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Write the sections A, B & C on the front cover of your answer book.

Give your answers of ALL sections in your answer book.
 ( 150 marks )

Section A  ( 50 marks )
Answer ALL questions. Choose the best answer for each question.

1
The fresh fish in the open sea is an example of common property resources because


A
it is impossible to delineate the private property rights of fresh fish in the open sea.


B
it will lead to the case of rent dissipation.


C
it is non-excludable but rival in use.


D
all of the above.
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The diagram above shows the total cost curve of a firm. Which of the following statements is correct ?


A
The average variable cost is the same at the output level Q1 and Q2.


B
The marginal cost is the same at the output level Q1 and Q2.


C
The marginal cost decreases from the output level Q1 to Q2.


D
The average cost decreases from the output level Q1 to Q2.

3
Which of the following statement about the preference map is true ?
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A
Only these convex indifference curves yield consumer optimum.


B
The consumer equilibrium must be on a point of one of the three indifference curves.


C
There is a consumer optimun based on the budget line AB.


D
The shape of the indifference curves is inconsistent with the postulate of diversity in consumption.

4
Which of the following would affect the variable cost of an airline company ?


A
There was an increase in the number of hijack during the year.


B
Some of the air-hostess held a strike against the management board for excess down-sizing.


C
A DC-10 plane always causes accidents and the pre-flight checkup had to be reported since then .

D
Passengers flying more than 10 000km/month were given a discount in their air tickets.

5
Which of the following is an example of price discrimination ?


A
Many Chinese restaurants charge a lower price during non-rush hours.


B
The Yaumati Ferry Company charges double fares on Sundays for outlying island routes.


C
A disco gives a free drink to any customer during happy hours.


D
The H.K. Football Association charges lower ticket fees for aged over 60.

6
Indifference curves are always convex to the origin in general.  


A
It is because economic goods are substitutable.


B
It is based on the assumption of diminishing marginal rate of substitution.


C
It guarantees that the indifference curves do not intersect.


D
The possibility of a corner solution in consumer choice could be ruled out.

7
Which of the following statements about scarcity is FALSE ?


A
It is a natural constraint affecting human decisions.


B
Scarcity could not be eliminated by advanced technology.


C
Discrimination, in whatever forms, must exist in any types of economy.


D
The marginal cost of production of a good must rise due to scarcity.

8
The value of marginal product of a factor in a competitive firm


A
is affected by the quantity of products produced by that factor.


B
has a greater value than the marginal revenue product.


C
could determine the equilibrium level of factor income per unit.


D
is affected by the rate of change of the marginal product.

9
Which of the following statements about cost is correct ?


A
The longer the time spent on revision, the higher the cost of taking examination.


B
The price of a good is determined by its cost of production.


C
It costs me less than you to buy the ticket as the cinema is nearer to my house.


D
May sings better than Ann, so the cost of May on singing is lower than Ann.

10
Canned luncheon meat is regarded as a common canned food produced in China of fine quality. It is also found that its quantity supplied is relatively greater in H.K. than in China. This can be explained by


A
the hypothesis that the market of canned food in H.K. is more competitive.


B
the fact that consumers in different places have different preferences.



C
the fact that advertising and marketing of canned food are more successful in H.K.


D
the fact that the price of canned luncheon meat is lower in H.K. than in China.

11
Scarcity and discrimination


A
co-exist with competition of some kinds.


B
is commonly found in a price-searching market.


C
does not exist in the case of a public good.


D
exists in any market economies but not in a one-man economy.

12
Which of the following statement about capital is correct ?


A
Capital represents all factors of production except the owner.


B
The value of capital depends on the real interest rate.


C
The value of capital is infinite if the income stream is infinite.


D
Capital is a form of wealth and vice versa.

13
The law of supply is generally accepted partly because


A
the law of demand is also accepted though it is asserted.


B
it is based on the law of diminishing marginal returns.


C
it can be derived from the marginal analysis of the production theory.


D
the quantity supplied which is different from the quantity demanded, can be observed.

14
In a world without any divergence between private and social costs or benefits, 


A
there is no pollution of any kind.


B
there is no provision of public good by the government.


C
there is zero transaction cost on any exchanges.


D
the Coase theorem is no longer valid and had to be rejected.

15
The Cross Harbour Tunnel Co. has raised the toll many times to solve the congestion problem, though some 

legislative councillors were strongly against the increased toll to solve congestion.

A
The councillors are right because the demand is highly inelastic and too many cars are using the tunnel.

B
The councillors are wrong because the increased demand of tunnel service offsets the effect of rising toll.


C
Economic theory is incapable of explaining the political behaviour of councillors.


D
Economic theory is capable of analyzing the argument of councillors if their constraints are specified.

16
Suppose the price consumption curve for two goods A and B is a 45 degree line passing through the origin.


A
Good A is a superior good.



B
Good A is an inferior good.


C
Good B is a normal good.




D
Good B is an inferior good.

17
If a firm employs only one variable factor of production in the short run, then


A
the rising average variable cost is due to the fall in the average product of the variable factor.


B
the rising marginal cost is due to the presence of the other fixed factors.


C
the rising total cost is due to the fall of the total product in the short run.


D
the falling marginal product is due to the rise of the marginal cost.

18
By a private property we mean


A
a property without exclusion on others on the right to use it.


B
any property upon competition will eventually lead to a dissipation of rent.


C
the property rights are well-defined with exclusion on others to us and acquire it.


D
the private property rights of the property are restrained by the existence of transaction costs.

19
A price-searching monopolist can be an efficient supplier if


A
the output is at the point where the marginal cost curve cuts the demand curve.


B
the output is at the minimum point of the average cost curve.


C
the monopolist sets a price equal to the average cost at that level of output.


D
the monopolist surrenders all of its monopoly rent to the government.

20 In a desert which is NOT privately-owned, the underground oil

A
is publicly-owned and it becomes a public good with non-exclusion.

B
is a scarce good if everyone is allowed to obtain it.

C
is a free good because it is a gift of nature.

D
is also an economic good if people find it valuable.

21
A hypothesis had to be rejected when


A
its assumptions are found to be unrealistic.


B
it is different from the outcome of real world phenomena.


C
its prediction and implication are being refuted by empirical data.


D
its prediction and implication are continuously refuted by empirical data.

22
The H.K. Telecom Co. Ltd. is going to charge telephone service users from a fixed rental to a fixed payment per 

minute call. We could predict that


A
users will apply for more lines and phones in their flats.


B
users will make fewer but longer (- time) calls.


C
users will make more but shorter (- time) calls.


D
users will simply maintain their original preference as the change is not significant in their spending.

23
The market-clearing condition


A
is not attained whenever we find a long queue waiting for the purchase of a good.


B
is an economic concept specified with constraints and variables.


C
is asserted to exist when everyone could get all the goods wanted.


D
is attained when the quantity transacted is equal to the quantity demanded over a period of time.

24
Which of the following is LEAST likely to have a capital value ?


A
A chicken infected with the “ bird flu “ ( H5N1).


B
The diamond chain in the sunk ship – Titanic.

C
The ability to draw pictures by the mouth.


D
The stones in the Lantau Island.

25
In the case of a market replacing a firm in exchange,


A
the transaction costs involved in a market is significantly lower than that of a firm.


B
a firm is still more efficient than the market in employing factor inputs.


C
the wage contract leads to a higher cost of production to the firm.

D
the income generated by the contractual arrangement of a firm is the highest.

Section B  ( 50 marks )
Answer ALL questions. Keep your answer SHORT. ( 8 marks each except Q. 6 )

1 “ In order to maximize wealth, it is essential to maximize income. “ Do you agree ? Explain.

2 What is “ a market “ ? How could a market allocate resources efficiently ?

3 In the indifference curve approach, the Giffen good depends on the income effect rather than the substitution 

effect. Do you agree ? Explain.

4 Perfect price discrimination can give an output at which the marginal cost of production is equal to the marginal use value of the consumer. If it is the case, then this pricing is efficient. Do you agree ? 

5 What is meant by a private property ? Could the property rights of a common property be well-defined ?

6 A young graduate has to choose one of the following profession :

Profession I  : An income stream higher in the early years but falling as he gets old.

Profession II : An income stream rises over the years & the total sum of income is higher than that of  (I).


How would the change in the level of interest rate affect him in choosing :

(a) Profession I ;






(b) Profession II ?

Section C  ( 50 marks )
Answer ALL questions.

1 In the early 1997, the government decided to allow the sale of Home Ownership Scheme (HOS) flats. The 

HOS flats ( with at least 3 years after construction ) could be bought by any public housing tenants. (After 5 

more years, they could be sold to the public.) For flats with at least 10 years after construction, they could be sold to the public directly.

At the end of 1997, the Housing Authority disclosed that some of the public housing (PH) flats will be sold to 

the present tenants at a significantly low price. The flats, once sold, could not be re-sold by the owners 

( formerly the tenants ) during the first 2 years. Within the third to the fifth years, they could be sold to other 

public housing tenants. From the sixth year onwards, they could be sold to the public.

(a) What would be the impact of the public housing policy disclosed by the Housing Authority on :

(i) the market of HOS flats and the market of public housing flats ;

(ii) the property market of Hong Kong as a whole ?






( 8 )

(b)
What are the economic considerations for the public housing tenants to buy their present public housing 


( PH ) flats ?
( 4 )


2.
To celebrate H.K. returning to China from July 1, 1997, the Post Office has issued a series of stamps ( and first-day covers ) to memorize this great occasion. In order to buy the stamps and envelopes, people queued up outside the various Post Offices throughout the night before the first day of public sale. 

(a) Based on the demand-supply analysis, how could you explain the queue outside the Post Offices ?

Is it an example of excess demand ? Explain.







( 8 )

(b) Is the waiting time of the buyers a waste to the economy  ? Or just a waste to the buyers ?
( 6 )


3.
Since the late 1960s, the Hong Kong government prohibited the sales and uses of fire-crackers for the sake of 

public security. A government official pointed out that the use of fire-crackers would lead to a net social loss. 


(a)
What are the economic arguments, other than public security, for the prohibition of fire-crackers ? ( 6 )



(b)
We often observe the uses of fire-crackers in the New Territories especially during the Chinese New 

Year. How could you explain this phenomenon ?







( 6 )

4
During the recent years, the government allowed private firms to sponsor the expense of the firework on the second night of the Chinese New Year. The event is very popular and entertaining as supported by the fact that thousands of people go to the two sides of the Victoria Harbour at that night.

(a) To the audience, what is the nature of the goods ( i.e. the firework show ) ? Is it free ?

( 6 )

(b)
Other than the use of sponsorship, are there any means to bring about the show efficiently ? Explain  ( 6 )
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