
 

A 

 

 

Test Booklet Series 

Preliminary Examination 2020 

GENERAL STUDIES 

Time Allowed: 12 Minute                  No. of questions 10                    Maximum Marks: 20 

 
1. Consider the following statements 

about Non-Banking Financial 

Company (NBFC): 

1. It cannot accept demand deposits. 

2. It does not form part of the payment 

and settlement system and cannot issue 

cheques drawn on itself. 

Which of the statements given above 

is/are correct? 

a) 1 only  b) 2 only 

c) Both 1 and 2 d) Neither 1 nor 2 

 

2. Consider the following statements 

about functions of Securities and 

Exchange Board of India: 

1. It regulates the business of the stock 

market and other securities market. 

2. It prohibits insider trading in securities 

market. 

3. It promotes awareness among investors 

and training of intermediaries about 

safety of market. 

Which of the statement given above are 

correct? 

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

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

 

3. Which of the following countries are 

members of the International North 

South Transport Corridor? 

1. India  2. China 

3. Iran  4. Syria 

Select the correct answer using the 

code given below. 

a) 1 and 2 only b) 3 and 4 only 

c) 2 and 4 only d) 1, 3 and 4 

4. With reference to the Global Hunger 

Index, consider the following 

statements: 

1. It is released by the International Food 

Policy Research Institute (IFPRI). 

2. It ranks countries on the basis of food 

grains production. 

Which of the statements given above 

is/are correct? 

a) 1 only 

b) 2 only 

c) Both 1 and 2 

d) Neither 1 nor 2 

 

5. With reference to the Statutory 

Liquidity Ratio (SLR), consider the 

following statements: 

1. It is the fraction of total time and 

demand deposits a bank must keep with 

the Central bank. 

2. Banks should maintain SLR 

requirements only in cash. 

Which of the statements given above 

is/are correct? 

a) 1 only 

b) 2 only 

c) Both 1 and 2 

d) Neither 1 nor 2 

 

6. In the context of the Indian economy, 

what is the purpose of performing 

Open Market Operations? 

a) Adjust the capitalization of banks. 

b) To contain current account deficit. 

c) To adjust liquidity conditions. 

d) To boost share markets. 



 

7. Consider the following statements 

about Foreign Portfolio Investor (FPI): 

1. Any portfolio investment beyond 10 % 

of the equity of Indian company is 

treated as FPI. 

2. They cannot invest in government 

securities. 

Which of the statement given above 

is/are correct? 

a) 1 only 

b) 2 only 

c) Both 1 and 2 

d) Neither 1 nor 2 

 

8. Which of the following statements best 

describes the term 'neutral real interest 

rate'? 

a) It refers to the difference in interest rate 

required for achieving potential full 

employment GDP from the existing 

GDP growth. 

b) It is the interest rate that is equal to the 

prevailing inflation rate in the economy. 

c) It is the interest rate that supports the 

economy at full employment GDP 

while keeping the inflation stable. 

d) It is the interest rate at which the 

existing inflation rate in the economy is 

close to zero. 

 

 

 

9. Consider the following statements with 

respect to Gross fixed capital 

formation (GFCF): 

1. Higher the growth rate of GFCF, higher 

would be the productive capacity of the 

economy. 

2. GFCF in India has steadily increased in 

the last 5 years. 

Which of the statements given above 

is/are correct? 

a) 1 only 

b) 2 only 

c) Both 1 and 2 

d) Neither 1 nor 2 

 

10. Consider the following statements 

regarding Demographic transition 

theory: 

1. It shows the changing pattern of birth 

and death rates as society progress from 

agrarian to industrial. 

2. It can be used to describe and predict 

the future population of an area. 

Which of the statements given above 

is/are correct? 

a) 1 only 

b) 2 only 

c) Both 1 and 2 

d) Neither 1 nor 2 
 

 

 

  



 

ANSWER 

Q1. Answer: c) Both 1 and 2  
NBFCs lend and make investments and hence their activities are akin to that of banks; however 

there are a few differences as given below:  

 NBFC cannot accept demand deposits;  

 NBFCs do not form part of the payment and settlement system and cannot issue cheques 

drawn on itself. Hence, both the statements are correct.  

 Deposit insurance facility of Deposit Insurance and Credit Guarantee Corporation is not 

available to depositors of NBFCs, unlike in case of banks.  

 

Q2. Answer: D) 1, 2 and 3  
SEBI : The Securities and Exchange Board of India (SEBI) was established in 1988. It got a 

legal status in 1992. SEBI was primarily set up to regulate the activities of the merchant banks, 

to control the operations of mutual funds, to work as a promoter of the stock exchange activities 

and to act as a regulatory authority of new issue activities of companies. The SEBI was set up 

with the fundamental objective, 'to protect the interest of investors in securities market and for 

matters connected therewith or incidental thereto.'  

The main functions of SEBI are:-  

 To regulate the business of the stock market and other securities market.  

 To promote and regulate the self regulatory organizations.  

 To prohibit fraudulent and unfair trade practices in securities market.  

 To promote awareness among investors and training of intermediaries about safety 

of market.  

 To prohibit insider trading in securities market.  

 To regulate huge acquisition of shares and takeover of companies.  

 

Q3. Answer: d) 1, 3 and 4  
International North – South Transport Corridor (INSTC) - It is a multimodal transportation 

established in 2000 by India, Russia and Iran. It aims to link Indian Ocean and Persian Gulf to 

the Caspian Sea via Iran, and onward to northern Europe via St. Petersburg in Russia. Later 

INSTC was expanded to include 10 new members namely Armenia, Azerbaijan, 

Kazakhstan, Kyrgyzstan, Tajikistan, Turkey, Ukraine, Belarus, Oman and Syria.  

 

Q4. Answer: A) 1 Only  
The Global Hunger Index (GHI) is designed to comprehensively measure and track hunger 

globally and by country and region. Calculated each year by Washington-based International 

Food Policy Research Institute (IFPRI), the GHI highlights successes and failures in hunger 

reduction and provides insights into the drivers of hunger. By raising awareness and 

understanding of regional and country differences in hunger, the GHI aims to trigger actions to 

reduce hunger. Hence, statement 1 is correct.  

GHI scores are based on four indicators:  

 Undernourishment: the share of the population whose caloric intake is insufficient.  

 Child wasting: the share of children under the age of five who have low weight for their 

height.  

 Child stunting: the share of children under the age of five who have low height for their 

age.  



 

 Child mortality: the mortality rate of children under the age of five (a reflection of the 

fatal mix of Inadequate nutrition and unhealthy environments). Hence, statement 2 is not 

correct.  
 

Q5. Answer: d) Neither 1 nor 2  
Statutory Liquidity Ratio requires the banks to maintain a given fraction of their total demand 

and time deposits in the form of specified liquid assets. It may be maintained in any of the 

following forms:  

 Cash  

 Gold; or  

 Investments in instruments such as Treasury-Bills of the Government of India, dated 

securities including those issued by the Government of India from time to time etc.  

In contrast to the Cash Reserve Ratio (CRR) , under which banks have to maintain cash with 

the RBI, the SLR requires holding of assets in one of the above three categories by the 

bank itself. Hence, statements 1 and 2 are not correct.  
If a bank fails to meet its SLR obligation, a penalty in the form of a penal interest payable is 

imposed  

 

Q6. Answer: c)  
Open market operations (OMO) refer to the buying and selling of government securities by the 

RBI in the open market in order to expand or contract the amount of money in the banking 

system, hence control liquidity of money. 

 

Q7. Answer: d) Neither 1 nor 2  
Statement 1 is not correct: In India, the term Foreign Portfolio Investor refers to FIIs or their 

subaccounts, or qualified foreign investors (QFIs) who are permitted to hold upto 10% stake in 

a company. Portfolio Investment by any single investor or investor group cannot exceed 10% 

of the equity of an Indian company, beyond which it will now be treated as FDI.  

Statement 2 is not correct: FPIs are permitted to invest in Government Securities with a 

minimum residual maturity of one year. However, FPIs have been prohibited from investing in 

T-Bills  

 

Q8. Answer: c)  
The natural rate of interest is also called the neutral interest rate is the theoretical short-term 

interest rate that would support the economy at the maximum output or full-employment GDP 

while keeping inflation stable.  

• It is the rate of interest on loans which is neutral in respect to commodity prices and tends 

neither to raise nor to lower them  

• The neutral rate is often referred to by central banks when making decisions about the bank 

rate since this neutral rate is essentially the dividing line between expansionary and 

contractionary monetary policy. Hence option (c) is the correct answer.  

 

Q 9 Answer: a)  

 Gross Fixed Capital Formation (GFCF) measures the value of acquisitions of new or 

existing fixed assets by the business sector, governments and "pure" households (excluding 

their unincorporated enterprises) fewer disposals of fixed assets.  

 GFCF is a component of the expenditure on the gross domestic product (GDP), and thus 

shows something about how much of the new value-added in the economy is invested rather 

than consumed.  



 

 The higher the rate of growth of Capital Formation, the higher would be the productive 

capacity of the economy, whereas its paucity leads to the low level of production at a higher 

cost. Thus Capital Formation serves as a very important indicator in measuring the 

magnitude of growth of productive potential of the economy. Hence statement 1 is 

correct.  

 Gross Fixed Capital Formation (as a percentage of GDP) in the last 5 years as provided in 

Economic Survey 2018-19. 

YEAR Public Sector GFCF  Private Sector GFCF  Total GFCF  

2013-14 7.1 24.2 31.3 

2014-15 7.0 23.1 30.1 

2015-16 7.5 21.3 28.7 

2016-17 6.8 21.4 28.2 

2017-18 7.2 21.5 28.6 

 

Q10. Solution: c) Both 1 and 2  
Demographic transition theory can be used to describe and predict the future population of 

any area. The theory tells us that population of any region changes from high births and high 

deaths to low births and low deaths as society progresses from rural agrarian and illiterate to 

urban industrial and literate society. These changes occur in stages which are collectively 

known as the demographic cycle. 


