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Q.1. What is money? Explain different forms of money
in detail.

Ans:

Definition of Money

Money is a universally accepted medium of exchange used for goods
and services. It serves as a measure of value, a store of wealth, and a
standard for deferred payments. Money eliminates the inefficiencies of
the barter system by providing a standard unit of exchange, ensuring
economic transactions are more convenient and standardized.

In essence, money has four primary functions:

1. Medium of Exchange: Facilitates trade without the complications
of barter.

2. Unit of Account: Measures and records the value of goods and
services.



3. Store of Value: Retains purchasing power over time, allowing
wealth accumulation.

4. Standard of Deferred Payment: Enables future obligations and
transactions.

Forms of Money

Money exists in various forms, each suited to the needs of society at
different times. The key forms of money are:

1. Commodity Money

● Definition: Commodity money is money that derives its value from
the material or commodity of which it is made. The commodity has
intrinsic value and can be used for other purposes apart from being
a medium of exchange.

● Examples:
○ Gold, silver, or other precious metals.
○ Agricultural products like grains or cattle in ancient

economies.
● Characteristics:

○ Tangible and durable.
○ Value is inherent and recognized universally.

● Advantages:
○ Stable value due to intrinsic worth.
○ Accepted widely in early economies.

● Disadvantages:
○ Bulky and difficult to transport.
○ Limited divisibility and fluctuating commodity value.



2. Fiat Money

● Definition: Fiat money has no intrinsic value but is declared legal
tender by the government. Its value comes from public trust and
acceptance.

● Examples:
○ Paper currency and coins issued by central banks (e.g., USD,

Euro, PKR).
● Characteristics:

○ Not backed by physical commodities like gold.
○ Issued and regulated by governments or central authorities.

● Advantages:
○ Lightweight and portable.
○ Easy to produce in various denominations.

● Disadvantages:
○ Prone to inflation if excessively issued.
○ Depends entirely on trust in the issuing authority.

3. Representative Money

● Definition: Representative money refers to tokens or certificates that
can be exchanged for a specific amount of a commodity, such as
gold or silver.

● Examples:
○ Gold or silver certificates.
○ Banknotes backed by precious metals in earlier financial

systems.
● Characteristics:

○ Serves as a claim on a commodity stored elsewhere.
○ Can be converted into the commodity on demand.

● Advantages:



○ Combines portability with intrinsic value backing.
● Disadvantages:

○ Limited by the availability of the commodity backing it.
○ Risk of the issuing authority not honoring conversion.

4. Bank Money (Demand Deposits)

● Definition: Bank money refers to funds held in checking accounts and
can be accessed through checks, debit cards, or electronic transfers.

● Examples:
○ Money stored in bank accounts.
○ Transactions via checks or online banking.

● Characteristics:
○ Exists in intangible, digital form.
○ Highly liquid and widely accepted.

● Advantages:
○ Convenient for large transactions.
○ Reduces the need for physical cash.

● Disadvantages:
○ Requires banking infrastructure and trust in the system.
○ Vulnerable to cyber threats or technical failures.

5. Digital or Electronic Money

● Definition: Digital money exists entirely in electronic form and is
used for online transactions or stored in digital wallets.

● Examples:
○ Cryptocurrencies like Bitcoin and Ethereum.
○ Mobile wallets (e.g., PayPal, Easypaisa).



● Characteristics:
○ Decentralized in the case of cryptocurrencies.
○ Fast and convenient for global transactions.

● Advantages:
○ Facilitates cashless and contactless transactions.
○ Often has lower transaction costs.

● Disadvantages:
○ Requires technology and internet access.
○ Cryptocurrencies are subject to high volatility.

6. Near Money

● Definition: Near money includes financial instruments that are not
directly a medium of exchange but can be quickly converted into
cash.

● Examples:
○ Bonds, treasury bills, and fixed deposits.

● Characteristics:
○ High liquidity but not as immediately usable as cash.
○ Can be converted into money within a short time.

● Advantages:
○ Offers a combination of liquidity and investment returns.

● Disadvantages:
○ Not directly usable for everyday transactions.

Comparison Table of Forms of Money



Form of
Money

Examples Advantages Disadvantages

Commodity
Money

Gold, cattle,
grains

Intrinsic value,
universally
accepted

Bulky, hard to
divide, fluctuating
value

Fiat Money PKR, USD,
EUR

Lightweight, easy
to produce

Inflation risk,
trust-dependent

Representativ
e Money

Gold
certificates

Portability,
intrinsic backing

Limited by
commodity
availability

Bank Money Bank
deposits,
checks

Convenient,
secure

Needs infrastructure,
cyber risks

Digital
Money

Bitcoin,
PayPal

Global, fast
transactions

Requires internet,
volatile value

Near Money Bonds,
treasury
bills

High liquidity,
investment returns

Indirect usability



Conclusion

Money is a fundamental element of modern economies, ensuring the
smooth exchange of goods and services. Over time, it has evolved from
commodity-based systems to digital currencies, reflecting
advancements in technology and economic needs. As societies continue
to innovate, new forms of money—such as cryptocurrencies—are
emerging, promising to reshape global financial systems. Understanding
the characteristics and appropriate use of each form of money is
essential for efficient economic management.

Q.2. What is inflation? Discuss the causes and remedies
for inflation.

Ans;

Definition of Inflation

Inflation refers to the sustained increase in the general price level of
goods and services in an economy over a period of time. It results in a
decrease in the purchasing power of money, meaning that with the same
amount of money, fewer goods and services can be purchased. Inflation
is usually expressed as an annual percentage rate.

Types of Inflation



1. Demand-Pull Inflation: Occurs when aggregate demand exceeds
aggregate supply in an economy.

2. Cost-Push Inflation: Results from an increase in production costs
(e.g., wages, raw materials), leading to higher prices.

3. Built-In Inflation: Arises when businesses raise prices due to past
inflation, anticipating higher wages and costs.

Causes of Inflation

1. Demand-Pull Factors

● Increased Consumer Demand: When consumers spend more due to higher
income or credit availability, demand rises, driving prices up.

● Government Spending: Excessive government expenditure in the
economy can increase demand, leading to inflation.

● Monetary Expansion: When central banks print more money, the
supply of money increases, reducing its value and causing prices to
rise.

2. Cost-Push Factors

● Higher Input Costs: Rising costs of raw materials, labor, or energy
increase production costs, which businesses pass on to consumers
as higher prices.

● Supply Chain Disruptions: Events such as natural disasters or
global crises can reduce supply, raising prices.

● Imported Inflation: An increase in the price of imported goods,
due to global market changes or currency devaluation, can raise
domestic prices.

3. Structural Causes



● Market Inefficiencies: Lack of infrastructure or inefficiencies in the
supply chain can lead to higher production costs.

● Tax Policies: High indirect taxes on goods and services can result
in price hikes.

4. Psychological and Expectation-Based Factors

● Inflation Expectations: When people expect prices to rise, they demand
higher wages or increase prices preemptively, contributing to
inflation.

Remedies for Inflation

To control inflation, governments and central banks use various
measures, categorized asmonetary policies, fiscal policies, and
structural reforms:

1. Monetary Policies

● Increasing Interest Rates:
○ Central banks raise interest rates to reduce borrowing and

encourage saving, thereby decreasing consumer demand.
● Reducing Money Supply:

○ Restricting money supply through open market operations
(selling government bonds) or increasing reserve
requirements for banks.

● Exchange Rate Management:
○ Strengthening the local currency to reduce imported inflation.

2. Fiscal Policies

● Reducing Public Spending:



○ Governments can cut unnecessary expenditures to reduce
demand in the economy.

● Increasing Taxes:
○ Higher taxes reduce disposable income, discouraging

excessive consumption.

3. Structural Reforms

● Improving Productivity:
○ Investing in infrastructure and technology to reduce

production costs and improve efficiency.
● Supply Chain Enhancements:

○ Ensuring smoother supply chains to avoid shortages and
excessive costs.

● Trade Liberalization:
○ Removing trade barriers to allow cheaper imports and reduce

inflationary pressure.

4. Price Control Measures

● Direct Price Controls:
○ Setting maximum prices for essential goods to protect

consumers, though this can lead to shortages.
● Subsidies:

○ Providing subsidies on key commodities to control their
prices.

5. Psychological Interventions

● Inflation Targeting:
○ Central banks set clear inflation targets to manage public

expectations and maintain economic stability.
● Public Awareness Campaigns:



○ Educating the public about inflation and responsible
consumption can help curb inflationary pressures.

Comparison of Causes and Remedies

Causes of Inflation Remedies for Inflation

Excessive demand
(demand-pull)

Tight monetary policy, reduce
spending

Rising production costs Improve productivity, reduce
input costs

Import price increases Strengthen currency, diversify
imports

Inflation expectations Inflation targeting, awareness
campaigns

Inefficient markets Structural reforms, trade
liberalization

Effects of Inflation

Positive Effects



1. Encourages Investment: Mild inflation can motivate businesses to invest
and expand production.

2. Reduces Real Debt Burden: Debtors benefit as the real value of
debt decreases.

Negative Effects

1. Decreased Purchasing Power: Reduces the standard of living, particularly
for those on fixed incomes.

2. Economic Inequality: Wealthier individuals with assets that
appreciate in value benefit, while the poor face rising costs.

3. Uncertainty: Businesses may delay investments due to
unpredictable inflation rates.

Conclusion

Inflation, while a normal part of economic cycles, requires careful
management to ensure it does not destabilize the economy. Governments
and central banks must strike a balance between growth and price
stability using a mix of policies. By addressing both demand- and
supply-side factors, long-term remedies for inflation can be
implemented, ensuring sustainable economic development.



Q.3. What is meant by value of money? Discuss in
detail.

Ans:

Definition of the Value of Money

The value of money refers to its purchasing power, which is the quantity
of goods and services that can be bought with a unit of currency. It
determines how much wealth money represents in real terms and reflects
its ability to facilitate economic transactions. When the value of money
is stable, it ensures confidence in the economy.

Concepts Related to the Value of Money

1. Nominal Value

○ This is the face value of money, such as $10 or 100 PKR, as
printed on currency notes.

○ It does not account for purchasing power or inflation.
2. Real Value

○ Real value considers inflation and purchasing power.
○ For example, if inflation rises, the real value of $100 today

will buy fewer goods than it could a year ago.



3. Purchasing Power

○ The measure of the value of money based on the quantity of
goods or services it can buy.

○ Higher inflation reduces purchasing power, diminishing the
value of money.

4. Relative Value

○ Money's value is often compared with other currencies
through exchange rates.

○ A stronger currency has a higher relative value compared to
weaker ones.

Factors Influencing the Value of Money

1. Inflation

● Definition: A general rise in prices over time reduces the purchasing
power of money.

● Effect: Higher inflation decreases the real value of money as the
same amount buys fewer goods and services.

2. Deflation

● Definition: A general decline in prices increases the purchasing power
of money.

● Effect: While it may seem beneficial, prolonged deflation can lead
to economic stagnation.

3. Supply and Demand for Money

● Increased Money Supply: Printing excessive money decreases its value
due to oversupply.



● Higher Demand: When economic activity increases, demand for
money rises, stabilizing or increasing its value.

4. Exchange Rates

● A currency's value relative to others affects its purchasing power in
global trade.

● For instance, a stronger PKR relative to the USD allows Pakistan
to import goods more cheaply.

5. Economic Growth and Stability

● A strong economy with productive industries maintains or
increases the value of its currency.

● Political stability also builds confidence in the currency.

6. Government Policies

● Fiscal policies (taxation and spending) and monetary policies
(interest rates and money supply) influence the value of money.

● Poor management, like excessive borrowing or uncontrolled
inflation, devalues money.

Measures of the Value of Money

1. Consumer Price Index (CPI)

● Measures changes in the price level of a basket of consumer goods
and services.

● Indicates inflation or deflation trends, reflecting changes in
money's value.

2. Purchasing Power Parity (PPP)



● Compares the purchasing power of two currencies by examining
the price of a standard basket of goods in different countries.

3. Exchange Rates

● Indicate the relative value of currencies in international trade.

Significance of the Value of Money

1. Economic Stability

● A stable value of money fosters confidence in the economy,
encouraging investment and growth.

2. Standard of Living

● Changes in the value of money directly affect individuals’
purchasing power, impacting their quality of life.

3. Government Policies

● Policymakers rely on a stable value of money to design effective
fiscal and monetary policies.

4. International Trade

● Countries with stable currencies are more attractive for foreign
investment and trade.

Challenges Associated with the Value of Money

Challenge Explanation



Inflation Erodes the purchasing power of money.

Deflation Reduces economic activity and leads to
recession.

Currency
Fluctuations

Makes international trade and investment
unstable.

Economic
Inequality

Changes in money value affect different
groups unevenly.

Maintaining the Value of Money

1. Central Bank Policies

● Control inflation and deflation through interest rates and money
supply management.

● Example: Raising interest rates to curb excessive inflation.

2. Fiscal Discipline

● Governments must avoid excessive borrowing and ensure efficient
spending to maintain currency stability.

3. International Cooperation

● Engaging in global agreements, such as currency stabilization
pacts, to avoid sharp fluctuations.

4. Public Confidence



● Transparent economic policies and political stability ensure trust in
the value of money.

Conclusion

The value of money is fundamental to the functioning of economies,
influencing purchasing power, living standards, and global trade. It is
shaped by inflation, deflation, and government policies. Ensuring a
stable value of money requires effective monetary and fiscal policies,
economic growth, and maintaining public confidence. Understanding the
value of money helps individuals, businesses, and governments navigate
economic challenges effectively.

Q.4. Briefly discuss the role of financial markets in an
economy. (20)

Ans:

Role of Financial Markets in an Economy

Financial markets play a crucial role in the efficient functioning of any
economy by facilitating the flow of funds between savers and borrowers.
They enable the allocation of resources, risk-sharing, and economic
growth. Below is a detailed discussion of their functions and
significance:



Definition of Financial Markets

Financial markets are platforms or systems where individuals,
businesses, and governments trade financial securities, commodities, and
other assets. These include stocks, bonds, derivatives, currencies, and
more.

Types of Financial Markets

Type Description Examples

Capital Markets For long-term investments in
equity (stocks) and debt
(bonds).

Stock markets
(NYSE, PSX), bond
markets.

Money Markets For short-term borrowing
and lending (maturity less
than one year).

Treasury bills,
commercial papers.

Foreign
Exchange
Markets (Forex)

For currency trading, crucial
for international trade and
investment.

Forex trading
platforms.



Derivative
Markets

For trading contracts derived
from assets (futures,
options).

Commodity and
index futures
markets.

Commodity
Markets

For trading physical goods
like oil, gold, and
agricultural products.

Chicago Mercantile
Exchange (CME).

Key Functions of Financial Markets

1. Mobilization of Savings

● Financial markets enable individuals and institutions to invest their
savings in productive ventures.

● Example: By investing in stocks or bonds, savings are redirected
towards businesses, promoting growth.

2. Capital Formation

● Facilitates the accumulation of capital for businesses and
governments.

● Example: Companies issue shares or bonds to raise funds for
expansion projects.

3. Price Determination

● The forces of demand and supply determine the prices of financial
securities, reflecting their true market value.

● Example: Stock prices in a stock market adjust based on investors’
expectations about a company’s performance.



4. Liquidity Provision

● Financial markets provide liquidity by allowing investors to easily
buy or sell securities.

● Example: Investors can quickly sell shares in a stock market to
meet cash needs.

5. Risk Management

● Instruments like derivatives help investors manage risks associated
with price fluctuations.

● Example: Hedging against currency risks in forex markets.

6. Efficient Resource Allocation

● Capital is directed toward the most productive and profitable
sectors, boosting economic efficiency.

● Example: Investments flow into industries with high growth
potential, such as technology.

7. Economic Stability

● Financial markets help stabilize the economy by efficiently
distributing resources and spreading risks.

● Example: Central banks use money markets for liquidity
management and interest rate control.

8. Encouraging Investment

● By providing access to funds and reducing barriers, financial
markets encourage entrepreneurship and innovation.

● Example: Venture capitalists support startups in technology or
healthcare.

Role of Financial Markets in Economic Growth



1. Promoting Industrial Development

● Access to capital through stock and bond markets allows
businesses to expand and innovate.

● Example: Companies raise funds via Initial Public Offerings
(IPOs) to finance large projects.

2. Supporting Government Projects

● Governments raise funds through bond markets for infrastructure
and public welfare projects.

● Example: Issuing treasury bonds to build highways or schools.

3. Facilitating International Trade

● Forex markets ensure smooth currency exchanges for global trade.
● Example: Importers and exporters exchange currencies without

disrupting transactions.

4. Employment Generation

● Growing businesses funded through financial markets create job
opportunities.

● Example: Expansion in the IT sector leads to demand for skilled
labor.

5. Stability During Crises

● Well-regulated financial markets can help mitigate the effects of
economic downturns.

● Example: Central banks intervene in money markets to provide
liquidity during financial crises.

Challenges of Financial Markets



Challenge Explanation

Market
Volatility

Frequent price fluctuations can lead to
uncertainty for investors.

Information
Asymmetry

Unequal access to information can result in unfair
advantages.

Speculation Excessive speculative activities can destabilize
markets.

Fraud and
Manipulation

Unethical practices can erode investor confidence
and lead to financial losses.

Globalization
Risks

Interconnected markets can spread economic
shocks internationally.

Measures to Enhance Financial Market Efficiency

1. Regulations and Supervision:

○ Governments and regulatory bodies like SECP (Pakistan) or
SEC (USA) ensure transparency and fairness.

2. Investor Education:



○ Promoting financial literacy helps individuals make informed
decisions.

3. Technological Advancements:

○ Digital platforms enable faster and more secure transactions.
4. Strong Legal Frameworks:

○ Enforcing laws against fraud and insider trading builds trust.

Conclusion

Financial markets are vital for economic development, acting as
intermediaries between savers and investors. By mobilizing savings,
facilitating investments, and providing risk management tools, they
contribute to the growth and stability of an economy. Efficient regulation
and modernization are essential to maximize their potential and address
challenges.



Q.5. Write notes on the following;
(20)

i. World Bank

ii. IMF

Ans;

i. World Bank

Introduction

TheWorld Bank, established in 1944 during the Bretton Woods
Conference, is an international financial institution that provides loans
and grants to developing countries to support development projects and
reduce poverty. It consists of two main institutions:

● The International Bank for Reconstruction and Development
(IBRD), which primarily lends to middle-income and creditworthy
low-income countries.

● The International Development Association (IDA), which
provides concessional loans and grants to the world’s poorest
countries.

Objectives

1. To reduce global poverty by financing development projects.
2. To promote sustainable economic growth in developing countries.
3. To improve living standards by supporting education, healthcare,

and infrastructure.



4. To promote international investment and trade.

Functions

1. Funding Development Projects: Provides loans and grants for projects in
sectors like education, health, agriculture, and infrastructure.

2. Technical Assistance: Offers expertise and advice on policy
reforms and project implementation.

3. Capacity Building: Strengthens institutions and systems in
member countries to enhance development effectiveness.

4. Promoting Global Partnerships: Works with governments,
private organizations, and NGOs to address global challenges like
climate change.

Key Features

1. Headquarters: Washington, D.C., USA.
2. Membership: 189 countries (as of 2024).
3. Funding: Raised from member contributions, bond issuance, and

loan repayments.

Achievements

1. Successfully funded infrastructure projects like roads, dams, and
power plants.

2. Reduced poverty levels in many countries by improving access to
basic services.

3. Provided critical support during global crises, such as the
COVID-19 pandemic.

Criticism

1. Projects sometimes displace local communities without adequate
compensation.



2. Focuses on large-scale infrastructure projects, sometimes
neglecting grassroots development.

3. Loan repayment obligations can burden developing nations with
debt.

ii. International Monetary Fund (IMF)

Introduction

The International Monetary Fund (IMF) was also established in 1944
at the Bretton Woods Conference. It aims to ensure global economic
stability by providing financial assistance, policy advice, and technical
support to member countries.

Objectives

1. To promote international monetary cooperation.
2. To facilitate balanced growth of international trade.
3. To stabilize exchange rates and prevent competitive devaluation.
4. To provide financial support to countries facing balance of

payments crises.

Functions

1. Surveillance: Monitors global economic trends and offers policy
advice to member countries.

2. Financial Assistance: Provides short-term loans to countries
facing financial crises.

3. Capacity Development: Offers technical assistance in areas like
fiscal policy, monetary policy, and banking systems.

4. Crisis Resolution: Acts as a lender of last resort during financial
emergencies.



Key Features

1. Headquarters: Washington, D.C., USA.
2. Membership: 190 countries (as of 2024).
3. Funding: Derived from member contributions (quota system).
4. Special Drawing Rights (SDRs): Acts as a supplementary

international reserve asset.

Achievements

1. Helped stabilize economies during crises, such as the Asian
Financial Crisis (1997) and the Eurozone Debt Crisis.

2. Promoted structural reforms in member countries to enhance
economic growth.

3. Provided emergency financing during the COVID-19 pandemic to
support vulnerable economies.

Criticism

1. Imposes strict austerity measures on borrowing countries, often
leading to social unrest.

2. Policies are sometimes seen as favoring developed nations over
developing ones.

3. Debt conditions can perpetuate dependency on external funding.

Comparison of the World Bank and IMF

Aspect World Bank IMF

Focus Long-term development
projects

Short-term financial
stability



Primary
Clients

Developing and
underdeveloped nations

All member countries

Loans Project-based loans and
grants

Loans to address balance
of payments

Key Goal Poverty reduction Economic stability and
policy reforms

Funding Member contributions, bond
issuance

Member quotas and SDRs

Conclusion

The World Bank and IMF are pivotal institutions in the global financial
system. While the World Bank focuses on long-term development
projects, the IMF aims to maintain global economic stability. Both
institutions play complementary roles, but they are not without criticism.
To maximize their positive impact, reforms in transparency and
accountability are essential.


