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Section B

1. Income maximization refers to the maximization of income subject to
constraints.

WNERUZBIEERRIEH T FEEKBN -

Wealth maximization refers to the maximization of wealth subject to
constraints.

MERRURIEERREHTIREXRYE -

If there is market interest rate, the future income flows can be discounted
and present value can be used to explain the consumption behavior and
career choice.

HEATISFIET » BREBWNTT AR » RETUARKAERREEETR

2
Income is a flow concept and it cannot easily be maximized since we
cannot specify which period of income we are referring to. Income
maximization is less useful than wealth maximization.
BNANRREES  ARAREANER—EIFEHEN » IANTRESH
BAL  ERUERRULZEYA -

2
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However, if income refers to annuity income, the implications derived
from income maximization and wealth maximization is the same.

BZ » MREAZEFESUN » UARXLEBERKLNSERZER -

However, if there is no market interest rate, wealth cannot be derived and
wealth maximization cannot be used to explain human behavior. While
income is the product of wealth and market interest rate, income will not
exist if there is no market interest rate and income maximization cannot be
used to explain human behavior.

BR  EREMSEMET » MEAATU#HSIB » BERKUAFTLAE
BRANEITR MEANRMERMENTE » ®2ETMHARMNBRT
YN RUATIABRRENERITA o

Comment

* Only 3-4 students defined the income maximization and wealth maximization
correctly with the key phrase ‘subject to constraints’.

* Many students gave examples of how to decide the consumption or career
choice but they did not point out the key word ‘present value’. No mark will be
given for that.

« Students failed to mention that it is the future income flows can be discounted
with the existence of market interest rate. Many of them wrote total income/
income stream/income etc. without mentioning market interest rate. However,
this time is lenient enough that 1 mark is still given for students writing the
word ‘discounted’.

» Majority of students wrongly said that income maximization is better than
wealth maximization in the absence of market interest rate, they did not
realize that income is the product of wealth and market interest rate. Income
will not exist without market interest rate. Thus, both wealth and income
maximization will not exist without market interest rate.
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2. Price discrimination refers to the practice of charging different individuals
different prices for the same goods.

BRI AFEEANEARRRNER - EFRYmASHEER -

Different price elasticity of demand is the reason for price discrimination.
For individuals with higher price elasticity of demand, they are charged
lower price and vice versa.

ARMEFRFREESERTENEER » IR —EAANERERELERS
BN B ERIR

Different information cost is another reason for price discrimination. For
individuals with higher information cost, they are charged higher price.
AEMENEARERSENS—ERER » itR—EANEAE RS
B ERERS °

They can be reconciled if the individuals with lower price elasticity of
demand are subjected to higher information cost or individuals with higher
price elasticity of demand are subjected to lower information cost.
MEREATA#H R » IR —EEESEREREEHATRENENEN
F—EEREEERFTREENATERSHENER -

Comment

» Some students gave examples of price discrimination e.g. MTR fee, film
tickets for adult/students, rather than conditions.

» Many students mentioned different use value, separate market, choice of
people etc. which are not appropriate in answering this question.

» Some students wrongly explained the conditions for perfect price
discrimination such as low TC, knowing MUV of different users etc.

» Many students simply ignored the second part of the question, only 3-4
student were able to answer whether the two conditions could be reconciled.
Students may not know what the meaning of ‘reconciled’ is, they wrote
something which was totally irrelevant.

* No mark will be given for saying it can be reconciled without elaboration.

* No mark will be given for saying having information cost instead of different
information cost.
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3. Law of diminishing marginal product states that when adding more
variable factors into fixed factor, the marginal product of variable factors
diminishes, given technology constant.
EREESREREESEENEMAFTELEERZREEEERRZRZH »
ERMMAZNERLT  ASEERZRNEZREHRATE -

Supply curve of price taker is the part of marginal cost curve above minimum
point of average variable cost.

ZEENMAG AR 2B R AR SR TR B B A B AR R AR B ERR o

If the LDMP holds, the marginal product curve is downward sloping while
marginal cost curve is upward sloping given factor price constant.
MREEERML » BEEHMERATE  ZEEENEEZRERT
EEBAMEREA LR o

However, if the factor price is not constant, the marginal cost curve may
not be upward sloping and the supply curve will not be upward sloping.
BR  MREEZZERAZETE » BERAHEL—EREE LR
HAEHMBEA—EME L o

Comment

» Many students wrongly said that the supply curve is the MC curve. The
correct definition is the MC curve above the minimum point of average
variable cost curve. Some students even said that it was the upward sloping
point of the MP curve.

* Majority of students failed to define LDMP properly. Law of diminishing
marginal product states that when adding more variable factors into fixed
factor, the marginal product of variable factors diminishes, given technology
constant. One mark is still given for saying other things being constant.

* Many students wrongly used the long run case such as increasing cost,
constant cost, volume effect, etc. to explain.

* Only a few students were able to answer in term of factor price.

* Please read the question carefully. Some students use a long paragraph to
derive a downward sloping supply curve when the LDMP does not hold.
However, the question is asking why there is a downward sloping supply
curve if the LDMP holds.
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4. Monopoly is one of price searchers and it faces downward sloping demand
curve.

EERREEMEAH @A THIERHAR

If there is only one seller and he faces downward sloping demand curve,
he is monopoly and it can affect price or quantity sold.

MRAEF—EES » EEHEEA TBRNERKMLE » EREHFEFRTULE
BRfEE -

However, if there is potential threat and the sole seller faces a horizontal
demand curve, it cannot sell the product at the price higher than market
level and expected to survive. It is not monopoly even there is only

one seller.

ER MREBERE E—BRVTUEHEDMEKRHLE » EARATL
BYmNEEESRMHEKERXATUATRR » EAZER -

Comment

* Many students simply wrote down the conditions for how to be a monopoly
such as patent, huge capital investment etc. which are not relevant for this
question.

* Only a few students have mentioned the monopoly could affect price or
quantity sold.
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5. Imposition of tax may not attenuate income rights for two reasons,

B AT REEHISBWNERRE T !

First, the income tax can be viewed as the payment to services provided
by the government, especially for the services have public goods features.
F— ' AEBRWTURREBAFRUARBHZAN » FR 26 EIRS & kL
MmEEE o

Second, the right of using income tax revenue is appropriated by the
government.

F ERANEBRIENRBAFEAT -

Imposition of tax may attenuate income rights for one reason,

R RHEIBEN R FENT :

Government officials are not the owner of income tax revenue and they
have no incentive to make efficient use of income tax revenue.

BFREEARANEBRNERE  MRBSHEREGEEUA -

Comment

» Majority of students answered that the amount of income for individual has
been reduced so the income right is attenuated. However, the question does
not indicate the income rights are own by the individuals.

» Some students wrongly said that it depended on which type of tax was
collected by the government, proportional, regressive or progressive.

* Some even said that it depended on the type of income, whether it was
disposable or not. The right would not be attenuated if the tax is not imposed
on disposable income.
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Section C
6. a. They are capital since it can generate potential income flow in the

future.
EREX  BREFLLS| BRPZRA NG

2

b. If there is no congestion, the marginal cost of serving an extra

user is zero. Marginal cost pricing cannot be used to generate
any income.
MPREXBIEE » OFEAM—EERAFRUERBHERBAEE
BB ARETE A AT I R AEBREUIN o

2
The price is set according to the sum of the average direct cost and
expected rent derived from providing services to user.
BERMFIRT 2RIFFHEREAAERURBH TR EMA

2

C. The reasons are,

FEZ :
There is an increasing demand for transportation services.
HTBRBFWERAEER -

2
There is no democracy in mainland China and the land collection
process can be shortened.
EHEXEZERE - WithiEF T AR

2
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Comment

« Capital can generate potential income flow in the future. Only one mark will
be given for missing the word ‘future’.

* If there is no congestion, the marginal cost of serving an extra user is zero.
No mark will be give for marginal cost, marginal cost of operating/using/
producing.

* Some students were able to point out marginal cost of serving is zero but
they said that MC pricing would be adopted. Price will be set at zero with
ED=1.

* Only 1 student answered the price is set according to the sum of the average
direct cost and expected rent from providing services to user.

7. a. If perfect price discrimination is adopted, the museum can generate
more incomes.

MREEERIFEHEAT » EAIURBEZIAN -

However, the information cost of knowing the MUV of each individual
and enforcement cost of practicing such arrangement are too high,
such arrangement is not adopted.

BR  MES—EANMUVE AR EGREBRNPITHATTZE
EEBRZEHEA -

2
b. The waiting time of this time cannot affect the watching time since
the waiting time is sunk cost and all expenditure are paid before
watching.
BER B FERFEE AT IR EE R B B R » A RIER B E &R
EEENA  fEXHECMHH -
2

However, the waiting time of this time reflects the waiting time of the
next time and it may affect the individual’s choice of watching time
since he does not want to wait for such a long time in the future.
BR » EXRWERER KR TRNERRRE  EEXEEANER
BERENRE  BRMABETNIEE—RREFH -

que 8 of 11 Fred Chan @ Champagne Education



/x‘ ] ‘ -~ Champagne Education
DD M AL Economics (Form 7) Paper 1 Answer
Mock Exam 22022010

Comment

* For part (a), many students mentioned transaction costs but they should
specify which type of transaction costs.

» Most of the students gave the answer that different people had different
preferences, different MUVs and different time costs. The waiting time should
be depended on it. Also, they should depend of the size of the exhibition,
amount of the painting, route or number of people.

* Many of them were not able to answer the waiting time of this time reflects
the waiting time of the next time and affect the individual’s choice.

8. a. It can benefit from demonstration effects.
ERH R REIERA

The resistance from vested interest group is too large.
BREFEMEREA N+ ZXK -

b. Gain:
Consumer can enjoy a better quality services at a lower price.

HEE AR ERSRRE -

More competitive service provider can enjoy a better return for its
service.

RABRBNNRBERAETUASIRENDR -

Loss:

Existing services provider with vested interest suffers for a decline
in business.

RAARGH mRBREETEEHBNELD
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Comment

* Only 1 student talked about the demonstration effect.

* For part (a), students wrongly focus on why the government privatised those
industries rather than why it privatized those industries gradually and partially.
Many of them answered this part in term of the benefits of privatization.

9. a. Benefit:

It can reduce the cost of recruiting and training new staff.

1B AT R EE A R L5 5T & TR o

2
It can avoid the leakage of skills and expertise.
15 AT B A Al R B P AN AR A o

2
It can support the academic freedom.
ERE SIS

2
Loss:
It cannot promote and enhance effectiveness and innovation.
EARSEES -

2
It reduces the chance of promoting new and upcoming staff.
ERERAFEEIARS -

2

b. The reason is the staffs are paid at a low salary and it does not

create a burden to the firm.
FERRERAEIHNHMERR TSR/ LBEEREE -

2

que 10 of 11 Fred Chan @ Champagne Education




/x‘ ] ‘ -~ Champagne Education
DD M AL Economics (Form 7) Paper 1 Answer
Mock Exam 22022010

C. Employees are paid according to their marginal revenue product
and it can promote continuous learning and skills improvement.
Wealth maximization is implied.

RBERFEMMRZEEERNGTE  EASREFESE KRR
ERARERKRL

Employees can better understand their value, i.e. wage and they will
face a short waiting time for a new job. Unemployment rate is lower.

BERBFZEBCHERE  ERITMITIENFREERE » KERRR -

d. First, the interests of low- skilled workers are better protected if they
can get a job easier with lower information cost if there is freedom in
making contracts.

F— NMRFEENEH EAEARRK  BREWMEIRESZKIET
1 PR S EFRRE -

Second, the low-skilled workers are often unable to get the job under
labour legislation and restriction deprives them of job opportunity.

FZ 0 EEEHET  REMIARSKE -

Comment

* For part (a), none of the students could answer permanent post could
support academic freedom.

* Only a few students mentioned to avoid the leakage of skills and expertise.

» Only mark will be given for saying staff would become lazy/reduce efficiency/
productivity. Only 2-3 students mentioned reduced in innovation and
promotion opportunities.

* For part (b), only 2 students could answer correctly. Many students gave
interesting answers like Japan people are hardworking/having higher sense
of belongings/higher morale/special characteristics/like stability etc.

» Majority of students scored zero mark for part (c) and (d)
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