
 

INDIAN SCHOOL NIZWA 

Class : XII        UNIT 5 – Balance of Payments 
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Following information is the status government budget of an imaginary .Based on the given 

information find out the amount of interest payment: 

Sl. No Particulars Amount (Rs. 

Crore) 

1 Tax revenue 50 

2 Capital receipt other than borrowing 60 

3 Borrowing 40 

4 Revenue expenditure 80 

5 Primary deficit 20 

a. Rs. 5 Crore        b. Rs. 15 Crore           c. Rs. 20 Crore              d. Rs. 25 Crore 

 

2 Which of the following is not capital receipt?  

a. Borrowing.                                      b. Small saving.  

c. Disinvestment.                                d. Special Assessment. 

 

3 An American company invested in an Indian real estate company located in India. This 

transaction would be recorded on………………..side of ……………..account. (Fill up the 

blanks with correct alternative) a. credit, current                                         b. credit, capital  

c. debit, capital                                           d. debit, current 

 

4 Which of the following is not a part of current account of Balance Payments?  

a. Exportation of goods.  

b. Importation of service.  

c. Investment made by multinational company in Indian market.  

d. Gifts received by India from other countries. 
 

5 Balance of Payments is an accounting statement that records monetary transactions between 

________. 

a. Residents of a nation and the rest of the world 

b. Non-residents and the rest of the world 

c. Residents of a nation and non-residents 

d. None of the above 

 

6 The ‘resident’, whose monetary transactions get recorded under the Balance of Payments 

system, includes _______. 

a. Government agencies                        b. Individuals 

c. Firms                                                  d.All of the above 



7 The components of a Balance of Payment account are ____________. 

a. Capital Account                         b. Current Account 

c. Both a and b                               d.None of the above 

 

8 Import and export of goods are known as _____. 

a. Nominal trade                                    b. Invisible trade 

c. Visible trade                                       d. None of the above 

 

9 Assertion (A): External assistance is recorded in the capital account of the Balance of 

Payments. 

Reason (R): External assistance is recorded in the current account of the Balance of Payments. 

Alternatives: 

Alternatives: A) Both Assertion (A) and Reason (R) are true and Reason (R) is the correct 

explanation of Assertion (A). 

 B) Both Assertion (A) and Reason (R) are true but Reason (R) is not the correct explanation of 

Assertion (A).  

C) Assertion (A) is true but Reason (R) is false.  

D) Assertion (A) is false but Reason (R) is true. 

 

10 Assertion (A): Increased lending to abroad is recorded on the debit side of the capital account. 

Reason (R): Lending affects the assets and liabilities of the economy and involves the outflow 

of income. 

Alternatives: 

Alternatives: A) Both Assertion (A) and Reason (R) are true and Reason (R) is the correct 

explanation of Assertion (A). 

 B) Both Assertion (A) and Reason (R) are true but Reason (R) is not the correct explanation of 

Assertion (A).  

C) Assertion (A) is true but Reason (R) is false.  

D) Assertion (A) is false but Reason (R) is true. 

 

11 Explain the impact of the following factors on the foreign exchange rate: 

a) Removal of export duty 

b) Fall in the foreign tourism in the country 

 

12 Indian investors lend abroad. Answer the following questions : 

a) In which sub-account and on which side of the Balance of Payments Account 

such lending is recorded? Give reasons. 

 

b) Explain the impact of the leading on market exchange rate. 

 



 
13 a. Explain the meaning and two merits of fixed foreign exchange rate. 

b. Explain two sources each of demand and supply of foreign exchange. 

 

14 State components of the current account of balance of payments account. 

 

15 Suggest ways to finance a deficit on current account other than by lowering official 

foreign exchange reserves. What are their implications? Where are they recorded 

in the capital account?  

 

16 Identify whether the following will be included in current account or capital 

account of BOP: 

a. Export of machinery abroad 

b. Loan taken from a foreign country 

c. Purchase of shares of a domestic company by a foreign company 

d. Financial assistance received from a foreign country 

e. Donation received from foreign country for health care project 

f. Consultancy services provided by an Indian company to a foreign company 

 

17 Distinguish between current account and capital account of BOP.  

 

18 Explain the components of capital account 1 of BOP. 

 

19 What are the causes for disequilibrium in BOP?  

 

20  What is depreciation of currency? Explain its impact on imports and exports. How is it 

different from devaluation of currency?  

 



21 ‘Current account deficit in an economy must be financed by a corresponding capital account 

surplus’. Do you agree with the given statement? Give valid reasons in support of your 

answer. 

 

22 Giving valid reasons, state whether the following statements are true or false: 

(i)Dividend received from investment abroad is recorded on the credit side of the capital 

account. 

(ii)Depreciation of the Indian Currency will lead to promotion of Indian exports. 

 

 

 


