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29	 A small trading country decides on a policy of import substitution by producing more goods and 
services itself rather than purchasing them from other countries.

	 What is the most likely reason for this policy?

	 A	 to follow the principle of absolute advantage

	 B	 to influence world prices in international markets

	 C	 to protect local industries from foreign competition

	 D	 to substitute imported technology for local labour

30	 The monetary authorities of a country, whose currency is floating freely, raise the market rates of 
interest.

	 Other things being equal, the exchange rate of the currency is most likely to

	 A	 fall, as domestic fixed capital formation declines in response to higher rates of interest.

	 B	 fall, because the quantity of money must be reduced to cause rates of interest to rise.

	 C	 rise, as foreigners buy the domestic currency in order to hold assets with a higher yield.

	 D	 rise, as exporters increase the volume of exports to hold foreign currency.


