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Section A
(40 marks)
Attempt ALL questions.

1. Recently, Mr. Leung has got some inside information and bought a brand new Lexus at a price lower than its market value.  Suppose the purchase price of the Lexus was HK$45,000 whereas the resold market value is HK$50,000.

(a)
Define opportunity cost.





     
   (2 marks)

(b)
What is the opportunity cost of using the Lexus?  Explain.     (2 marks)

2.
In a Chinese Restaurant, two teenagers have the following argument:

Teenagers A:
The recent decrease in price of original DVD is due to a fall in the cost of production.

Teenager B:
That is not true.  Most people choose to purchase the pirated DVD instead.


Mr. Tung, who sits next to them, has the following response: “Both of you are correct!”  Illustrate the above situation with the aid of a demand-supply diagram.
      









   (6 marks)
3.
The Mass Transit Railway Co. Ltd. (MTR) is a monopolist in providing railway services to the soon to be built Disney Wonderland (Hong Kong).

Give TWO reasons to explain why the MTR still plans to spend a lot of money on advertising.










   (4 marks)

4. The Kowloon Canton Railway Co. Ltd. (KCR) is planning to combine with the Mass Transit Railway Co. Ltd (MTR).

(a)
Name and explain this type of integration.


  
   (2 marks)

(b)
Give TWO possible motives for the above integration.        (4 marks)

5.
Give ONE example of fixed cost and variable cost respectively in the production of this Mock Exam Paper.  Explain.

  

   (4 marks)

6.
Should the following transactions be included in the calculation of GNP?

(a)
Transactions of securities such as bonds, shares and debentures, etc.











           (2 marks)

(b)
The commission received by the brokers who facilities securities transactions.






  


   (2 marks)

(c)
Transactions of second-hand goods such as old cars, textbooks, CD, etc.







         
  


   (2 marks)

7.
Can Octopus be considered as money?  Explain.

  

   (4 marks)

8.
Which principle of taxation is the following consistent with?

(a)
Taxpayers can pay taxes using (Payment by Phone Services) PPS.  Explain.








  

   (2 marks)

(b) The tax liability is well-known to the taxpayers beforehand.  Explain.










  


   (2 marks)

Section B
(50 marks)

Attempt any TWO questions.

9.
(a)
Over the past few year, the property market is deeply depressed.  Government has announced its plan of stopping supplying any new public housing units until further notice.  It greatly reduces the supply of new housing units.  In addition, in times of current economic recession, the demand for new housing units also decreases significantly.  So the selling price falls.  Illustrate this situation with the aid of a demand-supply diagram.





  




   (6 marks)


(b)
Despite a fall in selling prices, the total revenue of the housing developers rises.  Illustrate this situation in terms of elasticity of demand. (6 marks)


(c)
The most common means adopted by the housing developers to attract potential buyers is to invite them to visit the exhibition units.  In order to attract more visitors, free shuttle bus services are provided.

(i)
Is the shuttle bus services a free good?  Explain.

   (2 marks)

(ii)
Should the FREE shuttle bus service be included in the calculation of Gross Domestic Product?  Explain.



   (3 marks)

(d)
Recently, a throat-cut price war breaks out among housing developers who drastically cut their prices of new houses to compete for buyers.  How would this price war affect the equilibrium price and quantity of second-hand housing units?  Explain with the aid of a demand-supply diagram.










   (6 marks)

10.
(a)
Suppose the annual output per unit of resources for Iraq and the USA are as follows:

	Country
	Output per unit of resources

	
	Nervous Gas (Units)
	
	Protective Mask (Units)

	Iraq
	2
	OR
	5

	USA
	1
	OR
	4



(i)
According to the principle of comparative advantage, which product should Iraq specialize in?  Explain your answer in terms of opportunity cost.

  
 




   (6 marks)


(ii)
Suppose there are no trade barriers between the two countries.  When trade opens up, 3 units of protective masks can be exchanged for 1 unit of nervous gas.  Calculate the gain of EACH country from one unit of export.






   (6 marks)

(b)
If Iraq imposes import quotas on nervous gas imported from China.  How would these quotas affect the equilibrium price and quantity of


(i)
the newly-imported China made nervous gas on the Iraq market?








 


   (4 marks)


(ii)
the nervous gas produced in Iraq?



 
   (4 marks)


Explain with the aid of a separate demand-supply diagram.

(c)
How would these quotas affect the Gross national Product of Iraq?  Explain.








 

   (3 marks)

11.
(a)
Suppose there are only two banks, A and B, in an economy.  They are subject to the same required cash reserve ratio.  Bank B has no excess reserves. Their balance sheets are as follows:



Bank A

	Assets ($)
	Liabilities ($)

	 Cash 
	100
	 Deposits
	200

	 Loans
	100
	
	




Bank B

	Assets ($)
	Liabilities ($)

	 Cash 
	160
	 Deposits
	800

	 Loans
	640
	
	


(i)
Calculate the required cash reserve ratio in the economy.  (2 marks)

(ii)
Calculate the amount of excess cash reserves of Bank A.  (2 marks)

(iii)
Now assume Bank A chooses not to hold excess cash reserves.  Calculate the maximum possible increase in the deposits created by the whole banking system.  





   (2 marks)

(iv)
State TWO assumptions, other than those mentioned above, in arriving at your answer.


  



   (4 marks)

(b)
Suppose Mr. Tung withdraws HK$20 from his current account with Bank A and keeps the money at home.


(i)
Explain how the Hong Kong M1 will change immediately after the above withdrawal.

  





   (2 marks)


(ii)
Calculate the amount of reserves by which Bank A is falling short of the legal requirement.  Suggest TWO possible ways that Bank A can satisfy the reserve requirement again.


   (5 marks)

(c)
After the Asian financial turmoil, the economy of Hong Kong experienced a long period of recession.

(i)
List THREE characteristics of the stage of economic recession.







  
  



   (3 marks)

(ii)
State THREE methods the government can use to stimulate economic growth.




  


   (3 marks)

END  OF  PAPER
