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

Give the answers of ALL sections in your answer book. ( 80 marks or  80 % of the total. )

Section A  
Answer ALL questions. Choose the BEST answer for each question. (15 marks)

1
“ Even though Switzerland is one of the richest economies in the world, it still faces the problem of scarcity. ”
This statement is 


A.
false, because scarcity exists in Africa only. 


B.
false, because Switzerland could produce a lot of quality watches and chocolates.


C.
true, because even the Swiss could not satisfy all their wants.


D.
true, because even in Switzerland there are some poor people also.

2
In the New Territories, any daughter cannot get the property of his father if her father dies without leaving a will. This is an example of resource allocation by

A. the use of market mechanism.





B. the use of social custom and traditions.

C. the use of violence by the villagers.




D. the use of government regulations.

3
John won the book report competition and got a Discman. Which of the following statements is correct ? 

 
A.
The Discman is called a free good in economics.


B.
The opportunity cost to John of using the Discman is zero.


C.
The opportunity cost to John of using the Discman is the same if the price of the Discman changes.


D.
John will also lose if he unlucky loses the Discman just after he got it.

4 Hong Kong is considered as a market economy because

I. most of its resources are owned by private parties.

II. price is used as a means to allocate resources in H.K.
III. Hong Kong is called a developed economy in the international standard.

IV. all kinds of resources allocation are solved by the market forces.


A
I & II


B
II & III


C
I, II & III


D
All of them

5
If the rental of compact disc (CD) falls, then the equilibrium price of compact disc(CD) players 

A.
will increase








B.
will decrease.



C.
will remain unchanged.






D.
may increase or decrease.

6
Which of the following activities is NOT classified as production ?

A.
the elder brother teaching his younger sister to write an essay.

B.
your father repairing the computer set at home.



C.
your mother playing with her lovely dog in the kitchen.

D.
your classmate selling flags for the Community Chest in Central at a Saturday morning.

7
Scarcity exists

A.
because there is more than one person in the world..

B.
because resources are not evenly distributed all over the world.



C.
if at least one person’s wants could not be fully satisfied.

D.
if the market price is kept below the market clearing price.

8
To the economy as a whole, used paper for recycling is 

 because 




A.
a free good ; it is free of charge. 

B. a free good ; it has no alternative uses and thus no cost.


C. an economic good ; more than one person want it.

D. an economic good ; people prefer to have more of it.

9
If the market price of a good is equal to its equilibrium price, because

I. the sales revenue reaches a maximum.

II. there is no pressure for the market price to increase.

III. The sellers can sell all goods that they are willing to sell at that price.
IV. The consumers are also fully satisfied.


A
I & II


B
II & III


C
I, II & III


D
All of them

10
The sets of computers installed in the computer rooms of our school are classified as

I.
economic goods.

II.
capital goods.

III.
consumer goods.

A
I only


B
II only


C
I, & II


D
II & III

11
The Education Department is considering whether it should raise the subsidy given to schools buying computers. What basic problem(s) is/are involved in this consideration ?

A. What to produce ?







B. For whom to produce ?


C.
How to produce ?



D.
What and for whom to produce ?

12
An increase in the supply of leather which is used to produce shoes will have the following effects EXCEPT

A.
an increase in the demand of shoes.




B.
an increase in the supply of shoes.

C. an increase in the quantities demanded of shoes.

D. an increase in the quantities demanded of leather.

13
In which of the following pairs does the demand for the first good creates a derived demand for the second ?

A. wool and mutton







B. magazine and printing paper 

C. electricity and air-conditioners

D. digital versatile disc (DVD) and laser disc (LD) player

14
The demand and supply curve of Good Y is shown as follows. Which of the following is correct?

	A. The price of Good Y is $40.

B. The quantity transacted of Good Y is 15 units.

C. There is an excess demand.

D. The price of Good Y is zero.


	Price ($)


     40    D



  S



  

  
0

10
15

     Quantity/t


15
If a commodity has an excess supply, the excess supply can be eliminated by

I.
an increase in price.

II.
an increase in demand.

III.
a decrease in price.

A
I or III 


B
II or III


C
I only


D
I or II

Section B

Answer ALL questions.
(25 marks)

1.
A firm can produce 50 shirts or 90 T-shirts at a maximum a day.

What is the opportunity cost of producing one shirt in term of T-shirt? Show your works.



(2)

	2.      (a)
State the law of demand. (2)

  (b)   Explain the difference between :


(i)
a change from point A to B ; and 

(ii) a change from D to D1 in the diagram shown. 












(3)


	Price


                 D
     D1

                         ․A  

                              
  ․B   

     0                                                   Quantity/t


3. 
John can choose to study in one of the 3 classes in Form 4. His order of preference is shown below :

	First Choice : 4A
	Second Choice : 4B
	Third Choice :
4C



(a)
Define opportunity cost.














(2)

(b)
Suppose the places in 4B has already filled up. Explain how John’s opportunity cost of choosing 

4A would change.















(3)

(c)
If John was among the group of 4A students that failed in the first Economics Test. 

Would there be any change in cost to John in choosing 4A at the beginning ? Explain briefly.

(3)

4.
John said, “ I’m a producer of services because I am just selected as the class treasurer. ”


His classmate replied, “ No, you’re a household because you’re drinking a can of coke right now. ”


Draw the circular flow of goods and services to explain how the two statements could be correct. 

(6)

5.
What is the difference between shortage and scarcity?










(4)

Section C

Answer ALL questions. (40 marks) 

1.
“ Hong Kong could be called a market economy. ”



“ Hong Kong could be called a mixed economy. ”


How could BOTH statements be true ? Explain.











(6)

2.  The following table shows the change in price of tram fare and newspaper between 1995 and 1999.

	
	Price in 1995
	Price in 1999

	Tram fare
	$1
	$2

	Newspaper
	$2
	$5



(a)
Distinguish between nominal price and relative price.









(2)

(b)
Is the tram fare cheaper in 1999? Briefly explain your answer in terms of relative price of newspaper.




















(4)


(c)
If the price of other goods in general has risen 80% from 95 to 99, is the tram fare cheaper in 1999? 

How has the relative price (in term of other goods) of tram fare changed?





(4)

3. The following table shows the demand and supply schedules for the mobile phone T28 of the Ericsson Co.

	Price ($/unit)
	Quantity demanded (units/week)
	Quantity supplied (units/week)

	1000
	10000
	2000

	2000
	8000
	4000

	3000
	6000
	6000

	4000
	4000
	8000

	5000
	2000
	10000


(a)
What are the equilibrium price and quantity for the mobile phone T28 of Ericsson.



(2)

(b)
Suppose the price is set at $5000/unit, 

(i)
What economic phenomenon will occur? Explain with the aid of a diagram.




(4)


(ii)
Under free market mechanism, how will the market price of the mobile phone T28 change?

(2)

(c)
Suppose a cost-saving method of producing mobile phones is introduced which reduces the cost of the mobile phone T28 by $1000/unit. Find the new equilibrium price and quantity of the T28.


(2)

4.
Recently the operation team of the Customs & Excise Department  (海關) arrested many sellers of illegal 

video-compact discs (VCDs) and confiscated (充公) their goods.

(a) With the aid of separate diagrams, explain how this would affect the market price of 

(i) illegal VCDs ;















(6)

(ii) legal VCDs.















(4)

(b) Based on (a) (ii), explain the effect of the change in the price of legal VCDs on the market 

of VCD players.















(4)
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Section B
( 25 marks )

1.
The opportunity cost of producing one shirt is 1.8 ( = 90 / 50 ) unit of T-shirt.





2

2.
(a)
Law of demand stated.














2


(b)
(i)
A movement along the demand curve with an increase in quantity demanded.



1



(ii)
An increase in demand with a change in quantity demanded at every price.




2

3.
(a)
Opportunity cost defined.














2


(b)
The value/gain from studying in 4C or as a 4C student becomes his second possible choice as well 



as his opportunity cost of choosing 4A.











3

(c) No, John’s cost in choosing 4A would not change because the failure in test is the consequence 

of his choice and has nothing to do with his action at first.
( Explanation : 2 marks )



3

4. Correct circular flow diagram : Maximum 3 marks.

	
	A can of Coke
	

	( As a student )

Households

( His class )
	
	 (His seller )

Firm / Producer

( As a Treasurer )

	
	Services provided to his class
	


Explanation of the role of producer and household : 2 marks each.







6

5. Shortage : a controlled price below the equilibrium price so that excess demand exists.

Scarcity : the state of unlimited wants relative to limited resources.




Max. 2


Shortage exists in a market with a controlled price but scarcity is a general situation due to 

our unlimited wants.
















4

Section C
( 40 marks )

1.
1st Statement : Hong Kong is an economy with resources owned privately and people are free to buy and sell.

 
The problems of resource allocation are mainly solved by the market or price mechanism.


2nd Statement : Hong Kong is also an economy under market forces and the policies of government. 


The problems of resource allocation are also solved by government and traditions.




6

2.
(a)
Any prices of goods expressed in terms of money are called nominal prices.



Any prices of goods expressed in terms of another goods are called relative prices.



2

(b)
Yes, it is cheaper. The relative price of tram fare decreases relatively from 1 /2 to 2 / 5 or 

from 0.5 to 0.4 between 1995 and 1999.











4


(c)
It is not cheaper. The tram fare has risen by 100 % which is more than that (80%) of the other goods 

in general.

Max. 2
The relative price of tram fare has risen from 1/ x to 2 / 1.8 x ( = 1.11 / x )
where x is the prices of 

other goods in general.














4

3.
(a)
The equilibrium price & quantity are $3 000 / unit and 6 000 units / week respectively.


2


(b)
(i)
Diagram ( Maximum 3 marks ) 

Excess supply or surplus of 8 000 units.
(2)









4



(ii)
The market price will fall down to the equilibrium price, i.e. at $ 3 000 / unit.



2


(c)
The new equilibrium price & quantity are $2 500 / unit and 7 000 units / week respectively.

2

	4.
(a)



(i)
Diagram.






(3)



The operation leads to a decrease in the number of 


sellers of illegal VCDs.



(1)


The supply decreases./ The supply curve shifts to the 


right.







(1)



The price increases.




(1)











Max. 6


	

Market of Illegal VCDs

Price



S1


D



S












      ․ 
 




    ․
O






Quantity

	

	
(ii)
Diagram.






(2)



The operation leads to an increase in the number of 


buyers of legal VCDs. /



Legal & illegal VCDs are substitutes.

(1)


The demand increases. / The demand curve shifts to 


the right.






(1)

.

The price increases.




(1)











Max. 4
	

Market of Legal VCDs

Price
D
D1


S













     
           ․



    ․
O





Quantity

	

	
(b)
Diagram.( Optional )





(2)



VCDs and VCD players are complements.



More people buying legal VCDs may lead to an 


increase in the demand for VCD players.
(Max. 2)



The demand increases. / The demand curve shifts to 


the right.






(1)

.

The price increases.




(1)
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	Market of VCD Players
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    ․
O





Quantity
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