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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.

	Initially the economy is at Y*. Suppose the government cuts its expenditure and reduces the lump sum tax,
A
the equilibrium national income will rise.

B
the equilibrium national income will fall.
C
the I+G curve will shift downward in a parallel manner. 

D
the new S + T curve will intersect the old S + T curve.
	 Exp.
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2.


	Which of the following is a CORRECT description of the figure on the right ?
A
At r’, investors are willing to hold more bond. 
B
At r”, investors buy bond.
C
At r*, investors do not hold bond.

D
At zero rate of interest, there is no transaction demand for money.
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3.


	Suppose an economy has attained a situation as shown by point A in the diagram on the right,

A
there are extra stocks accumulated.
B
the unplanned investment is positive.
C
there is an excess demand for money.

D
All of the above. 
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4. Consider the following IS function and saving function:

Y = 260 – 600 r

and

S =  – 10 + 0.2Y

When the interest rate is 10% and real income $200,

A
planned investment is 30.   



B
planned investment is 40.

C
planned saving is 20.




D
planned saving is 40.

5.
Which of the following statements about the Quantity Theory of Money is CORRECT?

A
The Quantity Theory of Money is a theory of the price level.   


B
In the long run, a rise in money supply will raise the price level and the real output. 


C
The equation of exchange and the Quantity Theory of Money contain the same implications.


D
The Quantity Theory of Money could also explain economic growth.

	According to the table on the right,
the saving function is
	Autonomous consumption
	$1,000

	
	National income
	$10,000

	
	Average propensity to consume
	0.9



A
-$1,000 + 0.1Y

B
-$1,000 + 0.2Y   
C
-$1,000 + 0.3Y

D
-$1,000 + 0.4Y

7.
If inflation is anticipated, which of the following statements are CORRECT ?

I. Wealth will be redistributed form creditors to debtors.

II. People holding cash in hand will suffer.

III. People will transform more monetary assets into real assets.

A
I and II only

B
I and III only

C
II and III only.  

D
I, II and III.

	Which one of the following statements is a CORRECT description of the statistics ?
A
The net investment is $1,500.

B
The total factor income is $8,500.

C
The indirect taxes net of subsidies $1,500. 

D
X is 7,000.
	Items
	    $

	
	Gross investment
	  3,000

	
	Gross domestic product at market prices
	10,000

	
	Net domestic product at market prices
	9,000

	
	Gross domestic product at factor cost
	8,500

	
	Net domestic product at factor cost
	      X


9.
The natural rate of unemployment will change when


A
more and more workers have money illusion.


B
the actual inflation rate is larger than the expected inflation rate.


C
the actual inflation rate is smaller than the expected inflation rate.


D
the long-run Phillips curve shifts out to the right. 

10.
Currently, the banking system does not hold any excess reserve.  If the public deposits cash $1,000 into the banking system, which of the following statements are CORRECT descriptions of the immediate effect?

	I.
The excess reserves are $800.

II
The demand deposits are $6,000.

III.
The total money supply remains unchanged.
	Assets
	Liabilities

	
	Reserve
1 000

Loans
4 000
	Demand deposits
5 000


A
I and II only

B
I and III only

C
II and III only

D
I, II and III  

11.
Consider an economy where the demand for money is very sensitive to changes in the interest rate. The problem with monetary policy in this economy is that


A
there will be a high level of crowding out effect.


B
a change in the money supply creates only a small change in the interest rate. 


C
a change in the interest rate creates only a small change in the demand for investment expenditure.


D
monetary policy will create changes in the exchange rate that offsets the effect of the monetary policy.

12.
The following figure shows the production possibility frontier for a small country.  Points A and B are the production and consumption points respectively after free trade.

	Which one of the following is a CORRECT description of the figure on the right ?
A
The country has a comparative advantage in producing good Y.

B
The world price of good X , in terms of good Y, is CB/CA. 

C
CA is the import volume of good X.
D
CB is the export volume of good Y.
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13.
Which of the following is the effect of imposing tariffs?

A
The quantity of imports rises

B
A part of the deadweight loss is the loss of consumers’ surpluses of local consumers.

C
Local consumers consume less domestic goods that compete with the imported goods.

D
Domestic production in import-competing industries will increase.

14.
Given a fixed exchange rate system and other things being equal, a country’s foreign exchange reserve will increase by


A
a reduction in merchandise exports.


B
a reduction in long-term investment abroad. 


C
an increase in imports.  


D
an increase in transfer payments to foreigners.

15.
Assuming that the rate of exchange between the sterling and the U.S. dollar moves from US$100 to US$150 per pound.  According to the theory of purchasing power parity, this is the result of 

A
a relative rise in the price level in the U.S.A. by 50 %.    

B
an absolute rise in the price level in the U.S.A. by 50 %.


C
an improvement in the terms of trade in the U.K.


D
a deterioration in the terms of trade in the U.K. 
16.

	Which of the following is a suitable explanation of the shift in the supply of sterling pounds from S to S1 ? 

A
There is a speculation against the pound sterling. 

B
There is a decline in American invisible earnings.

C
There is a decline in the investment by United Kingdom in the United States.

D
There is a decrease of U.K. tourists to the United States.
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17.
Which one of the following statements about money demand is INCORRECT?

A
Precautionary demand for money is the money balance held to meet unanticipated expenditures.  

B
Speculative demand for money is negatively related to the degree of risk in holding bonds. 

C
Asset demand for money is the money balance held as a store of wealth.

D
Money demand is a stock.

18.
The necessary condition for credit creation is that

A
the initial deposit comes from cash in public circulation. 

B
banks do not keep excess reserves.

C
there exists a required reserve ratio.

D
there exists a central bank.  

19. Given : C = a + 0.8 YD 

and

T = 0.25 Y

Suppose the economy spends 30 % of its disposable income on foreign goods, the expenditure multiplier is 


A
1.43




B
1.6 




C
2



D
2.23

20.

	Which one of the following statement is correct ?
A
AB is the deflationary gap.

B
Realized investment = Realized savings at point B.

C
The level of aggregate supply rises from A to R.

D
The distance AB is equal to the sum of investment 
and government expenditures. 

Note : Yf  is the full employment income. 
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21.
The aggregate expenditure function will shift upward in a parallel manner when


A
tax rate falls.



B
national income rises. 


C
lump-sum transfer payment increases. 


D
preference for imports increases.

22.
Which of the following government measures is an example of automatic tools of fiscal policy ?

A
Government consumption expenditure

B
Personal savings

C
Allowances for the aged and the handicapped

D
A 5% sales tax which is regressive in nature      
23.
If the government raises the government expenditure and the required reserve ratio simultaneously,


A
interest rate will be indeterminate.


B
interest rate will fall.


C
national income will be indeterminate.   


D
national income will rise.  

24.
Suppose a country has a population of 6 million.  40% of the total population participates in the labour force and 600 000 workers search for jobs in a particular year.  If, on average, a jobseeker needs 4 weeks to locate a new job, what is the unemployment rate of the country?


A
2%.   



B
10%.



C
25%.



D
40 %.

25. Comparative advantage determines


I.
the direction of trade.


II.
the volume of trade.


III.
the terms of trade.







A
I only 


B
I and II only

C
II and III only

D
All of the above. 
26. The exchange value of domestic currency increases when


A
there is a widespread strike of workers.


B
the central bank raises interest rates sharply.   


C
the economy is inflating more rapidly than its trading partners.


D
the monetary authority buys bonds from the open market.

27. The equation of exchange

I.
can be rejected by evidence.


II.
is a mathematical identity.


III.
assumes that V and Y are constants.


IV.
states that total expenditure is always equal to total value of goods and services purchased.


A
 I and III only

B
I and IV only

C
II and IV only 

D
All of the above.

28. 
	In the diagram, the transaction demand for money is 0.2Y.  

The real money stock is

A
$40.



B
$60.



C
$80.   


D.
$100.
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29.
Given a vertical IS curve in a IS-LM model. Suppose the autonomous expenditures are $1,000 and the 
autonomous expenditure multiplier is 5. In equilibrium, which of the following are INCORRECT ?

I. The national income is $5,000.

II. The level of investment is zero.

III. The interest elasticity of money demand is zero.

A
I and II only

B
I and III only

C
II and III only  

D
I, II and III

30.
Suppose the nominal and real GDP of a nation has increased by 3 times and 6 times over the past 10 years  respectively.   Which of the following conclusions can be drawn ?


I.
The new price level is one half of that 10 years ago.

II.
The price level has doubled.

III.
The implicit GDP deflator of this year is 200.

IV.
The real per capita income has fallen.

A
I and  IV only

B
II and III only

C
I and III only. 

D
II and IV only.

Section B  (40 marks)

Answer ALL questions. Keep your answer SHORT. (8 marks each)

1. How could the expenditure multiplier and the equilibrium level of income be affected if a lump sum tax is imposed by the government to replace a proportional income tax ? Explain.




2.
Suppose investment is affected by both the interest rate and income. How would the validity of the paradox of 
thrift be affected ? 

3. 
The monetary base is also called the high-powered money. Under what condition would it lose its high power ? 

4.
An economy is recovering by a steady growth in its export. Use the IS-LM model to explain how monetary 
policy could maintain a constant interest rate to reach full employment.
5.
Suppose there is an increase in money supply of an economy with unemployment initially. Under a flexible exchange rate system, what is the effect of it on :


- its exchange rate, - the international terms of trade and volume of trade ? 
.

Section C  (40 marks)

Answer ALL questions.

6.
Consider an elementary opened Keynesian model. 



C = 240 + 0.8 YD
with a production function : Y = 25 L


I = I0




G = 300


T = 400




X = 260


M = 0.2 YD
(a) Suppose the full employment labour supply is 80 but now the economy faces with an unemployment rate of 5 %.

Find the equilibrium level of income, the amount of investment expenditure, I0 as well as the amount of trade balance.















(6)

(b) Suppose the economic situation is improved and more investment opportunities are created.

What is the amount of investment expenditure needed to lead to full employment ?




Explain briefly how the trade balance will change.









(6)

7.
Consider an economy with an initial deposit $ 4 000 billion into the banking system by the people. The 
following table gives the level of money supply after loans are fully created based on only one type of deposit – 
demand deposit.

	Items
	$ Billion

	Currency in hands of public
	10 000

	Money supply
	30 000



(a)
Suppose people now choose to deposit $ 2 000 billion more into the banking system. Without any cash 


leakage, what are the change in maximum deposit and money supply ?





(4)


(b)
Based on (a), the central bank decides to redeem bonds to stimulate the economy with a targeted level of 


money supply equal to $ 40 000 billion. What is the amount of redeemed bonds needed ?


(4)


(c)
Explain the effect of (b) on the money market.









(4)

8.
Consider two nations A & B producing 2 goods X & Y with the following production capacity.

	
	Good X
	
	Good Y

	Nation A

Nation B
	160

100
	or

or
	240

250


Suppose both nations completely specialize in producing the goods with a lower cost.

(a) Explain the gain from trade of nation A if it exports 40 units of good X based on an international terms of 



trade of 1X : 2Y
.














(4)

(b)
Show the post-trade position of nations A & B, i.e. points T & S respectively, in a sketch diagram.
(6)


(c)
Assume nation A only trades with nation B. If the price of good X is $40 per unit, what is the balance of 


payment position of nation A after trade ? Explain briefly.







(6)
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Paper I

Section A
(40 marks)
	1. B
	6.   A
	 11.   A
	16.   B
	21.
A
	26.
C

	2. B
	7.
D
	12.
D
	17.
C
	22.
B
	27.    B

	3. A 
	8.
A
	13.
D
	18.
D
	23.
C
	28.    C

	4. D
	9.
A
	14.
D
	19.
C
	24.
B
	29.    A

	5. B
	10.
C
	15.
C
	20.
B
	25.
B
	30.    D


Remarks
5.
The law of supply is not directly derived from the production theory. The upward-sloping supply curve could be derived from the marginal analysis of the production theory.

10.
The least accessible item has the lowest possibility of having a capital value, i.e. the diamond chain.

14.
Answers A, B & C are all uncertain.
17. Answer A is not necessarily true.

22. For answer C, a price floor should lead to a surplus or excess supply rather than underproduction.
23. For choice I, this is tricky because the same amount of factor will be supplied at all possible price level.

Section B
(40 marks)

1.
Cost is based on the presence of scarcity. Scarcity forces us to choose. In making decision among the available 


options, a person bears a cost. Based on the axiom of rationality, a person maximizes its own net gain under the 
constraint of scarcity. 


In other words, rationality and scarcity lead to constraints and maximization of net benefits of the person. In 
the pursuit of maximum net gain, a rational person will naturally minimize its loss or cost also. To minimize 
loss and to maximize gain is two sides of the same coin. 

2.
Exchange (even without physical production) is productive because goods and services are transferred from 
low-valued users to higher-valued users. The total gain (in the form of total use value) of the economy is raised. 
Exchange also provides a good support to specialization, as specialization would mean that one could not 
produce everything for itself. (Specialization would raises productivity and the amount of output.)


Voluntary exchange is efficient because exchanging parties are also maximizers with marginal gain (MG) 
greater than marginal cost (MC) in voluntary exchanges. Exchanges will be carried out until MG = MC, i.e. the 
highest level of efficiency is reached.

3.
The law still holds. The watering machine is just a kind of fixed factor of the farm. The amount of water used is 
a variable factor. It only affects the marginal productivity of the variable factor – labour in production.

4. No, I disagree.

A firm is characterized by the existence of contract with resource owners. 

A middleman may just act in a product market guided by the invisible hand.

Only if the middleman monitors the performance of the resource owner / supplier, then a contractual arrangement replaces the use of visible hand (market), a firm emerges as a result.

Otherwise the middleman does not totally / sufficiently imply the existence of a firm.

5.
It depends on the nature of investment.

When we say interest is the whole of income, we are referring to the generalized concept of capital. As interest 
is the tradition term for the return of capital, therefore any income derived from the productivity of capital could 
be called interest. 


Investment refers to investment expenditure or the act of investing. If investment refers to any act to allow the use of capital to generate a stream of income, then the statement is CORRECT.

6.
It depends on the focus of the concepts involved.
Monopoly rent is an implicit cost of the monopoly right. It is a rent because it does not affect production.

Economic rent exists due to the presence of under-priced input causing a firm has a lower cost.

Similarities : They are earnings of factor income in excess of the operating costs. They could be 

expected, capitalized. (Monopoly rent can be a part of cost if the cost of monopoly right is included).
6.
Differences : Economic rent can exist in any factor inputs or can be earned by any input owners. It exists in any market, including a factor market. Monopoly rent can only be enjoyed by a price searcher.

In the short run, both economic rent and monopoly rent could exist.


In the long run, there is no economic rent for a price-taking firm but there could be monopoly rent for a price-searcher.
Remarks

1. The importance of the concept of net gain is neglected.

2. The words productive and efficient are two similar but different concepts.

3. The role of the watering machine in production is not carefully considered in the first place.

4. This question is difficult because students confused the role of middleman with the nature of a firm.

5. Students did not understand clearly the meaning of investment. 

6. Again, students did not understand the basic concepts of monopoly rent and economic rent.


Section C
(40 marks)

Any reasonable explanation is accepted !

7.
(a)
It is costly to collect information on the number of audience and sales so that concert organizers always try 

to find out the amount of cost of production beforehand to maximize their own net gain.



A percentage or share contract could reduce risks and/or transaction costs for all parties when facing 


with an uncertainty on the future sales. A lump sum payment method could avoid the cost of monitoring 


(borne by the managers of singers) against the organizers cheating on the sale revenue.


Note : The uncertainty of response may be indirectly supported by the common practice that many 


singers/organizers will announce additional shows after the public sales of the original concert tickets. 


This serves to promote the singers and raises their popularity.



Or : One may argue that the use of late announcement of additional shows is a tactic to indicate to the 


public that the popularity of the singers is high and even getting higher.


If the future gross sale is certain, the lump-sum payment, i.e. the discounted present value of the certain future income stream, will likely be adopted. It is because the costs of transactions – including the negotiation and drawing-up of long-term contracts, counting and monitoring record sales – would be the lowest under the lump-sum payment method.

(b)
It all depends on the interpretation of the meaning of  " costly ".







Yes. The high salary represents a high factor payment (fixed cost) to the organizers. The supply of services 




by star singers becomes more inelastic with a few superstars to choose. To the organizers, the concerts are 



just too costly to produce because a higher stream of income is expected to cover the high factor payment 



spent on contracting with the superstars for their performance.




OR :



No. It may not involve high economic rent. Cost refers to opportunity cost. The high payment is a result of 


demand and supply only. 




OR :



The high salary may involve a high economic rent due to highly inelastic supply of superstars. To the 


superstars themselves, they could earn high salary. To the organizers, the superstars also help to generate a 


higher stream of income to the organizes as their demand is great due to their popularity. If superstar A is 


not contracted, superstar B or C may be chosen somehow. They are not costly to the organizers.


(c)
Yes, it is determined by the forces of demand and supply in the market. Even if the supply of superstars 



is highly inelastic (due to a few close substitutes of superstars), the market prices of services of the 



superstars still depend on the demand condition.



Note : The 2 views, i.e. (b) & (c), may not be contradictory. Economic rent could be viewed from the point 
of the factor owner as well as the factor employer / user. In addition, the amount earned by a factor will be 
affected by the market demand and supply of the final product. So long as a market is competitive enough, 
no single element – be the supplier or the consumers – could act against the market to gain an amount in 


excess of cost in the long run.
8.
(a)
The package tour is a basket of goods and services provided. With a bulk order (the number of participants 

per tour has reached a certain level), the travel agencies could strive for more discounts from hotels, 



airlines, restaurants etc. In addition, the charges of the tour collected beforehand provide reliable cash 



flow (i.e. a present value) beneficial to the agencies.


(b)
It is not an example of price discrimination.

The services provided by the two types of tickets are completely different. The manager could pay to join the tour also.


(c)
Competition always leads to efficiency. Price competition, with significantly low transaction costs arose 


during exchanges, could also improve efficiency.



If competition becomes really “excessive”, one or more marginal firms will close down. (In fact, many 


travel agencies closed down over the years.)



A lower price could be the result of a fall in demand by travelers or a change in economic condition, i.e. 



the worldwide recession etc.

9.
(a)
So long as the lowered wage rate is above the equilibrium one, there is an excess supply. Families could 


have sufficient choice. If the demand is elastic, HK families as a whole may pay more as a result. 



Existing housekeepers
 may be replaced by newly employed housekeepers accepting the minimum wage.



If the quality of the services deteriorates because of their low morale or discontent of the lowered wage 



rate, it may increase the cost of monitoring their performance by the families.


(b)
A lowered minimum wage rate indicates that their present wage rates are also higher than the “reasonable” 

level. Their future wage adjustment will be affected / limited.


(c)
The excess supply, though smaller in absolute quantity, will lead to non-price competition that could 


bring about inefficiency as a result.



Some agencies may persuade the employers by offering them a lower ware rate to increase sales. There is 


a higher cost of negotiation among the involving parties.

Remarks
1.
For Q. 9, the new minimum wage is still greater than the market equilibrium wage.

Overall Comments

· The use of economic language with economic terms is very important.

· The question should be read carefully word by word.

· The explanation must have specification, e.g. just the term transaction cost mentioned is not enough without specifying the types of transaction costs involved.
· Students are too hurry to conclude before giving enough elaboration or explanation.

· Basic concepts are always the most important.
Paper II

Section A
(40 marks)
	1.
C
	6.
B
	11.
B
	16.
A
	21.
C
	26.
B

	2.
A
	7.
C
	12.
B
	17.
B
	22.
D
	27.    C

	3.
D
	8.
C
	13.
D
	18.
A
	23.
C
	28.    C

	4.
A
	9.
D
	14.
B
	19.
B
	24.
A
	29.    C

	5.
A
	10.
D
	15.
A
	20.
D
	25.
A
	30.    C


Remarks
6.
In the table, only the APC is given. You have to find the MPC first.
17. The demand for money could be a stock as well as a flow concept.

18. For B, even if the banks keep some amount of excess reserve, there could still be credit creation.

For C, if there is no required reserve ratio, the power of credit creation could be infinitely large.

Section B
(40 marks )

1.
If a lump sum tax is imposed, the expenditure multiplier becomes greater than before because the lump sum tax 
will not affect the marginal propensity to consume out of income. As a result, the expenditure multiplier is 
greater.


The overall change in the equilibrium level of income would depend on the compared effect of the lump-sum tax 
on income and the proportional tax on income via the expenditure multiplier. 


Without sufficient data, the net effect is uncertain.
2. There is no paradox of thrift anymore. When savings increases, the money market will have more supply of 
funds and interest rate will be driven down. Investment expenditure will increase as a result. Then savings and 
investment will be related so that the paradox is resolved.

3.
H ≡ C + R


The high-powered money is the source of credit creation under a fractional reserve system. Money supply could 
be changed without any physical issue of paper notes.


If the required reserve ratio is 100 %, there could not be any credit creation and the high-powered money fails to 
serve as a source of credit creation.


(Other less crucial conditions include the presence of excess reserve, cash leakage etc.)

4.
A steady growth in exports implies one or more shifts of the IS curve to the right. The equilibrium interest rate 
will be driven down as a result. To keep the interest rate at the original level, an expansionary monetary policy 
should be used (money supply may need to be increased a few times corresponding to the shifts in IS curve).

5.
With unemployment, when money supply increases, there is a stimulus in the aggregate expenditure and output. 


With in increase in real income due to a higher level of production, the amount of import will be increased. 


For a constant amount of export, the trade deficit would lead to a depreciation of the domestic currency. 


Depreciation would lower the export prices so that the terms of trade become worsened. 


With a flexible exchange rate system, the balance of trade could be maintained at the end with a higher volume 
of trade because export will increase after the local currency depreciated.

Remarks

1.
For Q. 1, the expenditure multiplier in case of a lump sum tax is greater than that of a proportional tax 
multiplier due to the absence of the tax rate in the former multiplier. The effect of tax on income would depend 
on the negative effect of the lump sum tax multiplier also. Most students forgot this crucial point.

2. 
For Q. 2, many students did not specify the validity of the paradox of thrift in the end.

3. For Q. 3, the meaning of high-powered is not clearly understood. 

4. For Q. 4, it is fine overall.

5. For Q. 5, many students could not relate the change in money supply with the forex market. The change in money supply will not directly lead to a shift of the demand or supply curve in the forex market.

Section C
(40 marks )

6.
(a)
Full employment income, YF = 25 L = 25. 80 = 2 000



Equilibrium income = 2 000 (0.95) = 1 900


YE = 240 + 0.8 YD + I0 + 300 + 260 – 0.2 YD



where YD
= Y – 400



I0 = 200



OR :
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1 900 = ( 1 / 0.4 ) .( 800 + I0 ) – ( 0.6 / 0.4 ) . ( 400 )

Therefore I0 = 200



Trade balance = X – M = 260 – 0.2 ( 1900 – 400 ) =  – 40 ( or a deficit of 40 )

(b) Δ Y /Δ I = multiplier = 2.5




Δ I  = ( 2000 – 1900 ) / 2.5 = 40





New I = 200 + 40 = 240



Trade balance = 260 – 0.2 ( 2000 – 400 ) = – 60 ( or a deficit of 60 )

7.
(a)
The original and new balance sheets of the banking system are shown below :

	Assets ($Billion)
	Liabilities ($Billion)
	
	Assets ($Billion)
	Liabilities ($Billion)

	Reserve
  4 000

Loans
16 000
	Deposits
20 000
	
	Reserve
  6 000

Loans
24 000
	Deposits
30 000


Required reserve ratio = 4 000 / 20 000 = 20 %





Change in deposits = 10 000 billion



Money supply = ( 10 000 – 2 000 ) + 30 000 = 38 000 billion





A change in MS = 2 000 . 5 – 2 000 = 8 000 billion

(b)
A change in MS needed = 40 000 – 38 000 = 2 000 billion



Banking multiplier = 5 = 2 000 /Δ H 



Δ Bond = Δ H = 400 billion


(c)
The central bank redeems more bonds from the public, thus increasing the money supply in the market.



If the economic condition is favourable, the process of credit creation will be faster and the adjustment 


mechanism will last for a shorter period of time.



With a constant level of money demand, when money supply increases, the equilibrium interest rate will 

be driven down as a result.

8.
(a)
Nation A (B) has a comparative advantage in producing good X (Y) because the domestic opportunity 

cost is 1 X : 1.5 Y for A and 1 X : 2.5 Y for B. 

At point T, the local consumption = 120 X , i.e. export = 40 X ; import = 80 Y.



Local production of Y by sacrificing 40 X = 60 Y. Gain from trade = 80 Y – 60 Y = 20 Y.


(b)

	For Nation B, export = 80 Y and 
import = 40 X. 
The original situation is at S with 250 Y.
Finally at a point W,

X = 40 units 
Y = 250 – 80 = 170 units 
Point W lies at a point outside the PPF. 
Diagram should be clear.
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(c)
The value of exports of nation A = $ 40 X 40 units = $ 1 600


The ITT is 1X : 2Y so that the price of good Y should be $20 per unit.



The value of imports of nation A = $ 20 X 80 units = $ 1 600 



The current account of the balance of payments will have a credit item and a debit item of $ 1 600.



The balance of trade is balanced at $1 600, holding other factors constant.



The balance of payments account is balanced also.

Remarks

1. For Q. 6, most students performed well.

2. For Q. 7, many students overlooked the initial situation of the monetary sector and money supply. For (c), they did not realize that describing the money market includes the change in interest rate and money supply.

3. For Q. 8, many students did not elaborate clearly on their calculation. The effect of trade on the balance of payments accounts is not clearly understood.

Overall Comments

· Read the questions carefully in order to find out the major variables involved.

· Elaboration of your argument is essential as well as the use of diagrams whenever possible.

· Always use short sentences and separate paragraphs.

· Understanding of the basic concepts and theories is always the first and the most important step.
*

*

*

Reminder to Students of Recent Issues in HK

1. Credit card issue : banks wanted to enlarge market share with keen competition and bad debts followed.

2. Auction of private vehicles licensed number : a case of delineating private property rights.

3. Internet services : Free of charge Vs Paid services.
4. Unemployment in Hong Kong.

5. Pricing tactics recently used :

· Consumption coupons issued recently by many retailed stores.

· Hair saloons offering coupons for a number of visits.

6.
HK followed USA to cut the interest rate by 11 times in 2001.

7.
China obtained the membership of the WTO since 2002.

8.
The government suspended the sales of HOS flats for 10 months starting from September 2001.

9.
The cross-boundary activities with Mainland China are increasing sharply in 2001.

*

*

*

	Our mission is successful when our students …

· think logically and critically and express themselves effectively …

( From our Mission Statement )


《獅子山下》歌詞

曲：顧家輝
詞：黃霑

人生中有歡喜




放開彼此心中矛盾

難免亦常有淚




理想一起去追

我哋大家在獅子山下相遇上

同舟人誓相隨

總算是歡笑多於欷歔



無畏更無懼

人生不免崎嶇




同處海角天邊

難以絶無掛慮




攜手踏平崎嶇

既是舟在獅子山下且共濟


我哋大家用艱辛努力寫下那

拋棄區分求共對
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