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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
Exchange will take place if


A
consumers are faced with a market price.


B
the transaction costs involved are not significant.


C
the differences in marginal valuations outweigh the transaction costs.


D
the marginal valuations among the trading parties are known.

2
Which of the following about the law of demand is FALSE ?

A
It cannot be observed because the quantity demanded cannot be observed.

B
It cannot be derived because there exists the Giffen paradox in the indifference curve analysis.

C
It is logically inconsistent because of the presence of negative real income effect.

D
It is asserted because the indifference curve analysis fails to derive a downward sloping demand curve for all goods.

3 Refer to the diagram :
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If a person is indifferent among points A, B and C, then

 








A
Good X and Good Y are perfect substitutes to the consumer.


B
The consumer preference is consistent with the postulate of substitution.


C
The consumer preference is inconsistent with the postulate of diminishing marginal rate of substitution.
D
All of the above. 

4
The law of diminishing marginal use value is


A
an assertion of the economists. 


B
an example of a tautology.


C
an objective constraint for the postulate of maximization.

D
simply an empirical fact observed by economists.

5
For a free good,


A
the total use value is infinitely large.


B
the total use value equals the amount of the consumer’s surplus. 


C
the total exchange value equals the total use value.


D
the marginal use value equals the average use value.

6
Indifference curves could not intersect each other in general.  


A
Otherwise, it violates the postulate of comparison and implies an inconsistency in preference. 


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


C
It guarantees that there is only one priceless good faced by the consumer.


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

7 The recent observation reveals that the duration of Sunday service in most churches gets shortened.  

Which of the following is the possible economic explanation for this phenomenon ?


A
The value of time of some Christians is increasing. 


B
The religious devotion of some Christians has declined.


C
The income elasticity of demand of most Christians gets higher.


D
Many Christians treat the Sunday service as an inferior good.

8
Which of the following statements about sunk cost is INCORRECT ?


A
Fixed cost is also a kind of sunk cost. 


B
It is the cost of a past act or decision.


C
It is irrelevant to make choice by a person at present.


D
It is equal to the purchase price of an asset if the immediate resale value of the asset is zero.

9
Study the following diagram carefully.
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If the TVC curve changes to TVC1 as shown in the diagram,

A
The average fixed cost still remains unchanged with an increase in output.

B
The optimal output level of the firm rises.

C
The average variable cost is still a constant. 


D
The average total cost curve remains unchanged.

10
Interest


A
is a stock and a part of income.


B
cannot arise in a one-man economy. 


C
is the price we pay for the deferred consumption of goods and services.


D
will not exist when there is no inflation or when there is no money.

11
Which of the following is NOT a result of an increase in demand for a product in a price-taking market ?


A
the upward shift of the value of marginal product curve for labour.


B
an increase in the productivity of the labour employed.


C
the increase in the quantity supplied of labour.


D
an increase in the number of labour employed.

12
Which one of the following statements about human capital is INCORRECT ?


A
A worker with more human capital can earn a higher real wage.


B
Human capital raises the marginal productivity of a human resource.


C
It is easier for a worker with more human capital to get a job. 


D
The value of human capital is determined by the anticipated stream of net income.

13
Which of the following statements about discrimination is TRUE ?


A
Discrimination can also be found in a one-man economy.


B
In a planned economy, neither the consumers nor the suppliers will be discriminated.


C
Discrimination still exists even if there is no shortage or no surplus.


D
Discrimination would eventually lead to the inefficient allocation of resources.

14
Which of the following statements about monopoly is TRUE ? 


A
The total revenue received by a monopolist also depends on the market demand curve.

B
A monopoly will not incur transaction costs if simple monopoly pricing is used.


C
A price-taking market normally produces a larger output than the one under a monopoly.

D
A monopolist needs not advertise its products because it faces no competition.

15
Which of the following statements about price discrimination is FALSE ?

A
Perfect price discrimination is more efficient than simple monopoly pricing. 

B
It always results in a higher level of output than that of simple monopoly pricing.


C
It can be used as long as the market is imperfect in information.

D
The use of price discrimination is aiming at a transfer of the consumer’s surplus to the supplier.

16
Suppose the income consumption curve for two goods A and B is a straight line passing through the origin.

A
Good A is a
perfect substitute of good B.




B
Good A is an inferior good.


C
Good B is a priceless good.


D
Good B is also a normal good. 
17 If the airport is liable for the resulting damages due to noise pollution, with zero transaction costs,

A
the divergence between private and social costs will persist.

B
the wealth of the airport authority will be redistributed to some other parties. 

C
private contracting between the airport authority and those suffering from pollution will not be found.

D
noise pollution will eventually disappear.

18
If a public construction work reduces the sales volume of the nearby shops and the construction company is assigned the right to do so, which of the following is the possible result ?


A
The construction company will compensate the nearby shops for their loss.


B
The construction company will be efficient by installing a noise-resisting device.


C
The shops owners will lower the rental of the premises. 


D
None of the above.

19
Which one of the following statements about common property is INCORRECT ?


A
Rent will eventually be dissipated under competition.


B
Nobody will voluntarily invest on the property.


C
The resulting allocation of resources is inefficient. 


D
The property, once discovered, will eventually be over-utilized.

20 Which one of the following statements about property rights is INCORRECT ?

A
Property rights could also be well-defined in a planned economy.

B
Private property rights affect the efficiency of wealth distribution.


C
Property rights determine the rules of competition.


D
Well-defined private property rights eliminate competition.

21
The following statement appears on the inner cover of a reference book :
“ International Edition :  Not for Resale into The United States  ”

From the label above, which one of the following statements is CORRECT ?


A
The buyers of the book can fully acquire the right of transfer.

B
It reveals that the marginal value of the book in the United States is higher than those in other places.


C
The reference book is an inferior good to the consumers in the US.


D
The total use value of the book to the US consumers is the greater than that of any other places.

22
In a world with zero transaction costs,


A
there is no competition of any kind.


B
middlemen cannot be found.


C
all goods become common properties.


D
There is no need to have private property rights.

23
Which of the following is consistent with the postulate of constrained maximization?


A
A painter continues running an art gallery at a net loss.


B
A student stops working ten minutes before the end of the examination.


C
A Christian businessman donates a fixed percentage of his income to the church every month.


D
All of the above. 

24 Which one of the following statements is normative ?

A
Most of the low-income groups are in the old urban districts.


B
The low-income groups received less than their fair share of income in H. K. 

C
The highest-income groups live in the HK Island rather than in the Kowloon side.


D
The income gap between the low and the higher-income groups has been widening.

25 Which of the following is an example of transaction cost ?

A
The cost incurred by a fisherman in predicting the weather.


B
The cost of transporting the school magazines from the printing company to the school. 


C
The payment on the bonus of a group of workers providing over-time work.


D
The time cost incurred to look for the lowest fare of an air ticket to Singapore.

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

1 In a one-man economy, there is no competition so that the postulate of constrained maximization does not apply.  Do you agree ? Explain.

2
“ Fresh air has been a free good around Ma Wan before the construction work of the Tsing-Ma Bridge. But 


right now, it is very difficult to get as much fresh air as we want, ” a resident near Ma Wan said. 

Explain this statement with a demand-supply diagram.

3 “ The real-income-constant demand curve may be the same as the money-income-constant demand curve. ” 

Do you agree ?  Explain.

4 “ Price discrimination could extract a part of the consumer’s surplus. ”

“ Price discrimination could extract all of the consumer’s surplus. ”

Explain why BOTH statements could be correct.

5 How is cost related with the concept of scarcity and the postulate of rational maximization ?

6
If a competitive firm earning economic rent could be efficient, then a monopolist (firm) earning monopoly rent 
could also be efficient. Do you agree ? Explain.








( 10 )

Section C  ( 50 marks )
Answer ALL questions.

1
In order to curb speculation and to allow adjustment of the property market, the government declared the suspension of public auction of land for nine months starting from June 1998. People are interested to know whether the price level of (private) properties will fall anymore as a result.

(a) Some critics suggested that the falling prices of the (private) properties in Hong Kong would NOT be lower than the costs of production of the properties.  Do you agree ?  Explain.



( 6 )

(b)
“ The private properties have become inferior goods in 1998, ” a reporter argued. Do you agree ?  ( 6 )

2
In July 6, 1998, the opening of the new airport resulted in chaos. The computer system on air flight information was out of order. The luggage and cargoes were all in a mass… Yet, the whole project was based on long-term planning and competitive market forces for the allocation of resources throughout the period of construction.

(a) Would you agree that this case (the Airport Project) is an example of market “failure”, i.e. the competitive market mechanism is not efficient ?  









( 6 )

(b)
Some critics argued that had the Government involved itself directly with the Airport Authority initially, 
the situation would not have been so disastrous. Explain whether the act of government intervention could be efficient.













( 8 )

3
Analyse the following cases of pricing arrangement :

(a) A mobile phone company declared that any client could trade-in its mobile phone (valuing $500 ; whatever brand it is) for a new mobile phone of the company.  Suppose the value of the trade-in phones is zero to this company, is the above arrangement a practice of price discrimination ?


( 6 )

(b)
Many Chinese restaurants offer a uniform price on their dim-sum after the peak lunch hours to encourage sales and customers to come.  Is the practice of changing different prices on dim-sum during and after the peak lunch hours an example of price discrimination ?






( 6 )

4 On September 1, 1998 the New World First Bus Services Ltd. (First Bus) took over the provision of bus services by the China Motor Bus Co. Ltd. (CMB). Suppose the bus routes, the bus fares charged (on average) 
were all the same with a similar number of passengers as before.  The First Bus has been introducing new buses 
to serve the island.

(a) “ With a similar income stream but a higher cost of production (due to the purchases of new buses), the net income earned by First Bus may even be smaller than that of the CMB.  The First Bus does NOT have enough economic incentive to operate. ”  Do you agree ?  Explain.




( 6 )

(b)
“ Both the CityBus and the First Bus are now monopolizing some bus routes on the island side. They are earning a rent from running these routes, ” a journalist wrote.



 




“ We’re running a loss on these monopolizing routes, ” the two bus companies replied.

What are your view on these two opposing argument ?



          


( 6 )
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