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Unit-1 

International Business and Environment: Meaning, Nature, significance, 

dimensions, types Level of International Business and its Environment; Business 

Environment and strategic decisions: Geographic, Economic, political, 

Demographic, Social/Cultural and Regulatory Framework. 

Unit-2 

International Economic Cooperation and Agreements, Regional Economic 

Integration (Trade Blocks), Integration, Customs-Union, European Union, Indo-Eu 

Trade, Euro, south-south cooperation (SAARC, SAPTA, Indo-Lanka Free Trade 

Agreements, NAFTA. International commodity Agreements; Genaralised and 

Global systems of Trade Preferences (GSP & GSTP); International Trade and 

Investment Theories. 

Unit-3 International Economic Institutions: IMF, WB, ADB, UNCTAD, IMODO and 

WTO Multi-Fibre Arrangement (MFA); International Trade and Payments 

(Protectionism, Barriers: Tariff & Non-Tanff), State-Trading, Foreign-Trade Policy, 

Global Sourcing, BOPs, BOT and Indian scene. 

Unit-4 

Fortiga Exchange Market: Types of Exchange Rates, Participation in Foireign 

Exchange Meirt, types of foreign Exchange Market, ER Quotas. Determination of 

Foreign Exchange Rates, Futures, Options and Swap-Operations, Arbitrage, 

convertibility of Rupee. ER-Arrangements in India. 

 

 



 

 

Important question  

Short question  

1. What is meant by international business? 

2. State two key features of international business. 

3. What are the main types of international business? 

4. What is the significance of understanding the international business environment? 

5. How does the political environment affect international business decisions? 

6. Explain the role of social and cultural factors in strategic international decisions. 

7. What is regional economic integration? 

8. Differentiate between customs union and free trade area. 

9. What is the objective of SAARC? 

10. Write a short note on Indo-EU trade relations. 

11. What is the importance of Generalised System of Preferences (GSP)? 

12. Name and explain any one international trade theory. 

13. What is the primary function of the IMF? 

14. What is the role of the WTO in global trade? 

15. Explain the meaning of tariff and non-tariff barriers. 

16. What is Balance of Trade (BOT)? 

17. What do you understand by protectionism in trade policy? 

18. What is the Multi-Fibre Arrangement (MFA)? 

19. Define foreign exchange market. 

20. What are the different types of exchange rates? 

21. What is the meaning of futures and options in foreign exchange? 

22. Explain the concept of currency convertibility. 

23. What is meant by arbitrage in foreign exchange? 

24. What are the current exchange rate arrangements in India? 

Long question  

Unit 1: International Business and Environment 

1. Explain the concept of international business. Discuss its nature, significance, and various 

dimensions. How does it differ from domestic business? 

2. Analyze the impact of different components of the international business environment—

geographic, economic, political, demographic, and cultural—on strategic business 

decisions of multinational corporations. 

3. Discuss the types and levels of international business. How do environmental factors 

influence the selection of international business strategies? Support your answer with 

real-life examples. 

4. Evaluate the regulatory framework affecting international business. How do legal and 

institutional structures across countries affect business operations and strategic planning? 



Unit 2: International Economic Cooperation and Agreements 

1. Explain the concept of regional economic integration and trade blocs. Discuss the various 

forms of economic integration and analyze the advantages and disadvantages of joining 

such regional trade agreements. 

2. Critically examine the Indo-EU trade relations in light of recent developments. How do 

the trade agreements and the adoption of the Euro impact Indo-European trade? 

3. Discuss the role and significance of South-South cooperation in international trade with 

reference to SAARC, SAPTA, and the Indo-Lanka Free Trade Agreement. 

4. Evaluate the relevance and effectiveness of international commodity agreements and 

global systems of trade preferences like GSP and GSTP in promoting equitable global 

trade. 

Unit 3: International Economic Institutions and Trade Practices 

1. Describe the objectives, functions, and impact of major international economic 

institutions such as the IMF, World Bank, ADB, UNCTAD, and WTO in shaping global 

trade. 

2. What are the key features of the Multi-Fibre Arrangement (MFA)? Analyze its impact on 

developing countries with special reference to India. 

3. Discuss the concepts of protectionism and trade barriers. Compare and contrast tariff and 

non-tariff barriers, and evaluate their impact on global trade. 

4. Explain India’s foreign trade policy in the context of global sourcing and state trading. 

How have BOP (Balance of Payments) and BOT (Balance of Trade) influenced India’s 

international trade scenario? 

Unit 4: Foreign Exchange Market 

1. Define the foreign exchange market and explain its structure and participants. What are 

the different types of foreign exchange markets and exchange rate systems? 

2. How are foreign exchange rates determined in a free market? Explain the role of futures, 

options, swap operations, and arbitrage in foreign exchange markets. 

3. Discuss the concept of currency convertibility and its implications on a developing 

economy like India. Evaluate the current exchange rate arrangements in India. 

4. Explain the significance of Exchange Rate (ER) quotas and their effect on foreign trade. 

How does speculation in the forex market affect currency stability and trade 

performance? 

 

Answer of Short question  

1. What is meant by international business? 

It refers to commercial transactions (trade, investment, etc.) that occur across national 

borders. 

2. State two key features of international business. 

o Involves cross-border transactions. 

o Affected by multiple external environments (economic, political, etc.). 

3. What are the main types of international business? 

Exporting/importing, licensing, franchising, joint ventures, foreign direct investment 

(FDI), and multinational operations. 



4. What is the significance of understanding the international business environment? 

It helps businesses manage risks, adapt strategies, and make informed decisions in global 

markets. 

5. How does the political environment affect international business decisions? 

It influences regulations, trade policies, and investment conditions, impacting business 

operations and risks. 

6. Explain the role of social and cultural factors in strategic international decisions. 

They affect consumer preferences, communication styles, and management practices, 

requiring businesses to adapt accordingly. 

7. What is regional economic integration? 

It is an agreement among countries to reduce trade barriers and increase economic 

cooperation. 

8. Differentiate between customs union and free trade area. 

o Free trade area: No tariffs among members but individual external policies. 

o Customs union: No tariffs among members with a common external tariff policy. 

9. What is the objective of SAARC? 

To promote regional cooperation and development among South Asian countries. 

10. Write a short note on Indo-EU trade relations. 

India and the EU engage in trade and investment in goods, services, and technology, 

aiming to strengthen ties through strategic partnerships. 

11. What is the importance of Generalised System of Preferences (GSP)? 

It allows developing countries to export goods at reduced or zero tariffs to developed 

countries, promoting exports. 

12. Name and explain any one international trade theory. 

Comparative Advantage: A country should specialize in producing goods it can produce 

more efficiently than others. 

13. What is the primary function of the IMF? 

To maintain global financial stability and provide monetary support to countries in crisis. 

14. What is the role of the WTO in global trade? 

It promotes free and fair international trade by regulating trade rules and resolving 

disputes. 

15. Explain the meaning of tariff and non-tariff barriers. 

 Tariff: Tax on imported goods. 

 Non-tariff: Restrictions like quotas, licenses, and standards. 

16. What is Balance of Trade (BOT)? 

It is the difference between a country's exports and imports of goods. 

17. What do you understand by protectionism in trade policy? 

It refers to restricting imports to protect domestic industries through tariffs and other 

measures. 

18. What is the Multi-Fibre Arrangement (MFA)? 

A trade agreement that governed the export of textiles and garments from developing to 

developed countries until 2005. 

19. Define foreign exchange market. 

It is a global marketplace for buying and selling currencies. 

20. What are the different types of exchange rates? 

Fixed, floating, pegged, and managed float exchange rates. 

21. What is the meaning of futures and options in foreign exchange? 

They are contracts to buy/sell currencies at a future date at a predetermined rate (futures 

are binding; options give the right but not obligation). 



22. Explain the concept of currency convertibility. 

It refers to the ease with which a country's currency can be converted into another 

currency. 

23. What is meant by arbitrage in foreign exchange? 

It involves buying currency in one market and selling it in another for profit due to price 

differences. 

24. What are the current exchange rate arrangements in India? 

India follows a managed floating exchange rate system, where market forces determine 

the rate, with RBI interventions when necessary. 
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Answer of Long question  

     Unit :- 1  

ANS 1. Explain the concept of international business. Discuss its nature, 

significance, and various dimensions. How does it differ from domestic business? 

Concept: 

International business refers to all commercial transactions—private or governmental—that take 

place between two or more countries. It includes the exchange of goods, services, technology, 

capital, and knowledge across borders and at a global level. Firms involved in international 

business operate beyond domestic borders to exploit market opportunities, achieve economies of 

scale, or gain competitive advantages. 

Nature of International Business: 

 Multinational Activity: It involves firms operating in multiple countries through exports, 

joint ventures, franchising, or wholly owned subsidiaries. 

 Cross-Cultural Interactions: It requires dealing with different cultures, consumer 

preferences, legal systems, and business practices. 

 High Risk and Uncertainty: Due to political, economic, and currency risks, international 

business is more volatile than domestic trade. 

 Large Scale Operations: International businesses typically deal in larger volumes due to 

access to global markets. 



 Use of Advanced Technology: To manage operations spread across borders, international 

firms rely on sophisticated technology and communication systems. 

Significance: 

 Market Expansion: Firms can access new markets for their products and services. 

 Resource Access: Countries can obtain resources and raw materials not available locally. 

 Economies of Scale: International production and sales lead to cost advantages. 

 Technology Transfer: Promotes innovation and technological advancements across 

borders. 

 Improved International Relations: Encourages cooperation and diplomacy among nations. 

Dimensions of International Business: 

 Trade of Goods and Services: Exporting and importing finished goods, raw materials, and 

services. 

 Foreign Direct Investment (FDI): Investment in physical assets like factories in another 

country. 

 Licensing and Franchising: Agreements to use brand names or products across countries. 

 International Joint Ventures and Strategic Alliances: Partnerships between firms in 

different nations. 

 Global Outsourcing: Subcontracting parts of the business process to international firms. 

Differences from Domestic Business: 

Factor Domestic Business International Business 

Scope Operates within one country Operates in multiple countries 

Environment Homogeneous Heterogeneous 

Currency Single currency Multi-currency dealings 

Legal Framework Uniform laws Diverse legal systems 

Culture Single culture Multicultural dealings 

Risks Relatively lower High due to political, economic volatility 

 

ANS 2. Analyze the impact of different components of the international business 

environment—geographic, economic, political, demographic, and cultural—on 

strategic business decisions of multinational corporations. 

Multinational corporations (MNCs) must consider a variety of environmental factors while 

planning international operations. These components directly affect their strategic decisions, 

such as market entry, product adaptation, and operational strategies. 

1. Geographic Environment: 

 Impact: Geography influences transportation, logistics, climate-sensitive product design, 

and market accessibility. 

 Example: A firm selling winter clothing may find little demand in tropical regions. 

Amazon uses localized warehousing based on geographic logistics to ensure fast delivery. 

2. Economic Environment: 



 Impact: The level of economic development, inflation, exchange rates, and purchasing 

power affect demand and pricing strategies. 

 Example: Unilever adapts its product sizes and pricing in developing economies like 

India to match local income levels (e.g., shampoo sachets). 

3. Political Environment: 

 Impact: Government stability, trade policies, taxation, and foreign investment laws 

determine ease of doing business. 

 Example: Tesla faced entry delays in India due to policy uncertainty and import duty 

concerns. Political instability in Venezuela led several MNCs to exit the market. 

4. Demographic Environment: 

 Impact: Population size, age structure, literacy, and urbanization influence product 

offerings and marketing strategies. 

 Example: An aging population in Japan has led healthcare companies to offer elderly care 

and wellness products. 

5. Social/Cultural Environment: 

 Impact: Language, traditions, values, and consumer behavior require businesses to 

culturally adapt products and promotions. 

 Example: McDonald’s modifies its menu in India to exclude beef and pork, catering to 

local religious and cultural preferences. 

Conclusion: 

Strategic decisions in international business must be context-specific, as overlooking 

environmental factors can result in operational failure, poor brand perception, or financial losses. 

 

ANS 3. Discuss the types and levels of international business. How do 

environmental factors influence the selection of international business strategies? 

Support your answer with real-life examples. 

Types of International Business: 

1. Export and Import Trade: Basic form involving sale or purchase of goods/services across 

borders. 

2. Licensing and Franchising: Permitting foreign firms to use intellectual property. 

3. Joint Ventures: Partnerships between domestic and foreign firms. 

4. Foreign Direct Investment (FDI): Establishing or acquiring business assets abroad. 

5. Turnkey Projects and Management Contracts: Where firms build facilities and hand over 

operations. 

Levels of International Business: 

1. Domestic Company: Operates solely in the home market. 

2. International Company: Engages in some export/import. 

3. Multinational Company (MNC): Operates in multiple countries with local subsidiaries. 

4. Global Company: Views the world as a single market and integrates operations globally. 

5. Transnational Company: Combines global efficiency with local responsiveness. 



Influence of Environmental Factors on Strategy: 

 Economic Environment: Companies may enter high-income countries through wholly-

owned subsidiaries, while in lower-income markets, they might prefer joint ventures to 

share risks (e.g., Starbucks entered China via a local JV). 

 Political Environment: In politically unstable countries, firms limit their exposure 

through franchising rather than heavy investment (e.g., KFC in Nigeria uses franchise 

model). 

 Cultural Environment: Global brands tailor their offerings. For instance, Coca-Cola 

changes its advertising to reflect local values and language, while Domino’s offers 

vegetarian pizzas in India. 

 Legal/Regulatory Environment: Legal restrictions may push companies to partner with 

local firms. Walmart’s entry into India was through a JV due to FDI restrictions in retail. 

Conclusion: 

Firms must assess external environmental factors carefully and choose the most appropriate entry 

mode and strategy to succeed in international markets. There is no one-size-fits-all strategy in 

global business. 

 

ANS 4. Evaluate the regulatory framework affecting international business. How 

do legal and institutional structures across countries affect business operations and 

strategic planning? 

Introduction: 

The regulatory framework in international business includes all legal, institutional, and policy 

measures that govern cross-border business activities. These may involve laws related to trade, 

investment, labor, intellectual property, taxation, and environmental standards. 

Legal Structures Affecting Business: 

1. Trade Laws and Agreements: Tariffs, quotas, and free trade agreements like WTO rules, 

NAFTA, and bilateral treaties influence market access and cost structures. 

2. Foreign Investment Laws: Some countries impose restrictions on foreign ownership, 

requiring joint ventures or local partnerships. 

3. Intellectual Property Laws: Weak IPR enforcement can discourage entry into certain 

markets due to fear of counterfeiting (e.g., software firms avoiding some Asian markets). 

4. Labor Laws: Varying standards on wages, working hours, and union rights influence 

operational decisions and cost structures. 

5. Taxation Policies: Differential tax rates and double taxation agreements impact profit 

repatriation and investment attractiveness. 

6. Environmental Regulations: Firms need to comply with differing emission norms, waste 

disposal laws, and sustainability standards. 

Institutional Frameworks: 

 World Trade Organization (WTO): Ensures fair trade practices. 

 International Monetary Fund (IMF) and World Bank: Influence business climate through 

financial aid and reforms. 

 National Regulatory Bodies: SEBI (India), SEC (USA), etc., regulate financial markets 

and corporate governance. 



Impact on Business Strategy: 

 Entry Mode Decisions: Stricter regulations may encourage licensing/franchising instead 

of direct investment. 

 Product Strategy: Legal restrictions may require product modifications (e.g., automobile 

safety and emission norms). 

 Location Decisions: Countries with investor-friendly regulations attract more FDI (e.g., 

Singapore, UAE). 

 Compliance Costs: Legal obligations increase administrative costs, especially in heavily 

regulated sectors like pharma and finance. 

Example: 

Uber faced regulatory pushback in multiple countries regarding local licensing laws and labor 

regulations, which forced changes to its operating model. 

Unit :- 2  

ANS 1. Explain the concept of regional economic integration and trade blocs. 

Discuss the various forms of economic integration and analyze the advantages and 

disadvantages of joining such regional trade agreements. 

Concept: 

Regional Economic Integration refers to the process whereby countries in a specific geographical 

region come together to reduce or eliminate trade barriers, promote free flow of goods, services, 

capital, and labor, and harmonize economic policies. This is often achieved through trade blocs 

or agreements that facilitate regional cooperation and collective growth. 

Trade Blocs are intergovernmental agreements that promote regional trade by reducing or 

removing trade barriers among member countries. Examples include the European Union (EU), 

ASEAN, NAFTA (now USMCA), and SAARC. 

 

Forms of Economic Integration: 

1. Free Trade Area (FTA): Member countries eliminate tariffs and quotas among 

themselves but retain individual policies toward non-members. 

o Example: North American Free Trade Agreement (NAFTA) 

2. Customs Union: Includes features of FTA + a common external tariff against non-

members. 

o Example: Southern African Customs Union (SACU) 

3. Common Market: Adds to a customs union by allowing free movement of capital and 

labor. 

o Example: The European Economic Area (EEA) 

4. Economic Union: Combines all previous features and harmonizes economic policies, 

taxation, and laws. 

o Example: European Union (EU) 

5. Political Union: Highest level where member nations share political institutions and 

governance. 

o Rare; the EU shows partial characteristics. 

 



Advantages: 

 Increased Trade and Investment: Reduced trade barriers foster more efficient trade flows 

and foreign investments. 

 Economies of Scale: Firms benefit from a larger regional market, reducing per-unit 

production costs. 

 Enhanced Bargaining Power: United economic fronts can negotiate better global trade 

deals. 

 Improved Political Relations: Economic integration encourages peaceful cooperation. 

 Resource Optimization: Shared infrastructure and labor mobility enhance resource 

utilization. 

Disadvantages: 

 Loss of Sovereignty: Member nations may lose control over economic policies and 

regulations. 

 Uneven Benefits: Smaller or weaker economies might be overshadowed by stronger 

partners. 

 Trade Diversion: Regional deals may divert trade from more efficient global producers to 

less efficient regional ones. 

 Dependency: Economic issues in one member can spill over into others (e.g., Eurozone 

crisis). 

 

Conclusion: 

While regional integration brings economic strength and unity, it also requires balancing national 

interests with collective goals. Effective policy alignment and inclusive growth strategies are 

essential for long-term success. 

 

ANS 2. Critically examine the Indo-EU trade relations in light of recent 

developments. How do the trade agreements and the adoption of the Euro impact 

Indo-European trade? 

Indo-EU Trade Relations Overview: 

India and the European Union (EU) share a strategic partnership, particularly in trade, 

investment, technology, and environmental cooperation. The EU is one of India’s largest trading 

partners, while India ranks among the top 10 trade partners of the EU. 

 

Recent Developments: 

 FTA Negotiations: The India-EU Broad-based Trade and Investment Agreement (BTIA) 

has been under negotiation since 2007. Talks resumed in 2022 after a long pause, 

focusing on reducing tariffs, improving services access, and ensuring data protection. 

 Green and Digital Partnerships: The EU and India are collaborating on climate action, 

clean energy, and digital transformation, indicating a shift beyond traditional trade. 

 Strategic Cooperation: Post-Brexit, India is recalibrating its engagement with the EU to 

deepen bilateral relations with member states and the bloc as a whole. 



 

Impact of Trade Agreements: 

 Market Access: A comprehensive FTA could significantly enhance Indian exports, 

especially textiles, pharmaceuticals, and IT services. 

 Investment Growth: Easing trade rules would attract more EU investments into India's 

infrastructure and green economy sectors. 

 Technology Transfer: The EU’s advanced technological base can aid India's 

modernization efforts. 

 

Impact of the Euro Adoption: 

 Currency Stability: The Euro reduces exchange rate volatility in trade transactions with 

Eurozone countries, encouraging investment and ease of pricing. 

 Simplified Payments: Conducting trade in a single currency (Euro) across multiple EU 

countries simplifies payment and reduces hedging costs. 

 Price Transparency: A single currency enables Indian firms to compare prices across the 

EU and make informed decisions. 

 

Challenges: 

 Regulatory Differences: EU’s high standards for product safety and data protection pose 

compliance challenges for Indian exporters. 

 Tariff Barriers: Both sides still maintain certain tariffs that limit full trade potential. 

 Bureaucratic Hurdles: Complex administrative and visa procedures impact labor mobility 

and services trade. 

 

Conclusion: 

Indo-EU trade relations are poised for growth with renewed negotiation efforts. A well-

structured trade deal, supported by mutual economic interests, could unlock significant potential 

for both regions in the post-pandemic global economy. 

 

ANS 3. Discuss the role and significance of South-South cooperation in 

international trade with reference to SAARC, SAPTA, and the Indo-Lanka Free Trade 

Agreement. 

South-South Cooperation (SSC): 

SSC refers to the exchange of resources, technology, and knowledge among developing 

countries, primarily in the Global South. It is a response to the limitations of North-South trade 

relationships and promotes mutual development among developing nations. 

 

Role in International Trade: 



 Promotes Regional Trade: Encourages trade diversification beyond Western economies. 

 Reduces Dependency: Lessens reliance on developed economies by promoting self-

reliance and mutual cooperation. 

 Supports Capacity Building: Helps less-developed countries benefit from the expertise of 

peers. 

 Improves Bargaining Power: A united South can demand fairer trade terms globally. 

 

1. SAARC (South Asian Association for Regional Cooperation): 

 Established in 1985 to foster economic, cultural, and political cooperation in South Asia. 

 Members: Afghanistan, Bangladesh, Bhutan, India, Maldives, Nepal, Pakistan, and Sri 

Lanka. 

 Trade focus: Promoting regional trade through initiatives like SAFTA (South Asian Free 

Trade Area). 

Challenges: 

 Political tensions (especially India-Pakistan). 

 Low intra-regional trade (below 5% of total trade). 

 Infrastructure and regulatory barriers. 

 

2. SAPTA (SAARC Preferential Trading Arrangement): 

 Came into force in 1995. 

 Aimed at granting tariff concessions among member countries. 

 Acted as a precursor to SAFTA. 

Impact: 

 Encouraged the formation of regional supply chains. 

 Provided market access for smaller economies in the region. 

 

3. Indo-Lanka Free Trade Agreement (ILFTA): 

 Signed in 1998 and came into effect in 2000. 

 Bilateral FTA aimed at eliminating tariffs on a wide range of goods. 

 Led to a significant increase in trade volume between India and Sri Lanka. 

Benefits: 

 Boosted Sri Lankan exports like tea, garments, and rubber products. 

 Gave Indian businesses greater access to Sri Lanka’s markets. 

Issues: 

 Concerns over trade imbalances. 

 Non-tariff barriers and bureaucratic delays still exist. 



 

Conclusion: 

South-South cooperation through regional groupings like SAARC, SAPTA, and bilateral 

agreements like ILFTA is essential for sustainable and inclusive development in the Global 

South. However, stronger political will and infrastructure development are needed to fully realize 

the potential. 

 

ANS 4. Evaluate the relevance and effectiveness of international commodity 

agreements and global systems of trade preferences like GSP and GSTP in promoting 

equitable global trade. 

International Commodity Agreements (ICAs): 

ICAs are arrangements between producer and consumer countries to stabilize prices, ensure fair 

returns, and manage supply and demand of specific commodities like coffee, cocoa, rubber, etc. 

 

Objectives of ICAs: 

 Stabilize global commodity prices. 

 Protect producer countries from market fluctuations. 

 Ensure long-term supply for consumers. 

 Promote sustainable development. 

Examples: 

 International Coffee Agreement 

 International Cocoa Agreement 

Effectiveness: 

 Mixed results: Some ICAs succeeded in price stabilization temporarily, but many failed 

due to lack of cooperation or enforcement mechanisms. 

 Declined in importance post-1990s due to market liberalization and WTO rules 

discouraging trade restrictions. 

 

Generalized System of Preferences (GSP): 

 A non-reciprocal trade scheme where developed countries offer tariff reductions to 

developing nations. 

 The aim is to boost exports from poorer countries and support their industrialization. 

Global System of Trade Preferences (GSTP): 

 A South-South trade initiative under UNCTAD. 

 Offers tariff concessions among developing countries. 

 



Relevance and Benefits: 

 Market Access: Developing countries gain easier access to major global markets. 

 Export Diversification: Encourages growth in non-traditional exports. 

 Competitiveness: Reduces cost barriers, making goods from developing nations more 

competitive. 

 Job Creation: Supports industries and employment in lower-income countries. 

 

Limitations: 

 Unilateral Nature: GSP can be withdrawn unilaterally by donor countries (e.g., U.S. 

withdrew GSP benefits for India in 2019). 

 Limited Scope: Covers only a select number of goods; sensitive products often excluded. 

 Lack of Awareness: Many exporters in developing nations are unaware or unable to fully 

utilize these schemes. 

 

Unit :- 3 

ANS 1. Describe the objectives, functions, and impact of major international 

economic institutions such as the IMF, World Bank, ADB, UNCTAD, and WTO in 

shaping global trade. 

1. International Monetary Fund (IMF) 

Objectives: 

 Promote international monetary cooperation. 
 Facilitate balanced growth of international trade. 
 Ensure exchange rate stability. 
 Assist in correcting balance of payment problems. 

Functions: 

 Provides financial support to countries facing balance of payments deficits. 
 Offers technical assistance and economic surveillance. 
 Monitors exchange rate policies and macroeconomic trends. 

Impact: 

 IMF stabilizes economies through conditional loans. 
 Sometimes criticized for imposing austerity measures in developing countries. 

 

2. World Bank 

Objectives: 



 Reduce global poverty. 
 Promote sustainable development. 
 Provide funding for infrastructure, health, and education. 

Functions: 

 Offers long-term loans and grants to developing nations. 
 Funds development projects such as roads, schools, and water supply. 
 Provides research and policy advice. 

Impact: 

 Enabled large-scale infrastructure development in low-income countries. 
 However, projects sometimes displace communities or harm the environment. 

 

3. Asian Development Bank (ADB) 

Objectives: 

 Foster economic growth and cooperation in Asia-Pacific. 
 Support poverty reduction and inclusive development. 

Functions: 

 Provides loans, grants, and technical assistance. 
 Focuses on regional integration and sustainable infrastructure. 

Impact: 

 Plays a key role in regional development through clean energy, education, and transport 
projects. 

 Encourages cross-border collaboration. 

 

4. United Nations Conference on Trade and Development (UNCTAD) 

Objectives: 

 Integrate developing countries into the global economy. 
 Promote fair trade and development. 
 Reduce trade inequalities. 

Functions: 

 Conducts research and policy analysis. 
 Provides technical assistance. 
 Advocates for equitable trade policies and reforms. 

Impact: 

 Influenced global trade talks in favor of developing nations. 



 Promotes south-south cooperation and technology transfer. 

 

5. World Trade Organization (WTO) 

Objectives: 

 Facilitate free and fair global trade. 
 Settle trade disputes. 
 Monitor trade policies. 

Functions: 

 Administers trade agreements (e.g., GATT, TRIPS). 
 Provides a platform for multilateral trade negotiations. 
 Dispute settlement between member countries. 

Impact: 

 Helped reduce global trade barriers. 
 Criticized for favoring developed nations and neglecting poor countries’ concerns. 

 

Conclusion: 

These institutions are critical pillars of the international economic order, promoting stability, fairness, 

and cooperation in global trade. However, their policies must balance global efficiency with local equity 

and sustainability. 

 

ANS 2. What are the key features of the Multi-Fibre Arrangement (MFA)? 

Analyze its impact on developing countries with special reference to India. 

Key Features of MFA: 

 Purpose: Regulated the export of textiles and garments from developing to developed countries. 
 Time Period: In effect from 1974 to 2004. 
 Quota System: Imposed country-specific quotas on textile exports to protect industries in 

developed nations (like the US and EU). 
 Bilateral Agreements: Quotas were negotiated bilaterally between exporting and importing 

countries. 
 Managed Trade System: Contrary to the principles of free trade under GATT, it was a form of 

“managed trade.” 

 

Impact on Developing Countries: 

Positive: 



 Assured Market Access: Even though limited, developing countries had guaranteed quotas for 
exports. 

 Encouraged Export Diversification: Countries developed specialized garment industries to meet 
quota demands. 

Negative: 

 Restricted Growth: Growth of textile exports was artificially limited. 
 Distorted Competitiveness: Less efficient countries continued to export under quota 

protections, while efficient ones like India and China faced limits. 

 

Impact on India: 

Before MFA Expiry: 

 India became a major supplier of textiles despite quota limitations. 
 Gained competitive strength in value-added segments. 
 Quotas created predictable demand, encouraging capacity building. 

After MFA Expiry (Post-2005): 

 India benefited from the quota-free regime, expanding exports significantly. 
 Faced increased competition, especially from China. 
 Encouraged modernization of Indian textile units to stay competitive. 
 Opened new export markets in Latin America and Africa. 

 

Conclusion: 

While the MFA initially restricted India's full potential in textiles, it helped Indian firms prepare for global 

competition. The post-MFA phase allowed India to emerge as a major global player in the textile and 

apparel sector. 

 

ANS 3. Discuss the concepts of protectionism and trade barriers. Compare and 

contrast tariff and non-tariff barriers, and evaluate their impact on global trade. 

Protectionism: 

Protectionism is a policy of restricting imports to protect domestic industries from foreign competition. 

It is often justified on grounds of preserving jobs, ensuring national security, or supporting infant 

industries. 

 

Trade Barriers: 

1. Tariff Barriers: 



 Taxes or duties imposed on imported goods. 
 Types: 

o Specific Tariffs: Fixed amount per unit. 
o Ad Valorem Tariffs: Based on percentage of value. 

2. Non-Tariff Barriers (NTBs): 

 Indirect restrictions on imports and exports. 
 Examples: 

o Quotas 
o Licensing requirements 
o Technical standards 
o Subsidies to domestic producers 
o Customs procedures 

 

Comparison: 

Basis Tariff Barriers Non-Tariff Barriers 

Nature Monetary Regulatory/Administrative 

Visibility Transparent Often hidden or complex 

Revenue Generates revenue for government No revenue 

WTO Compliance More regulated Harder to monitor 

Impact Price increase of imports May delay or limit market entry 

 

Impact on Global Trade: 

Positive: 

 Protects local industries. 
 Promotes self-reliance. 
 Encourages domestic job creation. 

Negative: 

 Reduces trade efficiency and consumer choice. 
 Raises prices and causes retaliation (trade wars). 
 Distorts global supply chains. 
 Harms developing countries reliant on exports. 

Recent Example: The US-China trade war involved high tariffs, affecting global markets and pushing 

companies to diversify sourcing (e.g., shifting supply chains to Vietnam or India). 

 



Conclusion: 

While protectionism can offer short-term benefits to domestic industries, excessive trade barriers 

undermine global trade, reduce competitiveness, and ultimately harm consumers and economic growth. 

 

ANS 4. Explain India’s foreign trade policy in the context of global sourcing and 

state trading. How have BOP (Balance of Payments) and BOT (Balance of Trade) 

influenced India’s international trade scenario? 

India’s Foreign Trade Policy (FTP): 

The Foreign Trade Policy (currently 2023–2028) outlines strategies to boost exports, simplify trade 

procedures, and promote global integration. 

Key Focus Areas: 

 Enhancing ease of doing business for exporters. 
 Boosting MSMEs and digital trade. 
 Encouraging global sourcing and foreign investments. 
 Supporting export hubs and production-linked incentives (PLI). 

 

Global Sourcing: 

 Definition: Procuring raw materials or goods from international markets to leverage cost or 
quality advantages. 

 In India: Global sourcing is promoted through liberalized import policies, SEZs, and logistics 
development. 

 Impact: Helps Indian firms remain globally competitive, but also increases dependency on 
imports, especially for electronics, oil, and machinery. 

 

State Trading: 

 Conducted through agencies like STC (State Trading Corporation) and MMTC. 
 Involved in bulk imports (e.g., crude oil, fertilizers) and strategic exports (e.g., defense 

equipment). 
 Has declined over the years with liberalization, but still plays a role in sensitive commodities. 

 

Balance of Payments (BOP): 

 Definition: A record of all economic transactions between India and the rest of the world. 
 Components: Current Account (includes trade in goods and services), Capital Account (includes 

FDI, FII). 
 Impact: A BOP surplus attracts foreign reserves; a deficit may lead to borrowing or depreciation 

of the rupee. 
 India's Experience: 

o 1991 crisis due to BOP deficit led to liberalization. 



o Recent years have seen moderate BOP health due to software exports and remittances. 

 

Balance of Trade (BOT): 

 Definition: Difference between exports and imports of goods. 
 India’s Scenario: Traditionally, India has a trade deficit (imports > exports). 
 Reasons: 

o High import of crude oil, gold, and electronics. 
o Low export base in high-value sectors like electronics and capital goods. 

 

 Unit :- 4 

ANS 1. Define the foreign exchange market and explain its structure and 

participants. What are the different types of foreign exchange markets and exchange 

rate systems? 

Definition: 

The foreign exchange market (forex or FX market) is a global, decentralized marketplace where 

currencies are bought and sold. It facilitates the conversion of one currency into another, enabling 

international trade, investment, and financial transactions. 

 

Structure of the Forex Market: 

The forex market is over-the-counter (OTC) and operates 24 hours a day across different time zones. It is 

divided into: 

1. Interbank Market: 
o Largest segment; transactions between banks and financial institutions. 
o Used for large-volume currency trading, hedging, and speculation. 

2. Retail Market: 
o Involves smaller participants like businesses, investors, travelers, and individuals. 
o Accessed via brokers, banks, or online platforms. 

 

Major Participants: 

 Central Banks: Influence currency value through monetary policy and interventions. 
 Commercial Banks: Act as intermediaries for currency transactions. 
 Corporations: Engage in forex for international payments, imports, exports, and hedging. 
 Foreign Exchange Brokers: Facilitate transactions between buyers and sellers. 
 Hedge Funds & Investors: Participate for speculation and portfolio diversification. 
 Retail Traders: Individuals trading for profit using online platforms. 



 

Types of Forex Markets: 

1. Spot Market: 
o Immediate currency transactions (delivery within two business days). 
o Most liquid segment. 

2. Forward Market: 
o Agreements to exchange currency at a future date at a predetermined rate. 
o Used to hedge future risks. 

3. Futures Market: 
o Standardized contracts traded on exchanges. 
o Similar to forward contracts but regulated and more transparent. 

4. Options Market: 
o Gives the right, but not obligation, to buy or sell currency at a specified rate before a set 

date. 
5. Swap Market: 

o Two parties exchange currencies and agree to reverse the trade at a future date. 

 

Exchange Rate Systems: 

1. Fixed Exchange Rate: 
o Currency value is pegged to another major currency or a basket (e.g., Hong Kong dollar 

pegged to the USD). 
o Central bank maintains rate through intervention. 

2. Floating Exchange Rate: 
o Market-driven based on demand and supply (e.g., US dollar, Euro). 
o No direct government control. 

3. Managed Float (Dirty Float): 
o Market-driven with occasional central bank interventions to stabilize volatility (e.g., 

Indian Rupee). 

 

Conclusion: 

The foreign exchange market is the backbone of international finance. Its efficient functioning ensures 

smooth global trade and investment flows. 

 

ANS 2. How are foreign exchange rates determined in a free market? Explain the 

role of futures, options, swap operations, and arbitrage in foreign exchange markets. 

Exchange Rate Determination in Free Market: 

In a free market, exchange rates are determined by the forces of demand and supply of currencies: 

 Demand for a currency: Driven by exports, foreign investment inflows, remittances. 
 Supply of a currency: Comes from imports, outward remittances, and capital outflows. 



If demand for USD in India rises, the value of the USD increases against the INR, causing depreciation of 

the rupee. 

 

Factors Affecting Exchange Rates: 

 Interest Rates and Inflation: Higher interest rates attract investment, increasing demand for the 
currency. 

 Economic Indicators: GDP growth, employment data influence investor confidence. 
 Political Stability: Encourages or discourages foreign investment. 
 Market Sentiment: Speculation and expectations can move currency values. 

 

Role of Derivative Instruments: 

1. Futures: 

 A standardized contract to buy/sell currency at a future date and price. 
 Traded on exchanges (e.g., CME). 
 Used by investors to hedge against adverse currency movements. 

2. Options: 

 Grants the right, not obligation, to buy/sell a currency. 
 Useful for exporters/importers who want flexibility in hedging. 

3. Swaps: 

 Simultaneous buying and selling of currencies for two different dates. 
 Commonly used by banks and MNCs for hedging long-term exposure. 

4. Arbitrage: 

 Exploiting price differences in different markets for profit. 
 Example: Buying EUR/USD in London and selling it in New York at a higher rate. 
 Helps in aligning prices and enhancing market efficiency. 

 

Conclusion: 

Derivatives and arbitrage ensure that the foreign exchange market remains liquid, efficient, and less 

prone to major distortions. They help mitigate risk and stabilize fluctuations. 

 

ANS 3. Discuss the concept of currency convertibility and its implications on a 

developing economy like India. Evaluate the current exchange rate arrangements in 

India. 



Currency Convertibility: 

Currency convertibility refers to the freedom to convert a country's currency into foreign exchange 

without restrictions. 

 Current Account Convertibility: Allows conversion for trade in goods and services. 
 Capital Account Convertibility: Allows conversion for capital transactions like investment, loans, 

and asset purchases. 

 

India’s Convertibility Status: 

 Current Account: Fully convertible since 1994. 
 Capital Account: Partially convertible – Restrictions exist on capital flows by residents and 

foreign investors. 

 

Implications for India: 

Advantages: 

 Boosts Trade and Investment: Easier currency exchange supports international business. 
 Increases Investor Confidence: Promotes inflow of FDI and portfolio investment. 
 Efficient Capital Allocation: Enables Indian businesses to access global capital markets. 

Risks: 

 Currency Volatility: Sudden inflows/outflows can destabilize the rupee. 
 Financial Crisis Risk: Rapid capital flight (e.g., during global shocks) can drain reserves. 
 Speculation: Excessive speculation may cause sharp currency swings. 

 

India’s Exchange Rate Arrangement: 

 Managed Floating Exchange Rate System: 
o Determined by market demand and supply. 
o The RBI intervenes to prevent excessive volatility. 

Example: 

 During high inflation or external crises (e.g., 2008, COVID-19), the RBI sells USD to stabilize the 
rupee. 

 

Conclusion: 

India’s cautious approach to currency convertibility has protected it from many external shocks. Full 

capital convertibility may be introduced gradually as the financial system matures. 



 

ANS 4. Explain the significance of Exchange Rate (ER) quotas and their effect on 

foreign trade. How does speculation in the forex market affect currency stability and 

trade performance? 

Exchange Rate Quotas: 

ER Quotas refer to limits or guidelines set by central banks or international institutions (like IMF) on the 

amount of foreign exchange available for different purposes such as imports, travel, education, etc. 

In India: 

 Earlier Era: Quotas were strict under Foreign Exchange Regulation Act (FERA). 
 Now: Liberalized Exchange Rate Management System under FEMA (1999) allows greater 

freedom, though some limits remain (e.g., LRS cap on remittances). 

 

Effect on Foreign Trade: 

Positive: 

 Ensures controlled usage of scarce foreign reserves. 
 Prevents a sudden forex crisis due to overspending/imports. 

Negative: 

 Can restrict imports of capital goods and technology. 
 Limits business expansion and globalization of Indian firms. 
 Discourages foreign companies due to restricted currency access. 

 

Speculation in Forex Market: 

Speculation involves buying/selling currencies to profit from expected changes in exchange rates, not for 

trade purposes. 

 

Impacts of Speculation: 

Positive: 

 Adds liquidity to the market. 
 Narrows exchange rate gaps through arbitrage. 
 Encourages market efficiency. 

Negative: 



 Excessive speculation can cause: 
o Currency volatility 
o Exchange rate misalignment 
o Uncertainty in trade and investment 

Example: 

During the 2013 “Taper Tantrum”, speculative outflows caused the rupee to sharply depreciate, 

affecting imports and inflation. 

 

Impact on Trade Performance: 

 Unstable Exchange Rates: Make it hard for exporters/importers to price contracts. 
 Increased Hedging Costs: Businesses must spend more to protect against losses. 
 Reduced Competitiveness: Sudden appreciation makes exports costlier. 

 

 


