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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. ( Each section carries equal marks ; Total 150 marks )

Section A  ( Total 50 marks ; 2 marks each ) Answer ALL questions. Choose the best answer for each question.

1.
Economic analysis implies that


A
drug trafficking is a moral issue and the amount of drug trafficking is determined by human nature.


B
people commit drug trafficking because they are rational maximizers.


C
drug trafficking implies the existence of transaction costs.


D
there will be fewer drug trafficking under private property rights.

2.
In order to have a mutually beneficial exchange between any two individuals,


A
the existence of private property rights is a necessary and sufficient condition.


B
their marginal use value schedules may be the same provided that their endowments are different. 


C
their marginal use value schedules must be known by each other.

 
D
the transaction costs must be borne by the two exchanging individuals.




3.
Refer to the indifference map,



Good Y
if U3 ( U2 ( U1 ; then


A
Initially, X is a good and then a bad ; Y is a bad.


B
Initially, X is a bad and then a good ; Y is a good.


C
Initially, Y is a good and then a bad ; X is a good. 


 



D
Initially, Y is a bad and then a good ; X is a good.
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4.
Economic inefficiency


A
exists whenever there is more than one individual failing to maximize its wealth.


B
will not exist if all constraints are fully specified. 


C
arises whenever transaction costs exist.

D
arises due to the presence of public good.

5. Which of the following statements about an economic theory is correct ?

A
The derived hypotheses must always be true.

B
A useful theory must have hypotheses that are refutable in reality. 

C
The testable implication must be observable and the predictions must be correct.

D
The testable hypotheses may contain variables that are not realistic.

6.
Suppose the income consumption curve between good X & Y is a straight line passing through the origin.  


The income elasticities of demand for both goods X & Y are

A
unitarily elastic.



B
positive.



C
negative.



D
still uncertain.

7.
A survey reveals that the amount of donation to charity organizations falls sharply in H. K.  

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


A
The opportunity cost of the money possibly donated by people is increasing. 


B
Many people treat donation from a normal good to an inferior good.


C
The devotion to charity of most H. K. people gets diminishing.


D
The income elasticity of demand of most H. K. people gets higher.

8. In a price-taking industry with increasing marginal cost, if the demand increases so that the quantity demanded at every price doubles,


A
both the price and the quantity transacted will double.


B
the price may or may not double but the quantity transacted will not double.


C
both price and quantity transacted will rise but neither of them will double. 


D
the price will first rise but will eventually return to its original level when new firms enter.

9.
Which of the following statements is correct concerning the following two demand curves ?
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A
Both D1 and D2 are price elastic.


B
The elasticities of demand of D1 & D2 could not be directly compared.


C
D1 is as price elastic as D2 over all possible price ranges. 


D
D1 is more elastic than D2 over all possible price ranges.

10.
The government has decided to prohibit the sponsorship on sports activities by cigarettes companies. Which of the following statements is a logical prediction as a result ? 


A
More smokers interested in sports activities will start to give up smoking.


B
The international standard, i.e. marginal productivity, of our athletes will decline.


C
The companies supplying spirit and alcoholic products will start to sponsor the sports activities.


D
The prohibition increases the transaction costs in organizing sports activities. 

11.
South Africa is always an exporter of diamond. It is observed that a relatively small quantity of high quality diamond is left for domestic consumption in South Africa ; rather most of it is exported. This phenomenon is explained by


A
the law of demand. 


B
the water-diamond paradox.


C
the principle of absolute advantage.


D
the fact that the South Africans have no demand for high quality diamond.

12.
Which of the following statements about cost is FALSE ?


A
Cost changes only when the highest-valued option forgone changes.


B
When cost changes, an individual’s behavior will always change.  

C
When an individual’s behavior changes, cost changes.

D
The cost of buying a knife will not change even after the owner has cut his hand unexpectedly.

13.
A divergence between private cost and social cost


A
implies that income redistribution and re-assignment of property rights is needed.


B
implies that it is more costly to allocate resources by the price mechanism.


C
market inefficiency exists and the absence of property rights.


D
implies that transaction costs are positive. 

14. The following diagram shows the demand and supply curves of a price-taking market.  Which of the following statements is NOT correct ? 
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A
Area ABC is the amount of consumer surplus and area BCD is the amount of economic rent.


B
Area ODCE is the amount of transfer earning and area ABC is the amount of consumer surplus.

C
Area OBCE is the total gain and area ACD is the net gain to society as a whole.

D
Area BCD is the economic rent and area OACE is the total gain to society as a whole.  

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

A
Simple monopoly pricing is more efficient than price discrimination. 

B
Price discrimination will occur in one single market, even if consumers have different information costs.


C
Output will be higher under perfect price discrimination than under simple monopoly pricing.

D
None of the above. 

16.
A university student borrows $12 000 which is subject to repayment in 3 years at zero interest rate.  If the market rate during this three-year period is 12 % p.a., the discounted present value of the benefits from borrowing is

A
$2 433



B
$3 459  



C
$3 600



D
$8 541

17. A firm exists when

A
Mrs. Lee employs a university student as a private tutor for her son, costing $300 per hour.

B
A key-maker duplicates keys for customers in the middle of a road. 

C
A shoe-shine boy polishes shoes for passers-by in a street corner.

D
A part-time worker distributes leaflets for a newly-opened karaoke company.

18.
Price control 


A
will result in dissipation of rent. 


B
will redistribute wealth from the present consumers to the highest-valued users.


C
will help to eliminate any excess demand and excess supply.


D
will decrease the marginal value of the good obtained.  

19.
Which one of the following is tautology ?


A
Any person should not be allowed to smoke in public areas.

B
The price of vegetables increases because of the damage made by the typhoon.

C
The quantity of computers supplied increases because more quantities are offered for sale.  


D
St. Joseph’s College was established in 1875.

20.
Which of the following is an example of price discrimination?

A
The insurance company charges civil servants lower premium than non-civil servants.

B
Private drivers of public-light bus raise their fares during typhoons.

C
A mobile phone company charges less for mobile phone calls during non-rush hours.

D
A few computer companies offer personal computers to university students at a reduced price.  

21.
In the diagram, points A and B represent a consumer’s chosen bundles of good X and good Y before and after a fall in the price of good X.





Good Y


Which of the following statements is correct ?
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CE : new budget line


A
X is an inferior good and is not a Giffen good.









B
X is neither an inferior good nor a Giffen good.

     A


C
X must be an inferior good as well as a Giffen good.
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Y may be an inferior good.
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22.
The Hong Kong Electric Company Limited is a monopolist of electricity supply in the Hong Kong Island. Which of the following statements about the Company is correct ? 


A
It causes a misallocation of electricity supply on the Hong Kong Island side.


B
Its pricing arrangement should be strictly regulated by the government.


C
The demand curve faced by the company is always downward-sloping. 


D
The incentive to innovate is lower compared with the China Light & Power Company.

23. Suppose the marginal revenue faced by a price-taking firm is at a level lower than the minimum point of the average cost curve but higher than the minimum point of the average variable cost curve.  Which one of the following statement is correct ?

A
The firm will incur a loss.


B
The firm will shut down its plant temporarily.


C
The firm will try to increase its production level.


D
A rent could still be earned. 

24.
In a price-taking firm with one fixed factor and one variable factor, which of the following statements is correct ?

A
When the total product of the variable factor is rising, the total cost must be falling.


B
When the average product of the variable factor is rising, the average variable cost must be falling. 

C
When the average product of the variable factor is falling, the average cost must be rising.


D
When the marginal product is rising, the marginal cost must be rising.

25.
In a price-taking factor market, if an employer finds that after one employee is retired, the marginal revenue product becomes $8 000.  When the market wage rate is $8 000, wealth maximization implies that

A
he will hire an additional labor to replace the retired employee.


B
he will fire one employee within his existing labor force.


C
he will not hire anyone to fill up the vacancy.  

D
he will require the existing employees to increase their marginal product.

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

1. In a one-man economy, the concepts of transaction cost and property rights do not apply. Do you agree ? Explain.













2.
In general, factors of production include land, labour, capital and entrepreneur. What is the difference between the factor “capital ” and the generalized capital ?

3.
The law of demand is neither a postulate nor an assertion, but a hypothesis of the consumer theory. 

Do you agree ? Explain.

4. “ A price-taking firm faces a horizontal demand curve for its product. ”

“ No, a demand curve must be downward-sloping. Otherwise, it would violate the law of demand. ”

Explain why BOTH statements could be correct.

5. With the presence of transaction cost, the theorem of exchange still holds. Do you agree ? Explain.

6.
What is the difference between wealth maximization and income maximization ?


If income is defined as perpetual or annuity income, wealth maximization is the same as income maximization.


Why ?

Section C  ( 50 marks )
Answer ALL questions.

1.
In May 15, 1999, the tickets of a friendly football match between a local football team and a world-famous football team of England were on sale publicly. There were 6900 tickets, out of the total number of 40 000 tickets for sale on that day. Over 2000 fans were found queuing outside the Hong Kong Stadium with about 500 fans waiting overnight but failed to get tickets in the end.

(a) Use the demand-supply analysis to explain the queue outside the Hong Kong Stadium.

Is it an example of excess demand ? Explain.








(6)

(b)
“ The popular response to the tickets will lead to a second-hand market. In the end, the wealthy people will be benefited as they could afford to buy the second-hand tickets, “ a reporter argued. 

Do you agree ?    


(4)

(c)
Is the effort ( including the waiting time ) incurred by the unlucky fans ( those failing to buy tickets ) a waste to them ? Or even a waste to the economy as a whole ?


(6)

2.
Starting from September 1, 1999, the ( Hunghom ) Cross Harbour Tunnel Co. Ltd. (CHT) raised the toll whereas the Western Harbour Tunnel Co. Ltd. (WHT) offered a 3-month discount to private car drivers as shown :

	
	Western Harbour Tunnel
	Cross Harbour Tunnel

	Toll
	From $30 to $20 per trip
	From $10 to $20 per trip


The discount offered by the WHT is between 10 p.m. to 8 a.m. everyday and whole day on Sundays & Public Holidays, lasting for a period of 3 months.

(a) “ The variable-toll scheme could reduce congestion but leads to more tunnel users of the two tunnels taken as a whole ? ” Do you agree ? Explain.








(6)

(b) “ The discounted offered by the WHT is based a consideration of demand, whereas the CHT could earn more rent by raising the toll. ”

To what extent that the statement above is reasonable ? Explain your view also.


(8)

3.
Consider the following cases of pricing arrangement :

(a)
The Mass Transit Railway Corporation (MTRC) issued a souvenir ticket priced at $50 to celebrate the Year of the Dragon. Anyone could use the ticket to travel by the MTR with unlimited rides on the first day of the Chinese New Year, i.e. February 5, 2000.

Is the above arrangement a practice of price discrimination ? Explain.




(6)

(b) Suppose the Electronic Road Pricing (ERP) System is launched so that automobiles passing through busy roads will be charged a toll while the use of non-busy roads going to the same direction is left free-of-charge.

Is this system price discriminative to the users of busy roads compared with those using non-busy roads ?

Could this pricing arrangement help to solve traffic congestion on roads ?



(6)

(c) A few large cake shops in Hong Kong encourage customers to buy their cake coupons at a discount, i.e. the price of a coupon is lower than the total market value of the cake exchanged by the coupon holders. The coupons could exchange for cakes at any time in the future. 

What are the benefits to the cake shops ? To the coupon holders ?

Is it a price discrimination to ordinary customers without coupons ?




(8)

END OF PAPER I        
7A-2-2000 / Econ. I / P.5

