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

Give your answers of Section A in the MC answer sheet.

Give your answers of Section B & C 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.
If the law of diminishing marginal rate of substitution is violated,


A
there will be no consumer optimum in consumption of any goods.

B
the important issue of scarcity will no longer exist.


C
the consumer will specialize in consumption of a particular good. 


D
all the indifference curves will be positively sloped. 

2.
Utility 


A
is a measure of social welfare.


B
is a number assigned to rank options. 


C
measures the satisfaction derived from consuming goods and services.

 
D
must be a negative number if we are consuming a bad.

3.
Which of the following is inconsistent with the postulate of constrained maximization?



A
A diligent and serious student chose a slower means of transport to go to his examination centre.


B
A reporter continues running a gallery at a pecuniary loss for 10 months already.


C
A famous businessman donates 20% of his income per month to a church.

 
D
A dentist had a hobby of smoking but prohibits his son from smoking.


4.
Suppose the income consumption curve for two goods X & Y is a straight line passing through the origin.


A
Good X is an inferior good.


B
Good X is a perfect substitute of good Y.


C
Good Y is also a normal good. 

D
Good Y is a priceless good.

5. If all prices of a consumption basket rise to the same proportion, which of the following would happen ?

A
It implies a movement along the income consumption curve. 

B
There is a substitution effect between the two goods considered.

C
The nominal money income of the consumer falls.

D
The whole budget line shifts upward.
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In the above diagram, basket A is the choice of a consumer on the original budget line BB. Suppose indifference curves are convex to the origin. If the budget line changes to CC,


A
it is uncertain whether the consumer will consume more or less of good X. 


B
the consumer will consume the same amount as before.


C
the consumer will consume less of good X.


D
the consumer will consume more of good X. 

7.
According to the exchange theorem, if transaction cost is zero, gambling  


A
is inconsistent with the postulate of constrained maximization.


B
will change the final resources allocation.


C
entails an efficiency loss to the society.


D
is only a form of wealth transfer. 

8. Which of the following statements is FALSE ? 


A
The slope of a straight total variable cost curve reflects the average variable cost.


B
The slope of the total variable cost curve reflects the marginal cost.

C
The marginal value curve is also the marginal revenue curve.  

D
The slope of the total cost curve reflects the marginal cost.

9. In Hong Kong, the growth of supermarkets is more significant than that of traditional centralized markets 

selling fresh products during the past years. Which of the following statements is NOT a possible explanation ?


A
Supermarkets are efficient suppliers whereas centralized markets are not. 


B
Supermarkets provide standardized products that can lower the cost of bargaining in exchanges.


C
The supermarkets reduce the time cost of shopping more than the centralized markets.


D
The growth of supermarkets has gradually changed the shopping behaviour of households.

10.
For a free good,


A
marginal value equals average value.


B
total exchange value equals total use value.


C
total use value equals total consumer’s surplus. 


D
total use value is zero.

11. ‘All men are equal before the law, but our economic system sometimes intervenes.’  Natural differences in 


abilities, attributes and tastes go far to explain differences in rewards. Economics tells us that


A
the government should ensure everything right, so a strong government is expected.


B
the best condition is ‘survival of the fittest based on market competition’.


C
with equal education, people will have equal ability.


D
with private property rights, the more productive your labour and the greater the demand for your

                    service relative to its supply, the higher your wage rate. 

12.
Non-price competition arises when


A
information costs are positive and significantly high.

B
the market price is different from the equilibrium price.


C
property rights have already been well-defined.

D
there is a dissipation of rent.

13. The demand for a good will become more inelastic if


A
the durability of the good increases.


B
the information cost on the part of the potential buyers increases. 


C
more supplying firms enter the market.


D
the real income of consumers falls. 

14. Which of the following statements about cost is CORRECT? 







A
The longer the time spent preparing for an examination, the higher the cost of being absence for the exam.


B
The cost of an action is unrelated to the property rights involved.

C
There is no transaction cost in a one-man economy. 

D
Rent will be converted into cost in a one-man economy.
15.
Which of the following is NOT an application of the law of demand?

A
If the future price of a good is expected to rise, the current consumption of the good will increase. 

B
If the fixed amount airport tax per passenger leaving Hong Kong increases, the ticket price of shorter 


flights will fall.


C
If taxi drivers levy surcharge per trip regardless of distance, the number of short distance trips will have 

a larger percentage fall than long distance trips.

D
Consumers buy more low-quality oranges imported after an import tax was levied on oranges.

16.
The services provided by lawyers are mainly paid on the basis of the cases in court because


A
the cost of measuring the services of a lawyer is significantly high. 


B
the result of the trial is always uncertain so that information cost on the trial is very high.


C
the financial burden of the clients is relatively smaller and could attract more clients as a result.


D
the economic rent earned by the lawyers encourages them to provide high quality services.

17. The Pareto condition implies that 

A
all marginal values are equalized with voluntary exchanges cease.

B
resource reallocation cannot make someone gain without making someone else lose.  

C
efficiency could also be achieved in a one-man economy.

D
the distribution of wealth satisfies every person in the economy.


18.
Which of the following statements about property rights is FALSE?
A
Property rights exist only when the market is used for resource allocation. 

B
Property rights are some of the constraints on our behaviour.

C
A system of property rights is determined by the nature of transaction costs.

D
Property rights do not matter if all costs of transaction are truly zero.

19.
A paper-collection station is troubling residents of a nearby housing estate. Economic analysis suggests that 


A
The property owner of the station should sharply raise the rental of the station to discourage the business.


B
The cost of contracting between the collection company and the residents is prohibitive. 


C
The private paper-collection station had to be relocated with government action.


D
It is impossible to find a tax schedule to correct the external effects of annoyance.  

20.
If the transaction costs involved in resource allocation are significantly high,

A
the income distribution and resource allocation will be affected by the initial assignment of property rights.

B
the income distribution will not be affected but the resource allocation will be affected.

C
the resulting income distribution and resource allocation will be inefficient. 

D
the income distribution and resource allocation will not be affected.

21.
If the government imposes an effective price ceiling on a good sold,

A
shortage arises in the market.

B
the demand for the good increases.


C
the right to receive income is restricted.   

D
the consumers will line up in the market.

22.
Which of the following implies a divergence between private and social costs? 


A
A factory pollutes the neighbouring worker quarter, and this quarter is owned by the factory.


B
An increased relocation of HK factories into the Mainland leads to falling prices of HK garments.

C
Some ball-games were held in the playground while some students were reading quietly in the library.


D
None of the above.  

23.
Which one of the following statements is true ?

A
The slope of the total product curve is the average product.


B
the marginal revenue product is also based on the law of diminishing marginal returns. 

C
The average product is inversely proportional to the average cost for a price-taking firm.


D
The average product curve passes through the maximum point of the marginal product curve.

24.
Which one of the following is true of economic rent ?


A
It will be driven down to zero through competition.


B
It will not exist in any productive resources except land.


C
It may be included in the wage rate of a labour, say your economic teacher. 


D
It’s amount will not be equal to the amount of transfer earnings.

25.
An economic theory is useful because

A
its analysis is free from any value judgement.


B
it helps us understand how people maximize their use value.


C
it tells us what market equilibrium and consumer optimum are.   

D
None of the above.

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

1. Cost is based on the concept of scarcity and the postulate of rational maximization. Why ?


2.
The law of demand is not derived, but asserted due to the theoretical case of Giffen good. 

Do you agree ? Explain. 

3.
The difference in marginal use value of any 2 persons is a necessary but not sufficient condition for mutually beneficial exchanges. Do you agree ? Explain. 

4.
Could competition reduce the transaction cost in exchanges ? 

5.
A labour can earn interest as well as profit. Do you agree ? Explain. 

6.
With zero information cost, the monopolist cannot practise price discrimination. Do you agree ? Explain.

Section C  ( 50 marks )
Answer ALL questions.

1.
The private housing developers in Hong Kong often prefer to sell their new housing units by batches, instead of selling all of the units at the same time.


Explain why the developers adopt the following different selling strategies :

(a)
The first batch is sold at a market-clearing price. The later batches are sold at prices higher than the first batch.














(6)

(b)
The first batch is sold at a price below the market-clearing price. The later batches are sold at prices higher than the first batch.










(6)

2.
Last summer, a very famous kindergarten in Kowloon Tong started to give out application forms of new students for its coming school year in September. Many parents queued up outside the kindergarten early in that morning and many parents failed to get one application form at the end. They were disappointed and frustrated.

(a) Based on the demand-supply analysis, does the long queue indicate a shortage of application forms ? 

Or a shortage of kindergarten seats ? Explain.







(8)

(b) Is the waiting time of the parents a waste to the economy ? 

Or just a waste to the queuing parents ?








(6)


3.
During the recent years, the number of audience entering the cinema decreased sharply. As a remedy to attract more audience, the cinema owners have agreed to lower the price of a film ticket on every Tuesday only, except Public Holidays.




(a)
Is the practice of new film ticket on every Tuesday an example of price discrimination ? Explain.
(4)


(b)
Would the practice allow the cinema owners to extract more consumers' surplus as a result ?
(4)

(c)
Give your explanation of the above practice other than price discrimination. 



(4)

4.
The Hong Kong International Airport was built on the island of Chek Lap Kok. Due to the large scale reclamation and construction work along the seashore, the property owners in the nearby Sha Lo Wan were provided with air-conditioners and noise-reducing windows free of charge by the government. 


(a) However, the policy was criticized as inefficient because the owners will gain, say by a rise in the 

property price and the installed facilities at the expense of noisy environment & pollution. 

Do you agree ? Explain.











(6)

(b)
Is the government policy more efficient than the use of market mechanism in this case ?






Explain.













(6)
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