ST. JOSEPH’S COLLEGE

F.5 MOCK EXAMINATION - MARCH, 2001

ECONOMICS  PAPER I

Time allowed: 1 hour 30 minutes.






Total marks: 90 marks ( 60 % )
1. This paper consists of two sections, A and B.

2. Section A contains 8 questions. Attempt ALL questions. The whole section carries 38 marks for content and 2 marks for effective communication.

3. Section B contains three questions. Attempt any TWO questions. Each question carries 23 marks for content and 2 marks for effective communication.


Section A
(40 marks)

Attempt ALL questions.

1.

A tutorial school invited all F. 5 students to a revision seminar in economics. John has decided either to attend the seminar or to take a mock examination organized by another tutorial school.

Explain whether John’s opportunity cost of attending the seminar would change if

(a)
the mock examination paper was at a very low standard ;






(2 marks)

(b)
the seminar was boring and not helpful to him.








(2 marks)

2.
(a)
‘ An increase in income will always lead to an increase in demand for a good.’ 


Do you agree? Explain.












(3 marks)


(b)
Explain why computers and keyboards are complements.






(3 marks)

3.
The Pacific Century CyberWorks (PCCW), which mainly operates NOW (Network of the world) the TV-

and-satellite Internet service, merged with the Cable & Wireless HKT, which mainly operates the 

telecommunication services.

(a)
What kind of integration does it belong to? State ONE motive of this integration.


(2 marks)

(b) What type of market structure of the fixed-line telecommunication service in HK? 

State ONE of its market feature.











(2 marks)

4.
Study the following figures carefully.

	No. of machines
	No. of labour employed
	Output
	Total costs of production
	Average costs of production

	10
	10
	1000
	$10 000
	(i)

	10
	20
	2000
	$15 000
	(ii)

	10
	30
	4000
	$29 000
	(iii)

	10
	40
	7000
	$32 000
	(iv)

	10
	50
	6000
	$38 000
	(v)


(a)
Calculate the amount on ‘average costs of production’ column for the above table.

(1 marks)

(b)
What economics concepts are illustrated in the table? Explain.





(4 marks)

5.
Roy, a HK resident, works in a Shanghai resident-producing firm. Each month, he remits 40 % of his salaries 

back to his parent in HK. 

Should this amount be included in the GDP and GNP of Hong Kong ?





(3 marks)

6.
Read the following figures carefully :

	GDP & GDP Components
	$ Million

	GNP ( at current market prices )

GDP ( at current market prices )

Private consumption expenditure

Domestic fixed capital formation

Increase in stocks

Depreciation

Net imports

Government consumption expenditure
	13 000

19 860

2 400

7 000

800

360

3 060

X


(a)
Find the values of X in the table and the net income from abroad.





(4 marks)

(b)
The government has just released the percentage changes in the Composite Consumer Price Index (CPI) from 1999 to 2001. 

	1999
	2000
	2001

	- 4 %
	- 3.7 %
	0 %


What does this imply in the price level of Hong Kong ?






(4 marks)

7.
There are critics asking the HK government not to raise any tax rates to finance the current budget deficit.

Suggest TWO possible methods of the government to finance the budget deficit other than a change in 

tax rates.
















(4 marks)

8.
Student A said, “ Hong Kong has a flexible exchange rate system.”

Student B said, “ Hong Kong has a linked exchange rate system.”


Explain why both of the students are correct.









(4 marks)

Section B
(50 marks)

Attempt any TWO questions.

1. The H.K. Government has decided to cooperate with the Disney Company to set up a Disney theme park in Hong Kong. It is believed that the Disney theme park will attract many tourists as well as local people.

(a)
Explain how the project will affect H.K.’s 

(i)
GDP.















(4 marks)

(ii)
Balance of payment account.










(4 marks)

(b) Recently, the Government imposes an effective price-floor at $350 per head instead of market

equilibrium on its entrance fee.

(i)
Suppose the price elasticity demand of visitors of the Disney Park is elastic.

With the aid of a diagram, explain what would happen to the quantity bought and sold, the total quantity transacted and the total revenue.










(6 marks)



(ii)
State TWO factors affecting the demand elasticity of visitors to the Disney Park.

(2 marks)

(c)
Suppose the Disney Company plans to give a free souvenir - a Mickey Mouse key ring - to the first 


5 000 visitors. Would the Mickey Mouse key ring be a free good? Explain.



(3 marks)

(d)
Suppose that to finance the construction of the Disney theme park, the Finance Secretary proposes 

to impose a departure tax. State whether this departure tax is progressive, proportional or regressive. 

How would it affect the distribution of income?








(4 marks)

2. (a)
The following figures show the labour hours needed to produce one unit of toy or one television set.

	Number of Labour Hours

	
	Toy
	TV

	Country A
	4
	8

	Country B
	3
	12


(i)
Determine which product each country should specialize and explain why.


(4 marks)

(ii)
If the terms of trade is 1 toy : 0.3 TV, what is the gain (loss) to both countries when 500 TV sets 

are exchanged? 

Also, determine the range of the term of trade so that there are mutual benefits to both countries.
















(6 marks)

(b)
SUNY, a TV-manufacturing corporation in Country A, is a limited company with an asset of $160 million now.

(i) Suggest TWO possible means to raise capital for the corporation to expand.


(4 marks)

(ii)
The corporation recently decided to move some of its plants to Country C which has a relatively large population and flat land site.


Give TWO advantages of the move by the corporation ? Explain.



(4 marks)


(iii)
Two years later, SUNY gradually drove out other competitors in Country A. 






What is the market structure as a result ?

Give TWO examples of competition the corporation would still face.



(5 marks)

3. After the Asian financial crisis, the property market was nearly stagnant. The commercial banks began to lower the interest rate on mortgage loans to attract more people to apply for loans.

(a)
A banker said, “ banks were conservative by holding excess reserves at before but not now.”

Suppose the banker is correct, what will the change in the amount of deposits and money supply be as a result ?















(4 marks)

(b) (i)
What is meant by the required reserve ratio ?







(2 marks)

(ii) Suggest TWO conditions under which there is a maximum increase in money supply.
(4 marks)

(c)
Many commercial banks decided to employ more information-technology (IT) professionals to face 

 

with competition. The government has just permitted more overseas IT professionals to work in HK.

(i)
Suppose the original equilibrium wage rate of the IT professionals remains unchanged as a result. Use a demand-supply diagram to explain the case above.






(6 marks)

(ii)
Show the earning of both local IT professionals and overseas IT professionals in the same diagram.
















(2 marks)

(d)
For an IT technician and a sales girl, who will have a lower occupational mobility? 

Give TWO possible reasons to explain your answer.







(5 marks)
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Section A
( 40 marks )

1.
(a)
The cost decreased because the value of taking the mock examination decreased.


The option is unchanged only.













2



(b)
There is no change in cost because the value of taking the mock examination has not changed.

2


2.
(a)
No. It depends on the type of goods. 












1




Normal Good: income ( ( D(



Inferior Good: Income ( ( D( 












2



(b)
Complements : The change in price of one good may lead to a change in demand of another good. 
1




The change in price of computers will lead to a change in demand in keyboards also.



2

3.
(a)
Lateral Integration. 















1



Motivation: Diversify production and reduce risk.

Uses resource more flexible by changing products.
(Any reasonable answer)




1

(b)
Oligopoly

















1

Several sellers dominate fixed-line telecommunication service. i.e. New World Telecom.


1


4.
(a)
$10

(ii)
$7.5

(iii)
$7.25

(iv)
$4.57
(v)
$6.3





1











1
(b)
Economies of scale.


Producing 1000, the cost is $10; Producing 4000, the cost is reduced to $7.25; Producing 7000, the cost is reduced to $4.57. Cost is reducing when the no. of product is increasing.
Output ( ( AC(





OR : Law of diminishing marginal returns + Explanation with data.






4


5.
It should be included in the GNP of HK because Roy is a HK resident producing services.






It should not be included in the GDP of HK because the firm is not a HK resident-producing firm.

3


6.
(a)
19 860 = 2 400 + 7 000 + 800 + X – 3 060

X = 12 720 million






2




Net income from abroad = 13 000 – 19 860 million = - 6 860 million
(or net income to abroad)

2


(b)
In general, there was deflation in 1999 and 2000 with a lower deflation rate in 2000.







The rate of change in the price level is getting slower / smaller from 1999 to 2000.



2




In 2001, there is neither deflation nor inflation as price level remains unchanged.




2


7.
* increase non-tax revenues ;



* issue government bonds ;


* the use of past fiscal reserves.
( 2 marks each. Max. 4 marks )








4

8.
1st statement : The foreign exchange market is a competitive market without government intervention.



2nd statement : The commercial banks could exchange HK$ & US$ with the Ex. Fund at the linked rate. 
4




Section B ( 50 Marks )

1.
(a)
(i)
G(, I( (H.K. govt. and the Disney Company jointly invest the Disney theme park. (GDP ()
2


Local consumption ( (local residents visit Disneyland, C (, GDP ()





2  


(ii)
Credit side of Capital & Financial A/C (investment bring from aboard), improved BOP A/C.

2

Credit side of Current A/C (invisible earning from travel and tourism), improved BOP A/C.

2

1.
(b)
(i)
Diagram with labels.














3





Quantity bought = Quantity transacted, Quantity bought < Quantity sold ( excess supply






Compare with no price control, total revenue ( (gain < loss)






3
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(ii)
No. of substitution goods, degree of necessity, proportion of income spend on that good. (Any 2)
2

(c) 
It is not a free good. They are scarce. It is costly to produce. 

The production requires the use of scarce resources, which have alternative uses. 



3

(d)
Regressive tax. Income is re-distributed from the poor to the rich. The income gap is widened.

4

Total : 23
2.
(a)
(i) 
Country A should specialize on producing TV, Country B should specialize on producing toy.
.




The opportunity cost of producing one unit of toy:




Country A: 4/8 ( 0.5 units of TV.


Country B: 3/12 ( 0.25 units of TV.

The opportunity cost of producing one unit of TV:




Country A: 8/4 ( 2 units of toys.


Country B: 12/3 ( 4 units of toys.

Country A should export TV because it has a lower opportunity cost in producing TV than Country B.




Country B should export toy because it has a lower opportunity cost in producing toy than Country A.






















4
(ii) Range of terms of trade : 0.25 TV < term of trade (for 1 unit of toy) < 0.5 TV

2
Gain from trade of Country A ( in terms of toys imported )

= Total import X ( Terms of trade – Domestic cost )

= ( 500 / 0.3 ) X ( 3.33 – 2 ) units of toys = 666.7 units of toys




2

Gain from trade of Country B ( in terms of TV imported )

= Total import X ( Terms of trade – Domestic cost )

= 500 X (0.3 – 0.25) = 25 sets of TV









2

Both A & B gain from trade.
























 Total 6



(b)
(i)
* to issue more shares ;




* to issue bonds or debentures ;




* to attract foreign investment ;




* to retain more profits, if any, for expansion.
( Any 2 ; 2 marks each )




4



(ii)
* to lower the operating costs by making use of the low factor cost in labour and factory sites in 

Country C.




* to enlarge the market share in Country C by a proximity to market.




* to achieve the economies of scale with a higher level of production.
( Any 2 ; 2 marks each )
4


(iii)
The market structure is a monopoly.











1




Competition for factor inputs / competition with similar products. ( Any reasonable answers)
4

Total : 23
3.
(a)
Banks will hold less excess reserves now. This implies a larger amount of loans created. With the process 

of credit creation, more deposits will be created and the money supply will be increased as a result.
4

(b)
(i)
Required reserve ratio : the ratio of the minimum amount of reserve to deposit of any bank.

2

(ii)
No cash leakage ; no excess reserves ; sufficient customers for loans ; favourable investment  
opportunities.

( Any 2 ; 2 marks each )









4

3.
(c)
(i)
A clearly labeled diagram. ( Maximum 4 marks )









4
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Quantity




Commercial banks will lead to an increase in demand for IT professionals.




1




More overseas IT professionals coming to HK will increase the supply of IT professionals.

1

(ii)
Earning of local IT professionals = WE . Q1  = Area O WE A Q1






1


Earning of overseas IT professionals = WE . ( Q2 - Q1 ) = Area A B Q2 Q1




1
(d)
An IT professional will have a lower occupational mobility.








1

* their expertise is very specialized so that the motive to change occupation is low.

* their cost of changing the occupation is relatively higher than that of a sales girl.

* their promotion prospects and the corresponding working environment should be better than a sales girl.

* any other reasons.
( Any 2 ; 2 marks each )










4


Total : 23


Paper II ( 60 marks or 40 % )

Answers :

1. C

2. B

3. D

4. A

5. C
6. A
7. A

8. B

9. C

10. B

11. B

12. C

13. B

14. C

15. D

16. D

17. D
18. A

19. D

20. B

21. D

22. C

23. C

24. D

25. D

26. B

27. A

28. D

29. B

30. D

31. A

32. D

33. A

34. B

35. D

36. C

37. B

38. D

39. B

40. A

41. A

42. C

43. D

44. A

45. C

46. A

47. A

48. B

49. A

50. C

51. C

52. A

53. D

54. C

7.
A price ceiling leads to an excess demand so that the full price may be higher than the equilibrium price and with non-price competition, the allocation of goods could not be as efficient as that under price competition.

12.
A sole proprietor could make decision right away and could also consult others if he wishes.

16.
The development may provide more opportunities to everyone including civil servants to earn more wealth.

17.
Any firm could enjoy economies of scale in an industry. A competitive firm could also be efficient.

20.
The vertical supply curve has not moved with the subsidy. The price is unchanged.

24.
If the total cost increases by 80 % only, its average cost falls with an increase in output. 


26.
Whether the firm is capital-intensive or not is not known from the data given. Workers in firm A is more productive.

28.
As the fall in the price level and the rise in population size are unknown, the result could not be certain.

36.
Answers (1) & (3) are very similar. If (1) exists, in general (3) is the possible result.

41.
Answer B refers to a change in the capital ( and financial ) account.

42.
Money, in an ideal sense, is universally accepted as a medium of exchange. But up to now, there is no such a medium. 

45.
For answer C, the HK Disneyland is mainly a recreational project rather than a form of financial development.

48.
The total deposit becomes $1200 and the increase is $200. The reserve is also the initial deposit of $600.

*

*

*


Labour and Vitrue your motto still bearing, 

Forward with courage in ways that are just… 
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