
1. David Ricardo’s theory of international trade is known as 

a) Comparative cost advantage theory 

b) Absolute cost advantage theory 

c) Equi-marginal theory 

d) Modern theory of economics 

2. The presence of increasing returns to scale in an industry tends to  

a) Make that industry perfectly competitive. 

b) Discourage producers from exporting. 

c) Give a comparative advantage in that industry to large countries 

d) Cause price in that industry to rise with output 

3. Factor Price Equalization means that 

a) Free trade causes identical factors in different countries to be paid more nearly the same 

than they were in autarky 

b) If a country fails to trade, its skilled workers will earn no more than its unskilled workers 

c) Trade causes the return to human capital to be the same as the return to physical capital 

d) All workers are equally productive 

4. Wheat production is land intensive. Given the assumptions of the Heckscher-Ohlin model, 

the opening of trade in a land-abundant country will cause 

a) the domestic price of land to remain unchanged 

b) the domestic price of wheat to increase 

c) the domestic price of wheat to decrease 

d) the domestic price of land to decrease 

5. When countries trade according to each country’s respective comparative advantage 

a) Each country will capture some of the gains from trade 

b) If one country gains from the trade, the other country must lose an equal amount 

c) The country that imports the most gains. The country that exports the most loses 

d) The country that exports the most gains. The country that imports the most loses 

6. Theory of comparative cost advantage was presented by 

a) Adam Smith 

b) David Ricardo 

c) Marshall 

d) Hicks 

7. Which is NOT an advantage of international trade: 
a) Export of surplus production 
b) Import of defence material 
c) Dependence on foreign countries 
d) Availability of cheap raw materials 
8. Trade between two countries can be useful if cost ratios of goods are 

a) Equal 

b) Different 

c) Undetermined 

d) Decreasing 

9. Modern theory of international trade is based on the views of 

a) David Ricardo 

b) Adam Smith 

c) Heckscher and Ohlin 

d) J. B Say 

10. Net Export equals 



a) Export - Import 

b) Import + Export 

c) Export × Import 

d) Export ÷ Import 

11. According to Heckscher and Ohlin basic cause of international trade is 

a) Difference in factor endowments 

b) Difference in the market size 

c) Difference in fiscal policies 

d) Difference in economical systems 

12. Two countries can gain from foreign trade if 

a) Cost ratios are different 

b) Tariff rates are different 

c) Price ratios are different 

d) Both a) and c) 

13. International and domestic trade differ on 

a) Trade restrictions 

b) Factor immobility 

c) Different government policies 

d) All options are correct 

14. Terms of trade of developing countries are mostly unfavourable  

a) Their export mostly comprises of primary goods 

b) Their import mostly comprises of capital intensive 

c) They export few goods 

d) Both a) and b) 

15. Terms of trade of a country implies 

a) Ratio of goods exported and imported 

b) Ratio of import duties 

c) Ratio of prices of exports and imports 

d) Both a) and b) 

16. Terms of trade between two countries refer to the ratio of  

a) Export prices to import prices 

b) Ratio of goods exported and imported 

c) Ratio of import duties 

d) Merchandise trade  

17. When a large country imposes an import tariff 

a) Domestic production falls 

b) World prices fall 

c) Domestic prices fall 

d) World prices rise 

18. Suppose Country A is a capital abundant country and the B is labour abundant. Shoe 

production is labour intensive and auto production is capital intensive. In this example 

above, if there were no trade between Country A and B then 

a) Shoes would be relatively expensive in Country A 

b) Labour would be relatively expensive in the B 

c) Capital would be relatively expensive in Country A 

d) Shoes would be relatively expensive in the B 

19. A tariff on imports of product X generally helps the domestic producers of product X but 

____ domestic consumers of imports product X 



a) Hurts 

b) Helps 

c) Increases  

d) All options are incorrect 

20. Suppose country A has abundant labour and scarce capital. Product L requires labour 

intensive production. Product K requires capital intensive production. A result of open trade 

according to comparative advantages, 

a) The price of capital will decrease in country A 

b) The price of Product K will increase in country A 

c) Wages will decrease in country A 

d) The price of Product L will decrease in country A 

21. Terms of trade are favourable, if the current index in comparison to base year index is 

a) More 

b) Less 

c) Same 

d) All options are incorrect 

22. Gross barter terms of trade take into account 

a) All the items 

b) Only services 

c) Only goods 

d) Trade items and unilateral payments 

23. Single factorial terms of trade consider changes in 

a) Export and import prices 

b) Changes in efficiency of factors producing export goods 

c) Changes in efficiency of factors producing import goods 

d) Changes in demand for import 

24. Developing economies mostly experiences 

a) Favourable Terms of Trade 

b) Unfavourable Terms of Trade 

c) Better income terms of trade 

d) Both a) and c) 

25. According to H-O theory product price depends on 

a) Factor intensity 

b) Factor abundance 

c) Factor cost 

d) All options are correct 

26. Cultural changes due to international trade are always 

a) Positive 

b) Negative 

c) Both a) and b) 

d) Uncertain 

27. Which of the following is not a non-tariff barrier? 

a) A quota on apparel 

b) A tax equal to 12% of value on imported oil 

c) A voluntary export restraint on cars 

d) The threat to levy a tariff on imports that are sold at an unfairly low price 

28. The main difference between a tariff and a quota is 

a) A quota reduces the quantity of imports more than a tariff 



b) A tariff generates government revenue, while a quota, unless it is sold, does not 

c) A quota does not harm domestic consumers 

d) A tariff does not harm foreign producers 

29. Import quotas are most commonly administered 

a) By taxing imports 

b) By granting import rights to foreign firms or governments 

c) By auctioning import licenses to the highest bidder 

d) By granting import rights to domestic firms 

30. Which of the following will cause the tariff equivalent of a quota to increase in a small 

country? 

a) A decrease in domestic supply (the supply curving shifting left) 

b) A decrease in domestic demand (the demand curving shifting left) 

c) A rise in the world price 

d) All options are incorrect 

31. A protectionist measure whereby members of a regional trading bloc agree to 

impose an identical rate of protection on all goods imported from non-member 

countries. 
a) VER agreements 
b) Common external tariff 
c) Technological standards control 
d) Non-tariff agreement 
32. A situation where countries export a product at a price below the production cost 

a) Dumping 

b) Price skimming 

c) Full cost pricing 

d) All options are correct 

 

33. A situation where any advantage given by one member of the WTO is extended to all its 

members 

a) MFN status 

b) Trade diversion 

c) Trade creation 

d) Both b) and c) 

34. A tariff is __________. 

a) a complete ban on trade with a nation 

b) a ban on the importation of certain products from a nation 

c) export duty 

d) a tax on goods being imported into a country 

35. When a foreign company exports and sells below the market price, it is known 

as__________. 

a) subsidies. 

b) Countervailing measures 

c) Dumping 

d) Punitive barriers 

36. Voluntary export restraint is___________. 

a) Tariff Barrier 

b) Non-Tariff Barrier 



c) Both a) and b) 

d) Not a Trade barrier 

37. The objectives of import duty is/are____________ 

a) to raise income for the government 

b) to restrict imports 

c) to encourage exports 

d) to raise income and restrict imports 

38. Import tariff benefits_________ 

a) the consumers 

b) domestic producers 

c) overseas suppliers. 

d) the overseas producers 

39. Non- tariff trade barriers do not include_____________ 

a) administrative regulations 

b) export subsidiaries 

c) fiscal barriers 

d) quota 

40. Tariffs include_______ 

a) decrease the domestic price of a product 

b) increase government earnings from tax 

c) increase the quantity of imports 

d) decrease domestic production 

41. The terms of trade measure____________ 

a) the income of one country compared to another 

b) the GDP of one country compared to another 

c) the quantity of exports of one country compared to another 

d) export prices compared to import prices 

42. Foreign exchange transactions involve monetary transactions_________ 

a) among residents of the same country 

b) between residents of two countries only 

c) between residents of Two or more countries 

d) among residents of two or more countries 

43. The acronym FEMA stands for __________ 

a) Foreign Exchange Management Association 

b) Foreign Exchange Management Account 

c) Foreign Exchange Management Act 

d) All options are incorrect 

44. Devaluation means Fall in the value of the domestic currency in terms of foreign currency, 

under 

a) Flexible exchange rate system 

b) Fixed exchange rate system 

c) Managed flexible exchange rate system 

d) All options are correct 

45. Revaluation means rise in the value of the domestic currency in terms of foreign currency, 

under 

a) Flexible exchange rate system 

b) Fixed exchange rate system 

c) Managed flexible exchange rate system 



d) All options are correct 

46. Appreciation means rise in the value of the domestic currency in terms of foreign currency, 

under 

a) Flexible exchange rate system 

b) Fixed exchange rate system 

c) Managed flexible exchange rate system 

d) All options are correct 

47. GATT was replaced by WTO in  

a) 1995 

b) 1994 

c) 1993 

d) 1992 

48. When did WTO came into effect? 

a) 1st January 1995 

b) 1st January 1994 

c) 2nd January 1995 

d) 2nd January 1994 

49. How is common market different from custom union? 

a) A common market provides for freedom of movement to labour and capital 
b) A common market provides for common economic policies among member nations of an 

agreement. 
c) A common market requires members to adhere to common monetary and fiscal standards. 
d) All options are incorrect 

50.  Among the following options which is not the objective of the WTO? 

a) To protect environment 

b)  To improve the Balance of Payment situation of the member countries 

c) To improve the standard of living of peoples of the member countries 

d) To enlarge production and trade of goods 

51.  TRIPS (Trade-Related Aspects of Intellectual Property Rights) agreement is administered by: 

a) World Bank (WB) 

b) United Nations Organization (UNO) 

c) World Trade Organization (WTO) 

d) United Nations Conference on Trade and Development (UNCTAD) 

52. Executive Board of IMF on 2016 decided to include which currency into basket of currencies 

that make up its SDR or Special Drawing Right? 

a) Chinese yuan 

b) Swiss francs 
c) Australian dollar 
d) All options are incorrect 

53. When was IMF established? 

a) Dec 27,1945 

b) Jan 30, 1946 

c) Jan 30, 1947 

d) Dec 27, 1944 

54. The value of Special Drawing Right (SDR) is determined by the basket of _______ currencies. 

a) 4 

b) 5 

c) 6 



d) 7 

55. Which of the following currency has largest weightage in the determination of the value of 

the SDR? 

a) USA Dollar 

b) British Pound 

c) Japanese Yen 

d) Euro 

56. Which of the following is not the objective of the IMF? 

a) To promote international monetary cooperation 

b) To ensure balanced international trade 

c) To ensure exchange rate stability 

d) To provide loan to private sectors 

57. Which of the following statement is NOT correct about the quota at the IMF? 

a) Voting power in the IMF is based on a quota system 

b) USA has highest quota in the IMF 

c) Germany has third highest quota in the IMF 

d) Indian quota in the IMF stands at 2.79% of the total quota 

58. If the Balance of Payment of a country is adverse, then which institution will help that 

country? 

a) World Bank 

b) ADB 

c) IMF 

d) WTO 

59. Which of the following is known as the Paper Gold? 

a) US Dollar 

b) British Pound 

c) Indian Rupee 

d) Special Drawing Rights 

60. Under the original Scheme of IMF, each country was to maintain the value of its 

currency__________ 

a) within a margin of 1% of the par value 

b) within a margin of 2.5% of the par value 

c) not more than 1% below the par value 

d) exactly at the par value. 

61. A 'credit' in balance of payments indicates_________ 

a) accumulation of bank balances abroad 

b) foreign direct investment received into the country 

c) earning of foreign exchange by the country 

d) earning of foreign exchange or incurring of liability abroad or decrease in asset abroad. 

62. A 'debit' in balance of payments does not indicate __________ 

a) import of goods and services 

b) foreign tourists encashing traveller’s cheque in the country 

c) investments made abroad 

d) All options are incorrect 

63. The current account of balance of payments does not include______ 

a) Trade in goods 

b) Trade in services 

c) Income on investments 



d) All options are incorrect 

64. A country has a negative balance of trade. It means the balance of payments on current 

account__________ 

a) should also be negative 

b) should be positive 

c) may be positive or negative 

d) should be same as balance of trade 

65. The balance of payment does not include_____ 

a) transactions in real assets 

b) transactions in retail assets 

c) transactions between two non-residents 

d) transactions in gold 

66. Country A imports gold worth USD 100 million for commercial purposes. The transaction will 

affect___________ 

a) current account only 

b) capital account only 

c) official reserves account only 

d) both current account and capital account 

67. Money received for purchase of shares in Indian company by a foreign investor will be 

treated as foreign direct investment if __________ 

a) the investment is in equity shares 

b) the shares are allotted directly to him the company 

c) the investor has an intention to take active role in the management of the company 

d) the shares are acquired other than through stock exchange 

68. 'Basic balance' in balance of payments refers to ______ 

a) the balance of payments on current account 

b) the combined balance of current and capital accounts 

c) the balance in official reserves account 

d) the total of balance of current account and balances on long term items in capital account 

69. Autonomous transactions in balance of payments take place______ 

a) only among private individuals 

b) without the approval of the government 

c) generally, for profit motive 

d) as an effect of exchange rate changes 

70. For devaluation of the currency to be effective to correct balance of payments deficit_____ 

a) demand for exports should be price elastic 

b) demand for imports should be price elastic 

c) demand for imports and exports should be price elastic 

d) demand for exports should be price elastic and that for imports should be price inelastic 

71. The size of quota allocated to a member country determines________ 

a) its drawing powers 

b) its drawing power and voting rights 

c) its drawing power, voting rights and share in allocation of SDRs 

d) its drawing power, voting rights, nomination to Board of Governors and share in the 

allocation of SDRs 

72. Foreign exchange market is considered 24-hour market because _______ 

a) It is open all through the day 

b) All transactions are to be settled within 24 hours 



c) Due to geographical dispersal at least one market is active at any point of time 

d) minimum 24 hours must lapse before any transaction is settled 

 

73. The acronym SWIFT stands for _______ 

a) Safety Width in Financial Transactions 

b) Society for Worldwide International Financial Telecommunication 

c) Society for Worldwide Interbank Financial Telecommunication 

d) Swift Worldwide Information for Financial Transactions 

74. When exports exceed imports the balance of trade is ____ 

a) Unfavourable 

b) Favourable 

c) Neither favourable nor unfavourable 

d) None of the above 

75. Given a home country and a foreign country, purchasing power parity suggests that 

a) the home currency will appreciate if the current home inflation rate exceeds the current 

foreign inflation rate 

b) the home currency will depreciate if the current home interest rate exceeds the current 

foreign interest rate 

c) the home currency will depreciate if the current home inflation rate exceeds the current 

foreign inflation rate 

d) All options are correct 

76. If purchasing power parity were to hold even in the short run, then 

a) real exchange rates should tend to decrease over time 

b) real exchange rates should be stable over time 

c) real exchange rates should tend to increase over time 

d) All options are incorrect 

77. A forward currency transaction 

a) Is always at a premium over the spot rate 

b) Calls for exchange in the future of currencies at an agreed rate of exchange 

c) Sets the future date when delivery of a currency must be made at an unknown spot 

exchange rate 

d) All options are incorrect 

78. If inflation is expected to be 6 per cent higher in India than in USA 

a) purchasing power parity would predict that the India’s spot rate should decline by about 6 

per cent 

b) the theory of purchasing power parity would predict a drop in nominal interest rates in India 

of approximately 6 per cent 

c) the efficient market hypothesis suggests that no predictions can be made under a system of 

freely floating rates 

d) All options are correct 

79. Hedging is used by companies to 

a) Decrease the variability of tax paid 

b) Decrease the spread between spot and forward market quotes 

c) Decrease the variability of expected cash flows 

d) Increase the variability of expected cash flows 

80. Which of the following is true of foreign exchange markets? 



a) The futures market is mainly used by hedgers while the forward market is mainly used for 

speculating 

b) The futures market and the forward market are mainly used for hedging 

c) The futures market is mainly used by speculators while the forward market is mainly used 

for hedging 

d) The futures market and the forward market are mainly used for speculating 

81. Forward premium / differential depends upon 

a) Currencies fluctuation  

b) Interest rate differential between two countries 

c) Demand & supply of two currencies 

d) Stock market returns 

82. Exchange rates 

a) are always fixed 

b) fluctuate to equate the quantity of foreign exchange demanded with the quantity supplied 

c) fluctuate to equate imports and exports 

d) fluctuate to equate rates of interest in various countries 

83. An arbitrageur in foreign exchange is a person who 

a) simultaneously buys large amounts of a currency in one market and sell it in another market 

b) earns illegal profit by manipulating foreign exchange 

c) causes differences in exchange rates in different geographic markets 

d) All options are correct 

84. The Purchasing Power Parity (PPP) theory is a good predictor of 

a) the long-run tendencies between changes in the price level and the exchange rate of two 

countries 

b) interest rate differentials between two countries when there are strong barriers preventing 

trade between the two countries 

c) both a) and b) 

d) Neither a) and b) 

85. Depreciation means Fall in the value of the domestic currency in terms of foreign currency, 

under 

a) Flexible exchange rate system 

b) Fixed exchange rate system 

c) Managed flexible exchange rate system 

d) All options are correct 
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