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Paper  I 
 
01. Which of the following statements are true? 
 A - Expired milk packets that are distributed among the people in a  

  refugee camp free of charge are free good. 
 B - Love and affection are not needs that are considered in Economics. 
 C - shortage of water in reserviours due to drought is scarcity in  

  Economics. 
 D - Although capital and wealth are stock concepts, interest and   

  dividends  are flow concepts. 
 E - When an individual’s income rises, opportunity cost of his leisure  

  time rises. 
 1) A, B and C  2) B, C, and D  3) B, D and E 
 4) C, D and E  5) A, B and D 
 
02. An individual has deposited Rs. 10,000 in his fixed deposit which gave him 10% 
 interest annually. Then the bank decides to increase interest to 12%. But he decides 
 to withdraw his cash and invest in the share market which gave him 15% dividend. 
 The opportunity cost of his decision is 
 1) Rs. 1,000  2) Rs. 1,200  3) Rs.1,500 
 4) Rs. 300  5) Rs. 2,200 
 
03. Assume that the total labour force in a country is 10,000 people and the standard  
 number of hours that an individual works is 8 hours a day. 
 
 Country No of people  Daily  No of hours  Output 
   Employed  wage  worked  
 A  10,000   Rs. 500 8 hours  1,000 
 B  10,000   Rs. 200 8 hours     800 
 C  10,000   Rs. 800 8 hours  1,200 
 D    8,000   Rs. 1,000 6 hours  1,500 
 E    6,000   Rs. 100 4 hours     500 
 
 Which combination shows the productive efficiency? 
 1) A  2) B 3) C 4) D 5) E 
 
 
04. The opportunity cost of a choice of something by an economic unit is 
 1) The second best option sacrificed 
 2) The best option sacrificed 
 3) The amount of money lost due to the choice 
 4) The option that is chosen 
 5) Marginal cost of production of the good 
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05. In a country where all resources are not fully and efficiently utilized economic 
 growth rate in 2018 was 10% due to increase in aggregate demand. The is shown by 
 a production possibilities curve, 
 1) The entire production possibilities curve would shift to the right 
 2) A point inside production possibilities curves would move to a point  
  towards the curve. 
 3) A point movement along the production possibilities curve towards the  
  capital goods. 
 4) A point on production possibilities curve would move to a point outside  
  PPC. 
 5) Production possibilities curve would take more concave shape to the origin. 
 
06. Which of the following statement is true? 
 1) Consumer surplus for demerit good is very high and producer surplus for 
  agricultural goods is very high. 
 2) There is no consumer surplus for Giffen good. 
 3) There is neither consumer surplus nor producer surplus for merit goods. 
 4) Consumer surplus is very high for economic bads. 
 5) There is no change in consumer surplus regardless of the change in price in 
  the market. 
 
07. The diagram given below is about a good sold in a competitive market. 
 
 
 
 
 
 
 
 
 
 
 
 
 

The government plans to increase the good traded in the market from 100 units to  
120 units in the first season and from 120 units to 140 units in the second season by 
providing subsidies. How much should be the subsidy per unit in each season?  

  01st Season   02nd Season 
 1) Rs. 20    Rs. 30 
 2) Rs. 40    Rs. 20 
 3) Rs. 20    Rs. 40 
 4) Rs. 20    Rs. 20 
 5) Rs. 30    Rs. 30 
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08. The following diagram shows a price floor with a price supportive system. Which 
 area represents the sum of economic profit and total fixed cost after this 
 programme. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 1) A+B+D  2) E+F  3) B+C+D+E+F 
 4) B+C+D  5) E+F+G+H 
 
09. Assume that the raw material costs rise while other things remain constant. Which 
 of the following would happen in the market? 
 1) The price of the good would probably rise 
 2) The demand for substitutes for the good would definitely rise. 
 3) The demand for complementary goods would rise or fall. 
 4) The supplier could increase the price of the good by the amount of new cost 
 5) The price of the related goods would rise. 
 
10. The quantity demanded at the price of Rs. 30 is 400 units. The price of the good 
 rises to Rs. 40, how much should be the price for the quantity demanded of the 
 good to be 300 units if the price elasticity of demand for the good is unit and 
 price elasticity of demand at Rs. 30 is also unit? 
 1) Rs. 40 and Rs. 40 
 2) Rs. 40 and Rs. 40 
 3) Rs. 40 and Rs. 37.50 
 4) Rs. 37.50 and Rs. 37.50 
 5) Rs. 30 and Rs. 40 
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11. A frim in perfectly competitive agricultural product is currently enjoying normal 
 profit. Due to drought in some areas, the supply of this agricultural product 
 reduces. As a result 
 1) This firm can enjoy economic profit but its average cost rises. 
 2) This firm can continue to enjoy normal profit with the same average cost. 
 3) This firm can enjoy economic profit with the same average cost. 
 4) This firm can continue to enjoy normal profit but its average cost rises. 
 5) This firm can enjoy economic profit but its average cost falls. 
 
12. The following diagram illustrates a firm in perfect competition. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 Which letter shows the allocatively and productively efficient output level? 
  Allocatively efficient  Productively efficient 

1) E      D 
2) C      B 
3) A      B 
4) C      E 
5) C      C 

 
13. What is the producer surplus from the information given below? 
  Wages paid      Rs.    200,000 
  Cost to raw materials    Rs.    300,000 
  Rent       Rs.      50,000 
  Managerial salaries     Rs.      60,000 
  Interest on loans     Rs.      90,000 
  Other variable cost     Rs.    100,000 
  Revenue from sales     Rs. 1,000,000 
  Depreciation allowance    Rs.      50,000 
 
 1) Rs. 150,000  2) Rs. 400,000  3) Rs. 340,000 
 4) Rs. 290,000  5) Rs. 500,000 
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14. Which of the following statement is inaccurate? 
 1) The firms profit maximising output is zero if total revenue is less than total 
  variable cost. 
 2) The profit maximising output is positive if the marginal revenue is equal to 
  the marginal cost. 
 3) If output is reduced slightly from the profit maximising output in perfect  
  competition, marginal cost is less than marginal revenue. 
 4) The equality of marginal cost and marginal revenue is necessary but not  
  sufficient for profit maximization. 
 5) In perfect competition the industry supply curve is the horizontal sum of the 
  marginal costs curves of all firms in the industry. 
 
15. When firms are earning zero profit the long run equilibrium of a competitive 
 industry occurs. Choose the correct statement from the information given below. 
 1) It is an entry – attracting price 
 2) It is an exit – inducing price 
 3) It is the break-even price 
 4) It is the short run equilibrium price 
 5) It is the profit maximising output 
 
16. Which are of the following is incorrect about the investment spending in an 
 economy? 
 1) An accumulation of stocks and unfinished goods in the productive process 
  counts as current investment. 
 2) A reduction in the stocks of finished goods that are available for future use is 
  negative investment or de stocking. 
 3) Goods that are neither consumed nor used in the production process but  
  held for intrinsic beauty or for their expected appreciation in value are  
  acquisition less disposals of valuables. 
 4) Firm hold stocks of their inputs as well as their own outputs. 
 5) Inventories allows firms to maintain a steady stream of production but do  
  not allow firms to meet orders of sales or output. 
 
17. The national income where there is no tendency to change is Rs. 10,000 million. But 
 macro-economic equilibrium at full employment level is Rs. 12,000 million. Which 
 of the following statement is correct? 
 1) This economy experiences inflation and unemployment 
 2) Expenditure flow planned by different economic agents is not enough to  
  achieve the potential level of output. 
 3) Total withdrawals are greater than total injections. 
 4) The total value of goods and services produced by the business sector  
  decision in a given period of time is less than desired spending. 
 5) The amount by which an economy’ aggregate expenditure exceeds the  
  aggregate expenditure necessary to achieve potential output. 
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18. From which equation can the personal disposable income be derived? 
 1) Nominal GDP + NSI – personal income taxes. 
 2) GDP – Personal income taxes. 
 3) GNI + Transfer payment received by households – incomes not received by 
  households – personal income taxes. 
 4) Personal income –t-s on product. 
 5) GVAbp + NIT on product + NPI + NSI 
 
19. Which one of the following components is excluded from households actual final 
 consumption expenditure. 
 1) Purchase of food and non-alcoholic beverages. 
 2) Government expenditure on goods provided to households as government 
  transfers. 
 3) Goods and services provided by politicians during election campaign. 
 4) Total expenditure by NPISH on household consumer goods and services. 
 5) Goods and services produced by private companies to the market. 
 
20. All of the following are included in the mixed income excepts one. Which one of the 
 following is it? 
 1) Incomes earned by retail shops. 
 2) Incomes earned by gem miners. 
 3) Wages paid to workers in an informal economy. 
 4) Incomes earned from the sale of intermediate goods to another firm. 
 5) Dividends received by an individual. 
 
21. When the income of a simple economy is Rs. 5,000 and the consumption 
 expenditure is Rs. 6,000. But when the income is Rs. 10,000, saving becomes zero. 
 How much is the equilibrium national income if the investment is Rs. 500? 
 1) Rs. 15,000  2) Rs. 10,000  3) Rs. 12,500 
 4) Rs. 5,000  5) Rs. 20,000 
 
 
 
22.        Choose the correct statement from  
        the net export functions given in 
        the diagram. 
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1) For levels of GDP below Rs. 5,000 imports are less than exports. 
2) For level of GDP above Rs. 5,000 imports are less than exports. 
3) The equilibrium in this economy is Rs. 5,000 million. 
4) Desired net exports are positively related to GDP. 
5) If the foreign GDP rises there will be a movement along the aggregate 

demand curve. 
 
23. What is the conclusion that can be made from the diagram given below? 
 
 
 
 
 
 
 
 
 
 
 
 
 

1) Equilibrium national income of this economy is Rs. 2,000 
2) Equilibrium national income of this economy is Rs. 3,000 
3) Equilibrium national income of this economy is Rs. 1,000 
4) The trade balance of this economy is in surplus. 
5) To the left of Rs. 2000, desired national assets formation is less than desired 

national saving 
 
24. The marginal propensity to save in a simple economy is 0.2. By how much would 
 the consumption expenditure of this economy rise due to this in autonomous 
 consumption expenditure from Rs. 300 million to Rs. 500 million. 
 1) Rs. 1,000 million 2) Rs. 400 million 3) 500 million 
 4) Rs. 800 million 5) Rs. 2,500 million 
 
25. If the actual level of income in an economy is Y2 

 

 

 

 

 

 

 

 

 



8 

 

1) There is unintended inventory accumulation and national income would fall. 
2) There is negative unintended inventory accumulation and national income 

would rise. 
3) There is no unintended inventory accumulation and national income would 

occur. 
4) There is no equilibrium national income. 
5) There will be a deflationary gap. 

 
26. Assume that high powered money in an economy is Rs. 1,000. SRR is 5%, Non – 
 bank public is assumed to hold cash at the level of 10% of their holding of bank 
 deposits of Rs. 6,666.6. How much is the money supply and banks reserves of this 
 economy? 
 1) Rs. 7,333.3 and 333.3 
 2) Rs. 6,666.3 and 666.6 
 3) Rs. 7,666.3 and 333.3 
 4) Rs. 7666.3 and 666.6 
 5) Rs. 10,000 and 50 
 
27. The buying of government securities by commercial banks is most similar to 
 1) Making of loans by banks because both actions decrease the money supply. 
 2) Making of loan by banks because both actions increase the money supply. 
 3) Repayment of loans to banks because both actions decrease the money  
  supply. 
 4) Repayment of loans to banks because both actions increase the money  
  supply. 
 5) Absorbing the cash circulating in the commercial banking system. 
 
28. Which are of the following points is true? 
 1) Bond prices and the interest rate are directly related 
 2) A lower interest rate raise the opportunity cost of holding money. 
 3) The supply of money is directly related to the interest rates. 
 4) The total demand for money is inversely related to the interest rate. 
 5) There is an asset demand for money because money is a measure of value. 
 
29. The economy is experiencing high unemployment and a low rate of economic 
 growth and the central bank decides to pursue an expansionary monetary policy, 
 which set of actions by the central bank would be most consistent with this policy? 
 1) Buying government securities and raising the discount rate. 
 2) Selling government securities and raising the discount rate. 
 3) Buying government securities and lowering the reserves ratio. 
 4) Selling government securities and lowering the discount rate. 
 5) Increase in reserve ratio and reduction in interbank call money market rates. 
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30. Assume that monetary policy increases interest rates by 2% and results in a 
 decrease in investment spending of Rs. 5 billion. If the marginal propensity to 
 consume is 0.8 then the aggregate demand is most likely to 
 1) Increase by Rs. 5 billion 
 2) Decrease by Rs. 25 billion 
 3) Increase by Rs. 25 billion 
 4) Decrease by Rs. 10 billion 
 5) Decrease by Rs. 50 billion 
 
31. Changes in monetary policy are transmitted to the real economy via changes in 
 domestic interest rates, which of the following would not happen in this 
 transmission mechanism? 
 1) Monetary authority buys, bonds to lower the interest rate. 
 2) Lower interest rate increases interest sensitive expenditures 
 3) Lower interest rates increase desired aggregate spending. 
 4) Lower interest rates lead to a rise in the price level. 
 5) With floating exchange rate, monetary policy is powerless to influence the  
  real economy. 
 
32. The following statement shows how taxes are imposed on different types of goods. 
 A - Taxes on food tend to be regressive 
 B - Taxes on alcohol spirits tend to be progressive 
 C - Taxes on luxury tend to be progressive 
 
 Choose the most accurate combination from the above statements. 

1) Statements A and B are correct. 
2) Statements B and C are correct. 
3) Statements A, B and C are correct. 
4) Statements A and C are correct. 
5) Statements A, B and C are incorrect. 

 
33. The government intervenes in to the economy to achieve stability, growth, equity 
 and efficiency. Which of the following statements is incorrect about this 
 intervention. 
 1) Providing without charge goods and services that are costly to produce is  
  allocatively inefficient. 
 2) A tax on profit does not affect the allocation of resources price and output in 
  a competitive industry. 
 3) The goal of a more equitable distribution can conflict with the goal of a more 
  efficient economy. 
 4) If the supply curve is positively sloped and the demand curve is negatively 
  sloped the burden of a tax is shared between producers and consumers. 
 5) Merit goods are overprovided by the public sector and underprovided by  
  the private sector. 
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34. Which of the following could not occur in an economy due to a positive demand 
 shock? 
 1) With a given money supply, GDP rises and transaction demand for money 
  rises. 
 2) If the monetary authorities are to hold the initial level of interest rate, they 
  must buy bonds. 
 3) With given initial input prices, GDP moves further above its potential level. 
 4) Unemployment may fall and workers demand higher salaries. 
 5) GDP returns to its potential level with the same price level when SRAS shifts 
  left towards. 
 
35. A country’s marginal rates of income taxes are given below. 
 Taxable income    Marginal tax rate 
       2005   2015 
  1,500,000     34   20 
  6,000,000     34   20 
 18,000,000     45   20 
 24,000,000     50   20 
 
 Choose the correct statement according to the table. 

1) Income taxes are less progressive than they used to be. 
2) Income taxes less proportionate than they used to be. 
3) The same amount of tax should be paid in 2015 regardless of the change in 

income. 
4) Income taxes are less regressive than they used to be. 
5) Income distribution is more equitable in 2015 than 2005. 

 
36. Under floating exchange rate policy that raises domestic interest rates above world 
 level will 
 1) Cause the external value of the domestic currency to depreciate. 
 2) Create an expected future deprecation. 
 3) Turn trade deficit into a trade surplus. 
 4) Cause domestic currency to be overvalued. 
 5) Reduce the purchasing power of domestic currency. 
 
37. The amounts that can be produced from a given amount of labour resource by Sri 
 Lanka and Pakistan are given below. 
    Good X   Good Y 
 Sri Lanka  40    20  
 Pakistan  20    40 
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 Which of the following statements is inconsistent according to the above schedule? 
1) There is no trade between Sri Lanka and Pakistan. 
2) Sri Lanka has comparative advantage in producing good X. 
3) The term of trade beneficial to both countries is 0.5 y < 1X <2Y. 
4) Pakistan has comparative disadvantage in producing good Y. 
5) Both countries can gain if they specialize. 

 
38. An economic union has all the following characteristics excepts one. Which one is 
 that? 
 1) It allows for tariff free trade among the member countries. 
 2) It has a common barriers to trade with the rest of the world. 
 3) It has free movement of labour and capital among its members 
 4) It creates an area that shares many other aspects of economic policy. 
 5) It creates an area that shares all political economic, cultural and social  
  aspects. 
 
39. Which of the following methods of protection does not directly lower quantities 
 rather than directly raising prices? 
 1) Raising prices 
 2) Voluntary export restraints 
 3) Import duty 
 4) Providing subsides to the domestic producers. 
 5) Trade embargoes. 
 
40. Suppose that the population of the economy grows while the stocks of physical and 
 human capital remain constant. Which of the following would occur due to this? 
 1) The country experiences constant returns to scale. 
 2) The country experiences a diminishing marginal product. 
 3) The standard of living of this country remains the same. 
 4) Per capita real GDP of this country will remains the same. 
 5) Inequality in the distribution of income would arise. 
 
41. In a country more young people pass out from universities and technical colleges 
 and labour laws are liberalised. Due to these changes, what kind of employment 
 would occur? 
 1) Structural unemployment 
 2) Frictional or search unemployment 
 3) Seasonal unemployment 
 4) Cyclical unemployment 
 5) Keynesian unemployment 
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42. For macroeconomics, the short run is a period in which nominal wages 
 1) Do not fully adjust as the price level stays constant 
 2) Change as the price level stays constant 
 3) Do not fully adjust as the price level changes 
 4) Change as the price level changes 
 5) Change as real output changes. 
 
43. In an economy both employment and unemployment rose over a ten year period . 
 What must have risen? 
 1) Birth rate   
 2) Life expectancy 
 3) Working age population 
 4) Literary rate 
 5) Out migration 
 
44. A country’s national income per head falls, but there is a rise in consumption. What 
 could explain this? 
 1) A decrease in the net property income from abroad 
 2) A fall in population 
 3) An increase in the trade deficit 
 4) A rise in negative externalities 
 5) A fall in savings 
 
45. In an economy the volume of output rises by 2% in a year, while this quantity of 
 money rises by 8%. If the velocity of circulation of moey remains the same. What 
 will be the appropriate increases in the money value of national income and the 
 price level? 
   % increase in money value of  % increase in price level 
   National income 
 1.   6%      8% 
 2.   8%      6% 
 3.   8%      10% 
 4.   10%      8% 
 5.   2%      6% 
 
46. Two main programme implemented by the present government to increase the 
 living standard of people are  
 1) Gamperaliya and Samurdhi programme 
 2) Enterprise Sri Lanka and Divi Neguma 
 3) Green loan and Swashakthi 
 4) Jaya Isura and Gama Maguma 
 5) Gamperaliya and Enterprise Sri Lanka 
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47. Which pattern of labour market data is likely to indicate an increase in cyclical 
 employment? 
   Changes in Compulsory  Change in voluntary resignation 
    Redundancies    
 1)   Decrease     Increase 
 2)   Increase     Increase 
 3)   Decrease     Increase 
 4)   Increase     Decrease 
 5)   Decrease     Decrease 
 
48. If more than required number of workers have been employed at the optimum level 
 in the production process, it is 
 1) Visible under employment 
 2) Invisible under employment 
 3) Informal unemployment 
 4) Disguised employment 
 5) Unemployment 
 
49. Which combination of the following is accurate according to annual report of the 
 central bank in 2017? 
  Highest contribution Highest Government Highest outstanding 
  To government revenue expenditure   debts 

1) VAT    Salaries and wages  Concessional 
2) Income taxes   Transfers to households Bilateral 
3) Import duties  Current transfer to  Multilateral 

    Public institutions 
4) Excise duties   Interest payment  Non-concessional 
5) Non-tax revenue  General public service International  

        Sovereign bond, 
 

 
50. According to the annual report of the central bank of Sri Lanka 2017, which one of 
 the following is correct? 
  Gini coefficient   Poverty head count index Economic growth rate 
 1) 0.47    6.7    3.4 
 2) 0.46    8.9    3.2 
 3) 0.48    4.4    4.7 
 4) 0.45    4.1    3.1 
 5) 0.49    4.2    4.5 


