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

Give the answers of Section A in the MC answer sheet and the answers of Section B & C in your answer book. 
Each section carries equal marks ; Total : 120 marks 
Section A  (Total 40 marks) 
Answer ALL questions. Choose the best answer for each question.

1.
In which of the following situations will discrimination not exist? 


A
Income is evenly distributed in an economy. 

B
There is only one man in an economy. 


C
Price is the only criterion to allocate resources in the economy. 


D
Racial and sexual discrimination are entirely eliminated in the economy. 

2.
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.

3.
Transfer earning is


A
a minimum payment to keep the factor input in its current use.   


B
a factor payment to the owner of a variable factor.


C
any returns enjoyed by a factor owner in excess of its economic rent.  

 
D
the difference, if any, between total revenue and total cost of a firm.


4.
Suppose a consumer assigns the number of 16, as his utility, to an apple.  If he prefers an orange twice as much as an apple, then the utility he assigns to orange can be ______.


A
18


B
22



C
32 


D
All of the above. 

5. The law of supply is generally accepted because

A
the law of demand is accepted although it is asserted. 

B
it is based on the law of diminishing returns.   

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

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

6.
Costs


A
of production can exist even though transaction cost is zero.   


B
of production is different from the concept of opportunity cost.


C
of transaction and costs of production do not exist in a Crusoe economy.


D
of transaction exists n any modern economies but not in primitive economies.

7.
If the marginal rate of substitution between two goods of a consumer is increasing,  


A
it violates the postulate of substitutability.


B
there is no consumption equilibrium.


C
there is no income effect.


D
the demand curve can still be derived. 

8. A monopolist could 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 is willing to give all its monopoly rent to the government.

9. A recent survey found that the amount of charity donation falls sharply in HK. Which of the following is a 
possible economic explanation of this phenomenon ?

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


B
The devotion to charity of most people in HK gets diminishing.


C
Many people treat donation from a normal good to an inferior good due to economic recession.


D
The income elasticity of demand for reputation of most HK people is decreasing.

10.
Which of the following is LEAST likely to have a capital value ?


A
The stones in the Lantau Island.


B
The ability to draw pictures by the foot.


C
The diamond chain in the sunken ship - Titanic. 


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

11.
Which of the following is NOT an example of price discrimination ? 


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

B
A computer supplier offers personal computers to university students at a reduced price. 


C
Many university canteens charge visitors more than students.


D
The Heritage Museum charges a lower fare to students and aged but not to adults.

12.
Which of the following is INCORRECT for “competition”? 

A
Competition cannot be avoided when there exists scarcity in a society.

B
Competition can be resolved by the property right system.


C
The form of competition is different under different property right systems.

D
Price competition must be efficient.  

13. “All people have the same marginal value for computer.”  This statement will be correct if 


A
consumers are rational maximizers.


B
free trade is feasible with voluntary exchanges. 


C
transaction costs are zero.


D
All of the above.  

14. If all prices increase by the same percentage, which of the following would be the result?





A
The proportion of consumption on each kind of goods changes.


B
The consumption amount of a particular good must decrease.

C
The overall consumption increases. 

D
It implies a movement along the income expansion path.   
15.
Which of the following is a tautology?

A
The area of China is bigger than the area of Japan.

B
Students should not break school regulations.

C
After a fall in the price of good X, a consumer may buy more, the same or less.  

D
The prices of imports rise significantly and so the inflation rate rises.

16.
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.

17.
Policemen are often paid a salary while teachers are paid similarly in H.K. because



A
both groups have a low tendency to shirk work and duties.

B
their services are so specific and technical that piece rate is impossible to use.

C
the pricing and measurement costs on their performance can be saved.   

D
All of the above.


18.
Under which of the following situations would the first law of demand be violated?
A
After the imposition of a price ceiling, both the price and quantity transacted drop. 

B
After a reduction of price, the seller finds that his revenue drops.

C
The average length of airplane journey falls after the reduction of the airport passenger departure fee.

D
None of the above.  

19.
The increasing tendency of H.K. businessmen to remove their factories to Mainland China suggest that


A
the marginal products of the workers in China are higher than that of H.K. workers.


B
the economic rent of the workers in China are lower than that of H.K. workers. 


C
factories situated in China lead to a lower opportunity cost.   


D
production done in China results in a lower transaction cost.

20.
By a private property, we mean

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

B
the property rights are well-defined with exclusion on others and in acquiring it. 

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

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

21.
Which of the following statements about price discrimination is INCORRECT?

A
Price discrimination requires that goods are the same in all markets and are produced at the same cost. 

B
Price discrimination allows a producer to capture some or the whole consumer’s surplus.  

C
Price-searchers produce a larger output by price discrimination rather than by simple monopoly pricing.

D
Price discrimination may still improve efficiency with positive transaction costs.

22.
The imposition of an effective price floor is inefficient because 


A
the commodities may not be distributed to the highest-valued user.


B
part of the resources spent in non-price competition are dissipated.   

C
underproduction and allocative inefficiency are resulted.


D
excess demand favours the high-income group.  

23. A vertical factor supply curve appears if

I
the factor supplier supplies the same amount of factor even at a very low factor price.

II
the resource has no alternative use to its owner who is a price-taker in the factor market.

III
the income effect always offsets the opposite substitution effect.

A
I only


B
II only

C
II and III only  

D
All of the above.

24.
Suppose the airport is liable to 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.

25.
Which of the following statements about wealth is correct?

A
Wealth is the sum of the capital value of all assets possessed.   


B
Without market, the concept of wealth becomes ambiguous.  


C
Maximizing wealth is different from maximizing annuity income.   

D
wealth may exist in a Crusoe economy.

26. Firms selling similar products prefer to operate side by side because

A
they would like to raise the labour mobility as a result.

B
they try to increase their market share.

C
this attracts customers and helps to lower their information costs. 

D
this leads to economies of scale and a lower average cost.

27. High transaction costs are involved in discovering price because

A
to know the function of a commodity involves high information cost.

B
it is difficult to measure the contribution of each factor input.  

C
shirking appears and it raises the production cost.

D
both buyers and sellers of factor services are maximizers and they bargain with each other.

28. Which of the following statement is FALSE about a common property?

A
It would lead to a dissipation of rent through competition.

B
It leads to a divergence between private and social cost.

C
Its property rights cannot be changed to private property rights.   

D
It is different from a public good.

29. South Africa is a famous 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 explain by 

A
the law of demand.





B
the implication of the water-diamond paradox.

C
the principle of comparative advantage
 and absolute advantage.

D
the low price elasticity of demand for diamond in South Africa.

30. Scarcity

A
is inconsistent with the concept of a public good.

B
is implied by the presence of an excess demand in the market.

C
exists whenever a shortage emerges.

D
implies competition and discrimination of some kinds.  

Section B  (40 marks)
Answer ALL questions. Keep your answer SHORT. (7 marks each except Q. 5 & 6)

1. A rational person always tries to minimize his cost. But a rational person is a maximizer also. Why is it so ? 

2.
Voluntary exchange is efficient and productive. Why ?  

3.
Consider a farm owner employs labour to cultivate a piece of fertile land at first. Now, he purchases a watering machine to help the labour. Will the law of diminishing marginal productivity still be held as a result ? 

4.
Whenever there is a middleman, there is a firm. Do you agree ? Explain.

5. Interest comes from investment. If interest could be the whole of income, then only investment will lead to an interest income. Do you agree ? Explain.

6. Is monopoly rent a type of economic rent ? Why or why not ? 

Section C  (40 marks)
Answer ALL questions.

7.
In Hong Kong, concert organizers often pay a lump sum per show to singers for their performance.  

(a) Explain why this lump sum payment method is adopted rather than the method of paying the singers 


by a percentage of total revenue based on the number of audience.




(5)

(b) One concert organizer told the press, “our concerts are costly to produce because we pay a huge sum 


to invite star singers like Sammi Cheng.”
What is the organizer referring to ? Do you agree with him ? Explain.




(5)

(c) The manager of a star singer replied, “the high pay to the singers are not determined by themselves 


nor by me.”

Do you agree with his view ? Explain.









(5)

8.
Recently, some package tours (to China) were charged at a price (including the air tickets, transportation expenses, hotel accommodation, meals involved in the tour and other miscellaneous expenses) just a bit higher than the price of a round-trip air ticket of the same route. For example, a 4 days & 3 nights package tour from HK to Shanghai may need $3200 but a round-trip air ticket of the same route needs $2800.

(a) How could this pricing arrangement be possible or be beneficial to the travel agencies ? 

(5)


(b) A manager frequently traveled between HK and Shanghai complained to the press, “I’m suffering 


from price discrimination charged by the travel agencies.” Do you agree ? Explain.


(3)

(c) Would this pricing policy of the travel agencies be a result of excessive competition of the traveling industry ?













(5)

9.
Facing with the economic downturn, people urged the government to lower the minimum wage rate of domestic housekeepers employed from overseas. Assume the present minimum wage is set above the equilibrium wage rate.


(a)
Would this lowered wage rate be beneficial to the employers or families in Hong Kong ?

(4)


(b)
If a lowered wage rate would encourage HK families to employ more housekeepers, why did the working 

housekeepers oppose to this policy, provided that they are already working in HK for some time and 


receiving a higher wage rate ?










(4)


(c)
Suppose the lowered wage rate is still above the equilibrium wage rate. Would the non-market clearing 


situation lead to any economic waste ?









(4)
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