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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 Sections B & C in the 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.
Scarcity

A. is implied by the existence of price. 

B. implies the presence of shortage. 
C. must lead to certain types of competition.


D.
implies the principle of increasing marginal cost. 

2.
Which of the following statements about utility analysis is correct?


A. 
The law of demand cannot be derived from the utility analysis. 


B. 
Utility analysis is not useful because of the presence of Giffen good.


C. 
Its explanatory power is limited by the fact that utility is not measurable.


D. 
All of the above. 

3.
Which of the following is a tautology?


A.
The surface area of the High Island Reservoir is smaller than that of the Plover Cove Reservoir.


B.
We should not eat chicken when we visit the Mainland China recently.


C.
There is a shortage in the market when quantity demanded is greater than quantity supplied.

 
D.
The price of chicken eggs increases due to the bird flu issue lately.

4.
The law of diminishing marginal use value is


A.
asserted to be true by economists. 


B.
simply an empirical fact observed by economists.


C.
an objective constraint based on the postulate of maximization.


D.
one type of tautology in the consumer theory.

5.
A recent survey reveals that the amount of donation to charity organizations falls sharply in HK.  

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


A.
The devotion to charity of most HK people gets diminishing.

B. The income elasticity of demand of many HK people gets higher.
C. The expected marginal gain from donation has become an inferior good.
D. The opportunity cost of the money possibly donated by people is increasing. 
6.
Indifference curves are convex to the origin in general because


A.
economic goods are always substitutable.  


B.
it guarantees the indifference curves will not intersect each other.


C.
the possibility of a corner solution of a consumer choice could be ruled out.


D.
it is based on the assumption of diminishing marginal rate of substitution. 

7.
If the government imposes an effective price ceiling on a good sold,

A.
the consumer surplus will remain unchanged.

B.
the demand for the good increases.


C.
the right to receive income is restricted. 
D.
the consumers have to queue up with their time cost increase.
8.
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.
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     BAF: a straight line


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.

  







D.
Y may be an inferior good.
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9.
Which of the following statements about cost is correct?

A.
Jim sings better than Jack, so the cost of Jim in singing is lower than that of Jack.


B.
The longer the time spent on revision, the higher the cost of taking the examination.


C.
It costs me less than you to buy a ticket because the cinema is nearer to my house than yours.


D.
The hours spent on revision last night by a F.7 student is irrelevant to the cost of taking the Paper II 

examination in this afternoon. 

10.
In a situation with zero transaction cost,


A.
there is no competition and thus discrimination.


B.
there is no middleman. 


C.
there is the absence of private property rights.


D.
the equilibrium price will prevail in all markets.

11.
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.

12.
Which of the following is NOT price discrimination?

A. A few computer companies offer personal computers to university students with 40% discount.

B. A school sells her school magazines at $100 after publication but only at $80 during the pre-sale period. 

C.
An Internet café gives a 20% discount to any customers aged under 15 but keeps the full charge to anyone above 15.

D.
A Chinese restaurant waived the service charge of all aged above 60 but not the rest of the customers.

13. A price-searching monopolist could be an efficient supplier if 
A.
the output is at the point where the marginal cost curve meets the demand curve. 


B.
the monopolist surrenders all its monopoly rent to the government.


C.
the monopolist could practice perfect price discrimination with zero transaction cost.

D.
the monopolist could maximize the amount of consumer surplus by varying its output.  

14.
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 guarantees their provision of high quality services.

15.
Which of the following statements about marginal cost is correct?

A.
When total cost reaches a maximum, marginal cost equals average variable cost.

B.
When total cost reaches a maximum, marginal cost equals average cost.

C.
When average cost reaches a minimum, marginal cost equals average cost. 

D.
When average cost reached a minimum, marginal cost equals average variable cost.

16.
Inside a travel agency, a manager directs the tour guides to work because


A.
the productivity of the manager is greater than that of the tour guides.


B.
it is too costly to use the price mechanism to direct resource use.


C.
it is too costly to measure the price of every activity performed by the tour guides. 


D.
there is the absence of market mechanism.

17.
In the ocean where sharks are subject to common exploitation,


A.
sharks must get vanished in the end.

B.
the price of shark fins will fall sharply as a result.

C.
the dissipation of rent is inevitable.

D.
transaction cost must arise so long as sharks are demanded. 


18.
The emergence of firms implies that
A.
the factor market eventually emerged is more efficient than the product market.

B.
transaction cost is significantly large in at least one market. 

C.
contractual arrangement is more efficient than market arrangement.

D.
the number of contracts carried out will be increasing.

19.
Which one of the following about economic rent is correct?

A. It is a portion of the total amount of wage received by any worker.


B.
It will exist in any productive resources except land.

C.
It will be driven down to zero through competition. 


D.
Its value will never be the same as the transfer earnings.
20.
For a free good,

A.
the total use value equals the amount of consumer surplus. 

B.
the total use value will be infinitely large.

C.
the total exchange value is the same as the total use value.

D.
the marginal use value equals the average use value.

21.
Which of the following statements about capital is correct?

A.
Capital is a form of wealth and vice versa.

B.
The value of capital depends on the real interest rate.

C.
The value of capital is infinitely large if the income stream is an infinite series.

D.
All of the above.

22.
The value of marginal product of a factor of a price-taking firm 


A.
determines the equilibrium level of factor income per unit of output.


B.
has a greater value than the marginal revenue product of that factor.

C.
is affected by the quantity of products produced by that factor.


D.
is affected by the rate of change of the marginal product. 

23. The marginal revenue product curve of a price-taking firm in a factor market is downward sloping because
A.
its average product curve is diminishing due to the law of diminishing marginal returns.

B.
the value of marginal product of the factor is always positive in the short run. 

C.
it is based on the increasing marginal cost curve.

D.
its marginal product curve is diminishing due to the law of diminishing marginal returns.


24.
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 shoes imported after an import tax was levied on shoes. 

25.
John owns $1 million worth of long-term bonds while Dick owns $2 million worth of short-term bonds. Suppose there is only one market interest rate. A rise in the interest rate will


A.
increase the wealth of Dick but reduce the wealth of John.


B.
increase the wealth of John but reduce the wealth of Dick.


C.
reduce the wealth of both John and Dick but Dick must suffer more. 
D.
reduce the wealth of both John and Dick but John must suffer more.  
26.
Which of the following is LEAST likely to have a capital value?
A.
An old and damaged chair at the corner of our Old Hall.

B.
A local pig infected with the bird flu (H5N1).

C.
The diamond chains and gold plates in the sunken ship – Titanic.

D.
The ability to draw pictures by the foot.

27.
A private paper-collection station causes troubles to 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 government should relocate the paper-collection station based on public interests.

D. it is impossible to find a tax schedule to correct this external effect of annoyance.  

28.
Which one of the following statements about common property is INCORRECT?
A.
Rent will eventually be dissipated through competition.

B.
No one will be willing to invest on the exploitation of this property.   

C.
The resource allocation as a result will be inefficient. 

D.
The common property, once made known, will be over-utilized eventually.

29.
A theory is useful 
A.
if it helps us to understand how people maximize their use value.





B.
if it tells us what market equilibrium and consumer optimum are.   
C. when its constraints are observable and quantifiable.

D. when its implications could be compared and tested with the reality.  

30.
The market-clearing condition
A.
is attained whenever the quantity transacted is equal to the quantity supplied.

B.
is an economic concept specified with constraints and economic variables.

C.
is attained whenever the quantity transacted is equal to the quantity demanded over time.

D.
is asserted to exist when every consumer could get the goods they demanded.
Section B  (40 marks)
Answer ALL questions. Keep your answer SHORT. (8 marks each)

1. With the postulate of rational maximization, a person always minimizes his cost. Why does rational maximization lead to minimization instead? 
2.
Voluntary exchange is efficient and productive. Why or why not? 
3.
“Transaction cost leads to the emergence of a firm.”

“Transaction cost is affected by a firm.” 


How could BOTH statements be true? Explain. 

4.
Interest comes from investment. If interest could be the whole of income, then only investment could lead 
to an interest income. Do you agree? Explain. 
5. Economic rent is a cost as well as a gain in wealth. Why or why not? 

Section C  (40 marks)
Answer ALL questions.

6.
In December 2003, the NWS Holdings Limited, the mother company of the New World First Bus Services 
Ltd. (First Bus) took over the City Bus Limited. Suppose the bus routes, the bus fares charged (on average) 
were all the same with a similar number of passengers as before.  

(a) “As there is keen competition from the mass transit and public light-buses on the island side, the two bus companies should NOT have enough economic incentive to operate.”  


Do you agree?  Explain.











(4)

(b) Both the City Bus and the First Bus are now monopolizing some bus routes on the island side.
(i) “They are earning a rent from running these routes. The take-over would raise the monopoly power of the two bus companies,” a journalist wrote.


Do you agree? Explain.










(4)




(ii)
“We’re running a loss on these monopolizing routes,” the spokesman of the bus companies 


replied.



What is your view on these two opposing argument, from (i) & (ii)?



(6)
7.
With the development of VCDs and DVDs, the number of audience entering the cinema decreased sharply. In order to attract more audience, the cinema owners have agreed to lower the price of film tickets on morning shows (e.g. shows at 10:00 am).




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


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


Why didn’t they lower the price of the afternoon shows (i.e. shows at 2 pm, 5 pm etc.) also?
(6)

(c)
How would you explain the above practice other than the possibility of price discrimination?
(4)

8. During the recent years, the government invited and selected private companies to sponsor the expense of the firework show on the second night of the Chinese New Year. The event has become very popular and entertaining as supported by the fact that thousands of people went to the two sides of the Victoria Harbour to enjoy the show.

(a)
What is the nature of the goods (i.e. the firework show)? Is it free to the audience?


(4)

(b)
In order to provide more space for the people to enjoy the show, the police would prohibit some 


roads from automobiles in Tsim Sha Tsui, Central and Wan Chai on that night. 



“There is surely a social loss from the prohibition of automobiles on these roads,” replied by a 


private driver when a reporter interviewed him.



Do you agree with this driver? Explain.








(4)

(c) A government official claimed that the use of sponsorship decided by the government was appropriated. 



“The show could not be provided efficiently by the market because it is nearly impossible for any 

firm to collect money from the audience,” added by him.



Do you agree with his view? Explain your view also.
  





(4)
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