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Part A

Answer all questions.

Each bunch of five questions carries a weightage of 1.
1. Akey assumption of the Mundell-Fleming model is that capital flows are :
(a) Restricted by capital controls.
(b) Inelastic and unresponsive to interest rate differentials.
(¢) Free and mobile between countries.
(d) Determined solely by exchange rate fluctuations.
2. The J-curve phenomenon is often obscrved in the short run due to :
(a) Long-term shifts in demand and supply.
(b) Changes in fiscal policy.
(¢) Delayed reactions of consumers and producers to price changes.
(d) Stableinterest rates.

: - of funds from foreign direct
3. Which component of the Balance of Payments represents the net flow of funds from tore:

investments and portfolio investments ?

Capital Account.
(a)  Current Account. (h) Cay

Financial Account.
(¢) Trade Account. ()
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5. According to the absorption approach, a country will likely to experience 4 trade dﬁﬁci;,g
absorption :

(a)  Exceeds its savings.

(b) Islower than its investment.

(¢} Matches its foreign exchange reserves.

(d) s equal to its government spending.

6. Capital account convertibility can be limited by :

( . . o .

al Allowing unrestricted foreign investment 1n the domestic stock market.
b L

/) Allowing individuals to freely transfer money abroad for any purpose

{t c) Imp]ementmg mport quotas to contye] the inflow of foreign goods
F d) Enabling citizens to exchange domestic currency for forej F s
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o A country following a fixed exchange rate regime may interveng in the foreign exchange market
by :

(a) Letting market forces determine exchange rates,

(b)  Allowing the currency to depreciate freely.

(¢) Buying or selling its own currency to maintain the fixed rate.

(d) Applying trade restrictions to control exchange rates.
10. Adirty float exchange rate system is characterized by :

(a) Central bank interventions to stabilize exchange rates.

(b} Exchange rates that remain constant over time.
() Freely fluctuating exchange rates determined by market forces.

(d) Exchange rates that can be adjusted periodically within certain limits,

11. Under a hybrid exchange rate system, ifa country's currency becomes overvalued, what action is

likely to be taken by the centra] bank ?

fa) Devalue the currency to adjust the exchange rate.
th)  Allow the currency to freely float.
fc) Introduce import quotas to control currency inflows,
(d) Peg the currency to another country's currency.
12. The main purpose of currency futures is to -
(@) Speculate on interest rate changes,
(h)  Hedge against exchange rate fluctuations.
fe) Investin foreign stocks.
() Borrow foreign currencies,
13, The toncept of an Optimum Currency Area (OCA) refors to:
(a) A region where a single

(h)

currency is the only legal tender,
An area where currency exchange rates are flexible,
ey A Beographical arca where

(d)y A reg

adopting a common curreney is economically beneficial,

ion with no cconomic ties to the rest of the world.
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Part B (Very Short Answey Questions)
Answer any five questions
Eac} sti ; ]
L Question carries ¢ welghtage of 1
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Slahorate on the ovigin and final collapse of the gold standard

we the absorption approach to the balance of payments.
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Rrenit and what were the main reasons behind the United Kingdom's decision to leave the
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n: - -~
Why the balance of pa)

(7 x 2 = 14 weightage)

Part D (Essay Questions)

Answer any two questions.
Each question carries a weightage of 4.

internal and external balance mechanism with the help of the Mundell-Fleming model

hall-Lerner Condition, and how does it explain the impact of currency depreciation

country’s trade balance ?

How the balance of payment is adjusted under a flexible exchange rate svstem ?
quilibrium in the balance of payments ? What are the important

Vhat zre the main causes of dise
jum in the balance of payments ?

w llal

methods for correcting disequilibri
(2 x 4 = 8 weightage!
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