)
a) Using a diagram, show the effect of an import quota (8 Marks)
b) Discuss why nations subsidize exports and commeptrablems of these subsidies.
(4 Marks)
c) Using a diagram, explain the effects of export &lyps (8 Marks)
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QUESTION THREE - (20 MARKS)
a) Using a diagram, explain the costs and benefitstafiff. (10 Marks)
b) Explain the Heckscher-Ohlin theory postulate arahidy the basic determinant of
comparative advantage as postulated by this model. (10 Marks)

QUESTION FOUR - (20 MARKS)

a) Using a diagram, explain the Rybczynski theorem. (8 Marks)
b) Explain neutral, labour-saving and capital-savieghhical progress. (6 Marks)
c) Discuss how international trade can be based atuptalifferentiation. (6 Marks)

QUESTION FIVE - (20 MARKS)
a) Using diagrams, explain effect of a tariff on com&u and producer surplus. (12 Marks)
b) Explain why a nation’s production possibility fragrtis the same as its consumption frontier

in the absence of trade. (8 Marks)

Meru University of Science & Technology is ISO 9001:2015 Certified
Foundation of Innovations Page 2



