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[bookmark: _Toc440376652]RIR 212: INTRODUCTION TO INTERNATIONAL ECONOMICS
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SPECIAL INSTRUCTIONS
1. Write your REGISTRATION NO. Clearly on the answer booklet(s).
2.  Answer Question One and ANY other TWO questions.
3. Questions in all sections should be answered in answer booklet(s). 
4. PLEASE start the answer to EACH question on a NEW PAGE. 
5. For the questions, write the number of the question on the answer booklet(s) in the order you answered. 
6. Write on both sides of each leaf and indicate number of each question at the top of each page.
7. Write the answers in paragraph form unless stated otherwise. 
8. Marks allocated to each question are shown at the end of the question.
9. All rough work must be done on the answer booklet and crossed through! 
10. Use supplementary pages only when you have exhausted those in this booklet.
11. Fasten the supplementary pages to the inside back cover of this booklet. 
SECTION A: (30 MARKS). COMPULSORY QUESTION

QUESTION ONE
Suppose that two countries, the US and Canada, can produce two goods: cars and cloth. Assume that the US requires 3 workers to produce a car and 2 workers to produce a unit of clothes. Canada needs 6 workers to produce a car and 5 workers to produce a unit of clothes. Use the Ricardian model of international trade to answer the following questions. 
a) Draw the Production Possibility Frontiers for both countries. Assume that the countries have 60 workers each. 									(8 marks) 
b) Under autarky, what are the relative prices of the two goods in the two countries?  Explain your answer. 										(7 marks) 
c) i. Under autarky, how many cars can a US worker buy if he or she spends all income on cars? 												(4 marks)
ii. Likewise, how many units of cloths could a US worker buy under autarky? Explain your answer. 										(4 marks) 
d) i. State within what range the relative price will be under free trade. 		(4 marks)
ii. Which country will export what good? Explain your answer. 			(3 marks) 

SECTION B: CHOOSE ANY TWO QUESTIONS (40 MARKS)

QUESTION TWO
a) What are Multinational corporations? 						(4 marks)

b) What motives do they have for foreign direct investment? 			(6 marks)

c) Evaluate the potential positive and negative effects of the issues surrounding multinational corporations in developing countries?						(10 marks)	


QUESTION THREE
a) Explain the difference between a free-trade area and a customs union.		 (7 marks) 

b) Explain the difference between trade creation and trade diversion. How do they affect welfare? 											(7 marks) 
c) It would seem that PTAs violate the most favored nation principle. How can it be that many WTO countries implement them despite this? 					(6 marks)

QUESTION FOUR
Free trade occurs when governments do not attempt to restrict what citizens can buy from another country or what they can sell to another country. While many nations are nominally committed to free trade, they tend to intervene in international trade to protect the interests of politically important groups: 
a) State THREE arguments for government intervention in free trade 	(6 marks)
b) Explain the following policies as used in restricting free international trade 
i. Tariffs 									(2 marks) 
ii. Subsidies 									(2 marks) 
iii. Import Quotas								(2 marks)
iv. Voluntary Export Quotas							(2 marks)

c) Discuss any FIVE challenges that normally arise in the implementation of trade policy between trading partners. 					(6 marks)
QUESTION FIVE
It is often argued that international discussions on trade liberalization follow the structure of a so-called prisoner’s dilemma. Consider the following game between Home and Foreign, where the figure below contains a matrix which describes the payoffs in terms of welfare for Home and Foreign depending on which country has import tariffs.
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Pay off matrix
a) Describe the coordination problem for two countries with this payoff structure and show possible outcomes for situations when the two countries can negotiate and when they cannot. Explain. 								(10 marks) 

b) In the provisions of the GATT/WTO-agreement, explain briefly what is meant by: 
i. [bookmark: _GoBack]The “Most-favored-nation-clause” (MFN), 				(5 marks) 
ii. The Safeguard provision (or the escape-clause).			(5 marks) 
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