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Question No: 1  (Marks: 1) - Please choase 0
As more of a good is consumed, then total utilpically:
» Increases at a decreasing rate.
» Decreases as long as marginal utility is negative.
» Decreases as long as marginal utility is positive.
» Is negative as long as marginal utility is decirggs

Question No: 2 (Marks: 1) - Please choase 0
A production function:

» Relates inputs with output.

» Generates a curve that is upward sloping.

» Shows diminishing marginal product of an inputicsi it gets flatter as output
rises.

» All of the given options.

Question No: 3 (Marks: 1) - Please choos® 0

arises when an increase in allitsnpeads to a more-than-
proportional increase in the level of output. means that as inputs are
added to the production process, output increasgmgionally.

» Economies of scale; constant returns to scale.

» Constant returns to scale; decreasing returncaie.s
» Decreasing returns to scale; economies of scale.
» Economies of scale; decreasing returns to scale.

Question No: 4 (Marks: 1) - Please choase 0
Total costs are the sum of:




» Marginal costs and variable costs.

» Fixed costs and variable costs.

» Fixed costs and marginal costs.

» Average variable costs and marginal costs.

Question No: 5 (Marks: 1) - Please choos® 0
As compared to existing firms, a new firm enterimgnonopolist market has:
» High costs.
» Low costs.
» Equal costs.
» None of the given options.

Question No: 6 (Marks: 1) - Please choos® 0
The maximum price that a consumer is willing ty & a good is called:

» The reservation price.
» The market price.

» The first-degree price.
» The block price.

Question No: 7 (Marks: 1) - Please choase 0
The market structure in which strategic considenstare most important is:

» Monopolistic competition.
» Oligopoly.

» Pure competition.

» Pure monopoly.

Question No: 8 (Marks: 1) - Please choase 0
Price exceeds marginal revenue in which of thiefohg market structure(s)?
» Differentiated oligopoly and monopoly only.
» Standardized oligopoly and pure competition only.
» Monopolistic competition and monopoly only.
» Monopolistic competition, oligopoly and monopoly.

Question No: 9 (Marks: 1) - Please choase 0
For a firm buying labor competitively, the mardingut cost is equal to the:

» Wage.

» Interest rate.

» Price of output.

» Cost of raw materials.

Question No: 10 (Marks: 1) - Please chanse
Unlike the classical economists, Keynes believed the economy could get stuck in the
short run for a significant period of time becaage




» Insufficient aggregate supply.
» Insufficient aggregate demand.
» Quick self correcting mechanism.

» Government purchases of too many goods and ssrvice

Question No: 11  (Marks: 1) - Please chanse
According to Keynes, the economy does not selieobiquickly because:

» With less consumption and more savings the inteags will drop.

» In the short run workers are fully employed andre produce enough to get to
long run equilibrium.
» Wages and prices are flexible in the short run.

» Wages and prices are sticky in the short run.

Question No: 12 (Marks: 1) - Please chanse
An assumption of classical economics is:

» Prices and wages are inflexible.

» Self-correction takes a long time.

» Supply creates its own demand.

» Investment and saving are seldom equal.

Question No: 13 (Marks: 1) - Please chanse
The real interest rate will increase:

» If there is an excess supply of loanable fundbdéfinancial markets.

» If there is an excess demand for loanable funds the financial markets.

» If there is an excess supply of loanable fundbénforeign exchange markets.
» If there is an excess demand for loanable fundisarforeign exchange markets.

Question No: 14 (Marks: 1) - Please chanse
Which of the following is a less important componef the balance of payments?

» The capital account.

» The current account.

» The financial account.

» All three components are equally important.

Question No: 15 (Marks: 1) - Please chanse
Endogenous growth theory was developed in:




> 1980.
> 1965.
» 1970.
» 1950.

Question No: 16 (Marks: 1) - Please chanse
Per capita income is obtained by dividing natiagnabme by:

» Total labor force in the country.
» Unemployed youth in the country.
» None of the given options.

» Total population of that country.

Question No: 17 (Marks: 1) - Please chanse
Which of the following is deducted from Gross Matl Product to get Net National
Product?

» Indirect taxes.

» Depreciation.

» Direct taxes.

» Transfer payments.

Question No: 18 (Marks: 1) - Please chanse
In the Keynesian cross model, the 45-degree laseahslope of:

» 45.

» Infinity.
> 1.

» 0.

Question No: 19 (Marks: 1) - Please chanse
The principle economic difference between a coitipetand a non-competitive market
is:

» The number of firms in the market.

» The extent to which any firm can influence the prce of the product.
» The size of the firms in the market.

» The annual sales made by the largest firms imdueket.

Question No: 20 (Marks: 1) - Please chanse
Those who hold the classical view of the labourkagare likely to believe that:

» Monetary but not fiscal policy will have an effemt output and employment.
» Fiscal but not monetary policy will have an effeatoutput and employment.
» Both monetary and fiscal policy will have an effen output and employment.



» Neither monetary nor fiscal policy will have an efect on output and
employment.

Question No: 21  (Marks: 1) - Please chanse
Which of the following statements is TRUE aboutk tiElassical and Keynesian
approaches to achieve a macroeconomic equilibnuamieconomy?

» Keynesian economists actively promote the use a$déal policy while the
classical economists do not.

» Keynesian economists actively promote the useasfatary policy to improve
aggregate economic performance while the classmaiomists do not.

» Classical economists believe that monetary palitiycertainly affect the level of
output while the Keynesians believe that money gnaaffects only prices.

» Classical economists believe that fiscal policgnseffective tool for achieving
economic stability while the Keynesians do not.

Question No: 22 (Marks: 1) - Please chanse
What will be the primary result of inflation in @eonomy?
» Arise in personal wealth.
» A rise in wages.
» A decline in prices.
» A decline in the value of money.

Question No: 23 (Marks: 1) - Please chanse
Suppose in an economy, a war destroys a largeopart a country's capital stock but
the saving rate is unchanged. In this situatioe,ekogenous model predicts that output
will grow and the new steady state will approachamals:

» A higher output level than before.

» The same output level as before.

» A lower output level than before.

» The Golden Rule output level.

Question No: 24 (Marks: 1) - Please chanse
Firm A produces cotton worth Rs. 1000 and selts itirm B. From this, firm B makes
yarn worth Rs. 1500 and sells to firm C. Firm C ofactures cloth worth Rs. 2500 and
sells to consumers. The value added is:

» 1000+1500+2500 = Rs. 5000

» 1000+500+2500 = Rs. 4000

» 1000+500+1000 = Rs. 2500

» 1000+1500+1000 =Rs. 3500

Question No: 25 (Marks: 1) - Please chanse
Which of the following is NOT an item of public geumption?
» Expenditure on health.
» Expenditure on education.
» Expenditure on general administration.
» Expenditure for transfer payments.




Question No: 26 (Marks: 1) - Please chanse

Changes in aggregate demand can be caused byeshang
I. Wages.
Il. Raw materials costs.
Il Government spending.

V. Government regulations that increase the cost ioigdausiness.
> I, 11, ll, and IV.
» | and Il only.
» I, 1ll, and IV.
» Il only.

Question No: 27 (Marks: 1) - Please chanse

Which of the following is equal to the number efople unemployed?
» The number of people employed minus the laboreforc
» The labor force plus the number of people employed
» The number of people employed divided by the |dbare.
» The labor force minus the number of people emmoye

Question No: 28 (Marks: 1) - Please chanse

Rising inflation means:
» That the price level is increasing by a given petage rate.
» That the prices of all goods and services incr&ase year to year.
» That the price level is rising at an increasing ree.
» That the price level is rising at a variable rate.

Question No: 29 (Marks: 1) - Please chanse

If net exports are positive, this implies that doaintry has:
» Trade surplus.
» Trade deficit.
» Government budget surplus.
» Government budget deficit.

Question No: 30 (Marks: 1) - Please chanse

The rapid population growth in today’'s developiragions is due to the:
» High birth rates only.
» Low death rates only.
» High birth rate and low death rate.
» Higher standard of living.

Question No: 31 (Marks: 1) - Please chanse

A tax on the accounting profits of corporation&n®wn as:
» Sales tax.
» Excise tax.
» Corporate income tax.
» Personal income tax.



Question No: 32 (Marks: 1) - Please chanse
Suppose you keep Rs. 35 in your pocket to purcaasevie CD when it will come out
next month in the market. What is the functiommiey in this context?

» Medium of exchange.

» Unit of account.

» Standard of deferred payment.

» Store of value.

Question No: 33 (Marks: 1) - Please chanse
What will be the impact of an increase in the mosgpply?

» It will shift the IS curve to the left and decredsoth the interest rate and the level
of income.

» It will shift the LM curve downward (to the righgnd increase both the interest
rate and the level of income.

» It will shift the IS curve to the right and incsmathe level of income but decrease
the interest rate.

» It will shift the LM curve downward (to the righgind increase the level of
income but decrease the interest rate.

Question No: 34 (Marks:1) - Please chanse
IS curve shows the equilibrium in:

» Money Market.

» Goods Market.

» Labor Market.

» Financial Market.

Question No: 35 (Marks: 1) - Please chanse
International finance is the study of economict tteals with:

» The balance of trade.

» The macroeconomic consequences of financial flasg®ciated with international
trade.

» International investment opportunities for Amenigaultinational corporations.

» The relationships among world currency dealers.

Question No: 36 (Marks: 1) - Please chanse
In which of the following conditions, a currentcacint deficit exists?

» When net exports are positive.

» When financial flows out of a country for goodsdaservices are less than
financial flows into the country for its goods asefvices.

» When a country has a trade deficit.

» When an economy buys less from foreigners thaelii$ to them.

Question No: 37 (Marks: 1) - Please chanse
Economists define economic growth as:




» Changes in real GDP from year to year that ocswaggregate demand and short-
run aggregate supply change.

» An increase in the standard of living of a nation.

» An increase in nominal GDP combined with price staility. doubted

» The process through which the economy’s poteatigut is increased.

Question No: 38 (Marks: 1) - Please chanse
What will be the impact if agriculture sector sgtected in the development process?
» It can lead to insufficient savings.
» It can lead to shortage of foreign exchange.
» It can lead to lower levels of production.
» All of the given conditions can happen.

Question No: 39 (Marks: 1) - Please chanse

In which of the following situations, a monopolgonirs?

» When each firm produces a product that is sligtiifferent from the other firms.

» When one firm sells a good that has no close sulbstes and a barrier blocks
entry for other firms.

» When there are many firms producing the same mtodu

» In all of the given situations.

Question No: 40 (Marks:1) - Please chanse
Which of the following is not the property of prertion function?

» Generates a curve that is upward sloping DOUBTED

» Shows diminishing marginal product of an inpuntcsi it gets flatter as output
rises.

» Marginal product at all levels is increasing.

» Relates inputs with output.

Question No: 41 (Marks: 1) - Please chanse
As long as all prices remain constant, a decreas®ney income results in:
» An increase in the slope of the budget line
» A decrease in the slope of the budget line
» An increase in the intercept of the budget line
» A decrease in the intercept of the budget line

Question No: 42 (Marks: 1) - Please chanse
What will happen to the isocost line if the prafeboth goods decreases proportionality?
» It shifts farther away from the origin of the ghap
» It shift inward.
» It shifts outward.
» None of the given options.

Question No: 43 (Marks: 1) - Please chanse



Monopoly profits can be invested in

» Advertisement.
» Research and development.
P 77 Supernormal or monopoly profits can be invested iflR&D, development

» Human resource development.
» Expansion of the market.

Question No: 44 (Marks: 1) - Please chanse
The characteristics of a monopolistically competitnarket are almost the same as in
» Monopoly.
» Oligopoly.
» Perfect competition.
P 79  characteristics of a monopolistically corgiitive market are almost the same as in
perfect competition,
» Duopoly.

competition,
Question No: 45 (Marks: 1) - Please chanse
The multiplier is a related concept which formesizhe output response to:
» Saving.
» Investment.
P 134
» Taxes.
» Inflation.

Question No: 46 (Marks: 1) - Please chawnse
Factor income from abroad like worker remittancigidends and interest has positive
impact on:
» Current account balance.
P 156
» Capital account balance.
» Trade balance.
» Unemployment.

Question No: 47 (Marks:1) - Please chanse
Continuous technology progress is a necessaryittmmébr the high rate of:
» Inflation reduction.
» Economic growth.
» Population growth.
» Employment.

Question No: 48 (Marks: 1) - Please chanse
Expansionary fiscal policy includes:




» Increasing taxes and increasing government pueshas

» Raising interest rates, increasing taxes, andcedsorg transfer payments.

» Decreasing taxes and increasing government exjoeesli

» Raising interest rates, decreasing taxes, and deasing government
spending.

Question No: 49 ( Marks: 3)
Differentiate between real exchange rate and nainexchange rate.

Question No: 50 ( Marks: 3)
Discuss the basic functions of money.

Question No: 51 (Marks: 5)
What will be the impact of following factors on Kgnal Propensity to Consume?
Ss@® Afall in the rate of income tax.
§l® People anticipate that the rate of inflation istio rise.
M® The government redistributes income from the recthe poor.
£Q The government gives the subsidies.
M@ If the assets of the people increase.

(Marks: 1 for each)

Question No: 52 (Marks: 5)
Explain the difference between current accounteapital account.

Question No: 53 (Marks: 5)
Assume that the reserve requirement ratio (rrfyoited Bank Limited (UBL) is 15%
and bank’s initial deposit is $2500.

a. By using this information, make initial balance shef MCB.

b. Calculate money multiplier.

(Marks: 3+2)
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Question No: 1 (Marks: 1) - Please choosae
An increase in supply is shown by:

» Shifting the supply curve to the left.

» Shifting the supply curve to the right.
Lesson # 4

» Upward movement along the supply curve.

» Downward movement along the supply curve.

Question No: 2 (Marks: 1) - Please choosae
Which of the following will be TRUE if demand is nelastic?
» The coefficient of elasticity is greater than one.
» The percentage change in quantity demanded is aainie percentage change in
the price.
» An increase in price will increase total revenue.
P 28
» None of the given options.

Question No: 3 (Marks: 1) - Please choosae

Which of the following is regarded as a general derminant of price elasticity of
demand?

» Nature of the good (luxury versus necessity).

» Availability of close substitutes.

» Share of consumer's budget and passage of time.
» All of the given options.

Question No: 4 (Marks: 1) - Please choosae
Suppose there are only two goods A and B, if mod good A is always preferred to
less, and if less of good B is always preferred toore, then:

» Indifference curves slope downwards.

» Indifference curves slope upwards.

» Indifference curves may cross.

» Indifference curves could take the form of ellipse

Question No: 5 (Marks: 1) - Please choosae
If a consumer’s marginal rate of substitution equés 2 eggs for 1 hamburger then:

» The consumer’s indifference curve must be positisoped.

» The consumer’s indifference curve must be convik vespect to the origin of
the graph.

» The ratio of the consumer’s marginal utility of 1egg to that of 1 hamburger
must equal Y.

» All of the given options.



Question No: 6 (Marks: 1) - Please choosae
Suppose you are a workaholic (like work a lot) and/our friend is a leisure lover.
Compared to your friend your indifference curve wil be:

» Flatter.

> Steeper.

» Identical.

» None of the given options.

Question No: 7 (Marks: 1) - Please choosae
In economics, the “long run” is a time period in vhich:

» All inputs are variable.

» All inputs are paid for.

» All outputs are determined.
» All loans are repaid.

Question No: 8 (Marks: 1) - Please choosae

To find the profit maximizing level of output, a firm finds the output level where:
» Price equals marginal cost.
» Marginal revenue and average total cost.
» Price equals marginal revenue.

» None of the given options.
The profit maximizing level of output is found byequating its marginal revenue with its marginal cos which is the same
profit maximizing condition that a perfectly compettive firm uses to determine its equilibrium levelof output. Indeed, the
condition that marginal revenue equal marginal costs used to determine the profit maximizing level boutput of every firm,
regardless of the market structure in which the firm is operating.

Question No: 9 (Marks: 1) - Please choosae
A perfectly competitive firm maximizes profit by finding the level of production at
which:

» Price = Marginal Cost.

» Price = Average Total Cost.

» Average Total Cost = Marginal Cost.
» Price < Marginal Cost.

Question No: 10 (Marks: 1) - Please choosee
In the short run, a firm should shut down when:

» Production losses are less than fixed costs.
» Only normal profits are earned.

» Production losses exceed fixed costs.

» Fixed costs are zero.

Question No: 11 (Marks: 1) - Please choosee



Loud music from a neighbor's party is:

» A negative externality whether or not you like it.

» A positive externality whether or not you like it.

» A positive externality if you like the music anchagative externality if you don't.
» A negative externality if you like the music angasitive externality if you don't.

Question No: 12 (Marks: 1) - Please choosee

Classical economics was replaced as the dominanthebry of macroeconomic
analysis by:

» Monetarism.

» Rational expectations.
» Keynesian economics.
» Neoclassical economics.

Question No: 13 (Marks: 1) - Please choosee

Unemployment benefits may increase the unemploymerate because:

» Unemployment benefits reduce the cost of job sedrc

» Unemployment benefits encourage people to quit jbles.

» Unemployment benefits reduce the benefits of auftht job searching.
» Unemployment benefits enable people to quit séagdior work.

Question No: 14 (Marks: 1) - Please choosee

Naima has just finished her school job and is waitig to report to new job at the
beginning of the month. Naima is considered to be:

» Cyclically unemployed.
» Employed.

» Structurally unemployed.
» Frictionally unemployed.

Question No: 15 (Marks: 1) - Please choosee

Which of the following is a less important componat of the balance of payments?

» The capital account.
» The current account.
» The financial account.
» All three components are equally important.
Reference:
http://wps.prenhall.com/bp _hubbard econ 2/85/21%588147.cwi/-
/5595174/index.html
Question#10

Question No: 16 (Marks: 1) - Please choosee



An increase in "per capita" national income impies that:

» Everyone in the nation is enjoying a better stathdé living.
» The population has increased.
» National income has risen faster than the populadin has risen.
» The distribution of income has improved.
Reference:
http://www.ecoteacher.asn.au/devel2/devel2.htm

Question No: 17 (Marks: 1) - Please choosee
Suppose the government increases spending. Whichtbe following would be part
of the crowding out effect?

» Interest rate rises and investment falls.

» Interest rate rises and velocity of circulatiosaatises.

» Higher interest rates encourage the central bamctease the money supply.
» Interest rate falls and exports rise.

Question No: 18 (Marks: 1) - Please choosee
Real Gross National Product (GNP) is best defineds:

» The pound value of all final goods and services pduced in the economy
during a particular time period and measured in curent prices.

» The pound value of all goods produced for finalstomption by households in a
particular year and measured in constant prices.

» The current pound value of all new and used gpodduced and sold in the
economy during a particular time period.

» The market value of all final goods and servicesipced by the economy during
a given time period, with prices held constanttre¢ato some base period.

Question No: 19 (Marks: 1) - Please choosee
The news on the television reports that the dollahas strengthened relative to the
Japanese yen. This means that:

» The dollar can now purchase more yen.

» The US trade balance with the Japanese economynpasved.

» The yen can now purchase more dollars.
The exchange rate increases (i.e., a unit of younwency is worth more in foreign currency than previously), the
currency is said to havestrengthened, appreciated, or increased in value (revaluation). For example, assume that
the exchange rate between the U.S. dollar and theganese yen changed from US$1=104 yen to US$1=1&0.y
This would strengthen the value of the U.S. dollain that you would receive more yen in exchange forour
dollar

» The dollar has depreciated relative to the yen.

Question No: 20 (Marks: 1) - Please choosee
The Marginal Propensity to Save (MPS) is:




» One Minus Marginal Propensity to Consume (MPC).
» Saving divided by consumption.

» The slope of the consumption function (or line).

» The proportion of disposable income used for consion.

Question No: 21 (Marks: 1) - Please choosee
Which of the following is true about supply curveunder monopoly?

» It is same as the competitive market supply curve.

» It is the portion of marginal cost curve where maginal costs exceed the
minimum value of average variable costs.

» It is the result of market power and productiostso

» None of the given statements is true.

Question No: 22 (Marks: 1) - Please choosee

All of the following conditions lead to the succesul operation of a cartel EXCEPT:
» Market demand for the good is relatively inelastic
» The cartel supplies all of the world's outputhe good.
» Cartel members have substantial cost advantaggsion-member producers.
» The supply of non-cartel members is very price efdic.

Question No: 23 (Marks: 1) - Please choosee
Which of the following is required to make the eqation of exchange in the quantity
theory of money?

» V and Q are assumed to be constant.

» The money supply is assumed to be produced blyahking system and not
exclusively in currency.

» The quantity of money is assumed to determinatheunt of Real GDP.

» M and P are considered constant.

Question No: 24 (Marks: 1) - Please choosee
Potential Gross Domestic Product (GDP) measures ¢h economy’s ability to
produce goods and services in which of the follominconditions?

» If labor force is fully employed.

» If price level is stable.

» If trade balance is zero.

» If federal budget is balanced.

Question No: 25 (Marks: 1) - Please choosee
Which of the following specifies the maximum amounof a good that may be
imported in a given period of time?

» Trade restriction.

» Quota.

» Import restriction.

» Legislative restriction.

Question No: 26 (Marks: 1) - Please choosee



GNP is a good indicator of:
» The total payment of factor owners.
» The amount of consumption and investment.
» The conditions of production and employment.
» The amount of incomes available for spending.

Question No: 27 (Marks: 1) - Please choosee
The demand for factors of production is derived fom:
» Money market.
» Goods market.
» Stock market.
» Financial market.

Question No: 28 (Marks: 1) - Please choosee
Labor supply curve is backward bending because:

» The income effect of higher income dominates theulsstitution effect of
higher wages.

» The substitution effect of higher income dominates income effect of higher
wages.

» The income effect of higher income dominates tteepeffect of higher wages.

» None of the given options.

Question No: 29 (Marks: 1) - Please choosee
The discounted value of the net returns that the sset generates over a period of
time plus the discounted value of its disposal vaduat the end of the period minus
the initial purchase cost is known as:

» Future value.

» Net present value.

» Discounted value.

» Disposal value.

Question No: 30 (Marks: 1) - Please choosee
Information products are also known as:

» Inferior products.

» Superior products.

» Internet products.

» Expensive products.

Question No: 31 (Marks: 1) - Please choosee




Price level LRAS

AD,

AD,

Ya Y, Y, Real GDP per year

Refer to the above figure, suppose that the economy in long-run equilibrium at
point A. Now suppose the stock market crashes, sidicantly reducing household
wealth. What happens in the short-run?

» Real GDP remains at;¥out the price level falls tosP

» The quantity of real GDP demanded falls resulimg movement from point A to
point F.

» Real GDP decreases from Yto Y3 and the price level falls from Rto Ps.

» The economy moves to a short-run equilibrium antb.

Question No: 32 (Marks: 1) - Please choosee
Which of the following is a cost of rising unemplgment?
[. Output foregone.
[I.  Unemployment compensation that must be paid.
[ll. Rising inflation that erodes the value of money.
» I, I, and lIl.
» | and Il.
» | and Ill.
» Il and IlI.

Question No: 33 (Marks: 1) - Please choosee
Rising inflation means:
» That the price level is increasing by a given petage rate.
» That the prices of all goods and services incr&ase year to year.
» That the price level is rising at an increasing rte.
» That the price level is rising at a variable rate.

Question No: 34 (Marks: 1) - Please choosee
Economic growth occurs by an outward shift of:
» The production possibility frontier.
» The gross domestic barrier.




» The marginal consumption frontier.
» The minimum efficient scale.

Question No: 35 (Marks: 1) - Please choosee
Which of the following is a necessary condition fothe high rate of modern
economic growth?

» Continuous technology progress.

» High rate of population growth.

» Development of urban centers.

» Expansion of railways.

Question No: 36  (Marks: 1) - Please choosee

The government has a balanced budget if:
» Its total revenues are equal to its total expenditres.
P Its total revenues are less than its total experes.
» Its total revenues are greater than its total edjperes.
» The money supply is less than total expenditures.

Question No: 37 (Marks: 1) - Please choosee
Which of the following is the monetary policy toolthat involves the buying and
selling of government bonds?

» Moral suasion.

» Reserve requirements.

» The discount rate.

» Open market operations.

Question No: 38 (Marks: 1) - Please choosee

When the comparative advantage in production of good does occur?

» When a country can produce that good using feasurces than other countries.

» When a country can produce that good at a gregdeortunity cost than other
countries.

» When a country can produce that good at a lower ggortunity cost than
other countries.

» When a country has a greater supply of naturaluregs required to produce that
good, compared to other countries.

Question No: 39 (Marks: 1) - Please choosee
A quota is defined as:
» A restriction on exports.
» A unit tax imposed on a product.
» A limit on the quantity of a good that can be exted.
» A limit on the quantity of a good that can be impated.

Question No: 40 (Marks: 1) - Please choosee
Which of the following statements is TRUE about tb agriculture sector in low
income countries?




» The agricultural sector has been decreasing in ®zbecause its productive
workers prefer to migrate to urban areas.

» The agricultural sector is by far the largest it and the most productive
sector in low-income countries.

» Although the agricultural sector is the largestptyer, labor’s productivity in
this sector is very low.

» The agricultural sector has been increasing ire @ind in terms of labor
productivity as rural farmers increasingly startrtechanize.

Question No: 41 (Marks: 1) - Please choosee
Production possibilities curve will shift downwardif there is:
» Immigration of skilled workers into the nation.
» An increase in the size of the working-age poporat
» A decrease in the size of the working-age populatn.
» Increased production of capital goods.

Question No: 42 (Marks: 1) - Please choosee
Suppose the total costs of first four units of aoutput produced are 10, 20, 30, and
40 respectively. What is the marginal cost of theoturth unit of output?

» 10.

» 20.

» 30.

» 40.

Question No: 43 (Marks: 1) - Please choosee
If marginal revenue is Rs. 15,000 and marginal coss Rs. 20,000. The firm should:
» Expand output.
» Do nothing without information about your fixedsts.
» Expand output until marginal revenue equals zero.
» Reduce output until marginal revenue equals margial cost.

Question No: 44 (Marks: 1) - Please choosee
The average annual income per head for all the irdbitants of the country is known
as:

» Gross domestic product.

» Gross national product.

» Net national product.

» Per capita income.

Question No: 45 (Marks: 1) - Please choosee
Gross domestic product deflator can be obtained bgividing nominal gross
domestic product with:

» Real gross domestic product.

» Gross national product.

» Net national product.




» Per capita income.

Question No: 46 (Marks: 1) - Please choosee
The principle which states that a change in incomeauses a magnified change in
investment is termed as the:

» None of the given.

» Paradox of thrift.

» Multiplier effect.

» Accelerator effect.

Question No: 47 (Marks: 1) - Please choosee
If central bank increased the money supply, then hat will be happen to IS curve?
» IS curve will Shifts rightward.
» IS curve will Shifts leftward.
» IS curve will remain unaffected.
» IS curve will become vertical.

Question No: 48 (Marks: 1) - Please choosee
The value of world trade has increased --------- aer the period of 1930-2000.
» 20 fold
» 10 fold
» 5 fold
» 14 fold

Question No: 49 ( Marks: 3)
Write down the functions of commercial banks.

Question No: 50 (Marks: 3)
How the growth rate of output is determined in theexogenous growth model?

Question No: 51 (Marks: 5)
Why is taxation necessary? What are the principlesf taxation?

Question No: 52 (Marks: 5)

Following figure shows the circular flow of goodsand income in a two sector
economy. Interpret all the points in this figure that how the household sector and
business sector work in an economy to produce goodsd services.




Circular Flow of Goods and Income
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Question No: 53 (Marks: 5)
Explain the difference between current account andapital account.
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Question No: 1 (Marks: 1) - Please choosae

Government authorities have managed to reduce thenemployment rate from 8%
to 4% in a hypothetical economy. As a result:

» The economy's production possibilities curve sihiift outward.

» The economy's production possibilities curve Wwdtome steeper.

» The economy will move downward along its productimssibilities curve.

» The economy will move from a point inside to a paot closer to its production
possibilities curve

Question No: 2 (Marks: 1) - Please choosae



Which of the following measures the percentage chge in quantity demanded
given a percentage change in consumer's income?

» Price elasticity of demand.

» Income elasticity of demand.

» Supply price elasticity.

» Cross price elasticity.

Question No: 3 (Marks: 1) - Please choosae
If the income elasticity of demand for boots is @, a 10% increase in consumer's
income will lead to a:

» 20 percent decrease in the quantity of boots ddethn
» 2 percent increase in the quantity of boots demaredl.
» 0.2 percent increase in the quantity of boots deled.
» 20 percent increase in the quantity of boots deledn

Question No: 4 (Marks: 1) - Please choosae
Increase in pension benefits leads to income andtsstitution effect which:

» Encourage workers to retire later.

» Encourage workers to work more hours.
» Have no effect on incentive to retire.

» Encourage workers to retire earlier.

Question No: 5 (Marks: 1) - Please choosae
Marginal profit is equal to:

» Marginal revenue minus marginal cost.

» Marginal revenue plus marginal cost.

» Marginal cost minus marginal revenue.

» Marginal revenue times marginal cost.

Question No: 6 (Marks: 1) - Please choosae
The good produced by a monopoly:

» Has perfect substitutes.

» Has no substitutes at all.
» Has no close substitutes.
» Can be easily duplicated.

Question No: 7 (Marks: 1) - Please choosae
If a firm experiences economies of scale, then the

» Long-run average total cost curve is equal teett@nomies of scope.
» Long-run average total cost curve is positively sped.

» Long-run average total cost curve is horizontal.

» Long-run average total cost curve is negativedpstl.



Question No: 8 (Marks: 1) - Please choosae

When the marginal revenue product of labor is greter than the marginal input
cost of labor then the profit maximizing firm will:

» Hire more labor.

» Hire less labor.

» Maintain the same employment.
» Decrease output.

Question No: 9 (Marks: 1) - Please choosae

An increase in the wage rate:

» Will usually lead to more people employed.

» Will decrease total earnings if the demand foolalis wage elastic.
» Isillegal in a free market.

» Will cause a shift in the demand for labour.

Question No: 10 (Marks: 1) - Please choosee

Keynesian economics rejected the classical assurigot that:

» Supply creates its own demand.

» Prices and wages are inflexible.

» Self-correction takes a long time.

» Consumption expenditures depend on disposablenaco

Question No: 11  (Marks: 1) - Please choosee

A nation's balance of payments can be affected lmhanges in:

» Foreign income.

» The differential between domestic and foreignreserates.
» The real exchange rate.

» All of the given options.

Question No: 12 (Marks: 1) - Please choosee

According to Keynesian economics, aggregate expenaes are the sum of desired
or planned spending undertaken by:

» All four sectors only when the economy is at &rthployment.
» All four sectors at a specific aggregate produrctevel.

» The household sector after taxes.

» The business and government sectors.

Question No: 13 (Marks: 1) - Please choosee



All of the following conditions lead to the succesul operation of a cartel EXCEPT:
» Market demand for the good is relatively inelastic
» The cartel supplies all of the world's outputhe good.
» Cartel members have substantial cost advantages@&vnon-member
producers.
» The supply of non-cartel members is very pricsteta

Question No: 14 (Marks: 1) - Please choosee

If the total product of labor per day is as showrnin the table below and the price of
the product is $20/unit. What is the value of the mrginal product of labor (VMPL)
of the 5th worker?

Labor Total output
1 8
2 23
3 33
4 38
5 41
» 100.
» 10.
» 40.
» 60.

Question No: 15 (Marks: 1) - Please choosee
All of the following are the reasons of downward Isping curve of aggregate
demand EXCEPT:

» The exchange-rate effect.

» The wealth effect.

» The classical dichotomy / monetary neutrality effets.

» The interest-rate effect.

Question No: 16 (Marks: 1) - Please choosee
Why calculations of Gross Domestic Product (GDP)aunt only final goods and
services?

» Because it is difficult to measure the pricesndéimediate goods produced.

» Because these are the only goods and services tlame purchased in an
economy

» Because counting all goods and services would teatbuble-counting of many
activities.

» Because one cannot calculate the quantities efrediate goods produced.

Question No: 17 (Marks: 1) - Please choosee
Suppose in a macroeconomic model, there is no foge trade or government
spending. In this case, aggregate demand is the surh

» Personal saving and private investment.

» Personal saving and personal consumption.




» Personal consumption and personal income.
» Personal consumption and private investment

Question No: 18 (Marks: 1) - Please choosee
According to the quantity theory of money, which éthe following is TRUE for the
equation MV = PQ?

» M has no effect on the price level.

» V is the number of times each dollar is spent perear.

» Q is the real price level.

» P rises as V falls, other things constant.

Question No: 19 (Marks: 1) - Please choosee
Potential Gross Domestic Product (GDP) measures ¢h economy’s ability to
produce goods and services in which of the followgnconditions?

» If labor force is fully employed.

» If price level is stable.

» If trade balance is zero.

» If federal budget is balanced.

Question No: 20 (Marks: 1) - Please choosee
Suppose in an economy, a war destroys a large pmm of a country's capital stock
but the saving rate is unchanged. In this situationthe exogenous model predicts
that output will grow and the new steady state willpproach towards:

» A higher output level than before.

» The same output level as before.

» A lower output level than before.

» The Golden Rule output level.

Question No: 21 (Marks: 1) - Please choosee
International data suggest that economies which e different steady states level
will converge to:

» The steady state below the Golden Rule level.

» The same steady state.

» Their own steady state.

» The Golden Rule steady state.

Question No: 22 (Marks: 1) - Please choosee
Suppose there are two producers and two product&Vhich of the following is not
TRUE in this situation?

» A producer has an absolute advantage on one groduc

» A producer has the comparative advantage on bothrpducts.

» A producer has the comparative advantage on @uipt.

» A producer has an absolute advantage on both gt®du

Question No: 23 (Marks: 1) - Please choosee
The relationship between hours provided by labor ad wage rate is:




» Positive.
» Negative.
» Ambiguous.
» Very strong.

Question No: 24 (Marks: 1) - Please choosee
Which of the following is equal to the number of pople unemployed?
» The number of people employed minus the laboreforc
» The labor force plus the number of people employed
» The number of people employed divided by the ldbare.
» The labor force minus the number of people employed

Question No: 25 (Marks: 1) - Please choosee
Structural unemployment occurs:

» With economic fluctuations; it increases during bd times and decreases
during good times.

» Because of a mismatch between the jobs that aitable in the economy and the
skills of workers seeking jobs.

» Naturally during the normal workings of an economy people change jobs,
move across the country, etc.

» Because the government labels some people wht egalty in the labor force as
unemployed.

Question No: 26 (Marks: 1) - Please choosee
Suppose real output in the economy increased. Weowld expect:
» A decrease in unemployment.
» A decrease in profit margins.
» An increase in unemployment.
» An increase in the natural rate of unemployment.

Question No: 27 (Marks: 1) - Please choosee
Which of the following would be expected to increse the natural rate of
unemployment?

» An increase in the growth rate of the capital lstoc

» A reduction in the corporate profits tax.

» An increase in the level of unemployment compensah paid to unemployed
workers.

» A reduction in the number of new entrants intol#ier force.

Question No: 28 (Marks: 1) - Please choosee
If foreign interest rate is 3% and expected depreation is 10% then what will be
the domestic interest rate?

» 3%.

» 10%.

» 7%.

» 13%.




Question No: 29 (Marks: 1) - Please choosee

One of the implications of Solow growth model ishat all other things remaining
the same, countries with rapidly growing populationwill tend to:

» Be poorer than countries with lower population gravth.

» Grow slower than countries with lower populatioowth.

» Grow higher than countries with lower populationwth.

» Have lower marginal products of capital than caestwith lower population
growth.

Question No: 30 (Marks: 1) - Please choosee

The relationship between tax rates and total tax allections by government is
known as:

» Laffer curve.

» Demand curve.

» Supply curve.

» Investment curve.

Question No: 31 (Marks: 1) - Please choosee

Which of the following shows the inverted-U shapehen plotted on a graph?
» Consumption curve.
» Supply curve.
» Laffer curve.
» Investment curve.

Question No: 32 (Marks: 1) - Please choosee

In a period of recession, credit creation is:
» Small.
> Heavy.
» Unchanged.
» Zero.

Question No: 33 (Marks: 1) - Please choosee

LM curve shows the equilibrium in:
» Money Market.
» Goods Market.
» Labor Market.
» Financial Market.

Question No: 34 (Marks: 1) - Please choosee

A country has a comparative advantage:
» If it can produce a good at a higher opportundst¢han other nations.
» If it can produce a good at a lower opportunity cet than other nations.
» If it can produce a good by using less resoutitas dbther nations.
» If it can produce a good that lies outside itsdoiciion possibilities curve.



Question No: 35 (Marks: 1) - Please choosee
Which of the following is an important feature ofmodern economic growth?
» Substantial rise in product per capita.
» Increased productivity per unit of labor input.
» Increasing use of modern scientific knowledge.
» All of the given options.

Question No: 36 (Marks: 1) - Please choosee
Suppose a consumer buys two goods X and Y. The dand for X is elastic, then a
rise in the price of X will cause:

» Total spending on good Y to rise.

» Total spending on good Y to fall.

» Total spending on good Y to remain unchanged.

» An indeterminate effect on total spending on good.

Question No: 37 (Marks: 1) - Please choosee
Assume that pen and ink are complements. When thgrice of pen goes up, the
demand curve for ink:

» Shifts to the left.

» Shifts to the right.

» Remains constant.

» Shifts to the right initially and then returnsit® original position.

Question No: 38 (Marks: 1) - Please choosee
Which of the following will happen if two indifference curves cross each other?
» The assumption of a diminishing marginal rate of gbstitution will be
violated.
» The assumption of transitivity will be violated.
» The assumption of completeness will be violated.
» Consumers will minimize their satisfaction.

Question No: 39 (Marks: 1) - Please choosee

Constant returns to scale imply that by:
» Increasing the inputs by 1% leads to a 0.75% incese in output.
» Increasing the inputs by 1.6% leads to a 1.5%e#ms® in output.
» Increasing the inputs by 2% leads to a 4% increasatput.
» None of the given options.

Question No: 40 (Marks: 1) - Please choosee
Average total costs are the sum of:

» Fixed costs and marginal costs

» Average variable costs and marginal costs

» Average fixed costs and average variable costs

» Average marginal costs and average variable costs

Question No: 41 (Marks: 1) - Please choosee




Theory of firm is not clearly discussed & establised in
» Monopoly.
» Perfect competition.
» Oligopoly.
» None of the given options.

Question No: 42 (Marks: 1) - Please choosee

If a 7% price reduction causes quantity demandedd rise by 10% then:
» Demand is inelastic.
» Demand is elastic.
» Demand is perfectly elastic.
» Total revenue will remain constant.

Question No: 43 (Marks: 1) - Please choosee

Which of the following is not a component of aggigate demand?
» Consumption spending.
» Investment expenditures.
» Government expenditures.
» Household income.

Question No: 44 (Marks: 1) - Please choosee

If the simple Keynesian expenditure multiplier is2, the Marginal Propensity to
Consume (MPC) is:

» 0.75

» 0.50

» 0.25

» 1.00

Question No: 45 (Marks: 1) - Please choosee

Monetarists believed that the economy generally:
» Lies above full-employment.
» None of the given options.
» Lies below full-employment.
» Gravitated around a full-employment.

Question No: 46 (Marks: 1) - Please choosee

Balance of payment is an accounting record of a aatry’s transactions with:
» South Asian countries.
» Middle East.
» Rest of the world.
» USA and China.

Question No: 47 (Marks: 1) - Please choosee

How an economy will be affected if money supply isicreased in the country?
» Interest rate increases, investment and GDP reduce
P Interest rate increases, investment increaseS&amireduces.



» Interest rate reduces, investment and GDP ineseas
» Interest rate reduces, investment and GDP reduces.

Question No: 48 (Marks: 1) - Please choosee
The demand for money to buy bonds is called:

» Transactions demand for money.

» Precautionary demand for money.

» Speculative demand for money.

» All of the given options.

Question No: 49 (Marks: 3)
Mention the transactions that cause the demand fodollars to increase in the
foreign exchange market.

Pakistani imports of US goods.

Pakistani travelers traveling to the US.

Pakistani students paying for study in US univigsit
profits repatriated to

US by US firms operating in Pakistan.

Question No: 50 ( Marks: 3)
Why countries have comparative advantage accordingp Ricardo?

Comparative advantage according to Ricardo:

The law ofcomparative advantagerefers to the ability of a party (an individualjran,

or a country) to produce a particular good or sErat a lower opportunity cost than
another party. There is a source of comparativartdge can be productivity
differentials.Ricardo argued that there is mutwalddit from trade (or exchange) even if
one party(e.g. resource rich country, highly-skilled artisan is more productive in
every possible area than its trading counterpagt (esource-poor country, unskilled
laborer), as long as each concentrates on thatagiwhere it has a relative productivity
advantage

Question No: 51 (Marks:5)
A.

"Slope of the consumption function is less than 1What is meant by this
statement?

When we drawn in expenditure income space, theurnpson function plots as a straight line
with positive intercept, and a positive but lesath slope.

The slope is less than 1 because not all the iné@r@nsumed some part of the income is saved.



B. What are the major macroeconomic variables involvedn the determination of
national income?
(Marks: 2+3)

C 1, G, X, M, T,S, prices, exchange rate, interagt and money supply.
Question No: 52 (Marks: 5)

What are the conditions in which foreign exchangenarket exists? Also give some
examples of foreign exchange markets.

In a market there are buyers and sellers who reggatind agree on the price for the or
price for the commodity being exchanged. The for&gchange market is no different.
whatever, here the commodity being traded is forexchange and the price is the
foreign exchange rate. Specifically, a foreign eoay is being traded for the Pakistani
Ruppee at a particular rate of exchange.

The sellers and buyers of foreign exchange arenattially exclusive. The
sellers of today, may be the buyers of tomorrowewan of today.

Foreign exchange market exists whwetyers and sellersexit and ready to sell and buy.
Themain driving force for foreign exchange market is the law of supplg demand.

Examples are US $-PAK RS  Foregin exchange ehark
US $ - UK POUND Foregin exchange market

Question No: 53 (Marks: 5)
What thing determines comparative advantage amongsountries according to
Hechshcer-Ohlin? What is the criticism against theiargument?

According to Hechshcer-Ohlin suppose we are giwendountries one abundant

in labour and one abundant in capital and a lalo@ensive good and a capital intensive
good, the labour abundant country will have comipagadvantage in the production of
the labour-intensive good while the capital abutdanntry will have comparative
advantage in the capital-intensive good.

So the determinants of comparative advantage amaungfries according to Hechshcer-
Ohlin is capital goods and labour intensive goods.

Criticsargued that comparative advantage can and should be diewa& dynamic (time-
varying) sense, and that it was not wise to rulettoe possibility of Pakistan developing
comparative advantage in cars at some future poinne.

Consequent:



The major criticism leveled against Hechscher-Otylpe trade theories are that they views
comparative advantage in an essentially staticeseies if Pakistan is better at producing
cotton and Japan better at producing, then thistsitn will always prevail.
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Question No: 1 (Marks: 1) - Please choosae

The budget line is the boundary between:
» Preferred and non preferred consumption combinsgtio
» Affordable and unaffordable consumption combinatians.
» Income and expenditure.
» One point on a budget line.

Question No: 2 (Marks: 1) - Please choosae
The supply curve for a competitive firm is:
» Its entire marginal cost curve.
» The upward-sloping portion of its marginal costveu

» Its marginal cost curve above the minimum point othe average variable cost
curve.

» Its marginal cost curve above the minimum pointhef average total cost curve.

Question No: 3 (Marks: 1) - Please choosae
A price taker is:
» A firm that accepts different prices from diffet@nstomers.
» A monopolistically competitive firm.
» A firm that cannot influence the market price.
» An oligopolistic firm.

Question No: 4 (Marks: 1) - Please choosae
The good produced by a monopoly:

» Has perfect substitutes.
» Has no substitutes at all
» Has no close substitutes.



» Can be easily duplicated.

Question No: 5 (Marks: 1) - Please choosae

A schedule which shows the various amounts of a gauct consumers are willing
and able to purchase at each price in a series obgsible prices during a specified
period of time is called:

» Supply schedule.
» Demand schedule.
100% sure Page # 11
» Quantity supplied schedule.
» Quantity demanded schedule.

Question No: 6 (Marks: 1) - Please choosae
The textbook for your class was not produced in @erfectly competitive industry
because:

» There are so few firms in the industry that madtetres are not small, and firm's
decisions have an impact on market price.

» Upper-division microeconomics texts are not akeal

» It is not costless to enter or exit the textbaudustry.

» All of the given options. confirm

Question No: 7 (Marks: 1) - Please choosae
A reason why some economists basically ignore tehort run is because they believe
that the economy:

» Has self-correcting mechanisms.
» Can only be graphed with a horizontal curve.
» Never needs correction.
» None of the given options.
Question No: 8 (Marks: 1) - Please choosae

Unlike the classical economists, Keynes believeuat the economy could get stuck in
the short run for a significant period of time becaise of:

» Insufficient aggregate supply.
» Insufficient aggregate demand.
» Quick self correcting mechanism.

» Government purchases of too many goods and ssrvice

Question No: 9 (Marks: 1) - Please choosae
Keynesian economics rejected the classical assunapt that:




» Supply creates its own demand.

» Prices and wages are inflexible.

» Self-correction takes a long time.

» Consumption expenditures depend on disposablenaco

Question No: 10 (Marks: 1) - Please choosee
The Phillips curve will shift to the right:

» If there is a decrease in the expected inflatada.r

» If there is an increase in the expected inflatite.

» If there is a decrease in the natural rate of yoteyment.
» If there is a favorable supply shock.

Question No: 11 (Marks: 1) - Please choosee
If a Japanese radio priced at 2,000 yen can be pthrased for $10, the exchange rate
is:

» 200 yen per dollar.

» 20 yen per dollar.

» 20 dollars per yen.

» None of the given options.

Question No: 12 (Marks: 1) - Please choosee
If the prices of all goods and services rise durmthe year:

» Real GDP may fall.

» Nominal GDP must fall.

» Nominal GDP may increase.
» Real GDP must rise.

Question No: 13 (Marks: 1) - Please choosee
Gross domestic product (GDP) is the market valuefo

» All transactions in an economy during one-yearquer

» All goods and services exchanged in an economnglone-year period.

» All final goods and services exchanged in an eoggnduring one-year period.

» All final goods and services produced in a domestieconomy during one-year
period.

Question No: 14 (Marks: 1) - Please choosee
Which of the following does NOT refer to macroecoomics?

» The study of the aggregate level of economic agtiv



» The study of the economic behavior of individual dcision-making units such
as consumers, resource owners, and business firms.

» The study of the cause of unemployment.

» The study of the cause of inflation.

Question No: 15 (Marks: 1) - Please choosee
The Marginal Propensity to Save (MPS) is:

» One Minus Marginal Propensity to Consume (MPC).
» Saving divided by consumption.

» The slope of the consumption function (or line).

» The proportion of disposable income used for consion.

Question No: 16 (Marks: 1) - Please choosee
Which of the following statements is TRUE about cdels?

» These are organizations of independent firms, pragting similar products,
that work together to raise prices and restrict ouput.

» These are organizations of interdependent firmajyxing similar products, that
work together to raise prices and restrict output.

» These arerganizations of independent firms, producing défe products, that
work together to raise prices and restrict output.

» These areonsidered as part of monopolistic competition.

Question No: 17 (Marks: 1) - Please choosee
Those who hold the classical view of the labour miget are likely to believe that:

» Monetary but not fiscal policy will have an effemt output and employment.

» Fiscal but not monetary policy will have an effeatoutput and employment.

» Both monetary and fiscal policy will have an effen output and employment.

» Neither monetary nor fiscal policy will have an efect on output and
employment.

Question No: 18 (Marks: 1) - Please choosee
Suppose the balance of payment is in deficit in asconomy. The government of that
economy will take all of the following actions EXCPPT:

» Devalue the currency.

» Reduce the interest rates.

» Restrict the consumer spending.

» Restrict the imports.

Question No: 19 (Marks: 1) - Please choosee
Suppose there are two producers and two product&Vhich of the following is not
TRUE in this situation?

» A producer has an absolute advantage on one groduc

» A producer has the comparative advantage on bothrpducts.

» A producer has the comparative advantage on @uipt.




» A producer has an absolute advantage on both pi®du

Question No: 20 (Marks: 1) - Please choosee

Trade can be beneficial in which of the followingsituations?
» Two countries produce the same goods at the sastg. c
» Two countries produce different goods at differentosts.
» Two countries are isolated.
» Two countries have the same markets.

Question No: 21 (Marks: 1) - Please choosee

GNP is a good indicator of:
» The total payment of factor owners.
» The amount of consumption and investment.
» The conditions of production and employment.
» The amount of incomes available for spending.

Question No: 22 (Marks: 1) - Please choosee

For a study of the long term growth of the economywe use:
» Real GNP.
» Nominal GNP.
» Personal income.
» Disposable personal income.

Question No: 23 (Marks: 1) - Please choosee

Total national consumption consists of:
» Private consumption.
» Public consumption.
» Exports.
» Private and public consumption.

Question No: 24 (Marks: 1) - Please choosee

If there is an increase in consumer’s confidenceeteris paribus, then which of the
following will happen?

» Consumption function will shift downward.

» Consumption function will shift upward.

» Saving function will shift upward.

» Consumption function will remain the same.

Question No: 25 (Marks: 1) - Please choosee

Information products are also known as:
» Inferior products.
» Superior products.
» Internet products.
» Expensive products.

Question No: 26 (Marks: 1) - Please choosee



Public education creates:
» Asymmetric information.
» External costs.
» Internal costs.
» External benefits.

Question No: 27 (Marks: 1) - Please choosee

In the long run, the price level is determined by:
» Aggregate demand.
» Aggregate supply.
» The government.
» Money supply.

Question No: 28 (Marks: 1) - Please choosee

In the definition of labor force, economists incldle:
» Only people who are working full-time.
» People who are not working but are actively lookig for a job and people
who are working.
» People who are working.
» None of the given options.

Question No: 29 (Marks: 1) - Please choosee

Rising inflation means:
» That the price level is increasing by a given petage rate.
» That the prices of all goods and services incré&ase year to year.
» That the price level is rising at an increasing rte.
» That the price level is rising at a variable rate.

Question No: 30 (Marks: 1) - Please choosee

In the long run, sustained inflation is due to:
» A one-time increase in money growth.
» A continuous increase in the money growth rate.
» A continuous increase in aggregate demand.
» The rising price of oil.

Question No: 31 (Marks: 1) - Please choosee

The decrease in the price of one country’s currencin terms of other currencies
due to the market forces of demand and supply is kawn as:

» Revaluation.

» Devaluation.

» Appreciation.

» Depreciation.

Question No: 32 (Marks: 1) - Please choosee

Which of the following will happen by a reductionin net exports all other things
being equal?



» It will result in a movement up along the aggregaemand curve.
» It will reduce aggregate supply.
» It will reduce aggregate demand.

» It will not change aggregate demand or aggregatgplg in the domestic

economy.

Question No: 33 (Marks: 1) - Please choosee

Endogenous growth model is also known as:
» AK Model.
» Exogenous growth model.
» Best growth model.
» All of the given options.

Question No: 34 (Marks: 1) - Please choosee

Contractionary fiscal policy includes:
» Increasing taxes and increasing government pueshas
» Raising interest rates, increasing taxes, andcedsorg transfer payments.
» Increasing taxes and decreasing government expenaties.
» Raising interest rates, decreasing taxes, an@asiag government spending.

Question No: 35 (Marks: 1) - Please choosee

Which of the following shows the inverted-U shapehen plotted on a graph?
» Consumption curve.
» Supply curve.
» Laffer curve.
P 175
» Investment curve.

Question No: 36 (Marks: 1) - Please choosee

A tax on individual’s income is known as:
» Sales tax.
» Excise tax.
» Corporate income tax.
» Personal income tax.

Question No: 37 (Marks: 1) - Please choosee

The price of Nokia 3110 cell phone is Rs. 8000. \&his the function of money in

this context?
» A medium of exchange
» A means of payment.
» A unit of account.
» A measure of quality.

Question No: 38 (Marks: 1) - Please choosee

What will be the impact of an increase in taxes?



» It will shift the IS curve to the left and decredsoth the interest rate and the level
of income.

» It will shift the IS curve to the right and incesaboth the interest rate and the
level of income.

» It will shift the IS curve to the right and incszathe level of income but decrease
the interest rate.

» It will shift the LM curve downward (to the right) and increase the level of
income but decrease the interest rate.

Question No: 39 (Marks: 1) - Please choosee
If money supply is fixed by the central bank thenin interest rate-money supply
space, money supply curve will be:

» Horizontal.

» Vertical.

» Negatively sloped.

» Positively sloped.

Question No: 40 (Marks: 1) - Please choosee
Assume that pen and ink are complements. When thgrice of pen goes up, the
demand curve for ink:

» Shifts to the left.

» Shifts to the right.

» Remains constant.

» Shifts to the right initially and then returnsit® original position.

Question No: 41 (Marks: 1) - Please choosee
Which of the following will happen if the current market price is set below the
market clearing level?

» There will be a surplus to accumulate.

» There will be downward pressure on the current maket price.
» There will be upward pressure on the current nigrkee.

» There will be lower production during the next émperiod.

Question No: 42 (Marks: 1) - Please choosee
What is TRUE about the relationship between averag product (AP) and marginal
product (MP)?

» If AP exceeds MP, then AP is falling.

» If AP is at a maximum, then MP is also at maximum.

» If AP = MP, then total product is at a maximum.

» If Total Product is declining, then AP is negative

Question No: 43 (Marks: 1) - Please choosee
Suppose all inputs are increased by 20% but outpuhcreases by less than 20% in a
production process. This means that the firm expeéences:

» Decreasing returns to scale.




» Constant returns to scale.
» Increasing returns to scale.
» None of the given options.

Question No: 44 (Marks: 1) - Please choosee

If firms are not of equal size in oligopoly, therguotas can be allocated according to
the of each firm.

» Marginal revenue
» Marginal cost

P 81 If firms are not of equal size, then quotas can ballocated according to theMC of
each firm
» Average variable cost

» Average cost

Question No: 45 (Marks: 1) - Please choosee
Optimal mix of resources is decided by

» The price mechanism.
P # 2 Optimal mix of resources is decided by the price nhanism
» Producers.
» Consumers.
» Government.

Question No: 46 (Marks: 1) - Please choosee
When the slope of a demand curve is infinity, eléisity of demand is

» Zero elastic.
P 22 When the slope of a demand curve is infinityelasticity is zero(perfectly inelastic
demand);

» Unit elastic.

» Less elastic.

» More elastic.

Question No: 47 (Marks: 1) - Please choosee
Assume that there is no government or foreign seat, if the marginal propensity to
save (MPS) is 0.2, then the value of saving multipt will be equal to:
» 0.80
1 - mps = mpc
1-0.2=0.8 Afaaq
» 1.20
» 0.50
» 1.25




Question No: 48 (Marks: 1) - Please choosee
If prices are held constant, an increase in monesupply will cause MS/P to:
» Shift to the right. douted
» Shift to the left.
» Stay as it is.
» None of the given options.

Question No: 49 ( Marks: 3)
It is said that growth is an important macroeconont issue. Why? Discuss.

Question No: 50 ( Marks: 3)

What are the different borrowing options availableto the government for reducing
the fiscal deficit?

Question No: 51 (Marks: 5)
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What actually the Keynesian paradox of thrift states? In the above figure, economy is
in equilibrium at point E where withdrawls are equal to leakages. Keeping Keynes’s
paradox of thrift arguments in mind, what will happen to output, consumption and
investment level if people start saving more suddén

Question No: 52 (Marks: 5)
Differentiate between fixed exchange rate and fldeng exchange rate.

Question No: 53 (Marks: 5)
Some economists suggest “growth through trade stiagy” to tackle the problem of
poverty of under developed countries.
a) What is the basic theme of this strategy?
b) Why this strategy is not so much successful?
c) What is the proposed solution presented to tacklehe drawback of this
strategy?

(Marks: 2+1.5+1.5)
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Question No: 1 (Marks: 1) - Please choosae
If pen and ink are complements, then an increasa ithe price of pen will cause:

» An increase in the price of ink.

» Less ink to be demanded at each price.

» A decrease in the demand for pen.

» A rightward shift in the demand curve for ink.

Question No: 2 (Marks: 1) - Please choosae
A demand curve is price inelastic when:
» Changes in demand are proportionately smaller thachanges in price.
» Changes in demand are proportionately greater¢hanges in price.
» Changes in demand are equal to changes in price.
» None of the given options.

Question No: 3 (Marks: 1) - Please choosae
A demand curve is price elastic when:

» Changes in demand are proportionately greater tharthanges in price.
For elastic demand curve, firm does not increasestprices. Because as prices
increases, quantity Demanded decreases much larg&ecrease in quantity
demanded is greater than the increase in prices. Siom will earn less revenue. So
TR decreases as price increases.

» Changes in demand are equal to changes in price.

» None of the given options.

» Changes in demand are proportionately smaller thanges in price.

Question No: 4 (Marks: 1) - Please choosae
A production function:

» Relates inputs with output.

» Generates a curve that is upward sloping.

» Shows diminishing marginal product of an inputicsi it gets flatter as output
rises.

» All of the given options.

Question No: 5 (Marks: 1) - Please choosae



The market structure in which there is interdepengnce among firms is:

» Monopolistic competition.
» Oligopoly.

» Perfect competition.

» Monopoly.

Question No: 6 (Marks: 1) - Please choosae
Insurance companies operate under the principle of

» Law of large numbers.
P 43 Insurance companies operate under the principle daw of large numbers
» Law of small numbers.
» Law of zero numbers.
» All of the given options.

Question No: 7 (Marks: 1) - Please choosae
Who may start a price war in order to get a largershare of the market?
» Perfect competitor.
» Oligopolist.
» Monopolist.
» Economist.

Question No: 8 (Marks: 1) - Please choosae
The long run aggregate supply curve will shift tahe right if:

» The price level increases.
» Factors of production (such as labor and capitalincrease.
» Expenditures (such as consumption and net expgodsase.

» The prices of inputs used to produce goods andcesr (such as wages and the
price of oil) decrease.

Question No: 9 (Marks: 1) - Please choosae
How many methods are there to measure Gross DomasProduct?
» Three.
» Four.
> Five.
> Six.

Question No: 10 (Marks: 1) - Please choosee
Suppose the government increases spending. Whichtbe following would be part
of the crowding out effect?

» Interest rate rises and investment falls.



P 196
» Interest rate rises and velocity of circulatiosaatises.
» Higher interest rates encourage the central bamctease the money supply.
» Interest rate falls and exports rise.

Question No: 11  (Marks: 1) - Please choosee
Gross National Product (GNP) is:
» Net National Product (NNP) plus depreciation.
» National income discounted by the GDP deflator.
» Income from foreign investments.
» Gross Domestic Product (GDP) minus depreciation.

Question No: 12 (Marks: 1) - Please choosee
Real Gross National Product (GNP) is best defineds:

» The pound value of all final goods and servicexlpced in the economy during a
particular time period and measured in currentgstic

» The pound value of all goods produced for finalsiamption by households in a
particular year and measured in constant prices.

» The current pound value of all new and used gpodduced and sold in the
economy during a particular time period.

» The market value of all final goods and servicesrpduced by the economy
during a given time period, with prices held constat relative to some base period.

Question No: 13 (Marks: 1) - Please choosee
In the complete Keynesian cross model, the aggregaexpenditure line is specified
as:

> AE=C+I.
> AE=C+I+X
> AE=C+I1+G.
»AE=C+I+G+ (X-M).
P 129 The AD or expenditure function is given by AD =C H + G + (X-M).

Question No: 14 (Marks: 1) - Please choosee
Under monopoly, when the demand curve is downwardloping, marginal revenue
is:

» Equal to price.

» Equal to average cost.
» Less than price.

» More than price.

Question No: 15 (Marks: 1) - Please choosee
All of the following conditions lead to the succesul operation of a cartel EXCEPT:




» Market demand for the good is relatively inelastic

» The cartel supplies all of the world's outputlaf good.

» Cartel members have substantial cost advantages&vnon-member
producers.

» The supply of non-cartel members is very pricsteta

Question No: 16 (Marks: 1) - Please choosee

Which of the following best describes the "Capitbwidening™?

» More capital per unit of labour.

» More capital and more labour but with the same amant of capital per unit
of labour.

P 164 Capital widening is a term used to describe theatitn where capital stock is
increasing at the same rate as the labour forus,dhpital per worker remains constant

» Increasing the usage of existing capital.

» Importing capital from the developed world.

Question No: 17 (Marks: 1) - Please choosee

Which of the following statements best describeshé¢ difference between
endogenous growth theory and the Solow growth theg?

» Endogenous growth theory is a monetary theory edwethe Solow theory is a
real theory.

» Endogenous growth theory assumes diminishingnstiar capital and the Solow
theory assumes constant returns.

» In endogenous growth theory, economies with the sg technology and
saving rate need not converge to the same steadgtstas in the Solow model.

» All of the given options are correct.

Question No: 18 (Marks: 1) - Please choosee

Which of the following is NOT to be included in ndional product?
» Wheat produced and consumed by a farmer.
» House built by the owner himself.
» Old house sold by its owner A to person B.
» Machines made by firm A.

Question No: 19 (Marks: 1) - Please choosee

The demand curve for chicken is downward-slopingSuddenly the price of chicken
rises from Rs.130 per kg to Rs.140 per kg. This witause:

» The demand curve for chicken to shift to the left.
» The demand curve for chicken to shift to the right
» Quantity demanded of chicken to increase.

» Quantity demanded of chicken to decrease.



Question No: 20 (Marks: 1) - Please choosee

The government supports research in basic scienbecause:
» Itis a public good.
» External costs are created.
» Internal benefits are created.
» Free markets would do so otherwise.

Question No: 21 (Marks: 1) - Please choosee

National defense is a good example of:

» Public good.
» Inferior good.
» Giffen good.
» Private good.

Question No: 22 (Marks: 1) - Please choosee
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Refer to the above figure, when disposable personahcome is $1,200 billion,
consumption is:
» $600 billion.
» $800 billion.
» $1,200 billion.
» $2,000 billion.

tbilliors of dollars)

Consumption per pencd

Question No: 23 (Marks: 1) - Please choosee

In classical theory, excess supply of a product witil be associated with:
» Rising interest rates.
» Falling interest rates.
» Rising price for the product.
» Falling price for the product.



Question No: 24 (Marks: 1) - Please choosee
The Monetarist key to solve the inflation problemwas:
» Stable money supply.
» Stable output.
» Stable prices.
» Stable economic growth.

Question No: 25 (Marks: 1) - Please choosee
Which of the following predictions can be made usig the growth rates associated
with the equation of exchange, given that velocitys stable and that the economy
moves to its potential output ¥p) in the long run?

» If the money supply grows at a faster rate than gowth in Yp, there will be
inflation.

» If the money supply grows at the same rate as throwyp, the price level will
fall and there will be deflation.

» If the money supply grows at the same rate as throwyp, the price level will
also increase at the same rate as growifs,in

» None of the given options.

Question No: 26 (Marks: 1) - Please choosee
Which of the following will happen by a reductionin net exports all other things
being equal?

» It will result in a movement up along the aggregé&mand curve.

» It will reduce aggregate supply.

» It will reduce aggregate demand.

» It will not change aggregate demand or aggregatgplg in the domestic
economy.

Question No: 27 (Marks: 1) - Please choosee
Which of the following will happen by an increasen net exports all other things
being equal?

» It will result in a movement downward along theyeegate demand curve.

» It will increase aggregate demand.

» It will increase aggregate supply.

» It will not change aggregate demand or aggregafglg in the domestic
economy.

Question No: 28 (Marks: 1) - Please choosee
A change from $1.00 = Rs. 80.00 to $1.00 = Rs.@brepresents:
» Depreciation of the dollar.
» An appreciation of the dollar.
» An appreciation of the rupee.
» None of the given options.

Question No: 29 (Marks: 1) - Please choosee



We can measure economic growth with the help of:
» The Consumer Price Index.
» The Producer Price Index.
» Gross Domestic Product.
» Marginal Propensity to Consume.

Question No: 30 (Marks: 1) - Please choosee
A contractionary fiscal policy shifts:
» The aggregate demand curve to the left.
P 149 The policy prescription flowing from this particular diagnosis of inflation was
simple: reduce aggregate demand by contractionarydcal and/or monetary policies

» The aggregate demand curve to the right.
» The aggregate supply curve to the right.
» The aggregate supply curve to the left.

Question No: 31 (Marks: 1) - Please choosee
Which of the following is a primary function of acentral bank?
» To regulate dividend payments by corporations.
» To act as a regulator of banks.
» To control the bond market.
» To publish statistics on banking and related foi@nmatters.

Question No: 32 (Marks: 1) - Please choosee
In which condition, the IS curve will shift to the right?

» Consumer confidence in the economy improves.

» Firms become more optimistic about the economy dewde to invest more at
each interest rate.

» The government increases transfer payments. dotéd

» It will shift to the right in all of the given calitions.

Question No: 33 (Marks: 1) - Please choosee
Which of the following will be TRUE if real income rose and the interest rate fell
following an increase in government purchases?

» IS curve must be vertical. doubted

» LM curve must be vertical.

» Central Bank must have increased the money swgifhe same time.

» Central Bank must have decreased the money sapfig same time.

Question No: 34 (Marks: 1) - Please choosee
What will happen to LM curve if the central bank increased the supply of real
money balances?
» It would become steeper. doubted
P 193
» It would become flatter.
» It would shift upward.




» It would shift downward.

Question No: 35 (Marks: 1) - Please choosee

In growth process of under developed countries, h rate of population growth:
» Is not accompanied by smaller increase in prodactapita.
» Is not accompanied by increasing total product.
» Is an obstacle in economic growth.
» Is good for economic growth.

Question No: 36 (Marks: 1) - Please choosee

Which of the following is the main reason of povey in third world countries?
» Generation gap.
» Communication gap.
» Foreign exchange gap.
» None of the given options.

Question No: 37 (Marks: 1) - Please choosee
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Refer to the above figure, the marginal propensityo consume equals:
» O.
P 126
» 0.5.
» 1.0.
» 2.0.

Question No: 38 (Marks: 1) - Please choosee

Which of the following is TRUE in a planned economw?
» Goods and services produced reflect consumer aigwnty.
» Price is relatively unimportant as a means of allcating resources.
» There is no incentive for people to work hard.
» All income is completely evenly distributed.



Question No: 39 (Marks: 1) - Please choosee

For which of the following good, the substitutioneffect of a lowered price is
counteracting by the income effect?

» For an inferior good.

» A substitute good.

» For an independent good.

» For a normal good.

Question No: 40 (Marks: 1) - Please choosee

Suppose all inputs are increased by 30% and outpumhcreases by more than 30% in
a production process. This means that the firm exgriences:

» Decreasing returns to scale.

» Constant returns to scale.

» Increasing returns to scale.

» None of the given options.

Question No: 41 (Marks: 1) - Please choosee

The total cost (TC) function is given as TC = 500 30Q. What is the average total
cost?

» 500

» 30+ (500/Q)

» 30FF+500Q

» 30

Question No: 42 (Marks: 1) - Please choosee

The total cost (TC) function is given as TC = 208 5Q. What will be the average
total cost if four units of commodity are produced?

» 20

» 55

» 50

» 220

Question No: 43 (Marks: 1) - Please choosee

Collusion occurs when two or more firms decide tocooperate with each other in the
setting of prices and

» Labor demanded.

» Capital demanded.

» Quantity of good supplied.
P 81 Collusion occurs when two or more firms decide toaoperate with each other in the
setting of prices
and/or quantities.

» Quanlity of good supplied.

Question No: 44 (Marks: 1) - Please choosee

A public good is non-excludable because:



» One person’s use or consumption does not reduceetlability of another to
use it.

» External costs are generated through its productio

» External benefits are generated through more copsan.

» No one can be effectively excluded from using taad.

Question No: 45 (Marks: 1) - Please choosee

According to Keynesian economics, the Inflation isegatively related with:
» Level of income.
» Employment. doubted
» Poverty.
» Unemployment.

Question No: 46  (Marks: 1) - Please choosee

The principle which states that a change in incomeauses a magnified change in
investment is termed as the:

» None of the given.

» Paradox of thrift.

» Multiplier effect. doubted

» Accelerator effect.

Question No: 47 (Marks: 1) - Please choosee

Monetarists characterized the long-term tradeoff letween output and:
» Employment level.
» Inflation.
P 152 Monetarists characterized the long-term tradeoff béveen output and inflation,
» Foreign direct investment.
» Deflation.

Question No: 48 (Marks: 1) - Please choosee

If central bank increased the money supply, then tat will be happen to IS curve?
» IS curve will Shifts rightward.
» IS curve will Shifts leftward.
» IS curve will remain unaffected.
» IS curve will become vertical.

Question No: 49 (Marks: 3)

What is meant by exchange rate? Also give exampbé exchange rate.

Question No: 50 (Marks: 3)

On what basis countries gain from trade?

Question No: 51 (Marks: 5)



"Slope of the consumption function is less than 1What is meant by this
statement?
D. What are the major macroeconomic variables involvedn the determination of
national income?
(Marks: 2+3)

Question No: 52 (Marks: 5)

Why is taxation necessary? What are the principlesf taxation?

Question No: 53 (Marks: 5)

Why could the world as a whole not experience a pblem of a current account
balance of payments deficit?
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Marks: 69
Question No: 1 (Marks: 1) - Please choosae

At the equilibrium price:

» There will be a shortage.

» There will be neither a shortage nor a surplus.
» There will be a surplus.

» There are forces that cause the price to change.

Question No: 2 (Marks: 1) - Please choosae

Law of diminishing marginal utility indicates that the slope of the marginal utility
curve is:

» Horizontal.
» Vertical.

» Negative.
» Positive.

Question No: 3 (Marks: 1) - Please choosae

An individual with a constant marginal utility of income will be:

» Risk loving.

» Risk neutral.

» Risk averse.

» Insufficient information for a decision.



Question No: 4 (Marks: 1) - Please choosae

Aslam spends all of his money on racquetballs anfbod. What would happen to
Aslam’s budget line if his income increased by 10gpcent holding prices constant?

» It would shift inward.

» It would rotate about the axis for food.

» It would rotate about the axis for racquetballs.
» It would shift outward.

Question No: 5 (Marks: 1) - Please choosae

A perfectly competitive firm maximizes profit by finding the level of production at
which:

» Price = Marginal Cost.

» Price = Average Total Cost.

» Average Total Cost = Marginal Cost.
» Price < Marginal Cost.

Question No: 6 (Marks: 1) - Please choosae

A schedule which shows the various amounts of a gauct consumers are willing
and able to purchase at each price in a series obgsible prices during a specified
period of time is called:

» Supply schedule.

» Demand schedule.

» Quantity supplied schedule.
» Quantity demanded schedule.

Question No: 7 (Marks: 1) - Please choosae

If income elasticity is negative, the good is:

» Normal good.

» A substitute good.

» A complementary good.
» Inferior good.

Question No: 8 (Marks: 1) - Please choosae

Welfare economics is the branch of economics whialeals with:

» Positive issues.
» Normative issues.
» Micro issues.

» Macro issues.

Question No: 9 (Marks: 1) - Please choosae



Suppose to hire the next worker, the firm pays $50This $50 is the:

» Marginal input cost.

» Marginal cost. douted
» Marginal revenue product.
» Marginal revenue.

Question No: 10 (Marks: 1) - Please choosee

A primary implication of Keynesian economics is:

» The best government is the least government.

» Flexible wages and prices ensure full employment.

» Monetary policy is far superior to fiscal policy.

» Business-cycle instability is best corrected tigfogovernment policies.

Question No: 11 (Marks: 1) - Please choosee

An assumption of classical economics is:

» Investment and saving are seldom equal.
» Self-correction takes a long time.

» Demand creates its own supply.

» Prices and wages are flexible.

Question No: 12 (Marks: 1) - Please choosee

How many methods are there to measure Gross DomasProduct?
» Three.
» Four.
> Five.
> Six.

Question No: 13 (Marks: 1) - Please choosee

The trend of unemployment over the last forty yeas is:

» A decrease in unemployment.

» It has remained largely unchanged.
» An increase in unemployment.

» It is too difficult to tell so don't bother.

Question No: 14 (Marks: 1) - Please choosee

Which of the following is a less important componat of the balance of payments?

» The capital account.

» The current account.

» The financial account.

» All three components are equally important.



Question No: 15 (Marks: 1) - Please choosee
Growth rate of per capita income is equal to:

» Growth rate of total output / Growth rate of pagtidn.
» Growth rate of population / Growth rate of totatput.
» Growth rate of total output + Growth rate of population.
» Growth rate of total output - Growth rate of pagdidn.

Question No: 16 (Marks: 1) - Please choosee
The similarity in the Perfect competition and mongolistic competition is that:

» Firms in both types of market structure will astpaice takers.

» Firms in both types of market structure will prodwa product that is exactly like
one produced by other firms in the industry.

» Firms in both types of market structure will produce a level of output where
price equals marginal cost.

» Firms in both types of market structure will eaamo profit in the long run.

Question No: 17 (Marks: 1) - Please choosee
For price making firm, at the profit-maximizing level of output, what is TRUE of
the total revenue (TR) and total cost (TC) curves?

» They must intersect with TC cutting TR from below.

» They must intersect with TC cutting TR from above.

» They must be tangent to each other.

» They must have the same slope.

Question No: 18 (Marks: 1) - Please choosee
Which of the following best describes the total ntket value of all final goods and
services produced within the boundary of a countryn a year?

» Gross domestic product.

» Net national product.

» Net national income.

» Disposable personal income.

Question No: 19 (Marks: 1) - Please choosee
Which of the following would occur if injections ae less than withdrawals at the
full-employment level of income?

» A deflationary gap.

» Hysteresis.

» Hyperinflation.

» An inflationary gap.

Question No: 20 (Marks: 1) - Please choosee

Suppose in an economy, a war destroys a large pmm of a country's capital stock
but the saving rate is unchanged. In this situationthe exogenous model predicts
that output will grow and the new steady state willpproach towards:




» A higher output level than before.
» The same output level as before.
» A lower output level than before.

» The Golden Rule output level.

Question No: 21 (Marks: 1) - Please choosee

GNP is a good indicator of:
» The total payment of factor owners.
» The amount of consumption and investment.
» The conditions of production and employment.
» The amount of incomes available for spending.

Question No: 22 (Marks: 1) - Please choosee

The demand curve for labour can be derived from tk intersection of:
» Horizontal wage rate lines and the marginal reveme product of labour.
» Vertical wage rate lines and the marginal revgmoeluct of labour.
» Vertical wage rate lines and the marginal revgmoeluct of capital.
» Horizontal wage rate lines and the marginal reegoroduct of capital.

Question No: 23 (Marks: 1) - Please choosee

Price level

AD,

Real GDP per year

In the above figure, a movement from point A to pait B:
» Is a change in aggregate demand resulting fromwarl price level.

» |Is change in aggregate quantity demanded resultinfjom a lower price level.
doubted

» Could be due to an increase in investment demand.
» Occurs because aggregate output supplied hasgette

Question No: 24 (Marks: 1) - Please choosee




Price level LRAS
RAS

AD

Y, Y, Y, Real GDP per year

Refer to the above figure, what are the prevailingrice level and the output level in
the economy?

» Price level = B, real GDP =Y.
» Price level = B, real GDP = Y
» Price level = B; real GDP = Ys  goubted
» Price level = B, real GDP = Y,

Question No: 25 (Marks: 1) - Please choosee
Which of the following is equal to personal savingf?
» Gross domestic income — consumption.
» Personal disposable income — consumption.
» Gross domestic product — consumption.
» Personal disposable income — taxes — consumption.

Question No: 26 (Marks: 1) - Please choosee
In the definition of labor force, economists incldle:

» Only people who are working full-time.

» People who are not working but are actively lookig for a job and people
who are working.

» People who are working.

» None of the given options.

Question No: 27 (Marks: 1) - Please choosee
If a country devalues its currency, what will be is results?

» Its imports will be cheaper for its citizens atgl @éxports will be expensive from
the point of view of foreigners.

» Both its imports and exports will be cheaper f@ titizens and for foreigners.

» Its imports will seem more expensive for the citens and export will seem
cheaper to the foreigners.

» Both imports and exports will seem more expensive.




Question No: 28 (Marks: 1) - Please choosee
If net exports are positive, this implies that thecountry has:
» Trade surplus.
» Trade deficit.
» Government budget surplus.
» Government budget deficit.

Question No: 29 (Marks: 1) - Please choosee
We can measure economic growth with the help of:
» The Consumer Price Index.
» The Producer Price Index.
» Gross Domestic Product.
P 161
» Marginal Propensity to Consume.

Question No: 30 (Marks: 1) - Please choosee
Development is impossible without:

» Incentive to profit.

» Foreign aid.

» Domestic savings.

» Inflation.

Question No: 31 (Marks: 1) - Please choosee
Public investment expenditure for highways, schos| and national defense is
included in which component of GDP?

» Consumption.

» Gross private investment.

» Government purchases.
P 172 Government purchases are used to operate the govenent (administrative salaries,
etc.) and to provide public goods (national defensaighways, etc.).

» Public investment.

Question No: 32 (Marks: 1) - Please choosee
The principle of taxation which emphasizes on famess or just sacrifice is known as:
» Efficiency.
> Equity.
P 173 Equity represents that principle of taxation whichemphasizes fairness or just
sacrifice,
» Progressive tax.
» Regressive tax.

Question No: 33 (Marks: 1) - Please choosee
Suppose you keep Rs. 35 in your pocket to purchasemovie CD when it will come
out next month in the market. What is the function of money in this context?

» Medium of exchange.




» Unit of account.
» Standard of deferred payment.
» Store of value.

Question No: 34 (Marks: 1) - Please choosee
Suppose the central bank’s primary goal is to stabze the prices and it aims to
keep the inflation rate at 6%. If the inflation rate rose above 6%, central bank
should adopt which of the following policy?

» An expansionary monetary policy.

» A contractionary monetary policy.

» It should reduce the required reserve ratio.

» It should impose a temporary ceiling on the fetenads rate.

Question No: 35 (Marks: 1) - Please choosee
Countries that are not among the high income natias of the world are categorized
as:

» Developed countries.

» Progressed countries.

» Developing countries.

» High income countries.

Question No: 36 (Marks: 1) - Please choosee
Developing countries have ---- unemployment than the
developed countries.

» Higher.

» Lower.

» About the same.

» In some cases higher while in others lower.

Question No: 37 (Marks: 1) - Please choosee
Why agriculture sector has an important role to pay in the development process?
» Because a balanced approach to growth is necessary
» Because the vast majority of an under developedntcyp is engaged in
agriculture.
» Because agriculture may be a major bottleneck in th process of
development.
» Because of all of the given options.

Question No: 38 (Marks: 1) - Please choosee
Which of the following will happen if the cost ofcomputer components falls?
» The demand curve for computers shifts to the right
» The demand curve for computers shifts to the left.
» The supply curve for computers shifts to the right
» The supply curve for computers shifts to the left.

Question No: 39 (Marks: 1) - Please choosee




In cartels, there are a small number of sellers ahusually involve
» Heterogeneous products.
» Large competition.
» Homogeneous products.
» Less demand in market.

Question No: 40 (Marks: 1) - Please choosee
If different firms in the oligoplistic structures do not cooperate with each other is
known as

» Collusive oligopoly.

» Cartel.
» Price leadership.

» Non-collusive oligopoly.
P 82 If different firms in the oligopolistic structures do not cooperate with each other is
known as non collusive oligopoly.

Question No: 41 (Marks: 1) - Please choosee
Slope and elasticity of demand have

» A direct relation.

» An inverse relationship.
P 27 Slope and elasticity of demand have an inverse reianship.

» No relation between slope and elasticity.
» None of the given options.

Question No: 42 (Marks: 1) - Please choosee
If you sum the marginal utilities obtained by consmption from one unit to five
units of any commodity, you will get:

» The marginal utility for the consumption of the fifth unit.

» The marginal utility for the consumption of the&thi unit.

» The total utility for the consumption of the fifste units.

» The average utility for the consumption of thstfiive units.

Question No: 43 (Marks: 1) - Please choosee
Price war is often seen in which of the followingnarkets:
» Perfect competition.
» Monopoly.
» Oligopoly.
» Duopoly.




Question No: 44 (Marks: 1) - Please choosee
Assume that there is no government or foreign seat, if the marginal propensity to
save (MPS) is 0.2, then the value of saving multipt will be equal to:

» 0.80

» 1.20

» 0.50

» 1.25

Question No: 45 (Marks: 1) - Please choosee
If domestic interest rate is greater than foreigrinterest rate + expected
depreciation then:

» One should invest in domastic market. doubted

» One should invest abroad.

» One should remain indifferent.

» Make half investment in domastic market and halestment in foreign market.

Question No: 46 (Marks: 1) - Please choosee
In endogenous growth model the permanent growth t@ depends on the saving rate
and:
» Labor participation rate.
» Capital stock.
» Investment.
» Technological progress.
P 167

Question No: 47 (Marks: 1) - Please choosee
How an economy will be affected if money supply iscreased in the country?
P Interest rate increases, investment and GDP reduce
P Interest rate increases, investment increaseS&amireduces.
P Interest rate reduces, investment and GDP increas. duobted
» Interest rate reduces, investment and GDP reduces.

Question No: 48 (Marks: 1) - Please choosee
In IS-LM model, a decrease in government spendinghould move the:
» IS curve leftward.
» IS curve rightward.
» LM curve rightward.
» LM curve leftward.

Question No: 49 ( Marks: 3)



Differentiate between inflation and deflation.

Question No: 50 ( Marks: 3)

Explain the shape of money supply curve with thedip of diagram.

Question No: 51  (Marks: 5)

What is meant by Philips Curve? Explain the shap@f this curve with the help of
diagram.

Question No: 52 (Marks: 5)
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In the above figure, suppose the economy is on ti@rizontal portion of aggregate
supply (AS) curve.
a) If government expenditures increase, what will happn to the aggregate
expenditure line E, aggregate demand curve AD andutput level Y.
b) Is there any multiplier effect? How it works in this case?
(Marks: 3+2)

Question No: 53 (Marks:5)

How crowding out of investment demand occur due texpansionary fiscal policy?
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Question No: 1 (Marks: 1) - Please choosae

A good for which income and quantity demanded arenversely related is known as:

» Inferior good.

» Complementary good.

» Normal good.

» None of the given options.

Question No: 2 (Marks: 1) - Please choosae

At the equilibrium price:

» There will be a shortage.

» There will be neither a shortage nor a surplus.
» There will be a surplus.

» There are forces that cause the price to change.

Question No: 3 (Marks: 1) - Please choosae

A graph showing all the combinations of capital ad labour available for a given
total cost is the:

» Budget constraint.

» Expenditure set.

» Isoquant.

» Isocost.
P 59

Question No: 4 (Marks: 1) - Please choosae

The supply curve for a competitive firm is:

» Its entire marginal cost curve.

» The upward-sloping portion of its marginal costveu

» Its marginal cost curve above the minimum point othe average variable cost
curve.

» Its marginal cost curve above the minimum pointhef average total cost curve.

Question No: 5 (Marks: 1) - Please choosae

A perfectly competitive firm maximizes profit by finding the level of production at
which:



» Price = Marginal Cost.

» Price = Average Total Cost.

» Average Total Cost = Marginal Cost.
» Price < Marginal Cost.

Question No: 6 (Marks: 1) - Please choosae

Which of the following is true in long run equilibrium for a firm in a monopolistic
competitive industry?

» The demand curve is tangent to marginal cost curve
» The demand curve is tangent to average cost curve.
» The marginal cost curve is tangent to average@ose.
» The demand curve is tangent to marginal revenoneecu

Question No: 7 (Marks: 1) - Please choosae

Value of Marginal Product of Labor (VMP ) is equal to:

» MPR/ P,
> MPR.

> P

» MPP_ x P,

p 93 The value of marginal product of labour (VMPL) = MPPL x Pi

Question No: 8 (Marks: 1) - Please choosae

The marginal revenue product is:

» Upward sloping due to the law of demand.

» Upward sloping due to the law of marginal utility.

» Downward sloping due to the law of diminishing retirns.
» Downward sloping due to the law of supply.

Question No: 9 (Marks: 1) - Please choosae

The classical economists thought that the econonwould quickly overcome any
short run instability because:

» Price level and quantity are flexible.

» Prices would get stuck at a low level.

» The long run aggregate supply would shift to &fe |

» Prices and wages are flexible.

Question No: 10 (Marks: 1) - Please choosee

An assumption of classical economics is:



» Investment and saving are seldom equal.
» Self-correction takes a long time.

» Demand creates its own supply.

» Prices and wages are flexible.

Question No: 11  (Marks: 1) - Please choosee

Gross Domestic Product is:

» A stock variable.

» A flow variable.
P 118 Flow: A variable or measurement that is defined fora period of time (as opposed to
an instant in time). A flow can only be measured a@r a period. For example GDP is the
flow of production during a given year. Income is anothr flow measures important to the
study of economics.

» Both a stock and a flow variable.

» Neither a stock nor a flow variable.

Question No: 12 (Marks: 1) - Please choosee

The labour force is made up of:

» The number of people employed minus the numbeeople unemployed.
» The number of people employed plus the number ofgmple unemployed.
» Just the number of people employed.

» The whole population.

Question No: 13 (Marks: 1) - Please choosee

A government wishing to reduce a deficit on the avent account of their balance of
payments through the use of fiscal policy would bmost likely to:

» Raise direct taxation.

» Introduce an import quota.

» Raise interest rates.

» Reduce the rate of value added tax on all goods @services.

Question No: 14 (Marks: 1) - Please choosee

If imports = exports, then we have:
» Current account balance.
» Capital account balance.
» Statistical discrepancy.
» Balanced Budget.

Question No: 15 (Marks: 1) - Please choosee

The principle economic difference between a compétve and a non-competitive
market is:



» The number of firms in the market.

» The extent to which any firm can influence the prce of the product.
» The size of the firms in the market.

» The annual sales made by the largest firms imiiueket.

Question No: 16 (Marks: 1) - Please choosee
Disposable Income is obtained by subtracting --—-------- from personal income.

» Indirect Taxes.

» Direct Taxes.

» Both direct and indirect taxes.
» Subsidies.

Question No: 17 (Marks: 1) - Please choosee
Under monopoly, when the demand curve is downwardloping, marginal revenue
is:

» Equal to price.

» Equal to average cost.
» Less than price.

» More than price.

Question No: 18 (Marks: 1) - Please choosee
Which of the following statements is TRUE about te Classical and Keynesian
approaches to achieve a macroeconomic equilibriunmian economy?

» Keynesian economists actively promote the use a$d¢al policy while the
classical economists do not.

» Keynesian economists actively promote the useasfatary policy to improve
aggregate economic performance while the classmaiomists do not.

» Classical economists believe that monetary palitiycertainly affect the level of
output while the Keynesians believe that money gnaaffects only prices.

» Classical economists believe that fiscal policgnseffective tool for achieving
economic stability while the Keynesians do not.

Question No: 19 (Marks: 1) - Please choosee
Suppose an economy is at full employment equilibsm in the classical model.
What will be the long run effect of an increase ingovernment spending in this
economy?

» Price level will increase.

» The aggregate demand curve will shift upward.

» Output level will remain constant.

» All of the given options.

Question No: 20 (Marks: 1) - Please choosee
This year, if national product at factor cost is B. 500 billion, indirect taxes 150
billion and subsidies Rs. 50 billion, then nationaproduct at market prices will be:




» Rs. 700 billion.
» Rs. 650 billion.
» Rs. 600 billion.

For calculating national product we add indirect taxes and subtract subsidies
500+150-50=600

» Rs. 300 billion.

Question No: 21 (Marks: 1) - Please choosee
Which of the following is an example of an injectn?
» Taxes.
» Saving.
» Imports.
» Investment.
P 124 Injections are payments to firms not originating from households: government
spending, firms’ investment and exports are all exaples of injections into the circular flow.

Question No: 22 (Marks: 1) - Please choosee
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Refer to the above figure, the potential output irthis economy is:
» $7,000 billion at a price level of 1.16.
» $7,000 billion at a price level of 1.12.
» $7,000 billion at a price level of 1.08.
» All of the given options.

Question No: 23 (Marks: 1) - Please choosee




LRAS

=4 1.16

—

I

= AD,
(0]

> 1.12

@

S

= ADY
(0]

> 108

(]

Q2

a AD3

$7,00(
Real GDP (billions of base-year dollars) per year

Refer to the above figure, if the real GDP is $7,@billion and the implicit price
deflator is 1.16, what is the value of nominal GDP?
» $6,034 billion.
» $8,120 billion.
GDP deflator = Nominal GDP / Real GDP
1.16 = Nominal GDP / 7000
Nominal GDP =1.16 x 7000
Nominal GDP = 8120

» $9,120 billion.
» Cannot be determined from the given information.

Question No: 24 (Marks: 1) - Please choosee

Which of the following is TRUE?
» Accelerator coefficient = Marginal capital / outpatio.
» Accelerator coefficient > Marginal capital / outpatio.
» Accelerator coefficient < Marginal capital / outpatio.
» None of the given options.

Question No: 25 (Marks: 1) - Please choosee

Which of the following predictions can be made usig the growth rates associated
with the equation of exchange, given that velocitys stable and that the economy
moves to its potential output ¥p) in the long run?

» If the money supply grows at a faster rate than gywth in Yp, there will be
inflation.

» If the money supply grows at the same rate as throwyp, the price level will
fall and there will be deflation.

» If the money supply grows at the same rate as throwyp, the price level will
also increase at the same rate as growif,in

» None of the given options.



Question No: 26 (Marks: 1) - Please choosee
Which of the following will influence a country's exports?
» All of the given options.
» Consumer tastes for domestic and foreign goods.
» Prices of goods at home and abroad.
» Costs of transporting goods from country to cogntr

Question No: 27 (Marks: 1) - Please choosee

Disposable Personal Income | Consumption
$ $
100 140
200 220
300 300
400 380
500 460

Refer to the above table, when disposable personaicome is $100, what is the
amount of personal saving?

» —$40.
Saving = dpi - cp
100-140 = - 40
» —-$20
» $0.
> $20.
Question No: 28 (Marks: 1) - Please choosee
Disposable Personal Income Consumption
$ $
100 140
200 220
300 300
400 380
500 460

Refer to the above table, when disposable personaicome is $400, what is the
amount of personal saving?

> —$40.

> —$20.

» $0.

> $20.

Question No: 29 (Marks: 1) - Please choosee

The price of one unit of foreign good in terms oflomestic good is known as:
» Inflation rate.
» Real exchange rate.
» Nominal exchange rate.




PAGE 158 The nominal exchange rate (NER) is the price idomestic currency of one unit of a foreign
currency.

» Discount rate.

Question No: 30 (Marks: 1) - Please choosee
Development is impossible without:

» Incentive to profit.

» Foreign aid.

» Domestic savings.

» Inflation. (Correct) Afaaq

Question No: 31 (Marks: 1) - Please choosee
Which of the following is not likely to be a causef economic growth?
» Improved rate of capital formation.
» Increase in money supply.
» Increase in investment in education and training.
» Rapid technical progress.

Question No: 32 (Marks: 1) - Please choosee
The money multiplier is the reverse of:

» Legal reserves.

» EXxcess reserves.

» Checkable deposits.

» The reserve ratio.
PAGE 188: The money multiplier is nothing but the inverse bthe reserve ratio.

Question No: 33 (Marks: 1) - Please choosee
A primary function of a central bank is to:
» Regulate dividend payments by corporations.
» Control the bond market.
» Set monetary policy.
» Publish statistics on banking and related findnoatters.

Question No: 34 (Marks: 1) - Please choosee
What will be the impact of an increase in taxes?

» It will shift the IS curve to the left and decredsoth the interest rate and the level
of income.

» It will shift the IS curve to the right and incesaboth the interest rate and the
level of income.

» It will shift the IS curve to the right and incszathe level of income but decrease
the interest rate.

» It will shift the LM curve downward (to the right) and increase the level of
income but decrease the interest rate.

Question No: 35 (Marks: 1) - Please choosee
IS curve shows the equilibrium in:
» Money Market.




» Goods Market.
Page 195: Thus the IS curve, which captures goodsanket equilibrium is downward sloping in i-Y space
» Labor Market.

» Financial Market.

Question No: 36 (Marks: 1) - Please choosee

Which of the following is TRUE for investment fundion and the IS curve slope?
» It is upward because higher interest rates induzes investment.
» It is upward because higher interest rates integinvestment.
» It is downward because higher interest rates iadoore investment.

» It is downward because higher interest rates indueless investment.
Ref: http://bachacho0.tripod.com/chapter_10_c.htm

Question No: 37 (Marks: 1) - Please choosee
Suppose the price of rail tickets decreases, whatill happen to the demand for
airline travel?

» The demand curve for airline travel shifts left.

» The demand curve for airline travel shifts right.

» The supply curve of airline travel shifts left.

» The supply curve of airline travel shifts right.

Question No: 38 (Marks: 1) - Please choosee
Suppose all inputs are increased by 20% but outpuhcreases by less than 20% in a
production process. This means that the firm expéences:

» Decreasing returns to scale.
Long run productivity theory or returns to scale theory. In long run, all factors are variable. This theory
includes constant, increasing & decreasing returnt scale.

» Constant returns to scale.
» Increasing returns to scale.
» None of the given options.

Question No: 39 (Marks: 1) - Please choosee
What will happen if current output is less than tre profit-maximizing output?
» The next unit produced will decrease profit.
» The next unit produced will increase cost moretihéncreases revenue.
» The next unit produced will increase revenue moréhan it increases cost.
» The next unit produced will increase revenue withincreasing cost.

Question No: 40 (Marks: 1) - Please choosee

In which of the following situations, a monopoly ocurs?

» When each firm produces a product that is sligtiififerent from the other firms.

» When one firm sells a good that has no close sultstes and a barrier blocks
entry for other firms.

» When there are many firms producing the same mtodu

» In all of the given situations.

Question No: 41 (Marks: 1) - Please choosee




Concentration ratio is used to assess:
» The level of competition in an industry.
» The degree of control over prices.
» The technological gaps between the firms.
» Marginal cost and marginal benefit analysis.

Question No: 42 (Marks: 1) - Please choosee
If an increase in price increases the total reverathen:
» Demand is elastic.
» Demand is inelastic.
» Supply is elastic.
» Supply is inelastic.

Question No: 43 (Marks: 1) - Please choosee
Revaluation of the currency encourages:

» Imports.

» Exports.

» Exports.
REVALUATION
This is the act of increasing the price (exchamge)rof one nation's currency in terms of other

currencies. This is done by the government if intsdo raise the price of tigountry's
exports and lower the price of foreign imports. This isapropriate action if the country is
running an undesired trade surplus with other atestThe procedure for revaluation is for the
government to buy the nation's currency and/orfeatlign currencies through the foreign
exchange market.

» Poverty.
» Inflation.

Question No: 44 (Marks: 1) - Please choosee
Growth rate of total output is equal to:

» Growth rate of per capita income - Growth ratpabulation.
» Growth rate of population / Growth rate of peritamcome.

» Growth rate of population + Growth rate of per capta income.
Page 163: Growth rate of per capita income = Growthate of total output - Growth rate of population
So that : Growth rate of total output = Growth rate of population + Growth rate of per capita income

» Growth rate of population - Growth rate of peritapmcome.

Question No: 45 (Marks: 1) - Please choosee
Government can borrow from domestic banking systenor general public by
selling:

» Shares of any of its institute.

» Stocks.

» Treasury bills.

Page 185 : Borrow from domestic banking system oremeral public through a sale of treasury bills and
bonds.




» Debentures.

Question No: 46 (Marks: 1) - Please choosee
Which of the following is an equilibrium condition in goods market?
» Investment = Saving.
» Money supply = Money demand. (Correct) Afaaq
P 193 So far we have talked about macroeconomic equilibreither in the context of the
goods market (AS=AD),
» Aggregate demand =C + |1 + G + NX.
» Aggregate demand = Aggregate supply.

Question No: 47 (Marks: 1) - Please choosee
If the exchange rate is fixed, expansionary fiscadolicy would not have any:
» Investment multiplier effect.
» Crowding out effects.
» Government spending effect .
» None of the given options.

Question No: 48 (Marks: 1) - Please choosee
The common characteristics of a developing countrig:
» High growth rate.
» High literacy rate.
» Skilled labor.
» High unemployment rate.

Question No: 49 (Marks: 3)
Define balance of payment (BOP). How the BOP careldetermined?

Answer:
A BOP is a sheet in other words an account sheitw an accounting record of all
monetary transactions between a country and thefése world.

These transactions include
- Payments for the country's exports and importgoolds, services, and financial
capital, as well as financial transfers.

The BOP summarizes international transactions gpegific period, usually a year, and
is prepared in a single currency, typically the é@stit currency for the country
concerned.

Surplus items:
Sources of funds for a nation, such as exporteerdceipts of loans and investments, are
recorded as positive/surplus items.

Deficit items:



Uses of funds, such as for imports or to invesbreign countries, are recorded as a
negative or deficit item.

It can be determined if we see the things in bo#ispective.In other words it is a non-
complicated way, lets assume that we have two cesrPakistan and united states and
things are viewed from Pakistan point of view.

For this purpose we must now the market for forgigchange. Foreign exchange in a
Pakistani context means US $ and in a US pointeaf it is Pak rupees.

Question No: 50 ( Marks: 3)
Explain the shape of money demand curve with thedtp of diagram.

Answer:
Money demand Md increases with income levels.
Money demand Md falls with interest rates.

In this concept we are talking about real income i@al interest rate not the nominal
income and nominal interest rate.

So this implies to the demand of real money.
Whether nominal and real money supply is equalodidepends much on the
assumption regarding prices. If prices are assuired, then the two are equal,

otherwise not.

As you can see from the diagram where money denmaod the x-axis and income is on
the y-axis, and there are various level shownsliké2,1.3.
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Question No: 51 (Marks: 5)
How can a current account, which is in deficit, beestored to balance under fixed
exchange rate regimes?

Answer:

There is solution for how can a current accountcivlis in deficit be restored to balance
under fixed exchange rate regimes. The answ&wdsnomic Deflation”

Economic Deflation says When a country’s nationebme rises, it spends more; part of
that spending falls on imported goods; higher ingoause the current account to
worsen.

The reverse is also true for this lower income medtice import spending and therefore
improve the current account spending.

However, economic contraction is not a good ide@store current account equilibrium
the other alternative solution presented by ecosbisito devaluate or “devaluation”.

Devaluation is the phenomena related to exchartgemizere exchange rate faces
depreciation but in the context of fixed exchargfes. The complement of devaluation is
revaluation.



A concept of devaluation is to bring the excharage m line with its long-run
equilibrium level, i.e. a level consistent withembational competitiveness.

Competitiveness is simply defined as the real exgbaate RER, where RER =
(Pf/Pd)*NER. Where

NER - Nominal Exchange rate

Pf - is the price level prevailing in the foreign cayntus)
Pd> is the price level prevailing in the home cour{fPakistan).

The formula implies that, for a fixed NET if inflah is higher in Pakistan (relative to
the US), Pakistani exports will become less ativadh the international market. As a
result, our exports will fall, and current accowrill go into deficit.

To fix this problem, the NER can be devalued stoasake our goods cheaper and
competitive and it is to bring competitiveness becks original higher level. However,
there are many provisos attached to the devalupbbay prescription.

Devaluation only works if the country’s exports angports are elastic, otherwise the
price effect of the devaluation will dominate th@ume effect and the current account
will worsen. Secondly, the country must have exgesductive capacity in order to meet
the higher demand for exports that is createdrasudt of the devaluation. Thirdly, the
country should not have a very high foreign debbsénburden increases so much as a
result of the devaluation that the negative effassociated therewith overwhelm any
positive competitiveness effects.

Capital account (+ or -)

+ - Incoming FDI, FPI or other private capital
- >0utgoing FDI, FPI or other private capital
+ - Borrowing, aid inflows

- >Payments of debt principal, aid outflows

Question No: 52 (Marks: 5)
Identify which of the following are stock variables and which are flow variables?
a) Unemployment>Stock
b) Redundancies (job lay-offsp Flow
c) Profits>Flow
d) A firm's stock market valuation (share price)>Stock

e) The value of property after a period of inflation>Stock
(Marks: 1 for each)

Question No: 53 (Marks:5)



World Bank suggests some structural reform policie for the poor countries to
grow. Discuss those policies briefly.
Ans:

World Bank has suggested following policies for thpoor countries to grow,

1. Governance and administrative reforms:To reduce over employment in public
sector, reduce wastes and to improve the qualdyrelmbility of public services. To
strengthen the administration of taxes, to elingrthe corruption. To decentralize the
control of fiscal policy making. To enrich the légad regulator framework.

2. Privatization of state-owned enterprisesAbbreviated as SOEs. These are
influenced by political interference and it is axfehe reasons SOEs are considered
inefficient. SOEs are also suffering form lack ohgpetition, cost awareness and fear of
bankruptcy.

3. Financial liberalization: It involves ending of financial repression pagi
including artificially low interest rates, creddtroning, restrictions on banking
competition and government involvement in investhaiocation

4. Liberalization of prices, removal of subsidies

5. Dereqgulation involving dismantling of licensing sy®ems and red-tape

6. Trade liberalization: including tariffication of non-tariff-barriers, haonization of
tariffs and an eventual reduction thereof

7. EDIl liberalization: To create a transparent, predictable environmerfofeign
investors to operate in.

8. Capital account liberalization: To remove controls on capital flows

These policies are suggested by world bank andubeessful implementation of these
policies depend on the political and economic systé poor countries. In general these
policies are expected to provide the poor naticih Wetter understanding and help them
to raise their growth.
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Time: 90 min
Marks: 69

Question No: 1 (Marks: 1) - Please choosae

A market is said to be in equilibrium when:

» Demand equals output.

» There is downward pressure on price.

» The amount consumers wish to buy at the current pce equals the amount
producers wish to sell at that price.
QS=QD

» All buyers are able to find sellers willing to Isiel them at the current price.

Question No: 2 (Marks: 1) - Please choosae

Which of the following is regarded as a general derminant of price elasticity of
demand?

» Nature of the good (luxury versus necessity).

» Availability of close substitutes.

» Share of consumer's budget and passage of time.
» All of the given options.

Question No: 3 (Marks: 1) - Please choosae
Consumers will maximize satisfaction when:

» The price of each good is exactly equal to theepoif every other good
consumed.

» The price of each good is exactly equal to thal tatility derived from the
consumption of every other good.

» The marginal utility of the last dollar spent on ech good is exactly equal to
the marginal utility of the last dollar spent on ary other good

» Marginal utility is equal to average utility.

Question No: 4 (Marks: 1) - Please choosae

If a consumer’s marginal rate of substitution equas 2 eggs for 1 hamburger then:

» The consumer’s indifference curve must be positisoped.

» The consumer’s indifference curve must be convik vespect to the origin of
the graph.

» The ratio of the consumer’s marginal utility of 1egg to that of 1 hamburger
must equal Y.

» All of the given options.



Question No: 5 (Marks: 1) - Please choosae

The optimal point of production for any individual firm is where:

» Marginal Revenue = Marginal Cost.
» Marginal Revenue > Marginal Cost.
» Marginal Revenue < Marginal Cost.
» None of the given options.

Question No: 6 (Marks: 1) - Please choosae

Under the kinked demand curve model, an increas@imarginal cost will lead to:

» An increase in output level and a decrease irepric
» A decrease in output level and an increase in prc
» A decrease in output level and no change in price.
» Neither a change in output level nor a changeicep

Question No: 7 (Marks: 1) - Please choosae

The marginal revenue product is:

» Upward sloping due to the law of demand.

» Upward sloping due to the law of marginal utility.

» Downward sloping due to the law of diminishing retirns.
» Downward sloping due to the law of supply.

Question No: 8 (Marks: 1) - Please choosae

The unemployment rate is equal to:

» Number of employed / labour force x 100.

» Number of unemployed / labour force. ...........
» (Number of unemployed / labour force) x 100.
» None of the given options.

Question No: 9 (Marks: 1) - Please choosae

M1 component of money supply consists of:

» Paper currency and coins.
» Paper currency, coins and check writing deposits.



MOQ: also called base money, high powered money di¢ monetary base. MO is the value of
all the currency notes and coins that are in circwdtion in the economy. Note that any
currency or coins lying with the central bank (whid in Pakistan’s context, would be the
State Bank of Pakistan) does not count as MO, asi& not in circulation.
M1: is MO + all current (or checking) deposits heldwith commercial banks. Checking
deposits are accounts from which the holders can thidraw money at any time.

» Paper currency, coins, check writing depositssawings deposits.

» Paper currency, coins, check writing depositsingmvdeposits and certificates of
deposits.

Question No: 10 (Marks: 1) - Please choosee

An increase in the money supply will cause interesates to:

» Rise.
> Fall.
P 179 The balance of payments surplus will increase the omey supply, which will
push interest rates back down again, thus preventminternal balance from being achieved.)
» Remain unchanged.
» None of the given options.

Question No: 11 (Marks: 1) - Please choosee
Disposable Income is obtained by subtracting --—-------- from personal income.

» Indirect Taxes.

» Direct Taxes.
P 122 Disposable income is obtained by subtracting the amant of direct taxes from the
personal income

» Both direct and indirect taxes.

» Subsidies.

Question No: 12 (Marks: 1) - Please choosee
Which of the following statements is TRUE about cdels?

» These are organizations of independent firms, ymod) similar products, that
work together to raise prices and restrict output.

» These are organizations of interdependent firms,mpducing similar products,
that work together to raise prices and restrict ouput.
P 81 Cartel
A cartel is a formal (explicit) agreement among fims. Cartels usually occur in an
oligopolistic industry, where there are a small nurher of sellers and usually involve
homogeneous products.

» These arerganizations of independent firms, producing défe products, that
work together to raise prices and restrict output.
» These areonsidered as part of monopolistic competition.



Question No: 13 (Marks: 1) - Please choosee

If disposable income increases from $7 trillion to$8 trillion and as a result,
consumption expenditure increases from $9 trillionto $9.8 trillion, the Marginal
Propensity to Consume is:

» 1.0.

» 0.80.
P 125

» 0.875.
> 0.91.

Question No: 14 (Marks: 1) - Please choosee

Which of the following is required to make the eqation of exchange in the quantity
theory of money?

» V and Q are assumed to be constant.

» The money supply is assumed to be produced blyahking system and not
exclusively in currency.

» The quantity of money is assumed to determinatheunt of Real GDP.

» M and P are considered constant.

Question No: 15 (Marks: 1) - Please choosee

Which of the following specifies the maximum amounof a good that may be
imported in a given period of time?

» Trade restriction.

» Quota.

» Import restriction.

» Legislative restriction.

Question No: 16 (Marks: 1) - Please choosee

Which of the following best defines “subsidies”?

» Payment by Government for purchase of goods amitss.

» Payment by business enterprises to factors ofuotaxh.

» Payment by companies to share holders.

» Payment by Government to business enterprises witlit buying any goods
and services.

Question No: 17 (Marks: 1) - Please choosee

GNP is a good indicator of:
» The total payment of factor owners.
» The amount of consumption and investment.
» The conditions of production and employment.
» The amount of incomes available for spending.



Question No: 18 (Marks: 1) - Please choosee

Expenditure of defense is an item of:
» Public investment.
» Private consumption.
» Public consumption.
P111
» Private investment.

Question No: 19 (Marks: 1) - Please choosee

The information economics is a branch of:
» Microeconomics.
P 94 Information economics or the economics of informatn is a branch of

microeconomic theory that studies how information #ects an economy and economic
decisions.

» Macroeconomics.
» Monetary economics.
» Development economics.

Question No: 20 (Marks: 1) - Please choosee
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Refer to the above figure, the potential output irthis economy is:
» $7,000 billion at a price level of 1.16.
» $7,000 billion at a price level of 1.12.
» $7,000 billion at a price level of 1.08.
» All of the given options.

Question No: 21 (Marks: 1) - Please choosee

The short run in macroeconomic analysis is a periad



» In which wages and some other prices do not resporchanges in economic
conditions.

» In which full wage and price flexibility and market adjustment have been
achieved.

» Of less than 12 months.

» In which all macroeconomic variables are fixed.

Question No: 22 (Marks: 1) - Please choosee

If a $1million rise in national income led to indu@d investment of $2million then the
accelerator coefficient will be equal to:
» 0.

> 1.
> 2.
> 3.

Question No: 23 (Marks: 1) - Please choosee

In classical theory, excess supply of a product waibe associated with:
» Rising interest rates.
» Falling interest rates.
» Rising price for the product.
» Falling price for the product.

Question No: 24 (Marks: 1) - Please choosee
Most nations of the world are:
» Closed economies.
» Open economies.
Reference:
http://wps.prenhall.com/bp hubbard econ 2/85/21856695147.cw/-
/5595174/index.html
Question#1

» Self sufficient.
» Non trading nations.

Question No: 25 (Marks: 1) - Please choosee
Which of the following will happen by a reductionin net exports all other things
being equal?

» It will result in a movement up along the aggregé&mand curve.

» It will reduce aggregate supply.

» It will reduce aggregate demand.

» It will not change aggregate demand or aggregatgplg in the domestic
economy.




Question No: 26 (Marks: 1) - Please choosee

A trade deficit occurs when:
» A country sells more abroad than it purchases fabnoad.
» Foreign firms open more stores in a country th@n dountry opens in foreign
countries.
» A country's firms open more stores abroad thagidorfirms open in the country.
» A country purchases more from abroad than other contries purchase from
it.

Question No: 27 (Marks: 1) - Please choosee

The real exchange rate is defined as the:
» Market exchange rate adjusted for prices.
» Market exchange rate adjusted for interest rates.
» Market exchange rate.
» Exchange rate determined by the government.

Question No: 28 (Marks: 1) - Please choosee
Which of the following best describes the economgrowth?

» Continuous outward shift of aggregate demand.

» A long term expansion of a country's potential GDP
P 06 Economic growth is an increase in the total outputf a country over time. It is the
long-run expansion of the economy's ability to prodce output. When GDP of a country is
increasing it means that country is growing econorailly. Economic growth is made
possible by increasing the quantity or quality of he economy's resources (labor, capital,
land, and entrepreneurship).

» The avoidance of a negative output gap.

» An increase in aggregate demand which causes ament along the short-run
aggregate supply curve.

Question No: 29 (Marks: 1) - Please choosee
Suppose there is a steady state condition in anammy with no population growth.
In which condition, the steady-state level of capdl per worker will increase?

» When the amount of investment per worker decreases

» When the depreciation rate increases.

» When the saving rate increases.

» In all of the given options.

Question No: 30 (Marks: 1) - Please choosee
Which of the following is TRUE for banks?
» They deal with money only.
» They deal with shares and assets.
» They not only deal with money but also create mowye
» They deal with money but do not create money.




Question No: 31 (Marks: 1) - Please choosee

Which of the following got benefit from deflation?

|. Salary earners.
[I.  Equity holders.
[ll. Pensioners.
IV. Debtors.

» | only.

» Il only.

» | and Il

» land IV.

Question No: 32 (Marks: 1) - Please choosee

Which of the following is a characteristic of a deeloping country or a third-world
country?

» Low per capita income.
P 207

» Low population growth rate.

» High investment rate.

» High saving rate.

Question No: 33 (Marks: 1) - Please choosee

One of the main reasons of poverty in third worldcountries is:
» Generation gap.
» Communication gap.
» Savings gap.
P 207
» Inflation gap.

Question No: 34 (Marks: 1) - Please choosee

A person with a diminishing marginal utility of income is said to be:
» Risk averse person.
» Risk neutral person.
» Risk loving person.
» None of the given options.

Question No: 35 (Marks: 1) - Please choosee

What questions are related with explanation? Whatjuestions are related with what
ought to be?

» Positive, negative.

» Negative, normative.
» Normative, positive.
» Positive, normative.



Question No: 36 (Marks: 1) - Please choosee
Assume that pen and ink are complements. When thgrice of pen goes up, the
demand curve for ink:

» Shifts to the left.

» Shifts to the right.

» Remains constant.

» Shifts to the right initially and then returnsit® original position.

Question No: 37 (Marks: 1) - Please choosee
Which of the following will happen if two indifference curves cross each other?
» The assumption of a diminishing marginal rate of gbstitution will be
violated.
» The assumption of transitivity will be violated.
» The assumption of completeness will be violated.
» Consumers will minimize their satisfaction.

Question No: 38 (Marks: 1) - Please choosee
Which of the following is the basic difference beteen oligopoly and monopolistic
competition?

» Products are differentiated in oligopoly.

» There are no barriers to entry in oligopoly.

» There are barriers to entry in oligopoly.

» An oligopoly includes downward sloping demand @srfacing the firm.

Question No: 39 (Marks: 1) - Please choosee

As long as all prices remain constant, a decrease finoney income results in:
» An increase in the slope of the budget line
» A decrease in the slope of the budget line
» An increase in the intercept of the budget line
» A decrease in the intercept of the budget line

Question No: 40 (Marks: 1) - Please choosee

]If marginal cost is Rs.15,000/- and marginal reveume is Rs.20,000/-. The firm
should:

» Reduce output until marginal revenue equals malgiost.

» Do nothing without information about your fixedsts.

» Expand output until marginal revenue equals margim@l cost.

» None of the given options.

Question No: 41 (Marks: 1) - Please choosee

An increase in quantity demand is shown by:



» Shifting the demand curve to the left.

» Shifting the demand curve to the right.

» Upward movement along the demand curve.

» Downward movement along the demand curve.

Question No: 42 (Marks: 1) - Please choosee

Since bread and butter are complements. When theripe of bread goes down, the
demand curve for butter:
» Shifts to the left.

» Shifts to the right.
» Remains constant.
» Shifts to the right initially and then returnsit® original position.

Question No: 43 (Marks: 1) - Please choosee

When the marginal revenue product of labor is lesghan the marginal input cost of
labor then the profit maximizing firm will:

» Hire more labor.

» Hire less labor.

» Maintain the same employment level.

» Decrease output.

Question No: 44 (Marks: 1) - Please choosee

In Keynesian economics, if aggregate expenditureseamore than aggregate output
then:

» The price level rises.

» Inventories decrease.

» Aggregate output increases.
P 133 As the aggregate expenditures increases, AD als@igases and output will also
increase.

» Employment increases.

Question No: 45 (Marks: 1) - Please choosee

The record of a country's transactions in goods andervices with the rest of the
world is its:

» Current account.

» Balance of payments.

» Balance of trade.

» Capital account.

Question No: 46 (Marks: 1) - Please choosee

Revaluation of the currency encourages:



» Imports.
» Exports.
REVALUATION
This is the act of increasing the price (exchamge)rof one nation's currency in terms of other

currencies. This is done by the government if intsdo raise the price of tigountry's

exportsand
lower the price of foreign imports. This is an agiate action if the country is running an
undesired
trade surplus with other countries. The procedoredvaluation is for the government to buy the
nation's currency and/or sell foreign currenciesugh the foreign exchange market.

> Poverty.

» Inflation.

Question No: 47 (Marks: 1) - Please choosee

The share of world trade happens between high incoencountries is:
» 55%
» 40%
» 50%
» 60%

Question No: 48 (Marks: 1) - Please choosee

If the exchange rate is fixed, expansionary fiscadolicy would not have any:
» Investment multiplier effect.
» Crowding out effects.
» Government spending effect .
» None of the given options.

Question No: 49 ( Marks: 3)
What is meant by exchange rate? Also give exampbé exchange rate.

Question No: 50 (Marks: 3)
What is the reason of poverty in developing counies according to Prebisch-Singer
hypothesis?

Question No: 51 (Marks: 5)
According to the values given in the following tale, calculate the injections at each
level of output.

Output | Saving | Gross Gross Gross Govt. Taxes
(Y) (S) Imports | investment | exports | Expenditures | (T)
(M) (1) (X) (G)
650 80 80 104 97 116 10
700 90 80 119 97 116 10




750 100 80 130 97 116 10
800 110 80 139 97 116 10
900 120 80 146 97 116 10

(Marks: 1 for each)

Question No: 52 (Marks: 5)
What are the major weaknesses of exogenous growtheory? Which theory was
developed in against of exogenous growth theory?

Question No: 53 (Marks:5)
Discuss the components on the assets and liabégi side of the balance sheet of a
central bank.




