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I Very short answer type questions    (Each question carries ONE Mark) 

1 What is meant by foreign exchange rate? 

2 Name two sources of supply of foreign exchange. 

3 Ten US dollars are exchanged for five hundred Indian rupees. What is the exchange rate 

for Indian currency? 

4 Calculate the value of imports when balance of trade is ₹ (-)400crores and value of 

exports is ₹300crores. 

5 What is meant by Balance of Payments Account? 

6 Make a distinction between accommodating and autonomous items in BOP. 

7 List the merits of fixed exchange rate system. 

8 What is meant by managed floating?  

 

II 

 

Short answer questions   (Each question carries THREE to FOUR Marks) 

1 State the main sources of demand for foreign exchange. 

2 Differentiate between devaluation and depreciation, 

3 State the components of the capital account of the balance of payments account. 

4 Why the demand curve for foreign exchange is negatively sloped? Explain. 

5 What is the role of a Central bank in the managed floating exchange rate? 

6 What are the components of the current account of the balance of payments account? 

7 Explain the relation between foreign exchange rate  and supply of foreign exchange. 

8 Explain the main merits and demerits of flexible exchange rate. 

 

III 

 

Long Answer type questions. (Each question carries SIX Marks) 

1 What is fixed exchange rate? Explain the merits and demerits of fixed exchange rate. 

2 Distinguish between current account and capital account of balance of payments 

account. Is import of machinery recorded in current account or capital account? Give 

reasons for your answer. 

3 How is foreign exchange rate determined under a flexible exchange rate system? Use 

diagram.  

 


