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     TIME: 2 HOURS
INSTRUCTIONS:   
ANSWER QUESTION ONE (COMPULSORY) AND ANY OTHER TWO QUESTIONS

Question One (30 Marks)
a)
State the law of comparative advantage.  With the help of an example and calculations show how the law of comparative advantage is applicable as an example of why nations engage in international trade.






(15 Marks)

b)
(i)
State and discuss any five (5) assumptions present in the law of comparative 

advantage.







(5 Marks)

(ii)
Describe the Mercantilism theory of international trade and state any one weakness of this theory.





(5 Marks)

(iii)
Describe the theory of absolute advantage and state any one weakness of this theory.








(5 Marks)

Question Two (20 Marks)
a)
Discuss why demand for primary products in the world is inelastic according to the trade pessimist.








(10 Marks)

b)
“The only way for Kenya to be industrialized is for her to engage in international trade”.  Discuss any five (5) points in support of this statement.


(10 Marks)

Question Three (20 Marks)
Using illustration demonstrate the effects of imposition of Quota as a barrier to trade on economic growth and development of any country.




(20 Marks)

Question Four (20 Marks)
a)
State and discuss any five (5) conditions to ensuring that an economic integration would lead to welfare gains for any economic union.



(10 Marks)
b)
Discuss any five (5) reasons why Africa’s economic unions are weak in ensuring welfare gains for her citizens.







(10 Marks)

Question Five (20 Marks)

State and discuss any three (3) problems that developing countries experience while engaging international trade.  For each respective problem discuss any two (2) solutions.
(20 Marks)
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