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1. (A) Explain Adam Smith’s theory of absolute cost advantage. 14 
       OR 
  Explain David Ricardo’s theory of comparative cost advantage. 
 
 (B) M.C.Q.    4 
  (1) Which one of the following assumptions is the most important assumption in 

the Heckscher Ohlin theory of International trade ? 
   (A) two factor  (B) full employment 
   (C) no tariff  (D) two commodities 
 

  (2) Ricardo’s theory of comparative cost advantage is based on the 
   (A) Opportunity cost theory (B) Labour cost theory  
   (C) Law of diminishing returns (D) Distribution theory 
 

  (3) The purpose of international trade is 
   (A) to correct imbalance in payments 
   (B) to encourage exports 
   (C) to increase national income 
   (D) to promote international understanding 
 

  (4) Modern theory of International trade was formulated by 
   (A) Samuelson  (B) Kindleberger 
   (C) Jacob Viner  (D) Heckscher-Ohlin  
 
2. (A) Explain Prof. Mill’s theory of Reciprocal demand.  14 
     OR 
  What is the terms of trade ? State the factors affecting terms of trade. 
 

 (B) M.C.Q.      4 
  (1) The terms of trade measure : 
   (A) How many units of goods must be given up for each unit received. 
   (B) Relative prices in the importing country. 
   (C) Relative prices in the exporting country. 
   (D) The volume of exports. 
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  (2) Balance of payments is 
   (A) always in deficit (B) always balances 
   (C) always favourable (D) None of the above 
  (3) The deficits in the balance of payments could be solved by 
   (A) liberalization of imports 
   (B) encouraging exports 
   (C) import substitution and export promotion. 
   (D) None of the above. 
  (4) Which factor does not influence the terms of trade ? 
   (A) Import   (B) Tariff 
   (C) Devaluation  (D) Political relations 
 
3. (A) What is free trade ? State the arguments for and against free trade. 14 

OR 
  What does protection mean ? Give arguments in support of the policy of 

protection. 
 
 (B) M.C.Q.      3 
  (1) ‘Nurse the baby, protect the child and free the adult’ is related with 
   (A) key industry argument (B) infant industry argument 
   (C) labour argument (D) anti-dumping argument 
  (2) A country’s prosperity in international trade depends on  
   (A) how much it exports (B) favourable balance of trade 
   (C) favourable balance of payments (D) trading with many countries. 
  (3) A tariff will 
   (A) improve a country’s terms of trade. 
   (B) increase the domestic price of imported goods. 
   (C) increase the income of the government. 
   (D) All of the above. 
 
4. (A) Discuss critically the purchasing power parity theory of exchange rate. 14 
      OR 
  Do you favour flexible or fixed exchange rate ? Give reasons in support of your 

answer. 
 
 (B) M.C.Q.      3 
  (1) Largest economy in the world in terms of purchasing power parity is  
   (A) USA   (B) India 
   (C) Germany  (D) Japan 
  (2) Rate of Exchange means 
   (A) Internal value of Currency (B) External value of Currency 
   (C) Price of Money (D) Price of Commodity 
  (3) When the question of Exchange rate arises ? 
   (A) in Government Trade (B) in Private Trade 
   (C) in International Trade (D) in Domestic Trade 
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