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306. Which of the following will happen if inflation increases? 

1. lenders will suffer and borrowers will benefit  

2. the currency of the economy appreciates  

3. tax-payers suffer while paying their direct and indirect taxes 

Select the INCORRECT statement(s) using the codes given below 

a) 2 Only 

b) 1 and 2 

c) 3 Only 

d) None of the above 

 



Ans: a 

Explanation: 

• Only statement 2 is incorrect. 

• Statement 2: With every inflation the currency of the economy 

depreciates (loses its exchange value in front of a foreign 

currency) provided it follows the flexible currency regime.  

• Tax-payers suffer while paying their direct and indirect taxes. As 

indirect taxes are imposed ad valorem (on value), increased prices 

of goods make tax-payers to pay increased indirect taxes (like 

cenvat, vat, etc., in India).  

 



307. The phenomenon, in which there is a price rise of one or a 

small group of commodities over a sustained period of time, 

without a traditional designation is: 

a) Stagflation 

b) Disinflation 

c) Skewflation 

d) Reflation  



Ans: c 

Explanation:  

• Skewflation’ is a relatively new term to describe this third category 

of price rise. 

• It is the phenomenon, namely one in which there is a price rise of 

one or a small group of commodities over a sustained period of 

time, without a traditional designation.  

• The term ‘skewflation’ made an appearance in internal documents 

of the Government of India, and then appeared in print in the 

Economic Survey 2009–10 GoI, MoF.  



308. GDP Deflator is the ratio between:  

a) Inflationary tax and rate of GDP 

b) GDP at Current Prices and GDP at Constant Prices  

c) Increasing rate of GDP and increasing rate of GNP 

d) None of the above 



Ans: b 

Explanation:  

• GDP deflator is the ratio between GDP at Current Prices and GDP 

at Constant Prices. 

• If GDP at Current Prices is equal to the GDP at Constant Prices, 

GDP deflator will be 1, implying no change in price level.  

• GDP deflator is acclaimed as a better measure of price behaviour 

because it covers all goods and services produced in the country.  



309. Which of the following index is used for determining 

dearness allowances (DAs) of employees of some foreign 

companies operating in India? 

a) CPI-IW  

b) CPI-UNME 

c) CPI-RL 

d) CPI-AL  



Ans: b 

Explanation:  

• Consumer Price Index for the Urban Non-Manual Employees 

(CPI-UNME): It has 1984–85 (first base year was 1958–59) as the 

base year and 146–365 commodities in the basket for which data is 

collected at 59 centres in the country. 

• This price index has limited use and it is basically used for 

determining dearness allowances (DAs) of employees of some 

foreign companies operating in India. 



• It is also used under the Income Tax Act to determine capital gains 

and by the CSO (Central Statistical Organisation) for deflating 

selected services sector’s contribution to the GDP at factor cost and 

current prices to calculate the corresponding figure at constant 

prices.  

 



310. Which of the following is not true about the major traits of 

depression ? 

a) an extremely low aggregate demand in the economy causes 

activities to decelerate  

b) the employment avenues start shrinking forcing unemployment 

rate to grow fast  

c) the market forces mismatch and tend to create a situation 

where inflation starts going upward  

d) to keep the business going, production houses go for forced 

labour-cuts or retrenchment  



Ans: c 

Explanation:  

Statement c is a feature of Booming Economy. 

• The economic situations become so chaotic in the phase of 

depression that governments have almost no control over the 

economy.  

• The Great Depression of 1929 gave rise to the ideas of strong 

government intervention in the economy, such as deficit financing, 

monetary management, etc. 



311. Under which of the following circumstances may ‘capital 

gains’ arise? 

1. When there is an increase in the sales of a product 

2. When there is a natural increase in the value of the property 

owned 

3. When you purchase a painting and there is a growth in its 

value due to increase in its popularity 

Select the correct answer using the codes given below : 

(a) 1 only (b) 2 and 3 only 

(c) 2 only (d) 1, 2 and 3 

 



Ans: b 

Explanation:  

• Capital means asset and capital gains means rise in the value of 

asset. 

• Sale increase is not asset price rise, property value rise is asset 

value rise, similar is the case with painting 

 



312. Consider the following formulae regarding Cash Reserve 

Ratio (CRR)  

1. RBI pays banks an interest income on their CRR  

2. It is possible for the RBI to fix the CRR below 3 per cent also 

Select the CORRECT statement(s) using the codes given 

below  

a) 1 Only 

b) 2 Only 

c) Both 1 and 2 

d) None of the above 



Ans: b 

Explanation:  

Only statement 2 is correct. 

• Aimed at enabling banks to lend more and cut interest rates on 

loans they offer, in 1999–2000, the RBI started paying banks an 

interest income on their CRR. (it was discontinued by late 2007 

in the wake of rising prices) 

• A major development came in 2007 when by an amendment (in the 

RBI Act, 1949), the Government abolished the lower ceiling (called 

‘floor’) on the CRR and gave the RBI greater flexibility in fixing this ratio.  

• It is now possible for the RBI to fix the CRR below 3 per cent also.  



313. With regard to the Reverse Repo Rate, consider the 

following statements 

1. It is the rate of interest the RBI pays to its clients who offer 

long-term loan to it 

2. It is reverse of the repo rate and was started as part of 

Liquidity Adjustment Facility (LAF) by the Central Government 

Select the CORRECT statements using the codes given below 

a) 1 Only b) 2 Only 

b) Both 1 and 2 d) None of the above 

 



Ans: d 

Explanation:  

Both the statements are incorrect. 

• It is the rate of interest the RBI pays to its clients who offer short-

term loan to it. 

• It is reverse of the repo rate and this was started in November 

1996 as part of Liquidity Adjustment Facility (LAF) by the RBI.  

• This tool was utilised by the RBI in the wake of over money supply 

with the Indian banks and lower loan disbursal to serve twin purposes of 

cutting down banks losses and the prevailing interest rate. 

 



314. Which of the following is/are the features of MCLR (Marginal 

Cost of funds based Lending Rate)?  

1. It will be a tenor linked internal benchmark, to be reset on 

annual basis  

2. It is to be reviewed every month on a pre-announced date  

3. Actual lending rates will be fixed by adding a spread to the MCLR  

Select the CORRECT answer using the coded given below 

a) 1 and 2 b) 2 and 3 

b) 1 and 3 d) 1, 2 and 3 



Ans: d 

Explanation:  

• From the financial year 2016–17 (i.e., from 1st April, 2016), 

banks in the country have shifted to a new methodology, to 

compute their lending rate, called as MCLR (Marginal Cost of 

funds based Lending Rate). 

• The main features of the MCLR are— 

 it will be a tenor linked internal benchmark, to be reset 

on annual basis. 



 actual lending rates will be fixed by adding a spread to 

the MCLR. 

 to be reviewed every month on a pre-announced date. 

 existing borrowers will have the option to move to it. 

 banks will continue to review and publish ‘Base Rate’ as 

hitherto. 



315. In the process of Reflation, government undertake which of 

the following actions? 

1. Increases public expenditure 

2. Reduces tax 

3. Decrease in interest rates 

Select the CORRECT answer using the codes given below 

a) 1 Only 

b) 1 and 2 

c) 2 and 3 

d) 1, 2 and 3 

 



Ans: d 

Explanation: 

• Reflation is a situation often deliberately brought by the government 

to reduce unemployment and increase demand by going for higher 

levels of economic growth. 

• Governments go for higher public expenditures, tax cuts, 

interest rate cuts, etc.  

• Fiscal deficit rises, extra money is generally printed at higher level 

of growth, wages increase and there is almost no improvement in 

unemployment.  
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