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Paper  II 
 
 
 
01.  
(a) The statement “Free goods are unlimitedly supplied at zero price” is misleading. 

Explain this statement and categorize free goods.              (4 Marks) 

 
(b) “Islamic economic systems are the new trends in the current world” Explain it with 

its characteristics.                   (4 Marks) 

 
(c) What factors had led the failure of the centrally planned economies?          (4 Marks) 

 
(d) Here is a production possibilities table for consumer goods and capital goods. 
 
           Production alternatives 
  Type of production   A B C D E 
 Consumer goods    0 2 4 6 8 
 Capital goods    30 27 21 12 0 
 
 Assume that the economy currently produces 4 units of consumer goods and 18 

units of capital goods. 
(i) Comment on the current production level of output. 
(ii) If the economy could reduce the output level of 4 units to 2 units of 

consumer goods and increase from 18 units to 27 units of capital goods, 
draw the production possibilities curves to show the effect of this change. 

(4 Marks) 
 
02. 
(a) When the price of a good for which the supply is price inelastic rises, price elasticity 
 of supply gradually rises. But it is not the same when the supply is price elastic. 
 Explain with numerical examples.              (4 Marks) 

 
(b) 
(i) Draw the demand and supply curves from the information given below. 
 Producer surplus       Rs. 1,000 
 Quantity sold       100 units 
 Total variable cost       Rs. 8,000 
 Economic profit       Rs. 2,000 
 Implicit cost        Rs. 3,000 
 Economic surplus       Rs. 2,500 
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(ii) Calculate the total cost, explicit cost, the price of the good and the minimum price 
 expected by the producer to supply the good.               (8 Marks) 

 
(c) When the allocative efficiency is achieved at the equilibrium, what are the 
 conditions required?                  (4 Marks) 

 
(d) The benefits of subsidies are shared between buyers and sellers on the basis of price 
 elasticity of demand and supply. Explain using appropriate diagram.        (4 Marks) 

 
(e) State the criteria that is used to evaluate an economic system.             (4 Marks) 

 
03. 
(a) What level of output does a firm decides to shut down? Explain using product 
 curves.                 (4 Marks) 
 
(b) The diagram given below is related to a firm in perfect competition. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Calculate the AFC at the profit maximising output and the Economic profit.         (4 Marks) 
(c) Draw the Total Revenue Curve faced by a firm and the industry in perfect 

competition and explain the reasons for the shape of each diagram.           (4 Marks) 
 
 
(d) If the total revenue earned by a firm in perfect competition changes, that is due to 
 changes in quantities only. Explain with a reason.              (4 Marks) 

 
(e) Even if the marginal revenue is equal to the marginal cost. (MR=MC), the firm may 
 not produce to maximise supernormal profit. Explain.              (4 Marks) 
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04.  
(a) Macro-economic data related to a hypothetic economy is given below.  (Rs. Million) 
 Total domestic demand       4,000 
 Private consumption expenditure      1,400 
 Changes in inventories          300 
 Net disinvestment abroad & NSI         500 
 Net external demand         -400 
 Total consumption expenditure      3,000 
 Government individual consumption expenditure   1,000 
 Exports            500 
Calculate 
 Government collective consumption expenditure, gross domestic fixed capital 
 formation, total resources, Gross national income.             (8 Marks) 
 
(b) How do you determine the inclusion or exclusion of the economic activities in the 
 production boundary?                  (4 Marks) 

 
(c) All types of second hand transactions are excluded from the production boundary. 
 Do you agree? Explain.                (4 Marks) 

 
(d) Some services like transport services given to family members by oneself are not 
 considered to be effective economic services in national accounting. Explain the 
 reasons for them.                   (4 Marks) 

 
05. 
(a) When the average propensity to consume is greater than one at a particular level of 
 national income, household cannot save. Explain this statement with a numerical 
 example.                    (4 Marks) 

 
(b) The government expenditure and tax revenue are equal in a country. When both 
 the government expenditure and tax revenue are raised by the same amount both 
 national income and the budget balance remain the same. Do you agree?  Explain.
                       (4 Marks) 
 
(c) The following information is about a hypothetical economy. 
  S = -2000 + 0.25Y 
  I = 150 million 
  T = 200 million 
  G = 400 million 
 
(i) How much is the consumption expenditure at the equilibrium national income? 
(ii) By how much should the investment expenditure be increased to increase the 
 national income by Rs. 1,000 million.                (4 Marks) 

 
(d) Explain how the equilibrium national income is determined in an economy.  

 (4 Marks) 
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Section B 
 
06. 
(a) What are the factors that determine the change in high powered money. (4 Marks) 

(b) Distinguish between monthly inflation rate, year on year inflation rate and annual 
 average inflation rate.                   (4 Marks) 

 
(c) What is meant by the minimum liquidity asset ratio?              (4 Marks) 

  
(d) What is meant by easy money policy (expansionary monetary policy)? What are the 
 effects of an easy monetary policy?                (4 Marks) 

 
(e) The balance sheet of one of the commercial banks is given below. 
 

Liabilities (Rs. Million) Assets. (Rs. Million) 

Deposits   10,000  

 

                                                 

                                               10,000 

Cash reserves  1,400 

Loan                          6,600  

Securities                        2,000 

                                              10,000 

    
(i) If the total new deposits created by the banking system from the excess reserves are 
 Rs. 2,000, how much is the statutory reserve ratio? 
 
(ii) How much are the total deposits created in the banking system due to a deposit of 
 Rs. 1,000 million by the central bank in a commercial bank from a standing lending 
 facility.                     (4 Marks) 

 
07. 
(a) What is meant by market failure? What are the criticisms against a free market 
 economic system in general?                 (4 Marks) 

 
(b) What is meant by supply side economics?               (4 Marks) 

 
(c) What are the principles of taxation?                (4 Marks) 

 
(d) Tax compliance in Sri Lanka is relatively low. Hence tax revenue of the government 
 declines. Explain the reasons.                  (4 Marks) 

 
(e) Discuss the social benefits and social cost of privatization.              (4 Marks) 
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08. 
(a) The labour cost required for the production of clothes and wheat are given below. 
 Country   Wheat   Clothes 
 USA    1   2 
 Canada   3   3 
(i) Which country has the absolute advantage in each good? 
(ii) Determine the comparative advantage on the basis of above table.            (4 Marks) 

(b) Distinguish between 
(i) Natural comparative advantage and acquired comparative advantage. 
(ii) Static comparative advantage and dynamic comparative advantage.           (4 Marks) 

 
(c) What are the main types of transactions recorded in the balance of payments? 

(4 Marks) 
(d) What are the economic consequence of balance of payment surplus?          (4 Marks) 

(e) Distinguish between devaluation and depreciation of the domestic currency? 
 (4 Marks) 

 
09. 
(a) Discuss the costs and benefits of economic growth.                                    (4 Marks) 

 
(b) Explain the objectives expected from sustainable development from the sustainable 
 development triangle. 
 
(c) What are the sub-indices used to prepare the composite index of human 
 development index? (HDI), How does HDI categorise countries in the world?  

(4 Marks) 
(d) Name the five broad focus areas and sustainable development Goals (SDGs) 
 introduced by UNO in 2015.                 (4 Marks) 

(e) What are the measures that can be taken to reduce income disparity in Sri Lanka?  
(4 Marks) 

 
10. 
(a) What are the main features of economic liberalization introduced in 1977. (4 Marks) 
 
(b) What are the aims of the government investment programme between 2017 – 2020? 

(4 Marks) 
 

(c) Discuss the need for a national export strategy 2018 – 2022.                         (4 Marks) 

 
(d) What are the social healthcare and economic implications of ageing population? 

(4 Marks) 
 
(e) Most inflation targeting economies use headline inflation as the target measure. 
 What criteria are used to select an appropriate price index to measure headline 
 inflation?                    (4 Marks) 

 


