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Total marks: 60 marks (40%)

	1. ANSWER ALL QUESTIONS. You should mark all your answers on the Answer Sheet.

2. You should mark only ONE answer for each question. Two or more answer will score NO MARKS.
3. All questions carry equal marks. No marks will be deducted for wrong answers.

4. There are 54 questions in this paper. Choose the BEST answer for each question.




1.
Students have to take public examinations to be promoted to Form 6. This phenomenon implies the following, EXCEPT

A. There is a problem of resource allocation of F. 6 places.
B. There is a form of non-price competition.

C. The cost of each student to get promoted to F.6 is the same.

D. The school places in Form 6 are scarce. 
2.
Which of the following are included in your costs of studying in school?

(1) Money earned if you went to work. 
(2) Poor examination results. 
(3) School fees. 
(4) Lunch fees.

A. (1) and (2)


B. (1) and (3)



C. (2) and (4)


D. (3) and (4)
3. 
The photocopiers in a printing shop are regarded as capital goods because

A.  they are machines.

B. they help the owner to make money.
C. there is a cost of using them.

D. they are used for producing services.

4. 
Which of the following shows the problem of how to produce?


A.  The Hong Kong Government cuts the number of civil servants through computerization. 


B.
The Chief Executive cancelled the policy of supplying 85,000 new flats a year.


C.
The Airport Express provides a check-in service in Central.


D.
First-time buyers of properties can apply for a mortgage from the Government with a lower interest rate.
5.  As the population of Hong Kong increases, the demand for transportation increases. Thus, the demand for bus-drivers 
     increases. The demand for bus drivers is known as

     A. 
excess demand.

B. 
joint demand.


C. 
derived demand.
D. 
competitive demand.
6.  There is a decrease in the price of V-8 video cameras. Which of the following diagrams shows the effect of this change?
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7.
When there is a price ceiling, which of the followings will occur?

(1)
Black market may arise.

(2)
Price in the black market will be higher than the equilibrium price.

(3)
Price in the black market will be set between the fixed price and the equilibrium price.

(4)
Allocation of goods will be more efficient since the poor can now afford to buy the goods.

A. (1) and (2) only

B. (1) and (4) only


C. (2) and (4) only


D. (1), (3) and (4) only
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The price of beef increases because the number of cows slaughtered every day has decreased. Also, doctors suggest that eating pork is not so healthy because pork contains more fat. Which of the following figures of the beef market best illustrates the case?
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9.
The imposition of a per-unit tax on a good whose demand is perfectly inelastic will lead to


A. 
a growth in the consumption of the good. 
B. 
a drop in the producer's profit. 
C. 
a rise in the price of the good. 
D. 
a sharing of tax burden between the consumers and producers.
10.
The law of diminishing marginal returns


A.
can be applied in both the short-run and long run production.

B.
explains why firms will not increase the employment of variable factors indefinitely.

C.
implies that a competitive firm will eventually operate at a loss.

D.
states that marginal product always diminishes.
11. 
Which of the following about the profit-sharing scheme is INCORRECT? 

A. 
It stimulates the working incentive of workers. 
B. 
It guarantees a high return to workers. 
C. 
It strengthens the workers' sense of belonging towards the company. 
D. 
The problem of shirking will be minimized.
12.  Which of the following about sole proprietorship are CORRECT?

(1) It is most suitable for business providing direct personal services to customers.


(2) The setting-up procedure is simple. It can be set up after paying the business registration fee.


(3) When a sole proprietor goes bankrupt, his private property may also be sold to repay all his creditors.

(4) It would be time-consuming for a sole proprietor to make decision because he cannot consult others.

A. (1) and (2) only 

B. (2) and (4) only 


C. (1), (2) and (3) only 

D. (1), (2), (3) and (4)

13.
Mr. Lee decides to invest his money for the highest possible return and he dares to take risk. He should invest in 

A.
preference shares. 
B.
gold futures. 


C.
MTR debentures. 

D.
diamonds.

14. The following are the matching of three most common methods of wage payment. Which one is MOST likely to be chosen ?



Time rate



Piece rate





Profit-sharing scheme

A.
office clerk


salesman





teacher

B.
salesman



teacher





factory worker

C.
office assistant


air-conditioning serviceman

supervisor

D.
delivery worker


home maid




tailor
15. In 1997, the construction of Hong Kong Convention and Exhibition Centre extension part was completed. The hand-over ceremony was held at this new extension. Which of the following is FALSE?


A.
The land on which the new extension is built is reclaimed. It is capital.

B.
In managing the new extension, the government performs the role of entrepreneur.

C.
The reclaimed land incurs production and opportunity cost. It is not land.

D.
As land can be reclaimed, the physical quantity / availability of land is not fixed at any moment of time.
16.
Which of the following would raise the occupational mobility of civil servants?


A.
All applicants have to get a diploma of public administration before they can work in Government departments.

B.
Public transportation improves a lot, thereby reducing the travelling time between Lantau and Hong Kong.

C.
The Hong Kong Government develops three new towns in the north-western part of the NT.

D.
China enters the World Trade Organization that is expected to lead to fast economic development of HK.
17. 
Which of the following is NOT a reason why there is only one firm supply coal gas in Hong Kong?


A.
The firm is granted a franchise by the Hong Kong government.
B. The firm enjoys economies of scale in production.
C. It is costly for a new firm to construct a new underground pipeline network.
D. It is difficult for a new firm to capture a sufficient share of the market.

18. In a few years' time, the Cable Television will cease to be the sole provider of domestic pay television programme 
service. The service will be provided by several other companies in the future. Therefore, the market structure will 
change from 


 to 


.


A.
monopoly, oligopoly






B. 
monopoly, perfect competition

C. 
monopolistic competition, oligopoly



D. 
perfect competition, monopolistic competition

19. 
Study the following flow diagram.
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What do P, Q, R and S respectively represent in the flow diagram?



P



Q



R



S

A. 

cost



income


expenditure

revenue

B. 

income


cost



revenue


expenditure

C. 

expenditure

revenue


cost



income

D. 

expenditure

revenue


income


cost

20. 
Suppose the supply of Good Y is perfectly inelastic. A per-unit subsidy of $20 on the production of Good Y will

A.

bring about a decrease in the price by less than $20.

B.

have no effect on the price.

C.
bring about a decrease in the price by more than $20.

D.
bring about a decrease in the price by $20.

21. 
A real estate firm takes over a publishing company. What type of integration is this?

A.
Horizontal integration

B. 
Vertical integration

C. 
Lateral integration

D. 
Conglomerate integration

22. 
The Dao Heng Bank took over the Overseas Trust Bank in 1993. What are the possible advantages of this integration?


(1) Diversification of business

(2) Greater market power

(3) Increase in market share

A. (1) and (2) only

B. (1) and (3) only


C. (2) and (3) only

D. (1), (2) and (3)
23. 
What are the possible results after the elimination of the interest rate agreement among banks?


(1)
It may harm the interests of customers. 
(2)
Banks will compete for deposits by offering higher interest rate. 
(3)  Price competition will arise among banks.

A. (1) and (2) only

B. (1) and (3) only


C. (2) and (3) only

D. (1), (2) and (3)
24. A producer increases all his input to double the output. He finds that the total production cost increases by 80%. This 

can be explained by


A.
the law of supply.






B.
the law of diminishing returns.

C.
diseconomies of scale. 





D.
economies of scale

25. 
Which of the following is the greatest benefit from conglomerate integration?


A.
economics of scale.






B.
ensuring the markets for its output.

C.
larger market share. 






D.
diversification of product

Refer to the table below for question 26 and 27.

	
	Firm A
	Firm B

	Number of workers employed
	100
	60

	Number of working hours per worker
	500
	950

	Units of output produced
	50000
	55000


26.
Which of the following comparisons is correct?


A.
Workers in Firm B has a higher productivity.


B.
Firm B employs more labour services.


C. 
Firm B enjoys a greater economies of scale.

 
D.
Production in Firm B is more capital-intensive.

27.
Which of the following is a possible reason for the difference in labour productivity of Firm A and Firm B?


A.
better training of workers in Firm A

B.
better working environment in Firm B

C.
a larger labour force in Firm A

D.
a higher wage rate in Firm B
28.
Suppose nominal GDP remains unchanged but the price level decreases.  If the population size increases, real GDP per capita would


A.
increase.


B.
decrease.



C.
be unchanged.

D.
be indeterminate.

29.
The following is the balance sheet of a banking system.

	Assets
	Liabilities

	Reserves

800

Loans


200
	Deposits

1 000


If the amount of excess reserve is $300, the required reserve ratio and the actual reserve ratio respectively are

A.
30 % ; 50 %.

B.
50 % ; 80 %.


C.
80 % ; 50 %.

D.
20 % ; 80 %.

30.
When the unemployment rate decreases,


A.
the rate of inflation will also increase.


B.
people can earn a higher income.


C.
both the nominal and real wage rates of workers will increase.


D.
the unemployed population may have increased at a slower rate than the total labour force.

31.
Clark quits his job and go for a trip to Japan. He expects he can get the job back when he returns, although he has not 

signed a contract with his employer. He is therefore


A.
unemployed.

B.
under-employed.

C.
employed.


D.
not in the labour force.

32. Suppose the Government statistics shows that the unemployment rate starts to fall when investment and consumption expenditure rise.  The GDP growth rate also starts to rise. The economy is probably in a  ________


A.
peak



B.
recession



C.
trough


D.
recovery 

33.
Which of the following would have a contractionary effect on Hong Kong’s economy?


A.
The reduction in salaries for civil servants. 


B.
The introduction of an allowance for grandparents.


C.
The construction of the Science Park.

D.
The reduction of rental charges for recreational facilities during non-peak hours.

34.
Which of the following has a favourable effect on Hong Kong’s balance of payments ?


A.
More and more HK people went to Shenzhen to visit during holidays.

B. Microsoft decides to invest in the Cyberport project of Hong Kong.



C. The weak Japanese yen has attracted many HK tourists to visit the Tokyo Disneyland.




D
A donation to victims of the earthquake in Taiwan province.

35.
Which of the following statements is correct?


A.
If there is a balance of payments deficit, there must be a balance of trade deficit.


B.
If there is a balance of trade deficit, there must be a balance of payments deficit.


C.
If the balance of payments is balanced, the balance of trade is also balanced.


D.
There can be a balance of trade deficit even when there is a balance of payments surplus. 

36. What will be the effect(s) on HK’s trade with Japan if the exchange rate changes from 1 000 yen = HK$68 to 

1 000 yen = HK$75 ?

(1)
The volume of Hong Kong’s exports to Japan will increase.

(2)
The volume of Hong Kong’s imports from Japan will increase.

(3)
There will be a favourable effect on Hong Kong’s balance of trade.

(4)
There will be an unfavourable effect on Hong Kong’s balance of trade.

A.
(1) only.


B.
(2) only.



C.
(1) and (3)
.

D.
All of the above.


37.
Which of the following items should be included in Hong Kong’s GDP for the current year?


A
An investor buys shares on the local stock exchange.

B.
A British citizen receives a salary for teaching English in a school in Hong Kong. 

C.
A student sells some used textbooks to his friend.

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

38.
Who will lose during an unanticipated inflation?


A.
Mrs. Lee, who has hired a Filipino as his private driver and body-guard.

B.
Mr. Chan, who has bought ten coupons that can be exchanged for cakes at a bakery.

C.
Mr. Ko, who runs a fashion boutique in Mongkok.

D.
Mr. Wong, who has put his year-end bonus in his time deposit account 

39. In Hong Kong, salaries tax is normally paid by two installments and the tax payment can be made through the post.  

This practice agrees with the ________ principle of taxation.


A.
equality


B.
convenience


C.
certainty


D.
economy

40.
From the following information, find the balance of visible trade :

Domestic exports of goods

$500

Re-export of goods



$350




Import of goods



$950




Export of services



$850

Import of services



$550

A.
- 100



B.
- 150




C.
200



D.
300

41. Which of the following has a favourable effect on the current account of Hong Kong’s balance of payments?

A.
A Macau citizen leaves Hong Kong by taking a hydrofoil provided by a Hong Kong company. 

B.
A businessman from Beijing invests in the telecommunication market in Hong Kong.

C.
A local bank pays interest to an overseas depositor.

D.
A beer-producing company in Tsingtao issues shares in Hong Kong.
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42.
Which one of the following statements is correct ?


A
Money is any asset that has a high intrinsic value.

B. The real value of money depends only on its face value.

C. Money must also be legal tender. 

D. Money is universally accepted as a medium of exchange.

43.
Suppose the legal reserve ratio is 100 %.  If a person deposits $300 cash into his current account, 

(1)
the bank deposits will remain unchanged.

(2)
the bank loans will increase by $300.

(3) the money supply will remain unchanged.

(4) the currency in circulation will decrease by $300. 

A.
(1) and (2) only

B.
(1) and (4) only


C.
(2) and (3) only

D.
(3) and (4) only 

44.
Study the following information carefully:

	Taxable income ($)
	Total tax payment ($)

	10 000
	X

	20 000
	3 200

	30 000
	3 000


If the tax is regressive, X must be greater than

A.
1 600.


B.
1 800.



C.
2 800.


D.
3 400.

45.
Recently, the HK Government put forward some measures to raise the competitiveness of Hong Kong as an 

international financial centre. Which one of the following is NOT such a measure ?

A.
The reduction of the stamp duty on stock transactions by 10 % according to the 2000-2001 budget.

B.
The establishment of the H K Exchange & Clearing Company.

C.
The plan on the construction of the Hong Kong Disneyland in the Lantau Island disclosed in the budget. 
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build a Cyberport in Pok Fu Lam.

46.
Which of the following will happen in times of recession?

(1)
The total demand for goods and services will decrease.

(2)
The budget deficit will decrease.

(3)
The unemployment rate will increase.

(4)
The balance of payments deficit will increase.

A.
(1) and (3) only

B.
(1) and (4) only


C.
(2) and (3) only

D.
(2) and (4) only

47.
The ten-dollar coins issued by the HKSAR Government and held by the public should be


A.
included in M1 as well as in M2 & M3. 

B. included in M1 but excluded in M2 to avoid double counting.

C. excluded in M2 & M3 because they are not deposits.

D. excluded in M1 because they are currency in circulation.

48. The following is the balance sheet of a banking system based on an initial deposit of $600.

	Assets
	Liabilities

	Reserves

600

Loans


400
	Deposits

1 000


With a required reserve ratio of 50 %, the maximum increase in total deposits is 

 and the reserves 



A.
600 ; is the same.

B.
200 ; is the same.

C.
1000 ; increase.

D.
500 ; decrease.
49. In the 2000-2001 budget, the Financial Secretary announced the following figures :

	
	Original Estimates
	Announced Figures

	Total expenditure

Government revenues
	241.6 billion

205.1 billion
	230.9 billion

229.3 billion



Based on the figures, which of the following statements are correct ?


A.
The actual budget deficit is smaller than the estimated one.

B.
The government expenditure and revenues are both over-estimated.

C.
The size of the public sector is increasing.

D.
The original surplus budget turns out to be a deficit budget.

50. If a nation has an absolute advantage in all goods and services produced,

A.
the nation will import only those goods and services it has not produced.

B. the nation will export any goods and services produced with no imports.

C. trade will also occur with other nations based on different opportunity costs.

D. other nations will stop trading with this nation because of no gain from trade.

51. Which of the following statement about indirect tax is correct ?

A.
It is a form of regressive tax.

B. The tax burden on the taxpayers must not be shifted.

C. The taxation revenue from indirect tax will fall if there is a recession. 

D. The rise in indirect tax rates is a means to fight inflation.

52. The following table shows the production of two goods of two nations :

	
	Output per unit of resource


Shoes

Toys

	Nation R

Nation S
	
2
     or

4


6
     or

8



Suppose nation S insists to exchange 1.5 units of toys by 1 unit of shoes, then


A.
Both nations R & S will have a gain from trade.

B. Both nations R & S will not gain from trade. 

C. Nation R will gain from trade only.

D. Nation S will gain from trade only. 

53. If the US dollar appreciates against the EURO by 5 %, which of the following is most UNLIKELY to happen ?

A.
There will be more tourists to Europe from the USA. 

B. There will be more HK people choose to travel to Europe.

C. The prices of imports from Europe to HK will fall.

D. The HK$ will also appreciate against the EURO by more than 5 %.

54. China will soon become a member of the World Trade Organization (WTO). Which of the following is NOT likely to 

happen ?

A.
The economic linkage of Hong Kong with the Mainland will be raised.

B. The economic linkage of Hong Kong with the Macau SAR will be raised.

C. More and more Hong Kong workers will lose their jobs in the short run. 

D. The regional offices of the overseas companies will move to Guangdong in the short run.

END OF PAPER II
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