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Answer ALL questions in the MC answer sheet. Choose the best answer for each question.

1. Mr. Wong withdraws $500 000 in cash from a deposit-taking company.  He then deposits $400 000 with 

a bank as a savings deposit and keeps the remaining $100 000 for the down payment of a new car.

Which of the following about the money supply is correct?


A
Both M2 and M3 will increase.


B
M2 will remain unchanged and M3 will increase.


C
M3 will remain unchanged and M2 will increase.




D
Both M2 and M3 will remain unchanged.

2.
Which of the following about a monopoly is correct?


A
There is still some kinds of competition in a monopoly market. 


B
A monopolist can always increase the price to increase its revenue.


C
Its competitors have closed their business so that its product has no substitutes.


D
The monopolist must have the support of the government to survive.

3.     In the diagram below, M is situated in a certain phase of the business cycle.

          Which of the following is a characteristic of this phase?
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(1)
The real GNP has a positive growth rate.


(2)
The real GNP is higher than the nominal GNP.


(3)
The investment expenditure of the economy is zero.


(4)
The unemployment rate is rising.


A
(1) and (3) only




B
(1) and (4) only 

C
(2) and (3) only




D
(2) and (4) only

4.     Silver is a better form of money than tobacco because the former is more

(1) generally acceptable.


(2)
easily divisible.


(3)
homogeneous.

A
(1) and (2) only




B
(1) and (3) only

C
(2) and (3) only




D
(1), (2) and (3) 

5.    Which of the following would raise the amount of deposits created in the process of multiple credit creation?

A
a decrease in the amount of excess reserve of the banks. 

B
an increase in the number of banks in the economy.

C
a decrease in the use of electronic money by the public.

D
a decrease in the bank loans made to the business sector.

6.    Which of the following is a general feature of oligopoly?

A
There is free entry and exit to the industry.

B
There is imperfect information on the nature of goods. 

C
Each oligopolist shares an equal percentage of market share.

D
There are only a few sellers who carry out independent business decisions.

7.
Based on the data below, we may conclude that from 1998 to 1999, the economy’s

	Year
	1998
	1999

	GDP deflator
	150
	153


A
rate of deflation was 3 %.



B
real GDP increased by 3 %.

C
rate of inflation was 3 %.



D
general price level increased by 2 %. 

8.    Which of the following about money is NOT correct?

A
It must have a face value.

B
It must be convertible into either gold or silver. 

C
It must be backed up by law to become a legal tender.

D
It must be generally accepted as the medium of exchange.

9.    Which of the following are the central-bank functions performed by the Hong Kong Monetary Authority?

(1)     supervising the banking activities

(2)     issuing Hong Kong dollars

(3)  
advising the government on financial matters

(4)     carrying out fiscal policy

A
(1) and (3) only




B
(1) and (4) only

C
(2) and (3) only




D
(2) and (4) only

10.    GDP at factor cost is equal to GDP at market price if

A
there is zero depreciation allowance.

B
there is no net external factor income flows.

C
the subsidies are equal to indirect business taxes. 

D
the value of exports is equal to that of imports.

11.    Which of the following is NOT a difference between monopoly and perfect competition?

A
There are usually more substitutes found in perfect competition than in a monopoly.

B
Firms are free to enter a perfectly competitive market but not a monopoly.

C
Monopolists bear a higher average cost than perfectly competitive firms. 

D
A monopolist can face the whole market demand while a competitive firm cannot.

12.     In Hong Kong, when a department store takes over another department store,

A
it is an example of lateral integration of external growth.

B
it is able to diversify production and to reduce risk in its business.

C
its market share could be enlarged as a result. 

D
it will suffer from diseconomies of scale with increasing average cost.

13.    Which of the following items should be included in Hong Kong’s GDP for the current year?

A
An foreign investor buys the shares of Bank of East Asia through the HK Stock Exchange.

B
A Japanese citizen receives a salary for teaching Japanese in a tutorial school in Hong Kong. 

C
A school sells some used textbooks to its junior form students.

D
A toy manufacturer sells last year’s unsold stocks.

14. According to the data below, what do we call the phase of the business cycle that the economy was in 1998?

	Year
	1995
	1996
	1997
	1998
	1999

	Real GDP growth rate (%)
	1.5
	0.0
	4.1
	5.8
	4.6


   
A
recovery

B
peak


C
recession


D
trough

15.    Which of the following people would be classified as ‘unemployed” in Hong Kong?

A
Jane has decided to retire after winning a lottery.


B
A reporter has quit his job and has gone on a trip to Europe.

C
Tim, aged 14, cannot find a job after completing Form three.


D
Alex, who lost his job five weeks ago, has been looking for a job for one month. 

16.    Lily plans to deposit HK$250 000 in a financial intermediary for three months.  Which of the following 

institutions can accept her deposit?

(1) licensed banks

(2)
restricted licence banks

(3)
deposit-taking companies

A
(1) and (2) only




B
(1) and (3) only 

C
(2) and (3) only




D
(1), (2) and (3)

17. Which of the following is NOT included in the gross investment expenditure in calculating GNP using the  expenditure approach ?

A
expenditure on land.



B
expenditure on transfer cost.

C
expenditure on shares and bonds.

D
expenditure on building and construction.

18.    Which of the following descriptions of “demand deposits” is correct?

A
They are the most liquid form of asset in Hong Kong.

B
They are legal tender in Hong Kong.

C
They are a form of credit money. 

D
They are a component in the money supply M2.

19.    Which of the following is an example of lateral expansion of a firm?

A
A telephone company combines with a telegram company. 

B
A supermarket combines with a Spanish restaurant.

C
A radio broadcasting company sets up a school to train disc jockeys.

D
A boutique combines with a shoe-making company.

20.     In economics, which of the following statements about “market’ is correct?

A
Firms in an oligopolistic market compete in price only.

B
Under monopolistic competition, the entry of firms is restricted.

C
All buyers and sellers must meet at a physical location to carry out exchanges.

D
A perfectly competitive firm had to accept the market price. 

21.    Nowadays one can use a credit card or coins to make phone calls from public telephones. The telephone

company accepts the use of credit cards for phone calls because

(1) a credit card has a store of value.

(2) a credit card is a means of deferred payment.

(3) credit card holders are relatively high-income people.

(4) the cost of handling coins can be reduced.

A
(1) and (2) only




B
(1) and (3) only

C
(2) and (4) only




D
(3) and (4) only

22.     Which of the following is included in the measurement of Hong Kong’s Gross Domestic Product (GDP)?

A
medical benefits of civil servants. 

B
money won from a Mark Six lottery.

C
dividends gained from overseas investments.

D
government compensation to patients injured in traffic accidents.

23.


	
	1999
	2000

	Consumer Price Index (A)

Consumer Price Index (C)
	117.0

118.9
	113.2

114.5


The above table shows that in 2000, the  ______ of the higher income group decreased at a ______ rate than that of the lower income group.

A
standard of living; faster



B
standard of living; slower

C
cost of living; faster



D
cost of living; slower

24.
If GNP is greater than GDP,

A
net export is greater than zero.


B
net income from abroad is positive. 

C
subsidies are greater than zero.


D
indirect business taxes are greater than zero.


25.
Money will NOT exist if

A
there is no double coincidence of wants.

B
only Octopus cards and credit cards are accepted for payment.

C
there is only one man on earth. 

D
there is only one large country on earth.

26.
Assuming that a required reserve ratio is 20 %, when the banking system has excess reserves of $M, it can at 

most increase its deposits by

A
$4M.






B
$5M. 

C
the amount of its total reserves.


D
the amount of its excess reserves, M.

27.
The table below shows the total reserves, loans, and deposits of a bank :

	
	Assets ($)
	Liabilities ($)

	From the table, we can say that
	Reserves  
1 500

Loans        
6 000
	Deposits   
7 500


A
the legal minimum reserves are $1 000.
B
the bank holds excess reserves of $500.

C
the actual banking multiplier is 4.

D
the actual reserve ratio is 20%. 

28.
Which of the following ways of measuring output involves doubles counting?

A
summing up the values added in all production stages.

B
summing up the incomes earned by all factors of production.

C
summing up the expenditures on all final goods and services.

D
summing up the values of all market transactions. 

29.
The expenditure by the Hong Kong government on Vietnamese boat people ______ included in Hong Kong’s

GDP because ______ .

A
should be; goods and services are produced in Hong Kong. 

B
should be; a part of the expenditure will be paid back by the United Nations.

C
should NOT be; goods and services are spent on foreigners.

D
should NOT be; Vietnamese boat people do not produce goods and services.

30.
Which of the following descriptions about barter is FALSE ?

A
Barter exists only in societies without a medium of exchange.

B
Barter relies on the existence of the double coincidence of wants.

C
Barter means a direct exchange of goods and services.

D
Barter exists only in societies with a lot of exchange ratios among goods and services.

31.
Which of the following is included in M2 of Hong Kong?

A
Japanese dollars circulating in the Hong Kong public.

B
Certificate of Deposits in the restricted licence banks.

C
Time Deposits in the restricted licence banks.

D
Time Deposits in the licensed banks. 

32.
Suppose a man transfer $1000 from the current account to savings deposit in the same bank.

(1)
M1 will decrease.




(2)
M2 will increase.

(3)
M2 will be unchanged.



(4)
M3 will be unchanged.

A
(1) and (2) only




B
(1) and (3) only

C
(1), (3) and (4) only



D
(1), (2) and (4) only

33.
Which of the following is CORRECT?

A
The minimum lending ability of a bank equals to its excess reserve.

B
The actual reserve ratio determines the total change in deposits and loans. 

C
Cash leakage does not affect the contraction of money as the cash still exists in the banking system.

D
Banks usually make as much lending as possible in order to earn more interests.

34.
Which of the following would be included in HK’s GDP ?

A
the value-added of the services provided by the Ocean Park. 

B
the value of a new ticketing machine purchased by the Ocean Park.

C
the value of a used ticketing machine sold by the Ocean Park.

D
the value of services provided by an American magician in the Ocean Park.

Study the following table and answer Questions 35 to 37 :

	GDP Components
	$ Billion

	Private consumption expenditure

Government consumption expenditure

Gross domestic fixed capital formation

Increase in inventory

Depreciation allowance

Indirect business taxes (Taxes on production)

Exports of goods

Imports of goods

Exports of services

Imports of services

Welfare payment to the needy 
	700

100

60

40

30

20

250

280

60

30

120


35.
The value of net exports of goods and services is

A
$ - 10 billion




B
$ 0 billion 

C
$ 30 billion





D
$ 620 billion

36.
The value of GDP is

A
$ 1020 billion




B
$ 900 billion 

C
$ 880 billion





D
$ 850 billion

37.
The value of NDP is

A
$ 1020 billion




B
$ 900 billion 

C
$ 870 billion





D
$ 800 billion

38. The total amount of currency issued is $ 500 billion. Half is held by the non-bank public and half is held by 

commercial banks as reserves. Suppose the minimum reserve ratio is 50 % and banks do not keep excess reserves, the money supply will be

A
$ 500 billion





B
$ 550 billion 

C
$ 750 billion





D
$ 1000 billion

39. When the Bank of China opens a new branch in the New Territories, it is an example of 

(1)
horizontal expansion.



(2)
vertical expansion.

(3)
internal growth.




(4)
external growth.

A
(1) and (3) only




B
(1) and (4) only

C
(2) and (3) only




D
(2) and (4) only

40. When the Pacific Century Cyberworks merged with the Cable & Wireless-HK Telecom Ltd., 

A
The former expected to turn its competitor into a partner to increase the market share.

B
The new firm could ensure a more stable supply of factor inputs.

C
It could change from its labour-intensive to capital-intensive mode of production.

D
It is an attempt to diversify its distribution channels and to obtain more customers at once. 
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Paper I ( 60 marks )

Section A
( 25 marks )

1.
Monopolistic competition. (1) 
+
Any 3 ways to compete.
(3)






4

2.
(a)
The retired nurse received a fixed monthly pension so that inflation will lower her purchasing 

power and raises her cost of living.










2

The banker gains by charging a nominal interest rate to borrowers when lending out money but 

pays back money to  depositors at a lower amount in real terms.





2


(b)
Any 1 effect : choice on physical wealth / more tax revenue collected.





2

3.
GDP & GNP defined or explained. Max. 3









 
 


GDP measures production – both within and outside the economic territories - by resident producing units.


GNP measures production or income – that part of total income earned by residents only.Max. 3

Total  5

4.
Meaning of unemployment.












2

The rate should rise in general because all F. 5 graduate will be included into the labour force 

but they will not all get or seek successfully a job. 









3

5.
Vertical backward integration. (1) + Any 2 advantages of vertical backward integration. (4)



5



Section B
( 35 marks )
1.
(a)
GDP at market prices = 890 + 230 + 160 + 910 – 950 million = 1240 million




2



Per capita GDP = 1240 million / 8 million = 155








2



Per capita real GDP = 155 X ( 100 / 125 ) = 124








1



Net income from abroad = 1380 – 1240 million = 140 million






1

(b)
(i)
He / she is a resident producing unit in HK so that it will be included in both GDP & GNP.

3


(ii)
He / she is a non-resident producing services within the domestic boundary of HK. 

 

So, it will be included in GDP but will not be included in GNP.





3


(c)
(i)
$ ( 540 + 480 – 800 ) + ( 780 – 540 ) + ( 600 – 480 ) = $ 580





2



(ii)
$ ( 780 + 600 – 800 ) = $ 580










2

2.
(a)
(i)
Required reserve ratio = 600 / 3000 = 20 %








1




Change in total deposits =  50 million X ( 1 / 20 % ) = 250 million.




2



(ii)
Original M1 = Currency in hands of public + Deposits = 400 + 3000 million = 3400 m.




New M1 = ( 400 + 50 ) + ( 3000 – 250 ) million = 3200 million.




The change in money supply = 200 million.








4

(b) * supervising the private commercial banks.

* lender of last resort.

* maintaining the stability of the banking system / providing a healthy banking environment.

* Any 2 reasonable answers.











4

(c)
(i)
It could not perform all the 4 functions of money. It acts as a medium of exchange / means of 

payment in some cases.It has a store of value.







4



(ii)
It depends on the form of money used to increase the store value of the card.




If people use cash to increase the money value of the card, both M1 & M2 decrease.

If people use the amount in the savings deposits to increase the value of the card by direct debit of their savings accounts, then M1 is unchanged but M2 decreases because the money value stored in the cards is not counted in both M1 & M2.








4

Paper II (40 marks)
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