
 
 

 

When there is a trade deficit   

a) Export >import 
b) Export < import 

c) Export = import 

d) Internal trade< external trade 

  In balanced trade  

       a) Export >import 
        b) Export < import 

           c)Export = import 

             d)Internal trade>external trade 

 

     when there is a trade deficit 

a) Y < C+I + G 

b) Y= C+I+G 

c) Y> C+ I +G 

In balanced trade  

a) Net exports > 0 

b) Net exports = 0 

c) Net exports < 0 

d) Imports > exports 

       In case of trade surplus  

a) Y>C+I+G 

b) Y= C+ I+G 

c) Y< C+ I+G 

d) Y= I 

 

In balanced trade  

a) Y = C+I+G 

b) Y> C + I +G 

c) Y < C+ I +G  

d) C = Y 

 

 



 
 

 

 

 

 

        when there is a trade balance 

a) Savings = investment 

b) Saving>    investment 

c) Savings < investment 

d)  Savings = consumption 

 

When there is a trade   deficit  

a) Net capital out flows are greater than zero 

b)  Net capital outflows are less than zero 

c)  Net capital outflows are equal to zero 

d)  capital inflows greater than zero  

 

when there is a trade surplus 

 a) Savings is equal to investment 

 b) Saving greater than investment 

 c)Savings less than investment 

 d) Savings is equal consumption 

 

 

When real exchange rate is higher 

a) Imports will be higher  

b) Exports will be higher  

c) Higher inflation 

d)   Net exports are equal to zero 

     

      An increase in domestic income leads to  

a) An increase in exports 

b)  An increase in imports 

c) Lower inflation 

d)  Higher inflation 



 
 

 

 

 

 

e) which of the following is the determinant of exports 

a) Domestic income 

b)  Foreign income  

c)  Savings 

d)   Imports 

When domestic demand increases trade balance will be 

a) Favorable 

b) Equal to zero  

c) Doesn’t change 

d)   Un favorable 

 

Real exchange is rate at which person can  

a) A person cannot do trade with other country 

b)  Exchange of goods and services with other country 

c)  Exchange of goods within country 

d) No exchange of goods within state 

    ) When country’s saving exceeds domestic investment its net 

capital outflows is  

a) Positive 

b)  Negative 

c)  Zero 

d) Equal to consumption 

        When country’s investment exceeds domestic savings its 

net capital outflows is 

a)   Remains same 

b)  Equal to zero 

c)   Less than zero 

d) Greater than zero 

When foreign income increases  

a) Exports remains zero 



 
 

 

b) Exports   increases 

c)  Export decreases 

d)  Import increases 

 

 

 

         The functional relationship between real exchange rate 

and imports is 

a)  Direct  

b)  Indirect 

c)   Unrelated 

d) Equilateral 

 

 

The functional relationship between real exchange rate and 

exports is 

a) Direct  

b) Indirect 

c)  Unrelated 

d)Equilateral 

  when government decides to increase spending to increase 

domestic demand the net                 exports will be     

a) Positive 

b) Zero 

c)  Remain same 

d) Negative 

      

 

Which of the following policy is ineffective in case of fixed 

exchange rate  

a) Fiscal policy  

b) Exchange rate policy 

c)  Inflation policy 



 
 

 

d)  Monetary policy 

under fixed exchange rate fiscal policy is more powerful 

because 

a) Fiscal accommodation 

b) Monetary accommodation 

c) Depreciation 

d)  appreciation  

 

 

 

in case of fixed exchange rate  

a) Market forces determines the exchange rate 

b)  Monetary authority determines the exchange rate 

c) Exchange rate depend on supply of foreign exchange 

d)  Exchange rate depends on supply of foreign exchange 

 

 

 

              Real  exchange rate increases when  

a) Prices of goods in foreign countries increases 

b) Prices of goods in foreign countries decreases 

c) Prices in two countries remain same 

d)  The little change in prices 

When        real exchange rate is lower   

a) Imports will be higher  

b)  Imports will be lower 

c) Imports unchanged 

d)  Exports lower 

      IS CURVE      SLOPES  

 a) downward from left to right 

            c) b upward from left to right 

             c)PARALLEL TO Y AXIS 

               d) PARALLEL TO X AXIS 



 
 

 

LM curve slopes  

                 a) upward from left to right 

    b)  downward from left to right 

    c) Parallel to x axis 

   d)Parallel to y axis 

In an open economy  

a) Savings = investment 

b)  Savings = investment + consumption 

c)  Savings = investment + net exports 

d)    Savings = investment + government expenditure  

                  

For any level of output the IS curve gives real interest rates 

                     That brings 

a) Exports in equilibrium 

b) Money market equilibrium 

c) Goods market equilibrium 

d) Imports in equilibrium 

                   For any level of output the LM curve  

                           brings 

a)  Money market is in equilibrium 

b) Export is in equilibrium 

c)  Goods market is in equilibrium 

d) Imports is in equilibrium 

    

 A rise in interest rates appreciates the exchange rate which in 

turns  

a) Reduces net exports 

b)  Increases net exports  

c) Keep net export constant 

d)  Change imports 

The net exports curve slopes  

a) Horizontal straight line 

b)  Vertical straight line 



 
 

 

c) Upward sloping  

d)  Downward sloping 

     When net exports curve shift to the right  

a) IS curve shifts towards left 

b)  IS curve shifts towards right 

c) LM curve shift towards left 

d)  LM curve shifts towards right 

 

           When net exports curve shift to the left 

a) IS curve shifts towards left 

b) LM curve shift towards left 

c)LM curve shifts towards right 

d)  IS towards right 

  

) When foreign real interest rates increase  

a) LM curve does not shift 

b)  LM curve is a vertical straight line 

c)  IS shifts towards right 

d) IS shifts towards left 

                when real money supply decreases 

a) LM curve shifts up towards right 

b)  LM curve shifts up towards left 

c)  LM curve shifts down toward right 

d)   LM curve shifts down towards left 

 

   when real money supply increases 

a) LM curve shifts up towards right 

b) LM curve shifts up towards left 

c)LM curve shifts down toward right 

d)LM curve shifts down towards left 

    higher foreign output will shift net exports  

            a) up towards right 

b) down toward right 



 
 

 

c)down towards left 

d) shifts up towards left 

       under fixed exchange rate  

a) MONETARY POLICY IS EFFECTIVE 

b) MONETARY POLICY IS INEFFECTIVE 

c) FISCAL POLICY IS INEFFECTIVE 

d)  EXCHANGE POLICY INEFFECTIVE 

            

      under flexible exchange rate  

A ) FISCAL POLICY IS EFFECTIVE 

B) MONETARY POLICY IS INEFFECTIVE 

C)FISCAL POLICY IS INEFFECTIVE 

                                D)EXCHANGE POLICY INEFFECTIVE  

    

                      under flexible exchange rate  

A) MONETARY POLICY IS EFFECTIVE 

Monetary policy is suitable under  

Flexible exchange rate 

 Nominal exchange rate  

Fixed exchange rate 

Real exchange rate 

if a country chooses a fixed exchange rate and unrestricted 

international financial flows it must give up 

      A)  fiscal autonomy 

        b) monetary autonomy 

           c)  exchange autonomy  

            d) inflation rate autonomy 

if a country chooses a fixed exchange rate and autonomous 

monetary policy it must give up 

a) Fiscal autonomy 

b)  Unrestricted capital flows 

c) Exchange autonomy  

d) Inflation autonomy 



 
 

 

 

 

  The choice of expansionary fiscal policy and expansionary 

monetary policy is 

a) When there is inflation and surplus 

b) When there is inflation and deficit 

c) When there is unemployment and deficit 

d) When there is unemployment and surplus. 

 

The choice of contractionary fiscal policy and contractionary 

monetary policy is 

a) When there is inflation and surplus 

b) When there is inflation and deficit 

c) When there is unemployment and deficit 

d) When there is unemployment and surplus 

 

    In the flexible exchange rate, a decline in the value of 

domestic currency would be called as  

a) Depreciation of currency  

b) Appreciation of currency  

c)  Revaluation of currency 

d)  Devaluation of currency 

       The sharp depreciation of rupee in the forex market can 

occur on account of 

a) Flight of capital from India 

b)  Capital inflows to India 

c)  Fall in global oil prices 

d) Fall in gold prices 

   

         India’s foreign exchange market is 

a) Free float  

b) Managed float 

c)  Fixed exchange rate 



 
 

 

d)  Hard peg 

           When there is a deficit in balance of payment the rupee 

is expected to  

a) Appreciate  

b) Depreciate  

c)  Shows no specific tendency  

d) Show bias 

              Capital account in balance of payment includes 

a) Export of services 

b) Import of services 

c) Long term lending to foreigners  

d) Export of goods 

 

 Currency crisis of Mexico was due to  

a) Sudden appreciation of peso 

b) Sudden devaluation of peso 

c) Lower inflation 

d)  Higher inflation 

 

 

The current account in the balance of payment does not 

includes 

a) Merchandise trade in services 

b)  total of all visible items of trade 

c)  Borrowings 

d) Autonomous and accommodating flows 

Autonomous capital flows are 

a) Independent of other items in BOP 

b) Dependent of other items in bop 

c) Are related to other items in bop 

d) Have impact on other items 

After covering current account excess capital account receipts 

are added to 



 
 

 

A) IMF ACCOUNT 

B) Foreign exchange reserve 

C) Official transfers 

D) Export account 

                                           

            Under flexible exchange rate system, the exchange rate 

is determined by 

a) The demand and supply of foreign) exchange 

b) Central bank  

c) Government 

d) Gold price 

India adopts  

a) Fixed exchange rate system 

b) Flexible exchange rate system 

c) Managed flexible exchange rate system 

d) Gold exchange rate 

It helps to equalize exchange rate in all parts of foreign 

exchange market 

a) Interest arbitrage 

b) Speculators 

c)  Hedgers  

d) Long term traders 

                              It is not the defect of flexible exchange rate 

system 

a) Speculation 

b) Structural unemployment 

c) Stability in international monetary system 

d) Discourages investment 

  

 

Fixed exchange rate system the exchange rate is 

a) Stable 

b) Unstable 



 
 

 

c) Fluctuating 

d) Manageable 

 

The central bank does not interfere in  

a) Flexible exchange rate 

b)   Fixed exchange rate  

c)     Managed flexible exchange rate 

d) Gold standard 

 

If there is more demand for foreign exchange the foreign 

currency will 

a) Appreciate 

b) Depreciate 

c)  Nil effect 

d) Fluctuate When the demand curve for foreign currency 

intersects supply curve the exchange rate will be 

a) Premium 

b) Discount 

c) Equilibrium 

d) Fluctuating 

 

 Under flexible exchange rate system exchange rate is 

determined by  

a) Demand for foreign exchange 

b)  Supply of foreign exchange 

c)  Supply and demand forces 

d) Government 

Demand curve of foreign exchange is  

a) Negatively related to rate of exchange 

b) Positively related to rate of exchange 

c) Not related to exchange 

d)  Proportionally related to exchange 

 



 
 

 

  

 When domestic currency gains in value in relation to foreign 

currency it is a situation of 

a) Currency appreciation 

b) Currency depreciation 

c) Currency devaluation 

d) Currency overvaluation 

e)   

f)  

Module 4 

In eurozone European nations should not have inflation more 

than  

a) 1.5 percent 

b) 5 percent 

c) 10 percent 

d)  6 percent 

The Asian infrastructure investment bank is in 

a) China 

b)  Singapore 

c) Thailand 

d) South Korea 

 

 The New development bank is also called as 

a) BRICS development bank 

b) Indian development bank 

c)  Asian development bank 

d)  Public development bank 

 

IBRD is also known as  

a) World development bank 

b)  BRICS bank 

c) Asian development bank 

d) IMF 



 
 

 

National Development Bank have  

a) 10 member countries 

b) 5 members countries 

c)  6 members countries 

d) 10 members countries 

Which of the following countries suffered most due to 

European debt crisis? 

a) Greece 

b) France 

c) England 

d) Germany 

The eurozone crisis was a 

a) Immigration crisis 

b) Food crisis 

c) Sovereign debt crisis 

d) Political crisis 

 

The functioning of EU SINGLE MARKET WAS GOVERNED BY 

a) Treaty of Rome 

b) Treaty of Amity 

c)  Treaty of stability 

d) Treaty of functioning of European union 

       It was signed to create EUROPEAN UNION IN 1993 

a) Treaty of Rome 

 b) Treaty of Amity 

c)  Treaty of Maastricht 

d) Treaty of London 

the euro replaced national currencies in a year 

a) 1997 

b) 2002 

c) 2000 

d) 1995 

 



 
 

 

It is one of the disadvantages of international integration 

a) Cross border investment flows 

b) Employment generation 

c) Increasing interdependence 

d) Conflict resolution 

 

 

 

 The financial crisis of 2007 2008 originated from 

 a) England 

b) Russia 

c) USA 

d) Greece 

 

during the financial crisis 2007 08 which financial instrument 

 commonly called as toxic asset 

a) Stocks 

b) Treasury bills 

c) Government bond 

d) Mortgage-backed securities  

 

 The euro currency is a  

a) Bank deposits with European bank 

b)  Currency of European union 

c)  Bank deposits of England 

d) Bank deposit outside Europe 

 

 Where is the headquarters of new development bank 

situated? 

a) Beijing china 

b) Moscow Russia 

c) South Africa 

d) Shanghai china 



 
 

 

 

When was New Development bank formed in the year? 

A) 2012 

B) 2014 

C) 2016 

D) 2018 

What is the initial authorized capital of new development 

bank? 

a) 50 billion dollars 

b) 150 billion dollars 

c) 120 billion dollars 

d) 100 billion dollars 

How much is the share of India among shareholders of New 

Development Bank? 

a) 15% 

b) 12% 

c) 20% 

d) 10% 

It measures the imbalance between the country’s exports 

and its imports. 
a) Net exports 

b) Exports 

c) Imports 

d) Net capital outflow 
 

Domestic demand comprises of . 

a) only consumption demand (C ) 

b) only investment demand ( I ) 
 

c) only government demand (G ) 
 

d) C + I + G 

IS curve the investment spending is more sensitive to the 



 
 

 

changes in the interest rate. 
a) Perfectly elastic 

b) more elastic 

c) less elastic 
d) Perfectly inelastic 

Domestic demand is a function of . 

a) Investment 

b) capital 

c) income 

d) exports 
answer (c) 

    IS curve being when the investment spending is less 

sensitive to the changes in the interest rate. 

Perfectly elastic 

more elastic 

less elastic 

Perfectly inelastic 
Answer (c) 

When the real interest rate increases, national savings   

do not change 

increase 

       decrease 

become zero 

answer ( b) 
When the real interest rate increases, national investment 

 

a) does not change 

b) increases 
 

c) decreases 
 

d) becomes zero 

 



 
 

 

(c) 
Money contraction leads to ----in rate of interest. 

a) increase 

b) decrease 

c) no change 

d) infinite change 

 
Mundell- Fleming model does not highlight 

a) fixed exchange rate 

b) capital flows 
 

c) monetary policy dependence 
 

d) infrastructure 
Under the flexible exchange rate, there is no intervention  in 

the foreign exchange rate market. 
a) Government 

b) Central Bank 

c) World Bank 

d) IMF 
 

Exchange rate crisis does not lead to  

a. economic stability 

b. speculation 

c. unemployment 

d. poverty 

is not a measure to control foreign exchange crisis. 
 

a. Fiscal discipline 

b. Enough foreign exchange reserves 

c. strong financial system 

d. excessive public debt 



 
 

 

European Union introduced the Euro in  

a. 1944 
b. 1960 

c.   1975 

d. 1999 

 
Intervention becomes essential, when the foreign 

exchange rate        fluctuates with a wide margin. 

Central Bank 
 
Government 

SEBI 

IMF 
        is not a BRICS country. 
 

a. Brazil 
 

b. India 

c. China 

d. Nepal 

In fixed exchange rate policy, the domestic interest rate must 
be foreign interest rate 

a) More than 
b) Greater than 

c) Equal to 

d) Less than 

 

 

 

 

 

 



 
 

 

Investment expenditure of a country is depending on level of 

income and 

a) Interest rates 

b) Consumption 

c) Interest rates 

d) Public 
Y = C + I + G +  
 

a) NM 

b) NX 

c) MX 

d) LM 

In surplus trade, Savings are investments 

A) GREATER 

B) LESS 

C) EQUAL 

D) SAME 

A currency is a widely accepted currency in international 

market. 

a) Transport 

b) Vehicle 

c) Truck 

d) Motor 

The exchange rate promotes international cooperation 

a) Flexible 

b) Fixed 

c) Current 

d) Constant 

Most of the developing countries have now opted  

exchange rate 

a) Fixed 

b) Flexible 

c) Managed 



 
 

 

d) Smooth 

 

 

 The exchange rate does not react quickly to market forces 

a) Fixed 

b) Flexible 

c) Smooth 

d) Constant 

Huge   _____term foreign debt leads to exchange rate crisis. 

a) Long term 

b)  Short term 

c) Medium term 

d)  Very long term 

Management of ___exchange rate helps to control 

foreign exchange crisis. 

a)  Spot 

b) Forward 

c) Foreign 

d) Commodity 

 

The Asian countries suffered from exchange rate crisis in the 

year 

a) 1985 

b) 1990 

c) 1995 

d) 1997 

The   Maastricht   Treaty was   formerly known   as   European   

_  

a) Community 

b) Union 

c) Society 

d) County 

The global financial crisis started in 



 
 

 

a) UK 

b) USA 

c) JAPAN 

d) India 

 

 

The   Asian   Infrastructure   Investment   Bank   (AIIB)   was   

established   in 

a) 2012 

b) 2014 

c) 2015 

d) 2020 

For the determination of interest rate in the basic IS-LM 

model, supply of money should be demand for money 

a) Greater than 

b) Less than 

c)  Equal to 

d)  More than 

      The diagram helps to determine the appropriate policy mix 

to reach internal and external balance. 

a) IS 

b) LM 

c)  NX 

d) SWAN 

 

Supply of money of the country is controlled by bank 

A) STATE BANK 

B)  COOPERATIVE BANK 

C) CENTRAL BANK 

D)  ASIAN BANK 

 

The United States of America adopted the gold standard in 

the year 



 
 

 

a) 1991 

b) 1879 

c) 1800 

d) 1690 

In World War I, _was worst sufferer 

a) UK 

b) Germany 

c) USA 

d) RUSSIA 

 

 

 

 

 The bank was formerly known as BRICS

 Development Bank. 

A) New Development bank 

B) World Bank 

C) IBRD 

D) IMF 

Answer (a) 

 

The headquarters of New Development Bank is in  

a) US 

b) CHINA 

c)  UK 

d)  JAPAN 

 

 

 

 

 

 

 



 
 

 

Irrational speculation leads to       

A) BANWAGON EFFECT 

B) NEGATIVE EFFECT 

C)  SNAKE 

D) APPEAL 

 


